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DUTIES OF THE COMMITITE

Section 8 of the Public hccounts Committee Act 1951-1966 reads as
follows :-

8. The duties of the Committee are -

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

(b} to report to both Houses of the Parliament,
with such comment as it thinks fit, any
items or matters in those accounts,

. statements and reports, or any circumstances
connected with them, to which the Committee
is of the opinion that the attention of the
Perliament should be directed;

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

(@) to inguire into any question in connexion
with the public accounts which is referred to
it by either House of the Parliament, and %o
report to that House upon that question,

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

One Hundred end Fifth _ Report

The Report of the Auditor-General
Financial Year 196768

Chapter 1

Introduction

The firat duty of Your Committee as set down in section 8
of the Public Accounts Committee Act 1951-1966 iss

(a) to examine the accounts of the veceipts and
expenditure of the Commonwealth and each
statement and report transmitted to the Houses
of the Parliement by the Auditor-General in
pursuance of sub-gection (1.) of section £ifty-
three of the Audit Act 1901-1950.

The second duty of Your Committee is:

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

2, Each year since 1959 Your Committee has conducted a
geparate series of inguiries related specifically to mabtters
raised by the Auditor-General in his Reports. to the Parliement.

3. In recent years the Reports of the Auditor-Genecral havé
been tabled during the latier half of August end consistent with
this pattern the Report for 1967-68 was presented on 20 August,
1968.  As in our previous reports, we would again pay tribute
to the Auditor-Genersl and his staff for the sustained effort
that they have made over the years to achieve this very
commendable objective.
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4. On 12 September, 1968, Your Comittes discussed with
the Auditor-General several items on which he had commented in
his Ropott; Written statements were then obtained from
departments and after .a selestion had been mede were examined
in detail by Your Committes. ’ '

5 The items which were selected for detailad examimtioﬁ
and which are referred to in Chapters 2 and 6 of this Repoxt
were made the subject of a Public Inguiry held at Patlisment
House, Canberra, on:

Tuesday’ 8 October, 1968..

Monday 14 October, 1968.

Tuesday 15 October, 1968.

Monday 21 October, 1968.

Tuesday 12 November, 1968.
fuesday 19 November, 1968.

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

Department of the Army

Mr. A, S. Heig -~  Controller, Army Pay Accounts
Centre.
Mr. J. W. Munn ~ First Assistent Seoretary,

Finance and Logistics.

Department of Externsl Affairs

¥r. K, G. Brenmnan -~ Senior Assistant Seoretary,
Menagement Services.

¥r, P,F.N, Othehir - Project Officer, Propexty.
Mr, J. P, Walshe, - Senior Executive Officer.
MBE

.

De: ent. of Health

Mp, H, C. Harrison ~ Assistant Director,
. Administration and Finence,
Darwin.

Mr. H. West - Acting Assistant Director-General,
Estsblishments and Finence.
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z t of the N

Mr; M. T, Eyland - Pirst Assistant Seorelary,
) Pinance and Materiel.
¥z, W. H, Yok - Principel Fire Officer.
" Mr. R.E.Eo Todd ~  Direotor of Naval Works.
Captain W. F. ~ Apsistant Chief of Navel Technicel

Walmsley Services, Aircraft Engineering.
Public Service Bo,
Mr. P, C. Nordeck, -~ First Agpistent Commissioner,
0BE Conditions and General.

Superannuation Board
lr. L. K. Burgess - Pregident.

Depaxrtment of Works

‘Mr. J. C. King - Senior Assistant Director-
General.
Te During its inquiry Your Committee was assisted by the

following Observers in xelation to the mattexs referred to in
this Report:

Attorney-General's Department ~ Mr. B. J. O'Donovan.

Auditor-General's Office ~ Mr. R. G, Parker.
Mr. T. R, Rees.
Mr. A. X, Ragleas.

Public Service Board - Mr. G. G. Glenn.
Mr. @, N. Vanthoff.

Depaxtment of the Treasuxy ~ M. M. G, Cowle.
Mr. C. T. Monaghen.
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Chaptexr 2. -~
The Department of the Army.

[N Paragraph 275 of the Anditor-Generel's Report for 1967+58 contained
the following comment:

"An Army Pay Accounting Centre was established in 1962
for the puvpose of mechanising and centralising accounting
for the pay of bers of the P t Military Forces.

One of the functions of the Centre is the preparation
ond issue of pay voriation advices which constitute
authority to fwwy wnlts to vary and up~date members! pay
entitlements,

Audit test checks during the year disclosed wesknesses
in procedures welating to the payment and recording of
highor duties allowance and tax instalment deductions,
resulting in incorrect entries in members' pay accounts.
The unsatisfactory features were represented to the
Department which had advised of proposals to issue
revised accounting instructions and to undertske an
investigation to ascertain the extent of the irregular
entries,

An exemination of departmental records after the
cloge of the financial ycar disclosed that advances
made to the Commissioner of Taxation based on estimates
of tax instslment deductions from members! pay during
1967-58 cxceeded the total amount actually deducted
by approximately 41,615,000, The precise amount of the
instalment dedrstions will nol be finally determined
until ail growy sevtificates for the Financial year
nove boen iszued. The cxcess of the total of advances
over the total of deductions means that the appropriation.
for pay ond allowmices of the Department of the fwmy
(Division No,698-1, Itex 01) Las been incorrectly
Gebited with the anount of £1,615,000 and income
tax revenuve intreascd acco-dingly, The absence of an
internal audit over the activitiee of the Army Pay
Accomnting Centre has been the subject of correspondence
between my Office and the Department. The Public Service
Board recently created an additional position in the
frmy's internal audit orgenisation but, at the date
of prepavation of this Report, the position had not been
£illcaM, ’ .

Exhibit 105/
e We were informed that the system for paying soldiers is necessarily 577

aifferent from the normal weekly or fortnightly salary-sheet system
applying in civil life, since the Army system must be capable of continuing

to provide pay for sol ders when they are remote from normal communications,
and of allowing pay to accwmtla*e vhile they are on operations, and be drawn
in verying amounts when they return to their base. This may occur between
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normal paydays. The system also has to provide for allotments of pay
to be made to dependants and to bers! own bank accounts, and for
deductions for retirement benefits contributions, life assurance,

taxation,etce Comprehensive control snd checking arrangements must
be incorporated in the system to ensure that all payments are within
entitlemente., To meet these requirements, the present Army poy system
vhich was established in 1962 is built around two basic records:

(1) a paybook for each member which is kept in the member's
unit, end in which the member's pay entitlements and
actual cash dravings are recorded. The paybook is
the basis for preparation at units of fortnightly
paysheets for the payment of members. Lxhibit 105 / 7

(i) A centrgl pay account meintained at the .emy Pay
Accounts Centre, ntelbowrne, vwhere entitlements are
calculated and cash drawings are recorded and
checkeds The Psy Accounts centre also arranges
payment of zllotments, tax, retirement benefits
contributions,etc.

10, The paybook held at the member's unit contains a record
of the member's entitlement to pay and allowances, and of his deductions
(allotments,tax,ctc), together with an. account section rather like a
savings bank passbook, Bach fortnight a credit is entered in the
account section of the paybook recording the member's entitlement

to pay, and is added to the progressive total of "credit earnings',

Ais and vhen the menber draws cash at pay porades, the amounts are

debited to the paybook account. A comperison of progresuive totals

of debits and credits at any time shows the amount duc to the member, Exhibit 105/ 7
Variation of the riember's entitlement shovm in the paybook (c.g. becouse
of promotion) .ay be made by the Unit ray Represcntetive (Pay Yergeant

or Paymaster) only on receipt of an authority from the Pay Accounts
Centre, mnelbourne, Control of the rate of entitlement is maintained

in this way. The ray sccounts Centre, by recording payments made

to members and comparing these with entitlements calculated independently
in the Centre, maintains a continuous check on the accuracy of pay work
done at units.

11. As the Auditor-General's Report had stated that the
Army Pay accounting Centre had been cctablished in Melbourne in 1962 for
the purpose of mechanising cnd centralising accounting for the pay
of members of the Permanent nilitary Forces, we asked the witnesses 341

to compare the nev system with the manual system that had. operated prior
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to 1962 particularly in terms of their respective advantages and
disadvantages, We were informed that the manual system had an advantage
in that when a pay ledger clerk was: posting entries each fortnight, he
could exemine entries that had b‘en made’ previously. This is not possible
under the new mechanised system &as the visual records that are maintained
are less elaborate than under the previous system, luch of the history
maintained under the present system is simply reflected at the end of each
fortnight in pay ledger summaries and other sumnaries that are made

and which are subject to check. On-the other hand the introduction

of the mechanised system has provided en advantage in that when a

genera). pay rise occurs, the Department can icsue an authority for

a:.ll‘ P t Army Per. 1 within about 3 days. compered with about

3 months under the manual accounting system,

Higher Duties Allowance.

124 tte were informed that higher duties allowance is an

allowance payable to officers and soldiers vho are authorised to perform:

the full higher duties of a position on a unit establishment which is

temporarily vacant, usually due to absence of the normal occupant

on leave or special duty and which provides for a highexr rate of pay

than that being received by the temporary occupant. The rate of

allowance payable is the difference betueen the member!'s normal rate

of pay and the baric rate applicable to the higher position, when Exhibit 105/7
the necessary apy+oval has been: given for an ofiicer or soldier to and Qe 325
perform the full duties of & higher position, the Pay Accounts Centre 7
advises the member's unit of the daily rate of higher duties allowance

which may be paid during the currency of the approval, the additional

tax deduction involved, and the net daily increase in the member's

entitlement. Higher duties allowance ceases to be payable during any

periods in which the temporary occupant is absent from duty or not fully

engaged in the duties of the higher position, Similarly, the allowance

must be cancelled or reduced if the member is promoted.

13 It was stated that because of these conditions, only
the unit is avare of whether or not the member has on entitlement to

be paid for sny particular day during a pay period. Therefore the
present procedure provides for the Unit Pay Representative to calculate
the amount payable (using the daily rate in the Pay Accounts Centre



PRk P

authorisation) and enter it in the member's poybook as an additional
Exhibit 105/7

amount duwe, As higher duties allowance is taxable the amount entered 5. 526
e 026

in the paybook is the net amount after deduction of tax, Details
of the credits entered in paybooks are transferred each fortnight
from the wnits by a document known as a miscellaneous credits
adjustment slip, The entries made on that document are sent to the
Army pay accounts centre in Melbourhe vhere _they are correlated to
the pay history record maintained at the pay centre.

1k, One criticism made by the fuditor-General was that duplication

of paymente had occurred where members had been promoted with retrospective
effect overlapping periods in which hipher duties zllowance had Exhibit 105/7
previously been paid to them. In elaborating on this criticism, the Q. 327
hudit Observer, br,Parker, stated thzt it had come to notice in the

course of a particular appraisal of the accounting records of the Army

Pay Accounts Centre and from selected Ariny Units in bouthern Command

that the Unit Puy Iiepresentztive had failed to process the required
miscelloncous debits which in turn required processing to the Army

fay Accounts Centre to offset recent payments of hipher duties allowance
againgt the incrcased pay due to a promoted member. ‘there promotions

were made with retrospective effect, tial overpayments could

be involved.

15 Ia regard to this matter the Department informed us that the

difficulty arises from the fact that when a member is promoted and a

Pay Variation Authority is being prepared at the fay Accounts Centre

authorising his increased entitlement including arrears, the Centre has

not received from units all recent advices of payments of higher dutiec

allowance. The current practice has therefore been to authorise the

full amount of arrears, end rely on the Unit kay iepresentative to check

higher duties allowonce paid to the .member and to adjust the allowance Exhibit 105
where necessary. In most cases, these adjustments have becn effected, and 6335
but some cases have been missed. There have also been some cases where

members have been authorised to receive higher pay on change of trade

group, and adjustment of higher duties allowance has been overlaoked,

16, Another criticism made by the Auditor-General related to
failures to adjust. tuxation instalments and statements of taxable earn=
ings, in cases wherc the whole or part ol a period of higher duties
allowance has been found to have been overpaid, and has been recovered
from subsequent pay of the member.

?



=12

The Department inforred us that vhen ovorpayments of higher duties Exhibit 105 / 7
allowance are dicvovered action must be taken to veverse the whole and Qs,346 to
or part of & previous credit raized in favour of the member concerned, 248

then this is necessary, the Unit l'ay Rapresentative is required to

reverse the whole or & portion of the credit cntered in the member's

paybook end at the same time to rccord details of the transactions

on a liscellancous Debits list being the medium for adjusting the

previous credit in the meaber?s pay record at the 'ay ficcounts Centre o

In some cases, the hiscellancous Debite List had been processed to the

member's pey Account, but Ly oversight had not been passed to the section

dealing with the updeting of the taxation records, and as a consequenooy

although the net amount overpaid was recovered, the soldier's gross

taxable earnings and taxation deductions were not correspondingly reduced

17, To eliminate the occurence of dupliczte puyments of higher duties
allowance in future, en instruction had been issued on 23 July 1968

to draw the attention of Unit Pay Representatives to the need for
adjustment of higher duties allovance in gach case where a Pay Variation

Authority is issued authorising arrears of an increase in pey. The need
Exhibit 105 / 7

and us.354 to

for passing to the Taxation section of the Yay ficcounts Centre all
liiscellancous Debits Lists adjusting previous credits of higher duties
allowance was being emphasised to Pay accounts Centre staff, end a check 360
on this setion was imposed. For the three months prior to our Inquiry

two officers of the ray Accouats Centrc had concentrated full-time on
checking cases where overpayments of higher duties allowance of the

types mentioned may l;uve occwrred and romained undetected. In respect

of the 1969«68 financial yeor %332 possible cases had been identified

and 807 had been investipated, Of these, 139 cases revealed overpayments
due to errors of the types mentioned &nd recovery action had been tal'en.

The total overpayments involved in these 139 cases was 32938. The
investigations were said to be continuinga

18, In regard to the nature of the oversights that had occurred

at the fumy ray Centre, tielhournc, we were informed that the Centre

had a staff of ubout 50 when it begen operations in 1962, 4t the time

of our inquiry the staff numbered 244 and there were 29 positions on the
estoblishment for which stef{ could .not be obtoineds It was said that the
Centre has a rather rapid staff turnover of about_ﬁo persons per annume

Because of this it operates training courses periodically for groups Q.48
of 10 or 12 personnel, The difficulties arising from stzff turnover,
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accompenied by a large increasse in the Regular Army since 1962 and

the introduction of nitional service training as weil ou a substantial
increase in the muwber of soldiers serving overseas had placed a heavy
load on the centre., At the same time it vas said that of the staff of
2k, about 200 werc in he age proup of 18 %o 22 years., This
comparatively yotuy, ape growp coupled with a high turnover ratio

vas a wmajor reason for the clervical ovursiphts that had occurrcd,

apion Dupartment

Over-advence to the 1

19 The Deportuent infosmed us thel the aethods of caleulation ond
recording of taxation deductions for srmy personnel nucesserily differ
from those for civilimng who draw their celorics rogularly cach pey

day. It is a relatively siuple matter to list on civil pay sheets

cach pey day, amounts deducted ifrom salaries for taxation, and ixiibit 109 / ?
caleulate the total of the doductions for remission to the taxation
authoritics- On the other hond,Army personncl arc not puid on prepared
pay shects dissued by aui accounting office. A pay list is drawn up

at cach unit each fortnight based wpon the credit bilance shown in

cach soldivr's paybook, the soldier nominating the amount he wishes

to draw on pay day. The amounts of tax deductions arc not shown. on

the pay lists. There ave over 40,000 Army personnel,widuly dispersed
through sustralia end overscas, with ton records maintained in one
location, the Pay Accounts Comive,hielbowrne, The recording of taxation
for Army personnel is alio made ifficult by the unavoidable lapse

of time between thu pruparvalion of dveuwwunts relating to dischargod

and: deccased persomncl and illegel rbscabucs, a1d the processing of
these documents in the bay sccounts Cuntrer Further, there is a constunt
traffic of some 8,000 yoz"scvn;\ol‘ cach yeor betwvoen Australia and overscos
arcas vherce tax cxemptions ajply wand in these cireumstonces also it is
impotsible for all variations to be proceracd by the Poy Accounts Centro
vithin the same fortnight as the ovente occura The rosult of these

lags is that although the fortaightly muchine coleulntion of me.abors! ooy
credits carricd out at the ay hccounts Contie producet a total of tax
deductions recordud in the centrzl pay account at that time, this total
is always subject bo subsequent adjustnont urising from members who had
beon discharged, sonl overseas or returned, ctc, on dates prior to the

pay day concerned,
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20, Added complications were seid to arise from the need for the Pay
Accounts Centre to deal with eight taxing authorities, namely the

Deputy Commiseioners of Taxation in each of the States, and the Collector
of Taxes Papua/New Guinea. This is due to the fact that membors of

the Yorces are required throughout their service to lodge their taxation
returns with the Taxa’ion Office in the State in which they enlisted,
Consequently the Pay Accounts Gentre has to meke payment of tax deductions
of each member to the Taxstion Office of the State in which he enlisted,
and las to procure Group Certificates from the respective Paxation
Offices and return triplicate copies to those offices. This syotem
involves eight types of tarctioa érroup certificates and requires careful
analysis of members' taxation liabilities on a State” basis throughout
the year compared with regular advances made to cach of the taxing
authorities. It is neressary to ensure that for oach Deputy Commissioner,
advances made are approximately equal to the value of taxation
deductions made Zrom pey of members enlisted in the respective
States, Whilst the toial of advances made to all texing authorities
during a year may equal the total velue of taxation group certificates and Qs.364 and
issued during and at the end of the year, adjustments on a State. basis 365

are ususlly necessary to remedy "unders and ove;r's"e Because of these

complications it hes been the practice to remit taxation deductions

to the taxation outhoritien by advances at approximately rontlly intervals,

findl adjustment being made after the close of the financial year when

group certificates have been ivsued. It is only when all group certificates

for the year have been prepared, including those for personnel who died or

were discharged in the closing weeks of the year, that the exact amount

Bxhibit 105/7

of tax deductions for the reav is knova,

214 We were informed by the Departuent that the over-advance to the Exhibit 105 /7
taxation authorities to which the Auditor-Genoral had reforred had arisen and Qo367

o
from a duplication of advances made in respect of tax deductions in to 371

June,1968, During the period Msy/Jvne 1968, it became necessery due to
sickness, to malte two staff changes in the position of the officer responsible
for arrenging advance payments to the taxation anthorities. The changes were
necessitated by the absence on sick leave g the rogular ocoupant of

the position during the periods 3 to 24 My and as from 3 June. On

16 May 1968, the first velieving officer made an estimate of the tax
liability for the final six pay periods of the financial yesr and arranged
for an ad for the timated,viz #1,7004000,
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Subsequently, another officer relieving in the position in June 1968 made
a calculation of the liability orising in June and arranged a further
advance on 21 June 19£8 of /1,560,000, overlooking the fact that the
earlier advance in Hay had covered thv pay periods in June, The
witnesscs agreed that a complebe error appeared to have been made in
this case, Although the Department maintains a control register rclative
to advances made to. the tazution avchorities the fact that an earlicr
advance had veen made wes not discovered by the osecond relieving officer,
The witnessec indicated that while no check oppeared to have been made
to see that the payment wes corrcct, action has now been taken to

ensure that no advanccs cre made to the Yauabion Department without

the approval of the Controller,Pay Accounts Centre,itclbourne., This

approvsl had not been required previouslys

éZ- %ie were informed that *he second advence was mode so late

in the financial year that it was not possible for it to be corrected

prior to 30 June. Henco, Taxation mevenue for the financial year 1967-68

had been overstated to the extent of the error. An adjustment of the Exnibitloy 7
over-advance has since been nade, however, by deducting the amount and 80372 to
concerned from advancos for the current financial year. The total %78,

emount of the over-ndvance involved is being credited to revenue,

The. Department informed us that to reduce the poscibility of a

repetition of the erxor, instructions have been emended to provide

for advances in the future to be made to the taxation authorities at

regulaxr fortnightly intervals, based on the estimated liability to

date, Some adjustment with tho caxation authorities will. be unavoid~

able each July, however, ‘hen the aciual 1iability for the previous year

has been cAlewiabed. The insiructions concerned which were issued on

8 July 1968 requested Laat taunbion group certificates issued with respect

to bers discharged or d 1. during the taxation yeav 1967-68. be

listed and advice furnished of the actual amount of tax deducted and

that this be treated as a matter of uegency, In view of the substantial

amounts involved it was requested that steps be teken to ensurc that
payments be made only with the personal concuvrence of the Controller,
Pay Accounts Centre.
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Internal Audit

23, we were informed by the Department that prior to the establishment
of the Fay Jccounts Centre, the pay umccounts of members of the Formanent
r:ilitary Forces were kept in hand-written ledgers on o decentralised

basis in the various States of the Commonwealth. The fay sccounts

Centre was set up to centralise all such pay accounts in one location

and to introduce a foru of data procescing to record the pay account-—

ing entriec, The traucfer of the accounting records to the centralised
location and the developient of the grocedurzs verc carsied out in

stages to conform with the progiessive availability of ofiice accommod~
ation, machine fecilities, end suitable staff. Since the time of transfor,
the numerical strength of the Pcrmanent nilitary Forces has been

doubled. This growth, combined with the deployment of additional, Army
units to overseas locations, imposed o burden which was not anticipated
when the Poy Accounts Centre was set up. In consequence, the procedurcs
vhich were oripinally introduced have boen progresmively modified

to meet the change of conditions, znd edditional staff have been

allotted to the Centrea

24, 5#8 the accounting procedures were being progressively
modified and there was » shortege of trcined personpel availeble for
allotment to the task . it was decided %o delay introduction of
continuous internal undit activity into the ray Accounts Centre
during the developient paviod and vo rely upon the internal control
and checking systems which had been built into the procedures used
in the Centre. Uenerally. thege were said to provide for automatic
reconciliation of juput ond cutput data, the identification of
irregular transactiens. aad that where chauges in entitlement are
authorised the clerienl efforts of onc member of the staff are
checked by another. This was cupplemented by supervisory inspections Exhibit 35, /..{
and Qe

262 to 392

which, it was claimed, ensured thet the control systeneo were
offective. Furthermore, poeriodic internal audit inspections were
said to be made at cach wnit of the Permancnt nilitary Forces to
ensure. that poy accomating transactions are correctly nrocesscde
During 1967 il was decided that the procedures in use in the Fay Accounts
Centre had become sufficiently stabilised to ennble a programse of
internal audit activity to be drawn upe At thot time, the Public

Service Board was considering = report from an interdepartiental
committoc on internal audit work in C wezdth Departments and it
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ves therefore considered desirable to eveit the ocutcone of these
considerations before introducing internzl auait into the sy
Accounts Centrc. When tiat Bejort became available, depertmental
staffing, srojosele breed upon the fublic service Uoard's deciscinns
wrere subnitted to tieBoard in Yecembor 1967, “he submission
incluced one osition for internsl andit st the Pay Accounts
Centre end this was ay.roved by the .ublic .ervice Losrc., We
were inforned by the witnese thet in arriving at the decision to
seek cne position for internal endit work the depertment had in
wind thet it elready had 25 intoenel checkers operating in the

cey Centre. In these circwnstences the Vepartment considered
and the Public Service Loerd hed cgreed, thet one position only

of lnternzl Auditor was required. uic rudit Ubserver, Mre. Q393

Parker indiccted thot if the duties of the Intern:l suditor ave,
in fact, dirccted primerily towards cppreiscl end evaluction work
for the benefit of mansgement, and if the duties include the
Areparation of reporte upon the cfficacy of the implewentution
of procecures, the one internsl audit officer, supplemented &s
required for specicl essignments, shiould be sble to cope with
the resyonsibilities envisuged.

Conclusions
25, In regard to duplications of pesment that occurred

involving higher duties cllowances, it epiosrs tliet in some cases
Unit Pay Represcntatives have foiled to make cdjustments to
allowances enc in sowe instinces tuis failure hes pessed
undetected until discovered by Audit during a prrticular appraisal
of the Lruy sccounting rccords. Your Committee notes with
satisfection thut on 23 July 1968 the Department of the Army
issued an instruction to drow the atbtention of Unit Pay Nepreson-
tatives to tle need for adjust-ent of higher Auties allowence in
gach_cese where & Pay Variation: Authority is issued authorising
arrears of en increzse in pay.

26, bo fur as the frilures to adjust tzxation instilments
and statenents of taxcble incowe of menbers are concerned, it
eppoers from the evidence that the errors hiave crisen vholly
within the Army Pay fccounts Centre, Melbourne, In regerd

to these errors it appears thut the Centre comprises weinly
stoff in the gue renge of 10 to 22 yesrs and sufyurs from a

high staff turnover. Moicover, since itc establishment in

1962 the Gentre hos expended rapidly in resgonse to increased
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Army responsibilities thiat heve occurred since thut time.
While Your Committee is sympathetic to the sroblems confronting
’ the grmy Pay Accounts Centre, the circumstences outlined above
highlight the need for supervision within the Centre to be
maintained at a high level ond for administrative and clerical

procedures to be devised with care.

276 The evidence tendered shows that the methods of
calculation ancd recording of taxation deductionc for irmy
persomnel are fraught vith a number of difficulties. One
of these, to which our nttention wes cttracted in particular,
reclates to the system vhereby the Army Pay Accounts Centre
is required to dewl with eight taxing authorities including
the Collector of Taxes in the Territory of Papun/New Guinea.
This erreongement wes said to have arisen from the faet that
members of the Forces are required throughout their bervice
to'lodge_ their taxation returns with the Texation Office in
the Ltate of their enlistment. This system requires careful
analysis of members' taxetion lisbilities on a 'Gtate basis
throughout the year, and while the totsl advances mede to
all taxing authorities during a year may equel the totel
velue of taxation group certificates issued during that
year, adjustments on a State basis are usuilly found to be
necessary. In these circumstances we believe thot the
Departuent of the drmy should explore with the Paxation
Departuunt the jossibility of devising a simplified cxrongenent
for the processing of texation.

28, The over-advence of$1,615,000 to the taxation
authorities thut occurred in 1967-63 appears to hieve arisen
mainly from a lack of proper liaison during chenges that
occurred in staffing ot the Army Pay Accounts Centre.

slthough the Department waintains a control register relative
to advances made to the toxation authorities, the foct that an
carlier advance had been izde was not discovered by a relieving
officer. While action hcs nou been telien to ensure that no
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advances sre made to the Taxation Deportmont without the
approvel. of the Controller, Army Pay Accounts Centre, we
beliove that this arringement should heve been instituted
when the Centre was estublished. We also believe that when
that Centre vias cstablished instructions should heve been
issued to provide for advances to be made to the toxation
authorities at regular fortnightly intervals. Your
Committee considers that the possibility of such an over-
peyment occurring should have been foreseen and appropriate

preventive action talzen.

29, A further aspect of the oven-advance of $1,615,000
under Item 698/1/0L has caused your Committee some concern.
An amount of $125,830,000was provided for this Item in the
Originzl Estimetes for 1967-68 snd & further $1,670,000

wes provided for the Item in the Additional Estimates, At
the cloge of the yesr, expenditure on the Item reoched
$127,498,943 cospared Jith o total appropriation of
$127,500,000 This very close recult was, of coursc,
achieved a5 & consequence of the over-advence of $1,615,000
But for the intervention of this fzctor, the circumstances
on the Item would hive becn that on amount of $1 4670,000 had
been obtained in the Additional Estimates of which only
$55,000 would have been spent by the close of the fincneial
yesr. Such & result would olmost certainly have cttrected the
attention of your Committee during its inquiry into
expenditure from the Consolidated Hovenue lund for 1967-68.

204 So Tar as the mutter of internsl audit is concerned,
your Committee notes thet in Deccuber 1967 the Department
souglit one position of Interncl suditor cnd thet this wes
acceptable to the Public bervice Boerd, bo far as this
position is concerned, your Comaittee agrees with the views
expresced by the sudit Observer, theot, to be effective, the
duties of the Internal ..uditor must be dirccted primarily

towards epprcisal end eveluchion work for the benofit of
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dopertmental mznagement and must include the >reparation of
reporis upon the officacy of tho implementotion of procedures.
Your Comnittee would ~mphasise this requireient, ¢s experience
hes shovm only too frequontly thot, upon appointment, internel
© oudit staff tend to be diverted to ereas of work in the.
genere)l finencisl edministretion of depertments to the
Cetrinent of internzl audit, -
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Chapter 3.
ZIhe-Department of External Affoirs

Paragraph 80 of the Auditor-General's Report for

1967-68 contained the following comment:

32,

In November 1963, with the approvel of Treasuxy,
the Department acquired & property in Paris intended
for the accommodation of Embassy staff and the Paris
staff of a number of other depm’bmen’m. The purchase
price of the property was $578,000 and undor the terms
of the purchace the vendor was permitted vo remain in
occupancy until 31 December, 1965. P

During 1967, it came under Audit no’cice that the
premises hed remained unoccup:.ed gince vacated by the
vendor and that certain alterations proposed in order
to rendexr the building suiteble for oceupancy by the
Commonwealth had not been effected. The Department
was acked for its comments.

The Departuent in reply stated that the fubure use
of the building had been the subject of close
exanination over a long period in conjunction with
other Commonwealth authorities and that, for a variety
of factors including the high cost of alterations. and
the now known non-acceptability of the premises for an
Australian chancery, it had been decided to dispose of
the property on the most favourable terms and conditions
possible.

At the time of preparing this Report the building
had not been sold end remained unoccupied,  According
to departmental records a significant loss moy result
from the transaction,

In the circumstances, although some strengthening
of contrcls is contemplated, it is a matter for further
conpidevation whether the procedures relating to major
purchases of property oversess should be thoroughly
reviewed in order to ensure that Commonwealth interests
and requirements are fully safesuarded."

Ve were informed that the premises at 59 Rue de

la Paisanderie had been purchased in Novembexr 1963 at & comt
of §578,000 on the following #iymst



v

»

-22 -

(a) the vendor would retein occupancy of the
building until the end of 1965 without payment
of rent but would be lisble to a penalty of
814,000 should it not vacate the premises by
30 June, 1966, plus $180 per day theresfiex;

(b) title would pass to the Comonwealth immediately
on peyment of the purchese price;

(¢) the vendor would be responsible for full
maint . costs during the rent~free period;
end

(d) the sale sgreement would contain all posgsible
legal safeguards to the Commonwealth and the
vendor would be required to carry full insurance Exhibit
cover. 105/2 and

In explanation of these terms it was stated that, at the time, Q.59
the vendor had in mind the construction of another building to

which it would move but the building concerned would not be

ready until a date which, at the time of purchase, could not

be forecast accurately.

33. The purchase was approved by the then Prime Minister, Exhibit.
the Right Honourable Sir Robert Menzies, K¢, CH, QC, MP, end 105/ 2
the then Tressurer, the Right Honourable H. E. Holt, NP, on

the basis of a recommendation made on 11 September, 1963, by

the then Minister for External Affairs, the Right Honourable

Sir Garfield Barwick, PC, GClG,QC, MP.

34. It wes stated that the purchase of this building

followed & search by the Embassy over e pexriod. of three years

during which more then fifty prop.ouo.lu vere examined. In Exhibit
regard to this search, and the question of whether or not é?%z and

the Embassy officers were qualified to engage in such a search,
the wilness expressed the view that, in retrospect, the

Department had "sent o boy on a man's exrand” and that, “in

general, the Australian texpayer had not fared well in the
operation. One of the reasons for this was a misguided
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effort on the pert of the persons l:nvolved to ettempt to keep
the anoillary costs of acquisition to a low level., While
the officers concerned in the h for tion would.
have been well informed on the functionql needs of a chancery,
subsequent events had shown that they were not well qualified
to meke a technical appraisal of the suitebility of a multi-~
storey building for what are, in fact, substantial office
purposes of a specialised nature.

35. The search begen in 1960 when Mr. W. T, Hoslam, &
retired Australian Director of Works repiding in Britain, was Exhibit
comnissioned to examine the accommodation situation in Paris, ég’/ g;‘“dy

mainly in regard to the market vather than an exsminetion of to 65
specific properties. Following discussions with leading
property anthorities, inluding officials of the British
Uinigtry of Works who had extensive experience in property
matters in Paris, and the inspection of six properties in the
" hands of one of the largent. property agents in Paris, M,
Haglam reported on 12 July, 2960, that there was a serious lack
of guitable office ation and exp d the view that
Peris was probably the most difficult European capital in
which to oblain accommodation.

36. It was ptated that very few of the buildings Exhibit
105/2 and

inopected over the subsequent three years merited serious Q. 61

congideration, the remainder, for a number of reasons
incluging slze, cost, locality and structural condition,
having to be dincarded. "Prices of the buildings that wexe
considered during this period ranged from $700,000 to
$1,000,000.

37. In 1962 the real estate firm of John Arthur and
‘Piffen, in Paris, reported to the Embassy that an extreme
shortege of sultable sccommodation existed in Paris., The
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demand for residential or offjce accommodation had been growing
constently; wmost existing buildings were being used to full
capacity; the Administration had to forbid the transformation

of residential premises into business or other offices and Exhibit
construction of new buildings hed been insufficient to keep gS/ ggmd

pace with growing reeds. Moreover, it had been the policy to 72
of the Administration, particularly in the preceding four yeaxs,

to slow down the excessive development of Paris which hed led

$0 underdevelopment in' some French provinces, Therefore the

Fronch Government had become anxious to stem the rush of

population towards Paris end had restricted severely the

numbexr of new offices in thet city.

38. Ve were informed that one proposal to. purchase an

office type building under construction in Rue Docteur Exhibit
Lanceraux at a cont of $1,020,000 had been regarded as vexry ég?/ glaﬁd
abtractive and had been pursued to the stage of detailed 8l to 87
nogotiation with the owners. The proposal had been

abandoned, however, when the ownex requested that the

Australian ‘Govermnment purchase shaves in his company which

would develop the site.

39. It was claimed that the decision to negotiate fox

the purchase of 59 Rue de la Faisanderie was therefore taken Exhibit
having vegard to the fact that fewer suitable properties é?%g and

were coming on the market and that, in the meantime,

property prices were rising steadily. Moreover, the premises,
though not ideal, apparently represented the best value for
money among those that haed been inspocted.

40, We were informed that prioi to the conduct of

detalled negotiations for the premises at Rue de la Falsanderie

a report on the premiges had been prepared by M. Jean Exhibit
Demaret who, prior to his death, had been one of the most ég?/ gga:g'

eminent architects in France. He had reported that 103
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altogethexr the construction of the building was of good
quality, the prnﬂues were in very good condition and hed
been woll mainteined, In particular, the roof had been
renewed and the central heating instellation had been
completely modernised B of the p of
laboratories, electrical wiring and distribution of gas were
considered to require little extension and it was said that
1ittle work would be required to put the offices to use.

3, Demaret roported, howover, that it would be necessary to
contenplate redoing the parts used at present as laboratories.
He added that, in pddition, the conotruction of a strongroom
in the chancery would perhaps need to be envisaged.

M. Demaret valued the propexty at 3,565,000 fr. In regard
to this survey we were informed that while no written brief

setting out the Department's requirements had been given to
M. Demaret, he had been associated with the Australien Embassy
in Peris in connection with its search for premises back to Qs. 126

the stage where Mr. V. T. Haslan hed made his report and had, end 127
in fact, participated in discussions with Mr. Haslam. It

wes claimed that in thege circumstances M. Demaret would have

understood clearly the needs of the Paris Enbassy.

41. The Department informed us that prior to the

purchase of the property a survey was made in December 1962 ?:ls‘}gi:m
of the current and future needs of all Commonvealth %2'1235

Departments represented in Paris. Deteils of the cstimabes
made at thet time ave given in Table Ne.1.
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Table No. 1.

Commonwealth Departments Locgted in Parig

Egtipgted Steff end Office Requirementn s 1962 to 1976
(as at December 1962)

' 1962-63 1963 1576
Departmont Btaff | Avosm | Beafr | fwes | Btaff | Areh
- l(oa.£5.) (8g.56.) {8q.55.)
' External Affairg 26 4,400 44 5,635 51 6,730
‘Trade and. 9 1,265 | 14 1,755 14 1,755
Industry .
Immigration 22 2,535 19 2,000 19 2,000
Yews and 3 395 4 | 450 6 650
Informgtion '
Bureau
. | Supply 8 650 | 10 1,325 2 350
Air 0 ) 1,310 32 3,745 9 950
» Total .78 10,555 | 123 14,910 101 12,435 °

Source ¢ Departmental of Extexnal Affairs

42, In a letter dated 11 September, 1963, to the Treasurer,
recommending the acquisition of the Rue de la Faisenderie
property, the Minister for External Affairs pointed out thet
in tems of space the building would be nell suited to the
present and future requirementa of the Ambassy. Wi’chout
immediate structural alteration the useable space available
would be sbout. 11,500 5q.Ct. and the current needs of the
Enbessy and immedimtely foreseesble expanaion' requirenents
could be met., The Eubassy hed assessed that up to 30
additional staff could be housed in the event that Embessy
i‘u.notmne grew in volume or variety. It was also said that
it would be ponsible to provide for further expansion by
undertelking ‘some siructural elterations internally. In
the event of unanticipated expansions of gtaflf over a very
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long term, additions could be made to the existing building.
The Minister slso pointed out thetthe Embassy had a verbal Exhibit

option on the premises until 15 September, 1963, and 325/ ;omg'o3
. . t4 +
belisved thet the vendor (which had another assured 139 to 143
and
purchaser) was scrupulously respecting thet date. The Committee

vendor. wes not willing to extend the pericd of option unless. File 1968/8
a very firm indication was given that the Austraelian
Government was willing to purchese the premises. The vendoxr
had suggested as an alternabive the nogotiation of a "promesse
de vente" (an option) for which the Embassy would have to pay
10 per cent of the purchase price ($A57,800). This would
extend the period of option until 15 November, 1963, although
the 10 per cent would be forfeit in the event of the purchase
not being carried through. The Minister gtated that in
effect a decision whether or not to buy the premiges must be
nade before the expiry of the verbal option, i.e. within two
days. He added that he realised that in the normal course
of events Cabinet would wish to consider a purchase of
substantial premises involving the expenditure of nearly
$600,000, particularly as no provision had been made in the
departmental estimates for this expenditure. Ho continued
that while no time had been lost in studying the building
since it was discovered in the previous wonth, his scheduled
departure overseas and that of the Treasurer on Government
business, coupled with the short verbal option given by the
vendor, had led him to the conclusion that reference of the
proposal to Cabinet was not practicable. He expressed the
view that the proposition was economic and suggested that,

as an alternative to reference to Cabinet, the proposel should
be decided by the Prime Minister, the Treasurer and himself.

43. We were informed that subsequent to acquisition of
the 'premiges at Rue de la Faiganderie the Department of
External Affeirs, in conjunction with other interested
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departments embarked on an examination of the modifications
which would be required in order to adapt the building to |
the purpose for which it had been acquired. The Depariment
songht to have a survey made of the necessary detailed
planning and rearrangement by a qualified architect. At
firpt it explored the possibility of using the services of
Departmont of Works personnol who were on leave in Europe

or vho were expected to visit Europe for other official
purposes. Two guch ‘architects were in Europe on leave in
mid 1964 while another was expected to proceed there on
official business late in that year. lNone of these proposals
eventuated. In July 1965 & Department of Works architect,
Mr., 8. G. Parker, who was in Peris, inspected the building
and produced plans for the reallocation of space within it.
My, Parker's visit revealed that, if the building were to be
brought into line with normal Australian office stendards, a
major re-design of the interior of the building, including
possibly the removal of a number of existing walls, would he
:gequi:cad. He was unable, however, to ansess the extent of
‘the modifications needed without a more thorough knowledge
of the structural arrengements of the building, which he
felt could only be ascertained by & full architectural
gurvey. Subsequent to thim visit the Department sought to
produce the most economical scheme' fox the utilisation of
the building. However, the staffs of the various user
instrumentalities were'increasing rapidly and the scheime of
allocation that hed been made for their use became obsolete.

44. A further inspection of the premises was made by
a senior Department of Works architect, Mr. C. D. Osborne,
in the course of an oversees visit in June 1966. Mr.
Osborne formed the conclusion that the cost of putting the
‘building into a condition architecturally suitable to house
the Departments for which it had been acquired would, if
the modifications could be caxried out at all, be $300,000

Exhibit
105/2, and
Q. 154

Exhibit
105/2 end
Q. 155
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based on Austrelian coste. In regard to ita location, he
stated that the area had a diseppointing air of e deolining
town house.quarter and was also suspect in xegard to
convenience for both public and ‘ tional conduct,

He added that tﬁe property certainly could never create, by
its location, the image and national prestige thaet a well .
selected chancery site should do.  Sir Ronald Walker, who had
been Ambassedor in Peris for many years, did not agree with
this view and felt that, from a representational viewpoint and
having regerd to conditions in Paris, Rue de la Faisanderie
was a better situstion than that implied by the comments of
the Department of Works. He pdded that in Paris, embassies
are scatiered and many are located in streets that are nerrow
by Auptralian stendards. At that time Rue de la Faisanderie
contained the Meleyan and Yugoslev Embsssies and was close to
both the NATO' Headquarters (although these vere to be moved
to Brussels) and to OECD.

45. We were informed that simulteneously with the Exhibit
inquiries made by Mr, Osborne investigations were made of the égzzt:::

technical acceptebility of the building. It was stated that File 1965/8
before the premises were purchased arrangements had been made
for the senior Australian Security Intelligence Organisation
(ASIO) wepresentative in London to 'inmspect them. He had
expressed the view that the premises could be made acceptebly
secure with a minimum of expenditure. In May 1966, however,
serious doubts sbout the security of the building were raised.
The Director-Genersl of Sécurity had a thorough examination
made of the plans and location of the building. In conjunction
with officers of the Depaxrtment of Works, ASIO examined whether
the verious security defects might be overcome by structural
alterations in the building. It was not possible to axrive

at ‘a satisfactory solution, however, and the Director-General

of Security was forced to conclude thet the building must be
regarded as completely unacceptable from a security viewpoint

as & site for an Australian chancery.
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46. In the circumstances, an examination was made in 1967

by the Department of Extexnal Affairs of the economics of

slternative uses to which the building might be put by the

Commonwealth and it was concluded that the best course, on Exhibit
economic grounds, was to sell the propers-:y. In reaching ég?{% to
that decision it wes recognised that further decisions would 178 and’
Committee

need to be made on the renting or purchase of office gpace File 1965, /9

in Peris suiteble o accommodate the staff of the Embassy,
which, not least in xéopect of the External Affairs section,
was already seriously overcrowded.

47. In preparing the oconomic assessment of the various

uses to vhich the premises could be put, the advice of John

Arthur and Tiffen end the Paris Town Planning authorities was

gought. John Arthur and Tiffen advised that there had been  Exhibit
& fall in real estate values sincse 1963, If the premises 3054328‘“&
were to be sold as office space the price could be in the ’

" vicinity of $A461,425. The fimm thought, however, that

only a limited number of buyers might be interested in the

propexty as it gtood and that it might be more realistic

to value it as a cleared site. In this case an estimated

velue of $289,406 was placed on the property. The Town

Planning authorities estimated the value of the premises at

84498,339. Thin was a tentative estimate only and the

suthority was reluctant to provide s firmer estimgte, The

general deprassion in property values in the Faisanderie

areas was said to be due partly to NATO vacabing its headguerters

in the area. It was said that these have since been purchased

by the University and price trends may now recover.

48. Following the decision to dispose of the premises, Exhibit
‘the Depertment has been exenining the bost mothod of ensuring 1072
that the highest possible price is obtained. At the

suggestion of the Westminister Bank and the British Department

of Works, a leading real estate firm, Messrs. Weatherall,
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Green and Smith, was engaged to negotiate the sale of the
building. The firm recommended that, apart from making

& detailed valuation of the premises, it should also prepare
an outline planning application as an outline planning
approval increases eutometically its market value. Such a
plan was being developed at the time of our inquiry. Some
delay had occurxed in the work of preparing the property
for sale because of a recent period of unrest, during which
it would have been impossible to meke a realistic valuation,
and more r'ecently because of the European summer holidays,
during which the real estate £irm was closed for a month.
Having regerd to the work still being done by Weatherall,
Green and Smith, the Department felt that the likely result
from the sale could not be predicted. However, prior to
placing the premises in the hands of Weatherall, Green and
Smith for sale, the Embassy received inquiries from & Paris
real estate agent on behalf of two clients who wished to
puxchase the building. The prices offered were $309,000
and $317,625 respectively. Compared with these valuations Q. 111
and offers, the Department had spent no less than

$582,000, including the purchase price of $578,000, by
October 1968.

49. Besed on its experience with the Rue de le Exhidbit 105/2
Faipanderie property, the Department stated that it now
believes that the use of a local axchitect as the sole
architectural adviser when the Commonwealth is malking a

major purchase in another country has been shown to be
unsatisfactory, particularly where the purchase of an

existing building vhich will require modification is under
congiderstion. It recognised the néed,‘ however, in some cases
for local consultants to be engaged to complement the work

of Austrelian architects. The Department also expressed

the view that before acquisition of any majoxr office

property, or property on which a building is to be erscted,
occurs, a thorough and detailed. inspection by a security
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officer, qualified and adequately briefed and awsre of

the gpecial needs of a Mission in a foreign country,
should be underteken. The Department recognised that

in purchasing properties for office use overseas, it is

of first importance to ensure that facilities for the
Covermment's operations will be adequate. Location is
important and must be decided having regard to the
differing needs of Dopartments represented in the Migsion.
The Commonwealth would usually expect to retain possession
of o site on a vexry long term basis, but the possibility
of its later disposel should not be overlooked. The
Department also recognised that a further aspect which
needs close examination is that of the possible expansion
of Commonwealth activities in the country concerned.

It stated that it is not alweys possible for Departments
to make accurate forecasts of their fubture needs and, in
the case of the Rue de la Faisanderie projeect, the forecasts
received from Departments some months before purchase were
found to be inadequate in the light of subsequent events.
Within reason it is, therefore, important that buildings
required for office purposes should have some space
aveilable for expansion vhether or not there is evidence
that expansion will occur. In addition, wherever possible
the premises should be capable of extension should the need
arise later.

50, It was stated that following the purchase of’

59 Rue de la Feisanderie, continuing attempts have been
made to protect the Commonwealth from such dangers as arose
in that case. The Department of External Affairs has
acquired a number of other properties and has entered into
many major accommodation 1sases: In a1l of these mattexrs
there has been close consultation with Departments whose
staffs are attached to the Missions end with the Department
of Works, th.e Department of the. Treasury and the Public
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Bervice Board. The Department cited, as an example, the
nesd for o new office in Saigon which had become urgent over
the peet few years. Early in 1968 the Government appointed
a team comprising representatives of the Department of
External Affairs, the Department of the 'fzeasury and the
Department of Works to carry out an on-the-spot investigation
and make recommendations as to ways of remedying the
asccemmedation problem. A deteiled report was made for
consideration by Ministers. A deteiled security assessment
was elso made by a very senior end highly experienced officer
from ASIO0., Senior officers of the Department. of Works have
e8lso examined several other properties in other countries
before decisions were made regarding their acquisition.
Indeed, the Depertment of Works was said to be embarking

on a.policy of outposting architects to meet the needs of
Commonwealth Missions overseas. The future accommodation
needs of the Department of Externel Affairs and the best
ways of mesting them are discussed at monthly meetings with
representatives of the Department of the Treasury and the
Department of Works, and a long term building programme is
being developed.

51. During our inquiry into the Depariment of
Immigration we were informed that an interdepartmental
commitiee comprising officers of the Department of
External Affeirs, the Public Service Board, the Depariment
of Works end the Department of the Treasury had been
esteblished late in 1964 to examine building projects
referred to it in connection with oversees posta., The
“l‘reuaury Obsarver, Mr. Cowie, informed us that the
cormittee had been established to plan end supervise the
congtruction of the Washington Chancellery and was
expanded subsequently to consider oversees building
projects. While the Committee is primarily concerned
with the construction of buildings overseas, it has

Exhibit
105/2 end
Q. 192
to 196

F.P. No0.207
of 1967

Q.193
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directed its attention also to alteration of existing
buildings that have been acquired overseas and, in fact,
had exemined in considerable detail the various proposals.
that had been put forward for the premises at the Rue de
la Faisanderie. '

Conclusions

52 The evidencé shows that the property at 59 Rue

de la Paisanderie was purchased in November 1963, having
regard to the fact that fewer suitable properties were coming
on the market and that property prices were rising.

53. Your Committee agrees with the views expressed in
evidence by the Department of Dxternal Affairs that the use
of o local architect as the sole architectural adviser vhen
the Commonwealth is maling a purchase in another country is
unsatisfactory. Your Committee believes, however, that the
matter of scourity in relation to the acquisitions by the
Department of Missiong in overseas countries is of paramount
importance. In this regard the evidence shows that, before
‘the Rue de la Faisanderie premises were purchased, arrange-
mento were mede for the senior Australian Security Intelligence
Organisation representative in London to inspect them, and
he hod expressed the view that the premises could be made
acceptobly secure with a minimum of expenditure. However,
on the admission of the Department of Externsl Affairs and
the circumstances relating to security that arose afier the
premises had been acquired, it is clear that the ASIO officer
concerned was not adequately briefed and made fully eware of
the special necds of a Mission in & foveign countzy. Indeed,
the evidence shows that it was very largely the inability to
overcome the security defects. of the premiscs, even if
structural slterations wexe to be made, that led to the
conclusion that the 'building nust be regarded as. cémpletely
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unacceptable as a site for an Australian chancery.

leaving a1l othex considerations aside, it appears to

Your Committee that had the initisl security survey been
adequate, the Department would not have proceeded with

the acquisition of the building. We would add that we

find this aspect of the matter gquite remarkable, having
regaxd to the experience of the Department in the acquisition
of properties in overseas countries,

54 The evidence tendered slso shows that the survey
that wes made of departmental accoumodation needs in Paris
lacked thoroughness. e would emphasise that such surveys
are of considexable importance when they ave linked to the
possible acquisition of property and should be made with
care.

554 We were informed in evidence that, compared with

the purchasg price of $578,000, it appeared that, due to a
fall that had cccurred in property values, the property

might realise $461,425 or s little as $289,406 if sold

as a cleared site, thus involving a substantisl loss to

the Australian Government and hence the Australian taxpayexs.
More recently, however, we have been advised bty the Department
that since a selling campaign commenced on 29 November, 1968 ,‘
the property has been advertised in Paris newspapers and
2,500 descriptive advertising brochuxes have been distributed
by mail. .A price has been fixed which, aftex allowing for

a negofisting wergin end for sale expenses, would result in
raecovery by the Commonwealth of the amount paid by it for

the building. On 23 Jamuery, 1969, the Ambassedor in Paris
reported that tvo organisations of good financisl standing
were interested in the building and that the agents believed
that a firm offer approaching the asldng'price could be made
in the near future, Your Committee trusta that it will
prove possible for the building to be sold without loss.



-~ 36 -

56, Your Committee also notes that an interdepartmental
committes comprising officers of the Department of External
Affairs, the Public Sexrvice Board, the Department of Works
and the Department of the Tressury was appointed in 1964 to
exanine building projects referred to it in connection with
overseas posts. This committee had been concerned with the
propoged bullding alterations at 59 Rue de la Faisanderie.
Your Committee believes that a upeful purpose might be sexved
i the terms of xeference of the interdepartmentel committee
were to be widened to include the acquisition of premises
overpeas as well as their construction or alteration, and

if 1;'he membership of the committee were to be widened %o
include ASIO representation and, for the purpomes of property
‘acquisition, a representative of the Property Branch of the
Department of the Interior.

57.. Finally, the evidence shown that difficulties were
experienced by the Department of External Affeirs in securing
the services of Australian architects during importent phases
of "the Rue de le Faipanderie project. In this vegaxd we
note the policy on which the Department of Works. wes said to
be embarking of posting Australian axnchitects overseas to
assist with the neceds of Commonwealth Missions. Your
Committee would welcome a firmly based asssurence that the
policy envisaged is fully Justified.
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Chapter 4

The De nt_of Healt)
Horthern Territory Heglth Servicep

Paregreph 116 of the Auditor-Genexsl's Report for

1967-68 contained the following comment:

59,

tAccording to departmentel records, sundry

debtors of the 4 Northemn Territory hospitals
totalled. §215,367 at 30 June 1968, Of this
amount $117,406 was in respect of debts
cutstanding in excess of six months, $79,687
of vhich related to debts outstanding over
twelve months. During 1967-68 emounts
totalling $6,073 were written off as
irrecsoverable. The sundry debtors pogition
and. recovery procedures are currently under
examingtion by the Depextment of the Pressury."

In connection with this comment, the Department

submitted statements of sundry debtors of the hospitals
concerned as at 30 June, 1968, and an age snalysis of the

debts.

These statements are set out in Tables No. 2

and No. 3 below.

Table No, 2.

Northern Territory Hospitals
Outstanding Fees as ‘at 30 June, 1968.

- Hoapital Divisional
Hospital Ledgers  {Office Ledgeva| OTe
& $ $

Darwin . 83,942 60,436 144,378
Alice Springs 14,546 23,092 - 37,638
Tennant. Creek 4,378 6,196 10,574
Katherine 10,550 12,227 22,777

Total . 113,416 A 101,951 215,367 -

Source ¢ Department of Health

Bxhibit
105/6
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Table No. 3:

e A is_of Debte as ab 30 June, 1968.
TUp to 3t086 6 to 12 Qver * Potal
Ledger 3 Months Months Yonths 12 Months |
Amount|% of | Amount]% of| Amount[% of | Amount]{# of| Amount{# of
Total Total Total Total Total |
$ $ 3 $ ¢
Divisional .
Office - 1,242f 1.2] ‘4,926 4.8] 21,272| 20.9] 74,511| 73.1]|101,951{100.0
Darwin
Hospital 50,968 60.7} 16,590} 19.8{ 12,003| 14.3] 4,381} 5.2} 83,942]100.0
Alice Springs i . i
Hospital 10,984} 75.5{ 2,183 15.0{ 1,379 9.5 - ~ | 24,546{1000
Tennant Creek | i )
Hogpital 2,050] 46.8 3491 8.1§ 1,511 34.5 468) 10.61 4,378(100.0
Katherine A
Hoapital 5,256] 49.8] 3,413) 32.4] 1,554} 4.7 327} 3.1} 10,550|100.0 {
Total 70,500} 32.7] 27,461) 12.8} 37,719} 17.5! 79,687/ 37.0}215,367]100.0
Source : Department of Health
60 Of the total debts of $215)367, we were informed thet
$34,826 related to compensation and insurance cases, It was
said that considerable delays occur in the collection of these
debis because often they involve count action. This is Exhibit
perticularly so in third party cases. A further $39,557 ég?/gognd
of the outstanding debts related to accounts in the hands. to 217

of the Crown Law Office, Darwin, for recovexry action.

Here sgain, delays were said to occur due to the time factor

in court proceedings involving the tracing of the debtor,
issue of summons, hearing of the case end the enforcement.
In regard to these delays the Department ‘
of Health witness informed us that hospitals in South.
Australia heve a system whereby their owm clexical staff
issue summonses and he felt that such an arrangement might

of the judgment.

prove useful in the Northern Territory. The witnes#
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representing the Northern i‘erritory Branch of the Department

stated that his office would consider the suggestion and

digcuse it with the Crown Law Office in DParwin., A further Exhibit
$70,484 related to debts for which recovery action was 105/6
continming within the Department. These debts include

those teing paid by instalments, those referred to

Government Departments for recovery by deduction from salary

and gccounts for which letters of demend have been issued

prior to reference to the Crown Law Office.

61. Increases that had occurred in the level of

hospital fees were said to have contributed to the level of

outstanding debts as at 30 June, 1968, As from 1 April,

1967, daily fees for oxdinary inpatients had been increased.

from $5.60 to $6.80, while daily fees for compensebion and

insurance cases had been increased from $5.60 to $8.00.

These represented the first increases in fees since 1 February,

1963, The increase in 1967 wes said to have been fixed

having regard to the public ward charges applying generally

in the States and the level of insurance available through

hospital insurance tables. In addition to the increased charges

it was also stated that edmissions to hospitals in the Territory

had numbered 13,090 in 1967-68 compared with 12,095 in 1966-67,
3 ting an i comparable with the general percentage

increase in population in the Territory.

62, We were informed that the Department's recovery

procedures provide that accounts be rendered to patients at

the time of discharge from the hospital or shortly after

when discharge tekes place outside normal business hours, and

on a fortnightly basis. . Initia)l follow-up action on unpaid Exhibit
accounts is undertsken by hospital staff, Where difficulty ég?égsm
is met by the hospital, i.e. payment or arrangements for to 246
payment have not been made, the account is referred to the

Darwin Divisional Office for further action. Where the
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Divieiongl Office is unsuccessful in recovery of the debt,
the account is -formarded to the Crown Law Office for legal
sction. Details of the recovery procedure were submitted
in evidence. It was stated that these procedures
incorporated changes made during 1967-68 to provide for earlier
{ssue of gocounts, more prompt follow.up action by hospital
ptaff, earlier reference to the Divisional Office and,
gonsequently, to the Crown Law Office where necessary.

It was claimed that the procedures currently provide that
all reasonsble efforts be made to obtain psyment before the
patient leaves the hogpital. Vhenever possible, hospital
ptaff will encourage patients to assign hospital benefit
entitlements. The procedurel changes made by the Department
in 1967-68 followed discussions with the Audit Office and
$he Department of the Treasury in relation to the level of
outstanding accounts in thet year. The changes made
represented the firet major review of charging procedures
pince 1955 when. they wexe introduced concurrently with the
charging of fees,

63. The recovery procedures, as amended in 1967-68
provide for recovery by each of the hospitals in the
Territory and by the Divisional Office of the Department

of Health in Darwin. So far as the hospitels are concerned
the procedures were said to be as follows:-

a)  The Charge Sister of the ward is required to
8¢
notify the Officer-in~Charge of Charging of
any discherges made from the hospitel whether.

inside ox outside normal business hours. Exhibit
105/6

Several systems that recoqcile with each othexr and Q.276

are employed td ensure.that this action is, in
fact, taken., The admission and discharge forms
are a composite document that must be returned
because they include other matters such as
catering and general mediocal records. " It was
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explained that the difficulties that arise in
this area occur mainly where patients are

[discharged during rather than after nomsal
working hours.

The Officexr-in-Chavge of Charging will arrange
for intexviews and follow-up action in relstion
to the raising of charges.

Charging Section is o onsure that patients
receive accounts prior to discharge from
hospital and that all reasonable efforts are made
‘o obtain payment before the patient leaves the
hoapital.

If the account cannot be given to the patient

prior to discherge (e.g. dimcharge "out of houxs")

then the Charge Sister must notify the Officer-
in-Charge Charging Section on the morning of the
next working day. Charging Section will then
raise and despatch the account.

Residential addresses, employea’s occupation,
employex's name and address must be obtained
and written on the account caxd. No action is
taken, however, to verify this information prior
to the discharge of a patient., Addresses such
as "o/~ Post Office, Darwin' are not acceptable.
However, the latter may also be noted on the
card for mailing purposes.

If payment or arrangeﬁents for payment have not
besn made within 14 days, a final notice is
forwarded to the debtor. A copy of the form of
this notice was submitted during the hearing.

Exhibit
105/6

Exhibit
105/6 and
Q. 285
and 286

Exhibit
105/6 and
Q.287

Exhibit
205/6 and
Qs.291
and 292
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If there is no z.esponss {0 the final notice
within 14 days then the ledger card and any
relevant information and. corregpondence will

be forwarded to the Divisional Office

imediately. It was pointed out thet there
should not be gny accounts held Ly hospitals that
are more than 5 weeks old. This includes
accounts cwer.ed by insurance, compensation,
accounts being "paid off" by instalments and
those covered by hospital benefits. The early
transfer of ascounts to the Divisional Office
hed been laid down in the procedural amendment
made in 1967-68 as it had been considered that
the hospitals would become overloaded by the
amount of work required in. subsequent follow-up.
action..

Accounts will be forwarded to the Divisional Office
weekly, under cover of a schedule., 411 b
cards forwarled to Divisional Office will clearly
indicate whether the account is covered by
insurance, compensation, instalment "pay off" or
hospital benefit, eto.

Any first or final account notice which ias
returred "address unknown' will be forwarded' to
the Divisional Office immediately without waiting
for the 4 week period to expire. This i to
enable the cage to be referred to the police in
order to trace the location of the debbtor. We,
were informed that while that action is taken as
soon as possible, there could be a delay of 2 or
3 weeks in some cases, depending on the amount of
work outstanling in the Divisional Office. That
office hes only 1 section dealing with sundry
debtors.

Exhibit
105/6 and
Q. 293

Exhibit
105/6

Exhibit
105/6 and
Q.294
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64 So far as the procedureu'within the Divisional
Office are concerned, we were informed thet immediately on.
recelpt of the schedule by the Sundry Debtors section of

that office, letters of demand are forwarded to the debtors.
who have not xesponded to reminders by the hospitals. If
psyment, or g ts for peyment, are not made within 14
deys, the debt is referred to the Crown Law Office or, in

the case of a Public Sexvant, referred to the debtor's
Department for Ty in dence with T y Regulations
which provide for recovery by the Commonwealth of e debt.

65. Wle were informed that following the changes made
{0 procedures during 1968, older debts ave being transferred
4o the Divisional Office ledpger end hospitals will retein

ts in their ledgers no longer than 5-6 weeks. The
purpose of these transfers is to relieve hospital clerical
staff of time-consuming recovery action and place these
accounts in a centralised recovery section. The transfer of
all older accounls in hospitel ledgers at Alice Springs,
Katherine and Tennent Creek to the Divisional ledger has been
completed and the transfer of the older accounts in the Darwin
Hospitel ledger wes expected to be completsd by November, 1968.

66. In regerd to wembership of registered hospital and
medicel benefit organisations, the peyment of contributions
and enrolment in the registered organisations was seid to be
rendered more difficult due to the isolation of population
centres end the large nmumber of the population whose residence
in the Northern Territory is of a femporary nature only.

To aspist the Department in the exexcise of greater control
over the level of outstanding debts, a revision of existing
management returna submitted by ‘the hospitals and

" .Divisional Office has been made. Arvangements were made
in March 1968 for quarterly stetements indicating the numbexr
and value of .outstanding socounts at each hospitel ‘and the

Exhibit
105/6 and
Q. 296

Exhibit
105/6 and
Qs 247

Exhibit
105/6 and
Q8. 200 and
266
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Divisional Office, an age analysis of these debts and comments
on recovery action taken, to be submitted to the Department as
from 1 July, 1968, '

67. " The Department expressed confidence that the

recovery procedures now operating and the revised mansgement

returns will assist in the prompter collection of hospital

cherges in the Territory. The Audit Observer, lr. Ragless, Exhibit
expressed the view that while the procedures now evolved 325/ 29;"&
are considered to be theoretically satisfactory, their an:i. 298

effectiverness in practice has yet io be demonstrated.

Conclusions

68. It appears to Your Committee that the main ceuses
of the increase that occurred in sundry debtors related to
increases made in fees as from 1 April, 1967, and increased
hoepltal admissions consistent with the growth of population
in the Territory._ It also appears, however, that debt
recovery procedures that were instituted vhen the charging
of hospitel fees commenced in 1955 were inadequate but were
not emended until the increased level of debis ceme under
Treasury and Audit notice in 1967-68. In this respect we
believe that the Department of Health was remiss in not
testing the velidity of its debt recovery procedures prior
to that time.

69. Your Committee also notes that to assist the
Department in the exercise of greater control over the level of
outstanding debts, a revision of management zeturns submitted.
by the hospitels and Divisional Office in Darwin hes been made.
In particuler, arrangements were made in March 1968 for
quarterly statements indicating the number and value of
outstanding acoounts et each hospital and the Divisional
Office in Darwin; an age analysis of these debis and comments
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on recovery action taken, to be submitted to the Department
of Health in Canberra as from 1 July, 1968. We believe that
these returns should have been écught as early as 1955 when
the debt recovery p dures' were introduced

70. 8o far ag the revised procedures for debt recovery
by the hospitals are concerned, Your Commititee notes that
where action is required by the Charge Sister of & Ward, most
of the difficulties ap'peaz: to arise when discharges occur
during rather then after normel working hours. Difficulties
that arise in that ares obviously require the close attention
of the hospitel. aunthorities concerned. The evidence shows
that while information is obtained from patients relating to
their residential addresses and occupations and the nemes and
addresses of their employers, no action is taken to verify this
informetion prior to their discharge. While it may not be
possible to verify this information in all cases, Your
Comittee believes that some checks could be made without
distress to patients. For example, patients could be asked
to produce their motor drivers licences when applicable, checks
oould be made with employers end. patients addresses could be
checked with electoral suthorities.

1. The evidence also indicates that considerable progress
has been mede in the transferring of hospital debts to the
Divisional Office of the Department of Heelth in Darwin where
subsequent recovery action is required to be performed. We
note, however, that timt office has only one section deeling
with sundry debtors end we believe that the Department must be
vigilant to ensure that effective recovery is not impeded
through lack of adequate facilities in that office.

T2, Your Committee also notes that of the $215,367
outstarding es at 30 June, 1968, no less than 839,557 of the
debte concexned were in the hends of the Crown Law Office in
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Darwin for recovery action, In. lthis area delays arise due
to the time involved in couixt proceedings, the tracing of
debtorm, issue of sumonges, hearing of cmies and enforcement
of judgments. In regard to these delays Your Committes
would commend for the considexation of the authorities
concerned the practice.sdopbed in South Australis whereby

* the clerical staffe of the howpitals issue summonaes direct
against debtors.

3. Finally, Your Committee believes that if the sundry
debtor prablém of the Northern Texritory hospitals is to be
contained-as the population of the Territory inoresses, the
gu‘bhoritiss concerned must keep under close surveillance. the
operations of the debt recovery procedures that heve been
evolved and must adjust and refine those procedures without
delay should changes in circumstances warrant.
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Chapter 5.
The Department of the Navy

14. Paragraph 268 of the Auditor-General's Report included the

following comment:—

"The Department has reported extensive damage by fire
at H.M.A.5. Albatross, Nowra on 25 December 1967,
to valuable equipment recently acquired in the
United States of America for training of Tracker
aircraft crews, According to advice received from
the Department; the estimated cost to replace the
oquipment has been assessed at $ 1,600,000,

i Board of Enquiry found that the fire was
prabably caused when the clement in an electric
urn became red hot and subsequently set fire to
the box upon vhich the wn was standing inside
the adjoining building, The urn, which had been
placed in the building as a temporary arrangement
for use by contractors cngaged on alterations
to the building and installation of the equipment,
was not mounted on a fire resistant base as
r ded by the C alth Fire Boards

it the time of the fire, no form of alarm or
warning system had been provided or installed in
the building, which was being altered for pse with
the training equipment.

5. Vle were informed that the contract for the purchase of the trainer

was arranged on behalf of the Royal fustralien Navy by the United States

Navy in 1965, Final details of the arrangement were embodied in a Exhibit 105 /7'
negotiated contract dated 29 March 1967 between the United States Qs.406 to 409
Government and the Link Group,General Precision Incorporated. The

contract provided for the trainer to be made to the United States

Naval Training Device Centroe specification and for delivery to be

accepted at the contractor!s plant at Marylend following final

Government acceptance testing. The contract also provided for the

contractor to instal and set the equipment to work in /ustralia

with the assistance of technicieans engaged by The Royal sustrslian Navye

This arrangemont was made to enable the personnel of the local

compeny selected by the Royal Australien Navy to acquire necessary

experience with the equipment, Final inspection of the installed device

at Nowra was to have been undertaken by a representative of the United

States Navy design authority i.e. the United States Noval Training

Device Cen*b:;e. The negotiated price for the trainer includi.ng'technical

data, publications, some administrative expenses and some support spares

was §$2,192,000,
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16, It was stated that the trainer is used for operational flying

courses and continuation training of Tracker aircrew in the use of the

weapons system of the aircraft. ILocation and tracking of submarines,

the use of sonobuoys and the delivery of weapons can all be simulated,

80 that a financisl saving estimated at $1,000,000 per ennum for 10

years may be effected in submarine and aircraft hours, sonobuoys and

weapons. A model of the cockpit of the aircraft, fully instrumented, Exhibit 105/7
is sited in the personnel trailer, where there is also space for and' Q406
instructional staff. The training probleme. are calculated sutematically

in the computer trailer and presented to the aircraft instruments in

the personnel trailer.

77. The trainer arrived at the R.A.N. Air Station Nowra on

29 November,1967, and was sited beside a wooden and fibro constructed

building which was to be used as a meintenance work shop., Power

supplies were provided by a motor generator sited on a nearby concrete

pad. The trailers were placed in their normal operating position,

side by side, with a connecting covered walkway and ebutting onto Exhibit 105/ 7
the workehop building. It had been intended that the first operational

flying course should commence on 12 Jenuary,1968 with the initiel

tactical trainifxg starting also on that date in the lieapons System

Trainer.

78. We were informed thal the Trainer was damaged by fire in the

early morning of 25 December,1967, vhen the computer trailer was Exhibit 105/7
almost completely destroyed and the persomnnel trailer suffered and Q8410 to
superficial damage. The cost of replacing the computer trailer 428

is expected to be of the order of $1,600,000 and replacement. is not

expected to be made bafore about November,1969. Hence the Naval

base at Nowra would be without the use of the equipment. for a period

of about 2 years from the time of the fire, In addition to the

loss of the Computer Trailer the wooden. and fibré building which had

a book value of:$2,100 was also destroyed. Ve were informed that

the Depertment had included an emount of $70,000 in its estinates to cover the
replacement of that building with a permanent building which will be

equipped with modern fire protection facilities.
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79. It was stated that the fire was first noticed at approximately Exhibit 105/7
7 aum. on 25 December whon smoke was seen o be coming from the

area where the Trainer was located, The Air Station's Fire Brigade

commenced. fire fighting operations at 7,10 a.m. The fire was

contained but not before the building was gutted and the computer

trailer extensively damaged,

80. We were informed that a Boerd of Enquiry comprising the
Chief Staff Officer (Technicaj), Fleet Headquarters, Gerden Islandg
the Executive Officer fvom H.M.A.5.Penguin and an officer from the
staff of the General Manager,Garden Island Doskyard was convened

by the Flag Officer~in-Charge, Kast iustralian Arca on 28 Doecember
1967 to investigate the fire and began taking evidence on that date,
A copy of the Board!s Report, dated 18 January 1968 was tendered

at our request,

Exhibit 105/7
and Qu,434 to
37

8l. The conclusions reached by the Board. of Inquiry, and accepted
by the Naval Board were as followss~

1) The fire started in the wooden and fibro Exhibit 105/7
building (building No.298) in a room in Q440 and
which an electric urn and an electric jug *
were situated Committee File
(ii)  After hearing the evidence and carrying 1968/8
out a detailed cxamination of the
building the Board reached the opinion
that the fire wac caused by the element
in an electric urn becoming red hot and
subsequently burning the box on which
it was standing and the fire spread
from that point

(1ii) Dumage to the computer trailer would
not have been so extensive had the
door between the trailer and building
No»298 been closed.

(iiii) The five fighting orgenisation in H.M.A,S.
Albatross was adequete during the leave
period and the fire was fought both
expeditiously and efficiently.

82, We were informed that the urn in question was made available Exhibit 105/7
for use by civilian contractors' staff who were engaged on "setting and Q.447

to work" of the Weapons System Trainer on behalf of the United States
namufacturers. It was stated that this urm was one of a number
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that had been maede at the Station up until about 1958 and was not
Litted with-a manual re-set device. Its electrical parts had been
fitted by the SBtation's electrical officer. The urn concerned had
been checked by the electrical officer about 4 months prior to the firae.

83, About. 1953 the Naval Board hed issued an order concerning
ships of the fleet which required a manual re-set device. It aid

this b of the danger of tacts welding in ships using direct
current. The components which the Air Station at Nowre was using
were those that had hitherto been used in ships. Ve were also Q. 440, 451

informed that. the Naval Boaxd of Inguiry into the fire at Nowra had and 504
recommended that all hot water urns without o manual re-set device

should bte withdrawn from sexvice immediately. As a consequence,

an instruction had been issued in January 1968 meking it mendetory

tha'!; urns be fitted with a manual re-set device.

84. The aspumption, not having positive proof, was. that one of

the civilian technicians who wag working on the installation on

24 December, 1967, either unwittingly turned on or omitted to turn Exhibit 105/7,
of{ the power to the urn when leaving the building at 6,00 pem. On  Qa. 448 to 473
that day. This is ily an tion as the technician and Committee
ooncerned, when giving evidence at the Boaxd of Inquiry, denied File 1968/8
having used the urn. Whilst there was no evidence to dispute

this, there was also no evidence that any o.ther‘ person had entered

the building after the tochnician had left, As the Board's

finding was based on an essumption, we questioned the witnesses as.

1o persons other than the technician concerned having hed access

to the building. We were informed that questions had been asked

by the Board of Inquiry as to the state of the wiring in the

building at the time but there was no suggestion,.from the answers

received, that the wiring of the building might have caused the

fire. The Board of Inguiry, however, did not consider the

peesibility of an electricel faunlt wi‘ch;n the appliance. The cut-out

of the urn was destroyed by the fire, as was the electrical part of

the urn generally. All that was recovered, apart from the twisted

sheet metal work of the containor was the element, which was still

operable. The Board of Inquiry considered the posaibility of the

Tire having been caused by a cigareite or a n;atch, but discounted this

on the basis that. as. the majority of the work was carried out either
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" in the computer trailer or in tho persomnel trailer, the fire
would have started in cither of these coqpaﬂmentn. The Board
-algo considered the possibility of the fire having started as

& vepult of combustible material having caught fire, but found
tha\‘: no combustible material that could have given rise to
spontaneous combustion was present in the building. 4s to

, ocoupancy of the bu.ild'ing on Sunday, 24 December, 1967, we

wore informed that the evidence taken by the Board of Ihquiry
showed that the technician concerned had drawn the keys to the
building at noon on that day end had returned them at 6.45 p.m.
that evening. The witness’ added that there: was no reason to suppose
from the evidence taken at the inguiry that there was anyone in
the building except the technician, although the technician was
working in the computer trailer itself, which adjoing building
No.298 and he would therefore not necessarily have heard anyone
entering the building.

85, The Department informed us. thet the importance of the
security of' the Trainer had been recognised by the Cormanding
Officex of the Air Station and speciel ordexs concerning the security
check of the trainer were issued on 20 December, 1967. The texms
of the order wexe as followss-

UDuring leave period until 0600 on 2 January 1968 Exhibit 105/7
.the following night rounds are to be caxried out and Q.476
by the duty personnel indicatedt *
Main rounds 1930 - Duty Excoutive Officer

Security rounds betwsen '

2200 and 2359 -~ Duty Chief Petty Officer

Security rounds betveen

2359 and 0200 ~ Duty Executive Officer

Secuz;ity rounds between =« Duty Engineening-Chief.

0200 and 0400 . P‘etty. Officer.

fecurity rounds between - Juty. Electrical Chief

0400 and 0600 . Potty Officex

The only departure from the normal routine is that

the 0400 and 0600 rounds axe %0 be carried out by'the
Duty Electrical Chief Petly Officer instead of the
Duty Air Officer, Security rounds exe to cover the
entire air station and not just a particular depariment
‘or area. Particular attention is %o be given to the
weapon system trainen,"
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86.  In its Report the Board of Enquiry stated that 4t found that
the rounds performed by the Duty Executive Officer at 0030 were
efficiently and thoroughly carried out in accordence with instructions,
The Poard considered that if the remainder of the rounds during
the middle and morning watches had been carried out as thoroughly, the
£ire would probably have been detected earlier. It added that the
fact. that reunds were not carried out as efficiently as might have
' been expected on such- voluable equipment was due in part to the Committee File
restricted manpower and transpertation avsilable during the leave 1968/8 and
period at the Air Station. Under normel circumstances, the vehicles Q.483,873 to
would have been available for Chief Petty Officers during the middle 887
and morning watches which would be independent of the mobile patrols
The Board felt that hod this transportation been available it is
probable that a more thorough investigation of the area would have
been carried cut, The captain of the shore base at: Nowra, however,
aid not agree that there had been a shortage of either manpower ox:
transportation for the purpose of rounds.

87.  We were also informed by the Department that Internal Security Exhibit 105/7
of the building and Trainer wes left to the civilian technioiens who were. Q-450
briefed on security and fire precaution aspects. The responsibility had

been assigned for practical purposes, by memorandum from the wespons

systen trainer officer to the Link and General Equipment employees,

Their instructions were to complete a security check and to ensure

that inflammabile waste was not left lying around the building before

securing the weapons systems trai..ner on completion of work.

The key was to be returned to the guard houses It was explained that

this procedure had been adopted because of the irregular working hours

of the team during the installation period and because it was considered to

meet service requirements.

88. - Inwmgard to the briefing of the civilian technicisns on internal  Q.492
gecurity and fire precamtions we. were informed that the Naval office at

the air static'm had posted: two notices in the building., One concerned

fire risks and the other concerned security of the building and the

trailers, The notice regarding fire requested that the amount of

combustible material in building 298 be kept to a minimum and it noted
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the telephone mumber for fire reporting. The teams were
cautioned verbally egainst the possibility of allowing the
urn o boil dry. The notice regarding security deaslt with
such matters as ihe locking of doors, windows and classified
material end requested that unathorised persons be asked to
leave the building end that the matter be reported.

89. The Department informed us that the Naval Boaxd
congidered the placing of internal security of the building
and treiner with civilian technicians had been in exrox due
to e misinberpretation of Naval Board imstruotions. At the
time of the fire the instructions read ag follows:a

YAt the close of business the premises ave to

be checked for safety by a responsible officer
of the branch or section concerned, in

accordance with. local instructions, and locked, Exhibit 105/7
The outside key and the key to the intexnal and Q8. 494
keyboard are to be roturned on the one ring to to 498

the dockyard. police office vhere they are to be
retained on the establishment keyboard.!
On 11 Octobexr, 1968, a new instruction was issued which amended
‘the first sentence of the imstruction above by adding the word
'secursly' before the word 'locked’ and adding the following
sentences

*The responsible officer in this case is to be
an officer of the RAN or the Department of the
Navy.! .

90. The Department informed us that the urn involved in
the fire had been temporarily d from its pe: 11
locetion at the ground air training school, where it had been

mounted on a fire resistant base. The liaison officer for BExhibit 105/7,
Qs. 500 and 501

the weapons system trainer had borrowed the urn for use in
building No.298 but was not aware of the need for the urn
b0 be equipped with a fire resistant base. 4s the
Commonwealth Fire Board had issued ciroulars in 1956 and
1961 setting out the base mounting requirements for electrio
urns and food hesting applisnces, the Naval Bogard took '

‘the view that a fire resistant base should have been used
with the urn when it was xe~located in building No.298.

The witnesa.informed us that hitherto the Fire Board's
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recommendations had been circulated to the various commands
but there had been no concurrent order from the Naval Board
making some or any of the Fire Board recommendations
mandatory. However, the Fire Board recommendations
contained in Circular No.4S of 18 January 1968 were
repeated in formal Naval orders in June 1968 to the extent
that they refarred to the need for fire resgistant bases.

91, Building No.298 had a telephone installed on an external .

wall for the convenience of officers doing rounds co that
they could more quickly report any untoward circumstances
in thet area of the Air Station, As it hed previously
‘been uged as a small training hut, end having

regard to its value, the building had not been considered
to warrant a fire alarm system. However, having regard
to the future use of the building, a proposal had been
raised in August 1967 to provide a fire alarm and air
conditioning monitoring system to the building, but at the
date of the fire alterations to the building were still in.
course and this particular aspect had not been implemented.

92, In examining generally the observations of the Board of
Inquiry into the fire, we noted the view expressed by the
Board that the door between the computer trailer and
building No.298 should not have been made of masonite but
of a more substantial materisl and with some degree of fire-
proofing, particularly as it was replacing a metal door.

The witness representing the Depa;'tment of the Novy informed
us that the masonite door had been fitted by employees of
the Department of Yorks. The Department of Vorks witneas.
however, stated that before the work on building No.298 was
undertaken a briefing meeting was held between Works staff
and Navy staff at liowra., At that meeting the Works officers
had specifically asked whether a fire rated door was to be
provided, but the Navy officers had not required such a door
to be fitted. The witness added that the Fire Board has
made no recommendations regarding fire rated doors and does

Exhibit 105/7,
Q. 515 to 5189,
564 and
Committee

File 1968/8

@s.898
to 900
and 1055
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not feel it necessary to make them as the matter of the
nature of doors is generally covered thoroughly by State
building regulations or local authority building regulations.

93. The Board of Inguiry also expressed the view that  Comittee
had the door between building No.298 and the computer trailer Eﬁeofgg?/ 8
been closed, the extent of the damage to the equipment in

the trailer would have been reduced significantly. We were

informed by the witness that this door had been left open

mainly for convenience of movement in and out of the

trailer and to enable the staff concerned to teke advantage

of some of the cool air provided by the air conditioning ip

the computer trailer.

Conclusions

94. The evidence shows that the purchase of a trainer,
comprising a computer trailer and a personnel trailer, fop
use in the training of tracker aircraft crews was arranged
by the Royal Australian Navy in 1965. It was delivered at HMAS
Albatross on 29 November, 1967, at a cost of $2,192,000 and
was sited beside a wooden and fibro building which was to be
used as a maintenance workshop. It was expested that the
equipment concerned would be brought into operation on

12 January, 1968, and would provide the Department with
financial savings estimated at §1,000,000 a year for ten
years. The computer trailer and the building were
destroyed by fire on 25 December, 1967. The cost of
replacing the computer trailer has been assessed at about
42,600,000 and replacement is not expecteé to be made before
November 1969, In these circumstances the Department. will sustain
e losp of expeoted savings of abowt $2,000,000 arising from
the failure of the equipment to be placed in service before
early 1970. In addition, it is expected that the cost of
replacing the building involved will amount to about $70,000.
In total, therefore, the economic cost of the fire would
appear to be not Yess than some $:3,670,000..
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95 Your Committee deplores the decision teken by the
Department to inatal this highly specialised and expensive
device bagide a temporary wooden. and fibro building.

We believe that the Department should have provided a
permanent building equipped with modern fire protection
facilities to serve as a workshop for this equipment. We
turther believe that, as the Department was aware in 1965
that the trainer would be acquired and installed in 1967,

it had ample opportunity to provide a building of a snitable
standard.

96. Your Committee also notes that it was not until
August 1967, some three months prior to the expected delivery
date of the trainer, that a proposal was raised to provide a
fire alarm and air conditioning monitoring aystem for the
wooden and fibro building, but at the date of the fire
alterations to the building were still proceeding and this
aspect had not been implemented. Iaving regard to the
unsatisfactory decision to use that building in association
with the trainer equipment, we believe that decisions relating
to the alteration of the building were not taken soon enough
and that the Department should have ensured that a fire
alarm and air conditioning monitoring system were installed
and operative before the trainer eéuipment was delivered.

97. Your Committee also notes that a masonite door was
installed between the computer trailer and the wooden and
fibro building. it a meeting held between officers of the
Department of ‘orks and officers of the Department of Navy
stationed at Nowra, the Department of Jorks officers had
specifically raised the question of whether a fire-proof door
was required in that location. The officers of the
Department of the Navy, however, had not required such a
door to be fitted. Yowr Committee considers that such a
decision represented an error of judgment and believes that
& fire-proof door should have been installed, particularly
as the masonite deor was replacing a metal door.
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98, The evidence also suggests that had the door betwesn
the weoden and fibro'buildinz and the computer trailer been
closed, the extent of the damage to the equipment in the
trailer might have been reduced significantly. The apparent
need for this door to be left open to provide easy access to
the trailer and to enable staff to take advantage of cool

alr provided by the air conditioning in the computer trailer
reflects a lack of adequate planning in the interests of work
efficiency as well as contributing to the fire hazard,

99, Although the Naval Board of Bnquiry appointed
bsequent to the disaster was unable to specifically
determine the actual cause of the fire, it formed the opinion
that the fire had been caused by the element in an electric
urn located in the wooden and fibro building becoming red
hot and subsequently burning the box on which it was standing

and the fire spread from that point.

100, °~ The urn concerned had been made available for use

by civilian contractors' staff who were engaged on

1getting to work' of the weapons system Trainer on behalf of
the United States wanufacturers. The evidence shows, however,
that when the urn was installed in the wooden and fibro ’
building it was not located on a f:i.re-resistant bage, although
in its previous location it had been set up on such a base in
accordance with recommendations t}.w.t had been made by the
Commonwealth Fire Board. The liaison officer for the weapons
system trainer, who had arranged for the urn to be transferred
to the wooden and fibro. building, was unaware of the need

for a fire-resistant base to be supplied with it. The
evidence also shows that hitherto the Fire Board's recommendations
had been circulated to the various commands, but there had
been no cuxrend order from the Waval Board making these
recommendations mandatoxy. Your Committee believes that,

as the recommendations of the Fire Board had been circulated
to all commands, the liaison officer concerned should have
been aware of the need for a fire-resistant base to be used



- 58 -

in conjunction with the urn. We also believe that the Naval
Board has been remiss in not making this Fire Board recomendation
mnandatory in naval esteblishments.

101. Your Committee notes with concern that the components
uged in the produc.tion of the urns at Nowra had been withdrawn
from use on naval ships using direct curvent as there was a
recognised danger of their contacts welding. We note also

the recormendation made by the Board of Inguiry appointed
subgequent to the fire that 211 hot water urns without a mamual
re-get device should be withdrawn from pervice. Your Committee
believes that the danger inherent in such urns should have been
recogniged and manual re-get devices fitted. Moxeover, we
believe that where equipment of this neture is produced by
apprentice mechaniciens in training, very great care must be
exercised to ensure their sefety in service and to ensure also
that they incorporate appropriate modern electrical devices,

102. The evidence shows that the importance of.the

security of the trainer had heen xecognised by the commanding
officer of the Air Station and, in special orders issued on

20 December, 1967, xelating to night rounds during the Christmas
end Now Year leave period, the need for particular attention to
be given to the weapons system trainor hed been emphosised,
However, the Naval Board of Enquiry found that some of the
rounds carvied out priox to the fire had not been made as
efficiently as they might have been, due pavrtly to restricted
manpower and transportation availeble during the leeve period.
Your Coamittee believes that, in the interests of security
genexelly, this lack of facilities should ndb have been permitted
to arise in a Commonweclth defence esbeblishment.

103. It also appears to Your Commitiee that, arising from
a misinterpretation of Naval Board insbructions, the
responsibility for the internsl security of the wooden and
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fibro building hat been placed 4n ervor with the civilian
technicians who were engaged in work on tbe weapons system
{rainer. . While we believe that such a misinterpretation

. should not have occurred, it is clear that the relevant Naval
Board instructions, es they were fremed at the time of the
firve, were insufficiently precise to. present such a
nigintexpretstion. We believe that, as the relevant
instruction was ded on 11 October, 1968, so as to remove
axy doubt. es. to the meening of the term *responsible officext,
the Naval Board would agree with this finding,

104, Certain other features of this matter will be dealt
with in Your Comittee’s leter meport relevant to the
Commonwealth Fire Boaxd.,.
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Chapter 6
r—

Superanmation Board

105, Paxagraph 22 of the suditor-Genexalls Report
for 1967-68 contained the following comments

"During the year, Audit questioned the prac-
tice adopted by the Board of investing moneys in
"huy tack" investments, It was considered thed
such transactions were not euthorised by section 12
(2) (s) of the Superannuation Act 1922-1968, In the
belief that such vere invesiments in Commonvealth
secwrities in accoxdance with the sbove Act and with
the object of improving earning rates on cash balances,
a nusber of shoxt term loans, with Comnonwzalth
Inscribed Stock as collateral, vas nade during 1966-67
and 1967-68, A legtl opinion, subsequenily obtained
by the Doard, confirmed the Audit view that -this Yype
of investnent wos not authorised Ly the Act,

"ihe number of ulira vires transactions by
the Superannuation Boord during 1956-67 and 1967-68
was 20, anl vhe total amoun’ involved was. $14,100,000,
Pransactions of this nature were discontinued in
1967-60 by the Board folloving reccipt of the legal
advising.

he Guperonnuation Board hos acvised that

the metter is being taken into consideration in a

current review of the Boaxd's powers of investuent

provided for in seobion 12 of the Superanmation

Act 1922-1968,"
106, e were informed by the Suporennuation Doaxd
that "buy back" investuents are arvenged whon & brokem,
as principal, sells to the Boaré, at narket price,
selected stocks of sufficient value to cover the amount
of the investment, Yhe Stocl: is insoribed in the
Doardts neme at the apsropriate Registry. Under these
arrangements, the Drokexr undextales to re~purchagse the
stock at the expiration of an agreed period ab a price
eanivalent to the originel sale price togethexr vith
interest on the principsl sum at a vete agreed st the  Dxhibit105/1
outset i.e. at a price calculated to give the Doord a g: %}‘. 12, 4
specific return, Also under the arvangenents, the
Board agrees, in view of the negotiated re-puxchase
price, to refund to the Brokex any interest falling
due on the stock during the period of the arvangement,
However, stocks Vith interest falling due during the
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" arrongemont axe not gonexally ecaepted by the Board
and it has. not been necessery o, pay back intorest,
The Broker moy substitute stooks, provided the value
of the osubstitute seourity is not leos then. the

amount of the investment, In the event of tho Broker
doing oo, fresh trancfexs and scceptonces are
exchanged and tho substitube stock is inscribod in
the. Boaxrd!s name, 1f, ot the end of the period of
the arrangement, the brokor should fail 4o re-purchese
the stook, the Boaxd is entitled to retain or dispose of
the stock end %o make good any interest payment due,
T4 was stated thot no ceses hod avisen where the
Brokers hod failed to xe~purchase the stock.

107, Wo wexe informed thaot the Suporanmation
Board had first invested in "buy baok" arrongements Qs, 5 & 12
on 16 Februaxry 1966, In regaxd to the mnoced to onbexr
into this type of tronsaction it was stated that an
amendment of the Suporannustion Aot tovards the ond of
1965, provided thot as & consequence of surplus
‘assets esbablished in the Supersnmuation Fund o3 at

30 Junc. 1962 during the quinquennial rorvi'a\'l,‘ & mmber
of steps should be token, One was to: provide for a
reduction of contribution rates retrospective to

1 July 1962, The differcnce botwéen those rates and
the rates previously paid wes to be accumilated at
interoot ond distributed to eliéible contributors,
Tho. Board oplled for a refund of exocoss contributions.
Tn oddition, the Actusxy wes to recaloulate the

assete and 1isbilitios. of the Fund. In the event,
the recslowlation was made on the basis of 5% per cent
for the fixst 10 yoars and 4% pex oent “thexeafier,
This was %o esteblish the amount of surplus agsots a8
at 30 June 1962 vhich in turn were o be distributed
o cligible pensioners and contxibutors, The other
provision wes that the interest poyable on Provident
Acéount was to be inoremsed to the ootual caxming rate
of the Fund from the beginning of that quinquennial.
period, which viould have been 1 My 1957.. This'
additionel amount was to be pald either to the oredit
of the accounts of existing Provident Aoccount
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oontributors or to those who had previonsly been oo
teibutors and vho had left the Pund, In fact, the
Superanmation Doard Gistributed about $41,000,000 and
1% proved necessary to accumulate these funds becauge
the: paynents vere made in stages, In the first. atage
which occurred in Decembexr 1965, en interim payment of
about $1,000,000 vwas made to pensioners and this amount
was found from availeble cash, However, the Board had
to reconstruct coumpletely the records of “he Mund from
the incepbion of the scheme in 1922 and, by liarch 1966,
this vork had been alvenced sufficiently to enable a
refund of excess contribuitions amownting to about
$11,000,000 4o be disiributed, i distribution of this
megnitude however, could not be met {rom the normel
fortnightly/monthly cesh flow and it became necessary
for the Board o accumlste funds, Shorily afiervards,
the Doard also initiated payments to formor Drovident
Account contributors, The Board vas able to predict
that by the end of 1966 it would be able to pay the
surplus to contribuiors end the remeining surplus to
pensioners, Uhe actual amounts to be paid, hovever,
could not be predicted accurately until final vork

had been completed on the compuber, An amount of
about $10,000,000 or $11,000,000 vas spread over a few
months but it becaue necessany to make a second pay.
ment of about §16,000,000 within a comparatively short
period of time and, in the event, a.vexy high propor-
tion was paid within 3 ox 4 wecke of the issue of
documents to the Departments,

108, The neced o make these payments constituted

& problem, Ve were informed thot while the shoxt term
money market usually gives quotations for shart

pexriods only, the Board was oontemplating the

accupmlation of funds for periods of 3 or 4 months,
Consequently, it became necessary to ianvestigate the

best way of accumilating the required cash with the best
possible security and the beat possidle earning rate, Q5
The witness informed us thet the Doard could have
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puarohased Commorsrealth stocks and some somi-
government stocks on the open market and telien the
risk of a forced sale because it could not predict
acourately the time at which it would xequire the
ucney, The Board could also have invested in fixed
'deposita., lowevexr, after considering the cltornatives
available, it was decided thet guotations should be
called for the pucchase of Commonvealth stocks and
semi-government sccurities that would be inscribed in
+the Doard!s name and would thexefore provide a firet
class security, It was also decided that the seller
should be required to repurchase the securities at an
agreed xrate, This p:.‘dvided +the Doard vith certainty
of gsale at a rate that was also certain, The vitness
cleimed that from en iavestnent and trustees viewpoint,
"buy back" investuents are an ecicellent arvangement,
He emphasised that at no stage was the money invested
in any vay in jeopaxdy,

- 109, It was stated that in deciding to enter into

"y back" investments, the merbexs of the Superanmation
Board had relied on Section 12 (2) (a) of the

Supcrannuation Act on the grounds that as irustees of

the Fund they, mey invest, either absolutely or

conditionally, in any securities and inberests outhorised

by Sub-section (2) and mey desd with and dispose of Exhibit105/1
the sage ag tho Doaxd deews £it in the best imberests & 213
of the coniributors. Yhe witness informed ws that, on

a previous ocoasion, the BDoard had been naking deposits

with the official short texrm money naxket and that the
Auditor~General hed queried the practice becanse, ab’
that stage, it vas held to be beyond the Germs. of

Seotion 12 of the Superannuation Ack which, so far as

this type of iransaction is concorned, depends on State
Yrustoe logislation, However, an amendment had been

nade to the trustee legislation in Wostern Australia

and as & consequence of the general clause in Section

12 of the Superannuation Act, the Doand was empovered

%o invest in the official short term monecy merket,

.
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110, In ita subpiosjon the Doard steted that it

regards Seation 12 (2) of the Buperannuation Act os a
statement of povers vhich are applied egainut the

baclground of the Australian capitel market in which
trensections of the type referred to are well estoba

lished investment practices, In elsboration of this Suhivit 405/ 1
view the vitness stated that the Dooxrd has certain & Q14
major functions., One is that menbers of the Bosrd

are tnmtee;z, in the sense of public trustees for the

Tund, As trustees fhey follov the coneepts yhich

were set out in the opinion dated 20 Feburary 1968 given

by the Atsorney-General!s Depaxtment, As a consequence,

the Board seeks the bést possible sceurity; -the best

return it can obtain in the circumsiances and the

arotection of the Fund,

111, The Superannuation Doaxrd stated that in the
case of "buy beck" investiments, the pwoperty in the
stook actually passed to the Board and was inscribed
in the Board!s neme with. the appropriate Inscoribed
Stock Registey. ©The Board agreed to re-sell the stock
to the transferor subject to cexrtain conGitions being
met on an agreced date and the normal transfer docue
ments vere executed in due course, If the transfevor
hed not adhered to the teuws of the agreement, the
securitlies weuld aimply have been incorporated in the
invesiment portfolio ox disposed of in the normal
course of business, as appuopriate, These particuler
transactions were said to liave.been arranged in owxder
‘o obtain the most favourable rates of interest on
monc;/a'not inmediately required for other forms of
investwent and were rogarded by the Soard as being in
a difforent categony from the investments made on the
Official Short ZTem lloney larket pursuant to Section D:hibitos /1
12 (2) (e) of the Aot, The witness explained thet in & Q17
+the ocase of short term money market transactions a
certificate is issued whon purchases arve made but the
title to the stock does not pass to the purchaser,

The certificate that is issued in such ceses is used
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by the Board as a control over the money that is due

to be paid back to it. In the case of "buy back"
invesiments, on the othor hend, the stock is actually
purchased and insoribed in the name of the Superammation
Boaxd,

1126 The practice of engaging in "buy back"

investments was queried by the Auditor-General's 0ffice
during the normal audit e:amination of the invesiments

of the Board prior to the receipt and examination of

the financial statements for the yosr 1966-67, “hen Q.9
oral queries raised at the time did uot resolve the

mattor, a formal query was raised in Jeptembor 1967,

On 6 Octobexr 1967 the Superannvation Toard sought a

legal. opinion on the matter and this was provided by

the Atsornoy-General's department on 20 Pebiuary 1968,

113 The legal opinion indicated that "buy back" Exhibit
investments cannot be regarded as investnents in 105/4
securities of the Commonwealih or of a State notwithe and Q.40

astanding thet a dealing in securities of the Cormonviealth
or of a State may be involved in such investnents, It
appeaved to the Attorney-Ceneralts Depariment that a
“buy back" investment involves simply a loan or

deposit of money by the ianvestor with a broker on berms
and conditions regiiring its repoynent on an. sgreed
date vith inlerest at a rate agreed upon between the
investor end the Broker, The securities of the
Commonviealth or of & 8tate thal mey be transferred to
the investor al the time the loan is made, appearsd to
the Attorney—(}eneral'l; Departnent to consbitute merely
oollateral security for the repayment of the moneys
lent or deposited by tho investor, lkr, O!Donoven, the
Observer representing the ittorney-General's Department,
informed us that hie knew of no case in \ibich the term
"puy bacl" investient had been dGefined as a :adber of
loir and he cnbertained doubte as to Whethor it wouwld

be possible to define, with a single definition, the
whole »enge of transactions that might be covered by
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the generic term. "buy back investment, For the

purpose of formiating its opinion, the Atiorney-
Generalts Department had obtained from the Superanmation
Board & copy of a contract uhich was referred to as a Q.40
"buy back" arrangement. This had revealed that euch

an arrangement is, in fact, a contract which contains
perticular provioions under vhich one party agrees. to
transfer, for a consideration, securities to another
party, Part of the consideration is thaet the party to
vhom the securities arc trunaferrved vill, upon the
performence of the cbligation undertalicn by the fixs
party, trensfeor the securities back to that party,

114 In its legel opinion, the Atforney-Generalfe
Depariment indiosted that two main considerations
oppeared Yo support its conclusion thet o "buy back”
investment involves simply a losn or deposit of money
by the investor with a broker, First, the investor i
not entitled fo receive and retain the interost pay.  Exhibi$105/1
able on the securities transferred to him but is
entitled only to interest at o rate agreed to between
himself and the beoker, Secondly, the fact that the
‘broker reserves the right %o substitute diffexent.
seourities from those oxiginally transferred to the
investor points unmistakeably to the conclusion ‘that
the securities ave transferzed ieroly as collateral
to the promise of the broker to wepoy with intersst
at the agreed rate the money denosited with or lent
to him,

115, The Abtorney-General's Depoximent pointed
out, hovever, that it does not follow thet, because
"buy back!investments by the Superannuation Boewd
cantiot be justified as investments in scourdties of
the Comsonvealih or a State under Section 12 (2) (a)
of the Superannuation Aot, thoso investments ave
necossarily unouthorised invesiments, It nentioned
that by pa.raéraph (e) of sub-section (2) of Seotion
12 of that. Act, the Superannuation Board is authorised
to invest moneys of the Fund “in any manner for the
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time being alloved by on Act ox State Act, or by
an Ordinence of a Territory of the Commonwealth,
for the investment of trust moncys in Australia,
other than in stock or shares issued by a company."
In this regard the Attorncy-General's Departmont
pointed out that Scotion 14 of tho Trustec Ach of
HNow South Welos suthorises o trustee, unloss
expregsly forbidden by the imstxumont oreating the
Trust, to invest trust moneys in his hands in
soouritics authorised by the fot, The invostments
authorised by the Act include, among others,
Invostmonts on "doposit in the Commonvealth (Treding)
Bank of Australia or in tho Commonwcalth Savings
Bank of Australia or in the Rural Baonk of New South
Viales or in any bank or coxrporation prescribbd by
rules of Court,"

116, The banks and corporations prescrived

for the purposes of scotion 14(2)(F) of the Trustee

Act were listed by the Attornoy-General's Departmont in

its opinion, ‘Tho Dopaxrtment pointed out in its opinion

that if the brokor wmith whom the "buy~bock" invostment

is mede is o prescribed corporation for the purposes of

sootion 14(2)(F) of the Trusteo Act of New South Weles,

the investmont vould te one that tho Superannuation

Boord is awthorised to moke by xdeson of paxagroph (e)  Exhibit
of sub-section (29 of Section 12 of the Superannustion 105/1 end
Act, In thosc circumstances we quostioned the Q8.29 to 34
Attorney-General s Depaxrtmont Obscrver as to vhethexr

it would be legal for the Superonmuation Boexd to engage

in "buy-back" invosiments providing it wore to do so

under the provisions of paragraph 12(2){e) of the

Superannuation Act in relation to seotion 14(2)(F) of

the Trustoe Aot of New Sowth Wales, The Observer

informed us that such investmnents would be legal., He

oxplained that vhen thé question of the legality of "buy-back"
investments was submitod orig;inu.ily to the Attornoy-Generalts
Deportmont for advice it was not entirely clear whother the
investmont that was concorning the Auditor-Gonoral and the
Superannuation Board was en investmont on the official short term
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money maxket or an investment of the "huy~back™ type.
There are cortain operators on the short term money
maxket, who are incorporated becayuse of certain
requiroments of the Companies Act, vhich have the
Reserve Bank of Austrclia as a londexr of last resoxt,

But cpart from this official short term money market there
i the wnoffiocial short term money markoet which consists
primarily of brokors who hold in, their poxt-foliocs
substantial smounts of Commonveslth securities, They
operate on the strict "buy back! arrangement, The formal
difference oxisting between these opexations is thot the
unofficicl short term market operator tronsfers title to
thé stook involved to the person who lends money to him,,
whoroos the official short term money market operates by
marked tronsfors of the stock, Apart from that, the only
substontial difference is thet if on unofficiel operator
were to suffor problems of liquidity and found that he
hod more maburing loans that he could redeem, ho would not
have the Reserve Donk to support him with advances of credit
4o enable him %o meet hie obligabions. In that situation
the lender vould need to realise on his seourity.

117, In secking on opinion on tho legality of

"huy beck” investoments the Suporannuabion Booxd also posed
the generel question of whother it is precluded in ony way
from invostiné; either aboolutoly or conditionslly in any
geourities or interocsts awthorised by Section 12 of the
Superennuation Act or in dealing with or disposing of the Exhibit 105/1
same a8 tho Boord deems to bo in the bost interests of the
contributors from timo to time, On this metter the Attorney-
Generol's Departmont oadvised that in oxercising its powers of
investment. under seotion 12 and in doaling with its investments
the Superonnuation Board is bound to oot as o trustoe of the
Suporannuetion Fund and to ude the Tund in the best interests
of the contributors, As o trustee, the Boaxd must oxeroise,
in rolation to &ll the investments which it is pormitted’

to malke, at leost the oare which an ordinary prudent men of
business would take in the manogement of his om affairs,

Tho Depaxbmont pointed out that it has beon stated judicially
that it is the duty of a trustec "to take

such care as on oxdinary prudont mon wowld toke if he
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vere ninded to malze an investment fox the benefit

of other people for whom he felt morally bound to
provide," The Deparitnent auled that in dealing in
gsecurities of the Commonwcalth ox of a State, the
Boaxd would fulfil its obligations if it sotisfied
itself that its dealingo vers at reasonable prices
at the time of purchase or sale, In making other
investrents aubhorised by the Huperannuation dct, the
Board vould be bowd to satisiy itself that any pro-
Josal for iavestment was roasonable ixzom the point
of view ‘of sccurity ant¢ of retuwn on investment,

118, TFinally, the Agborney-General's epartment

stated that if any doubt should arise as to the rights

and obligations of the Doaxd in relation to any

paxticular investment or proposed invesiment, advice

on the particular issue should be obtained, The

observer representing the Attorney-Generalfs Exhibip105/ 1
Depaxrtment, hovever, did. not consider that the & 0,38 & 39
Superannuation Doard should have sought an edvising

before entering into the "buy back" investnent

azéangemcnts. "he witness representing the

Superannuation Doard informed us that the opinion.

given by the Attorney-General's Department on "buy

back" investuments had raised the yuestion as to how far

the Superannuation Doard nust regard its povors as a

fairly rigid piece of administrative legislation.

Where any Goubt exists in xelabtion to those povers

the Superanmuation Doaxd will obtzin legal advice.

119 In its submission the Superannuation Doard

stated that although it was not onbirely satisfied

with the interuretaiion placed on the legislation by

the Attorney-Genersl's Department, it had decided not

to engege further in "buy hack" invesiuents or to

pursue the matier further pending the Government!s

decision on a proposal vhich had alrealy been sube Exhibit105/ 1
mitted, for a revision of the invesiments provisions ﬁfP;géeﬂo. 69
of the Supcrannuation Act, and vhich had been xeferred
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%o in paragraph 24 of the Forty-fifth ieport of the
Boerd, In that poragraph the Doard stateds
"The Bosxd hes been concerned for some

‘cime about its inability to obtoin the best

poosible return from invesiments and fo arrange

adequate diversification of the invesinent of

contributors! funds and-has sought a rovision of

the investment piovisions of the legialation

including some extension of invesinent powers; o "
120, The witness informed us fthet the Superanmation
Board becage concened about this problem prioxr to 1964,
A% that stage an arondment had been made to the
Superanmuation Act to extené the povers of the Doaxd
to provide for invesiment in debentures, However, the
problem of a surplus avose and this disturbed the
operations of the Doaxd, It was not until this problem
had been resolved that the Board was able to consider
the need for a 3 yeer programme for its investments,
Arrangenments were nade for the Attorney-Generalfs
Department to prepore regulations for the use of the
Board in relation to its debenture pover, Iowvever,
the approval to invest in debeniures was subject to the
promulgation of rejulations vithin coxtain’ limitations.
and difficulties arose vhen the Boord comicnced to relate
these to the actusl nazket, This led the Doard, there-
fore, to consider vhether the nabter should be waised
as & policy issue, The guestion of the revision of the
investment provisions of the legislation was referred
to the wepartment of the Treasury in llarch 1967.
Although dincusoions betveon that Depertment end the
Superannuation Board had folloved the reference, the
Treasury Observer, v, Cowie, informed us that, at the
time of our inquiry, & decision had not been reached
on the mattex,

Cornglusions

121, It appewrs to Your Committee that the
Superanmuation Doard ontered infe "buy bock" invests
nent nts in 1 v 1966 and subsequontly,
arising {rom aneniments that had been moace to the

Qs.22 to 26
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Superannuation Act in 1965, These ‘smendments required,
inter alia, the accumlation of Funds. beyond the
Board!s normal cash flov to cmable oxcess contributions
to be refunded to coniributors to the Fund ond to
benefiociaries of the Fund,

122, Vihile it appears that no question has been
raised as to the sufficiency or the aCequacy of the
securities involved in this wype of investment and
while the funds involved have not been placed in
jeopardy, the legal opinion 4cndered by the Attorney-
General's Department inuicates i

% "buy vack" iavest-
ments cannot be regardied as invesiments in pecuzities
of the Cormonvealth or of a State as specified in

seotion 12 (2) (a) of the Supcronnuatiohn Act, notwith-

gstending that a dealing in securitios of the Commonvealth

or of a 3tate may be involved in such investments, In
these circumshances Your Committee nmst conclude ‘thet
4he Doard should not have engaged in such investuents,

123 “Thether the Doard should have cought a legal
advicing before engoging in "tuy back" invesinents is
a wuestion o vhich Your Cormittee has given careful.
consideration. In this zegard ve noted that the
Attorney-Goneralta Department Observer did not
congider that the Swperannuation Sozid should have
sought an. advising before enboring inso these
arrangements, On the othor hand the ovidence shows
that on & previous occasion ilie Board had been making
deposits vith the officicl short term money market and
that the Auditor-General had queried the practice
because at that stage it wé.s Jicld to be beyont the
texme of Section 12 of the Supcrammation Act which,
so far a8 that type of invesinent vas concerned,
depended on State lrusiee legislation, IHovever, an
amendment had been made to the trustee 1égislation in
“fegtern Australia and ao a consequence of the genexal
clauso in seotion 12 of the Superannuation Act, the
Boaxd vwas cmpovered to invest in the short term money
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market, In view of Ulhis carlier expericnce relative
to investments we are inclined to the viev that it
viould have been piudent for the Booxd to seel: an
advising before evbarking on investuents of the "buy
badk” type,

124, The evidence submitted slso shows that

since the early 1960's the Board lias been concerned
about its inability to obtain the bost possible refurn
from investmento apnd to arrange adequate Civersifican
tion of the invostment of coniribuiors! funds, In
these circumstences the Doard raised with the
Depextment of the Treasury in liaxch 1967, +the question
of a revision of the invesiment provisions of the
Superannuation Act including some extension of its
investnent powers, Although this has been the sub-
Jeot of discudsion betueen the partics concemed,. ve
vere disturbed to learn that, at the time of our
inquixy, no deocision had been reached on the mattor,
Having regerd to-the problems that have confronted
the Board in recent years ve bolieve that the
Depaxtment of the Tressury and the Swperanmetion
Board should make stremwous efforts to resolve the
matter satisfactorily.
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Chapter 17
Higher Duties Kllowence
Paragraph 307 of tho Auditor-Generolis Report

foir 196768 contained tho follovwing commonts

126,

"hyuring 1967-60 an Andit investigation
of payments in xospoct of allowances
£6r officors acting in highor positions
aisolosed overpaymonts in & number of
offices ond branches of dopartmente
throughout the Commomv/ealth,

The overpayments orose through
nonecomplicneo iiith tho provisions of
Goneral Ordox 7/4/16, isouod by the
Public Servico Board undor the awthority
of the Public Soxvico Aot 1922-1967,
whioh sets ocub tho conditions applicable
to poyment for higher dutios during
absenoes on 1eaye.

Whexe the inoidenoe of overpsyments
disclosed in individusl offices and
‘bronches by tho Audit ohooks vos considored
high, the dopartmonts conoerned werc asked
to undexrtake furthor roviews, At the
timo this Report was prepared overpaynonte
in oxcess of $9,000 had beon disclosod from
both, tho Audit investigation end subsequent
departnontal voviows but the dopartmontmental
roviews had not beon comploted in all cases,

The Public Sorvice Board was rocently
informed of the reswlt of the investigo~
tion end it was suggestod that departments
be oirowlarised concexrning their
responsibility to onsure complisnce vith.
the Géneral Oxdox, ’

The Board hes issuod a momorandum to
all departments vhich, in addition to drawing
attention to thoir xosponsibility to ensure
compliance with General Oxders, has sought:
information from departments on the nature
of procedurces in foree fox onsuring there is
an adequate cheok of higher duties payments,
The Board hes advised that on recelpt of
departmental replios it vill give considexration
to the possible need to. ostablish uniforn
prooedures vhich will eliminate or minimise
the type of overpayment roportod,"

Ve vera informed by tho Public Sorvice Board that

offigers who axe temporarily oooupying or "acting" in higher
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positions saxo ontitlod to sdditional romunoration by

way of highoxr duties all in d viith
Dotorminations of the Public Servico Arbitrator and

* Public Service Regulation 67, An offiocer vho is Exhibit 105/9,
in-voceipt of highor duties sllovance ot the time of Qe.588 to 591,
proceeding on leave may bo paid the allovance during snd 609

his sbeonco undor certain conditions vhich are sot

out in dotail in tho Boord's Gonerel Ordex T/4/16, The
oxtont to vhich highox dutios allowanco may bo paid
during poriods of leove is largely dopondent upon
whethor tho officor's provious acting service in

highor positions ves "long-term" i.c, for 12 months

o longery or “short-torm'; slthough in both cases

the usual requiremont is that tho officer tould have
boon roguired to continue acting in the highor

position but for his absonce.

127 On 15 July, 1968, the Auditor-Gonoralfs

0fflce informed the Public Secrxvice Board that in the

course of Audit roviow, o nmumber of ovorpayments of

higher dutics allowance had boon disclosed, These Exhibit 105/9
overpayments had occurred through foilure of almost oll gpg Q.59
Dopoxtments to comply with the provisions of Goneral

Oxdox 7/A/1 6, Tho Auditor.Gonorelts Office requested

that the Boaxrd drast the attontion of Depaxtments to

theix responsibility to ensure compliance vith the

Board's General Orders and to their xosponeibility

%o make such intermel avrangements as will avoid any

past follure to comply with tho provisions of Genoral

order T/A/16,

1284 The Board informed tho Auditor-Goneralls
Office that it would oircularise Deportments as
roquosted and that it would consider the possible nced
to osbablish uniform procedurcs which would onsure that
thore is adequate chock of an officor's entitlement to
continued poymont of highor dutics allowonce during periods
of leave, Accordingly, on 9 August 1968, the Board issued
P,S,B, Momorandum No, 1968/6 whioh drow the sbtention of

Exhibit 105/9.
Q8.596 and 597
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departmonts to the failure to comply with Gencral

Oxdor 7/A/16, It aloo sought from depavtments,

information as o the rolovant proccdurcs that they Exhibit 105/9
had been following and their advice of any general

changes in procedure, forms dosign and the like,

which might be instrumental in ensuring that

overpaymonts of higher duty ellovences are not

porpotuated, At the timod o inquiry not all

departmental replies had been received by the Public

Sexvice Board.

1294 We were informed by the Board that the
procesoing of loave applications snd the procesaing
of higher duties allowance payments arc soparate
functions within the Porsomncl sections of some

dopartmonts and it was thought that this scparation Exnibit 105/9
and Q8,610 to

might be the besic reason for the ovorpayments having p
12

ocourred. The witness agrecd that in cases whore
theso functions are separated, it would be helpful if
the clerk responsible for higher dutics allowances
were to keep the clerk responsible for leave
applications fully informed of the current higher
duty allowance being paid,

130, Tho Audit Obsoxver, Mr, Reus,. stabod

that. in seme departmonts, leave forms do not provide
for a cross cheok against higher dutics ontitlements.
Tt wos folt thot this situation had. arisen posuibly Q.606
due to the fact that the vorl: concorned isc carried

oub by compaxatively junior officers vho mey not be
Tully avare of the finor points of Goneral Order
7/4/16 and that thore hod possibly boon some slight
brookdovn in tho training or instruction of’ theae
offigers, This vas suggested by tho widesprosd nature
of the cases whoro these orrors hal occurred,
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Conglusjong

121 Your Committee is disturbod by the fact that there hes evidently
been & wide epread failure on the part of departments to comply with the
provisions of Public Service Board General Order 7/4/16. We trust that
the action commenced by the Board in its ciroular of 9 August 1968
to departments will yield positive results in regard to complisnce with
the General Order, snd will also provide information to enable the Board
to establish satisfactory uni form procedures in relation to higher duties
allowances. We will appreciate advice in due course, of the outcome
of the Board's inquiries in this matter,

132 The evidence teken also suggests that there may have been some
breskdown in departments in the training or instruction of comparatively
Junior officers who are engaged in the caloulation and chiecking of higher
duties entitlements. We trust that all departments will examine thie
aspect of their operations without delay.
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Chaptex 8.

Conclusionsg

133, Your Committee's inquiry this year covered eight matterxs to

which the Auditor-General hed referred in his Report.

One of these,

howsver, related to Subscriber Trunk Dielling Telephone facilities, &
matter with which we have been concerned in the context of some of our

more generalised deparimental inguiries.

Bocause of this wider area

of interest and the considersble importance of these fecilities, we
felt that we ghould report separately on this metter and accoxdingly
a report on these facilities will be presented to the Parliement

shortly.

Arising from the héarings into the fire that occurred at

the Naval esteblishment at Nowre, New South Weles, on 25 December,
1967, we salso hed occasion to examine the arrangements of the Common-

wealth Fire Board.

The specific evidence tendered led ue Yo the

conolusion that e separate report should be submitted to the Parliament

on that matter.

134. Your Committee's conclusions relative to the metters included

in this Report are set ¢ut as follows:-

Depariment of the Army

Department of External Affeirs

Depariment of Health
Department of the Navy
Superanmuation Board
Higher Duties Allowance

For and on behglf of the Committee,

DAVID N. REID

*Becretary,

Joint Committee of Public Accounts,
Parliaement House,

c

27 February, 1969.
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