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Thank you for the invitation to speak today and to join two of my peers, Western Australian Auditor-General, Colin Murphy and New South Wales Auditor-General, Peter Achterstraat, in offering our perspective on the role of audits in addressing corruption, and specifically on some of the risks that can accompany the trend to outsourcing of service delivery by the public sector.

Thank you also to Colin for starting us off with a picture of how the Auditor General operates in the Western Australia integrity system, and the various anti-corruption roles functions carried out by the independent officers that make up the Integrity Coordinating Group, as well sharing the findings of recent audits of procurement, gifts and contractors - these areas of public sector operations seem to present perennial corruption and integrity risks.

 Colin closed with three key messages that resonate strongly with me - that preventing and managing corruption needs:

· strong internal controls

· external assistance, such as guidance and monitoring

· effective independent scrutiny by the right mix of independent watchdogs, with the right mandates.

These messages, I hope, will also come through my own remarks.
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1. Overview of Victorian integrity landscape
* Similariies/differences with other jurisdictions

2. Addressing corruptionand fraud — the role for the
Auditor-General and external audit

3. Accountability challenges from outsourcing

4. Trends, changes and reforms — looking ahead for
Victorian public sector audit




My part of today’s talk is to provide a Victorian perspective on the topic of ‘managing corruption risk from outsourcing’. I’ll approach my topic a little differently from Colin – rather than talk about specific audits, I’ll speak about the changing integrity landscape in Victoria, the role that audits play and some specific observations on the issues raised by the increase in outsourcing.
I’ll start with an overview of where my Office sits in the current Victorian integrity framework, and draw out, as I go, some key points for how the Auditor-General’s role plays a part in the anti-corruption picture.
In some ways, our system is similar to the one that Colin described. 
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We have an Auditor-General, an Ombudsman and an Electoral Commissioner – all named as independent officers of Parliament under our Constitution Act. 
Like Western Australia, the Victorian Auditor-General, provides Parliament and the taxpayer with vital independent assurance that public funds and resources are being expended efficiently, effectively and in accordance with law.  In carrying out this role, legislation requires my Office to have specific regard to “any wastage of public resources or lack of probity or financial prudence.”
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(Traditional) Role for A-G audits in addressing corruption
« *After-the-fact’ —detecting and publicly reporting on
material misstatements due to fraud and instances of
corruption identified through performance audits

— Deterrence - dissuade fraudsters
— Learning - lessons from other agencies audits

« ‘Before the fact’ — reviews of controls as part of audit can
provide an early warning and prevent fraud
—One third of all fraud result of poor internal controls

—Energetic, early and whole-organisation engagement
with audit advice on controls can reduce corruption risk




Although, as Colin told us, detection, investigation and preventing of fraud ultimately remains the responsibility of the agency, the after-the-fact ‘reporting’ or watchdog role for the audit is still an important part of the State’s anti-corruption framework.  

Through authoritative reports to Parliament, external financial audit can provide a crucial ‘last resort’ detection of material misstatements due to fraud whilst performance audits can – and have – identified concerning lapses in probity, compliance and accountability.
Although it can sometimes feel like shutting the stable door after the horse has bolted, this ‘after-the-fact’ reporting on instances of fraud identified through audits provides not just a deterrence for fraud and corruption, but also gives agencies the opportunity to learn, from not just from their own experience of fraud and corruption, but also from the mistakes of others.

This is, in fact, my first key message today: I encourage agency management to take advantage of the lessons and insight available in Auditor-General reports, by reading widely, beyond their own audits – Have other agencies experienced fraud? How did it come about? Could your organisation be at risk of the same thing?

However, the role for the Auditor-General in addressing corruption risk is not limited to this kind of ‘after-the-fact’ detection and reporting.

We also can – and do – play an important role in preventing corruption and fraud, offering before-the-fact advice and warnings.
Colin mentioned the importance of agencies keeping an adequate system of internal controls.  
I read the other day some research by KPMG that said that almost a third of all fraud detected in Australia in 2010 occurred primarily due to poor internal controls. 
It is in this area that I believe external audit can - and does - make a big difference to corruption.

Year in year out, our financial auditors report to public sector agencies on the weaknesses in their internal controls. These are the same weaknesses that can lead to corruption and fraud if not addressed. 

For those of you unused to this terminology, examples of control weakness may be
· poor security of internal information systems

· lack of separation of duties in finance and banking

· poor internal compliance monitoring of key policies and procedures

· lax leave management

· inadequate record keeping for important decisions

This brings me to my second key point:
Although many of you may operate in jurisdictions that have specific corruption detection and prevention organisations, I nonetheless urge agency management to make audits part of your anti-corruption approach, and take note of the ‘early warning’ signals that reviews of internal controls can give you. 
Why wait until after the fact? By engaging with audits early and actively, you can address weaknesses in internal controls and hopefully greatly reduce the risk of corruption and fraud.
Long before a fraud investigation or corruption commission comes into the picture, the ‘under the surface’ work done by audit’s assessment and testing of internal controls can make a significant difference to the risk and cost of corruption in the public sector.

And these kinds of audit findings are not just a matter for the CFO. Corruption is a risk to the whole agency, and without a whole-agency commitment to early action on control weakness, it leaves your workplace wide open to the risk of fraud.
That’s why my Office has encouraged the Victorian Parliament, through Parliamentary inquiries in 2010, to reform key financial management and audit legislation to require agency leadership to attest to the adequacy of their internal accounting controls and have that attestation verified by the Auditor-General. 
So, in summary, Victoria, like, Western Australia, has an Auditor-General who reports to Parliament on audits – which may identify fraud – and to agencies on controls – which may prevent frauds. Both these are traditional functions of external audit, and both have a role play in the anti-corruption picture
But let’s move now, to how Victoria is different – and what that suggests for the role of audit in tackling corruption.
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Issue # 1 - No ‘follow-the-dollar’ powers

Increasing use of private sector to deliver public services

« Contracting out
+ Partnerships (PPPS, alliances)
+ Community sector contracts
« ‘Am's length quasi-autonomous public entities
Al “off-mandate’ and beyond scope of A-G...

Senices they deliver and funds they administer are no longer
subject to anti-corruption impacts of public sector audit




Colin Murphy told us just now about the new, broader mandate that his office acquired in 2006, to ‘follow-the-dollar’ and investigate “any matter relating to public money” and the “efficiency and effectiveness with which a related entity of an agency performs functions”.
Victoria’s audit legislation does not have any such provision.

This brings me to my third key observation for today: the importance of a broad mandate for integrity and anti-corruption bodies, to keep up with the way modern governments do business.
As you would have guessed from the title of today’s session, ‘Outsourcing work, insourcing corruption’, I am particularly interested in the corruption and integrity risks that have arisen from the changing models of service delivery used by our public sector.  

In the last twenty five years, we have seen profound growth in the use of outsourced service delivery.

In Victoria, and I imagine across Australia, we have seen more and more services to the public delivered through

· straightforward fee-for-service contracting

· commercial partnerships with the private sector, through alliances and PPPs

· service delivery through the community sector, through grants and contracts

· public entities created at ‘arms-length’ to government, with high degrees of autonomy and often blurred oversight and accountability

This trend has placed significant portions of government activity - and public funds - outside the scope of the Auditor-General.
Although the Audit Act 1994 provides for audit access to the activities of not-for-profit entities managing public funds, no corollary access is established for private sector entities. 

Currently, we only have very limited audit access to information held by private sector or community parties performing public sector activities, such as  
· Prison management
· Public transport

· Developing and marinating major public infrastructure – both physical and technological
· Providing health advice and health care
· Community housing 

Often, even this limited access is dependent on provisions in the contracts for service that the government designs. These provisions are not compulsory, too narrow, and are rarely enforceable by my Office.

Put simply, as the trend to out-sourcing grows and grows, the anti-corruption functions fulfilled by my office increasingly rely upon voluntary participation by private sector and other ‘off-mandate’ bodies.
This is, as I am sure you agree, not a satisfactory scenario, and one that we hope will be addressed by the review of our Act that is currently underway.  

I’ll now draw to your attention what some might say is the most obvious difference between Western Australia’s integrity landscape, and that of Victoria.
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Issue # 2 — Limits to audit mandate (but not Commission’s?)

Plans for new Commission include broad coverage
+ Ministerial offices and staff
« Judicial staff
« Police

Once again highlights limited mandate of Victorian A-G

— o authority to audit the administration of Parliament or courts

If broad public sector coverage is halmark for corruption
commissions, shoud it also be the case for A-Gs?




Unlike Western Australia, Victoria’s Auditor-General does not work alongside an independent anti-corruption body, such as the CCC in WA, CMC in Queensland, ICAC in New South Wales. 

We have an Office of Police Integrity, headed up by a Director, appointed as an independent officer of Parliament – a significant body, but without the broad reach across public life that a corruption commission can have. 

It seems that change is in the wind for Victoria, however, as both the previous and the current government have announced plans to establish an anti-corruption commission more closely modeled on that of other States.
The Minister has announced that he envisages the coverage of the Commission will be very broad -  he intends it to cover Ministers, local government, judicial staff, Victoria Police, public servants and Ministerial staff.
It is not surprising to me that the Victorian government is persuaded of the need for a broad mandate for its proposed new anti-corruption commission – it is almost impossible to get the full picture of fraud and corruption risk without being able to trace public sector activity wherever it occurs.

What does surprise me is that this same broad coverage is not evident in the mandate of the Auditor-General.

I spoke just now of our bid to reform Victoria’s Audit Act to repair the mandate to include services ‘scoped out’ through increased outsourcing. 

I am also keen to extend audit coverage to areas currently beyond our reach: the administration of Parliament and the Courts, Ministerial and electorate offices.  Time after time, we have had to stop, alter or limit our performance and financial audit activity to ‘work around’ those parts of public sector activity occurring in those areas.

Given that broad public sector coverage will be a hallmark of IBAC, it is hoped that VAGO will have similar coverage in order for the integrity system to be cohesive.

This brings me to my final observation about Victoria’s ‘different’ landscape.
Victoria lacks the formal consultation and coordinating mechanism for independent officers that Colin spoke of - the Integrity Coordinating Group.
[image: image8.png]ey challenges for auditin Victoria’s anti-corruption system il

Issue #3 — Barriers to coordination in integrity system
Cohesive integrity system compromised by legislative barriers

« Secrecy provisions prevent sharing information on possible
corruption risks

« No powers to act jointly with other Vicintegrity bodies, or
other Australian Auditors-General

Without legislative changes in Victoria, even a mechanism such
as WA's Integrity Coordinating Group would be limited in its
capacity to improve action on corruption




The truth is, however, that even if we had such a group, my Office would be extremely limited in our ability to coordinate and co-operate, as our Audit Act has strong secrecy provisions that prevents disclosure of information and provides no power to cooperate in investigations or audits carried out by other independent offices or audit offices.
You will have heard a lot today about ‘integrity systems’. It is important that the integrity institutions that form part of this system can share information and pool resources where necessary. 
Already, legislative barriers make it difficult effectively with the Ombudsman when our mandates and interest may naturally overlap.

The establishment of IBAC adds a new element in the mix and, without changes to these barriers, will challenge further the ability of Victoria’s integrity system to work truly, as a cohesive and coordinated safety net for corruption, fraud and integrity issues.
This issue, interestingly, has another dimension- not only is my Office hampered from sharing information that may prevent or detect corruption with other Victorian integrity bodies, we also cannot share information across State and territory boundaries to other Auditors general, or with our Commonwealth counterparts

This bring me to my fourth and final key message about the need for change – these legislative barriers must be dissolved, to ensure fast and efficient exchange of information between bodies with the same aims, but different jurisdictions.  The system must work as parts of a whole. 
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« Traditional external audit role of Auditors-General is a
key part of any jurisdiction’s anti-corruption and integrity
landscape

+ Audits (especially review of controls) can be effective and
efficient early warning systems

+ Changing service delivery mechanisms (outsourcing) have
eroded the assurance provided by Auditors-General

+ Abroad (whole public sector) mandate is essential for an
effective public sector integrity/anti-corruption body

« Integrity systems must be cohesive and coordinated —
changes are necessary to enable all the elements to ‘work

together’




So, to re-cap:

Traditional external audit role of Auditors-General is a 
key part of any jurisdiction’s anti-corruption and integrity landscape

Audits (especially review of controls) can be effective and efficient early warning systems.
Changing service delivery mechanisms (outsourcing) have eroded the assurance provided by Auditors-General

A broad (whole public sector) mandate is essential for an effective public sector integrity/anti-corruption body

Integrity systems must be cohesive and coordinated – changes are necessary to enable all the elements to ‘work together’.
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