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7. EVENTS FOLLOWING SETTLEMENT:
MAY - OCTOBER 1995

[7.1] OVERVIEW

Settlement of The Conservatory purchase took place on 18 May 1995. This chapter
focuses on the six month period between settlement and early November 1995,
when an article appeared in the Australian Financial Review which brought the

purchase into the public spotlight.

7.2} TONY ROBERTS APPOINTED INTERIM PROPERTY
MANAGER

On 2 June 1995, Mr Ragi wrote to Mr Tony Roberts, who had been responsible for
preparing the first market appraisal of The Conservatory in September 1994. Mr
Roberts had also been involved in management of the property on behalf of Mr
Warren Anderson.

Mr Ragi said that win accordance with PNG regulations governing our operations,
we shall be inviting tender proposals for future management of the property".
However, he said that, as an interim arrangement, Mr Roberts would be appointed
to manage the property under the same terms and conditions that he had with Mr
Anderson. It is not clear, however, what these terms and conditions were, nor that
the POSFB knew what they were. Mr Ragi added that Mr Roberts' fee would be
"59, of gross rentals receipted from time to time".

[7.3] FORMAL PROPERTY MANAGEMENT AGREEMENT
SIGNED: 7 JULY 1995

On 7 July 1995, a written property management agreement was signed by Tony
Roberts and Mark Basausau, from the Department of Finance. The agreement
appointed Tony Roberts Real Estate to manage The Conservatory for a period of ten
years, until July 2005. Mr Roberts was to be paid 5% of gross rentals.

The agreement was irregular for a number of reasons:

° No other quotes had been obtained, and no public tender had been called.
It does not appear as though the processes of the Public Finances
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(Management) Act had been complied with.

. The contract was purportedly between “the Office Allocation Committee”
and Tony Roberts. However the OAC is not a legal entity, and therefore
does not have the ability to enter into a contract.

) The contract was signed by Mark Basausau. It is not clear whether he had
the authority of the OAC to sign the contract.

. The term of the contract, 10 years, was extraordinarily long.

° No legal advice had been taken regarding the agreement. The agreement
had not been cleared by the Attorney-General or the State Solicitor.

The agreement was hasty and ill-considered. Mr Basausau agreed to bind the State
for ten years without following proper procedures, without making sure that Mr
Roberts represented value for money, and without obtaining legal advice.

[7.4] OPENING RENTAL FIGURES

On 4 September 1995, Maureen Roberts, of Tony Roberts Real Estate, wrote to Mr
Mark Basausau of the Department of Finance. Mr Basausau was now handling
matters concerning The Conservatory on behalf of the POSFB. She enclosed
"financial figures" for The Conservatory for June, July and August 1995:

JUNE 1995
Rent $ 19,955.31
Outgoings 3,949.06
Electricity 2,392.26
Total Collected 26,296.73
Less Expenditure 17,740.63

$ 8,556.10 $ 8,556.10
JULY 1995
Rent $18,981.72
Outgoings 3,560.70
Electricity 3,752.97
Total Collected 26,295.39
Less Expenditure 15,623.35
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$10,672.04 $10,672.04
AUGUST 1995
Rent $ 21,353.30
Outgoings 3,495.23
Electricity 3,091.25
Total Collected 27,939.78
Less Expenditure 29,480.50
-$ 1,540.72 -$1,540.72
AMOUNT HELD IN CREDIT $17,687.42

These figures were disappointing. They indicated that during the three month
period from June to August 1995, The Conservatory generated a net -monthly
income of less than $6,000.00. This meant, if these figures were repeated over a
twelve month period, the net income from The Conservatory would be less than
$70,000.00. This compared to the projected income, used as the basis for both the

Roberts and Crockford reports, of $2.1 million.

In his response to our preliminary report, Mr Roberts gave an explanation for this
drop in rental income.

{7.5) REPAIRS AND MAINTENANCE REQUIRED AT THE
CONSERVATORY

The poor rental income obtained from The Conservatory during the first few months
of its ownership by the POSFB was a reflection of the very low occupation levels
achieved in the period just prior to its purchase. Not only had The Conservatory lost
tenants, the remaining tenants Were becoming concerned about the condition of the
building and the low level of pedestrian traffic. Some tenants were requesting a
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reduction in their rentals.

For example, in February 1995, a letter had been sent to the PNG Consulate from
the tenants of Shop 7:

Dear Mr Lemeki,

We are making inquiries, with reference to the Conservatory Arcade. As a Small
Australian Retail Business, in this area, with the option for our lease becoming
due this year, we are concerned about the directive of the Arcade. Like the few
remaining business's left in the Arcade, we have not been notified of and
developments here. OQut of 51 areas, there are only 13 areas working between 10
business's, this is a ¥4 of the whole Arcade being used.

With no knowledge or direction being given to any one here. The closing of 7
businesses, loss of passing public, resulting in "No Sales" it is within reason to
ask for a 50% decrease in Rent and Outgoings, for at least 6 months or until the
Arcade has more Retail areas operating.

It would be with great appreciation, that some acknowledgment, of this concern
be granted to us.

In August-September 1995, the POSFB was advised by Tony Roberts Real Estate
that there was an urgent need for "capital works" to be undertaken, especially to
change the shopfront for the proposed Air Niugini office. A quote was obtained
from a local builder in the range of $150,000.00.

However, despite a number of requests by Mr Roberts, no authority was given to
undertake any capital works. As a consequence, the condition of the building did not
improve and it was difficult to attract new tenants.

[7.6] FURTHER CONFUSION OVER LEASE TO THE STATE:
SEPTEMBER 1995

As we reported earlier, at the time of settlement on 18 May 1995, there was still no
lease in place between the State and Moki N° 10 Pty Ltd.

Mr Mark Basausau, of the Department of Finance, assumed an important role in the
negotiations.

In his response to our preliminary report, Mr Basausau explained his role in the
following terms:
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Confusion as to the nature and extent of the State's commitment to lease the
building continued in the months following settlement. At one stage, on 19 July
1995, a Cairns-based legal firm, Miller Harris, wrote to Barker Gosling, advising
that they had been "retained to attend to the legal work for the Papua New Guinea
Government in its role as head lessee of the Conservatory Shopping Village".
However, they did not indicate who had given them instructions; and it is not clear
that whoever it was, had authority to do so.

On 13 September 1995, Mr Ragi wrote to the Secretary for Finance, attention Mr
Basausau, enclosing eight invoices for rental on The Conservatory from 1 May to 31
December 1995. The invoices were directed to "Allocation Unit Department of
Finance and Planning". They claimed K192,488.51 per month, as follows:

3,018 square metres (the entire building)

x $700.00 per square metre

= $2,112,600 annual rental

+ 12 (months in a year)

= $176,050.00

+ 0.9146 (the exchange rate on 8 September 1995)
= K192,488.51

X 8 months

= K1,539,908.08.

This was an irregular claim for a number of reasons:
. There was no lease executed between the State and the POSFB.

o The invoices were in the name of the POSFB, rather than the owner of The
Conservatory, Moki N° 10 Pty Ltd.

. The invoices were sent in September 1995, yet claimed rent until the end
of December 1995.

Not surprisingly, the claim was not met.

Chapter 7
Events Following Settlement




207

[7.7] DELAY IN REGISTRATION OF TRANSFER

After settlement of the purchase on 18 May 1995, there was a substantial delay in
lodging appropriate documents with the Queensland Land Registry to transfer
ownership of The Conservatory from Katingo Pty Ltd to Moki N° 10 Pty Ltd.

The POSFB was reminded on several occasions by Pato Lawyers of the extreme
importance of providing funds to enable the transfer to take place. For instance, on
27 July 1995, Pato Lawyers sent a fax to the attention of Messrs Ragi and Wingia:

REGISTRATION OF TRANSFER

We can only repeat and emphasise Barker Gosling's advice. Failing to register a
transfer is like leaving a building uninsured, it exposes Moki to unnecessary and
unacceptable risks. We respectfully urge you to provide the balance of funds
previously requested as a matter of extreme importance and urgency.

The amount required for the transfer was $37,187.00. There was at the time a credit
balance held in trust by Pato Lawyers for the POSFB, so the amount required to be
paid turmed out to be only K6,016.60.

Eventually, the money was made available on 13 September 1995 and the transfer
was lodged for registration by Barker Gosling in early October 1995,

The delay in registering the transfer led to further problems in attracting tenants to
the property. Prospective tenants were apparently unwilling to enter into a lease with
Moki N° 10 Pty Ltd, as the company was yet to be registered as the owner.

[7.8] NEGOTIATIONS WITH INDOSUEZ AUSTRALIA TO
RE-FINANCE THE PURCHASE

As reported earlier, the POSFB's attempts in November 1994 to find a financial
institution willing to finance the purchase of The Conservatory had been
unsuccessful. Nevertheless, the POSFB had gone ahead and approved the purchase.

After that, the POSFB made no further attempt to find finance until June 1995,
when Mr Ragi commenced negotiations through Mr John Hickey of Accor Asia
Pacific Corporation of Sydney.

On 17 August 1995, Mr Ragi wrote to the Minister for Finance, Mr Haiveta,

advising that the "search for an Australian bank or banks to finance the POSFB loan
for the proposed PNG Centre in Cairns is continuing" and that Indosuez Australia
had indicated interest in the project. Mr Ragi advised the Minister that preliminary
discussions had taken place and negotiations were scheduled for 24 and 25 August
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1995 in Sydney. He then added:

Please endorse my travel to Sydney for these negotiations.

We can find no evidence of the Minister responding to Mr Ragi's request. We find
it unusual that as the permanent head of a statutory authority, Mr Ragi would be

seeking the Minister's endorsement in this way for his overseas travel.

In any event, it transpired that Mr Ragi did not go to Sydney. Instead, he sent Mr
Wingia, who was accompanied by Mr Vele lamo of the Department of Finance.
They, together with Mr Hickey, met with Messrs Bruce Porter and Stephen Mair of
Indosuez Australia Limited. :

Following that meeting, Indosuez wrote to Mr Wingia, on 30 August 1995,

proposing a mandate under which to arrange finance for The Conservatory.

The main terms of the proposed finance structure were as follows:

Moki No 10 Pty Ltd, 100% owned by the Public Officers Superannuation
Fund Board of Papua New Guinea (POSFB)

3 year (Note - It is acknowledged that the POSFB would ideally prefer a
longer term, however until the leasing profile of the project is established
and proven, a longer term is not considered appropriate)

To finance a property known as the Conservatory Retail Centre in Caims,
which was recently acquired by the POSFB at a cost of AUD 18.0m

Registered first ranking all monies mortgage over the
Conservatory Retail Shopping Centre, Caims.

First charge over Moki No 10 Pty Ltd.

First charge over any leases.

First charge over any collateral security provided from time to
time by POSFB ("the Identifiers”) to support the advancing ratio
an Head Lease from the PNG Govemment by which to support

a net rental guarantee of A$2.1 million per annum.

an Indemnity by the POSFB to top up any shortfall in net rental
income during the course of the facility on a six monthly basis.

a Charge over the rental deposit account held by the Centre

Borrower
Term
Facility Limit AUD 12.0m
Purpose
Security >
>
>
>
requirements.
>
>
>
Manager.
Facility Type Cash Advance Facility
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Fees & Margins Establishment Fee
1.5% flat.
Margin
2.5% per annum.

Interest (Floating)

Floating interest will be charged at the Bank Bill Bid rate on the BBSY
Page of the Reuters screen for the term of the drawing.

Interest (Fixed)

Fixed interest will be charged at the then prevailing Market Swap Rate for
the term and amount of the drawing.

One of the conditions precedent to the loan was an independent valuation of The
Conservatory, commissioned by Indosuez and paid by for the POSFB. This was not
an unusual condition,

The fact it was proposed brings into stark relief Mr Ragi's claim, when he gave
evidence to the Ombudsman Commission, that an independent valuation was not
obtained before deciding to purchase The Conservatory because of the cost
involved. We believe that before any reputable financial institution would have lent
money on this building, they would have insisted on an independent valuation, paid

for by the borrower.

Indosuez concluded its letter of 30 August 1995 by advising that acceptance of the
mandate would cost the POSFB a commitment fee of $40,000.00, which would
have to be paid by 14 September 1995,

While the POSFB was considering the Indosuez offer, the bank made approaches to
various specialists in retail centre management, including the Byvan Management
Company and Jones Lang Wootton, with a view to engaging them to manage The
Conservatory.

On 7 September 1995, Mr Ragi wrote to the Controller of Foreign Exchange, Bank
of Papua New Guinea, Mr Benny Popoitai. Prior to this, Mr Ragi had been in
contact with the Governor of the Bank of Papua New Guinea, Mr Koiari Tarata, to
advise generally about proposals to refinance The Conservatory. Mr Ragi stated,
amongst other things, that Indosuez had "insisted on a long term commitment from

the PNG Government of nof less than fen years ...". But this statement was false, as
there was no indication in the offer made by Indosuez that they were insisting on
such a commitment.
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On 14 September 1995, in response to approaches made by Mr Hickey on behalf of
the POSFB, Indosuez adjusted their offer by extending the term of the proposed
loan from three to five years. However, the following qualification was added:

An extension beyond year 3 would be at the sole option of Indosuez Australia
Limited, and would only be considered if The Conservatory retail centre is
showing sufficient net revenue to cover interest and an acceptable principal
reduction programme, without the need for support by the Head Lessor or the

Indemnifier.

On 25 September 1995, another meeting was held in Sydney between
representatives of Indosuez, and Messrs Wingia, Jamo and Hickey. This resulted in

a further adjustment to the mandate offered by Indosuez. However, the POSFB was
still dissatisfied with the proposed finance structure.

On 16 October 1995, Mr Ragi wrote t0 Indosuez. He said he had discussed the
proposed loan facility with the Bank of Papua New Guinea, who were "still insisting
that the establishment fee of 1.5% flat to be paid upfront is on the high side and will
not be acceptable to them". Mr Ragi also said the POSFB was not in a position to
provide an indemnity to top up shortfalls in net rental income:

This is because such an indemnity amounts to guarantee which Is against one
of the Board's fundamental operating policies. One of our essential
requirements, is that the loan must be a stand alone facility to be provided on
the strength of the Conservatory Centre itself without any further recourse to the
POSFB Board. Therefore, the terms and conditions of the loan will not be
acceptable to our Board should indemnity by POSF Board Is still required by

your bank.

Mr Ragi said that Indosuez’s original position regarding the proposed term of the
loan had changed very little. As the head lease would be for seven years, he could
not see why the term of the loan could not extended to five years without

conditions.

Mr Ragi concluded by saying that the POSFB could not sign the mandate offered by
Indosuez at that stage.

There was no immediate response from Indosuez. The next correspondence appears
to have been on the day of publication of the article in the Australian Financial
Review, when Indosuez indicated, through Mr Hickey, that no further negotiations

would take place.

@ © ©
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8. AUSTRALIAN FINANCIAL REVIEW
ARTICLE AND ITS AFTERMATH:
NOVEMBER 1995

[8.1] OVERVIEW

On Friday 3 November 1995, an article appeared in The Australian Financial Review. It
was headed: "Anderson succeeds in $9m coup". It was followed by a similar one later
that day in the early edition of The Saturday Independent. That story was headed:
"POSF pension funds at risk in Cairns deal".

These articles had the immediate effect of bringing the purchase of The Conservatory
into the public spotlight. A considerable controversy ensued. Indosuez Australia
withdrew its offer to provide finance. The Minister for Finance was briefed. A series of
public notices, letters to the editor and press releases were issued by the Minister, the
Chairman of the POSFB, its Managing Director and a Board member. All of these were
aimed at defending the purchase of The Conservatory. The matter was also raised in
Parliament.

In this chapter we focus on these events, which occurred in November 1995.

[8.2] INFORMATION REQUESTED BY AUSTRALIAN FINANCIAL
REVIEW: 2 NOVEMBER 1995

On Thursday 2 November 1995, the Victorian Bureau Chief of The Australian
Financial Review, Mr Rowan Callick, sent faxes to both the Minister for Finance, Mr
Haiveta, and the POSFB's Executive Manager Investments, Mr Wingia, seeking their
comments on the purchase of The Conservatory.

Both faxes stated:

| am writing an article for tomorrow's edition of The Australian Financial Review on
the sale of a building in central Caims, the Conservatory, a year ago, to Moki N° 10
Pty Ltd, a company owned by the POSB.

Chapter 8
Australian Financial Review article




I 'am inquiring about the process of the sale: how it came to the POSB's attention,
how it was valued, how the sale price was decided, and how the purchase came to
be approved at a time - just after the devaluation and float - when foreign exchange
was at its tightest.

The reason for our interest, is the extraordinarily steep boost in value between the
building's purchase by Mr Warren Anderson, through his Katingo Pty Ltd, and
POSFB's own purchase. In just four weeks the building's price doubled, from $9.75
million to $18.72 million. Current valuations place it at $9-10 million.

Mr Callick said he would be grateful for any response, which he would need by late
afternoon that day.

However, neither Mr Haiveta nor Mr Wingia responded.
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On Friday 3 November 1995, the following article appeared in The Australian
Financial Review, at pages 1 and 4:

4

|pied.is v :
T million“and '$10 million.

succeeds in

§$9m coup

£ T3

8y ROWAN CALLICK
and KATHY Mac DERMOTT

PROPERTY developer Mr Warren
Andersont scored one of his greates:
coups in Cairns a year ago: he bought
a building from Mr Ralph Sarich for
$9.75 million and sold it within a
month to Papua New Guinea's Public
Service pension fun.' {ur S18.72
. million.

th5The building, only partially occu-
d,:is valied today at between 39

M Napoleon Liosi, president of
PNG's Tublic Employces Associa-

| tion; which-has 22,000 members, said

P

yesterday ~on: being told of the
property. purchase that the associa-
~tion was “disgusted”. He called for a
‘public inquiry into the “wastelul
.deal” organised by the fund, which is
administered by the Public Officers
:Superannuation Board. .

The purchase,»made at the height

of PNG's foreign exchange crisis

-following a 12 per cent devaluativn
and the easuing floating of the kina,
.required the written appraval of the
Minister for Finance, Mr Chris
Haiveta, who is also Deputy Prime
-Miaister.

The Prime Minister, Sir Julius
Chan, said at the time of the float that
it was made necessary in part because
of the depletion of resefves through
the activities of speculators.

The board is PNG's biggest non-
bank financial institution, which paid
out K129 million (then worth $i°¢
million) 'in benefits "o its 60,000
contributors in 1993, whea its invest-
ment portfolio comprised K265

Continued page 4

From page 1

million ~ 19 per cent of it in
property. The Government matches
its employees’ contributions,

A spokesman for Mr Haiveta
suid yesterday that the minister
was in Cairas and could not be
contacted.

Mr Anderson's office declined to
comment.

The building that PNG bought,
the Conservatory, is a two-storey
property originally developed by Mr
Sarich, through his company Cape

Bouvard [nvestments, and opéned in”

1938. 1t is located oppasite the new
Cuims casino, and has lrontages to
Abbott and Lake Streets.

Eight of 18 tenancics at the time
of purchase by the POSB were
accupied by outlets aperated by Mr
Sarich, ,which were immediately

‘Anderson’s
$9m coup

shifted clsewhere. Mr Anderson
bought the Conservatory through
his Katingo Pty Lid in November
1994, and sold it to Moki No. 10 Py
Lid, a PNG-registered sheif com-. [
pany bought in October 1994 by the 'H
POSB, whose most recent annual
report — for 1993 — says: “We at
the POSB are proud ‘of our track
record in investment, which shows
excellent returns and benefits "—

Ay

not only for our members but also
for_the econamy of PNG."

The POSB's managing director,
Mr Ereman Ragi, was also away

—from his PoR Moresby “offite

yesterday. And his deputy, Mr
loseph Wingia, like Mr Ragi a
director of Moki No. 10, said he was
not authorised to talk lo the media.

It is understood that the Papua
New Guinea Government has
instructed that, Air Niugiai end

PNG's tourism and consulate
offices in Caims must be moved to
the _Conservatory..

Anderson, a regular visitor to PNG,
has held discussions with senior
officials  there about the develop-
ment of new government offices.
Two major administration build-
ings bave been declared unfit for

" SEE-SAWING VALUES: The Conservatory building in Cairns

occupation because of lack of
maintenance.

The POSB was_re:shaped in
Minister for Finance — then Sir
Julius Chan — directing that it and
similar institutions “were.to give
full consideration to the Govern-
ment's economic policies and prior-
ities which stress economic and

And itis also understood that Mr 1993, with guidelines issued by the

Picture: JOHN CARR

employment growth in non-miaing
sectors of the economy, including

ufacturing and housing.”

The POSB bought 510 mitlion
worth of shares in the Lihir gold
project. The stock was trading
yesterday ut S1.46. It foated on
Qctober 9, with institutional shares
costing SL57.

agricultuce, fisheries, farestry, man-
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Later that day, a similar article appeared in the early edition of The Saturday

Independent:

AUSTRALIAN property developer Warren
Anderson scored one of his greatest coups
in Cairns 4 year ago: he bought a building
for $9.75 million, and on-sold it within a
month to Papua Néw. Guinea's public ser-
vice pension fund for $18.72 million.

The building, only partially occupied, is
today valued at $9-10 million. ‘Napoleon

Liosi, president of the Public Employees -

Association, with 22,000 members, said this

week on being informed of the property-.”’

purchase, that the association was very
annoyed and disgusted.”

And he called for a public iriquiry into the
wasteful deal” for the public servants who

contribute every fortnight five per cent of
their eatnings” to the fund, whieti s admin-

istered by the Public Ofﬂcen
Superannuation Fund Bosrd (POSFBY.

The board is PNG's biggest non:bank

finandal institution, which pald out,
million benefits to its 60,000 contribatory in
1993, when its investment portfolio ‘com:
prised K265 millioh, 19 per cent, of it in

property. The government .matches its.

employees’ contributions to the fund.

The purchase of the Caims building
made at the height of PNG's foreign
exchange crisis, following a 12 per cent

devaluation_and the ensuing floating of the’

kina, required the written approval of the’
Minister for Finance, Chris Haiveta,

Prime Minister Sir Julius Chan said at the
time of the float that it was made necessary

by DOMINIC KAKAS and ROWAN CALLICK .

in part because of the depletion of reserves
- due-to the activities of speculators.

A spokesman for Mr Haiveta said on
Thursday the minister was in Caims, and
was unable to be'¢ontacted. *
© And Mr Andexsons ofﬁ ,déclined to
comment., , - . a

:The. buildmg that PNG. bought, the
Conservatory, is a two storey pmperty d'mt
wis opened: in 1988. It is I

10, sau:l hewasnot:uthmudwtnn(tod-h

media. . -
It is und

re-located to the' €onﬁwabe_ry

Anderson, .a regu] vklto; fo PNG, has.

held discussions with senior officials about

the new Cairns casino, and has. fmnh:ga to

- Abbott and Lake Streets. .
. Eight of 18 tenaricies at the ﬂme of pur-
chibse Pisd,byput-

NG mgimmd shelf comg;ny b_ought in

Kosé most

-and benefits, not only for our membérs but
also for the economy of PNG A
The POSFB's managing directos, E

~Ragl, was also away’ from "his Port:Mdresby-

office this week, on leave at his fome yillage
in West New Britain, And his députy, Joseph
Wingta; like'Mr Ragi a director of Moki No.

the develop af new govermument offices

.-in Pon Moresby, where two major admin-

buildings have bee declared unfit
for occupation due to, lack of maintenance.

Iri the 1980s, Mrh\liefmwuschlrged in .|
Townsvillé Wwith imperting ‘a loaded
revolver in his private jet following a visit to.
PNG’s highlands. He maid he needed it for
pmcﬂm agajnit/ ﬂn *nitives.” His convic-

‘tion was ov ied by the Queensland
Supreme Court.

“The POSFB was re-shaped in 1993, with
guidelines issued by the Minister for

Finance - then Sir Julius Chan - directing_

that it and similar institutions *were to give'
full consideration to the government's eco-
nomic policies and prioriies which stress

—economic and employmefit growth in non-

mining sectors of the economy, mcluding
agriculture, fisheries, forestry, factur-
ing and housing.”

d M :hg-g" chas ¢
instruéted’ that-Air Dugini) and PNG's ~
tourlsii and consulate- efﬂmin Cairns, be. -

) Mr Chris Haiveta ... the miniu!er to
whom the POSFB is responisible.

The POSFB bought $10 million shares in
the Lihir Gold ptqectbefomthe float,. plac-
ngitasthzlsd\wpinvstotinhhirwi&x
3.3 snillion shares. .

~ The stock was trading on Thursday at

§1.46. It flpated on October 9, with institu-
tional shares costing $1.57.
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[8.4] INDOSUEZ AUSTRALIA WITHDRAWS REFINANCING
OFFER: 3 NOVEMBER 1995

At 11.40 am on Friday 3 November 1995, Mr John Hickey of Accor Asia Pacific sent a
fax to Mr Ragi drawing his attention to The Australian Financial Review article:

Dear Ereman,

| attach copy of an article in today's Australian Financial Review which you may
have already seen.

| had a call from Bruce Porter who said that in light of the article there is now no way
he could obtain his Board's approval to the loan. Rather than have him communicate

this to you it may be best if you write to him and say that POSFB has decided not to
accept the indicative terms offered by Indosuez.

I am sorry about this but clearly the article is damaging. | tried to call you but
understand you are away from the office.

Regards,

[SIGNED]
JOHN HICKEY

cc: Sol Benn

The immediate consequence of the article therefore was that the POSFB's attempt to
arrange refinancing the purchase of The Conservatory collapsed.

[8.5] SECRETARY FOR FINANCE BRIEFS MINISTER:
3 NOVEMBER 1995

On the same day that The Australian Financial Review article appeared, the newly
appointed Secretary for Finance, Mr Rupa Mulina, presented a brief to the Minister for
Finance, Mr Haiveta.

Mr Mulina stated:

We refer to the newspaper article in the Australian Financial Review today regarding
the purchase of the Conservatory Shopping Centre in Cairns by the Public Officers
Superannuation Fund Board.
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In our opinion, Mr Mulina's advice to the Minister for Finance was seriously flawed.
Mr Mulina was not involved in the decision to purchase The Conservatory. He
obviously did not appreciate and was not fully acquainted with the facts before he gave

The property is located on Lot 32, County of Nares City of Cairns along 9 Abbott
Street. The property comprises mixed commercial and office spaces totalling 3091
square meters. The POSB Fund Board purchased the property from Katingo Pty Ltd
through its wholly owned subsidiary Moki N° 10 Pty Ltd. The settlement of the
property was concluded towards the end of March 1995. The total purchase price

was A$18.72 million dollars.

Prior to the purchase, detailed market valuation was carried out which assessed the
market value at A$21 million dollars. Based on the present large commercial
developments within the vicinity of this property, the market value will have
appreciated quite substantially.

We attach copy of the relevant valuation by Crockford Property Consultants, who are
highly recognised by the Building Owners and Managers of Australia (BOMA).

The Independent State of PNG has decided to lease the property from Moki N° 10 Pty
Ltd (POSB) to facilitate the promotion of PNG by way of treating the building as a
one stop shop for PNG. This is in light of the potential growth and boom of the city
of Cairns. The government of PNG is currently finalising the lease of the property
with POSB, the ultimate owner. The building is intended to house the PNG
Consulate, Air Niugini, other trade promotion activities. ft should be noted that the
lease of the property is currently awaiting clearance from the State Solicitor's Office
prior to submission to Cabinet for final endorsement.

It is therefore important to note that the property is deemed a viable investment for
POSB and its shareholders in that the government will be taking the head lease over
the property. Expected returns on investment to POSB and its members is
estimated at K2.2 million a year (i.e., over and above the 10% return on investment

criteria for the Fund).

The investment by the POSB is a positive move to enhance the growing trade
relations between Queensland and the rest of Australia and PNG, which is fully

supported by the government of PNG.

Although we have not sighted the reports in the Financial Review of Australia dated
3 November 1995, Minister should be assured that if the report Is claimed to be
correct, POSB is in a position to make a substantial capital gain on the investment.
Otherwise the final confirmation of the government to entering into the head lease
arrangement with POSB on the basis of promoting PNG will continue to be pursued.

RUPA MULINA
Secretary

his advice to the Minister.
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In his response to our preliminary report, Mr Mulina explained:

(8.6]

PRESS RELEASE BY MINISTER FOR FINANCE:
3 NOVEMBER 1995

On the evening of Friday 3 November 1995, Mr Haiveta issued a press release
defending the actions of the POSFB. It was published in full in the final edition of The
Saturday Independent, the following day, together with other articles on the purchase of
The Conservatory:

. The Conservatory Shoppmg centre (Cairns)

“THE followmg statement was issued -

on behalf of the Minister for
Finance, Chris Haiveta, at 9.08 pm
Friday evening. [i is published in
full. For other reports see page 1.

The Deputy Prime Minister and Minister
for Finance, Chris Haiveta responded
today that the newspaper article whic
appeared in the Australian Financial
Review on November 3 1993, regacding
the purchase of the Conservatory
Shopping Centre in Cairns by the Public
Officers Superannuation Fund Board
needs to be clarified for the benefit of the
members.

“The property is located on Lot 32,
Countey of Nares City of Cairns along 9
Abbot Street. The property comprises
mixed commercial and office spaces
totalling 3091 square meters. The POSB
Fund Board purchased the property from
Katingo Pty Ltd through its wholly
owned subsidiary Moki No. 10 Pty Ltd.
The settlement of the property was con-
cluded towards the end of Maech 1995.

The total purchase price was'AS1
lion,"Mr Haiveta said.
¥Prior to the pu:chase, Hatailed market

-valuation was carried out whick asséssed
the market value'at AS21m. Basad on the
present large commercial developments
within the vicinity of this property, the
market value will have appreciated quite
substantially, | .

“Prior to the purchase, independent
valuation by Crockford Property
Consultants, who are highly recognised
by the Building Owners and Managers of
Australia (BOMA) valued Lhe property on
behalf of the POSFB. -

Mr Haiveta said the [ndependent State
of PNG has decided to'lease the property
from Moki Na. 10 Pty Ltd (POSFB) to
facilitate the promotion of PNG by way of
treating the bu.ddmg as a one stop shop
for PNG. This is in light of the potential
gtowth and boom of the city ‘of Cairns.

The government.of PNG is:currently’
finalising the leaseof the property” with::
POSB, the ultimate owner. The building *

is intended to house the PNG Consulate,
Air Niugini, other trade promotion activi-
ties. [t could be noted that the ease of the

property xs'current.ly awaiting clearance
from the State Solicitors Office pror to
submission to Cabmet for final endocse-
ment.

“Itis Lherefore unportant ton note that
the property is deemeda” "viable invest-
ment for POSB and-its shareholders in
that the government will be taking the
head lease over the property. Expected
retumns on investment to POSFB and its
members is cstimated at K2.2m a-years
{ie, over and above the 10% return on
investment criteria for the Fund). -

“The investment by the POSFB Is a pos-
itive move to enRance the growing trade
celations between Queensland and- the
rest of Australia and PNG, which is' fully
supported by the government of PNG.

“1 assure the shareholders of POSFB

“that even if the property was purchased

as claimed by the Financial Times, POSB is
in a_position to make a substantial-capital
ain on the investment, “Otherwise the
inal, confirmation of the, govemment to
entenng into the head lease arrangement
with POSB on the basis of promoting
PNG will continue to be pursued,” he
added.

The property had been
bought less than a month
beloce for $A9.75 mitlion by an
Australian property develop-
er, Wasren Anderson.

The Satueduy ludependent
reported in the early edition
that Mr Haiveta was in Cairns
on Thursday and could not be
caniacted fir comment.

But Mr Halveta said he went
to Caiens on an unrelated mat-
ter.

The article seemued to be
insinuating that he wasin
Cairns for the property in
question, which he was not, he
said.

Dispuling  The  Satwrduy
Independent’s tepors that the
building was valued about
SAI0 million, he said, "The
evaluation of the building

SRS i
. before n was boughz wu over

K20 million.”

Referring to the repon that
the purchase of the Cairns
building was made at the
height of PNG's - loreign
exchange crisis, following a 12
pee cent devalualion and the
subscquent floating of the kina
and that it, required the writ-
ten appraval of the Minister
for Finance, Mr Haiveta said,

“When [ came in as Minister
alf these things were done.
Approvals were nade, deci-
sions were done.

“The board ducisions and
evaluations were done prior o
my appointment as Minister.
The recommendations came
trom the board, the evalua-
tions wore thare, it looked alt
right

“The

I am concerned it's quite an
open thing.

“I weicome any investiga-
lion into the deal, whether'it is
the Ombudsmaa Commission.

“But those who criticise il
have got to know where lhis
deal is coming from.”

The POSF makes many
iwesiments bolh within the
¢ountry and overscas.”

The president of the Public
Fmptoyees Association,
apoleon Uosl, has come out
: ronply, against the purchase
+ 1w has called for an investi-
,nwn lnlo the’ matter but Mr

faiveta counteced, saying,

“Mr Napoteon Liosi has go a
« nflict of interest. He has got
lis own super fund.”

dent

came from the board 1o the

"The Saturksy tnley
tepoet was jointly dope with

depanment and 1 had 0o reas
son not to approve il As far as

sthe
Aulstralian mecql Roview.
Noling this, Mr Haiveta said
that it is reported that Wazeen
Anderson is a frlend of
Australian Prie rMmuw
Keating and he cliims that H
number of Australian media
interests  are  “picking on
Warren to gat to the Labour
parey™,

“The way [ sae it, it's just a
wileh hunl,” he said.

When asked why the funds
wure sent overseas at’s ‘time
when the country needed all |
its mangy within, Mr Haiveta
said, "It was s)umd outfora |
pumose. . |

“It was for investment, not
for ather purposes. In any case
1 du not give approval for this.
It's the Governor of the Bank
of Papua New Guines, the for-
cign exchange controller.”
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to burchase the’ pmperty well

- before” he’ ‘became fmance _ during the deva i

towards, the end 'of last. year,
. Eaueh i

Salurday Independent
believes -~ .- that - the
Ombudsman Commission’s ,
office has issued a secles of
summons - for. documents to -
be brought fo:waxd it came befoxe hhn. TR ¢
Nore of-the senior officers His defonce of the action js  pressure on the kma
of the POSEB were'available reprinted on. this page......t
i The building;, “calledathe
Conservatory, was previoufr
‘ly brought 'by -Australian
« jproperty: developer Warrsn M
Anderson for $A9 75 miltions *

'recewed adyxce
the money :ovel ) 1
would place consxderable 'Consexvatory.to be ini an
Aequall attractwe commercial

L'nus,leadmg What you' should ha
'done &vas i:heck your_facls 'first,” Deputy P

-Phon
‘Jndepmdent’s eaxly.ednlon
JPty Limjtyd e coulmconfact- | The article reported the purchase by the Public
comment““'l‘hey were Ofﬁcers Superannuation Fund Bo: d of a prop-

Jast year for $A18 72 milion. }
K Cont to page -

5ht i from

i
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[8.7] MR RAGI BRIEFS MINISTER: 6 NOVEMBER 1995

On Monday 6 November 1995, Mr Ragi formally briefed Mr Haiveta on The
Conservatory.

Mr Ragi stated:

Below is a brief order of events relating to the purchase of the property in Cairns,
Australia.

05/10/94 - Received proposal from Dept. of Foreign Affairs concerning
possible purchase of a property in Cairns and other centres to
house the overseas mission offices.

07/10/94 - Received confirmation from Mr. Tau Peruka, Chairman of Office
Allocation Committee to lease the building subject to negotiating
acceptable terms of the lease.

10/10/94 - Board of POSF met and considered the proposal and having
satisfied themselves approved the purchase subject to
negotiating long term head lease with the State. The Board also
approved the injection of equity funds and overseas borrowing to
finance the property.

17/10/94 - Ministerial Approval was sought from Sir Julius Chan who at that
time was Acting Finance Minister.

26/10/94 - Ministerial Approval from Sir Julius Chan was received which
approved an investment of K15.5 million for the purchase and
approved off-shore borrowing totalling K13.5 million.

Expressions of interest for off-shore funding were invited from
several potential financiers. None responded positively to the
invitation as timing was bad as it coupled with the devaluation
and flotation of the Kina. Bad publicity on PNG by the Australian
Media was also ripe at that time which did not help our efforts to
secure funds.

14/11/94 - Part payment of K0.5 million was made as deposit.

06/12/94 - Further sum of K1,204,545.45 was made to satisfy the 10%
deposit requirement by the vendors.

28/12/94 - Received advice from lawyers that approval from Foreign
Investment Review Board of Australia (FIRB) had been granted on
23/12/94 and that settlement must be done within seven days
from receipt of approval by FIRB.

Chapter 8
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30/12/94 - POSF Board has to put delay tactics into place to stall the
purchase as it did not have the ability to settle at that point. This
was conveyed to the lawyers.

16/01/95 - Received ' advice from lawyers that the settlement must
necessarily take place on or before 24 January, 1995.

This was coupled with directives from Minister for Finance for
POSF Board to refrain from drawing on funds held on IBDs due to
the then prevailing liquidity squeeze. Hence the Fund was not in
a position to settle the purchase within seven (7) days.

Special Meeting of the Board of POSF was called at which the
Board agreed to finance the purchase from internal sources
given difficulty in securing off-shore loan. Minister's approval
was immediately sought thereafter.

23/01/95

Deputy Prime Minister Chris Haiveta approved the proposal
including the terms and conditions for the loan.

24/01/95

POSF Board and Vendor signed Variation Contract agreeing to
delay full settlement and instead pay the purchase price in
several stages and pay interest on the outstanding amount at the
rate of 9% from 10 January until the last payment date on 28
February, 1995.

25/01/95

The purchase has been completed as per above agreed date and the application to
register the titie deed on the property in the name of Moki N° 10 Pty Ltd has been
made and confirmation Is awaited. At this stage | am advised that the lease
agreement with the State Is still with the State Solicitor for his clearance before
cabinet can consider.

[8.8] PUBLIC NOTICE BY POSFB CHAIRMAN: 7 NOVEMBER 1995

On Tuesday 7 November 1995, the Chairman of the POSFB, Mr Rupa Mulina,
published an open letter to the members of the POSF in both The National and The

Post-Courier.
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Mr Mulina's letter is set out below:

A42/Tha Nationat -

Tuesday, Navember 7, 1985

PunLic OFPrichrus
SUPERANNUATION

'FuND " BoaRrm

This.is an open letter to the members of the POSF in relation to
~ an article in the Saturday.Independent on 4 November 1995
regarding the purchase of a-property in Cairns, Australia by the

Dear Msmbers,

Yet 'again,‘tha Board is forced to spendsume funds to place
this Notice in the media to correct certain misrepresentations
in that article. -

| Firstly, the title of the article is not only misleading but also
totally false. it is completely false for. Kakas and Callick to
claim that."POSF pension funds (are) at risk i Cairns deal",
Kakas and Callick did not know that; .

i), the National Government will take the Head Leass
. Over the property for a lang period of time (fonger than
the pay back period) with option to review thereafter;

iy the National Government will pay commercial rent
which ensures a commercial rate of retum to the Fund;:

i) Rent will be back dated to éarly triis year wher the tit!e'
. of the property was formally transferred to Moki No. 10
' Pty Ltd, the vehicle company which Is wholly owned by

investment is losing money.

Secondly, it is not correct that POSF paid $A 18,72 million for
a property worth $A 9.75 million. When negotiation bagan
about mid last year, an indspendent valuation put the value of
the property at $A 21.0 million. This valus of the building
would have definitely improved by now given current sub-
stantial commercial developments surrounding this property..

It is completely wrong that ... *The govemment matches its
smployees contributions to the fund”. As you all are awars,
the Fund does not receive the employers* contributions
uniess and uritll the member ceases to be a member of the
Fund for various reasons. . ‘

For a while, the Board and Management-had wanted to move
into the property markets outside of PNG. This was lo
improve the diversity and liquidity of the Fund's property port-
folio. Up 'to the point of purchase of the Caims proparty, the
Fund's property ‘portfolio was made up of PNG.properties

opportunity arose, the property was pursued as soon as an
understanding was reached with the Govemment for the
Government to become the Head Lease for the property.
Furthermore, the proparty's location Is superb and stands to
capture the growing tourism trade in Caims. Caims was the

fastest growing city in North Quesnsland. ‘

Public Officers Stperannuation Fund.

' funds that these.agencies would have otherwise paid to oth-

POSF. Thus, it is not correct to Imply-that. the
S ~ of POSF.

"onlr’Thu‘s_‘isﬁsky*and‘poses-ﬁquldity-prc_blems.—When-the——Your&sincerely,

The price which the vendors paid to the previous owners of
the proparty was a private issue for-the vendors and the pre-
vious ownars. It was never-divulged to the Board and
Management. Thus the Fund must not be accused of delibar-
ately paying.an inflated price.

Having received a valuation exceeding the agreed price, plus
a commitmient from the Govemment to take the Head Lease
over the property, the Board only had to negotiate an accept-
able rental rate with the Govemment that ensures an optimal
retum on the investment. The latter was agreed and now the
Fund has an investment that is not only commercially viable
but mests other objectives which are just as important as the
rate of return considsration. - ..

tis planned that the property will be renamsd PNG Centre. it
will become "one stap shopping” centre for PNG. Baing such,
it makes every sense for the various dgencies of the
Independent State of PNG to re-locate to the Centre, That
way, we the members of the POSF, stand to bensfit from the

ers. Surely, this must be acceptable to alf of us as members

It was most unfortunate for the President of PEA, Mr
Napoleon Uosi, to jump on the bandwagon yet again without :
analysing the other side of the equation. Any investement
has two sides, the cost and return. Whilst the cost directly
impacts on the retum, it fades Into oblivion If and when ade-
quate income is being generated. This Is the case with this
investment when one takes into account the long term lease
by the State and other attractive tarms.

In conclusion, you are rest assured that the Board and,
Management will at all times continue to strive for the bast for
you. You are assured once again that the Caims property is a
good and safe investment, We all should be proug-that each -
and. averyone of us owns a piece of ‘Cairns and a piece of
Australla. Caims is the fastest growing city in Australia whist
Australia Is set to consalidate its position as ans of the lead-
ing countries in the Asia-Pacific region.

/

o/ '»
RLL.A’ MULINA
Chairman - POSF




222

8.9]

On Wednesday 8 November 1995, a letter to the editor fr
The National. It was in response to a letter from Sir Paulias Matane, p

LETTER TO THE EDITOR BY MR RAGI: 8 NOVEMBER 1995

November 1995. These letters are reproduced below:

om Mr Ragi was published in
ublished on 6

"Probe POSF’s Cairns deal

“Cairns property
worth much more

[F the media reports that
POSF paid A$18.72 mil-
lion for a Cairns property
worth oaly A$9.75m are
correct, then contributors
and pensioners should
- strongly demand several

L things.
M A thorough investi-

gaton musTb'E‘mmmmd""mcmhs:r:ccipts"and- ex-

right away. PNG and

Australian police should
take the lead.

® Contrbutors and
pensioners should know
where and how their in-
vestments/conuibutions
have gone to.

u They should know,
preferably  every  six

penses.

W Pensioners should
be informed why their
peasions were discontin-
ued in June last year.

w Pensioners should
know why their pensions
have not increased with
CPI movements.

® Pensioners should
be informed why their
pensions have not in-

creased 10 the value be-
fore the devaluation and
float of the kina.

Pensioners are worse
off now than before the
devaluation. [s that the
price for their service 1o
the nation?

Sir Paulias Matane
Boroko, NCD

POSF must be accountable

THE weekend revelation
that POSF paid A$18 mil-
lion for a Caimns property

valued ataround K10 mil-  volved corruption or was  sory

tion must be fully investi-
gated by the Ombudsman.
Whether the deal in-

just naive is relevant,

As custodians of the
public servants’ compul-
supcrannuation,

POSF must be responsi-
ble and accountable.
Fund managers must
not be permitted to gam-
ble with the retirement
benefits of grassroots em-

ployees.
Finance Minister Chris
Haiveta's  cxplanation

that it was a good deal in

" that rentals from Air Ni-

ugini and other PNG cotn-
panies will result in a K2
million return annually is
economic gobbledy-
gook.

I REFER to a letter from
Sir Paulias Matane
(“Probe POSF's Caims
deal”, The National, Nov
6) regarding Public Offi-
cers Superannualiqn
Fund'c investment in &
property in Cairns, Aus-
tralia, .

My response to the
points he raised is in the
order he raised them:

u It is ulter nonsense
and false that the said
property , was. worth
A$9.75 million. . The
market value of the prop-
ety at that time was
A$21 million whichwas
atill conservative. The
valuation was done by a
reputable real cstate
company which had con--
siderable local , knowl-
edge of the Caims prop-
erty market. :

M What was he. sug-
gesting - or - 'implying |
when he proposed a thor- -
ough investigation, led -
by ENG and Australjan '
police? If he'is suggest-"
ing coruption among
those of us involved in
putting the deal together,
he: is completely wrong
as far as [ am concerned.
Let me remind Sir.Pau-__
lias, and anybody €lse for
that matter, that it is
wrong and unethical of
him to pre-judge orjudge
anybody under eny cir-
cumstance, unless there
are hard facts to substan-
tiate their assertions. *

| Pensioners, includ-
ing Sir Paulias, own
nothing whatsoever In
the fund. The fund is
owned exclusively by

thoese of us who are still
contribpting to the fund.
The-board pays. the pen-

.Govemnment to address. ;

“logicin him raising this

- the issue at point. {-

has been relayed to Sir
Paulias previously but,
unfortunately, it does not
seem to have sunk in.

® There is no logic
whatsoever .for. his sug-
gestion that records «of
stitements of receipts
and expenses be fur-
nished to members every
six months. However; if
such a. system ever.
comes into play atail, Sir
Paulias is not cntitled to
receive them because he
is not a member of the
fund. .

& Sir Paulias is well
aware of Lhe reason for a
temporary suspension of
pensions in June last

| year. It s, therefore, un-

fair for him to raise the |
question. K o
W Sir Pautias has beea .t
told in no uncertain teyms
before ‘that the guestion |

*.of linking -pengionsato i

CPI is entirely -for the !

There is, therefore, 0o

point dgain, particularly |
when the issue is pot re- -
fated to the issue at point. ;
W Sir Paulias has also
been told beforeinnoun-
certain _terms that any "
adjustment of pemsion. ’
to take account of the im-
pact of devaluation is &
matter for the Govern=ll!
ment. Yet he has seen fif
to raise the point again. ;1
All in ali, Sir Pauliag|
has attempted to use the
opportunity. to advanc,
certain desires which azp!
completely irrelevant

Finally, raay 1 humbly {
advise the learned knight |
not to confuse issues of
point fingers. at anybody_f

P
sion on behalf of the
State. [ other words, the
State is entirely responsi-
ble for the pension. It is,
therefore, wrong for Sir
Paulias to suggest that
pensioders should know
where and how their in-
vestments/contributions
have gorie to. This point

uniess and until he bas
understood the other side
of the equation. Afteral, §
there are always twofl
sides to every story.

Ereman K Ragl|:
Managing Director|
Public Officers
Superannuation Fund

Simw vivims tie

wnrey

Tty
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FOLLOW-UP ARTICLES: NOVEMBER - DECEMBER 1995

The Australian Financial Review published follow-up articles on Tuesday 7 and
Wednesday 8 November 1995. These reported on the circumstances in which the
Crockford report had been prepared and the manner in which the deal had been put
together by Mr Warren Anderson and other individuals.

These articles, as well as some others appearing in the PNG press around the same

time, are set out below.

'/\PUA New Ciuinea’s  [inance

Mirster and Deputy Primie Minis-

{er. Mr Chris Haiveta, has said that
PNG's . evahu ation of a Cairns
property. deal. ™ with -

million, belore

Doard, a4 moath fater
inillion.

The Ombudsmin

tor ‘?lKT’

C ouum\smn

lauched its investigiation following

the publication urdchlls of the «eal
in The Australian Finuncial Keview
tast .Friday. .
Mr Haiveta, whose
approval was required for the invest.
e, told e Satunlay {ndqx'mlml
in PNG : "Whaa [ cime in as Minister
all these things were donc. | had no
rcason not fo approve K. Tooked

all right.. . 1 wdconm Auy investipga-
tion Into lhc deal™
“'He suid that the  Australian

Tiédia were “pickiag on Warcen to
getal the Labor Pucty. The way I see

Perth-based -~
develaper'Mr Warren Anderson = -
now the subject of an: mvcsugalwu.‘
by the NG OQmbudsman Coramis- -
sion — was made beford he beeame -
a miiister, on August 30 List-year.

- Mr Anderson, hoivever, d:d not,

“bLuy the blnldmg, the ("orm,rvulory,; -
until two mounths later, for 59 75

vo-selling it to,”

PNG's Public Service pengion fuad,.

the Pablic OfTicers 9up<,ruum,luon .

wriiten

i, s Just o wilch-hont™o. B
" He added in a statement: “Prior.
to the purchase, independent valua-

By ROWAHN CALLICK
and, KATHY Mac DERMOTT

tion by Crockford. Property Co asul-

property on behalf of the POSB.”
* But Mr:Ted Crockford a direc-

- tor - of - Cauns-'bdscd Crockford -
‘Propecty Consulmms Py Ltd; said
yesterday - that’ no " valuation was

. cartied ot on the Conservatocy by

his company on behall of  POSE.
‘*\We are, property lgenlv "not

gwalucr&, he:said.
“A‘markel appra.xsal was under-.

taken for Tipperaty Land Develop-
ment Corp (a-company, associuted

with Mr Andcrson) where. rents of |

similar propemcs were amsscd

“This repoct commncd avery big"
- discaimef. clearly stating:that it was

not a valuation = ]ust an opinion.”
A copy of the markef appraisul was
seat o the POSB 6n October 25, 1994.
M: Haivetr sajd: “Detailed mar-
ket valuation assessed the value at
$21 million. Bascd on the -present
large - commercial * developments
withia the vicioity of this'property,

- the:market Vilug will ‘have Bpprecl,

n(cd quite substantially.” .
The POSB is Kttiag, @ lo the PN(J

(rovem'n:nls_ D _Age0cH

iog "Alr Nhugiol “and ‘the *Toursm

Promoton-Althority; which are being'

-role *

requut-d (o lc:fsc -space at fudl genls
- ."*Mr Haivela said-the building woukl
..{:,thus provide an-innual rewrn of $2.71
“million, better than-the (0 per cent
- lants, who are highly regarded by ':.,"I'qull'f!d under ¢ POSB'S inyeStment
the Buddmg_, Qwners and Managers A
" Association’ (BOMA), ‘valued-. the.. .

‘eriteria. d

AL the tioe Ctockford s rcpou Wit
prepared; Hobrever; the’ Conservatory
was e:u'mng ‘dboiit: $430,000 per yeur,
“This. income; wou]d Juive reflected o

. yicld of 22" per ceit on The POSBs

$18.72 rmllmn aoquu:mou price.”
But bascd ‘g, recent leasings n
similar - Caiens: oomplexc\,' the

.report gave the dpinion that gross

reatals of $900° per s m for “the

1,675 sq m of ground floor tenan-

cies and $500 per sq n for the 1,343
sq m of fiest-floor ouflets " were
achicvable, capitalising the poten-
tial rentals at 10 per cent to estimate
a value of $21.79 million, providing
the building was fully leased.
Crockford, - Propecties bhas oot
been a member of BOMA for two

years. And BOMA’s - Quecnslaed -

presideat, Mr Angus Harvey Rass,
said it was not-the orgamsatlons

these circumstances™.
- Mr Géréa ASph, who as Socn:tary

!'or Finabee at the tihe of the' Cairns:

- transaction, was ilso lhcn chzum)an
ted:
-ageocies, % inctid- —managmg—duector—of-“PNG‘ —lar'gt.'s(#

of ‘the POSB,. has been:ap

povermumentage nicy, the telecotini-.
mhons monopoly Post' & Tclikom.

‘to lccommcnd a valucr m.




ew call to probe Anderson

AIrNS ¢

By ROWAN CALLICK
sad KATHY Mac DERMOTT

PAPUA New Cgiﬁé'a‘s Opposition Leader, '

eal

Mr "Roy Yaki, yesterday called on the

Government to set up-an-inguiry into th
Public’Setvice pension’.fund's purchase of
Caims. building for 318.72 million from
Austrilian developer.Mr: Warren -Anderson.”
Mr Andecson had bought the peopecty, the
Conservitory,
earlier. . . .
PNG’s Ombudsman Commissioa . hds'
already. begun‘ils owo’ investigation® into 1he
purchase by the Public Officers Sipérannu
tion_ Board (POSB), following publication.of;

details of the deal in The dusvalian Financial:. |

Review: c

for $9.75 million ‘:ifl:"noi.lth .

Mr Yaki said: “Papus New Guinea must 3%

be weary 6l its own elites exploiting’it. . . The
jnquiry-Taust (€l us under. whose insiructions
the property was purchased, who negotiated
the purchase, why.there was 4 big jump in the

purchase price, and the names of ‘af} those ..

who are involved both in PNG-and in
Australia with the property.” |

_He said: “Those who are found .to be
tireaking the law for their ownigain must be
deait with accordingly. People tooking after
the workers’ contributions {to their pensions)
must be seen (o be making decisions that will
bring the hest benefin”

The building was acquired by Mr Ander-
son's Katinge Pty Ltd. from Mr Ralph
Sarich’s Cape Bouvard Investménts, 1hrough
a 10 per cent option ~ for $975,000 —~ that
Katingo had borrowed Trom Asia Securities
Py Lid.

The deed on the loan notes: “Time is of the
essence of this deed i respect of an obligation
of the borrower (o pay moncy.” The deed was

made on October 11, ['¥14, and e repayment
deadline was Iecembxer 30, 194,

:PNG's Minister for Fiaance.and Deputy
Prime Minister, Mr Chris Haiveta, bas said

e boacd decisions und evaluations [oo the

acquisition of the Conservatory by the POSH]

“Cwere dope prior 1o vy .appointment as
ainister”™
e o
5 Asia Securitics is a compaoy contralled by
M Bitl Wyllic, who has transacted a number

e was appointed on August 30,

of other deals with Mr Anderson. Doth are

‘based in Pecth. .

“Mr-Wylli¢, who is known as the “smiling
tiger™ in Hong Kong, where bé rescued tradmg
firm Hulchison Taternational in 1975, two years

“4go bought Murray River Farm, thé cural
_ liolding of Me. Anderson, for §5.55 million.

In 1978, Mr Wyllic "hod been chiel
executive of Hutchison whea . Hutchison
provided the key backing for Mr Anderson’s
New Wordd Developments Py Lid in its $30
milfion development ¢f (he Noftligate shop-
ping centre at Hoensby iun. Sydncy.

Garly in 1994, Mr Wyllie's Asia Securities
bought aut the sceurity held by the Bank of
New York agaiost foans of an undisclosed
amount (aken out by Mr Andersoa.

Mr Wyllie's tortune is estimasted in the
must recenl Business Roview Weekly Rich
List at $200 mitlion.

The recently appointed chairman of the

POSY, Secretary for finance Me Rupa
Mulina, yesterday paid for full-page advec-
Usements in PNG's natonal daily oews-
papers, i which be said: “Yet again,. the
board is forced 1o spend same funds la place
this notice in (he media lo correct musrepre-
seatalions. . .

“It's not correct that the POSE puid $18.72
rillion for a properly worth $9.75 million.
When negotiation began sbout mid last yeus,
au independeat valuation put the value of the
property ‘at 321 million. The value of the
building would have defigitely impraved by
pow given . currént subsantial commercial
developments sucrounding this propenty.”

Mc Mulina was refering to a marckel

" appraisal undertaken for Tipperary Land
Development. Corp, & company - associated
with-Mc Anderson, by Mr Ted Crockflord,
who 1old the' AFR: “This report-contained a

* very big disclaimer clearly stating that it was
nol.d valumtion — just an opinion.”

‘I'he -appraisal was bused on full leasiog.
The Conservalory is at present about 20 per
cent leased.

But. Mr Muling s said ke PNG
Govérnment would take the head-lease over
the property “for a Jony period” and would
pay i“conunercial rend® back-dated to its
formal transfer to the POSB. {t would be
renamed PNG Centre, uad would become u
“onelstop shapping cenre™ for the countey.
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A CAIRNS building bought by the for
Public Officers Superannuation =

I ‘g ; Post-Courier

IR

Oui" reputation
is at stake-

PAPUA NEW Guinea's name is once

again in the international limelight,

in two cases for negative reasons.
And we cannot pass.it off as just

badmouthing PNG. ..

One of the occasions for attention
was the gun play In Port Moresby's
Cathay. Club:and the -generally keen
~.'response’ given by people' {n the

capltal to the baddles getting rough

but immediate justice. : - -
"' The arguments- for and- dgainst
citizens or residents protecting them-
selves- from criminals have been
.. ".played out in this and other venues in
" .the past. .Basteally, if. you go to a
public venue armed with a gun and
the Intention to use it in .the. aim of
stealing,: you have fewer rights to
protest if you are on the receiving end
of violence-from & potential victim.

Cathay ineldent. .until perhg
coronial nquest is held. -
The. other ca_ug;}rgg iriterh:
.-glare, the PublicOtficers Siipran
1aton Bund, Baard spendink sA18
- BRifing

million on an Austgaliap
deserves detalled serutiny:-

Did we spend too much? How was
the .decision made? .Did prominent
peopls benefit- grossly from under-
handed- deals? We would like well-
researched answers, Mr-Ombudsman.

" the -nasty. overseas media. .

Who is to know the full story of the e
a o

I OWNEer savs A7.5m1'll' ex

Fund Board for $A18.72 million former owner, Ral
was valued by its previous owner the mostly vacant
at $A5.5 millien. The Australion jhe Conservatory
Financial Review reported thaf the Anderson a year ago for $A9.75

by DOMINIC KAKAS

”.millicn, which was $A4.25 million
. above the property’s book value.

The Australian Financial Review
reported that according to a
spokeswoman from Mr Sarich's
private company Cape Bouvard

Investments, an opinion by a lead-

ing Australian real estate agency
in the second half of last year vai:
ued the complex at $A5.5 million.
This figure was supported by
advice fgrom an independent firm
of valuers.

The spokeswoman"was further -

reported to have said, “We had
hoped to get a price around $A7.5
million if we went to the open

_ market with the property.”

The Australian Financial Review
reported that Deputy Prime
Minister and Minister for Finance
and PlanninE Chris Haiveta, who
approved the purchase of the
property, said the building would
provide an annual return of $A2.2
million following -leases by gov-
ernment agencies based on the

ground level achieving annual

rentals of $900 per square metre
and the first floor leasing at $500
per square metre.

However, the Cape Bouvard
spokeswoman described ' such
rates as “absolutely ridiculous”.
The company had previously been
renting the ground floor “space
with street frontage for $A350 per
square metre per annum and the

SATURDAY

ependent

_
$A18.72 million Cairns
building worth $A5.5m

t n open market

first flodr ar a rate of $150 per
square metre. She said even with
those rates the property had suf-
fered major vacancies since jt was
developed in 1988.

The "Saturday . Independent
revealed last week that the POSFB
had bought the Caims property
for double what Mr Anderson
paid for the property. Since then
the Ombudsman Commission as
well as the Auditor General's
offices have instigated full-scale
investigations into the deal.

Finance Secretary and chairman

of the POSFB Rupa Mulina has

taken out full page advertisements
in the press defending the decision

to purchase the property. He said -

the property was-a sound com-
mercial investment and wouid be
Kmﬁtable for the pensioners. Bothr
e ‘and Mr Hajveta claimed the
property was valued by Crockford
Property Consultants. However,
the company told The Australian
- Einimicial’ Review that it had only
offered an opinion of the value of
the property based on full occu-
pancy and then not for the POSFB
but for a company associated with
Mr Anderson.
. The POSFB is PNG's biggest
non-bank financial institution,
which paid out K12.9 million ben~
efits to its 60,000 contributors in
1993, when its investment portfo-
lio comprised K265 million, 19 per
cent of it in property. The govern-
ment matches its employees’ con-
tributions to the fund.

The Saturday Independent report-
ed last week that gie purchase of
the Caimns building, made at the
height of PNG's foreign exchange
crisis, following a 12, per cent
devaluation and the ensuing float-
ing of the kina, required the writ-
ten approval Mr Haiveta. Prime
Minister Sir Julius Chan said at the
time of the float that it was made
necessary in part because of the
depletion of reserves due to the
activities of speculators.

. The Conservatory is a two
storey property that was opened
in 1988. It is located opposite the
new Cairns casino, and has

‘frontages to Abbott and Lake

Streets.

Eight of 18 tenancies at the time
of purchase by.the POSB were
occupied by outlets operated by
the former owner, and these

immediately shifted elsewhere.

Mr  Anderson = bought the
Conservatory through his compa-
ny Katingo Pty Ltd in November
1994, ang sold it to Moki_No. 10
Pty Ltd, a PNG registered shelf
company bought in October 1994
by the POSFB.

The POSFB in its 1993 annual.
report said that it was proud of its
track record in investment, which
shotvs excellent returns and bene-
fits, not only for its members but
also for the economy of PNG.

Itis understood that the govern-
ment has instructed that Air
Niugini, and PNG's tourism and
consulate officers in Caims, be re-
located to the Conservatory.

- Cont to page 2.
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The Cairns property

by ROWAN CALLICK and
KATHY MACDERMOTT

FASCINATING hew facets of the
fast-growing “invisible” business
links between- Papua New
Guinea and Australia, which run
parallel to the $2 billion per year
formal trade relationship, are
being brought to light through
the urravelling of the Cairns
Conservatory deal.

In this transaction revealed by
the Australian Financial Review
a week ago property developer
Warren Anderson a year ago
bought the building for $3.75
million, then sold it to FNG's
Public Officers 'Superannuation
Board a month later for $18.72
million.

The deal also raises concens
sbout the governance of PNG
Ine, which is financially dominat-
ed by government irstitutions
that appear minutely guided by
the political establishment.

Such concerns are already
being pursued through inquiries
that have been established into
the Conservatory deal over the
last few days in PNG by the
Ombudsman Commission and
the Auditor - General

The deal has also been ques-
tioned by the C ition Leader,
Roy Yaki, and by the president of
the”  Public Employees
Association, - Napoleon Liosi
whose union's earlier concern
about the administration of the

fundled it to establish

an alternative fund.

Port Moresby has been awash
for a decade with rumours about
properties bought and sold in
Brisbane, the Gold Coast and
Cairns by and for PNG politi-
cians and buginess contacts,
many of whom commute

between Queersland and Port

Moresby. But rarely have such
transactions come to light; the
Conservatory deal was not made
public until revealed by the AFR.

The new chairman of the
POSB, Secretary for Finance,

‘Rupa Mulina, said that the PNG

government would take the head
lease aver the Conservatory, to be
renamed PNG Centre, and
would provide an annual retum
of $2.2 million. When bought by
the POSB, it was returning
$430,000.

However, the PNG agencies
would pay more for inferior
accommodation, to ensure sucha
retumn, and are demonstrating
resistance, Air Niugini would be
forced to increase its monthly
rent from $257 per square metres
to $900 per square metre.

And while Mr Mulina claimed
the POSB had the Conservatory
valued at $21 million, this was a
market appraisal undertaken for
a company associated with Mr
Anderson, by Ted Crockford,
who said: “This report contained
a very big disclaimer clearly stat-
ing that it was not a valuation
just an opinjon.”

The POSB, which bought the
property through Moki No. 10
Pty Litd, a PNG shelf company,
had in 1993, according to its most
recent annual report, an invest-
ment portfolio of K265 million
(then warth $371 million), 19 per
cent of it in propety. The govermn-
ment matches its employees’ five
per cent contxibutions when they
retire.

The POSB, with the National
Provident Pund that holds the
compulsory pensions savings of
private sector workers, the
Defence Force Retirement
Benefits Fund and the :Motor
Vehicles Insurance Trust that
invests the compulsory third
party cover, form the core of

PNG’s non-bank finance sector.

Their terms of reference were
reshaped in 1993, when Sir Julius
Chan, now Prime Minister, was
minister for finance, He directed
that they “were to give full con-
sideration to the government's
economic policies and priorities
which stress economic and
employment growth in non-min-
ing sectors of the economy,
including agriculture, fsheries,
forestry, manufacturing and
housing.”

The institutions have tended to
do the former following political
priorites more than the latter
investing in sustainable develop-
ment

Most recently, during the eco-
nomic crisis earlier this year, they
were directed to buy substantial
amounts of low-yielding govern-
ment paper.

Typical of the growing concern
about the deal is a letter to the
PNG Post-Courier this week,
which said: “Fund managers
must not be permitted to gamble,
particularly with K2 shelf com-

panies, the retirement benefits of .

grass-roots employees. And pity
Air Niugini’'s passengers who
will have to subsidise that
rental.”

The purchase of
PNG's ange
required the written approval of
the Minister for Finance, Chris
Haiveta, who is also Deputy

He sald that “the board deci-
sions and evaluations were done

prior to my appointment as min-,

the.
Conservatory, at the height of |
foreign exchange crisis, -

ister.” Yet he was appointed as .

minister on August 30 1994, two
months before Mr Anderson
acquired the building,

The deal points to a lack of
transparency in PNG's govern-
ment business dealings.

$A18.72m
Cairns
building
worth
$A5.5m

from page 1
Air
Niugini is reported to

However,

be reluctant to move
into the building while
the consulate has a
binding contract with

| current landlords.

Last week, Mr
Haiveta described the
media reports as spec-
ulative,

He said, “The board
decisions and - evalua-
tions were done prior
to my appointment as
minister,

The
tions came from the
board, ‘the valuations

recommenda-

‘were there, it looked

ail right..and I had no
reason not to approve
it. .

As far as I am con-
cerned it's ‘quite an
open thing, ’

~The l;O_SP _makes

m'm'.y investments
bath within the coun-
try; and overseas.”

Chapter 8
Australian Financial Review article
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Public servants threaten

mass POS_

... and nationwide'sit-in ,

strike if recommendations

are not followed

FUBLIC servants in Madlng are
g a mass

fmm the Public  Officers .

Superannuation Fund Board if the !

government fails to impiement a

number of recommendatians, one *

of which includes the immediate
suspension of the current POSF

elected by the it instead

ase of en Airbus air-

‘of being appointed by the govern-

ment;
+ The POSF immediately pay out

*  outstanding monies owing to the

by DOMINIC KAKAS

The public servents have also i
threatened a nationwide sit-in
trike.

Th: Madang branch of the Public
Employers Assodistion has also rec-
ded that E

board and the apy of a
caretaker board., -
Thz publn: servants on Tuesday

* The funds kwolved in the
Cairns _ property “'purchase be

e govi to estab- ;

lish an independent commission of |
inquiry to lock into the operations

« The government review the |
| POSF act to make it voluntary for |

; and

¢ The long-standing housing
advance applications must be
ved and paid out

i
Ly

The association stated in the peti~
tion that the national government
and the POSFB have in the past
completely neglected the welfare of
the ordinary working public ser-
vants throughout the country.

The petition read, *Recently the
government end the POSFB failed
to respect and have any regard for

+ Cairns, Australia.”

* all these projects. The POSF had

cﬂft. the Aopi Centre in Waigani;
! the Poreporena Freeway; and the
recent purchase of the property in

The petition stated that the con-
tributors were never consulted in

failed its former contributors by not
paying them in full their enttie-
ments over the years.

Some of them are dead and more
are stifl waiting for their payout
“Yet.there is money for the POSF to

invest in projects both on-ghore and

off-shore.

This is completely illogical ...
Futhermore we view the govem-
ment and the board's actions as dic-
tatorial and negligent.

To page 2.

of the POSFB. The public servants wurldng ¢lass citizens to contribute I the contributora of the POSF in rela.
have taken this stand over the | tothe fund; . tion to decision making and the use
recent surrounding the © ¢ The g ly con-  of of the funds. Some
“POSFB's purchase of s Cains prop-  sider decentnllsmg the POSF: major projects that have eventuated
erty for SA18.72 million wesbought * . Members of the PO5F board be  with the use of POSF funds are: the |
for $A9.75 million. |
News -

November 11, 1995

THE PAPUA New Guinea Teachers
Association which represents 14,000
members throughout the country is
de; answers from the board of the
Public Officers Superamination Fund.

The teachers who all contribute to the
fund are responding to a public notice
Rupa Mulina, the chairman, made

recently regarding the recent purchase,
The PNGFA strongly believes that it
will only be a matter of time before the
members know whether the business in
Cairns is risky or not. The association said
as its members are owners of the fund itis
in their interest to question the purchase
of the property and the manner in which
the decision was made for the property.
“In fact, we want to know who is the ulti-
mate beneficiary of this purchase,” said
Moses Taian, ‘general y of the

10 million dollars and the property itself

was bo_ught a month earlier for A$9.75

million do!
Hemdmthachﬂrmansopenlemrho

““members, he points out that the govern-

ment does not contribute to the fund,
thus, Kakas and Callick were wrong in
this respect. The point confirms that the

Teachers demand answer
to POSFB buy

behalf of its members also has the right to
question the POSF board and the man-
agement for it to be informed whether the
investment is a safe one or not. If there is
anybody who has jumped on the band-
wagon, it is the chairman himself who
only joined the board two or three weeks
ago. The PNG Teachers’ Association

contributions to the fund belong entirel

strongly reif the question of, who is

to the public servants and it is for that rea-
son that r.hey have every right to seek the
expl of the i 1t of the fund.
. "Wellsomnfromthechamnsopen
letter to the members of POSF, that there
is the need to broaden the fund’s proper-
ty investment portfolio, and especially to
a place like Cairns. Whilst PNGTA recog-
nises that need, the decision made to
invest in that property leaves a lot to be

PNGTA.

He said, “public servants funds have
been used to purchase the property. Who
is going to pay the rent? Are we now ask-
ing the people of Papua New Guinea to
pay commercial rates for rent? Is Air
Niugini and the PNG consul going to be
forced to pay commercial rents? Given the
rental to be collected, what rate of return
will POSF receive based on this invest-
ment?”

Mr Taian also asked whether an inde-
pendent valuation was done in a profes-
sional manner particularly when there is
wide gap between local valuation of $A9 -

“Tt is not good enough for the board of
POSF to say that it did not know the pre-
vious valuation of the property. It'is
amazing that two journalists, who are not
investment managers, were able to estab-
lish the previous valuation.

“In the chairman’s open letter, the PNG
Teachers Association noted comments
made towards the president of the Public
Employees Association (PEA). The PNG
Teachers’ Association puts to the POSF
board chairman that PEA- president
has every right in representing public ser-
vants to question the investment deal in
Cairnis. The PNG Teachers' Association on-

the ultimate beneficiary in the $A18.72
million dollars deal?

“The PNG Teachers’ Agsociation having
analysed the explanation given by the
chairman of the POSF board in
“POSF/Caimns property deal” investment
strongly suggests that the board must
answer a lot more questions from the
membership of the fund.

“The PNG Teachers Association will be
pursuing this matter further, as we
believe there is something seriously
wrong somewhere and concerned con-
tributors and pensioners must now raise
this demand for a very thorough and
detailed explanation from the board of
POSE -

“We believe the workers again have
beéen given a raw deal. The PNG Teachers’
Asgociation has sought assistance from its
Australian affiliates to provide more
details about the Cairns deal. We will also
be seeking a united cooperation with
other pubhc sector unjons to pursue this

‘matter until satisfactory answers are

obtained,” Mr Taian concluded.

‘B withdrawal

from page 1

And we cannot toler- |
ate such and strongly :

the actions of '
the government and the
board,” the petition
read.

Last week  The
Saturday  Independent
reported that the build-
ing bought by the
PQOSFB for $A18.72 mil-
lion was worth $5.5 mil-~
lHon by its fm:mxawt\x,

'(Cape Bouvand: *

The building, calied
the Conservatory, was
mostly vacant building
at the tme Australian
property  developer
Warren Anderson

 bought it for $A9.75 mil-

lion, $A425 milllon
sbove the property's
book value. .- .
According to &
spokeswoman from the

- former owner, an’Gpin-

jon: by a Ileading

1Australian real -sitite
agency In the second

half of last year valued

the complex at $ASS

million.

This figure was sup-
ported by advice from
en independent frm of
valuers, The spokes-
woman - was furthér
reported to have sald,
“We had hoped to get a
price around $A7.S mil-
lion if we went on the
open market wlth the

- property:*

The Deputy Prime

‘Minister and Minister

for Finance, Chrls’
Hatvets, who approved
the purchase of- the
property, is reported to
have said the building
would provide an annu-
al retumn of §A2.2 mil-
lion following leases by
governmerit  agencies
based on the ground
level achieving annual
renials of - $900 ;'»;:

" ‘sguare mstre and

first floos leasing at 8500

per square metre.
The Cape Bouvard
described

spokeswoman
such rates as "absolutely
idiculous™. [ -
The coempany had pre-
viously been renting the
ground floor space with
street frantage for $A350
per square metre per
anmiim and the first
floor ar a rate of §150 per
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News

" November 18, 1995

Warren paid $2m in fee

to acquire building

by KATHY MACDERMOTT and
ROWAN CALLICK

MORE developments on the
POSFB's purchase of a building in
Cairns for $A18.72 million. The
building has been valued at $A5.5
million.

PERTH developer Warren Anderson paid
a $2 million fee to acquire the option to
buy the Cairns’ Conservatory from Asia
Securities Pty Ltd which had paid only
$100,000 to secure the property.

Mr Anderson proceeded to purchase.
the retail and office complex at a further
outlay of $9.75 million and onsold the
property to the Papua New Guinea Public
Officers Superannuation Board a month
later for $18.72 million.

Details that have émerged on the trans-
action reveal Bill Wyllie's Asia Securities
commenced negotiations with Ralph
Sarich’s private company Cape Bouvard
Investments to buy the retail and office
complex in early June last year.

Asia Securities was interested in buying
the Conservatary because of its prime

location in relation to the casino and con-
vention centre developments, Mr Wyllie
said this week.

Another key factor was that the proper-
ty’s plot ratio allows more thar four time
the existing lettable area to be developed
on the site.

. Asia Securities entered into a contract
with Cape Bouvard on September 13,
1994 paying an option fee of $100,000.

When exercised the fee was to form part
of the $9.75 million purchase price. On
October 13 a further $875,000 was due
with the balance payable 45 days later.

In the second half of July Mr
Anderson’s office and Asia Securities
commenced discussions, Mr Wyllie
explained.

At this time Mr Anderson was seeking
a property for the PNG government
which was largely vacant to allow its
agencies to be quickly accommodated.
The Conservatory fitted the bill and Asia
Securities on-sold its option for a $2 mil-
Lion fee in mid-October.

Asia Securities also financed Mr
Anderson’s acquisition of the property.
No substantial repayments were made by
Mr Anderson’s Katingo Pty. Ltd untl
February 1995 and at that stage Asia

Securities held the mortgage over the
entire property. The loan was paid out at
the end of April 1995.

Mr Wyllie said Katingo's total acquisi-
tion costs totalled $12.97 million - com-
prising the $9.75 million purchase price,
the $2 million option fee as well as stamp
duty and legal fees.

Mr Anderson has been a close friend
and business associate of Mr Wyllie since
the early 1970s,

Last year Asia Securities bought out the
security held by the Bank of New York
against loans taken out by Mr Anderson.

“The relationship I think is mutually
very advantageous and I personally find
Warren Anderson an exceptionally good
person to deal with,” Mr Wyllie said.

He stressed that any deals struck with
Mr Anderson are conducted at arm’s
length with the Conservatory sale negoti-
ated between Katingo and Asia Securities
managmg director Tan Hoad.

A series of investigations have been
launched in PNG since the details of the
acquisition of the Conservatory were
revealed in The Australian Financial
Review including an inquiry by the PNG
Auditor-General and the Ombudsman
Commission,

Anderson, PNG fund plan
$100m Govt development

PROPERTY developer Warren
Anderson has proposed to'the
Papua New Guinea govern-
ment a $100 million complex
to rehouse most of its public
servants.

Ironically, his partners in
the proposal included the
Public Service pension fund
from which he made a profit
of about $6 millién from on-
selling a Cairns building he
had bought only a month ear-
lier, a year ago.

The proposal incorporated
the use of land, near the pre-
sent centre of government
actvities in the Port Moresby
suburb of Waigani, owned by
the Peo?les Progress Party
(FPP) of Prime Miru.sl'et Sir
Juliug Chan,

It was put to then Finance
Minister Masket Iangalio,
who discussed the project - for
which a scale model had been
made - with Mr Anderson in
Port Moresby. It was to be a
Boot - Build, Own, Operate
and Transfer - arrangement.

Mr Iangalio, -~ now

Opposition spol on
finance, said this week that
both Sir Julius, then Deputy
Prime Minister, and then
Prime Minister Paias Wingt,
were aware of the project.

He said: *The concept
seemed good to me. ‘Tt was s
well laid out building, and
there remains a requirement
for new government offices.”
The present central govern-
ment building, and the nearby
“Pineapple Building” that for-
merly housed the prime min-
ister, have been condemned as
unfit, due to lack of mainte-
nance. :

The developers - Mr
Anderson and the Public
Officers Superannuation
Board. - saw Mr - Iangalio
because such & project would

ire the written approval
of the finance minister. B;:
while supporting its aims,
asked dsem to redraft the
structure, so that the POSB
bought the land first from the
PPP - so it might be developed
in stages.

M hile, more details
have emerged about -the
Cairns property, the
Conservatory, whose $18.72
million cost would be
recouped, PNG Finance
Minister Chris Haiveta said,
through an annual rental
return of $2.2 million.

This figure is based on the
Conservatory’s ground and
first floors being fully leased
at yearly rentais of $900 and
8500 -per sq m respectively.
When the POSB acquired the
gzoperty it was returning

,000.

But the two existing tenants
on the first floor are paying
rentals of less than half those
levels.

Senator Bill O'Chee leases
40 sq m at an annual rate of
$210 per sq m and is midway
through hig second, three-year
term. He has another three-
year opHon commencing
August 1996.

The only other tenant on the
1,343 sq m floor, is stockbroker
Wilson HTM Ltd, paying $205

per sq m for the 58 sq m it
occupies. The firm has two
years remaining on its original
three-year term.

The bulk of the first floor
lies vacant.

A spokeswoman for the
Conservatory’s  developer,
Ralph Sarich’s Cape Bouvard
Investments, has branded the
expected future rentals as
“absolutely ridiculous”, Cape
Bouvard sold the complex to
Mr Anderson for $9.75 million
-$4.25 million above the prop-
erty’s book value - and he on-
sold it to the POSB for $18.72
million.

The PNG  Teachess’
Association, who contribute
to the pension fund, has

.joined in criticism of the deal

within  PNG.  National
Secretary Moses Talan said:
“We believe there is some-
thing senously wrong some-
where, . . and concerned pen-
sion comrﬂmtors must now
demand a very thorough and
detailed explanation from the
board of the POSB.”

Haiveta
orders -

| POSF's

“nurchase
By OSEA
PHILEMON

Minister Chris Hal-
veta is setting up a
Finance Depart-
ment probe into the
controversial,
K19 million pur-
chase of a Cairns
property by the
Public Officers
Superannuation
Board.

Mr Haiveta, who
is Finance Minlster,
sald yesterday he
was "fed up" with
belng accused of be-
4 Ing involved in a
‘shonky deal”,

*1 want to get to
the bottom.of the
whole thing and get
it over and done
with," he satd after
Opposition Leader
Roy Yakl attacked
Mr Halveta and his

rtmental head,

Mulina.

Yaki said 1t
was “totally incor-.
rect” for Mr Haiveta
to clalm that when
he became Minister,
everything  was
- completed and he
had no reason not
to approve the deal,

Mr Yaki said both
men had mis:
informed the
people, especially
POSF contributors.

Mr Haiveta said
yesterday that the
deal had gone
throug two
Flnancc Mlnlslers
before him and he
had no reason not

im beligve that the

deal was not the
best fnvestment
deel for the fund.
Finance Ministers
before Mr Haiveta
| were Masket lan-
| galio and Sir Julius
‘gChan, who iz now
Prime Minlster.
Mr Haiveta said
he will make a
. detajled statement
l Lngrlélame;:abé:un
the deal and setting
ol Finance de-
ent Investi-
Somen into the pur-
ihase to confirm

. that everything was |

done correctly. .

But he believed
he deal to .be a
ound investment
or the POSF .

“I have nothing to
hide...Iam justfed
up with accusations
nd smear tactics,”
vr Halveta said.

| pfobe any
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Yaki: Suspend POSF board

Call for judicial probe into Cairns property deal

ORT MORESBY: Opposi-
jon Leader Roy Yaki yester-
ay maintained pressure on
the Government by calling
for the enlire board of the
Public Officers Superannua-
tion Fund (POSF) (o be sus-
pended p:ndmg an investiga-
tion.

Mr Yaki, who in recent
days bhas placed advertise-
ments highlighting alleged
discrepancics and anomalies
in the K18 million purchase
of 2 Cairns property by Lhe
POSF, welcomed the investi-
gation ordered by Acting
Prime Minister Chris Haiveta

over the weckend that he
would authorise an internat
probe to clarify Lhe questions
surrounding lhe deal but
washed his own hands clean

of the matter, a claim that Mr |

Yaki vigorously opposes on
grounds that the property was
bought only aflter Mr Haivela
took office.

While welcoming the an-
nouncement by Mr Haivela,
the  Opposition  Leader
pressed for a public inquiry
rather than an interna! inves-

tain Warren Anderson for K9
million and which was sold to
the POSF for K19 imiliion.
Said Mr Yaki: "Let us not
kid ourselves, the issue bas
escalated and, aroused con-
siderable public interest and
concern which warrant a
publicinquiry into the issue.”
He'said: "Only by institut.
ing a public inquiry would we
clearly see how the K19 mil-
lion Cairns deal was handled
and this would be directly
consistent with Mr Haiveta's

bers contribute ta the POSF,
yesterday formed a working
commiilee to lnok into the af-
(air.

The meeting later released
a statemenl which also called
for a public inquiry and that
the management board of the
POSF be suspended pending
investigation.

Mr Masket langalio, Op-
position economic affairs
spokesman and Mr Haiveta's
predecessor a5 minister for
finance, slammed implica-
tions that the deal may have

finance minister | blocked a
similar propasal put forward
to e for the Brisbane con-
sulate building.

“The only way to getto the

bottom of this is to have.a.

full, indcpendcnljudicial in-
quiry

Mr Inngaho s3id he would
be happy to give evidence
publicly about the roles of the
Prime Minister Sir Julius
Chan and Mr-Haiveta in both
the Cairns and the proposed
Brisbane transaction.

A PNG-buased limber com-

Mr Yaki

deat felt through.

It is expecied the Opposi-
tion will be preparing ques-
tions to grill Governaent on

"1y

willingness to get to the Bot-

tigation by the Government.
tom af this matter.”

into the affair and said the
The furore is over a Cairns

Government was admitiing the deal when Purliameat sits

puny was at that time trying
for the Budgel sexsion this

to sell the Brishane property

been concluded in his time,
“Contrary to what Mr

liability for the deal. property - reportedly valued A meeting of statutory au-
Mr  Haiveta announced at Kémillion - soldtoacer- thority unions, whose mem-  Haivetaissaying, whenlwas (o the PNG Government. The  week.

e pann

/. Pbst Courier

Probmg the |
Cairns deal

DEPUTY Prime Minister Chris
Haiveta has made known his
intentions to set up a Finance De-
partment investigation into the K18
million purchase of a property in
Cairns by the Public’ Officers Super-
annuation Fund Board.

But the Opposition, while welcom-
ing Mr Haiveta's asnnouncement,
wants to see an independent investi-
gation that will reveal the truth
behind the deal and whether anyone
has received sly benefits from it.

Mr Halveta said he has nothing to
hide and wants to get to the bottom
of the deal to show he is innocent of
any wrongdoing.

He believes it Is a sound invest-
ment for the POSB 'and that the
investigation will prove this.

Any Opposition would like to take
advantage of a possible scandal like
this one to discredit their political
enemties - and Opposition Leader Roy
Yaki Is enjoying every bit of this
controversy.

But, political point scoring aside,
members of the POSF are naturally
concerned about such a large invest-
ment of their funds and would want
to be reassured that it is indeed a
sound Investment for their future.

It is a genuine concern and the only
way they can get that reassurance is
through an Iindependent investi-
gation.

By HENZY- YAKHAM .
PORT,MORESBY:The Opposx- !
uaP yesterday. a;kcd for-anin=" 7

Conservatory at n
mllhon .

“said he will pursue thic’ mn-ct
Sthrough available legal 4 iveques

.‘the deal in the mlerest of OSF
shucholdcxs - v
* Mr Yaki, who mm(od, q—1
tion, said the inquiry should fo-
rcus on allegations that: -
.8 The purchase of the C
Conservatory amounted to & 5¢-
, rious financial scandal, and th
“'the actyal pirchase price of K1
million was far in excess of thc
“ property's real valdg; -, "«
® In the process of the sale and
. purchdse of the property, tome—“ Cums Conservntnry.
one has gained financially; ‘8 The anticipated annual re-
~: @ The projected 'value of lhe turn - of-- K2,24 /million in "the
pmpcrty at K21.42 million was: Cnu'ns investment is believed to
.basically taken out of the rental™ be an inflated rate of return
‘market estinates tontained in whxch .cangot be substantiated;
ma.rkcr. appmsal study ‘whic! and
u The Cau-n; propeny wa.s

- role (if any) played by:Financ H
Depnrt.ment or ‘any nuthonty 0
.person in Auszn.lu in: th: prop "

+ -detérmine if the guidélines un
der the POSF Act and Public Fig
- nance Mmlgcmcnt Act werd
followad O E N
Mr Yaki said ane Mlms o]
Sir Julius Chan was duty-boung?
to initiate an .inquiry under-
Commission of Inquiry: Act
look into the alleged anonu]y.
“The Prime Minister cann:é

justshrug off his responsibiliti
and cover up the possible breach’
of the Public Fmancc Manag
.ment Act,” be said.:.

socmtcd wuh the vcndor for l.he

——
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8.11]

On Tuesday 28 November 1995, identical letters to the editors were published in 7%e
National and The Post-Courier from a member of the Board of the POSF, Mr Michael

28 NOVEMBER 1995

Malabag.

The letter was published in The National as follows:

LETTERS TO THE EDITOR BY BOARD MEMBER:

AS a director of the Public Of-
ificers Superanauation Fund
(POSF) board, and one tepre-
peating contributors who are
tmembers of a union, the Public
YEmployees Association, I am

nance secretary Gerea Aopi,
decided on this particulak pur-
chasc based on merit and lvith
the full backing of the Govjern-
ment,

This is also the first timeithat

;:forced to clarify my position in
ireldtion 10 negative Press cov-
erage on the board's decision to
purchase a property in Caims,
fespecially in view of innuen-
does that the deal was suspi-
j cious and made to bencfit per-
sons .other than the coatribu-
tors.
| Tassure those that I represent
- on the board, particularly the

: contributors, that I supported’

I the decision to purchase the
) property in Cairns purely on a
{ commercial basis after having
t been convinced of significant
! beneficial returns to contribu-
. tors from such investment.

1 believe it was a good and
‘safe buy and the board, under
‘the chairmanship of former fi-

POSF has gonc offskore to
‘broaden the base of .. u&eél-
‘ment portfolio and with' the
ever-growing  popularity of
Cairns as a potential invest-
ment area, it was an ideal op-
portuaity for POSF to tap this
market.

There are also other union

representatives on the POSF.

board apart from the PEA -
from the teachers and police as-
sociations - who arc serving
their second term in office with
the full backing of their respec-
tive associations. Over the past
few years, therc have been
many positive factors which
the board has no: taken any
credit for, prefecring to main-
tain a low profile.

The underlying factor re-
mains that every possible con-
sideration has always been
taken into account during board
deliberations to ensure that our
members earn maximum intec-
est on their investments.

This has been proven by con-
tinued better-than-expected fi-
nancial results despite the state
of the PNG economy which is
now recovering. Our contribu-
tors received a 9 per ceat inter-
est on their contributions in
1994 which was a 2 per centin-
crease over 1993, better than
any other financial institution.

There have been many insin-
yations by people not weli-
ersed in the subject which may
suggest that certain people
have benefited from this pur-
chase, As one of the union rep-
resentatives on the board, I to-
1ally deny any such move as the
board only made its decision
which was approved by the Fi-

totally above board

nance Minister at that time and
all other specifics were handled
by the management. -

Naturally, our respective
unions have expressed genuine
concem on behalf of our mem-
bers. However, their represen-
fatives on the board would have
offered sufficient explanation
before they turned to the Press.
Being a board director is nol an
easy task and if every major de-
cision has to be made in consul-
tation with our own union palit-
ical leadership, then why serve
on the board?

The Cairns property pur-
chase was done above board
and following all necessary fi-
nancial procedures which will
prove critics wrong as it has
been a sound investment.

Michacel Malabag
Vice Deputy President
Public Employees
Association
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In his response to our preliminary report, Mr Malabag stated:

The Ombudsman Commission notes that Mr Malabag was able to set aside those
doubts and concerns .which he raised when the proposal was first suggested. Mr
Malabag was not acting in the best interest of contributors when he voted in favour of
the purchase.

[8.12] QUESTIONS RAISED IN PARLIAMENT: 30 NOVEMBER 1995

On Thursday 30 November 1995, the purchase of The Conservatory was debated in the
National Parliament. The Leader of the Opposition, Mr Roy Yaki, moved a motion
calling upon the Prime Minister to immediately appoint a commission of inquiry. Only
one member of the Parliament, the member for Lae Mr Bart Philemon, spoke in support
of the motion. Those speaking against it were the member for Maprik, Sir Pita Lus; the
Deputy Prime Minister and Minister for Finance, Mr Haiveta; and the member for
Eastern Highlands, Mr Aita Ivarato. The motion was defeated 42 votes to 20.

The full text of Mr Yaki's motion was as follows:

(1) That in light of the recent widespread interest and concern by the public at
large and the high degree of discontentment and concern amongst the
members of the Public Officers Superannuation Fund (POSF), due to the
K19.09 million purchase of the Cairns Conservatory by the POSF, this
Parliament calls upon the Prime Minister to immediately appoint a
Commission of Inquiry in accordance with the Commission of Inquiry Act
{Chapter 31) to inquire into the following allegations that:-

(i) the purchase of the Cairns Conservatory amounted to a serious
financial scandal, in that the actual purchase price of K19.09
million was far in excess of the property’s real value;

(ii) in the process of the sale and purchase of the property, someone
has gained monetarily something to the tune of approximately K9
million;

Chapter 8
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()

(iii)

(iv)

v

the project value of the property at K21.42 million was basically
taken out of the rental market estimates contained in a market
appraisal study which was conducted by a company associated
with the vendor for the Cairns Conservatory;

the anticipated annual return of K2.24 million in the Cairns
investment is believed to be an inflated rate of return which
cannot be substantiated; and

the Cairns property was purchased at the height of Papua New
Guineas foreign exchange crisis following a 12 per cent
devaluation and the ensuing floating of the kina - thus the
purchase price of K19.09 million was sent out of the country at a
time when the government had instructed for a total freeze on
repatriation of monies out of the country.

That, in an effort to establish the truth surrounding the allegations, this
Parliament calls on the Prime Minister to endorse the following as the
Terms of Reference of the Commission of inquiry:-

(®

(i)

(iii)

(iv)

v

(vi)

To ascertain whether the allegation that the real value of the
Cairns property is K19.09 million was far in excess of its real
value is true;

To ascertain whether the allegation that the purchase of the
Cairns property at a purchase price of’K19.09 million was far in
excess of its real value is true;

To ascertain whether any persons associated with the sale and
purchase of the Cairns Conservatory received any direct or
indirect benefits, whether financial or otherwise, as a result of the
purchase of the Cairns Conservatory by the POSF;

To ascertain the nature and extent of any ministerial involvement
and the role (if any) played by the Department of Finance or any
authority or person In Australia in the sale and purchase of the
Cairns Conservatory by the POSF;

To ascertain whether the allegation that the projected value of the
property at K21.42 million was taken out of a rental market
estimate contained in a market appraisal study which was
conducted by a Company associated with the vendor for the
Cairns Conservatory Is true;

To ascertain whether the allegation that the anticipated annual
return K2.24 million on the Cairns investment is believed to be an
inflated rate of return which cannot be substantiated is true;

Chapter 8
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(vii) To ascertain whether the allegations that the Cairns property was
purchased at the height of PNG's foreign crisis following a 12 per
cent devaluation and the ensuing floating of the kina, thus,
allowing K19.09 million to be sent out of the country at a crucial
time when the Government had instructed for a total freeze on
repatriation of moneys out of the country, is true and what were
the compelling reasons for the ministerial approval of such
repatriation;

(viii) To ascertain whether or not the proper guidelines under the
POSF Act and the Public (Finance) Management Act were
followed;

(ix) To ascertain whether or not the deal was approved by the Public
Officers Superannuation Fund Board, and if so, what were the
reasons for the approval; and

(x) To determine whether there had been breach of any law of Papua
New Guinea and to recommend referral of such matters to the
appropriate authorities.

The ensuing debate was recorded in Hansard as follows:

Mr JUDAH AKESIM - Point of Order! The Opposition Leader is talking about the use of
public money at a very crucial time, When he was the Minister for Transport, was there an
inquiry carried out into the burming down of the department headquarters in Konedobu?
Will the Member inform us on the results of the inquiry?

Mr SPEAKER [Mr Rabbie Namaliu}- Honourable Member, that is not a point of order,

Mr ROY YAKI - | expected this. | am not surprised at what most of you are saying, just to
cover up-

Sir PITA LUS - Paint of Order! There is a report by the Parliamentary Public Works
Committee which we have not finalised.

Mr SPEAKER - Honourable Member, the Parliament concluded the debate before you
walked into the Chamber,

Mr ROY YAKI - We do not need the brains of an accountant to know about this deal. The
price of that house was about K5 to K6 million but the POSF bought it for K19 million. You
do not have to be an accountant to see that difference. This is the main reason so many
people are asking about this deal,

I want to talk briefly to help members of the Parliament clearly understand this matter. This
property at Caims is owned by a company called Cape Bouvard Pty Ltd, One other
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dollars option.

Between that time, a friend of the Prime Minister, Warren Anderson who is a businessman
in Western Australia, bought the K100,000 dollars option property. Asia Securities then
sold this option for K2.2 million. Mr Anderson must have known some members of the
Board of POSF and other big shots.

From newspaper readings, Mr Anderson, has a very substantial outstanding loan with the
Bank of New York.

Two things can be picked up from there. Firstly, POSF bought the option Andersan has of
K8.9 million and on top of that POSF bought the price of that property and it all adds up to
K19 million.

Under the Public Finances (Management) Act and the charter of the Public Superannuation
Fund, there are guidelines and criteria to be followed. Money invested in that one year
should not be more than the contributions of a one particular year.

The Public Finances (Management) Act also states that to dispose of such properties,
there must be three valuations done to that property. | do not know whether they complied
with the legislative requirements when they purchased the property.

The Finance Minister had to retract his statement that the deal was made when he was not
in office.

The deal was struck in a very short period of time. The K19 million purchase took place
quickly. The Public Officer's Superannuation Board concluded the deal this month.

This deal occurred when our country was facing an acute financial crisis. The National
Government and the Minister had previously, said that for such transactions that involve a
lot of money leaving the country, the green light must be given by the Finance Minister.

Why did the Minister authorise the transfer of K19 million out of the country? This is a big
question that should be put to him.

This money spent on the property was the contributions from public servants in the country,
from tea boys, drivers and cleaners to the departmental secretaries, who pay a certain
percentage of the salaries to the POSF.

It is true that Warren Anderson is a big player but why should money belonging to a little
teaboy in Papua New Guinea be given to a rich man in Western Australia. You make your
own judgement. Is that justice?

When this little teaboy goes to POSF to withdraw K400 or a retrenched public servant
wants to get his retrenchment money, he waits for ages and continues to check everyday
in vain; and told by officers at the counter to come back tomorrow or next week or next
month only to get small K400 of his own contribution.

| reiterate, is it right to get our small people's money and give it to a rich person because he
is a big player? | ask the Board whether their action was justice to the contributors of the

fund.
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We must be told of how many Papua New Guineans are employed as a result of that direct
K19 million investment. Contributors could be waiting for their dividends from that
investment for a long time. They may end up not even seeing their K300 they have been
waiting for.

In the meantime someone is making K6 million. Some of them do not contribute to the
Fund but just because they happen to know some bug guys so that they can make K6
million overnight out of small mens contribution. Maybe that is why there is more greater
reason why for a public inquiry.

| am told the Government was granted the head lease of the property. Therefore, the
Government must inform all government agencies to move into that property.

There is a problem arising in this case which we must be aware of it. If it is Air Niugini that
has to move into that building, we know it will pay high rental fees. As far as | know, Air
Niugini is occupying a rental space which is cheaper. Just to satisfy some decisions of the
POSF Board, the Minister and the Government, Air Niugini must sacrifice. In the end, air
travellers in Papua New Guinea must subsidise this rent. An ordinary traveller of Papua
New Guinea has to pay for an excessive rent in Caims. That is the big question.

Therefore, we need to know whether the deal was correct or not. There is no question of
the speed in which the real estate companies operate. But the crucial factor in this deal is
the involvement of Warren Anderson. It appears that he has never had the title at the time
he sold the property, all he had was an option. That sort of option, and if anything went
wrong in the deal after the POSF had brought the property for K19 million, what would
happen? The POSF will not be given the title because that was only an option.

The deal was very risky. To strike such a deal, there must be a crucial fact, All players must
know each other and have trust in each other. In this case, the crucial player is Warren
Anderson. Who does he know in Paua New Guinea and in the POSB. There are many
unanswered questions.

For that reason, in the best interest of the country, there must be a public inquiry. Another
related issue is that there were a lot of deals as such which have taken place in Caims,
Gold Coast and Brisbane.

We know that a lot of politicians have purchased properties in Cairns and they deal with the
high profile citizens in Australia. Some of the deals are genuine but to say all politicians
own properties in Caims is not correct because the public might think we are thieves.

That is the reason why | am calfing for an inquiry into the Cairns property deal. | believe this
is the only way for us all to clear our names. The inquiry is not aimed at blaming a
particular person who initiated with the deal which saw the Caims property being bought,
but to clear doubts. Whether this deal was rushed within two months, so that money be
transferred out of the country whilst Papua New Guinea was facing financial difficulties or
not.
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I ask all members of Parliament and in the interest of Government to realise that there is a
need for an inquiry to be conducted.

The inquiry by the Department of Finance is an internal investigation. The Chairman of
POSF Board is the Secretary of Finance Department and the Minister who was dominant in
the deal negotiations is the Minister for Finance. Whom are they trying to fool? How can we
expect a fair report?

It is only fair for those persons involved. In the case of the deal, the Deputy Chairman of
PEA or the Finance Secretary responding in the newspaper, no right minded [person] is
going to conclude that it is not a cover-up,

1 do not think we want this sort of thing. That is why | submit to Parliament that there are
overwhelming reasons for a public inquiry into the Cairns deal.

Sir PITA LUS (Maprik) - | have spent 32 years in this Parliament,

A commission of inquiry is a very costly exercise. A lot of public money have been spent on
inquiries, especially, Poreporena Freeway. The purchase of the building in Cairns is proper
because we were searching for a place to accommodate our offices.

The Leader of Opposition was in Govemment when Mr Paias Wingti was the Prime
Minister.

| must stress that all these deals are initiated by man and meant for them. What about the
women? Don't they deserve something? Women are the backbone of the family.

They are always at home, giving most of their time and talents to rearing of children and
attending to family matters. We are men and supposed to be smart in our decision making.

Now, we are discussing the business activities of POSF. It is a good idea that POSF
decided to invest in real estate and whatever retums anticipated, it will assist our people
pay off their debts.

This motion is an example of petty politics, ruining the country and the Shadow Minister for
Finance declared in his speech that this country was facing a critical financial crisis. Who
created the crisis? The members on the Opposition benches should be blamed.

Some ministers score political points at the expense of the honest members. Ministers can
fool the young members but not the Member for Maprik. | pray that God will punish those
leaders who we have created the financial mess and | will not support those current and
former ministers, whether in the Opposition or the Government. When this Government
came into office, the country was at the point of bankruptcy.

| want the Prime Minister and Minister for Fiaance to tell us where the K42 million in
reserves went,

Mr ANDREW BAING - Can the Honourable Member be asked to refrain from using the
word "bugger.” There is no "bugger” in Parliament.
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Mr SPEAKER - Your Point of Order is accepted. Honourable Member, can you withdraw
the unparliamentary word.

Sir PITA LUS - | withdraw it. | hate to see political infighting over POSF Cairns deal
because as far as | am concemed, it is good for the country. This issue is a classic
example of cheap political point scoring.

If the Opposition is serious about the inquiry into the Caimns deal, | will also move that an
inquiry be launched into transport appropriations for 1992, 1993 and 994, Why request for
an inquiry into a beneficial deal when an inquiry should have been set up to look into the
buming down of the Transport Department Headquarters.

I know that all the members of Parliament got their Transport Sectoral Programme Fund
and the amounts given differed from each member. | was given only K70,000 while others
got K100,000, K200,000, K300,000 and one or two members got K500,000.

That is why | wam the Leader of the Opposition that he is only trying to hang himself by
asking for a Public Inquiry because | will ask to extend the term of reference of this inquiry
to also include the distribution of the Transport Sectoral Programme Fund from 1992 to
1994,

Mr THOMAS PELIKA - Point of Order! | have respect for the most senior Member of
Parliament. However, the Member is not debating the motion. | served as Minister under
Sir Julius Chan and | have not made any decision to benefit myself.

Mr SPEAKER - Honourable Member for Maprik restrict your debate to the motion.

Sir PITA LUS - As far as | am concemed, many members in this Chamber will not return
after the next elections. Many of them will face the Ombudsman Commission and others
will be prosecuted. 1 will continue to serve my people in this Parliament because God is
with me.

Mr MICHAEL OGIO - Point of Order! The Member for Maprik claims that he is a Christian
and under the Christian principle he should not call God's name in vain.

Mr SPEAKER - The point of order is in order.

Sir PITA LUS - | did not say anything bad about our creator. Going back to the Cairns deal,
| believe it is good because we should have a building of our own to house some of our
overseas. We will not waste money renting properties in Australia and the beneficiaries of
that rent are foreigners.

I believe the deal is a good one because we will make money out of that property.

| do not want us to waste our time on insignificant matters because we have the 1996
Budget debate to complete.

Mr BART PHILEMON (Lae) - On the surface, this particular deal would appear to be a very
serious matter. It is not one that we should take lightly. | applaud the Opposition through its
leader, Mr Yaki, for persisting with this particular issue.
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Sir PITA LUS - Point of Order! | want to state that | am not a 10 per cent man.
Mr SPEAKER - | did not hear your point of order. Go ahead, Member for Lae.

Mr BART PHILEMON - | commend the Opposition Leader on his persistence in pursuing
this particular matter and | would advise him to continue until all facts are revealed.

Mr Speaker, during my brief stint as the Minister for Public Service, the Secretary of my
department then, Mr Tau Peruka who was also a member of the Public Officers
Superannuation Board briefed me on this particular proposal.

At that time the figure that | was briefed on was only K14 million. My immediate reaction
and advice was that he should do everything possible not to permit this amount of money
being transferred from Papua New Guinea.

At that point in time, the country was in a real serfous financial crisis. It was at the point of
bankruptcy. No person in his right mind would allow, whether it be POSF or Coffee Industry
Board, or any organisation, to transfer such an amount of money when the country was on
the brink of bankruptcy.

| did not realise the financial details of the particular property. Subsequently, some facts
have come to life and if | did know of those facts then when | was Minister, | would have
doubly instructed my Secretary that if he supported that particular deal, it would have been
at the risk of his job as the Secretary of the Department.

So much rumours abound about the dealings of politicians. There are smokescreens
everywhere. We have yet to see where the fire is. This is one such smokescreen which is
probably closer to the fire if the truth is known. .

Mr Speaker, certainly the commercial figures that are made available does not at all add up
to a prudent decision on this particular transaction. Unless the Prime Minister comes out
with his figures on this particular deal, | can only go by the figures that | have access to. |
was appalled that he had the nerve to defend such a deal. | stand to think differently if
during the course of this issue, both the Prime Minister and his Deputy come up with facts
and figures and table them in Parliament. They both have a duty to this Parliament and the
small people who contribute to the Fund.

One can only assume that either the POSB, or management is completely incompetent or
there is foul play. This will be our assumption unless the Prime Minister and his Deputy
assist the Opposition Leader and table the facts of the whole deal. | hope they will do this
during the course of this Budget meeting.

Mr Speaker, figures just do not seem to add up. Currently, Air Niugini is paying about $350
per square metre for its rented premises in Cairns. Airlines, like the banks tend to want to
be in the proximity of each other. They pick the best location because the competition
between the airiines and the banks are such that they have to in prime locations.

Sometimes, the choices of the Government on its location may not commensurate with the
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commercial consideration of a commercial statutory organisation. Where the Government
would like to be is not necessarily, the location commercially suitable for Air Niugini.

It is a government policy that for its rented premises in Paua New Guinea, the rent is
between K350 and K400 per square metre on whatever calculation they do on this
particular property that rent per square metre. The Prime Minister and the Deputy Prime
Minister have to demonstrate on whatever calculation they do on this particular property
that rent per square metre will commensurate with the level that is here because the rental
rate in Brisbane generally is cheaper than Port Moresby.

Port Moresby is one of the highest in terms of rental. The Prime Minister and Deputy Prime
Minister must demonstrate to this country and the Parliament that at the end of the, day on
whatever figures they care to produce that rents based on the commercial range both in
Cairns and Papua New Guinea commensurate with one and other.

I do not believe that the rental level in Caimns should be any higher per square metre than
in Moresby. That is the bottom line that both eaders have to demonstrate to the Parliament
that if Air Niugini or if a government department is renting that property, the rent level
equates and not doubles the rent charged either here or generally at the market in Cairns.

The Prime Minister or the Deputy Prime Minister can say the contributors to the Fund will
get their return because the Government will take the head lease. Who is going to pay in
the end? It will be the tax payers of this country including the small person that contributes.
Many contributors visit my office in Lae asking for help. They try to withdraw their
contribution from POSF but it takes them a long time and they cannot get their cash.

Justice has to prevail in this particular deal. At the moment, everybody is entitled to suspect
that the Board of POSF is incompetent, management is incompetent or someone else has
the piece of the cake out of this deal. Everybody is entitled to that suspicion.

The ball game is in the court of the Prime Minister and the Deputy Prime Minister to explain
very carefully in every detail to the Parliament that the deal is above board.

Mr CHRIS HAIVETA (Gulf - Deputy Prime Minister and Minister for Finance) - 1 rise to
speak on the motion of the Honourable Leader of the Opposition in relation to the POSF
purchase of the Conservatory property in Cairmns.

A number of innuendoes have been made, number of smokes have been created, that
have produced doubts in the minds of members of Parliament.

Mr Speaker, the first question that we have to ask ourselves regarding this so-called
controversy is who started it and where did the reports come from? | have to say that if the
events in this country are to be determined, let us determine them here. Let us not use the
media and the agenda of other governments to determine the future of this country.

| refer to a series of articles, rubbishing the image of this country and members of
Parliament by foreigners.

You do not want your Electoral Development Fund changed, is that true? Well, you had
bad publicity about the Fund written by the same author who dwells again to raise another
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issue that he cares to raise, and you want to jump into that political bandwagon. Before you
go point scoring, you have to get facts and | will give you the facts.

What | am referring to here is that before you go out accusing other ministers or any of your
colleagues, you must have your own facts straight.

| want to inform Parliament that those series of allegation against me and | consider them
serious enough, that today, there was another article written by the same author. And, |
have instituted legal proceedings in Australia against the author and his newspaper for
defamation. | want to clear my name.

| want to take the motion point by point. And in doing so, | want to address some issues
raised by three previous speakers.

Sir PITA LUS - Aye, aye, no worries!

Mr CHRIS HAIVETA - In motion one, under the general heading K18 million, | want the
Leader of the Opposition to check his facts if he has any. Because the facts was quoted by
the Member for Lae.

For Hansard purpose, the purchase price of that building is approximately K15 million and
not K19 million as stated. If you understand what exchange rate is, that figure of K19
million was converted to $15 Australian dollars. The motion says that the purchase of the
Caims Conservatory amounted to a serious financial scandal. You have asked for facts to
be provided and when | replied, | said that | would be commissioning an independent

inquiry.

| want to inform the members of Pariiament that, that inquiry will be carried out [by] my own
inspections branch.

They can look into the dealings of the Ombudsman Commission, the Leader of the
Opposition and my Department. They have wide range of powers and they will report to me
and the Secretary. | want to assure the members that when that report is ready | will table it
on the Floor of Parliament and | will make a statement on that report. The Member will
have a chance to debate that report.

There will be two reports compiled independently on this matter, one will be conducted by
the Ombudsman Commission.

When that report is completed, the Minister responsible, the Member for Manus and
Minister assisting the Prime Minister, Mr Amald Marsipal, will also table it in Parliament.
The other report is being compiled by the Auditor-General. He will also produce his report
and it will be tabled in Parliament.

My commitment to Parliament, Mr Speaker, is that when my report is ready, | will table it
and members will consider it.

The motion states that in the process of sale and purchase of the property, someone has
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gained monetarily. | want the Leader of the Opposition to repeat that statement in the
Parliament.

Mr Speaker, point 1,3 of the motion, says that the projected value of the property is K21.42
million. If we take K21.42 million at the time of the devaluation, he would be completely
wrong. He is putting the value of the property at over K40 - 50 million. That is not true, as |
said, he has made a mistake and has his facts wrong.

| want to inform honourable members that there were two market valuations done and
those two valuations will also be tabled on the Floor of Parliament.

Point 4 is on the anticipated annual return at K2.24 million. In Cairns, it is believed to be an
inflated rate of return. That is a point of view that cannot be argued nor do | think it is
necessary.

Point 5 says the Cairns property was purchased at the height of Papua New Guinea's
foreign exchange crisis following the 12 per cent devaluation. The figures here are
incorrect. | want to tell the members of Parliament and inform the public that we still have
yet to understand that back in 1992, following the instalment of the new Government after
the general elections, we deregulated the foreign exchange control. You can send
K500,000 or more out of this country.

When | was the Shadow Finance Minister, 1 did raise that point and that law has not
changed. It still exists and you cannot tamper with foreign exchange controls. Once you
place it at the mark, you have to leave it there. Businesses have to plan beyond one year in
order to prepare for the rates of return.

Public debt and private debt are two totally different things. The Leader of the Opposition
has confused himseif with public debt and private debt. The foreign exchange crisis that we
had refers only to the Government's ability to service its debts; to repay its overseas loans
and has got nothing whatsoever to do with liquidity in the banking system and the amount
of foreign exchange that is available to the banks to service the needs of the clients.

Public Officers Superannuation Fund is a private fund. Its accounts are not included in the
Budget books. The Leader of Opposition should check his Budget books and see if you
have POSF contributors and funds are included. They are not.

Those funds are managed on a commercial basis and any exchange and approvals that
were given, were given to the company as a private sector business, conducting its
business both in Papua New Guinea and abroad.

Those, Mr Speaker, are facts. These are the facts that | want the honourable members to
understand.

in point 2, the Honourable Leader of the Opposition is calling upon the Prime Minister to
endorse the following as a terms of reference for the Commission of Inquiry. Here, | have
noticed some funny things.
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| do not know whether the typewriter was playing up but | have said that we would table all
those reports. And if you think there is something wrong, you can go ahead and deal with
it.

Mr Speaker, from points and terms of reference, one down to three have been answered.
Next is 2(4), to ascertain the nature and extent of any ministerial involvement and the role if
any, played by the Department of Finance, any authority or personnel in Australia in the
sale and purchase of the Cairmns Conservatory by the POSF.

! want to place on record that the decision to buy the place was not mine. The decision was
made, as the Prime Minister, rightly put it, during the Honourable Leader's time when they
were in government.

Mr PAIAS WINGT! - Point of Order! | want the Deputy Prime Minister to get the facts right.
When we were in government there was no decision made to purchase that property. The
policy decision that was made was that we would rationalise all activities in terms of our
postings overseas, and bring them under one umbrella.

My Government at that time, did not make a decision or directed POSF to go and negotiate
to purchase that property.

Mr CHRIS HAIVETA - But the point must be registered. It was not the decision of this
Government to bring every department, and government agencies under one roof. It was
that initial policy decision that led to the purchase of this property.

Letters dating as far back as August 16 will prove to that effect before this Government
came into power.

The Department of Finance has has [sic] representatives on the Board of POSF, and of
course they were involved in the discussions. But if you asked me, | was not involved.

| have already covered and repeat the points 5, 6, and 7.

Point 8 is to ascertain whether or not proper guidelines under POSF Act and the Public
Finance (Management) Act were followed. | want to say that they were followed but | want
to leave it to the investigations branch to finish its audit and report so that | can table it, and
ministers and members can have the chance to have a look at it and debate the issue.

Mr Speaker, that also applies to points 9 and 10. | have four minutes of speech time left
and | want to summarise by saying that, there is in fact, no need for an inquiry. We have
had the inquiries and where have they taken us to?

The Leader of Opposition, as Transport Minister in the last Government commissioned an
inquiry into the Poreporena Freeway. It produced nothing and | am still paying of [sic] the
debts. It cost us K14 million. He cost the State K14 million. The cost of the lalibu road has
inflated to K30 million. Ask the Minister for Works, he will confirm it. Now, where did that
K27 miillion extra million go to? Commissions of inquiry do not prove anything.

Let us try and do things at the least cost more effectively and get them out of the way.
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Mr NAPPOTTI BURU - Point of Order! Can the Leader of Opposition initiate a Commission
of Inquiry to investigate activities from 1992 to 1995 such as Poreporena Freeway and the
burning down of the Transport Department Headquarters at Konedobu and other projects.

Mr SPEAKER - Honourable Member, that is not a point of order.

Mr CHRIS HAIVETA - Thank you, Mr Speaker, | got only two minutes left. | will conclude
by asking the Leader of Opposition to support me and allow me to finish my investigations
as well as the Auditor-General, and the Ombudsman Commission. We will table those
reports.

I have given my commitment and there is no need for us to waste public money on having
a Commission of Inquiry.

Mr AITA IVARATO - (Eastern Highlands) - the Opposition Leader's motion is good but if
we look at the various Commissions of Inquiry on various activities in Papua New Guinea,
they were just a waste of time and money.

I support the motion but | believe we have jumped into the bandwagon too quickly. We,
politicians are talking too much about this issue. The POSF issue is bad and as leaders of
our people, we are concerned that our people's contributions have left the country.

| do not think the Government has too much control over POSF because they have people
on the Boards to make decisions. If there is something wrong and the Board thinks that
minister concemed has erred then the Board should also make an independent report to
be tabled in Parliament.

We, members of Parliament have been very vocal on the issue and the POSF Board
Members and Director have been silent. Mr Napoleon Liosi, the President of PEA also did
not make any noise about it. He is a very fiery person when there is something wrong with
public servants' lives and welfare.

And if that is @ commercial deal and is profitable and the Board Members are happy with it,
then why are we making a lot of noise and arguing about it? We have other pressing issues
concerning to talk about.

We leave this matter and as the Prime Minister has said, investigations will be carried and
reports will be tabled in Parliament.

This issue does not need an inquiry because it does not involve government money. It is
public servants' money and they have their own appointed representatives to speak for
them.

Their silence means the contributors are happy with the deal.

Mr DAVID UNAGI - Peint of Order! With due respect to the Governor of Easten Hightands,
in fact, the public service representative on the POSF Board, Mr Malabag has freely
expressed his total support for the purchase of the property in Cairns. So, the workers of
this country who are contributing to the POSF Fund, their representative, has indeed
supported this particular purchase.
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Mr AITA IVARATO - If that is true, then all of us are wasting our time. We will be spending
money if we keep on arguing on the same issue. When the investigations are completed if
we are not satisfied with their reports, then we can have another inquiry.

Motion (by Mr Michael Nali) agreed to -

That the question be now put.

Motion - That the motion be agreed to - put.

The Motion, requiring an absolute majority, Mr Speaker ordered that the bells be rung.

The Parliament voted (the Speaker, Mr Rabbie Namaliu, in the Chair) -

AYES - 20
NOES - 42

Motion so negatived.

The debate and decision of the Parliament were reported and commented on in the daily
press as follows:

}ﬁasal.d ngbody in his ﬂght mind ba:d‘or n&mg‘:nr\e:lt vl:ere “{ncom-

i WOl ve been 80 insensitive as to nt or there is foul play.”

day dafested an Opposition By JONATHANTANNOS | 1w such s purchase o ihe coms of > s ¥k s ates 4 i not give
f

THE GOVERNMENT yester-

move to set up a of g the couotry's economic diicultles, yp the fight untll we get the truth.”
Inqulry Into the SA18.72 mifllon sent out at & time when the Govern-  He said the commerclel Sgures 41 3, vy satd the Deputy Prime
purchase of an Australian offlce Mment had ordered 8 total freeze on. alled th when d the motlon
bullding whh public servants' _repatriation of monies out of the’ He wes appalled that the Prime fyaq to refute & lot of the questions

g P country, . Minister 8ir Jullus Chan had the |gicad »I gm quite convinced that
funds. Outspoken Lae MP Bart Philemon ® nerve early this week to defend such  ghqt the Government Is doing is an

Opposition Leader Roy Yaki's sald when he was Publlc Service ®dewl - - act of covering up,” he sald,
Minister he was briefed that the Mr Philemon said Sir Julius and bis Mr Yakd sald it took only & matter

Ezuggx;‘:;iﬂd%a?ggp EZ% property would cost K14 million. deputy, Chris Huvm._hld e duty 1o of five weaks to atrike a deal, He said
against when the question was However, he sald l!“):he had been 5;:“::“" and the w:r&auu N;;leg’?\e o{guhlﬂons 1“52 uhl:d Pu?llc Em-

told of the full extent of the p ! . ployees Assoclation not lifted &
put following debate from 2pm. he would have put a stop to it. Mr Philsmon sald either the POSF finger-of coneern.

A dissppointed Mr Yaki later said:
“The motion was defested because
the Government chose lo cover up
and gag debate.”

Mr Yald sald he would not rest
untfl the matter was properly
concluded, saying the small
contributors to the Publlc OMcers
Superannouatien Fund (POSF)
should now know who held their
interest.

Mr Yaki sald the inquiry was

"y due to the con-
cern by the public and the high
degree of discontentment and con-
cern among POSF members over the
property purchase.

Mr Yaki said an Inquiry should be
held because of cwrrent sllegations
that the Crims Conservatory pur-
chase “amounted to a serlous fnan-
clal scandal” in that the price was
wey over the actual value of the
property. Earller reports claimed the
property was sold a month earller for
about $A9.75 million.

He said the allegation that “some.
one has gained monetarily to the
tune of approximately K§ million”
sbould be looked at. .

“The purchise was made at the
height of PNG's foreign exchange
crisis following the 12 per cent de-
valuation of the kine and the ensuing
Boat-of-th

He sald the purchase money was
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PARLIAMENT'S decision to

row out Opposition Leader
<oy Yaki's motion to set up a
public inquiry into the pur-
chase of the Caims Conserva-
tory now increases the suspi-
cion in people's minds that the
Govemment has somcthing to
hide.

There are far too many unan-
swered questions and instead
of trying to enlighten the public
and POSF contributors; the
Guvemment is running away
from the issue.

At the same time yesterday,
The Australian Financial Re-
view's Rowan Callick reported
of another alleged deal involv-
ing Firance Minister Chris
Haiveta and the same Warren
Anderson who sold the conser-
vatory to POSF, Mr Anderson
and Mc Haiveta have been

‘Haiveta sues paper-
over POSF claims

PORT MORESBY: Deputy Prime
Minister and Finance Minister Chris
said  yesterdoy  he

Haiveta

launched  defamation
against The Australian Financial Re-
viéw (AFR), and one ol its senior jour-

nalists.

Mr Haivela told Parliament he had
begun legal action in Australia, in re-
lation 1a 2 serics of newspaper reports
about (he so-called Cairns Conserva-
lory Affair, which the Opposition has
described as a “serious financial sean-

fal*.

The newspaper's Melbourne Burcau
Chicf, Rowan Callick, has alleged that
Australian property developer Warren
Anderson baught a bulding in Cairns
for AS9.75 million (K9.7 million),
which the Public Officers Supcrannu-
ation Board (POSB) bought a moath

had
procecdings

y”

signers,”

other governmen:s should not be used
to- delermine the Tuiure of this coun-,

"1 refer here to a_series of articles!
rubbishing the image®r this countr:
and members of pacliament by for-

" he said.

Mr Haiveta said he considered th
series of allegations being made
against him were very serious.

“Today, there's another article writ.
ten by the same gentieman, and [ hav
_.referred the gentleman and his news;
paper, ['ve instituted procccdmgs R
day lor defamaltion, I'm suing him [o)
defamation in Australia Lo clcar ou’g

]

name,” Mr Haivela said.

The Ombudsman Commission, th
Auditor-General and Mr Haiveta®
own Department of Finance have a
launched inquirics into the :Hcg.mons.

later for ASi8.72 million.

“The building, only pariially occus

pied, is today valued at AS9 mitlion to
AS10 million,”

the newspaper alleged.
The AFR ran anather ariicle obout

Mr Halveta ...

has sued the Auatrallan

Mr Callick said yesterday that instiJ

tuting I:gal action was Mr Haiveta'
prerogative, but that he had hear
nothing about it so far,

“I've heard nulhlng from him

d\
&

we spoke last week,” Mr Callick said}

the deal yesterday, with additional al-
legations that Mr Haiveta has been
linked to an illegal reptile smuggling
ring, uncovered earlicr this month,

A number of innuendoes have been
that have produced doubt in
the minds of members of parliament,

Commission of inquiry rejected

PORT MORESBY: The
Government yesterday used
strength  ta
throw an Opposltion-spor-
sorcd motion calling on
Prime Minister Sir Julius
Chan 1o set up a commission
of inquiry into the controver-
sial K18 million POSF prop-
crty deal in Caims.

The Government gagged
debate un the motion on voice
vote and later when vote on
the actual mation was taken,
the Opposition was defeated

made ...

its numerical

Not 1o be detereed, Oppo-
sition Leader Roy Yaki said
he would move anather mo-
tion cailing vn Speaker Rab-
bic Namaliu 10 set up a bi-

ernunent,”

tigate the deal,

the Opposition.

versy,

that:

pantisan

{

vES-

Financial Raview.
allegations that raise doubt about my
© own integrity ..
integrity of the dealings of this gov-
Mr Haiveta toid Parliament,
He said the media and the “agenda of

East Sepik Governor Sir
Michael Somare and Am-
buntin-Drekikic MP Judah
Akesim were the only Gav-
ernment MPs who voted with

Mr Yaki said oulside the
chamber that the issue was
still alive because many peo-
ple,. including thousands of
POSF 'cnn(ribul.ors, wanled
an independent inquiry to get
to the bottom of the contro-

The motion urged Partia-
ment to focus on alicgations

lﬁcpurchascuf!.hcprop-
erty amounted 1o a serious fi-
nlncml scandal and that the
priceof K18 million

and doubts about the

-AAP

was fur in cxcess of the prop-
enty's real vatue;

® Someone gained finan-
cially in-the process of the
salc and purchase of the prop-
cny;

W The arcjected value of
the property at K21.4 million
was taken from reatal market
estimates contained in a mor-
ketappraisal study which was
conducted by & company as-
sociated with the vendor for
the propenty;

E The anticipated annual
return of K2.4 mitlion from
the pmpcny is belicved-to be
an ‘inflated rale of retum
which cannot be substanti-
ated; and

& The property was pur.
chased atthe height of PNG's

Jlowing a 12 per cent devalua-

"Qur research was Lhnruugh and we
spoke Lo all the partics.”

Mr Callick worked for several y:ars‘\

in PNG as the editor of The Times

now called the Suturday Independent §

foreign exchange crisis fol-

tion and ensuing floating of!
the kina.

Debating on the motion,
Deputy Prime Minister and
Finance  Minister  Chris
Haivela seid there was no
need for 2 commission of in-
quiry because separate inves.
tigations were being con-:
ducted by the Ombudsmas
Commission, the Aud
General and the Finance De
partment’s Investigation
Branch.

He said the findings of the
investigation by the Finance
Depanment would be tabled
in Parliament whea ready,

w Case [or nquicy Into |
Cairns deal/ Page 16 l

The case for an inquiry into Cairns deal

named inthe article as having a
partin the snake venom extrac-
tion and live-reptile exporting
project which was halted by

-Environment and Conserva-

tion inspectors on Nov 16.

Mr Haiveta's legal action
against the Financial Review
and Mr Callick is not going to
erasc the suspicion from the

minds of - Papua New
Guincans,
The anger of the POSF con-

tributors and suspicions in the
minds of people can only be
erased by a properly conducted
and independent public in-
quiry.

There are serious allcgauons
in any of these tales which de-
mand an explanation from the

Pangu Pati lcader, Finance
Minister and Deputy Prime
Minister.

Suchallegations and innuen-
does taint cach of these high of-
fices of wust if not dealt with
quickly and publicly.

Prme Minister Sir Julius
Chan, in not naming a public
inquiry, is inviting more suspi-
cion upon his Government.

The reputation of Mr
Haiveta himself, that of the
Prme Minister and even the
Government is being ques-
tioned. That should be suffi-
cient reason on its own to war-
rant an independent inquicy.

Nothing the Prime Minister
has said or the public state-
ments of his deputy in defence

of the POSF hoard decision to
invest KI8 multion in 2 Caimns
property answers the funda-
meatal questions or removes
the nagging suspicion that
something is not right in this
deal.

Arc the alicgations correct
about the property being
worth only K5.5 million? {f
they are, then the POSF board,
the Finance Minister and ulti-
mately the Prime Minister
have abigcaseto answertothe

POSF contributors as to why .

they threw away about K13
million.

The contributors must also
te told if the property was
bought by the scller foronly K9
million and sold to POSF for

double that amount a2 month
later without much alteration.
Thatis a nght rip-off, if the sto-
ries are true.

What is the limit on the
amount of centributors’ moncy
that the POSF board can decide
to spend on any venture? Asa
wholly Gavemnment owned in-
stitution, does the board not
nced Cabinet approval for
amounts as huge as KI8 mil-
lion? If the answer is in the af-
firmative, then the PNG Cabi-
net has something to answer
for. il not, thenthe POSF board
has something to answer for.

The suong defence of the
deal by the Government wouid
imply thatthe deal had Cabinet
approval.

Is the rate of retum on that
property good and comiparable
with other investinents?

The questions run vn. There
is nocscaping. The Prime Min-
ister and his depuly must meet
this issuc head on.

A word on Parliament’s ac-
tion yesterday. [I is one more
picce of evidence that PNG's
parlianicntarians are less dis-
ceming and nrone prone W act-
ing as a pack without much
forcthought.

MPs appear unconcerncd
about matters that imiply doubt-
ful use of substantial amounis
of ordinary workers' savings
which has becn approved or
condoned at the highestievelin
Govemment.
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[8.13] OMBUDSMAN COMMISSION'S OPINION ON MINISTERIAL
BRIEFINGS, PRESS RELEASES, PUBLIC NOTICES AND
COMMENTS AND STATEMENTS IN PARLIAMENT

Public comment on the purchase of The Conservatory was extensive during November
1995. In that period, various statements were made by the Minister for Finance, Mr
Haiveta; the Chairman of the POSFB, Mr Mulina; the Managing Director of the
POSFB, Mr Ragi; and a Board member, Mr Malabag. The matter was also debated in
Parliament.

The Ombudsman Commission considers that many of the public statements made at
that time were misleading or wrong and that most were based on misinformation.

Mr Mulina's brief to the Minister (3 November 1995)

Mr Mulina advised the Minister that a "detailed market valuation" had been carried out
prior to purchase of The Conservatory and that this had assessed the market value at
$21 million. He also advised that "the market value will have appreciated quite
substantially" and that Crockford Property Consultants were "highly recognised" in
Australia. Clearly, Mr Mulina did not check his facts before advising his Minister.

All of this advice was wrong.

The appraisal given by Crockford could not be regarded as a valuation. Nor could it be
described as detailed. Crockford was not a recognised or licensed valuer. The so-called
market valuation of $21 million was prepared by someone who had been paid by the
vendor of the property. It was an artificial assessment based on the assumption that the
entire building would be leased by the State at a rate considerably above the prevailing
market rental.

In the opinion of the Ombudsman Commission, Mr Mulina's advice was negligent. His
conclusion that the POSFB was "in a position to make a substantial capital gain on the
investment" could not be justified on the facts available to him.

Press release by the Minister (3 November 1995)

When Mr Haiveta issued his press release on the evening of 3 November 1995, he
relied exclusively, it appears, on the erroneous advice he had received from Mr Mulina.

Much of the information contained in Mr Haiveta's press release was therefore also
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wrong.

Mr Ragi's brief to the Minister (6 November 1995)

This brief also contained incorrect information. Mr Ragi said that on 7 October 1994,
the POSFB had received "confirmation" from the Chairman of the Office Allocation
Committee that the State would lease the building subject to negotiating acceptable
terms. This was not true. On the date referred to by Mr Ragi, the Chairman of the
Committee, Mr Peruka, had actually expressed very serious concerns about the viability
of purchasing The Conservatory and the feasibility of leasing it to the State.

Mr Ragi also advised the Minister that it had been difficult to get potential financiers
interested in lending money for purchase of The Conservatory because of the
devaluation and flotation of the kina and also because there was bad publicity about
PNG in the Australian media at that time. This advice was very misleading. The real
reasons it had been difficult to secure finance was the POSFB's own failure to indicate
that it had the necessary 30% equity to finance the purchase and the POSFB's reluctance
to subject itself to an independent valuation of the property.

Mr Ragi's brief also failed to alert the Minister about the circumstances in which the
valuations of the property were obtained. He did not advise the Minister that the
valuations had actually been arranged by the vendor and prepared by Cairns real estate
agents who were connected with the vendor of the property. He failed to advise the
Minister that the persons preparing the valuations were neither independent nor
qualified.

Mr Mulina's public notice (7 November 1995)

Mr Mulina's open letter to the members of the POSF included the following statements:
that the National Government would take the head lease over the property for a long
time; that the Government would pay commercial rent; and that the rent would be back-
dated to early 1995.

At the time Mr Mulina issued the notice, all of these statements were misleading or
wrong.

At that time, there was still no lease in place between the State and the POSFB. It was
not proposed that the Government would pay commercial rent - what was proposed was
much more than commercial rent. And there was no agreement for rent to be back-

dated.
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Mr Mulina also made the statement that "an independent valuation put the value of the
property at $21 million dollars".

This statement was entirely false, as there was never an independent valuation of the
property obtained by the POSFB.

Mr Mulina also stated that "the price which the vendors paid to the previous owners of
the property was a private matter for the vendors and the previous owners", which was
“never divulged to the Board and Management". Though he is correct in saying that the
Board and Management did not know that Katingo had paid only $9.75 million for the
property just a few weeks before it was transferred to the POSFB for $18.72 million,
Mr Mulina's statement was misleading in that the information was readily obtainable if
it had been sought by the POSFB.

Mr Ragi's letter to the editor (8 November 1995)

Mr Ragi stated in this letter that it was "utter nonsense and false to say that The
Conservatory was worth only $9.75 million". He said the "market value of the property
at that time was A$21 million which was still conservative".

Both of Mr Ragi's statements were false. Mr Ragi's assertion that the market value of
The Conservatory was $21 million was fanciful.

Mr Ragi also stated in his letter that the valuation was done by a "reputable real estate
company". This was very misleading, as he did not point out that the company he was
referring to was paid by the vendor; nor, more importantly, that it was not qualified to
carry out a valuation.

Mr Ragi should have realised by this stage that the purchase of The Conservatory was a
mistake. But instead of addressing the issues frankly, he continued to mislead the public
and in particular the contributors to the POSF, about what had happened.

Mr Malabag's letter to the editor (28 November 1995)

Mr Malabag's letter included the assertion that the purchase of The Conservatory was "a
good and safe buy".

From any objective point of view, that statement was wrong. At the time it was made, it
had already been disclosed that the most recent transfer price of The Conservatory, just
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a few weeks before it was purchased by the POSFB, was $9.75 million.
Mr Malabag's statement lacked any logical foundation.

Mr Haiveta's statement to Parliament (30 November 1995)

In the course of responding to the motion that there be a commission of inquiry into the
purchase of The Conservatory, the Minister for Finance, Mr Haiveta, misled the
Parliament. He stated that "the purchase price of that building is approximately K15
million and not K19 million as stated".

Mr Haiveta was wrong, in that the purchase price actually paid for The Conservatory
was in excess of K16.7 million.

There were many serious allegations contained in the motion put to the Parliament:

. That the actual purchase price was far in excess of The Conservatory's real
value.

° That someone had gained monetarily to the tune of K9 million.

o That the projected value of the property was basically taken out of the rental

market estimate.

. That the anticipated annual return was inflated in a way which could not
substantiated.

o That the property was purchased at the height of PNG's foreign exchange
crisis.

Mr Haiveta did not address any of these issues in a meaningful way.

In his response to our preliminary report, Mr Haiveta, through his lawyers, said he
relied on Mr Mulina’s advice:
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The Ombudsman Commission’s criticism of Mr Haiveta rests on the unquestioning
way in which the advice was accepted. Mr Haiveta, despite being aware of concerns
with the purchase, was content to be wilfully blind to any difficulties.

Quality of debate in Parliament

The Ombudsman Commission agrees with the opinions expressed in the editorial in
The National on 1 December 1995. Mr Yaki's motion for a public inquiry into the
purchase of The Conservatory demanded thorough and extensive debate. Instead, the
debate was gagged by the government. This had the inevitable effect of increasing
suspicion in people's minds that there was something to hide. The Parliament appeared
unwilling to address the enormity of the issues involved. As The National pointed out:

The contributors must also be told if the property was bought by the seller for only
K9 million and sold to POSF for double that amount a month later without much
alteration. That is a right rip-off, if the stories are true.

Instead of addressing the issues head-on, most members of the Parliament who
responded to Mr Yaki's motion were only willing to trivialise the issue. They included:

° Mr Judah Akesim;
. Mr Nappotti Buru;
° Mr Aita Ivarato;

° Sir Pita Lus;
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° Mr David Unagi.

The National Parliament of Papua New Guinea failed miserably in its duty to properly
address the many important issues raised over the purchase of The Conservatory.

8.14] COVER-UP OF THE FACTS

As outlined above, the series of press releases, public notices and comments and the
statement made in the Parliament by Mr Haiveta resulted in a great deal of
misinformation  being distributed to the People of Papua New Guinea during
November 1995.

Tt is fair to say that what happened was a cover-up. Rather than making a frank
reassessment of the situation, the people involved in the decision to purchase The
Conservatory seemed intent on hiding the facts.

[8.15] FURTHER PUBLIC STATEMENT BY MR RAGIL:
18 DECEMBER 1997

On 18 December 1997, Mr Ragi , as Managing Director of the POSFB, placed a full
page open letter in both The National and the Post-Courier newspapers, addressed to
“Dear POSF members”. This letter was published after the Ombudsman Commission’s
preliminary report had been distributed in September and October 1997.

The purpose of the letter was to reassure POSF contributors that The Conservatory was
an excellent investment for the POSFB.

In his letter, Mr Ragi continued to give out wrong and misleading information about the
purchase of The Conservatory. Mr Ragi stated:

Apart from a sound rate of return, the value of the property continuously escalates
due to its prime location and its enormous redevelopment potential. ... The property
can be disposed of without significant discount should the need arise.

This was quite untrue. At no time has the POSFB been able to sell The Conservatory
for anywhere near the $18.72 million purchase price.

Mr Ragi also stated:
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For purposes of due diligence, valuations were undertaken. Tony Robert Real Estate
Pty Ltd put the market value at A$19.0 million. Crockford Valuers established a
value of A$21.0 million. These valuations were arranged by highly placed and
respected senior public servants utilizing industry standards, thus the credibility of
these valuations was accepted.

Mr Ragi knew that neither valuation was independent or objective. Mr Ragi also knew
that these valuations were arranged in both cases by the vendor of the property. The
credibility of these valuations should never have been accepted.

Mr Ragi also continued to rely on the head lease from the State to assess the worth of
The Conservatory.

From the POSF perspective, however, the real value of any asset is determined by
the expected future earnings or not cash flows, not subjective valuations. The long-
term legally binding lease with the State guaranteed acceptable returns and
solidified the true value of the investment.

Mr Ragi continued to ignore the investment risk associated with relying on a single
lease which generates rents approximately three times market value. More importantly,
Mr Ragi failed to see any ethical problem in relying on the State to prop up the
POSFB’s decision to purchase a property for more than double what it was worth.
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9. RECENT DEVELOPMENTS

[9.1] LEASE TO THE STATE EXECUTED: MAY 1996

NEC decision

On 10 May 1996, the National Executive Council approved the proposed “head lease”
of The Conservatory from Moki N° 10 Pty Ltd to the State for a term of ten years.
NEC also approved the re-location of the Papua New Guinea Consulate, Air Niugini
and the Tourism Promotion Authority to The Conservatory.

The NEC decision was made on the basis of a submission by the Minister for Finance,
Chris Haiveta. The submission set out the financial implications of the lease:

Rental payments by various offices to be housed in The Conservatory amounting to
K2.1 million per year will go to the members of the POSF.

Rental payments by Australian tenants on the property will become a source of
revenue for the Government. It is estimated that this rental revenue would be
around K0.5 per year.

The above payments should also have a positive effect on Papua New Guinea’s
foreign exchange cash flows.

The submission also enclosed a letter from the State Solicitor, Zacchary Gelu,
approving the terms and conditions of the lease.

The head lease

The head lease between the State and Moki N° 10 Pty Ltd was executed on 30 May
1996. The main terms of the lease, which is in a standard format used in Australia, are:

Lessor: Moki N° 10 Pty Ltd
Lessee: The Independent State of Papua New Guinea
Chapter 9
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Property leased:  The whole of the land on Lot 32 on RP 747595, Cairns [i.e. the
whole of The Conservatory]

Term of lease: 10 years from 1 May 1995 to 30 April 2005
Rent: First year:......cverecnvcnsercnns $AUD 2,112,600.00
Subsequent years............... Increase or decrease from previous
year according to the Consumer
Price Index.
Signing of the lease

The lease was signed on behalf of the State by the Secretary of the Department of
Lands, Mr John Painap, as delegate for the Minister for Lands. However, under
Section 47 of the Public Finances (Management) Act 1995 the lease should have been
signed by the Head of State, i.e. by the Governor-General, acting with and in
accordance with the advice of the NEC. This was because the consideration under the
lease exceeded K5 million. The lease was witnessed by the State Solicitor, Mr
Zacchary Gelu, who advised the government on the legal implications of the lease.

In his oral response to our preliminary report, Mr Gelu stated the Secretary for Lands
was authorised to sign the lease. Mr Gelu considered that the Papua New Guinea Land
Registration Act (Chapter 191) permitted all instruments transferring interests in land to
be signed by the Minister for Lands, and Mr Painap was a delegate of the Minister.
Therefore it was unnecessary for the Governor-General to sign the lease.

The Ombudsman Commission notes that Section 175 of the Land Registration Act
gives the Minister power to sign an instrument, which transfers or deals with land, on
behalf of the State. Section 3 of the Act says that “land” means land which is, or is able
to be, registered under the Act.

As land in Cairns clearly cannot be registered under the Papua New Guinea Land
Registration Act, neither the Minister’s nor the Secretary’s power under the Act
extended to signing this lease. This is so even though there was a NEC decision
approving the lease.

Mr Gelu acted below the standard expected from the State Solicitor in advising Mr
Painap to sign the lease as the Minister’s delegate. The lease should have been signed
by the Governor-General in accordance with the Public Finances (Management) Act.
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[9.2] LEASE PAYMENTS MADE TO POSFB

At the time of this report, the State has paid rent from the start of the lease, 1 May 1995,
to 31 October 1996. The following payment was made on 18 October 1996:

Rent for the period 1.5.1995 to 31.12.1995 $AUD1,408,400
Rent for the period 1.1.1996 to 31.10.1996 $AUD1,760,500
Total ) $AUD3,168,900
Converted at PGK 1.00 = AUD 0.975 K3,250,153.80

At the date of this report the State owes POSFB over three years outstanding rent.
Under the lease, interest is calculated on outstanding payments at the rate of 2% over
the rate given by the Landlord’s bankers on unsecured overdraft accommodation.

This method of calculating the penalty interest rate is not unusual. However it means
that the State is accruing a large debt in Australian currency, with the addition of
penalty interest at Papua New Guinea interest rates.

[9.3] CONTINUING PROBLEMS FINDING TENANTS

1994 - 1998

The Conservatory has continued to be plagued by very low occupancy levels - even
lower than the 25% level applying when it was purchased in November 1994.

The inability to attract tenants to the property has also caused a high level of
dissatisfaction amongst the existing tenants, some of whom have requested a decrease
in their rentals and expressed concern about the deteriorating condition of the property.

In his oral response to our preliminary report, Mr Roberts stated that during 1995, 1996
and 1997 he was continually frustrated in his attempts to lease out shops and offices in
The Conservatory. One reason was the delay of the Papua New Guinea government in
paying the stamp duty on the head lease. Until the stamp duty was paid, the lease could
not be registered, and potential tenants would not sub-lease premises when the head
Jease was unregistered. Mr Roberts also said he had not had a clear line of authority
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from the Department of Finance to make decisions. Nothing was being done.
Change of property management

On 20 February 1998, the board of Moki N° 10 Pty Ltd resolved that Tony Roberts
Real Estate be terminated from the management of the property. The decision was
made in light of the proposed lawsuit against the parties involved in the negotiation and
sale of The Conservatory to POSFB. As Mr Roberts was perceived to be one of these
parties, his continued management of the property was thought to be no longer
appropriate.

There were some difficulties in terminating Mr Roberts’s contract. Minutes of the
board meeting of Moki N° 10 Pty Ltd on 27 May 1998 stated:

5.2 Appointment of Managing Agent

The Board was informed that the notice for the termination of Tony Roberts Real
Estate has not been served as the company has been trying to resolve some
outstanding issues with the current management. Most of the issues have been
resolved and the company will now serve the notice to Tony Roberts.

As the termination notice was not served to the current Managing Agent, the newly
appointed Interim Managing Agents, Omega Property Group cannot commence with
the management of the property until such time the notice was served.

Omega Property Group, who specialise in turning around non-profitable buildings,
began their management of The Conservatory on 1 July 1998. They have been
renovating The Conservatory as funds allow, and are actively seeking out new tenants.
However the building, although currently in good condition, remains on the periphery
of the Cairns CBD with little pedestrian traffic.

At November 1999, The Conservatory was still less than 50% occupied.

[9.4] THE COST TO THE STATE

The rentals received for The Conservatory, by the State, for the month of July 1999
were just over $13,000.00; which amounts to $156,000.00 per annum. This is less than

one tenth of the $2,112,600.00 the State is supposed to be paying to the POSFB for
the building.
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At the rent levels being asked by Omega Management in July 1999, if the building
were fully leased the total annual rents would be $626,064.00, plus recoverable
outgoings. This does not take into account any incentives offered to new tenants.

The State is therefore paying, as head lessee, more than three times the amount that it
could expect to earn if the building were fully sub-let. This is a dramatic indication
of the grossly inflated rentals the State has agreed to pay.

At the time of this report the National Government’s one-stop shop policy had not
been implemented in Cairns. The Papua New Guinea Consulate and Air Niugini
remain in their previous accommodation.

The rent of this building by the State is therefore a complete waste of public money.
The rent the State is paying is more than three times market value. The building
remains largely unoccupied. The State is also leaving itself open to being charged
penalty interest for late payments.

The rent that is supposed to be paid by the State to Moki N° 10 Pty Ltd, for 1999, is
approximately K4.2 million. This is a significant sum in terms of the National
Budget.

In effect, the people of Papua New Guinea are being asked to subsidise the poor
decision of the POSFB to buy the building at a price greatly above its value.

[9.5] LEGAL PROCEEDINGS AGAINST THE STATE

At one point Moki N° 10 Pty Ltd lodged a claim against the State in Australia for
$6,285,926.12 in unpaid rents. At the date of this report, this converts to a claim of
approximately K11.4 million.

The POSFB has given an undertaking to the State that it would discontinue these
proceedings. At the date of this report the legal proceedings have not been further
advanced.

A legal battle can only add to the costs of both the State and the POSFB. This is a
further indication of the financial disaster that the purchase and subsequent lease of The
Conservatory has become.
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[9.6] THE COST TO POSFB

Because of the inflated rentals the POSFB has been able to obtain from the State, the
view has been advanced by some people that the purchase of the building has not been

a completely disastrous investment.

In his response to our preliminary report, Mr Pe Cho, Manager Investment Projects for
the POSFB, explained the transaction as follows:

If the State continues to pay the agreed rents, Moki N° 10 Pty Ltd, and therefore
POSFB, will have recouped its initial investment. As a result of the declining value of
the kina, the POSFB may even be able to sell the building for the same amount, in kina,

as it purchased it for.

However, as a comparison, if the POSFB had placed the purchase price of $18.72
million (K16.7 million) with an Australian bank at 5% interest in November 1994, it
would have accrued in November 1999 approximately $24 million, or K44 million at
current exchange rates. This difference is the real cost to the POSFB and its

Chapter 9
Recent Developments




259

contributors.
Loan to Moki N° 10 Pty Ltd

The POSFB and Moki N° 10 Pty Ltd entered into the original loan agreement on 25
January 1995. Moki N° 10 Pty Ltd borrowed K13.5 million for one year. The interest
rate was 10%, and the whole of the principal sum, plus interest, was to be repaid on 25
January 1996.

The principal sum was not repaid on this date.

On 30 May 1997, the parties agreed to alter the loan agreement. The principal sum is
now due to be repaid on 25 January 2000, or whenever refinancing was secured,
whichever is the earlier. The loan term had been extended to a maximum of five years.
The interest rate remained 10%, and interest payments were to be made every year on
25 January.

On 31 March 1998, Moki N° 10 Pty Ltd borrowed another K450,000.00 from the
POSFB under a loan agreement. The loan term was to be for one year with an interest
rate of 10%. Moki N° 10 Pty Ltd borrowed another K300,000.00 from the POSFB
under a loan agreement dated “October 1998”. Again, the loan term was to be for one
year with an interest rate of 10%.

The security given by Moki N° 10 Pty Ltd for both these later agreements was a first
mortgage over The Conservatory.

In total, Moki N° 10 Pty Ltd has borrowed K14.25 million from POSFB.

At the date of this report, Moki N° 10 Pty Ltd had made the following payments to the
POSFB:

1995 interest on loan: K1,182,978.59
1996 interest on loan: K1.344.811.10
Total: K2.527.789.69

These payments were a result of the State paying rent for the Conservatory in October
1996. In an internal office memorandum dated 14 January 1997, the Chief Accountant
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of POSFB stated “there were no interest arrears on the loan at 31.12.1996”.

However Moki N° 10 Pty Ltd has not made any repayments since 1996. The interest
on the loan is therefore seriously in arrears. Consequently, the loan to Moki N° 10 has
become a serious financial drain on the POSFB. Considerable interest income, which
would have been earned if the money used to purchase The Conservatory had been
invested elsewhere, has been foregone.

[9.7] WHAT WAS THE CONSERVATORY WORTH AT
OCTOBER 1997?

In Chapter 11 we report on the market value of The Conservatory at the time the
property was purchased, in November 1994. This paragraph is concerned with the
value of the property three years after that - in October 1997.

In September 1997 we instructed Richard Ellis, International Property Consultants, in
Brisbane to provide an assessment of The Conservatory. Richard Ellis are a reputable
international firm, and are licensed real estate agents and valuers.

We asked Richard Ellis to provide an assessment of changes in the value of the
property since the JLW valuation was prepared in November 1995. The details of the
JLW valuation are in Chapter 11.

The main points of the Richard Ellis assessment are set out below.

Property Description

Richard Ellis noted that the region immediately surrounding the property had changed
very little since the JLW valuation. However, with the opening of Caims Central

Shopping Centre, retail shopping patterns in Caimns have been re-configured away from
the location of The Conservatory.

Tenancy Overview

The annual gross lease income at October 1997 was $177,466.00. This was
approximately 23% of the total market lease income for the property, if all the building
were leased. Approximately 74% of the lettable area of the building remained vacant.

At November 1995 the gross lease income in the JLW valuation was $306,548.00. In
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the two following years the lease income had nearly halved. Total outgoings however
had increased by 20%, from $94.00 per square metre to $113.00 per square metre.

Financial Summary

As a result of the low level of occupancy and the limited gross lease income the
complex was “providing a negative return” - i.e. making a loss.

Current Lease Income $177,466.00

Budget Outgoings $335.497.00 (excluding recoverable outgoings of
$2,273.00)
Net Annual Loss: $158,031.00

Richard Ellis estimated that the cashflow from The Conservatory will not be positive
until the building is just under 50% leased.

Market Rental Analysis

Richard Ellis estimated that at October 1997 the average gross market rentals for The
Conservatory were:

Ground floor $250 - $270 per square metre
Upper floor $200 - $220 per square metre.

The reasons for the lack of improvement in the market rentals from 1994 to 1997 were:

. The decline in occupancy in the building making it less attractive to potential
tenants.

o The property’s location in a fringe or peripheral CBD region.

. The decrease in tourist visitors to the Cairns region from June 1994.

o The recent opening of Cairns Central Shopping Centre has resulted in an

excessive supply of retail space.

By way of conclusion, Richard Ellis stated:
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As a result of the decline in income from the property, coupled with the introduction
of new retail and commercial outlets in the city, demand by both tenants and
prospective purchasers/investors for this type of investment has declined since the
initial valuation undertaken by JLW Advisory in 1995. It is extremely difficult to
foresee any dramatic increase in the rental value or the overall value of the property
in the short term, and moreover, it is expected that without a significant marketing or
leasing campaign and the introduction of incentives and inducements for potential
tenants, together with the re-branding of the development, it is expected that limited
demand will be shown by potential tenants for the property in the short to medium
term.

Market Assessment

Richard Ellis conclude that a total re-configuration and re-examination of the property
is essential in order to achieve a viable economic return. Because of the current
negative income, it is extremely difficult to assess how much the building is worth.

Their conclusion as to the property’s value is not a formal valuation but an indicative
assessment, i.e. how much the owner could possibly expect to receive, if it were to sell.

The indicative assessment, at October 1997, was:
° $3 million.
Ombudsman Commission comments

The Richard Ellis report makes it clear that the POSFB both paid far too much for the
building, and have failed to achieve maximum return for the investment.

We note that very little has changed in the Cairns CBD since the date of that report. In
the opinion of the Ombudsman Commission, the indicative assessment provided by
Richard Ellis in October 1997 is still valid.

If the POSFB were to sell The Conservatory, it appears that they would only be able to
realise a fraction of their investment. In our recommendations at the end of this report,
we recommend that an expert is engaged to re-invigorate the building. It is essential
that there is commitment and focus in the future attempt to recoup some of the financial
loss.

QO @
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10. HOW WAS THE DEAL PUT TOGETHER?

[10.1] OVERVIEW

The contract of sale for The Conservatory was between the POSFB's subsidiary, Moki
N° 10 Pty Ltd, and Mr Warren Anderson's shelf company, Katingo Pty Ltd. However,
neither Katingo Pty Ltd nor Mr Anderson actually owned the property for most of the
time the negotiations took place with the POSFB.

In this chapter, we report on how the deal was put together, given that the people the
POSFB was dealing with did not own the property that they were selling.

[10.2] COMPANIES AND INDIVIDUALS INVOLVED

There were in fact four companies involved in The Conservatory deal. Those
companies and the individuals who controlled them (or, in the case of Moki N° 10, the
body which controlled it) were:

Cape Bouvard Investments Pty Ltd = Ralph Sarich
Asia Securities Pty Ltd = Bill Wyllie
Katingo Pty Ltd = Warren Anderson
Moki N° 10 Pty Ltd = POSFB
[10.3] ACQUISITION OF KATINGO PTY LTD: OCTOBER 1994

Cape Bouvard Investments and Asia Securities were established companies. However,
Katingo was only a shelf company. It was acquired specifically for the purpose of
purchasing and on-selling The Conservatory. Mr Anderson acquired the company on
Thursday 6 October 1994, four days before the POSFB decided to purchase The
Conservatory.
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On that date, the directors of Katingo became: Warren Perry Anderson, Sol Benn and
Umberto Bruno Gianotti. The company's two $1.00 shares were allotted to: Owston
Nominees No. 2 Pty Ltd and Tipperary Developments Pty Ltd. Both of the shareholder
companies are owned by Warren Anderson or members of his family.

[10.4] CHAIN OF TRANSACTIONS CULMINATING IN SALE TO
MOKIN° 10 PTY LTD

As far as we can ascertain, there were four separate transactions culminating in the
contract of sale between Katingo and Moki N° 10 on 24 November 1994.

Contract between Cape Bouvard Investments and Asia Securities

On 13 September 1994, Cape Bouvard, which was the owner of The Conservatory,
entered into an option agreement with Asia Securities, under which it granted an option
to Asia Securities to purchase The Conservatory for $9.75 million.

In return, Asia Securities paid Cape Bouvard a non-refundable option fee of
$100,000.00. A further $875,000.00 was payable on 13 October 1994, with the balance
of the purchase price, $8,775,000.00, payable 45 days later on 27 November 1994.

Thus, as a result of this agreement, Asia Securities acquired the right to purchase The
Conservatory at a set price of $9.75 million.

Contract between Asia Securities and Katingo

On 10 October 1994, the day the POSFB decided to purchase The Conservatory, Asia
Securities entered into a contract with Katingo under which it assigned its option to
purchase The Conservatory to Katingo, for the price of $2 million. No money changed
hands immediately. Instead, Katingo granted a fixed and floating charge (ie. a
mortgage) over all of its assets in favour of Asia Securities.

As a consequence of this contract, Katingo acquired the right to purchase The
Conservatory from Cape Bouvard at the set price of $9.75 million; and owed Asia

Securities $2 million.
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Contract between Cape Bouvard Investments and Katingo

Katingo subsequently exercised its option and, it appears, entered into a contract of sale
with Cape Bouvard Investments, purchasing The Conservatory for $9.75 million.

The instrument of transfer, lodged in the Queensland Land Registry in November 1994,
is reproduced below. The transfer was executed by Katingo on 14 November 1994. We
note that this is the same day that the POSFB gave K500,000.00 to Pato Lawyers as a
good faith deposit. It is also five weeks after the POSFB had decided to purchase the
building. At the time of the POSFB decision, on 10 October 1994, Katingo did not
own the building.

The instrument of transfer was executed by Cape Bouvard on 17 November 1994, just
seven days before the contract between Katingo and Moki N° 10 Pty Ltd was signed.

On 23 January 1995, a copy of the instrument of transfer was faxed by Barker Gosling
to Pato Lawyers, together with the covering note:

The purchase price paid by Katingo Pty Ltd may be of interest to your client.

As we reported earlier, however, this information was not conveyed by Pato Lawyers to
the POSFB.

Contract between Katingo and Moki N° 10

On 24 November 1994, Katingo entered in a contract of sale with Moki N° 10, under
which The Conservatory was sold to Moki N° 10 for $18.72 million.

These transactions are depicted in the diagram below.

Chapter 10
How was the deal put together?




266

CHAIN OF TRANSACTIONS CULMINATING
IN THE SALE OF THE CONSERVATORY TO
MOKI No. 10 PTY LIMITED

Option to purchase

v

CAPE BOUVARD $100,000
> CAVESTMENTS € ASIA SECURITIES

$2 million Option to purchase

$9.75 million

$18.72
million

MOKI NO. 10
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INSTRUMENT OF TRANSFER - FAXED BY BARKER GOSLING
TO PATO LAWYERS ON 23 JANUARY 1995
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CAVEAT LODGED BY ASIA SECURITIES - FAXED BY
BARKER GOSLING TO PATO LAWYERS ON 23 JANUARY 1995

SENT BY:

-

-
r

23- 1-95 1 6:14PM ; RARKER GOSLING- 913961:# 8/ 3
ooJa o ura’ww-* Mi v DR TGRAHE TH O PAIS4Na PGl . UbE -8y
romt 11 - CAVEst Fage 1
vexsion 2
tang 11tln AsL 1994 Queonainnd Land Hoglatxy
P LR e =

pealing 2 Bty Duty Imﬂg:
l |
i |
I !
l\.-“Nt-'n—‘-hﬂln-b--‘—!--\'vl"w-buh——ﬂl—v\-—"J - - - - e wm s Em m we A e — e B o m
1. Coveatoz ful) name end adavoss tar service Lodger Kame, addrass & bHond noeoar LORGER CODE
Auia Fecuvities PEY Led ACH 008 Tui 120 Malleaons §tephen Tagues; Level 30, ‘
Scatl Heaby, 48-80 Kingw Park Road. Waterfzont Plaes, 1 Eagle Utreel,
Hesl Perth, Westosy Austxalip 600% welujsune 014 4000 hodger coda (MEY 164}
2. pesoription of 10k Couaty Parish Title Rafarence
for 32 on AP T475DY Karus Caixny 23278234

—— PO —
e a4 A= ———————t

3, Zulwiant baing aleimgd
Ratate 9d aguitable woregayed’ uf fee sleple

1w ettt

4. Giruodn of clokm

pucavaat L0 8 fixed and ilaacang sguitaklo charyge aver all of itp agpeta and
vugdestaking qlven. by Katiago PLy Rt0 ACH 004 21) 591 in favour of the Cavealor

antied 11 Cubtler 1994

———t — oy [ PO P R, -

5. meglotaxed mmer futl name gnd address §. OLheyr purtlud full nawe and addrwad

gatiugo Pry Dtd ACN 008 21 M Kol applicable
1y Colin Street, Weas perth, Westorn
Auntralia, §OCH

9. Reguest/sxagueica
a) The Caveator claiming ag pes iuém 3 on thiy g wwnda ascailed in irem ¢ and kubjert
va the Land Titly Act 1994 Forbids Lhe egintzarion of ey instzunvat affecting the
1eud desoribed in lcew d until -
sihip Caveat ig withdrava DY tha Caveblos
nihe—oumpl e tlon Wa&b—“ﬁ‘—““"w wddadram A Lonly—iL-Cavansis

Mb\luub—-&é—sﬁoﬂ
fiuhlo caveat does not spply Ue the Pollewing LABEYUMBNER ...oeavrveinirm e o e orns

#iudart owiling ovstar of pruyously 1pdged doglirgnts DY deleba {f \ndppropriste i

o

y—rhe, Caventor ciaiming an per ieom 1 ed the grounds detmjled in dnem d and subjaat
Lo the LirerTitle-Act 1884 torbida ~
+Lhe outoring of the sppl cnm'tew'mlg_\éulon by denth

srhe isgue Of Auct Title us gubatitute dpptrynsdm. —~-—— .
s\ e delinglng of the land under tho provisions of the Land TreAct-1694,

soqiata glatosnts vt sppiicible Exocutien hato CHvearoe’a oF
svlicitog!s Bigmatusd

j / l‘tl!‘llvll.-nhll;vlp-
ROBYN UATRICIA BANDERS

Wote: & s8)ieitor s ruguired 1o print fult name i
signing on buhadt af the Cavaator




269

[10.5] PROFITS MADE AS A RESULT OF THE VARIOUS
TRANSACTIONS

Each of the parties in the chain of transactions - other than Moki N° 10 and the POSFB
- benefited substantially. We estimate that the following gross profits were made.

Cape Bouvard Investments (Ralph Sarich)

Sale price to Katingo plus option price paid by Asia Securities minus notional
market value

$9.75 million plus 0.1 million minus $7 million

It

$2.85 million.
Asia Securities (Bill Wyllie)
Sale price of option to Katingo less option paid to Cape Bouvard

$2 million minus $0.1 million

$1.9 million. J
Katingo (Warren Anderson/Solly Benn)

Sale price to Moki N° 10 minus the sum of the purchase price paid to Cape
Bouvard and the purchase price of option.

$18.72 million minus ($9.75 million + $2 million)

$6.97 million.
Moki N° 10's overpayment (the POSFB)

The above substantial gross profits were attributable to Moki N° 10's overpayment, i.e.
the premium it paid on the market value of the property:
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Purchase price minus notional market value

= $18.72 million minus $7 million

I

$11.72 million overpayment.
Profit flow

The profit flow is shown in the diagram below.

CAPE BOUVARD
INVESTMENTS ASIA SECURITIES
$2.85 million profit $1.9 million profit

 KATINGO
$6.97 million profit

MOKI NO. 10
$11.72 million
overpayment

The profit flow gives rise to some obvious questions:
. Why did the POSFB go through the middlemen?

. Why didn't the POSFB purchase The Conservatory through the obvious
alternative route: directly from Mr Sarich's Cape Bouvard Investments?
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) Why were such profits able to be made in a real estate market which was, in
late November 1994, in a depressed state?

We have been unable to identify any satisfactory answers to these questions.
[10.6] SIGNIFICANCE OF THE 13 OCTOBER 1994 DEADLINE

Under the option granted by Cape Bouvard Investments to Asia Securities, $875,000.00
(in addition to the initial $100,000.00) was payable on 13 October 1994. Mr Anderson
(Katingo) had to decide before this date whether he wanted to purchase the option from
Asia Securities.

Evidently, Mr Anderson needed an assurance that the POSFB would purchase the
property from him, before he purchased the option. If that assurance were not obtained,
Mr Anderson would run the risk of being obliged to purchase the property for $9.75
million, a price which was well above its market value.

Viewed in this light, the following events, described in earlier chapters of this report,
assume added significance:

° The political pressure put upon Mr Ragi to call the POSFB meeting in early
October 1994, despite the absence overseas of the Chairman, Mr Aopi.

. The political pressure on Mr Peruka, also concerning the calling of the 10
October 1994 meeting. Mr Peruka told the Commission: "There was pressure
at that time on the Board and there was some emergency with the vendors".
Mr Peruka also said that Mr Ragi was "adamant this thing must be approved".

. The fax by Katingo's lawyers to Pato Lawyers, enclosing a "final draft" of the
contract of sale some hours before the POSFB decision on the afternoon of 10
October 1994 to go ahead with the purchase.

o Mr Ragi's fax to Mr Anderson on 11 October 1994 to advise him that the
POSFB had approved the purchase.
° Other unusual events of 11 October 1994:
> The POSFB's ill-directed submission to the Prime Minister, Sir

Julius Chan, for ministerial approval.
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> The Acting Secretary for Finance Mr Kila Ai's briefing with
the Prime Minister.

> Mr Ragi's luncheon meeting with the Prime Minister.

> The Prime Minister's instruction to Mr Ai that a
recommendation be immediately prepared.

In light of the above, it is apparent that the POSFB's decision-making processes and the
ministerial approval were being rushed to suit the needs of the vendor.

In his response to our preliminary report, Mr Ai emphasises that he did not consider Sir
Julius’s control of the transaction to be unusual.

[10.7] WAS MR RAGI AWARE THAT MR ANDERSON DID NOT
OWN THE PROPERTY?

One of the issues we have investigated is whether the POSFB, and Mr Ragi in
particular, were aware that Katingo Pty Ltd (i.e. Mr Warren Anderson) did not own The
Conservatory.

When Mr Ragi was summoned to give evidence before the Ombudsman Commission,
this issue was raised with him, as follows:

oC : But in actual fact, as it transpired, did Anderson own the property
or was it still held by Sarich, at that point in time [10 October
1994]?

RAGI : | really don't know ... | never knew. We always went by the advice
that they owned the property and we just didn't know that Sarich
owned the property. ...
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Did you accept Sol Benn as being the vendor’s agent?

RAGI : I had no reason not to.

We have great difficulty accepting Mr Ragi's oral testimony on this matter, as there is
documentary evidence which shows he was aware the POSFB was not dealing with the
owner of the property.

For example:

On 24 September 1994, the POSFB received the Tony Roberts property
report. This included a title search which showed that neither Mr Anderson
nor any company associated with him was the registered owner of the

property. .

On 7 October 1994 - three days before the POSFB decided to purchase The
Conservatory - the Chairman of the Office Allocation Committee, Mr Peruka,
and Mr Iamo of the Department of Finance, both wrote to Mr Ragi, raising
concerns about the ownership of the property. They both said the information
provided by Tony Roberts was inadequate in this regard and sought
clarification of the role of Mr Anderson's company, Tipperary Developments

Pty Ltd.

Mr Ragi's response of 10 October 1994 was to say that he had been "advised
that the property will be registered in the name of the subsidiary of Tipperary
Developments Pty Ltd today or tomorrow after completion of formalities."
(This turned out not to be the case, however, as the vendor, Katingo Pty Ltd,
did not execute the instrument of transfer until 14 November 1994, just ten
days before the contract of sale to Moki N° 10 Pty Ltd was signed.)

On 12 October 1994, it was brought to Mr Ragi's attention by Pato Lawyers,
in writing, that Katingo was not the registered owner. Mr Ragi made a
notation on Pato Lawyers' letter which shows he read the letter.

The contract of sale signed by Mr Ragi on 24 November 1994 included a
special condition that "the vendor is entitled to become the registered owner of
the land ... in pursuance of a contract made between the vendor and Cape
Bouvard Investments Pty Ltd and dated 11th October 1994".
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Our opinion is that the POSFB, and particularly Mr Ragi, did in fact know that Mr
Anderson was not the owner of The Conservatory when the contract negotiations were
conducted in October-November 1994.

In other words, Mr Ragi was aware they were dealing with a "middleman". So, again,
this gives rise to obvious questions:

. Why didn't Mr Ragi negotiate with the owner of the property?
. Why did he allow himself to be pressured?
° Why didn't he take steps to stop the deal in its tracks?

Mr Ragi was aware that the deal was not transparent, but failed to do anything about it.

In his response to our preliminary report, Mr Anderson rejects the description of
himself as a “middleman”. Mr Anderson states that Tipperary and himself have built
and sold over 70 shopping centres in Australia without a legal dispute about the price.

[10.8] WAS THE POSFB AWARE OF THE AMOUNT MR
ANDERSON HAD PAID FOR THE CONSERVATORY?

Another issue we investigated is whether the POSFB, and Mr Ragi in particular, knew
that Katingo Pty Ltd (i.e. Mr Warren Anderson) had paid only $9.75 million for The
Conservatory.

When Mr Ragi was summoned to give evidence before the Ombudsman Commission,
he stated that he first learnt how much Mr Anderson had paid for the property when he
read it in the newspapers.

Mr Ragi also denied that the sale price to Mr Anderson was a matter of concern for the
POSFB:

Well as far as I'm concerned, the price he [Mr Anderson] paid to them [Cape Bouvard
Investments] is not relevant to me. All I'm worried about is what I'm going to get
when | lease it. I still maintain the Investment is proper and definitely enhances my
property portfolio. | now have a liquid asset and | can sell it quite easily on the
market if | had to, and | never had that before.
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Having considered the documentary evidence, we consider that Mr Ragi's oral
testimony was truthful on one point. The POSFB was not aware that Katingo Pty Ltd
had paid only $9.75 million, for a property it was selling almost immediately
afterwards for $18.72 million.

At one stage, in January 1995, the $9.75 million figure was brought to the attention of
Pato Lawyers by their Queensland agents, Barker Gosling. But Pato Lawyers failed to
pass this information on to the POSFB.

Having said that, however, we consider that the POSFB, and Mr Ragi in particular,
should have inquired about the price Katingo had paid, given the peculiar
circumstances in which the transaction was taking place. The contract of sale should
not have been signed by Mr Ragi in the absence of this vital information.

We are not persuaded by Mr Ragi's explanation that the price Katingo (Mr Anderson)
paid for the property was irrelevant, in view of the proposed lease of the property to the
State. This simply avoids the pressing issues:

. If Mr Anderson was able to negotiate to buy the property for $9.75 million just
a few weeks before selling it to the POSFB for almost double that amount,
why didn't the POSFB deal directly with the owner in the first place?

. Why didn't the POSFB negotiate the purchase price, instead of sitting idle as it
accelerated?

We have been unable to identify satisfactory explanations of these issues. ) |
[10.9] POSSIBLE BREACH OF CONTRACT BY KATINGO PTY LTD

In the contract of sale for The Conservatory there was a special condition under which

the vendor, Katingo Pty Ltd, warranted that it was entitled to become the registered

owner of the land in pursuance of a contract between it and Cape Bouvard Investments |
Pty Ltd, dated 11 October 1994.

We are unable to say whether, in fact, such a contract existed.

The uncertainty arises in light of a response by Mr Solly Benn to a fax from Mr Joseph
Wingia, who wrote in his capacity as Acting Managing Director of the POSFB on 11
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January 1996, inquiring about the contract between Katingo and Cape Bouvard
Investments referred to in the contract of sale.

Mr Benn stated:

We write in response to your letter of today’s date. There is no contract between
Katingo Pty Ltd and Cape Bouvard Investments. Katingo Pty Ltd purchased the
above property from Asia Securities Pty Ltd, a property investment company, which
has large investments throughout Australia.

We therefore do not have access to the purchase contract between Asia Securities
Pty Ltd and Cape Bouvard Investments. To obtain the original purchase contract, we
would need to contact Asia Securities, who we feel would not supply this detail as
we understand the contract has confidentiality clauses. However, should you wish
we can forward a copy of Mr Bill Wyllie's (Asia Securities) recently published press
statement, then please feel free to contact our office at your convenience.

In his response to our preliminary report, Mr Benn again stated:

We have not examined the agreement between Cape Bouvard and Asia Securities
which provides for the option to purchase. However it is unlikely that such a document
included the actual contract of sale. Normally, once an option has been exercised, the
parties then enter into an additional contract of sale. After Asia Securities assigned its
option to Katingo, and Katingo exercised that option, Katingo would then enter into a
separate contract for sale with Cape Bouvard.

If a contract was not in existence, Katingo was in breach of the warranty it gave the
POSFB in the contract of sale. The warranty clearly indicated that there was a contract
between Katingo and Cape Bouvard Investments. The POSFB could have terminated
the contract to purchase the Conservatory.

In any event, the POSFB and its lawyers should have taken steps to ensure that Katingo
did comply with these warranty conditions.
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SUMMARY OF CONTRACTUAL ARRANGEMENTS

There is some uncertainty surrounding the precise chain of transactions which
resulted in The Conservatory being sold to Moki No 10 Pty Ltd.

But it is clear there were at least two other companies involved, in addition to
Katingo Pty Ltd.

All of the companies, other than Moki No 10 Pty Ltd, made substantial profits
from the transactions.

Mr Warren Anderson's Katingo Pty Ltd appears to have made a gross profit of
approximately $7 million.

Mr Ragi and the POSFB were aware they were dealing with a "middleman",
who was not the owner of The Conservatory.

But Mr Ragi and the POSFB made no attempt to find out what the middle-
man had paid for the property.

In the contract of sale, there is a possibility that Katingo may have
misrepresented the circumstances in which it was acquiring The Conservatory;
“and if that is established, the POSFB may be entitled to damages for breach of —
contract.
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11. WHAT WAS THE MARKET VALUE OF
THE CONSERVATORY?

[11.1] OVERVIEW

In order to investigate the purchase of The Conservatory, it was necessary to obtain an
authoritative valuation of the building. For this purpose, the Ombudsman Commission
engaged an independent and qualified valuer.

In this chapter, we summarise the valuation undertaken and compare its methodology
with that used in the two reports obtained by the POSFB in 1994 to justify purchasing
The Conservatory for $18.72 million. We also refer to another independent valuation
undertaken in 1996.

We conclude by giving our opinion of the market value of The Conservatory at the time
it was purchased in late November 1994.

[11.2] ENGAGEMENT OF JONES LANG WOOTTON:
NOVEMBER 1995

Valuation of properties is a technical skill. In Australia, valuers are registered with
professional associations which regulate their conduct and maintain ethical standards.
Banks and other financial institutions, before agreeing to finance the purchase of
properties, almost invariably insist on having them assessed by licensed, qualified
valuers.

After considering a list of organisations licensed to value properties in Queensland, the
Ombudsman Commission decided to engage the services of Jones Lang Wootton
Advisory Services Pty Ltd, Queensland, Australia (hereafter referred to as JLW), which
is a well known and reputable valuer.

JLW was also engaged to prepare a valuation of Malagan House, Brisbane (the building
which houses the Consulate-General of Papua New Guinea). The total cost to the
Ombudsman Commission of these two reports was $15,000.00.

Chapter 11
Market Value

ahioll e

s g

¥ wrany



279

JLW was instructed to pay particular attention to the level of prevailing market rentals
and to provide an objective assessment of the market value of the property, subject to
the existing tenancy agreements, as at late 1994-early 1995.

JLW appointed Mr Dennis Gowing to carry out the valuation. He is the holder of a
certificate of valuation (No. 1442) issued by the Real Estate Valuers Registration Board
of Queensland. To prepare the report, Mr Gowing travelled to Cairns, where he
conducted a physical inspection of The Conservatory and its environs in late November
1995.

f11.3] THE JLW REPORT: DECEMBER 1995

In December 1995, the Ombudsman Commission received the valuation report by
JLW. The report was 19 pages in length, plus annexures.

Description of property

The report began with a detailed description of the property (location, improvements,
site details, tenancy, zoning, statutory information, title references and services).

) The_ Conse_r\_fafo_ry_'s _locatio_n was described as follows:

The property is currently located on the periphery of the CBD and appears to lack
adequate pedestrian traffic flow. The heart of the CBD is located further along Abbott
Street where a number of major retailers are located (including prominent duty free
shops, retail arcades and supermarket).

It was added, however, that pedestrian traffic within this region of Cairns should
increase dramatically with the completion of the casino.

The improvements to the property were said to be in a reasonably good state of repair.
Tenancy details
Tt was noted that all leases generally contain similar provisions requiring each tenant to

pay a base rental, subject to annual review. Ground floor tenants are required to
contribute to the outgoings for the property.
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Financial analysis

Total annual lease rental received from the complex is $257,647.00. This was
considerably lower than the figure assumed when the POSFB was deciding to
purchase the building: $430,000.00.

Rental rates vary according to the location of the space within the building:

> Ground floor - $213.00 - $570.00 per square metre.

> 1st floor - $200.00 - $217.00 per square metre.
Outgoings for the premises (cleaning, electricity, fire levy, insurance, pest
control, repairs and maintenance etc) were approximately $275,000.00 per
annum, of which $51,901.00 was estimated to be "recoverable" (i.e. the owner

of the building can recover it from the tenants, as a top-up on their rent).

Estimated gross income of The Conservatory at the time of sale, prior to
deducting a vacancy provision and annual outgoings, was therefore:

base lease rental $254,647.00
recoverable outgoings 51,901.00
S $306,548.00 -

There is "enormous potential” to increase revenue over the next few years, due
to the new casino and possible redevelopment of the adjoining property.

But regard must be given to the features of the property at the time of sale:

The facts are clearly evident. The property s substantially vacant and we understand
that the complex has had a vacancy problem for some time. Moreover, there has
been little rental growth and even though it is acknowledged that discussions are
currently under way with a number of potential tenants, there Is an element of risk to
any purchaser in endeavouring to achieve full occupancy in circumstances
suggesting that in the short term this may not be possible. Therefore any risks
associated with obtaining full occupancy or higher rental growth will be reflected in
the price paid. A prudent purchaser will allow for an appropriate period to obtain full
occupancy, together with all associated costs Involved in achieving this goal. This
will include any capital or tenancy costs, professional fees, leasing fees, advertising
and so on.
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Market analysis

The market analysis was undertaken from two perspectives: rental data and sales data.

Rental data
o The Conservatory's average rentals at the time of assessment (November
1995) were:
> Ist floor - $209.00 square metre (gross).
> Ground floor - $344.00 per square metre (net)
- $434.00 per square metre (gross).
. For comparative purposes, JLW examined the levels of rental being received

o . . 2 |
In similar retail/commercial properties:

> Village Lane, adjacent to Caimsg International Hotel, considered to be
"slightly superior to The Conservatory".
> Ground level of the National Mutual Building, .opposite in Lake
- - Street, dé§<':rib_ed_zis“"rﬁ‘ar‘gﬁlﬁa’lly_‘ihfe"rid'r_ ‘to The™ Conservatory,”
however, ground floor tenants have the advantage of high pedestrian
flow due to the presence of other office tenants in the building".

> Palm Court, adjacent to the north on Lake Street, described as
"slightly inferior overall, but appears to enjoy a better traffic flow".

. Based on a comparison with the above rental evidence and having regard to
the existing rentals achieved within The Conservatory, JLW then arrived at
"estimated average market rentals" applicable to The Conservatory:

> 1st floor - $250.00 square metre (gross).

> Ground floor - $380.00 per Square metre (net; plus

recoverable outgoings).
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Sales data

. In assessing sales data, it was noted that there had been no recent comparable
sales. However, the following sales were considered:

> Palm Court, two level retail/commercial complex, Lake Street - sold
for $6.35 million in December 1993.

> Old Cairns Post Office, Abbott Street - sold for $5.5 million in
January 1994.

> Two level, retail commercial building, 47 Abbott Street - sold for $6.3
million in December 1993.

> Rydges Plaza, large hotel complex with retail uses on the ground
floor, 32 Spence Street - sold (in "stressed circumstances") for $9.8
million in August 1993.

o JLW concluded, having regard to the above data and their general knowledge
of the investment market prevailing throughout Queensland, that a prudent
purchaser would attempt to achieve a net yield of 10-11% for The
Conservatory, assuming a fully leased development.

Valuation rationale

JLW's valuation was based on the capitalisation of income approach:

Our valuation of the property is based on the capitalisation of income approach
which is believed to be the most appropriate method in this instance. The method
entails the assessment of the achievable net income from the property (fully leased)
after deducting all appropriate annual outgoings. The deduced income is capitalised
at a rate determined from comparable market transactions to arrive at a value of the
centre fully leased. All necessary costs to be incurred in securing full occupancy are
deducted including leasing fees, letting-up allowances during the interim period
when rental is not being received but outgoings must still be met, items of a capital
nature and any other appropriate expenses.

In this instance we have adopted capitalisation rates of 10% and 11% as at the date
of sale and have assumed that full occupancy may not be achieved for a period of
two years. Rental rates of A$380 (net) and A$250 (gross) have been adopted for
remaining vacant tenancies, with leasing fees included at a rate of 10% of annual
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lease rental. Promotion expenses have also been deducted at an amount of
A$20,000 assuming a prudent owner would endeavour to secure tenants as soon as
possible and would utilise media outlets and other means to assist in this aim.
Annual outgoings have been assessed at a rate of A$92 per square metre and we
have assumed a rate of recovery for new tenants on the ground floor at A$74 per
square metre after deducting for Land Tax (non-recoverable). Provision for
vacancies of 5% of income has been allowed to reflect the potential difficulties of
sustaining full occupancy in perpetuity.

We have not allowed for any reversionary rental growth for existing tenancies given
the high vacancy factor and the unlikely event that this can be achieved. Similarly,
we have not prepared a discounted cash flow for the investment given the
difficulties in accurately assessing future income levels and future rental growth
without the assistance of a detailed market report including a supply/demand
analysis, demographic survey, net effects from the Casino, etc.

We have deducted an amount of $200,000 for capital works including rectification of
damaged tenancies and partial contribution to incentives/fitout.

A summary of calculations was presented as follows:

Current Lease income
_Ground Floor . __ %5823
First Floor T 28824 I
$254,647
Potential additional income
Ground Floor 1,063 sq m @ $380 (net) $403,940
First Floor 1,165 sq m @ $250 (gross) $291,250 $695,190
Recoverable outgoings
(i) Current $ 51,901

(i)  Additional recovery from
new Ground Floor tenancies:

R 1,063 sqm @ $74/m2 $78,662 $130,563

Estimated Total Gross Income

Fully leased: $1,080,400

Chapter 11
Market Value

283




284

Deduct Vacancy Provision @ 5% 54,020
$1,026,380
Deduct estimated annual outgoings: $ 275,000

Deducted estimated annual net

income (fully leased) $ 751,380

Valuation and conclusion

JLW formed the opinion that the estimated market value of The Conservatory in
November 1994 was:

° $5.75 million - $6.5 million.
[11.4] RESPONSES TO THE JLW VALUATION

In his response to our preliminary report, Mr Tony Roberts disagreed with the JLW
valuation.

Mr Benn, of Tipperary Developments Ltd, also disputed the JLW valuation in his
response to our preliminary report.
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Mr Cho claimed that JLW’s estimated potential income from sub-tenants is irrelevant
to the POSFB, because of the head lease to the State.

[11.5]

AUSTRALIAN VALUATION OFFICE REPORT

In February 1996, the Auditor-General of Papua New Guinea obtained a valuation
report on The Conservatory prepared by the Australian Valuation Office. The valuation
was prepared in accordance with the following assumptions:

The ... market value Is on the basis of the highest and best use, reflects the inherent
potential of the property, and Is the price at which an interest in the property might
reasonably be expected to be sold at the date of valuation on that basis assuming:

(a)
(b)

(c)
(d)

a willing buyer and a willing but not anxious seller;

a reasonable period within which to negotiate the sale, taking into account
the nature of the property and the state of the market;

that values will remain static during that period;

that the property will be freely exposed to the open market; and
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(e) that no account will be taken of any higher price that might be paid by a
purchaser with a special interest.

The Australian Valuation Office formed the opinion that the market value of The
Conservatory in October/November 1994 was:

° $8 million.
[11.6] STATUS OF THE TWO MARKET APPRAISALS OBTAINED
BY THE POSFB

Before executing the contract of sale for The Conservatory, the POSFB obtained two
"market appraisals":

. In September 1994, Tony Roberts Real Estate concluded that the market price
of the building was $18.9 million.

o In October 1994, Crockford Property consultants estimated the market value at
$21 million.

As we indicated previously, it was dangerous for the POSFB to rely on these appraisals
as they were prepared by real estate agents who were not qualified or registered as
valuers. Furthermore, both appraisals were arranged by Mr Solly Benn, representing the
vendor of the property, Katingo Pty Ltd. Mr Crockford’s report was paid for by the
vendor. Mr Roberts’ report was prepared in consideration for being later granted
property management rights. The appraisals were not independent.

It must also be said, having regard to the detailed facts and accepted methodology used
in the JLW Report, that the Roberts and Crockford reports were fundamentally flawed.
For example:

. They gave descriptions of the location of the property (Roberts: "heart of the
CBD"; Crockford "prime CBD area") the falsity of which would have been
apparent to any reasonable, casual visitor to Cairns.

« They used unrealistic comparative rentals. This had the effect of:
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(8) artificially inflating the expected income of The Conservatory; and
consequently

(b) artificially inflating its projected value.
. They assumed immediate realisation of maximum leasing capacity of the
building, overlooking the fact that at the time their appraisals were prepared,

The Conservatory had an occupancy level of only 25%.

. They failed to have regard to any of the costs associated with achieving
maximum leasing capacity.

Mr Roberts disagrees with the four dot points above. He claims the “CBD” is a matter
of personal definition, and The Conservatory is located in the heart of the CBD. He
also claims the comparative rentals were realistic, and based on the continuation of
existing tenancies and the future tenancies by Papua New Guinea agencies. Mr Roberts
states again that his report was based on the immediate realisation of maximum leasing
capacity provided by the Papua New Guinea government. The government lease would
result in 100% occupancy.

The Ombudsman Commission has carefully considered Mr Robert’s contentions.
However, in the opinion of the Ombudsman Commission, neither the Roberts report
nor the Crockford report could be regarded as providing a legitimate value.

Both reports were based on incorrect data. The reports lacked substance.
[11.7] MARKET VALUE OF THE CONSERVATORY

In determining the market value of The Conservatory for the purposes of this
investigation, we have disregarded the opinions provided in the Roberts report and the
Crockford report, as we consider that neither was credible or acceptable to any
reasonable person.

Two legitimate valuations have been prepared by qualified and independent valuers,
who gave the following assessments:

) JLW Advisory - $5.75 million to
$6.5 million.
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o Australian Valuation Office . $8 million.

The Ombudsman Commission considers, having regard to these legitimate valuations,
that the approximate market value of The Conservatory in November 1994, was:

] $7 million.

That the POSFB agreed to pay more than two-and-a-half times that amount - $18.72
million, later increased because of exchange rate adjustments and other factors - is a
matter of very serious concern.
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12. ROLES OF INDIVIDUALS AND FIRMS

[12.1] INTRODUCTION

The contract of sale for The Conservatory was between two companies, Katingo Pty
Ltd and Moki N° 10 Pty Ltd. However, in order to draw conclusions as to the
conduct of the governmental bodies and officers involved, it is necessary to
consider the roles played by particular individuals in the transaction. Not only
public officials, but also private individuals.

In this chapter, we summarise the roles played by individuals who were involved in
The Conservatory transaction and other arrangements and transactions referred to in
this report. We consider not only those who actively promoted the purchase, but
also those who were in a position to advise against it but failed to do S0; or, as in
some cases, changed their minds.

The inclusion of a person's name in this chapter is not intended to indicate, for that
reason alone, that the person has done anything wrong. No adverse implication
should be drawn simply by reason of the inclusion of a person's name. Where we
consider it necessary, however, we do, for the purpose of reaching our findings as to
wrong conduct and defective administration, comment adversely on the conduct of
certain individuals.

Many of the individuals, mentioned in this Chapter, responded to comments we
made in the equivalent chapter of the preliminary report. In the interests of fairness,
we have quoted at length from an individual’s response. We have noted where an
individual did not respond to the preliminary report. Where appropriate, we give
our deliberations and views on an individual’s response.

The names are listed in alphabetical order.
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[12.2] WHAT ROLES DID VYARIOUS INDIVIDUALS PLAY IN
THE CONSERVATORY DEAL AND OTHER ASSOCIATED
TRANSACTIONS AND ARRANGEMENTS?

Kila Ai

Mr Ai was the Acting Secretary for Finance at various times when The
Conservatory purchase was analysed by the Department of Finance. He is currently
employed by the Central Provincial Government.

In October 1994, the Secretary for Finance and Chairman of the POSFB, Mr Aopi,
was absent and Mr Ai was Acting Secretary and an acting member of the Board of
the POSFB.

Mr Ai did not attend the POSFB meeting on 10 October 1994, when it was decided
to purchase The Conservatory. On the following day, however, he briefed Prime
Minister Sir Julius Chan on the purchase. On that day, he also received an
instruction to prepare a recommendation for the Prime Minister's approval. Mr Ai
did not question the nature or extent of the Prime Minister's involvement in the
matter, which was irregular.

On 13 October 1994, Mr Ai sent a draft lease to Sir Julius for his "reference and
approval". This assumed that the State would agree to enter into a lease purchase
agreement covering the entire building for ten years. Mr Ai fell into error at this
stage by simply giving the Prime Minister the advice he thought the Prime Minister
wanted to receive - rather then giving his advice from an independent standpoint.

Soon after his initial advice to the Prime Minister, Mr Ai signed another document
formally recommending that Sir Julius’s approval as Acting Minister for Finance be
given for purchase of The Conservatory. Mr Ai based his advice on a valuation of
the property undertaken by Crockford Property Consultants of Caimns. That
valuation, however, was neither legitimate nor independent - facts which should
have been manifestly obvious to Mr Ai.

Mr Ai supported a very bad investment decision, due to political pressure.

In his response to our preliminary report, Mr Ai denied that he provided bad advice
under political pressure.
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The Ombudsman Commission has considered Mr Ai’s comments. Our opinion,
however, is that Mr Ai acted negligently by giving his advice to Sir Julius Chan. If
Mr Ai had been more prudent, and been prepared to give independent advice, it is
likely that the decision to purchase The Conservatory would have been forestalled.
We do not consider Mr Ali is able to escape responsibility by arguing that it was the
duty of the POSFB to point out the flaws in the valuation. Mr Ai should have
brought his own assessment to bear on the proposal.

Warren Anderson

Mr Anderson was a director and major shareholder in the two companies directly
involved in the sale of The Conservatory to the POSFB, Tipperary Developments
Pty Ltd and Katingo Pty Ltd. Mr Anderson is based in Perth, Western Australia. He
is a well-known property developer and businessman.

Mr Anderson's company, Tipperary Developments, was also the proponent of the
proposal put forward in 1994 to build a series of office buildings at Somare Circuit
Waigani on land owned by a company in which Sir Julius Chan had a controlling
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interest.

We estimate that Mr Anderson's company Katingo Pty Ltd made a profit of
approximately $7 million from the sale of The Conservatory to the POSFB.

Mr Anderson made the following general comment about the preliminary report:

Gerea Aopi

Mr Aopi was the Secretary for Finance, and Chairman of the POSFB, when the
decision was made to purchase The Conservatory in October 1994. He is currently
employed by Oil Search Limited, as Government and Corporate Affairs Manager.

Mr Aopi was absent overseas when the POSFB!'s crucial decision of 10 October
1994 to purchase The Conservatory was made. He was also absent when the Acting
Minister for Finance, Sir Julius Chan, was advised in October 1994 to approve the
purchase. He was also absent from the special meeting of the POSFB on 23 January
1995 when it was decided to change the finance package and provide a loan of
K13.5 million to Moki N° 10 Pty Ltd.

Mr Aopi made no recorded objection to the purchase of The Conservatory. Nor did
he express any concern about the price being paid or the procedures adopted before
any of the above decisions were made.

As Chairman of the Board, he should have raised strong objections to the purchase,
once he became aware of the matter.

In his response to our preliminary report, Mr Aopi emphasised that he was absent
from the crucial meetings. He denied that he was responsible for the Board’s
decision.
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The Ombudsman Commission has considered Mr Aopi’s comments. We accept his
submission that he is not responsible for the day to day operations of the POSFB.
However we remain of the view that, as Chairman of the Board, Mr Aopi had a
responsibility to very carefully assess this major proposal. We do not consider Mr
Aopi discharged this responsibility.

Mark Basausau

Mr Basausau was a senior officer of the Department of Finance and a member of
the Office Allocation Committee. He no longer holds those positions, nor holds any
other public office.

Mr Basausau acted improperly in March 1995 when he wrote on behalf of the
Chairman of the Office Allocation Committee, Mr Peruka, to the POSFB, advising
that the Committee would lease all office space within The Conservatory for a
period of seven years at $700.00 per square metre. This was an extraordinarily
generous, and ill-conceived, commitment.

No such commitment should have been made without the authority of the Office
Allocation Committee. Mr Basausau had no authority to write this letter and he
acted without the knowledge of Mr Peruka or other members of the Office
Allocation Committee.

Mr Basausau later represented the POSFB in negotiations regarding the lease of The
Conservatory.
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In his response to our preliminary report, Mr Basausau made the following general
comments regarding his actions:

It appears that Mr Basausau’s role was poorly defined. He was obeying instructions
without being clear on who had the ultimate authority and responsibility.

John Ban

Mr Ban is a senior officer of the POSFB. In December 1994 - January 1995, he was
the Acting Managing Director when Mr Ragi took recreation leave. He is currently
Acting Managing Director of the POSFB.

December 1994 - January 1995 was a critical time in The Conservatory transaction,
as the contract of sale had been signed but finance was not available to complete the
purchase. Mr Ban received legal advice that the POSFB could terminate the
contract, but was left with no instructions by Mr Ragi and appeared to have little
idea of the seriousness of the situation.

In his response to our preliminary report, Mr Ban denied that he had acted
improperly.
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The Ombudsman Commission has deliberated on Mr Ban’s comments. We accept
his submission that he was not responsible for the terms and conditions of the
contract.

However Mr Ban did not take any action when he had three legitimate opportunities
to terminate the contract. He failed to appreciate the consequences of being unable
to provide the balance of the purchase price on the date set for settlement under the
contract. We consider that Mr Ban, as Acting Managing Director of the POSFB,
should have made a greater effort to firstly, understand the terms and conditions of
the contract, and secondly, use those terms and conditions to the benefit of the

POSFB.
Solly Benn

Mr Solly Benn was a principal of Tipperary Developments Pty Ltd and Katingo Pty
Ltd, the companies involved in the Waigani Redevelopment proposal and the sale
of The Conservatory to the POSFB. He appeared to be Mr Warren Anderson's
"right-hand man".

Mr Benn applied pressure on Mr Ragi to convene the meeting of the Board of the
POSF on 10 October 1994. It appears that Mr Benn was relying on political
patronage to bring about a favourable situation for himself and his business
associate, Mr Warren Anderson.

He was the chief negotiator on behalf of Mr Anderson. He was instrumental in
arranging for the services of Messrs Tony Roberts and Ted Crockford to prepare
market appraisals of The Conservatory. These appraisals gave false and misleading
valuations of The Conservatory and enabled the POSFB to be duped into buying the
property for a price approximately two-and-a-half times its market value.

Mr Benn denied the appraisals were false.
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The Ombudsman Commission does not agree with Mr Benn that The Conservatory
was “an excellent asset”. The two market appraisals were instigated by Mr Benn,
and enabled Katingo Pty Ltd to make an inordinate profit.

Anthony Boge

Mr Boge was the lawyer, based in Brisbane, who has handling the conveyance on
behalf of Pato Lawyers Queenslands agents, Barker Gosling.

The advice he gave to the POSFB, through Pato Lawyers, was timely and
professional.

Julius Chan

Sir Julius Chan was the Minister for Foreign Affairs and later Prime Minister when
various decisions were made regarding The Conservatory. He was an unsuccessful
candidate in the 1997 general election and no longer holds public office. He is no
longer subject to the Leadership Code.

Sir Julius was involved, both directly and indirectly, in the purchase of The
Conservatory. He was also responsible for the appointment of Mr Jacob Lemeki as
PNG's Consul in Caimns. Sir Julius gave instructions to both Mr Lemeki and the
Secretary for Foreign Affairs, Mr Dusava, regarding the purchase.

Sir Julius gave approval for the purchase of The Conservatory under the Public
Finances (Management) Act; as the Acting Minister for Finance. He took an
unusually active interest in the purchase.

At the same time that The Conservatory purchase was being put forward, a
company associated with Sir Julius, Kalang Pty Ltd, stood to gain substantially
from the Waigani Redevelopment proposal. The proponents of both the Waigani
proposal and The Conservatory were Warren Anderson and Solly Benn. A personal
friend and political ally, Mr Violaris, also stood to gain if the Waigani project went

Chapter 12
Roles of Individuals



297

ahead.

This connection placed Sir Julius in a conflict of interests. The impartiality required
of his public office was conflicting with the potential benefit to himself and his
associates. Sir Julius was in a position where he could be perceived to be breaching
the public trust.

In his written response to our preliminary report, Sir Julius denied vigorously that
he was ever in a conflict of interests.

In his oral response to our preliminary report, Sir Julius further explained his
relationship with Mr Anderson.

The Ombudsman Commission has carefully considered Sir Julius’s statements.
Accordingly, we note the following:

. Kalang Pty Ltd and Mr Violaris stood to gain financially if the Waigani
Redevelopment went ahead.

o Sir Julius had legal ownership of 75% of Kalang Pty Ltd. Sir Julius held
these shares in trust for his political party, the People’s Progress Party.

o Mr Violaris was a personal friend and political associate of Sir Julius.

) The proponents of the Waigani Redevelopment scheme stood to make a
significant financial gain if The Conservatory purchase went ahead.

o Sir Julius took an active role in The Conservatory purchase and gave the
final approval.

As Prime Minister, Sir Julius had an obligation to be beyond reproach in all aspects
of his public decision-making. The public are entitled to expect fair, honest, open

Chapter 12
Roles of Individuals




298

and transparent decisions in all situations, and especially where tens of millions of
public kina are to be spent.

As we state in our findings, we do not consider Sir Julius lived up to this obligation.
Pe Cho

Mr Cho was the POSFB's Manager of Investments at the time The Conservatory
was purchased. He still holds that position.

Mr Cho prepared the business paper considered by the POSFB for the purpose of
making its decision on 10 October 1994 to purchase The Conservatory. The
business paper contained serious flaws and was unprofessionally prepared.

We believe that, like many other public officials involved in the decision to
purchase The Conservatory, Mr Cho made the mistake of giving advice that he
thought his superiors wanted to hear, rather than giving advice objectively and
independently. It is apparent from the correspondence he had with financial
institutions when the POSFB was trying to obtain a loan for Moki N° 10 Pty Ltd,
that Mr Cho realised that the valuations being relied on by the POSFB were bogus.
Nevertheless, he did not take the opportunity to raise this as a matter of serious
concern, as he should have.

As we noted earlier, Mr Cho maintains that the investment was a good one for the
POSFB. He states that in preparing the business paper he was following the
instructions of his employer.

The Ombudsman Commission accepts Mr Cho’s contention that he was instructed
to prepare the business paper on the basis of the State leasing the entire building.
However, we are of the opinion that Mr Cho, as the POSFB’s Manager,
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Investments, should have at least raised the question of market rentals and market
value for the building. If, as proved to be the case, the State defaulted on rent
payments, the POSFB needed to know the ordinary income potential of The
Conservatory, and the corresponding investment risk.

In our view Mr Cho failed to discharge his responsibility to his employer, the
POSFB.

David Coyle

Mr Coyle was the lawyer for Pato Lawyers handling the conveyance of The
Conservatory. On numerous occasions, he brought matters to the POSFB's attention
when decisions needed to be made; for example, alerting the POSFB to its rights to
terminate the contract, even after it was signed.

Mr Coyle's advice was often ignored or not appreciated.
Ted Crockford

Mr Crockford was the second Cairns-based real estate agent to give a market
appraisal of The Conservatory. He estimated its market value to be an incredible
$21 million.

Mr Crockford was interviewed by officers of the Ombudsman Commiission in the
course of this investigation. We are satisfied that he was paid by Katingo Pty Ltd,
the vendors, for his market appraisal of The Conservatory. The document he
prepared was a sham. -Any reasonable person viewing the document objectively
would have realised this.

Mr Crockford did not respond to our preliminary report.
Gabriel Dusava

Mr Dusava was the Secretary of the Department of Foreign Affairs & Trade when
The Conservatory was purchased. In 1996, a leadership tribunal was established to
inquire into allegations of misconduct in office against him, following an
investigation by the Ombudsman Commission. He resigned as Secretary in October
1996. In the July 1997 general election, he was elected as the member for Yangoru-
Saussia in the National Parliament. Mr Dusava was referred again to a leadership
tribunal by the Public Prosecutor. He has since been found guilty of misconduct
and dismissed from office.

Mr Dusava played a key role in the initial discussions regarding The Conservatory.
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However, his advice was l-informed and naive. He was willing to commit the
State to pay outlandish rentals on The Conservatory to the POSFB.

Mr Dusava responded to our preliminary report in brief.

Aloysius Eviaisa

Mr Eviaisa was a member of the Board of the POSF when The Conservatory was
purchased. He still holds that position. He participated in the decision of the Board
on 10 October 1994 to purchase The Conservatory. The decision was unanimously
made, so he must share responsibility for it.

Mr Eviaisa was appointed to the Board to be one of the contributors'
representatives, but failed to protect their interests.

In his response to our preliminary report, Mr Eviaisa admits that as the decision was
unanimously made, he must share some responsibility for it. However he explains
that the factors presented by the Managing Director, especially the head lease to the
Government, were extremely attractive.

The Ombudsman Commission is of the view that Mr Eviaisa failed to discharge his
responsibility to the contributors of the POSFB. He approved a seriously flawed
proposal that has resulted in a serious financial loss to the POSFB. If Mr Eviaisa
had carefully and thoroughly examined the proposal he should have seen these
flaws.
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Chris Haiveta

Mr Haiveta was the Minister for Finance and Deputy Prime Minister during the
period when decisions were made to purchase The Conservatory. He is still in the
Parliament, and is currently the Minister for Labour and Employment.

Mr Haiveta was out of the country during a crucial period in October 1994 when Sir
Julius Chan, acting in his position, granted statutory approval for purchase of The
Conservatory. Mr Haiveta cannot be held to blame for the original decision.

However, Mr Haiveta came to play an important role in the matter in January 1995,
when he granted approval of the refinancing package under which the POSFB lent
Moki N° Pty Ltd K13.5 million to go ahead with the purchase. Mr Haiveta
appeared to act without departmental advice in giving approval.

In the opinion of the Ombudsman Commission, when the public controversy arose
in November 1995 Mr Haiveta misled the Parliament by suggesting that the
decision to purchase The Conservatory was justified by two market valuations.

As we noted earlier, Mr Haiveta denies that he was wrong in approving the re-
financing package without Departmental approval. Mr Haiveta considers he was
entitled to assume that the decision of the POSFB, on which his approval was
based, was made after careful consideration and on proper advice.

Mr Haiveta also denies being involved in a cover-up in his comments to Parliament
and the press. He says that all his comments were made solely on the advice of the

then Secretary for Finance, Mr Mulina.

In their response to our preliminary report, Mr Haiveta’s lawyers state:

The Ombudsman Commission does not agree that Mr Haiveta is entitled to
unquestioningly accept the recommendation of the POSFB. The fact that the
Minister’s approval is required by law shows that he is not supposed to merely
rubber stamp the POSF’s decision. We remain of the opinion that Mr Haiveta acted
improperly.
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Vele Iamo

Mr Tamo was at all material times a senior officer of the Department of Finance. He
is currently the Deputy Secretary (Finance) of the Department.

When the proposal to purchase The Conservatory was first mooted, Mr Jamo raised
very serious and valid concerns about it. Likewise, with the associated proposal to

lease the entire building to the State.

Like some others, however, Mr Jamo changed his mind. He was guilty of later
giving advice that his political masters wished to hear, rather than objective and
independent advice. At one stage, he changed his mind completely within the space
of three days, without explanation, thus calling his professional integrity into
question.

In his response to our preliminary report, Mr Iamo advised that, after his three initial
concerns about the purchase were addressed by the POSFB, he felt he could change
his mind about the purchase.

We do not consider that Mr Iamo’s response adequately explains his about-face.
On any objective analysis, his earlier concerns were not sufficiently addressed by
the POSFB response.

Albert Kipalan

Sir Albert Kipalan was until 31 August 1994, the Minister for Public Service. On
that date, he was appointed to the caretaker cabinet of Sir Julius Chan. On 7
September 1994, he was nsubstantively" appointed Minister for Lands and Physical
Planning. He held that office until July 1997, when he was an unsuccessful
candidate for the 1997 general election. He no longer holds any public office.

Sir Albert acted grossly improperly in September 1994 when he wrote to Mr
Warren Anderson, approving the lease of three office buildings as phase 1 of the
Waigani Redevelopment proposal, which Mr Anderson was planning to build for
the POSFB. This would have involved a capital cost to the POSFB of K142.5
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million and annual rental outlays by the State of K13.65 million. Sir Albert acted
flagrantly in breach of all established and acceptable procedures.

Sir Albert interfered in the decision-making processes of the POSFB in other ways.
He put considerable pressure on Mr Ragi and Mr Peruka to call the crucial 10
October 1994 meeting of the POSFB, which resulted in the decision to purchase
The Conservatory.

In his oral and written responses to our preliminary report, Sir Albert denied putting
pressure on anyone to call the 10 October 1994 meeting. He says he asked Mr
Peruka to call the meeting, but did not pressure him to do so. This is in direct
conflict with the way that Mr Peruka and Mr Ragi viewed the situation.

Jacob Lemeki

Mr Lemeki was the PNG Consul to Cairns during 1994. He was recalled in 1995
and was an unsuccessful candidate in the 1997 general election. He no longer holds
any public office.

Mr Lemeki was the person formally responsible for promoting the idea of
purchasing The Conservatory. He held initial negotiations with Mr Solly Benn and
promoted the idea, at times, as if he were a representative of the vendor rather than
an independent public official.

In his response to our preliminary report, Mr Lemeki maintains that he was never
interested in The Conservatory until the proposal was put to him by Mr Benn. Mr
Lemeki stated that the primary responsibility for the deal rests with Sir Julius Chan
and Mr Ragi.

The Ombudsman Commission has considered Mr Lemeki’s response. In our view,
Mr Lemeki was foolish and naive in allowing himself to be manipulated into
promoting the purchase of The Conservatory.

Michael Malabag

Mr Malabag was a member of the Board of the POSF and currently retains that
position. He participated in the 10 October 1994 decision to purchase The
Conservatory. The decision was unanimously made, so he must share responsibility
for it.

Mr Malabag was appointed to the Board to be one of the contributors'
representatives. But he failed to protect their interests.
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In November 1995, when the controversy surrounding The Conservatory erupted,
Mr Malabag attempted to publicly defend the actions of the POSFB, but did so in 2

manner which was ill-conceived.

In his response to our preliminary report, Mr Malabag denied failing to protect the
interests of his contributors.

The Ombudsman Commission accepts that Mr Malabag intended to act in the best
interests of contributors. However we remain of the opinion that Mr Malabag must
bear some responsibility for the decision to purchase The Conservatory, which has
proved extremely costly for the POSFB and the State.

In our view, Mr Malabag failed to appreciate the significance of his decision to vote
in favour of the purchase. His response appears t0 indicate that he did not
understand the importance of his actions, both in voting in favour of the purchase

and later defending the purchase publicly.

Ugwalubu Mowana

Mr Mowana was a member of the Board of the POSFB. He no longer holds that
position. He is currently with the Public Employees Association. He participated in
the 10 October 1994 decision to purchase The Conservatory and must share

responsibility for it.

Mr Mowana was appointed to the Board to be one of the contributors'
representatives.

In his response to our preliminary report, Mr Mowana explained his decision to vote
for the purchase of The Conservatory. He said that the information presented to the
board showed an extremely good rate of return to the fund. Mr Mowana considered
that, at the time, off-shore investment was favourably considered.

Chapter 12
Roles of Individuals

= grage




305

The Ombudsman Commission accepts that Mr Mowana intended to act in the best
interests of contributors. However in the end he failed to protect their interests.
There were many flaws in the proposal to purchase The Conservatory which a
diligent board member should have picked up.

Rupa Mulina

Mr Mulina was appointed Secretary for Finance, and therefore became ex-officio
chairman of the POSFB, in late 1995. We understand Mr Mulina no longer holds
any public office.

Mr Mulina was not a party to any of the decisions regarding the purchase of The
Conservatory.

However, when the public controversy surrounding the matter erupted in November
1995, he publicly defended the POSFB. Mr Mulina gave negligent advice to the
Minister for Finance, Mr Haiveta, which resulted in Mr Haiveta misleading the
public and the Parliament about the purchase of the Conservatory.

Mr Mulina also published an open letter in the local press to members of the
POSFB in November 1995 which contained serious errors and false statements.

Mr Mulina admitted his actions were foolish.

The Ombudsman Commission has carefully considered Mr Mulina’s response.
However we consider that Mr Mulina acted more than foolishly. He showed
extremely poor judgment. We note that out of all of the public officials who were
incompetent surrounding The Conservatory purchase, Mr Mulina is the only one
who is honest enough to admit he was foolish.

Mr Mulina must take responsibility for the incorrect advice given to Mr Haiveta and
the errors in the open letter. It is not an excuse for Mr Mulina, as Secretary for
Finance, to simply blame the advice from the POSFB.
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Pato Lawyers

Mr Rimbink Pato is the principal of Pato Lawyers of Port Moresby. His firm acted
for and received payment from both the POSFB and Katingo Pty Ltd in relation to
The Conservatory transaction. Mr Pato is currently the Chairman of Finance Pacific
Ltd, the State-owned company controlling the assets of the Motor Vehicles
Insurance Trust, the Papua New Guinea Banking Corporation, MMI Pacific
Insurance and Finance Pacific Investments.

In our opinion, Pato Lawyers was in a serious conflict of interests which was not
disclosed to the POSFB. Pato Lawyers acted for the POSFB, which was the
purchaser of The Conservatory, but agreed to be paid by the vendor for certain
costs.

In their response to our preliminary report, Pato Lawyers argued that they were at
all times acting on behalf of the POSFB, even though their services were being paid

for by the vendor of the property. Pato Lawyers stated:

The Ombudsman Commission considers that the arrangements made by Pato
Lawyers were dangerous and wrong, and effectively denied the POSFB
independent legal advice in this major transaction.

Pato Lawyers gave incorrect advice to the POSFB in relation to the interest
payments calculated under the Amending Deed. This advice resulted in a large
sum of additional interest being paid by POSFB.

Pato Lawyers incorrectly advised the POSFB that they were obliged to pay the
extra legal fees incurred by Katingo Pty Ltd (the vendor) at the time of final
settlement. The POSFB paid this amount, which they were not legally obliged to.

Pato Lawyers also failed to alert the POSFB to the fact that it was agreeing to
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purchase the property at a price which was almost double its most recent transfer
price. This was an inexcusable lapse.

We have carefully considered the response made by Pato Lawyers to our
preliminary report which is set out in Chapter 6. However, in the opinion of the
Ombudsman Commission, Pato Lawyers provided substandard legal advice, and
failed to act to a proper professional standard, while acting for the POSFB in the
purchase of The Conservatory.

Tau Peruka

Mr Peruka was the Secretary of the Department of Personnel Management until
1996. He was an unsuccessful candidate in the 1997 general election. He no longer
holds public office.

As the Secretary for Personnel Management, Mr Peruka was, ex-officio, the
Chairman of the Office Allocation Committee and a member of the Board of the
POSF.

He participated in the decision of 10 October 1994 to purchase The Conservatory,
even though he had, just three days before, recorded very serious and valid concerns
about the matter.

On a number of occasions he gave contradictory advice. Overall, he gave the
impression that, though he knew what was being done was wrong, he could not find
it within himself to make decisions without succumbing to political pressure.

Ereman Ragi

Mr Ragi was the Managing Director of the POSFB when all decisions regarding
The Conservatory were made. He was also a member of the Board of the POSF. Mr
Ragi is currently the Chief Executive Officer of the Cocoa Board.

He was the individual primarily responsible for implementing the decision to
purchase The Conservatory.

When he gave oral testimony before the Ombudsman Commission, Mr Ragi
suggested he was under political pressure regarding the purchase of The
Conservatory. However, he seemed reluctant to advise the Commission fully and
frankly what he meant by that; what form the pressure took; and where it came
from.

He referred to pressure being applied by Sir Julius Chan and Sir Albert Kipalan.
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However, in the absence of further evidence from Mr Ragi, we are forced to the
conclusion that he must bear primary responsibility for the purchase of The
Conservatory, which from any objective point of view, was a monumental financial
disaster for the POSFB and its contributors and the State.

Mr Ragi's conduct was incompetent and negligent. His excuse for not arranging an
independent and legitimate valuation of The Conservatory - that he did not want to
commit the Fund to that expense - can be only be described as feeble. It was a
dreadful error of judgment on his part.

On a number of occasions his conduct was not befitting of a senior executive officer
of a governmental body. Any reasonable person would have realised that the
appraisals the POSFB received from Tony Roberts and Ted Crockford were no
basis for judging the property’s worth.

His decision to sign the contract of sale on 24 November 1994 was made without
obtaining a legal clearance from the POSFB's lawyers. This was another grievous
error of judgment, exacerbated by the fact that when the contract was signed, Mr
Ragi had not been able to arrange any finance for the purchase. These were the type
of simple, fatal, errors that might possibly be made by ordinary working people who
are purchasing their first home. They are not the sort of errors that the people of
Papua New Guinea - in particular, the contributors to the Public Officers
Superannuation Fund - expect a person in Mr Ragi's position to make.

Mr Ragi's negligence concerning The Conservatory continued in December 1994
and January 1995, when he took recreation leave and failed to leave instructions
with his senior officers regarding settlement of the purchase. As a consequence, the
POSFB needlessly incurred late payment penalties under the contract of sale with
Katingo Pty Ltd, and missed more than one opportunity to terminate the purchase.

Mr Ragi was willing to grant too many concessions to Mr Warren Anderson and his
company Katingo Pty Ltd. At one stage, he approved an arrangement which
resulted in the POSFB paying Katingo Pty Ltd's legal fees. Mr Ragi was too prone
to making gentlemen's agreements with Mr Anderson without the benefit of legal
advice.

Mr Ragi did not respond to our preliminary report.
Tony Roberts

Mr Roberts is the Caimns real estate agent who prepared the first market appraisal on
The Conservatory in September 1994.
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M Roberts estimated that the building had a market value of $18.9 million. For the
reasons we stated earlier in this report, we regard Mr Roberts's report as worthless.

He did not hold his report out as a valuation. However, it was used as such by Mr
Ragi, other officers of the POSFB and some officers of the Department of Finance.
Mr Lemeki, the Papua New Guinea Consul, engaged Mr Roberts on the
recommendation of Mr Solly Benn. The Papua New Guinea government did not
pay for the valuation. Instead, it was agreed that Mr Roberts should obtain the
property management rights if the building was sold.

As Mr Roberts makes clear in his report, he was not a qualified valuer. The report
he prepared should not have been regarded as credible.

Mr Roberts’ comments in response to our preliminary report are set out in detail in
carlier chapters. We accept his contention that he was not directly engaged, nor
directly paid, by the vendor of the property. However because Mr Roberts stood to
gain by the purchase of The Conservatory, his market appraisal was neither
independent nor objective.

Ralph Sarich

Mr Sarich was the principal of the company, Cape Bouvard Investments Pty Ltd,
which owned The Conservatory up to November 1994, when it was transferred to
Katingo Pty Ltd, and then almost immediately afterwards to the POSFB.

We estimate that Mr Sarich's company made a profit of $2.85 million.
Dieter Seefeld

Mr Seefeld was the Managing Director of Air Niugini at the time when pressure
was being put on Air Niugini to move its current offices in Shields Street Caims to
The Conservatory, and its offices in Brisbane to Malagan House. He no longer
holds public office.

Mr Seefeld was reluctant to accede to the political pressure to which he was subject,
given the cost to Air Niugini that would have been involved in a forced re-location
of its offices.

Nicos Violaris
Mr Violaris was a Port Moresby based businessman when The Conservatory was

purchased. He is a friend of Sir Julius Chan. He was for a brief period in 1995 the
Deputy Chairman of the National Airline Commission. He resigned from that
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position. He no longer holds any public office.

Mr Violaris was also a business associate of Messrs Warren Anderson and Solly
Benn, whose company Katingo Pty Ltd sold The Conservatory to the POSFB and
who were promoting the Waigani Redevelopment proposal in 1994, Mr Violaris
was also, at one stage, approached to assist the POSFB in finding finance to support
the purchase of The Conservatory.

M Violaris stood to gain financially if the Waigani Redevelopment proposal went
ahead.

In his response to our preliminary report, Mr Violaris emphasised that the Waigani
Redevelopment proposal did not go ahead, and that he had only a minor role in The
Conservatory purchase.

Mr Violaris objected to being included at all in the Ombudsman Commission
Report.

Joseph Wingia

Mr Wingia was the Executive Manager Investments of the POSFB at all material
times. He still holds that position.

Mr Wingia played a key role in the decision-making process which led to the
purchase of The Conservatory. He jointly sponsored, with Mr Ragi, critical
submissions approved by the Board of the POSF on 10 October 1994 and 23
January 1995. He was in a position to strongly object to and advise against the
purchase of The Conservatory.
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In his response to our preliminary report, Mr Wingia downplays his importance in
making the decision to purchase The Conservatory.

The Ombudsman Commission accepts that Mr Wingia was not a member of the
Board of the POSF. However his very senior position in the organisation and the
nature of the role he played in the decision-making process means he must share
responsibility for the decisions that were made.

Mr Wingia had sufficient information before him on which to base serious
concerns. He should have realised that the market appraisals obtained from Tony
Roberts and Ted Crockford lacked credibility.

Bill Wyllie

Mr Wyllie was a principal of Asia Securities Pty Ltd, which acquired an option to
purchase the Conservatory in October 1994 from Cape Bouvard Investments Pty
Ltd. Shortly afterwards, Asia Securities assigned its option to Katingo Pty Ltd for

approximately $2 million.

We estimate that Mr Wyllie's company made a gross profit of almost $2 million

from-Fhe-Conservatory-dealk:

@ @ ©
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13. HOW CAN THE CONSERVATORY DEAL
BE EXPLAINED?

[13.1] THE CAUSE FOR CONCERN
This investigation gives rise to an obvious cause for concern:

o The POSFB paid in excess of 518 million for a property worth only $7
million.

By any objective standard, this was a poor deal for the POSFB. In determining whether
there was any wrong conduct or defective administration involved, the Ombudsman
Comrmission has had to ask: How can such a deal be explained? Was it due to bad luck?
Administrative incompetence? Was there corruption involved? Was there a conspiracy
to defraud the POSFB?

The Ombudsman Commission’s findings of wrong conduct by specific people are in
the next chapter. However it is useful to summarise here the Commission’s key

findings of fact.

[13.2] KEY FINDINGS OF FACT

. The POSFB agreed to pay more than two-and-a-half times the market value of
The Conservatory; a mark-up close to $12 million.

. No independent valuation was sought or obtained.

. No market research was undertaken nor professional advice sought before the

decision was made.

. The two market appraisals relied on by the POSFB were arranged by the
vendor. The documents contained inflated values.

° The POSFB's decision to purchase the property was made on the basis of a

seriously flawed submission prepared by senior officers of the POSFB.
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The meeting at which the POSFB decided to purchase The Conservatory was
arranged in a rush, after "political pressure" had been put on the Managing
Director Mr Ragi. The source of this pressure was the then Prime Minister, Sir
Julius Chan, and the then Minister for Lands and Physical Planning, Sir Albert
Kipalan.

Pressure was also brought to bear on senior public officers, such as the
Secretary for Personnel Management and Chairman of the Office Allocation
Committee, Mr Tau Peruka. Mr Peruka succumbed to the pressure, resulting
in him changing his mind.

Mr Ragi promoted the idea of purchasing The Conservatory contrary to his
own statements that the purchase could not go ahead without a commitment
from the State to lease the entire building on a long term basis.

The POSFB did not deal with the owner of the property. At all times it was
dealing with a "middleman".

There were in fact a2 number of "middlemen" involved. They all appeared to
make substantial profits from the series of transactions which resulted in the
sale of The Conservatory to the POSFB.

The Prime Minister Sir Julius Chan played a significant role in expediting the
purchase. At one stage, he instructed that a recommendation be prepared for
his approval, even though he did not at that time have ministerial
responsibility for the matter. He later granted approval in his capacity as
Acting Minister for Finance, when the Minister for Finance was out of the
country for a few days.

On 24 November 1994, Mr Ragi signed the contract of sale without obtaining
a legal clearance from the POSFB's lawyers. There was no finance in place at
that stage and the proposed lease of the building to the State was still not
finalised. There were a number of other serious irregularities surrounding
execution of the contract of sale.

The POSFB failed to take proper steps, having signed the contract of sale, to
arrange settlement by the prescribed date. As a consequence, large sums of
money were needlessly incurred in payment of penalties.
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o There was also a dubious arrangement, apparently the product of gentlemen's .
agreement, which resulted in a foreign exchange rate adjustment in favour of :
the vendor.

o Pato Lawyers, who acted for the POSFB in the purchase of The Conservatory, B

were in a serious conflict of interests arising from the fact that they were being
paid by Messrs Anderson and Benn.

{13.3] LINK BETWEEN WAIGANI REDEVELOPMENT AND
THE CONSERVATORY

The Waigani Redevelopment proposal was initiated in March 1994 by Mr Warren
Anderson and Solly Benn of Tipperary Developments Pty Ltd. They held discussions
with Mr Ragi in Port Moresby. They proposed to build a new Government office
complex at Somare Circuit on land held by Kalang Pty Ltd, a company in which Sir
Julius Chan has a controlling interest.

The Waigani Redevelopment proposal continued to be advanced during 1994, at the
same time that the proposal to purchase The Conservatory was promoted.

We conclude that Sir Julius Chan was in a serious conflict of interests regarding his
involvement in the purchase of The Conservatory. This conflict derives from the fact
that his political party, the People’s Progress Party, stood to gain substantially in the
event that the Waigani Redevelopment proposal went ahead. The Waigani
Redevelopment proposal was being promoted by the same people that made a large
profit from the sale of The Conservatory to the POSFB.

[13.4] POOR DEAL NOT DUE TO BAD LUCK

In attempting to work out how such a poor deal for the POSFB can be explained, one of
the first things we must do is rule out the explanation that the deal was somehow due to
bad luck. Or that the huge losses which have been incurred could not have been
avoided.

All of the salient facts surrounding the deal - in particular the market value of the
property and the price at which it was transferred just a few weeks before its sale to the
POSFB - could easily have been obtained by the POSFB with a minimum of effort and
expense.

— I the Auditor-General’s report into The ~Conservatory, he drew the following
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conclusion about the financial viability of the purchase:

Based on the above facts, | am of the opinion that POSFB has imprudently invested
in an overvalued asset. Additionally the expected returns, as there are several
imponderables, will be inadequate to justify such an enormous investment of
POSFB resources. .

We conclude that the poor deal was due to both administrative incompetence and a lack
of transparency on the part of those individuals involved.

[13.5] EXAMPLES OF ADMINISTRATIVE INCOMPETENCE

In earlier chapters we set out a number of aspects of the decision-making process which
we regard to be wrong. However for the purposes of clarification we cite some of the
examples again to illustrate our concerns:

. There was never an independent valuation arranged of the property.

. Mr Ragi let the vendors arrange the market appraisals.

° There was no negotiation of the purchase price.

) The contract of sale was signed without a legal clearan;:e; and without finance

being in place.
o No checks were carried out to ensure that the market appraisals were genuine.
[13.6] CORRUPTION AND A CONSPIRACY TO DEFRAUD

The nature and extent of the administrative incompetence and neglect of common sense
involved in the purchase of The Conservatory was so great, we must inevitably
consider the possibility that a conspiracy of some sort was in place to defraud the
POSFB.

We find it very difficult to believe that a deal which was so terribly against the interests
of the POSFB could take place without there being some special favours given to those

involved.

We are driven to this conclusion by the manner in which the deal was put together. We
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trust that our report will go some way towards a further and more intensive criminal
investigation by appropriate authorities which have greater powers and capacity to
obtain relevant evidence in this regard.

[13.7] CONDUCT OF SIR JULIUS CHAN

The conduct of Sir Julius Chan is of special concern to the Ombudsman Commission.
Associates of Sir Julius had interests in the Waigani Redevelopment proposal and The
Conservatory purchase. Sir Julius influenced processes, made decisions and promoted
transactions, without declaring any of those interests.

When Sir Julius was involved in the Waigani Redevelopment proposal, he was in a
position to make decisions about a proposal that, if it went ahead, would mean a
significant financial gain for his political party. Commonsense says that this would also
have resulted in a financial or political benefit to Sir Julius himself.

When Sir Julius was involved in The Conservatory purchase, he was making decisions
about a proposal that, if it went ahead, would mean a huge financial gain to Mr
Anderson and Mr Benn. Mr Anderson and Mr Benn were, at that time, putting forward
the Waigani Redevelopment proposal, which, if it went ahead, would have meant a
huge financial gain for Sir Julius’s political party.

Although, at this time, Sir Julius was not in a direct business relationship with Mr
Anderson and Mr Bemn, he was involving himself in their transaction with The
Conservatory at a time when they were offering Sir Julius, through his political party, a
benefit via another proposal. This is a conflict of interests.

In our opinion, Sir Julius acted improperly. He did not maintain the highest standards
of transparency and accountability. He did not live up to the standards expected of the
country’s Prime Minister.

Sir Julius’s conduct, in failing to disclose his associate’s interests, created an
environment in which corruption could easily occur.

We have already set out in detail Sir Julius’s denial that Mr Anderson and Mr Benn
were his business associates, or that he personally stood to gain from the Waigani
Redevelopment proposal.

In his response to our preliminary report, Sir Julius also denied that his actions were
improper.
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For the reasons set out in our findings in the following chapter, the Ombudsman
Commission is of the opinion that Sir Julius’s actions were wrong.

[13.8] WHO TO BLAME?

Who should bear responsibility for getting the POSFB into such a poor deal? In
determining this issue, we have focussed on the roles played by public officials. It is
appropriate to put the officials responsible into two categories:

. Those who pressured the POSFB into the deal.

. Those who promoted the idea of purchasing The Conservatory or who were in
a position to object, but failed to do so.

In both categories, the officials failed to discharge their administrative duties. Our
findings on specific people are set out in detail in the following chapter.
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14. FINDINGS OF WRONG CONDUCT

[14.1] STATUS OF FINDINGS

As we stated in Chapter 1, the purpose of this investigation was:

o To determine whether any of the conduct under investigation was wrong.
° To determine whether there were any defects in any law or administrative
practices.

In this chapter, we summarise our principal findings of wrong conduct and defective
administrative practice.

The Ombudsman Commission is authorised to form opinions on these matters by
Section 22(1) of the Organic Law on the Ombudsman Commission, which states:

The succeeding provisions of this section apply in every case where the
Commission, after making an investigation under this Law, is of the opinion that-

(a) the conduct, the subject of the investigation, was wrong; or

(b) the law or administrative practice, the subject of the investigation, or any
other law or administrative practice, is defective; or

(c) the practice, the subject of the investigation is discriminatory within the
meaning of any law prohibiting such practices.

As we pointed out in Chapter 1, the Constitution confers a wide discretion on the
Ombudsman Commission in determining whether conduct is “wrong”.

Some of our opinions have been formed in relation to individuals who no longer hold
public office. The Ombudsman Commission is of the view that public policy and
public good require we should still make these findings.
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We do not make any formal findings of wrong conduct on the part of private
individuals and organisations. Where appropriate, however, we have stated our opinion
of the actions of private individuals and organisations in previous chapters of this
report.

In this chapter, each opinion is set out as follows:

o The finding (i.e. the opinion) is stated.
o The main reasons for forming that opinion are stated.
° A reference is given to the paragraphs where facts and reasons relevant to the

opinion are set out in detail.

An index of findings (i.e. each opinion on wrong conduct) is set out below.
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[14.2] INDEX OF FINDINGS OF WRONG CONDUCT

Finding Number

Name

Ereman Ragi

Aloysius Eviaisa

Vele Iamo

Joseph Wingia

Zacchary Gelu

Chris Haiveta
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[14.3] FINDINGS

Reasons

Mr Ragi succumbed to pressure applied by Sir Albert Kipalan to hold an urgent
meeting of the Board on 10 October 1994 to approve the purchase of The
Conservatory.

Mr Ragi put the proposal before the Board without having received approval from
the Office Allocation Committee for the State to lease any of the building. There
was no approval of any form in place, let alone a commitment to lease any or all
of the building.

Mr Ragi brushed aside the valid concerns of Mr Peruka and senior officers of the
Department of Finance regarding the purchase.

The business paper put before the Board was signed by Mr Ragi and prepared on
the basis of information supplied by Mr Ragi. This information was entirely based
on the vendor’s assessment of the property, and the market appraisal prepared by
Tony Roberts. Neither source of information was independent or accurate. The
business paper contained serious flaws and erroneous assumptions.

In proposing the purchase Mr Ragi relied on the market appraisal prepared by
Tony Roberts. This appraisal assumed a lease to the State at more than double
market rentals, which enormously inflated the value of the building.

Mr Ragi did not obtain an independent valuation of The Conservatory. Mr Ragi
was not willing to pay for a qualified valuer.

In effect, the proposal supported by Mr Ragi relied on information provided by the
vendor of the property. This was dangerous and naive.

Mr Ragi failed to assess the proposal in an objective or intelligent manner.
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Reference

The facts and reasons relevant to this opinion are set out in paragraphs [4.4] [4.5]
[4.7]1[4.11][4.13] [4.19] [4.20] [4.23] [4.24] and [12.2].

Reasons

Mr Ragi signed the contract for sale on 24 November 1994 without having a
commitment in writing from any person or authority that the State would lease the
entire building. This made the POSFB extremely vulnerable.

Mr Ragi signed the contract for sale without having any obtained any finance to
fund the purchase price. This incredible oversight left the POSFB extremely
vulnerable, and open to the possibilities of either forfeiting the deposit or having
to obtain finance in a rush at unfavourable terms.

Mr Ragi signed the contract for sale without having the deposit in place.
Therefore the POSFB was immediately in breach of the contract and started
incurring penalty interest.

Mr Ragi signed the contract for sale without having obtained final legal advice.
The POSFB’s Australian lawyers were attempting to obtain more information and
possibly amend the contract to make it more favourable to the POSFB. However,
unknown to the lawyers, and before these amendments were made, Mr Ragi
signed the contract.

Mr Ragi had again asked the vendor to arrange a valuation of the property, to
avoid the POSFB incurring any costs. Therefore at the time of signing of the
contract for sale the POSFB had still not obtained an independent valuation of The
Conservatory. The second market appraisal, prepared by Ted Crockford, was not
an independent valuation.

Mr Ragi did not question the unusual extent of Sir Julius Chan’s interest in the
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proposal. Mr Ragi briefed Sir Julius, even at times when Sir Julius had no official
role to play in approving the purchase.

Mr Ragi knew that, prior to the contract for sale being signed, the vendor did not
own the property. But he failed to investigate this matter further, either to find out
who did own the property or to look at the amount the vendor was paying for the

property.

Mr Ragi did not negotiate the purchase price or the terms of the contract. He was
willing to accept even the most grasping conditions imposed by the vendor.

Mr Ragi failed to keep any records of the negotiations and failed to inform the
Board of how the contract price was set.

Mr Ragi went on leave during the crucial period just before the due date for
settlement without leaving any instructions for the Acting Managing Director.

Mr Ragi completely failed to protect the interests of the POSFB and its
contributors. When the contract was signed the POSFB was left dangerously
exposed on several fronts.

Reference

The facts and reasons relevant to this opinion are set out in paragraphs [5.7] [5.20]
[5.21] [5.23] [5.24] [5.27] and [12.2].

Reasons

Mr Ragi presented a business paper, co-signed by Joseph Wingia, to the POSFB
on 23 January 1995. This paper sought the Board’s approval to finance the whole
of the purchase of The Conservatory from POSFB funds.

This business paper glossed over the reasons the POSFB had failed to secure
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finance for the purchase. Mr Ragi misled the POSFB by blaming the lack of
finance on “adverse publicity”.

e Mr Ragi failed to appreciate or acknowledge the implications of the banks’
refusals to provide finance. Mr Ragi had explicit knowledge of the varied reasons
the banks had given for not providing finance, none of which were set out in the
business paper.

e Mr Ragi voted for the re-financing package.

e Mr Ragi is primarily responsible for allowing the POSFB to make this decision
based on inaccurate and erroneous information.

Reference

e The facts and reasons relevant to this opinion are set out in paragraphs [6.11] and
[12.2].

Reasons

e Prior to making the final settlement payment on 18 May 1995, Mr Ragi agreed to
pay “interest and exchange loss compensation” on top of the agreed purchase
price. The POSFB was under no obligation to pay this amount.

e Mr Ragi also agreed to pay the additional legal fees of Katingo Pty Ltd incurred
by the delay in settlement. The POSFB was under no obligation to pay this
amount.

¢ During the settlement negotiations Mr Ragi gave instructions to Pato Lawyers to
rescind the contract for sale of The Conservatory and instead buy all the shares in
Katingo Pty Ltd, the shelf company which owned The Conservatory. This was an
ill-conceived plan which unnecessarily exposed the POSFB to risk. There was a
great deal of confusion generated by Mr Ragi at a time when the settlement was
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due to be finalised.

Reference

The facts and reasons relevant to this opinion are set out in paragraphs [6.17]
[6.21] [6.22] and [12.2].

Reasons

The brief Mr Ragi gave to the Minister for Finance on 6 November 1995
contained inaccurate information.

Mr Ragi misled the Minister by advising that Office Allocation Committee
approval to lease the building had been obtained before the decision to buy The
Conservatory had been made. This was not true.

Mr Ragi also told the Minister that the POSFB had not been able to obtain finance
to fund the purchase because of bad publicity about Papua New Guinea, and the
floating of the kina at that time. This was also not true.

In his brief to the Minister Mr Ragi failed to tell him that no proper valuations had
been obtained. Mr Ragi failed to tell the Minister that the appraisals that had been
obtained by the POSFB were not valuations, were not independent and were not
objective.

A letter to the editor from Mr Ragi was published on 8 November 1995 in a daily
newspaper with national circulation. This letter made false assertions as to the
value of The Conservatory.

In December 1997, an open letter, from Mr Ragi to contributors to the POSF , was
published in two daily newspapers. This letter contained incorrect and misleading
information about the value of The Conservatory and the viability of the POSFB
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investment.

* Mr Ragi misled the Minister, the public and the contributors to the Fund. Instead
of debating the issues openly and frankly, Mr Ragi attempted to cover up the
details of the purchase.

Reference

* The facts and reasons relevant to this opinion are set out in paragraphs [8.13]
[8.15] and [12.2]. :

Reasons

* During October 1994 Sir Julius applied political pressure to Mr Ragi and Mr
Peruka to ensure the purchase of The Conservatory was done quickly. This
pressure was applied both directly and through Sir Albert Kipalan,

® On 11 October 1994 Sir Julius gave instructions to Mr Ai, through Mr Ragi, to
prepare a draft heads of agreement for the purchase of The Conservatory for Sir
Julius’s approval. The perception of Mr Ragi was that Sir Julius wanted a
recommendation approving the purchase.

e Sir Julius received a POSFB submission, and had a meeting with Mr Ragi, at a
time when he had no official role to play in the proposed purchase. Sir Julius’s
involvement was completely inappropriate.

* Sir Julius’s pressure compromised the integrity of Mr Ai and Mr Ragi. Political
pressure and interference requires the complicity of both those giving and those
receiving the pressure. We therefore find Sir Julius’s conduct wrong.
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Reference

* The facts and reasons relevant to this opinion are set out in paragraphs [4.14]
[4.29][5.2] [5.4] [5.51[5.6] [5.7] [5.8] [5.9] [10.6] [12.2] and [13.2].

Reasons

* Associates of Sir Julius, including his own political party, stood to make a
considerable financial gain from the Waigani Redevelopment proposal. At the
same time that this redevelopment was being mooted, during September and
October 1994, the proponents of the proposal were also attempting to sell The
Conservatory to the POSFB at a vastly inflated price.

e Sir Julius had promoted the purchase of land or a building in Cairns from the early
stages. In early August 1994, Sir Julius instructed the Secretary for Foreign
Affairs, Mr Dusava, to inspect and report on overseas properties. Mr Dusava
reported on only one in Cairns - The Conservatory.

¢ Once The Conservatory had been identified by Mr Anderson and Mr Lemeki, Sir
Julius applied pressure to those officials in a position to expedite the purchase.

* Sir Julius encouraged the POSFB to approve the purchase just two days before the
deadline, 13 October 1994, when Mr Anderson had to decide whether to exercise
his option to purchase The Conservatory. If the deal had not gone ahead Mr
Anderson would have made a serious financial loss.

* Sir Julius approved The Conservatory purchase under the Public Finances
(Management) Act, despite the obvious flaws in the proposal.

e Sir Julius did not declare his interest, or the interest of his associates, in the
proposals.
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o Sir Julius acted improperly. He did not maintain the highest standards of
transparency and accountability.

e Sir Julius’s conduct, in failing to disclose his, and his associate’s, interests, created
an environment in which corruption could easily occur.

e Sir Julius’s connections with the vendor, through the profit his associates stood to
make from the Waigani Redevelopment proposal, must give rise to doubt in the
public mind that Sir Julius was acting impartially.

e As Prime Minister, Sir Julius should not have had any official role to play in The
Conservatory purchase. He should have completely removed himself from the
process. His failure to do so was a breach of the public trust.

Reference

The facts and reasons relevant to this opinion are set out in paragraphs [3.16] [3.17]
[3.18] [3.19] [3.20] [3.21] [3.23] [4.3] [4.6] [4.9] [4.14] [4.22] [5.2] [5.4] [5.5] [5.6]
[5.7][5.8]115.91 [5:17] [5.18][10.6] [12.2] [13.2] and [13.7}.

Reasons

e In April 1994, Sir Albert applied pressure on Mr Peruka, as Chairman of the
Office Allocation Committee, t0 approve the office allocation side of the Waigani
redevelopment proposal, without going through a tendering process.

e In his capacity as Minister for Lands and Physical Planning, Public Service and
Communications, Sir Albert gave an undertaking to Mr Anderson, on 1 September
1994, that the government would lease three buildings in the proposed Waigani
redevelopment for ten years at a fixed rate. This letter was drafted for Sir Albert
by Mr Solly Benn.

o Sir Albert gave this undertaking without following the tender procedures set out in
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the Public Finances (Management) Act, and without making the undertaking
conditional on the appropriate tender procedures being completed.

e Sir Albert gave this undertaking without being briefed on the matter by the
Department or the Office Allocation Committee.

e The undertaking was extremely broad, involving a proposed annual financial
commitment of at least K13.65 million and an initial capital outlay by the POSFB
of K142.5 million.

e The land on which the development was proposed to take place was beneficially
owned on behalf of Sir Albert’s political party, the PPP, therefore putting him in a
conflict of interests.

e The undertaking given was poorly thought out. It was foolish in the extreme for
Sir Albert to make such an undertaking without properly considering all the
implications and making some effort to ensure the State’s interests were protected.

Reference

e The facts and reasons relevant to this opinion are set out in paragraphs [3.7] [3.11]
[3.12][3.13][3.17] [3.18] [3.19] [3.20].[3.21] [3.23] and [12.2].

Reasons

o In early October 1994, Sir Albert applied pressure on Mr Peruka and Mr Ragi to
hold a POSFB meeting and approve the purchase of The Conservatory. Mr
Peruka and Mr Ragi were told that Sir Albert wished the meeting to go ahead
quickly and approve the purchase.

e Sir Albert also placed pressure on Mr Peruka to vote in favour of purchasing The
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Conservatory and to put aside Mr Peruka’s earlier doubts.

e Although Sir Albert was not an official participant in the POSFB approval of the
purchase, his indirect involvement means he must share responsibility for the
decision to purchase The Conservatory.

e Sir Albert’s conduct in applying political pressure on public officials was a blatant
mis-use of his office.

Reference

. The facts and reasons relevant to this opinion are set out in paragraphs [4.9] [4.14] !
[4.22] [4.29][12.2] and [13.2].

Reasons

e On 7 October 1994, Mr Peruka raised some very serious and sensible concerns
about the POSFB proposal to purchase The Conservatory.

e However on 10 October 1994, at a meeting of the POSFB, Mr Peruka, who was
Acting Chairman, voted for the purchase of The Conservatory.

o At that meeting none of the concerns, which Mr Peruka had earlier raised, had
been addressed or resolved.

o Mr Peruka failed to examine or assess the figures given to the Board, including an
unexplained K500,000.00 increase from the price in the business paper to the price
in the minutes.

e Mr Peruka uncritically adopted the information presented by management as to the
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rate of return on the proposed investment.
e Mr Peruka failed to insist on an independent and authorised valuation.

e Mr Peruka changed his mind and voted for the purchase as a result of political
pressure applied by Sir Albert Kipalan.

e Mr Peruka failed to live up to his responsibility, as Departmental Secretary and a
member of the Board of the POSF, to be independent and objective.

Reference

e The facts and reasons relevant to this opinion are set out in paragraphs [4.16]
[4.18] [4.21] [4.22] and [12.2].

Reasons

e In early October 1994, the Office Allocation Committee would not commit the
State to leasing any part of The Conservatory because of the high rents proposed
by the POSFB.

o In early November 1994, Mr Peruka advised Mr Ragi that the State would lease
some space within The Conservatory for a period of five years. This commitment
was given despite the POSFB continuing to ask very high rentals.

e On 22 February 1995, Mr Peruka committed the State to leasing the entire
building for a period of five years at $700.00 per square metre.

e There was no meeting of the Office Allocation Committee authorising Mr Peruka
to make this commitment. Mr Peruka made this commitment without the
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authority to do so

Reference

The facts and Teasons relevant to thig Opinion are set oyt in Paragraphs [4.16] [4.18]
[5.20] [6.4] and [12.2].

Reasong

* On 10 October 1994, My Malabag voted for the POSFB 1o purchase The
Conservatory.
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Mr Wingia. The business paper set out extremely shallow reasons for the failure
to find external finance, and glossed over the real problems with the purchase of
The Conservatory.

¢ Mr Malabag failed to submit either business paper to any critical assessment and
therefore failed to protect the interests of the contributors.

Reference

 The facts and reasons relevant to this opinion are set out in paragraphs [4.21]
[6.11] and [12.2]

Reasons

* On Tuesday 28 November 1995 identical letters to the editor were published in
two national newspapers. These letters were written by Mr Malabag and defended
the decision by the POSFB to purchase The Conservatory.

o These letters stated that The Conservatory purchase was above board and followed
all necessary financial procedures.

¢ These letters also stated that The Conservatory is a sound investment for POSFB.
e Both of these statements were untrue.

* Mr Malabag attempted to stifle or deflect public debate on The Conservatory and
present a false version of events to the public. By doing so he failed to safeguard
the interests of the contributors he was appointed to represent.
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Reference

* The facts and reasons relevant to this opinion are set out in paragraphs [8.11]
[8.13] and [12.2].

Reasons

e On 10 October 1994, Mr Eviaisa voted for the POSFB to purchase The
Conservatory.

* Mr Eviaisa failed to examine or assess the figures given to the Board, including

the unexplained K500,000.00 increase from the price in the business paper to the
price in the minutes,

* Mr Eviaisa failed to insist on an authorised and independent valuation.

¢ Mr Eviaisa uncritically adopted the information presented by management as to
the rate of return on the proposed investment,

* By not subjecting the information he was given to a critical assessment, Mr
Eviaisa failed to protect the interests of the contributors to POSFB,

Reference

The facts and reasons relevant to this opinion are set out in paragraphs [4.21] and
[12.2].
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Reasons

On 10 October 1994, Mr Mowana voted for the POSFB to purchase The
Conservatory.

Mr Mowana failed to examine or assess the figures given to the Board, including
the unexplained K500,000.00 increase from the price in the business paper to the
price in the minutes.

Mr Mowana failed to insist on an authorised and independent valuation.

Mr Mowana uncritically adopted the information presented by management as to
the rate of return on the proposed investment.

On 23 January 1995, at a special meeting of the Board of the POSF, Mr Mowana
voted in favour of the Board financing the purchase of The Conservatory from
POSFB’s financial resources.

The proposal was accepted on the basis of a business paper signed by Mr Ragi and
Mr Wingia. The business paper set out extremely shallow reasons for the failure
to find external finance, and glossed over the real problems with the purchase of
The Conservatory.

Mr Mowana failed to submit either business paper to any critical assessment and
therefore failed to protect the interests of the contributor.

Reference

The facts and reasons relevant to this opinion are set out in paragraphs [4.21] [6.11]
and [12.2].
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On 4 October 1994, Mr Iamo, with Mr Eddy Galele of the Department of Finance,
presented a brief to the Acting Secretary for Finance, Mr Kila Ai. This brief
raised some very serious concerns about the POSFB proposal to purchase The
Conservatory.

On 7 October 1994, Mr Iamo signed a letter to Mr Ragi, raising the same concerns
as in the departmental brief.

On 10 October 1994, Mr Ragi responded in writing to these concerns. However
Mr Ragi did not satisfactorily deal with the major problems, and brushed aside the
serious issues which had been raised.

On 10 October 1994, at a meeting of the POSFB, Mr Iamo voted for tﬁe purchase
of The Conservatory.

Mr Jamo failed to examine or assess the figures given to the Board, including an
unexplained K500,000.00 increase from the price in the business paper to the price
in the minutes.

Mr Iamo uncritically adopted the information presented by management as to the
rate of return on the proposed investment.

Mr Iamo failed to insist on an authorised and independent valuation.

Mr Iamo did not sufficiently pursue his earlier concerns. Mr Iamo’s unexplained
about-face enabled the purchase to go ahead, and therefore he failed to protect the
interests of the contributors.

Reference

The facts and reasons relevant to this opinion are set out in paragraphs [4.17]
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[4.21][5.19] and [12.2].

Reasons

The business paper presented to the Board at the meeting of 10 October 1994
contained serious flaws and incorrect assumptions about the proposed POSFB
purchase of The Conservatory.

These assumptions were based on information given to Mr Cho by Mr Ragi and
Mr Wingia.

Mr Cho, as Manager Investments, failed to assess or examine this information in
any way.

The information contained omissions and errors which should have been obvious
to any sensible reader, especially one whose official position was to advise on
investments.

Mr Cho knew that the market appraisals being relied on were not authoritative
valuations. However, he did not raise this as a matter of concern.

Mr Cho did not address the most basic and most critical risk in the proposed
investment - the risk of the State not leasing the whole building. This was an
appalling omission.

Mr Cho has explained his actions as simply following instructions. We consider
that Mr Cho’s attitude is both unprofessional and simplistic. Mr Cho has a duty to
assess and analyse information, not merely to provide the advice his superiors
wish to hear.
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Reference

* The facts and reasons relevant to this opinion are set out in paragraphs [4.20]
[4.27][4.29] and [12.2].

Reasons

¢ Mr Wingia signed the business paper, prepared by Pe Cho and co-signed by
Ereman Ragi, which was presented to the POSFB on 10 October 1994,
recommending the purchase of The Conservatory.

* This business paper, which was seriously flawed and contained a number of
inaccurate and misleading assumptions, convinced the Board to approve the
purchase.

* Mr Wingia failed to submit the business paper to an intelligent assessment before
signing.

* Mr Wingia failed to insist on an authorised and independent valuation.

* Mr Wingia signed the business paper, presented to the POSFB on 23 January 1995
and co-signed by Ereman Ragi, which sought the Board’s approval to finance the
whole of the purchase of The Conservatory from POSFB funds.

* This business paper glossed over the reasons the POSFB had failed to secure
finance for the purchase. The business paper misled the POSFB by blaming the
lack of finance on “adverse publicity”.

* Mr Wingia must share the responsibility for allowing the POSFB to make
decisions on two occasions based on inaccurate and erroneous information.
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* Mr Wingia had also signed the contract of sale for The Conservatory in November
1994, without keeping any records of the negotiations and without ensuring that
the most basic of due diligence procedures were carried out.

Reference

The facts and reasons relevant to this opinion are set out in paragraphs [4.20] [4.27]
[4.29] [5.23] [5.24] [5.27] [6.11] and [12.2].

rk Basausau,

ffice’ |

Reasons

¢ In March 1995 Mr Basausau wrote to the POSFB confirming that the State would
lease the entire building for a period of seven years. The agreement that existed
before this letter was that the State would lease the building for five years.

¢ Mr Basausau wrote this letter without the authority of the Office Allocation
Committee or of its Chairman, Mr Peruka. Under the Public Service General
Orders the Committee must authorise all government allocation of office space.

* The commitment given by Mr Basausau was extremely generous, promising to
lease the entire building for seven years at more than double market rates.

e Mr Basausau gave a very broad commitment, outside his authority, to lease
property to the long-term financial detriment of the State.

 In July 1995, Mr Basausau signed a ten-year property management agreement
with Tony Roberts Real Estate, without following tender procedures or obtaining
legal advice on the agreement.

¢ In our view, Mr Basausau did not appreciate the significance of the decisions he
was making, and the political repercussions of those decisions.
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Reference

* The facts and reasong relevant to this opinion are set out iy, paragraphs [6.4] [7.3]
and [12.2].

should be kept separate to the purchase proposa.

concerns about the submission raised by senior officers of the Department. Mr Ai
ignored these concerns.
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critical assessment.
e Mr Ai buckled to political pressure to support a very bad investment decision.
Reference

o The facts and reasons relevant to this opinion are set out in paragraphs [4.17]
[4.18][5.5][5.71[5.8] [5.91[5.17] [5.19] and [12.2].

Reasons

e On 23 January 1995, at a special meeting of the Board of the POSF, Mr Ai, who
was the Acting Chairman of the Board, voted in favour of the Board financing the
purchase of The Conservatory from the POSFB’s financial resources.

e The proposal was accepted on the basis of a business paper signed by Mr Ragi and
Mr Wingia. The business paper set out extremely shallow reasons for the failure
to find external finance, and glossed over the real problems with the purchase of
The Conservatory.

e Mr Ai failed to submit the business paper to any critical assessment.
Reference

e The facts and reasons relevant to this opinion are set out in paragraphs [6.11] and
[12.2].
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Reasons

® Mr Lemeki failed to identify any other potential buildings or vacant land for
purchase which could be compared to The Conservatory.

® Mr Lemeki states that he contacted Mr Anderson and My Benn, in early July 1994,
on the basis of a Tecommendation by Sir Julius Chan. Mr Lemeki did not satisfy

himself of the credentials of these two men before asking them to assist him in
locating a suitable building.

Mr Lemeki should have obtained an independent valuation from a qualified and
registered valuer at the commencement of negotiations, Mr Lemeki should not
have accepted an appraisal from someone recommended by the vendor.

Mr Lemeki was foolish and naive in allowing himself to be manipulated into
promoting the purchase of The Conservatory.

Reference

* The facts and reasong relevant to this opinion are set out in paragraphs [4.3] [4.5]
[4.7] and [12.2].
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Reasons

e Mr Dusava prepared a brief for Sir Julius Chan, describing The Conservatory as a
“blue chip investment”, which was copied almost word for word from a letter
from Mr Solly Benn to the Papua New Guinea Consul, Mr Lemeki.

® Mr Dusava acted in a manner that was naive and foolish.

* Mr Dusava adopted Mr Ragi’s proposal to purchase The Conservatory, and on 24
September 1994 advised Mr Peruka that the Department of Foreign Affairs and
Trade would confirm a lease of The Conservatory by way of a letter of intent.

® Mr Dusava gave these undertakings without the project being formally approved
by the POSFB, the Office Allocation Committee or the Minister for Finance.

* Mr Dusava made no attempt to negotiate the rent, despite having previously
advised the Prime Minister that The Conservatory could be leased for less than
half the amount that the POSFB was now proposing.

¢ Mr Dusava gave his approval without obtaining any independent advice on
whether the purchase or the lease represented value for money.

Reference

¢ The facts and reasons relevant to this opinion are set out in paragraphs [4.6] [4.11]
and [12.2].

Reasons

e Prior to the Secretary for Lands signing the lease from Moki N° 10 Pty Ltd to the
State on 30 May 1996, Mr Gelu advised the State on the legal implications of the
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* Legally, the lease should have been signed by the Head 0

with the Public Fi inances (M,

f State in accordance
anagement) Act.

® Mr Gelu acted wel] below the standard expected from the State Solicitor.

Reference

* The facts and reasons relevant to this opinion are set out jn paragraph [9.1],

Reasons

® On 23 January 1995, My Ragi requested Mr Ha
package proposed by the POSFRB. Under this
100% of the purchase price, instead of obtainj

1veta to approve the re-financing
package the POSFB would provide
ng bank finance,
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impact of the proposal on the State, not Just on the POSFB. Mr Haiveta failed to
discharge this obligation.

Reference

e The facts and reasons relevant to this opinion are set out in paragraphs [6.11]
[6.12] and [12.2].

Reasons

* Mr Haiveta’s press release of 3 November 1995 contained some glaring
inaccuracies and completely wrong statements.

* Mr Haiveta failed to address the issues raised in the Parliamentary motion of 30
November 1995 in any meaningful way.

* Mr Haiveta misled Parliament by stating an incorrect purchase price and by
brushing off many of the allegations raised regarding the purchase of The
Conservatory.

* Mr Haiveta relied exclusively on the advice he received from the Secretary for
Finance, Mr Mulina. Mr Mulina obtained his information directly from the
POSFB.

® Mr Haiveta failed to subject any of the information he was given to any critical
assessment.

* The result of this failure was that the true facts of the purchase were effectively
hidden from both the public and Parliament.
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Reference

The facts and reasons relevant to this opinion are set out in paragraphs [8.6] [8.12]
[8.13] and [12.2].

Reasons

e In November 1995 Mr Mulina gave a seriously flawed briefing to the Minister for
Finance regarding The Conservatory purchase.

» This brief was prepared by the POSFB. Mr Mulina did not acquaint himself with
the facts and did not examine the accuracy of the advice given by the POSFB. As
Secretary for Finance, Mr Mulina should have taken the responsibility of ensuring
that any advice he gave was completely correct.

e On 7 November 1995 Mr Mulina issued an open letter to the members of the
POSFB. This letter was prepared on the basis of advice by the POSFB, and was
published in a national newspaper.

e The open letter included several statements that were either misleading or
completely wrong.

e Mr Mulina should not have given the weight of his public office to any statement
in the press without being completely sure that it was entirely correct. Despite the
incorrect information coming from the POSFB, Mr Mulina must be held
responsible for gravely misleading and misinforming the public.

Reference

¢ The facts and reasons relevant to this opinion are set out in paragraphs [8.5] [8.8]
[8.13] and [12.2].
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* Mr Ban was the Acting Managing Director of the POSFB in January 1995, at the
time of settlement of the purchase of The Conservatory.

Mr Ban failed to appreciate the significance of the final dates for settlement of the
purchase.

Mr Ban failed to appreciate the seriousness of the contractual obligations on the
POSFB to find the final purchase price.

Mr Ban failed to take action on the advice he was given, on more than one

occasion, that the POSFB had the opportunity to terminate the contract to
purchase The Conservatory.

Mr Ban failed to either terminate the contract when the opportunity arose, or pass
the matter to the Board for further consideration.

Reference

* The facts and reasons relevant to this opinion are set out in paragraphs [6.5] [6.6]
[6.8][6.9] and [12.2].
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Reasons

On 12 December 1994 the General Manager of Air Niugini, Mr Seefeld, met with
the Prime Minister and other officials, including Mr Bai, to discuss the re-location
of Air Niugini offices in Brisbane and Cairns.

Mr Seefeld agreed the one-stop shop policy was sound in principle and undertook
to do a study to assess the commercial consequences and cost of re-location. The
Air Niugini study later concluded that re-location could not be justified on
commercial grounds.

On 15 December 1994 Mr Bai wrote to Mr Seefeld saying the Prime Minister had
directed Air Niugini to re-locate. Mr Bai reminded Mr Seefeld of this direction
throughout early 1995.

Mr Bai applied this pressure despite the Air Niugini study showing it was not
commercially feasible. Mr Bai had no regard to the commercial imperatives of
Air Niugini.

Reference

The facts and reasons relevant to this opinion are set out in paragraphs [6.3] and
[12.2].

Reasons

e Mr Aopi was absent overseas during the first two weeks of October 1994 while

the crucial decisions were made to purchase and finance The Conservatory. Mr
Aopi returned in time to be present at the Board meeting of 21 October 1994
which discussed The Conservatory.

Mr Aopi was fully aware of the details of the purchase and financing plans. Given
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his position, he should have expressed concemn about the price paid for The
Conservatory, and the procedures adopted in approving the purchase,

¢ Mr Aopi failed to live up to the standard expected from one of the country’s most
senior public officials. Mr Aopi had a responsibility to the contributors of the
POSFB and to the public, which he failed to discharge.

Reference

* The facts and reasons relevant to this opinion are set out in paragraphs [4.21]
[5.11] and [12.2].
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15. RECOMMENDATION S

[15.1] CONSTITUTIONAL FRAMEWORK FOR MAKING l
RECOMIV[ENDATION S
As we indicated in Chapter 1, the general purpose of this investigation is to determine .
whether any of the conduct under Investigation was wrong, or whether any laws or
administrative practices were defective,
The Commission's opmnions on those matters are st out in the previoug chapter. The .
Commission is expressly authorised to form such opinions by Section 22(1) of the
Organic Law on the Ombudsman Commission, .
If, after making its mvestigation, the Commission comes to the conclusion that some of
the conduct was wrong or that any law or administrative Practice was defective, it is .
authorised to make feCommendations. Such recommendations are made under Section
22(2) of the Organic Law on the Ombudsman Commission
Section 22(2) states: .
Ifin any case to which this section applies the Commission js of the opinion that any .
service, body, person or other appropriate authority should -
(a) consider the matter further; or
{b) take certain specific action; or
(c) modify or cancel any administrative act; or
(d) alter any regulation orruling; or
(e) explain more fully any administrative act; or
f do any other thing,

the Commission shall report jts opinion, and the reasons for its opinion, to the
Minister responsible for the relevant service, body or person and to the Permanent
Head or statutory head responsible for the service, body or person, and may refer

the matter to the Public Prosecutor if action by him is warranted and may make such
recommendations as it thinks fit,

In this chapter we make a number of forma] Tecommendations based on the findings of
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wrong conduct and defective administration referred to earlier.

FEach recommendation is set out as follows:

. The recommendation is stated.
. The recipients (i.e. the persons to whom the recommendation are directed) are
identified.
o The main reasons for making the recommendation are stated.
[15.2] RECOMMENDATIONS CONCERNING PARTICULAR
INDIVIDUALS

We recommend that some individuals have their continuing public employment
carefully reviewed. We note that some individuals are now in different positions to
those they occupied during the events set out in this report. It may be argued that a
person should not have their current employment reviewed for wrong conduct in a
previous job. The Ombudsman Commission has given this matter careful
consideration, and is of the opinion that holders of public office must continue at all
times to be accountable for their actions.

In our view, if a public official acted wrongly in a previous position, then he or she
should not escape the negative consequences of their action by simply occupying a
new position.

[15.3] IDENTITY OF RECIPIENTS

When we make recommendations, we are obliged by Section 22(2) of the Organic Law
on the Ombudsman Commission to identify the service, body, person or other
appropriate authority who has to carry them out.

We are also obliged by Section 22(2) of the Organic Law on the Ombudsman
Commission to report our recommendations to both the Minister and, if appropriate, the
permanent or statutory head responsible for the service, body or person who has to
carry out the recommendations.

In relation to each recommendation made in this chapter, recipients of the
recommendation are listed as follows:
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. First, the service, body or person we are asking to do things, is identified.
. Secondly, the Minister responsible for that service, body or person is identified.
o Thirdly, if appropriate, the permanent or statutory head responsible for that

service, body or person is identified.
[15.4] RESPONSIBLE MINISTERS

Section 148 of the Constitution provides that each department, section, branch or
function of government must be the political responsibility of a Minister. The Prime

Minister has the power to determine the titles, portfolios and responsibilities of
Ministers.

At the time of preparation of this report, the services, bodies and persons to whom

specific recommendations are being directed were the responsibility of the Ministers set
out in the table below.
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TABLE 15.1

MINISTERS RESPONSIBLE FOR FOLLOWING-UP
IMPLEMENTATION OF RECOMMENDATIONS

Services, bodies or persons
being asked to do things

Responsible Minister

National Executive Council
Hon Chris Haiveta MP

Secretary, Department of Treasury
and Planning

POSFB
Managing Director, POSFB

Prime Minister & Minister for Finance and Treasury,
Hon Sir Mekere Morauta KBE Kt MP

Cocoa Board

Minister for Agriculture and Livestock,
Hon Ted Diro CBE OStj MP

Attorney-General

Secretary, Department of
Attorney-General

Minister for Justice,
Hon Kilroy Genia MP

Secretary, Department of Lands

Minister for Lands and Physical Planning,

and Physical Planning Hon Fabian Pok MP

Mr Rupa Mulina Minister for Provincial and Local-level Governments,
Hon Andrew Kumbakor MP

Secretary, Department of Minister for Public Service,

Personnel Management Hon Philemon Embel MP

In the event that the titles or responsibilities of particular Ministers change after the date
of this report, responsibility for notifying the Ombudsman Commission of the steps
being taken to give effect to recommendations will pass to the Minister who, from time
to time, has political responsibility for the services, bodies or persons who received our

recommendations.

[15.5]

DUTIES OF RECIPIENTS OF RECOMMENDATIONS

The fact that our opinions on things that should be done are expressed in the form of
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Section 22(3) states:
If the Commission SO requests, the responsible Minister, Permanent Head or

statutory head, as the case may be, shall, within such period as jg Specified by the
Commisslon, notify the Commission as to the steps (if any) that he Proposes to take
to give effect to its recommendations,

[15.6] INDEX OF RECOMI\'IENDATIONS

An index of recommendations is set out in the table below.
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INDEX OF RECOMMENDATIONS

Number Summary

2 The head lease for The Conservatory be terminated.

4 The POSFB urgently introduce due diligence and investment analysis procedures.

8 The Minister for Finance and Treasury notify Michael Malabag of the intention to

terminate his appointment to the POSFB.

10 The Secretary of the Department of Treasury and Planning review the employment of
Vele Iamo.

12 The Managing Director of the POSFB review the employment of Joseph Wingia.
OSF]

14 Chris Haiveta make a public retraction and apology.

16 The Attorney-General issue guidelines advising that Pato Lawyers should no longer
act for the State or any governmental body.

18 The Prime Minister make all future determinations of changes of portfolio of Ministers
in writing.

20 The Minister for Finance and Treasury initiate amendments to the POSF Act to alter
the composition of the Board of the POSF.
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[15.7] RECOMIVIENDATIONS

We understand the Attomey-Genera] has made engquiries into thig matter and a report
has been obtained from an Australian law firm. The Attorney-General did not allow the
Ombudsman Commission to view the report prepared by the Australian law firm.
Therefore we do not make any récommendations on specific legal steps, but
Teécommend that any decision be made as soon as possible,

Recipients

° The members of the Board of the POSF .

. The Attorney-General.
. The Minister for Finance and Treasury.
. The Managing Director of the POSFB,

Reasons

o The POSFB made an extremely poor investment decision in buying The
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The POSFB must make a considered decision, taking into account all the
relevant factors, including the cost of the litigation and the likelihood of its
success.

Recipients

. The members of the Board of the POSF.

° The Attorney-General.

. The Minister for Finance and Treasury.

o The Minister for Justice.

. The Secretary, Department of Attorney-General.

o The Managing Director of the POSFB.
Reasons

o The rentals the State is paying under the head lease of The Conservatory are
more than three times the market rental. Even if the building were fully
occupied, the State would only recoup less than one-third the amount they are
paying the POSFB.

o In effect, the people of Papua New Guinea are heavily subsidising the poor
decision of the POSFB to purchase The Conservatory. The lease is an artificial
creation designed to protect the POSFB with the government’s money.
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This inequitable and unfar lease should be stopped immediately. The POSFB
must take primary responsibility for the future of The Conservatory.

Recipients

The members of the Board of the POSF.
The Minister for Finance and Treasury.

The Managing Director of the POSFB.

Reasons

Because The Conservatory is not making a profit, the POSFB cannot expect to
sell the building for more than $3 to $4 million.

However, all options as to the future of The Conservatory must be considered,
including the sale of the building,

There are a range of remedial actions that might be taken to improve The
Conservatory’s occupancy; for example re-naming and re-marketing the
building, re-branding the building for alternative use, or temporarily dividing
the building to reduce the impression of empty space. However any action
must be taken after expert advice is received, and as part of an on-going
strategic plan for the building.
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orl The Conservatory in order to make a considered decision in the interests of
the contributors.

Recipients

The members of the Board of the POSF.
The Minister for Finance and Treasury.

The Managing Director of the POSFB.

Reasons

The POSFB made an extremely poor investment decision in buying The
Conservatory.

The investment was never properly assessed. In a large part this was due to the
failure to obtain an independent valuation.

The obvious risk involved in buying a building for three times its market value
was never addressed. The projected rate of return, if the POSFB were forced to
rely only on market rentals, was never considered.

The danger involved in requiring the State to enter into a contrived and artificial
leasing arrangement was not considered.

The staff of the POSFB, the Managing Director and the members of the Board
failed to critically evaluate the investment. Procedures must be put in place to
ensure this kind of failure does not occur again.

Where the POSFB does not have the staff who are able to accurately assess an
Investment, especially a large investment with new or unusual characteristics,
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the POSFB should seek outside expertise.

The investment p

olicy, which the POSFB is required to formy]ate under Section
18 of the Public Officers Superannuation Fund Act, must be approved and
adopted.

The investment policy should require that aj] future leasing arrangements
between the POSFB are “arms length” trangacti

actions, in which the State pays
market rentas for Property which it actually occupies.

Recipient
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— making commitments and undertakings without the proper approvals
being obtained;

- not obtaining public tenders on the basis of what the State actually
requires; and

- not obtaining skilled professional assessments of proposals.

It is necessary to take steps to ensure these errors do not occur again.

— Kila Aij;

~ John Ban;

— Mark Basausau;
— Pe Cho*;

— Gabriel Dusava;
— Aloysius Eviaisa*;
— Zacchary Gelu;

~ Vele Iamo*;

— Jacob Lemeki;

— Michael Malabag*;

— Ugwalubu Mowana;

— Rupa Mulina;
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— Tau Peruka;
-~ Ereman Ragi*; and
— Joseph Wingia*,
Recipients

e Secretaries of all Departments, or heads of governmental bodies, where any of the
above people are employed, or who are considering employing the above people.

* Ministers responsible for those Departments, or governmental bodies, where any of
the above people are employed, or who are considering employing the above people.

Reasons

¢ The conduct of all the above-named public officials was, to varying degrees, wrong.
They failed to live up to the standard demanded of them.

o The on-going employment of these officials, or their re-employment in a public
capacity, should be carefully and critically considered in light of the findings of this
report.

¢ We are not recommending that the public employment of all the above persons be
necessarily terminated. Indeed, there are some who no longer hold public office in
any capacity. There are some whose wrong conduct does not necessarily warrant the
termination of their employment.

e However, it is the opinion of the Ombudsman Commission that, in order to aid the
process of accountability, the persons referred to above who continue to hold public
office, or who are being considered for re-employment in a public office, should be
carefully assessed for their suitability to hold such an office. This process must be
carried out in accordance with the principles of natural justice.

e There are some persons listed above, marked with an asterisk (*), who, in the
opinion of the Ombudsman Commission, were seriously culpable in respect of the
decisions concemning The Conservatory, and who continue to hold public office. We
believe that these persons should have to show cause why their public employment
should not be terminated.
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¢ These persons (*) are the subject of additional, specific, recommendations which are
set out below.,

Recipients

The members of the Cocoa Board.

The Minister for Agriculture and Livestock.

Reasons

Mr Ragi was responsible for pushing the POSFB to approve the purchase of
The Conservatory.

Mr Ragi signed the contract for sale without having a commitment from the
State to lease the building, without having the deposit in place, without having
secured funding, without having obtained legal advice and knowing the vendor
had not owned the property until Just before the contract was signed. Mr Ragi’s
negligent conduct left the POSFB in an extremely vulnerable position.

Mr Ragi blindly accepted all the vendor’s statements. This resulted in the
POSFB purchasing the property for more than twice what it was worth, and the
POSFB unnecessarily paying hundreds of thousands of additional kina at
settlement.

When the purchase of The Conservatory came to the attention of the public and
the media, Mr Ragi gave misleading and incorrect information to the Minister
for Finance and the public.
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o Mr Ragi failed to protect the interests of the contributors, and failed to reach the :
most basic standards of analysis and intelligence. :
) Mr Ragi succumbed to political pressure. He allowed this pressure to influence :
his actions. i
. Mr Ragi presently holds a senijor public office and, on the basis of his conduct
concerning the purchase of The Conservatory, it is doubtfu] whether he should
continue to hold any public office,
° In the opinion of the Ombudsman Commission, the Cocoa Board should
seriously consider whether Mr Ragi should continue to occupy his current
position.

Recipient

o The Minister for Finance and Treasury.

Reasons

o Mr Malabag made an extremely poor investment decision that cost the Fund
millions of kina in lost revenue,

. Mr Malabag failed to live up to his statutory obligations, failed to protect the

interests of the contributors, and failed to reach the most basic standards of ! |
analysis and intelligence.

. In this transaction Mr Malabag showed extremely poor judgment, 1 |

. When the public controversy over the purchase began in November 1995, Mr
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Malabag compounded his errors by misleading the public and the contributors
with a factually wrong public statement.

o In the opinion of the Ombudsman Commission, Mr Malabag should not
continue to hold an office he has shown himself unable to adequately perform.

Recipient
. The Minister for Finance and Treasury.
Reasons

o Mr Eviaisa made an extremely poor investment decision that cost the Fund
millions of kina in lost revenue.

. Mr Eviaisa failed to live up to his statutory obligations, failed to protect the
interests of the contributors, and failed to reach the most basic standards of
analysis and intelligence.

. In this transaction Mr Eviaisa showed extremely poor judgment.

. In the opinion of the Ombudsman Commission, Mr Eviaisa should not continue
to hold an office he has shown himself unable to adequately perform.
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Recipients

The Secretary of the Department of Treasury and Planning.

The Minister for Finance and Treasury.

Reasons

Mr Tamo presented a brief to the then Secretary for Finance outlining some
serious concerns with the purchase of The Conservatory.

Three days later, as the representative on the Board of the POSF of the
Secretary for Finance, Mr lamo voted in favour of the purchase of The
Conservatory. This was despite none of his earlier concerns being satisfactorily
addressed. '

Mr Iamo’s unexplained about-face enabled the purchase of The Conservatory to
go ahead.

Recipients

The Managing Director of the POSFB.

The Minister for Finance and Treasury.
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Reasons

Mr Cho was responsible for preparing the business paper presented to the Board
regarding the decision to purchase The Conservatory. This business paper, in
particular its predictions of investment return, was a large factor in convincing
the Board to approve the purchase.

M Cho failed to assess any of the information he was given by Mr Ragi. Mr
Cho failed to address any of the investment risk issues arising from the
purchase.

In particular, Mr Cho failed to comment on the risk of having to rely on market
rentals for the investment income.

Recipients

The Managing Director of the POSFB.

The Minister for Finance and Treasury.

Reasons

Mr Wingia co-signed the business papers presented to the Board proposing
the purchase of The Conservatory and the later re-financing package. Both of
these proposals were financial disasters for the POSFB.

Mr Wingia failed to subject either proposal to the most basic of analysis.
Despite his title of "Executive Manager, Investments", Mr Wingia failed to
assess this investment at all.
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Recipients

Members of the Board of the POSF.

The Minister for Finance and Treasury.

Reasons

Our investigation has revedled that the decision-making process which led to
the purchase of The Conservatory was marred by administrative
incompetence, a misunderstanding of roles and responsibilities, and a

management culture which allowed obvious causes for concern to be brushed
aside.

This management culture led a superannuation fund to enter into a highly
speculative and risky investment.

A management review would reduce the chances of the same type of errors
being repeated.

A management review may reveal that changes in top management need to be
made; and if that is the case, the Board must ensure that a detailed and
systematic merit selection process is implemented.
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) Mr Haiveta.

o The Prime Minister.
Reasons
o Mr Haiveta issued a press release on 3 November 1995 containing some

glaring errors and inaccuracies regarding the purchase of The Conservatory.

. Mr Haiveta issued this press release on the basis of information he had
uncritically accepted from the then Secretary for Finance.

o Mr Haiveta later made incorrect statements to the Parliament during the
debate on the Leader of the Opposition’s, Mr Yaki's, motion regarding The
Conservatory.

o The effect of Mr Haiveta's actions was that essential information regarding

The Conservatory was hidden from Parliament, the public, and the
contributors to the POSF, and the . Parliament.

o Mr Haiveta should publicly rectify his mistake by retracting his comments
and apologising for his actions. Mr Haiveta should do this both publicly in a
daily newspaper, and in person on the floor of the Parliament.
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Recipients

° Mr Mulina.

Reasons

B In November 1995 Mr Mulina, the then Secretary for Finance, gave a seriously
flawed briefing to the Minister for Finance, This briefing was based on
information that Mr Mulina had uncritically accepted from the POSFB.,

° On 7 November 1995 Mr Mulina issued an open letter to the contributors of the
POSF. This letter was also prepared on the basis of information Mr Mulina had
obtained from the POSFB.

o This letter contained several statements that were either misleading or
completely wrong.

. The effect of Mr Mulina’s actions was that essential information regarding The

Conservatory was hidden from the public and the contributors to the POSF.

o Mr Mulina should publicly rectify his mistake by retracting his comments and

apologising for his actions. Mr Mulina should do this publicly in a daily
newspaper.
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Recipients

The Attorney-General.
The Minister for Justice.

The Secretary of the Department of Attorney-General.

Reasons

In the opinion of the Ombudsman Commission, Pato Lawyers gave wrong and
misleading legal advice. As a result of their advice the POSFB ended up paying
considerably more in the final settlement payment than it was legally obliged to

pay.

Pato Lawyers failed to pass on the vitally important information given to them
regarding the purchase price of The Conservatory in the prior sale to Katingo
Pty Ltd.

Pato Lawyers allowed themselves to be paid by one party to a transaction while
acting for the other party. This put Pato Lawyers in a serious conflict of
interests.

In the opinion of the Ombudsman Commission, Pato Lawyers failed to live up
to an adequate professional legal standard.

The Attorney-General, as the Principal Legal Adviser to the National Executive,
should use his power under the Attorney-General Act to convey the results of
this investigation and highlight the need for government departments and
governmental bodies to obtain competent legal advice at all times.
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Recipient

The Chairman of the National Executive Council, the Prime Minister.,

Reasons

acquiring the property.

We have no evidence that Mr Anderson and Mr Benn necessarily acted
illegally. However we consider that they acted below normal ethical standards,

Mr Anderson and Mr Benn constantly inflated the purchase price for The
Conservatory for little or 1o reason,

Mr Benn obtained worthless property appraisals in order to sustain the asking

price. Mr Benn controlled the engagement of the property consultants through
the Papua New Guinea Consul in Cairns,

government,
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Recipient

The Prime Minister.

Reasons

Sir Julius Chan, while Prime Minister, signed the approval to purchase The
Conservatory as “Acting Minister for F inance”. There was no documentation
to show that Sir Julius had made a determination under Section 148 of the
Constitution re-allocating the responsibility for the finance portfolio to
himself,

There is no express requirement in the Constitution that such determinations
are made in writing. However, if there is no documentation, there is no proof
that the determination was validly made.

It is extremely important that the responsibilities of Ministers for the various
portfolios is clear at all times.
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Recipients

The Minister for Public Service.
The Secretary of the Department of Personne] Management.

The Secretary of the Department of Treasury and Planning,

Reasons

The requests to the Office Allocation Committee, for approval to rent office
space within The Conservatory, were made haphazardly. The requests were
often made directly to the Chairman, who then gave undertakings without the
authority of the Committee as a whole.

The current arrangement, where the Committee secretariat is located within the
Department of Treasury and Planning, causes confusion and duplication. In the
case of The Conservatory this led to officers of the Department making
undertakings without the authority of the Committee.

It is not clear whether the jurisdiction of the Committee extends to offices
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outside Papua New Guinea. This must be immediately clarified.

The status of the Committee is not clear. It is not a statutory authority, and
therefore lacks a Jegislative basis for its actions.

The Committee’s decision-making processes should be set down clearly in law
and strictly enforced so as to instil a much greater culture of transparency,
accountability and discipline within an administrative body which authorises

the expenditure of millions of kina of public money.

Recipients

The Minister for Finance and Treasury.
The Secretary of the Department of Treasury and Planning.
The Attorney-General.

The Secretary of the Department of Attorney-General.

Reasons

The Board of the POSF must be composed of persons who have the time,
capacity and independence to routinely make a balanced and careful
consideration of many issues, particularly investment decisions involving
millions of kina of contributors' money.
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Our investigation has revealed that both the thep Secretary for Finance, Mr
Aopi, and the then Secretary for Personnel Management, Mr Peruka, lacked the
time, capacity and independence to exercise the amount of care and contro]

required as Board members to deal with the proposal to purchase The
Conservatory.

These conflicts will inevitably continue Wwhenever the POSFB and the State are
considering entering into a landlord/tenant relationship.
If the conflicts are allowed to persist, the situation wi]] continue to exist
whereby artificial and contrived leasing arrangements, under which the State

Wastes public money to Prop up poor investments by the POSFB, will be
encouraged.

The necessity of having skilled, diligent and independent persons appointed to
the Board of the POSF cannot be overstated,

© Q@ @
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16. CONCLUSION

[16.1] TERMS OF REFERENCE

As we said in Chapter 1, there were a number of terms of reference identified at the
start of this investigation.

Our conclusions on these matters are set out below.
° Who made the decision to purchase The Conservatory?

The decision to purchase was made by a unanimous vote of the members of
the Board of the POSF, based on a business paper presented to the Board by
Ereman Ragi, the Managing Director, Mr Ragi had also provided the largely
inaccurate, and extremely misleading information, from which the business
paper was prepared.

Although Mr Ragi was responsible for getting the decision through the Board,
he was under some pressure to do so. This pressure came from Sir Albert
Kipalan and Sir Julius Chan. Sir Julius gave statutory approval of the
purchase.

The Conservatory had originally been promoted as a target for purchase by
Jacob Lemeki, the Papua New Guinea Consul in Cairns. He had found the
building with the assistance of Warren Anderson and Solly Benn.

° How was the purchase price arrived at?

At all times the purchase price was solely the price given by the vendors.
There was no attempt to negotiate it. Originally, in August 1994, the asking
price was K13 million. After the devaluation of the kina in September 1994,
it was raised to K74.8 million. On 10 QOctober 1994, when the purchase was
approved by the POSFB, the purchase price was K15.5 million.

The purchase price in the contract, signed six weeks after the approval, was
$18.7 million, which converted at the time to KI6.7 million. The actual
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purchase price paid at settlement was still more, rising to an inexplicable
K17.6 million, or $19.7 million at the then exchange rates.

None of the officials involved in the sale made any attempt to slow the rapid
acceleration of the purchase price. All of the figures gave the impression of
being plucked from the air by the vendors, and accepted with enormous
gullibility by Mr Ragi and the other members of the Board of the POSF.

Were any members of Parliament involved in the transaction?

Sir Julius Chan was involved closely in the purchase. As Acting Minister for
Finance, he approved the POSFB’s purchase of the property. Sir Julius had a
conflict of interests as a result of a potential benefit for his associates in the
Waigani Redevelopment proposal, who were also the vendors of The
Conservatory, Mr Anderson and Mr Benn.

Sir Julius and Sir Albert Kipalan applied pressure on Mr Ragi, Mr Peruka and
Mr Ai to ensure they facilitated the purchase.

surrounding the purchase became public in November 1995, Mr Haiveta
made misleading statements to both the public and the Parliament.

How was the deal put together?

The actual sale of The Conservatory to Moki N° 10 Pty Ltd (the corporate
vehicle used by the POSF B) was a result of a complex string of transactions.

Katingo only owned an option to purchase The Conservatory for a fixed price
($9.75 million). Katingo had bought this option from Asia Securities Pty Ltd
for $2 million. The actual owner of the building at this time was Cape
Bouvard Investments Pty Ltd. Asia Securities had previously bought the
option to purchase from Cape Bouvard for $100,000.00,

Katingo therefore paid $2 million to Asia Securities for the option and, after
deciding to exercise the option, a further $9.75 million to Cape Bouvard
Investments for the building itself, Katingo had therefore paid well above the
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market value of the building.

The actual transfer to Katingo from Cape Bouvard did not take place until 17
November 1994, just seven days before the contract with Moki N° 10 Pty Ltd.
On 24 November 1994, Katingo on-sold the building to Moki N° 10 Pty Ltd
for $18.72 million.

All the parties to the transactions, except Moki N° 10 Pty Ltd and the POSFB,
made a considerable profit.

What was the market value of The Conservatory? Did the POSFB pay
too much for it?

We obtained independent market valuations, from registered and qualified
valuers, of The Conservatory. As a result of these valuations we conclude
that, at the time of the purchase by POSFB, The Conservatory was worth
approximately $7 million. This is less than half the $18.72 million the
POSFB paid.

The POSFB paid far too much for the property.

The State has since agreed to lease the entire building from POSFB at grossly
inflated rentals. If the entire building were to be currently leased at market
rentals it would generate a gross annual income of approximately
$630,000.00. The State pays annual rentals of $2.1 million.

The end result is that the $11 million dollars overpayment made by the
POSFB has gone straight into the hands of foreign property developers. The
attempt to claw back some of this overpayment from the State by way of
exorbitant rents merely means some of the overpayment comes from the
Papua New Guinea public as well as the POSF contributors.

If too much was paid, how can the deal be explained?

The deal was largely a result of gross administrative incompetence. The vast
majority of public officials, whose job it is to assess, analyse, criticise and
above all apply common-sense to these kind of proposals, failed miserably to
carry out their duties. Basic mistakes were made; for example not obtaining a
valuation, and not obtaining finance before the settlement date.
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Most of the decision makersg seemed happy to accept anything the vendor told
them, and were spineless when confronted with political interference in the
decision-making processes. It is difficult to avoid the conclusjon that some of
the officials would take more care ip buying thejr buai in the Street than they

would when spending millions of kina held in trust for the public and the
contributors of the POSEF.

o Was there corruption involved ip the decision to purchase
The Conservatory?

[16.2) SUMMING yp

Focus of this report

This report has hecessarily focussed on the movers and shakers of
purchase - the politicians, public officials and businessmen who made the dea]
happen. However the real recipients of thig Teport are the people who Were not in a

position to do anything - the people who relied on the POSFB and the government to
act in their best interests,

The Conservatory

This report is dedicated to:

o The contributors to the POSF, who have been kept in the dark and misled, too

carelessly spent,

The people of Papua New Guinea, who are being asked to subsidise the bad

Chapter 16
Conclusion




381

decision of the POSFB through an ill-conceived and artificial lease to the
State.

. The professional and ethical public officials that still exist in our country, and
who watch as their less honest and less competent colleagues go unpunished
or even rewarded and promoted for their bad advice and wrong conduct.

Incompetence

The outstanding thread winding through our investigation and this report was the
sheer administrative incompetence and lack of care shown by the public officials
responsible for putting the deal together. Very few of the public servants were
willing to look beyond their own noses and say that they thought this decision was
wrong. Senior officials of the POSFB had the opportunity, indeed the responsibility,
to objectively analyse the purchase. None did.

It is a sad commentary on the state of governance in Papua New Guinea when no
officer is prepared to stand up and give an honest and professional view. Perhaps the
public officials are frightened for their jobs. Certainly in this report those public
officials who did speak out quickly “changed their minds”.

Lack of transparency

Another major concern with the way The Conservatory deal was put together was the
lack of transparency and openness in the process. One aspect of this was the conflict
of interests of Sir Julius Chan, who promoted the purchase while having undeclared
links with Mr Anderson, the vendor. Sir Julius had an obligation to declare his
interest before dealing with this matter in any way. He did not fulfil this obligation.

Sir Julius, as the Prime Minister, had the power to stop this transaction. He was
closely involved in the purchase. He knew when all the major steps were being taken
to purchase the property. He approved the purchase. Sir Julius was in a position to
obtain proper advice and be properly informed. As the person in Papua New Guinea
at the time with the most political power, Sir Julius should have exercised that power
with responsibility.

Dishonesty

Another aspect of lack of transparency was the willingness of almost everyone
involved to hide the details of the purchase. When this matter came to the public eye
in November 1995, everyone concerned rushed to hide the facts. Politicians and
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public officials gave the public information which was at best misleading, and at
worst completely wrong and dishonest. No one was willing to admit a mistake had
been made. Nobody told the truth.

The Ombudsman Commission received many responses to its preliminary report,
from people mentioned adversely in this report. The vast majority of those responses
were from people passing the buck and evading responsibility. With the exception of
Rupa Mulina, no one was willing to admit, even years after the event, that a mistake
had been made.

Irresponsibility

A number of officials attempted to justify the purchase of The Conservatory by
pointing to the head lease between Moki N° 10 Pty Ltd and the State. This lease was
supposed to generate rentals of more than $2 million a year. When this lease is taken
into account, they say, this is a very good investment. It has even been argued, using
that reasoning, that it did not really matter what the POSFB paid for the building. As
long as the State could be signed up on a long term lease, everything was OK.

We conclude that these arguments are not sustainable. The fact that some
respondents to this report continued with them long after the matter became public
has unfortunately provided further evidence of the contemptible and irresponsible
attitudes displayed through this matter.

We liken those attitudes to a person who buys a house in Boroko for K250,000.00
when it was only worth K1 00,000.00, rents it to their father for three times the
market rate and then claims it was a very good investment.

Even if the head lease were an arms length transaction (which clearly it is not) the
hard fact remains that the POSFB paid far too much for The Conservatory. It was a
disgusting and contemptible rip-off.

Image of Papua New Guinea

There is no doubt that the image of Papua New Guinea overseas has been tarnished
by this deal. The Conservatory sits in Cairns, half empty, as a monument to bad
Jjudgment, poor planning, lack of professionalism, administrative incompetence and
greed.

To this day the contributors of the POSF have had no satisfactory explanation of the
decision of the Board to purchase The Conservatory.
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Legitimate expectations

We must ask ourselves: What do the people of Papua New Guinea want from our
politicians and public servants? We suggest:

o professionalism

o discipline

° backbone

o commitment

] competency

o and above all, a healthy dose of common sense.

These qualities were distinctly lacking in the events surrounding the purchase of The
Conservatory. The Ombudsman Commission hopes and trusts that the public
officials of today will read, digest and learn. In particular we ask the readers to
whom we have directed our recommendations to carefully and conscientiously
consider our recommendations, and then implement them without delay.

S G PENTANU R HITOLO
CHIEF OMBUDSMAN OMBUDSMAN OMBUDSMAN
PORT MORESBY

18 NOVEMBER 1999
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