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| am pleased to present my annual report for 2016-17.

This year has been transformative. We have undertaken a substantial program
of renewal as we continue to deal with the legacy of 2015 and the impact that
period had on our people, our reputation and standing, and our influence as a
key financial integrity body.

I am pleased to report that we have made significant strides in a short, and at
times hectic, period of change—and we now have a strong foundation from
which to renew our commitment to serve the Victorian Parliament and to help
the public sector improve its service delivery.

At the end of my first year, we have in place the necessary infrastructure and
tools to support our people to operate at their best. We have moved to a new
functional office space that enables better collaboration and communication.
We have invested heavily in technologies to support our staff to work flexibly
and allow our auditors to be where they need to be—talking to and serving our
clients. | have streamlined the leadership in the organisation and focused our
staffing in the areas where we need them most, such as emerging disciplines
like data analytics.

This has come at a significant, one-off financial cost, as our operating result for
this year shows—but this upfront investment will limit the growth of our future
operating costs and keep us on a sustainable financial footing.

It was a testament to our past executives and staff that the triennial
performance audit of VAGO, tabled earlier this year, found us to be economic,
efficient and effective, and compliant with our legislation. We can always
improve and are acting on the recommendations of that review, as we seek
to become a model organisation and, in doing so, lead by example.

In the coming year we look forward to the prospect of new, modern audit
legislation and to realising the benefits of the changes we’ve already made.

Andrew Greaves
Auditor-General

6 September 2017
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This report covers the activities of the Victorian Auditor-General’s Office (VAGO) for
the reporting period 1 July 2016 to 30 June 2017.

It is prepared under the Financial Management Act 1994 and incorporates the
requirements of applicable Australian Accounting Standards, Financial Reporting
Directions and Standing Directions for the period ending 30 June 2017. A disclosure

index in Appendix | (page 106) identifies VAGO’s compliance with statutory
disclosure requirements.

This year, for the first time, we have applied some integrated reporting principles
including materiality and value creation, which has changed some of the content.
We believe this better informs our readers about how we add value to the services
we deliver to the Victorian Parliament and the community.

This report is available online at
www.audit.vic.gov.au
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We surveyed Parliamentarians’
overall satisfaction with our
office and services, and the
results remain strong, with a
survey score of 93 out of 100.

out of 100

We surveyed nominated agency
contacts for every performance audit
we conducted. The results were highly
positive, with a significant majority of
survey participants agreeing that:

(0] tivity-based office:
e our audits focused on the right urnew activity-based office

areas within the audited activity * removes physical barriers
(79 per cent) that prevent our staff from

. performing at their best
e our recommendations were

relevant (86 per cent) e encourages us to share 2
knowledge, ideas and

opinions more freely

e our reports were balanced and

fair (80 per cent).
e increases our overall ooooQ

workplace productivity.

l—

We complemented the physical changes to our
environment with enhancements to our information
systems, beginning with a move to Office 365, SharePoint
and new telephony arrangements as part of a unified
communications package.
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We completely overhauled our

We adopted a three-year
planning cycle for proposed
performance audits. This
forecast horizon provides us with
greater opportunities to engage
earlier with our stakeholders. It
also enables audited agencies to
prepare for scheduled audits well
in advance.

Parliamentary performance measures,
and replaced all outdated metrics with
measures that better capture how

efficiently and effectively we use our

resources.

Victorian Auditor-General’s Report

We conducted a major
upgrade and reconfiguration
of our records management
system and rolled out a new
business classification scheme
that more closely aligns with
our service architecture. We
also introduced electronic
workflows, to reflect

our move towards a paperless
working environment.

nﬂ""

We began an audit methodology
modernisation project to identify
opportunities for streamlining our
audit practices. Our aim is to ensure
that the focus of our audit effort
accurately reflects the risks associated
with the areas under audit.

We commenced a project to update,
refresh and simplify all our key client
communication documents, including our
audit strategy (plan), audit committee
briefing, closing reports, management
representation letters, management
letter and independent auditor’s report
templates, all whilst ensuring ongoing
compliance with the requirements of
relevant auditing standards.

A
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The Auditor-General is an independent officer of the Victorian Parliament, appointed
to scrutinise the way the government spends money on behalf of Victorians. Through
our reports to Parliament we help hold the government to account.

We do this through our statutory financial and performance audits of public sector
agencies and local governments. We audit over 500 agencies, including government
departments, statutory bodies, educational institutions, public hospitals, water
corporations, insurers, councils, agencies controlled by the state or a public body, and
particular bodies that provide government services under contract.

We are the longest-established agency in the modern integrity system, and together
with the Independent Broad-based Anti-corruption Commission and the Victorian
Ombudsman we safeguard the public interest.

The principal pieces of legislation that govern our work are:

e the Constitution Act 1975, which establishes the role of the Auditor-General and
gives him complete discretion in the performance and exercise of his functions and
powers

e the Audit Act 1994, which establishes the Auditor-General’s mandate, provides the
legal basis for his powers, and identifies his responsibilities.

Our independence and unique position gives us access to information across the entire
public sector. This allows us to develop specific insights that add value to our audited
clients, and provide recommendations that enable them to perform their functions
more efficiently and effectively.
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Our business model underpins how we create value for Parliament and the Victorian
community, and reflects the relationship between our key inputs, outputs and
outcomes.

Key inputs to our services include:

funding received—public sector agencies pay for our financial audit services and
Parliament funds the other services we provide

our people—we employ audit professionals and support staff, we contract work to
professional audit firms, and we engage subject matter experts when needed

our work approach—we use world-class audit methodologies aligned with
professional audit and assurance standards, and use modern technology that
supports workplace collaboration

our unique role—our independence and ability to access enables us to draw
comparisons and develop meaningful insights across the entire public sector.

Key outputs from our services include:

Parliamentary reports of performance audits
Parliamentary reports of financial audits

audit opinions on the financial statements and performance statements of public
sector agencies.

Key outcomes we contribute to include:

improvements in the economy, efficiency, and effectiveness of public services—
through the conduct of our performance audits

maintaining confidence in the financial accountability, transparency and reporting
of public sector agencies—through the conduct of our financial audits.
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Our performance audit program provides assurance to Parliament and the Victorian
community on the effectiveness, efficiency and economy of public sector agencies’
operations and activities, and the extent of their compliance with relevant legislation.
We tabled 24 of the 29 performance audit reports listed in our Annual Plan 2016-17.

Five performance audits that we originally planned to deliver in 201617 were either:
o deferred to a later year—Diverting young people from the criminal justice system,
Hospital patient data security

e delayed as a result of operational issues—Effectively planning for growth, Internal
audit programs

e discontinued after further analysis—Effectively managing freight growth.

Figure 2A lists the performance audit reports we tabled during the year.

Figure 2A
Performance audit reports tabled during 2016-17

Month Report

August 2016 Enhancing Food and Fibre Productivity
Audit Committee Governance
September 2016 Meeting Obligations to Protect Ramsar Wetlands
October 2016 High Value High Risk 2016—17: Delivering HVHR Projects
Efficiency and Effectiveness of Hospital Services: Emergency Care
November 2016 Security of Critical Infrastructure Control Systems for Trains
December 2016 Access to Public Dental Services in Victoria

Managing the Performance of Rail Franchisees
February 2017 Managing Community Correction Orders
Regulating Gambling and Liquor
March 2017 Managing Public Sector Records
Effectiveness of the Environmental Effects Statement Process
Managing Victoria’s Planning System for Land Use and Development
May 2017 Public Participation in Government Decision-Making
Public Participation and Community Engagement: Local Government Sector
Board Performance
Managing School Infrastructure
ICT Strategic Planning in the Health Sector

June 2017 Effectiveness of the Victorian Public Sector Commission

Managing Victoria’s Public Housing

Follow Up of Selected 2014—15 Performance Audits:

e Additional School Costs for Families

e fFffectiveness of Support for Local Government

e Operational Effectiveness of the Myki Ticketing System
Maintaining State-Controlled Roadways
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Our financial audit program delivers assurance services for a range of public sector

agencies, including:

e reports to Parliament on the results of financial audits for particular sectors,
including on their internal financial controls

e audit opinions on the financial and performance statements of public sector
agencies

e areport and an opinion on the Annual Financial Report of the State of Victoria

e areview report on the estimated financial statements of the State of Victoria.

We tabled all eight financial audit reports in our Annual Plan 2016—17, as listed in
Figure 2B.

Figure 2B
Financial audit reports tabled during 2016-17

Month Report

November 2016 Financial Systems Controls Report: 2015-16

Auditor-General’s Report on the Annual Financial Report of the
State of Victoria, 2015-16

Water Entities: 2015—-16 Audit Snapshot

Portfolio Departments and Associated Entities: 2015-16 Audit
Snapshot

Local Government: 2015—16 Audit Snapshot
Public Hospitals: 2015-16 Audit Snapshot

June 2017 Technical and Further Education Institutes: 2016 Audit Snapshot
Universities: 2016 Audit Snapshot
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Our performance
and our impact

The products and services we deliver relate mainly to two Parliamentary output

3 ] 1 Output groups—Output Group 1 (OG1) Parliamentary reports and services, and Output
performa nce Group 2 (0OG2) Audit reports on financial statements. Figures 3A and 3B show how

we performed meeting our OG1 and OG2 targets in 2016-17.

Figure 3A
Performance against OG1 Parliamentary reports and services targets

Unit of Performance
Performance measures measure Target Actual variation (%) Result

Auditor-General’s reports (number) 36 34 -5.6 O

Average score of audit reports (per cent) 80 82 2.5 v
by external/peer assessors

Overall level of external (per cent) 85 93 9.4 v
satisfaction with audit reports
and services—Parliamentarians

Inquiries from Members of (per cent) 95 98 3.2 v
Parliament and the public
responded to within 28 days

Reports completed on time (per cent) 90 78 -13.3 O

Total output cost ($ million) 16.9 16.8 0.6 v

Key v Target achieved or exceeded. O Target not achieved—within 5 per cent variation. [ Target not
achieved—exceeds 5 per vent variation.
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Figure 3B
Performance against OG2 Audit reports on financial statements targets

Unit of Performance
Performance measures measure Actual  variation (%)

Audit opinions issued on the (number) 547 531 -2.9 (0]
financial statements of agencies

Audit opinions issued on (number) 110 109 -0.9 o
non-financial performance

indicators

External/peer reviews finding (per cent) 100 75 -25.0 O
no material departures from

professional and regulatory

standards

Audit opinions issued within (per cent) 98 99 1.0 v
statutory deadlines

Management letters issued to (per cent) 90 88 -2.2 (0]
agencies within established

time frames

Total output cost (S million) 25.7 29.7 -15.6 O

Key v Target achieved or exceeded. O Target not achieved—within 5 per cent variation. [ Target not
achieved—exceeds 5 per vent variation.
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Quantity

We tabled 34 reports in 2016-17,

consisting of 24 performance audit

reports, eight financial audit

reports, and two accountability

products (our Annual Plan and

Annual Report). We fell short of our target of 36,
as five performance audits originally scheduled for
completion in 2016—17 were either delayed,
deferred, or discontinued (see additional details
on page 15).

Timeliness

Responses to enquiries

We receive a variety of enquiries

each year, in the form of letters,

email messages, telephone calls

and online correspondence from various groups,
including the general public. In 2016-17, we
responded to 98 per cent of the enquiries we
received within 28 days, which exceeded our
target of 95 per cent.

Reports completed on time

We aim to table our Parliamentary reports within
one month of our original planned tabling date.
This year, we tabled eight reports late (out of our
target of 36) due to the additional rigour we
incorporated into our audit processes, including
further analysis for particular performance audits,
and increased consultation with a greater number
of stakeholders.

Victorian Auditor-General’s Report

Quality
Average score of audit reports

We engage a contractor each year

to independently assess a sample

of our reports against criteria set by

the Australasian Council of Auditors-General. In
2016-17, the four performance audit reports that
were sampled for assessment received an average
score of 82 per cent, which exceeded our target of
80 per cent.

Overall level of satisfaction

We survey Parliamentarians every year to find
out how satisfied they are with our reports

and services. In 2016-17, 38 per cent of
Parliamentarians responded to our survey

(48 out of 128). Of those responding, 93 per cent
indicated that overall they were satisfied or very
satisfied with our reports and services, which
exceeded our target of 85 per cent.

Our revised budget for the

delivery of OG1 Parliamentary

reports and services in

2016-17 was $16.9 million.

Our actual cost of $16.8 million

was the result of marginally fewer employees
contributing to this output than originally
anticipated.
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Quantity

In 2016-17, we issued 531 audit

opinions on the financial statements

of agencies, and 109 audit opinions

on non-financial performance

indicators. We consider these

results satisfactory as they fall within the general
acceptable variation range (5 per cent of target),
and are affected by factors beyond our control—
such as machinery-of-government changes, which
in turn affect the number of agency financial
statements and performance statements we
receive each year.

Timeliness

Audit opinions issued within
statutory deadlines

We issued 99 per cent of our audit

opinions in 2016—-17 within the

statutory deadline of four weeks of receipt of
agency financial statements. This exceeds our
target of 98 per cent, and continues our record of
achieving excellence in this area.

Management letters issued to agencies within
established time frames

We issued 88 per cent of our final management
letters in 2016—17 within established time frames,
just short of meeting our target of 90 per cent.
We consider these results satisfactory as they fall
within the acceptable variation range (5 per cent
of target), and were due to delays in clients
preparing financial reports, and some contentious
and complex matters arising during the financial
reporting cycle.

Annual Report 2016-17

Quality

We conduct post-audit quality

reviews on a sample of our financial

audit engagements each year. Our

result of 75 per cent for this

measure is lower than our target. The result
finalises our 2015-16 program.

Because of this adverse result, instead of
commencing a new program of post-audit quality
reviews in 2016-17, we focused our quality control
resources on reviewing 'live' audits and working
with teams to make sure that the quality issues
identified in 2015-16 were rectified.

We will recommence our post-audit quality
program in 2017-18.

Our revised budget for the
delivery of 0G2 Audit reports
on financial statements in
2016-17 was $25.7 million.

Our actual cost of $29.7 million was due to higher
than forecasted consultancy costs, and more of
our employees contributing to this output than
originally anticipated.
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In addition to Parliamentary performance measures, we also monitor our performance
against a number of strategic indicators outlined in our Strategic Plan 2016-17.
Figure 3C shows our results against these indicators for 2016-17.

Figure 3C

Performance against other strategic indicators
Strategic indicators Target Actual Result Commentary
Average agency rating of 75% 76% v Our overall index score was in line
VAGO with our benchmark.
Percentage of culture 90% 55% O Twelve out of 22 proposed culture
program projects program projects were completed
completed as at 30 June 2017. As identified

from our recent 2017 Culture
Survey (see page 31), all completed
projects correlated directly with
improvements in a number of key
areas such as training, strategic
planning and communication.

Our new executive leadership team
will consider all other proposed

initiatives.
Percentage of training 90% 100% v This year, we have focused on
budget spent technical skills training for our

workforce, particularly in our
operational business units.

National Australian Built At least a 3.5 stars v Our achievement of 3.5 stars is
Environment Rating half star significantly above the national
System (NABERS) rating greater than government average of 2.5 stars.
the national
government
average

Key v Target achieved or exceeded. O Target not achieved—within 5 per cent variation. [ Target not
achieved—exceeds 5 per vent variation.

Under the leadership of our new Auditor-General and executive leadership team, we
began developing a new Strategic Plan to set the vision and direction for VAGO for the
next four years. As part of this process, we will revisit our organisational objectives and
values, reassess our strategic risks, and develop a new suite of indicators to track our
progress over the next four years.
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Parliamentarians are our key stakeholders, and we consider our annual surveys of them
to be important gauges of our performance and impact. In 201617, Parliamentarians’
overall satisfaction with our office and services remains strong, with a survey score of
93 out of 100, which exceeded our target of 85. Further details on our performance for
this measure are on page 19.

The survey results also showed that Parliamentarians’ perceptions of VAGO'’s work
were highly positive, with 92 per cent of respondents agreeing that our reports and
services provide valuable information on public sector performance, and 89 per cent
agreeing that our reports and services help improve public sector administration.

| value the relationship with the Auditor-General. | utilise the Audit Office's reports
for scrutiny purposes and policy development purposes. The accessibility of the
Office is important, the briefings to Parliamentarians are important and | have high
regard for his people.

| would say from my view that | find the Auditor-General provides very useful
reports across a range of areas of interest to me. They are always a go-to source of
information when I'm looking at a particular topic.

We also conduct annual surveys of the agencies we audit to identify ways we can
better meet their needs. In 2016-17, we surveyed nominated agency contacts for
every performance audit we conducted. The results were highly positive, with a
significant majority of survey participants agreeing that:

e our audits focused on the right areas within the audited activity (79 per cent)

e our recommendations were relevant (86 per cent)

e our reports were balanced and fair (80 per cent).

The auditors were very responsive and conducted themselves professionally at all
times. Their carefulness and consideration of feedback was similarly appreciated.
In terms of the topic, they sought the appropriate level and breadth of information
and it was clear that they had taken our responses into account in their execution
of their findings. Where they found possible gaps in the department’s work, they
provided every opportunity to rectify their draft assessment.

VAGO staff were inclusive and approachable. This was appreciated and assisted in
the audit participation experience and outcome.
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Tougher penalties for illegal building works

Our May 2015 report Victoria’s Consumer Protection Framework for
Building Construction examined the performance of key agencies
that provide functions central to building regulation in Victoria. We
found that the builder registration system did not ensure that the
only practitioners who were registered were those who were qualified, competent and
of good character. We also found that the corresponding disciplinary system was not
protecting consumers adequately, and that sanctions were ineffective in deterring
practitioners from misconduct.

Following the audit, the government announced in December 2016 that it was
introducing the Building Amendment (Enforcement and Other Measures) Bill 2016,
which aims to protect consumers, stamp out home building malpractice, and reinforce
confidence in the industry. Reforms to be introduced under the new legislation include:
e a maximum of five years’ jail, or a $93 276 fine for an individual or a $466 380 fine
for a company, for anyone who orders or carries out building work without a permit

e new injunction powers allowing courts to make any orders considered appropriate
to intervene and prevent any building work that contravenes legislative
requirements

e new entry and information-gathering powers to monitor compliance with building
regulations

e restrictions on entitlements to payment for builders and plumbers who carry out
domestic building and plumbing work without being appropriately registered.

@ Access to cheaper, faster insurance for builders

Our May 2015 report Victoria’s Consumer Protection Framework for
W Building Construction also found that domestic building insurance
(DBI) provided only limited protection for consumers and was
significantly more costly than it needed to be. We found that
previous government intervention in 2010 to direct the Victorian Managed Insurance
Authority (VMIA) to provide DBl addressed the immediate risk associated with insurers
withdrawing from the Victorian DBI market. However, this did not improve the level of
protection for consumers and resulted in a more expensive, broker-driven model for
the provision of insurance.

Following our report, the government introduced a new service model managed by the
VMIA, with the aim of reducing insurance premiums by an average of 20 per cent. The
new model reduces red tape and provides greater certainty for regulators and
customers. It also gives customers up-to-date information and enables them to
purchase cover online. Under the changes, more than 15 000 builders will be insured
by the VMIA and will benefit from the premium reductions and improved services.
Customers will also benefit from the elimination of an estimated $5 million in annual
fees and commissions for brokers.
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Improved contract management at private prisons

Our September 2010 report Management of Prison Accommodation
Using Public Private Partnerships found that the then Department of
Justice’s administration of public private partnership contracts
required improvement. In particular, the audit found that there was
a lack of verification of contract management practices and ineffective governance
structures overseeing the contracts.

We are pleased to note that, following our report, the department has made significant
progress implementing improvements and rectifying known deficiencies with its
contract management and administration. Corrections Victoria has significantly
improved the resources and capability of its contract management branch, resulting in
more effective oversight of the contracts with Victoria’s private prisons. Contract
Administration Manuals have been developed and the auditing and validation of
information received from the prisons has improved.

Reforming the gambling and liquor industry

Our June 2012 report Effectiveness of Justice Strategies in Preventing
and Reducing Alcohol-Related Harm found that the Department of
Justice and Regulation’s initiatives targeted reducing excessive
alcohol consumption. However, there were no mechanisms in place
to measure their effectiveness. The audit also found that the provisions of the Liquor
Control Reform Act 1998 (the LCRA) were not adequately supporting liquor licensing
enforcement activities.

Consequently, we recommended that the department pilot the collection and analysis
of liquor sales data from wholesalers to retailers. We also recommended that the
department review the LCRA to facilitate more effective and efficient enforcement
activities.

Following the audit, we are pleased to note that the department collaborated with the
Victorian Commission for Gambling and Liquor Regulation to collect wholesale alcohol
sales data, develop a consultation paper on the LCRA and seek stakeholder feedback on
potential reforms.

Helping students with disabilities maintain access to
funding

Our March 2015 Education Transitions report found that the
Department of Education and Training developed a comprehensive
early-years transition framework that contributed to improving
early-years transition outcomes. However, we also found that there were 22 000
government school students with disabilities that received funding as part of the
department’s Program for Students with Disabilities (PSD), who were also required to
have their PSD funding reviewed in Year 6 as part of the existing funding model. This
meant that students in the program could have their funding and support potentially
modified or cancelled in the period leading into a major transition.
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Consequently, we recommended that DET examine the appropriateness of the timing
of the Year 6 review for students who receive funding under the PSD program, and its
impact on transition outcomes. We are pleased to note that the department is
currently progressing work on developing a prototype funding model that does not
require a review in Year 6. The government also allocated $3 million in the 2017-18
State Budget to support PSD students who cease to be eligible for the program.

Improving cultural diversity planning in departments

Our May 2014 report Access to Services for Refugees, Migrants and
Asylum Seekers identified the need to improve cultural diversity
planning to enhance the delivery of accessible and responsive
services to culturally diverse communities. Consequently, we
recommended that a more consistent, coordinated and efficient approach to service
planning and provision across departments and agencies be adopted.

We are pleased to note that all departments now have cultural diversity plans in place.
Most departments have also reported significant progress in cultural diversity planning
and implementation compared to the previous reporting year. Areas of progress
reported include:

e stronger departmental ownership and governance of cultural diversity plans

e increased delivery of cultural competence training to staff

e provision of multilingual information

e greater involvement of culturally diverse communities in decision-making
e increased commitment to monitoring and evaluation

e greater use of data to improve service planning and delivery.

Improving the management of landfills

Our September 2014 report Managing Landfills found that reforms
implemented by the Environment Protection Authority (EPA) had
significantly improved its oversight of active and high-risk closed
landfills due to improvements to its landfill licensing system,
supporting guidance, and compliance and enforcement approach. However, the report
also found that the EPA’s standard landfill licence conditions were not adequately
targeted to site-specific risks, and were therefore not as effective in driving
improvement in performance as they could be.

We are pleased to note that following the audit, the EPA established new leachate
(liquid that drains from a landfill) licence conditions, and additional risk-based licence
conditions for odour, noise, dust, surface water, vermin, weeds and litter. The EPA has
also updated its landfill licensing and licence management guidelines to provide more
support to duty holders to help them comply with regulatory requirements, and reduce
the risks posed by landfills.
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Increasing the use of renewable energy in
public transport

Our August 2014 report Managing the Environment Impacts of
Transport found that sourcing energy from renewable sources
presented a significant opportunity for Victoria to reduce its
greenhouse emissions. However, Public Transport Victoria had not adequately
investigated the potential costs and benefits of sourcing renewable energy.

Following the audit, we are pleased to note that Public Transport Victoria and Metro
Trains Melbourne have investigated the costs and benefits of purchasing ‘green power"
for the network. The two agencies have also collaborated to calculate the extra costs to
Victoria and conducted a sample survey to gauge public appetite for increasing public
transport fares to fund recuperation of the costs.

Additional funding for Gippsland Lakes

Our September 2016 report Meeting Obligations to Protect Ramsar
Wetlands found that, although there was some evidence of short-
term output-focused monitoring taking place at Ramsar sites, there
was limited ongoing monitoring with a focus on outcomes. The
report also found that, overall, the governance, coordination and oversight of the
management of Ramsar sites needed to be improved for Victoria to effectively meet its
obligations under the Ramsar Convention.

Following our report, the government announced the creation of a $10 million fund
specifically to improve the health of Gippsland Lakes—a significant Ramsar site. The
funds will be spent over four years in partnership with stakeholder groups, such as the
Gippsland Lakes Coordinating Committee.

Early adoption of streamlined accounts at our
water entities

In 2016-17, the Department of Treasury and Finance introduced a
new, streamlined set of model financial statements aimed at
presenting relevant information together, and reducing duplication
and disclosures that do not provide relevant information.

Although use of the new model was not mandatory for the current financial year, we
actively promoted the benefits of the new model and its impact on the readability of
the financial statements as a whole. It was pleasing to see that based on the advice we
provided, all 19 water entities voluntarily adopted streamlined financial reporting for
the preparation of their 2016—17 financial statements.
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We implemented a new senior executive structure, shown in Figure 4A, following an
organisational review. The new structure lowers our future cost base, creates improved
functional spans of control resulting in simpler lines of authority and accountability,
and promotes greater cohesion and collaboration across our office.

As at 30 June 2017, our new executive leadership team consists of the Auditor-General,
the Deputy Auditor-General, and three Assistant Auditors-General. Collectively, our
Leadership Group sets the tone for integrity and governance within VAGO, and
manages our day-to-day operations through weekly meetings and regular committee
meetings.

Figure 4A
VAGO leadership structure

Auditor-General

Deputy Auditor-General

Assistant Auditor-General, Assistant Auditor-General, Assistant Auditor-General,
Performance Audit Financial Audit Technical Audit
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I joined VAGO because
| wanted to work
somewhere that had a
positive impact on the
community.
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Our workforce is fundamental to the achievement of our goals, and we commit to
ensuring that our people are the best in their field. To ensure this, we require all our
audit staff to maintain their ongoing professional development through regular
attendance at topical external and in-house training sessions.

During the year, we delivered intensive audit training for our financial audit and
performance audit teams. The training focused on efficient and effective planning, risk
assessments, and the design of appropriate risk response steps within our existing and
revised audit processes, and used a combination of audit principles and practical
examples.

We also developed a customised human resources (HR) strategy in 2016—-17 that
focused on five key areas.

Getting the right people

e We overhauled the recruitment and selection procedures at VAGO to increase
consistency and streamline processes. This was supported by the development of a
new policy and associated guide.

e We expanded and refined our existing suite of recruitment strategies, including:
e beginning to use LinkedIn as a recruiting tool

e redefining our ‘employee value proposition’—what employees value about
working at VAGO

e redeveloping and streamlining VAGO’s expression of interest program for
external applicants

e creating a recruitment referral program

e developing an alumni strategy to maintain engagement with former VAGO
employees.

Developing our employees

e We piloted a Leadership Development Program to cultivate managers and leaders
to be more adaptable, responsive and resilient employees, by introducing
development components that prepare them to be:

e strategic thinkers—advocating and modelling our vision in everyday work
e able to coach, mentor and train staff and to build flexible, collegiate teams
e ‘leadership ready’ when promotional opportunities arise.

e We introduced our Manager Seminar Series—training specifically for employees
with staff management responsibilities—to ensure that our people managers are
equipped with the right tools and skill sets to support and manage their teams.

Supporting our employees

e We revamped our annual performance cycle policies and guides to provide
clarity on the overall process, consistency of ratings required, and expected time
frames. We also streamlined the process for recognising the achievements of
high-performing staff.

e We engaged a new Employee Assistance Provider to provide more comprehensive
support to our staff.
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Strengthening our HR governance

We revised all of our HR policies and guides to improve processes, address gaps in

policy, and comply with applicable legislation.

We reviewed our internal delegations policy and developed an overarching
framework containing principles for delegating decision making, and a quick

reference guide to facilitate ease of use.

We developed compulsory online compliance modules for all staff to complete,
covering topics such as appropriate behaviour, workplace health and safety, record
keeping, protected disclosures, and privacy, secrecy and confidentiality.

Improving our internal reporting

We developed a monthly staff pulse report for our Operations Committee, and
began to develop a workforce metrics report to inform the annual business

planning process.

We developed an internal engagement model that entails monthly HR updates, and
the establishment of regular, individual meetings with each business unit head and

director group.

We will expand our in-house training capabilities in
2017-18 by exploring innovative e-learning solutions that
will allow us to deploy training on demand. We will also run
regular in-house training sessions across a range of topics
as nominated by our financial audit, performance audit and
technical audit teams.

In the new year, we plan to:

Victorian Auditor-General’s Report

deliver a Leadership Group Development Program that
will build strong working relationships and effective
team dynamics within our executive leadership team

explore dynamic and flexible ways for our managers and
leaders to provide timely, positive and constructive
performance feedback to their team members and to
each other

provide foundational training to our managers in
support of our Office's vision of strong and effective
management/leadership

strengthen and improve our on-boarding processes for
new hires, with a focus on increasing their productivity
and long term performance

define the behaviours that demonstrate our values and
build an understanding and appreciation of those values
across our Office.

After a diverse IT career
in a ‘Big 4’ professional
services and financial
services firm, | looked for
opportunities in the
public sector—something
I'm passionate about. This
role at VAGO was a great
opportunity to consult
across Victorian
Government agencies
and help progress the
improvements we all
hope for.
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I did an internship at
VAGO as part of my
Masters. | really enjoyed
the performance audit |
was placed on, which
looked at the regulation of
the gambling and liquor
industry. The team was
really fun and supportive,
so | decided to apply for a
position at VAGO.
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The wellbeing of our staff is vital, and it is a priority for us to build and maintain a
positive and resilient work culture, where each employee’s daily experience is to arrive

at work with a sense of purpose, and depart with a sense of accomplishment. In
April 2016, we launched our Culture Program, a series of initiatives designed to
improve our workplace culture across the following priority areas:

Leadership—developing individual and team capability within our executive
leadership group to deliver our vision and the concept of ‘one office’.

In 2016-17, we established a new executive management team and commenced
developing a new Strategic Plan.

Behaviours and values—redefining how we manage inappropriate behaviour,
modelling the behaviour we expect at VAGO, and reviewing how we recognise our
staff.

In 2016—17, we reviewed our internal grievance process and introduced three new
policies—on dispute resolution and grievance, appropriate behaviour, and
allegations of misconduct—to provide greater clarity on methods of informal
dispute resolution.

Practice management—focusing on strategic, resource and budget planning, and
delivering timely corporate activities.

In 2016-17, we began developing a new Strategic Plan to drive business efficiencies
across VAGO. We also reviewed our people, production and finance plans to ensure
all three planning platforms were aligned and consistent.

People management and development—reviewing our learning and development
processes, and delivering a cohesive and comprehensive program that fulfils the
collective and separate needs of our business units.

In 2016-17, we centralised our learning and development budget and functions to
improve how we assess staff development requirements. We also streamlined our
approval processes for staff recruitment, and simplified our protocols for
employees to access leave and flexible working arrangements.

Organisational cohesion—developing behaviours and processes that foster
collaboration and reduce a ‘silo’ mentality in the office.

In 2016—17, we established an editorial committee to gather input for our staff
forums and internal newsletter. We also re-introduced ‘Boris’, an internal online
forum that promotes increased engagement between our staff.
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Culture survey

We conducted an office-wide culture survey during the year, building on similar surveys

we had run in 2015 and 2013.

Encouragingly, we improved in a majority of areas since 2015. This upwards trend was
reflected across all our business units. The key strengths and opportunities for further

development we identified were:

Key strengths Opportunities for further development
e strategic direction e organisational values

e communication e accountability

e training and development e bureaucracy

e relationship with colleagues e processes

direct report effectiveness

Many of the areas identified for further development will
be the focus of standalone business improvement projects
we intend to deliver in 2017-18. Once completed, we will
conduct another office-wide survey to assess their

effectiveness.
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I joined VAGO because

I believed that the
government should be
accountable for providing
the best possible services
to the community. |

was keen to broaden

my experience and
knowledge of different
public sector agencies,
and | wanted to learn
more about how
government functions.
After reading some of the
VAGO performance audit
reports, | thought it
would be a great way to
add some value to the
public service.
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As we move towards full adoption of integrated reporting principles, we use the
concept of materiality to improve how we report on significant changes occurring in
our workspace. The following section highlights some of the material developments
over the year that have changed how we think and operate.

We design our forward work program to be flexible and responsive. This allows us
to direct our efforts towards doing the right audits at the right time, and using our
resources to make a difference in the community.

In 2016-17, we adopted a three-year planning cycle for performance audits. This
forecast horizon provides us with greater opportunities to engage earlier with our
stakeholders, and enables audited agencies to prepare for scheduled audits well

in advance. We significantly expanded our annual planning consultation phase to
incorporate both formal and informal consultation with a broad range of stakeholders,
including Parliament’s Public Accounts and Estimates Committee (PAEC), government
departments and agencies, portfolio ministers, community groups and academics.

Our stakeholders, including PAEC, have commented positively on our revised planning
process, with most agreeing that the increased depth of engagement had improved the
scope and selection of performance audit topics in the current cycle.

We will be developing specific forward-looking strategies for each of our portfolio
sectors. These sector strategies will help us further improve how we identify and target
potential audit topics for future planning cycles.
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Our previous accommodation lease expired in 2016—17, and we moved to new
premises in late May 2017. Our relocation gave us a fresh start and enabled us to
establish new ways of working, particularly after several challenging years. Our new
workspace has been designed to reflect our new Auditor-General’s integrative style and
collaborative working approach.

We chose a more open and accessible layout for our office fit-out, combining
traditional and activity-based working to create a more flexible and connected space
that reflects modern standards of office design. As well as regular desks, we also have a
variety of workspaces to accommodate the different types of work we do.

Our new workspace removes physical barriers that prevent our staff from performing
at their best, encourages us to share our knowledge, ideas and opinions more freely,
and increases our productivity.

We complemented the physical changes to our environment with enhanced
information systems. In 2016—17, we reviewed our existing information and
communications technology (ICT) infrastructure against a desired service catalogue,
and compared our key ICT metrics against industry benchmarks.

We concluded that, due to evolving audit practice and industry standards, our ICT
function needed to be a flexible, strategic, data-centric and solutions-based service,
with the capability to support analytical tools that improve our audit practice, and help
us to create an efficient and cost-effective audit program. The review found that the
technology we had been using was fast approaching its end of life, and was
incompatible with the transition across the Victorian Government to cloud-based
computing.

We have begun to implement the recommendations of the review with an office-wide
digital transformation, beginning with a move to Office 365, SharePoint and new
telephony arrangements as part of a unified communications package. We will also
start the process of replacing our financial and performance audit applications after
reviewing our audit methodologies.

To further support a modern workspace environment, we will:
e provide wi-fi access across the office

e progressively roll out new laptops with modern mobility

e upgrade all laptops to run Microsoft Windows 10

e deploy new tablet devices to increase the mobility of our staff and reduce their
reliance on paper.
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We determined that our Enterprise Resource Planning solution is also approaching
the end of its useful life. In 2016—17, we developed a business case and functional

and business requirements documentation to prepare for procurement early in the
2017-18 financial year.

We will continue to use new technology to pursue opportunities to conduct our
operations more efficiently and effectively.

Clear and timely communication with our clients is a key component of the audit
services we offer. In 2016-17, we began a project to update, refresh and simplify all of
our key client communication documents—including templates for our audit strategy
(plan), audit committee briefing, closing report, management representation letter,
management letter and independent auditor’s report—and ensuring they comply with
relevant auditing standards.

This year, we:
e completely overhauled and redesigned all of our templates, including our
Parliamentary reports

e simplified and grouped similar content, with a focus on interactive presentations
and accessibility on tablet devices

e reduced the use of technical language where possible, and increased the emphasis
on plain language communications

e redeveloped our website to improve its functionality and utility.

We consulted with staff members to identify their communication needs and preferred
means of receiving information. As a result, we reintroduced monthly staff forums and
revised the content of internal newsletters. In the lead-up to the office move and
introduction of new ICT systems, the Auditor-General gave fortnightly updates to
inform staff members of key initiatives and changes.

In 2017-18, we will explore opportunities for redeveloping our intranet, with the aim
of providing staff with more up-to-date information, and increasing its usefulness and
relevance to our daily work. We will also consider further refining the design and layout
of our reports, and other communication products.

In 2016-17, we undertook a major upgrade and reconfiguration of our records
management system and rolled out a new business classification scheme that more
closely aligns with our service architecture. We also introduced electronic workflows to
reflect our move towards a paperless working environment.

In 2017-18, we will consolidate particular data repositories to ensure consistency in
data storage and management. We will also review and rewrite VAGO'’s Retention and
Disposal Authority, and dispose of obsolete archive records held offsite.
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We must have a sound system of performance measurement and reporting if we are to
be transparent and accountable in how we help government achieve its policy goals. A
review of our Parliamentary performance measures conducted in 2016—17 found that
some of these measures did not effectively enable us to demonstrate that we are
sustainably delivering outputs and intended outcomes for the Victorian community.

As a result, we overhauled our Parliamentary performance measures, and replaced all
outdated metrics with measures that better capture how efficiently and effectively we
use our resources. The revised suite of measures—approved as part of the 2017-18
State Budget development process—will be used to benchmark our performance to
Parliament from 2017-18 onwards.

Internally, we are developing a customised set of scorecard indicators that will also
incorporate themes of efficiency and effectiveness. This new performance
measurement and reporting regime will help us increase productivity and integration
across all facets of our business.

We are committed to delivering high-quality financial and performance audit services
to our clients. To achieve this, we group our audit teams into industry and sector
specialisations, enabling them to build and promote audit knowledge, capabilities and
efficiencies and understand key sector risks, trends and issues. We also proactively
engage with our clients and other key stakeholders to ensure we understand the audit
issues and the perspectives of our clients, so we can identify potential areas of audit
focus.

We continuously improve our audit methodology to ensure it is modern, adaptive,
efficient and effective, and complies with required standards. In 201617, we began an
audit methodology modernisation project to identify opportunities to streamline how
we audit, and ensure that the focus of our audit effort accurately reflects the risks
associated with the areas under audit.

We are investing heavily in building our data analytics expertise within our Technical
Audit team to facilitate the use of data analytics as an input tool for all future audits.
Data analytics encompasses the use of sophisticated computer aided audit tools to
obtain and analyse large datasets, with a view to developing insights that can then be
visualised in various digital dashboard type formats. This visualisation process often
reveals insights about our clients that were more difficult to identify using traditional
analysis models, and provides us with opportunities to better understand our clients
and their needs.
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We are currently piloting the use of data analytics as part of our planning and interim
work in key audit cycles at a number of our financial audit clients. We expect data
analytics to be an integral part of our financial audit processes for all our audit clients
in the future, and to deliver significant efficiencies in our overall audit processes as we
standardise and replicate particular data analytics tools.

We also aim to use data analytics to conduct our performance audits wherever
possible. We used data analytics extensively in our final performance audit report of
2016-17, Maintaining State-Controlled Roadways. The audit examined VicRoads’
maintenance of Victoria’s road network, and focused on road pavement in particular,
as it accounted for most of VicRoads’ road maintenance expenditure. As the audit was
rich in data, we developed an interactive, visual dashboard that enabled easy
interpretation of the data and revealed trends. The dashboard helped us identify
performance gaps and determine the areas of audit focus, and we also used it to
present our findings to the agency.
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Our primary fiscal objective is to minimise our costs to Parliament and our public
sector fee-paying clients while maintaining the effectiveness and quality of our services
and their delivery.

Our financial performance and position are, as a rule, predictable year on year as the

nature of our business and its scale does not change substantially. This year was an

exception as we implemented a major organisation transformation involving:

e arestructure to rationalise and better align positional responsibility, accountability
and authority for our external and internal services

e significant downsizing of the executive to increase spans of control to more
common management ratios

e moving to new activity-based premises to improve the functionality of our
workplace

e investing in a modern ICT platform to better support our mobile workforce.
These changes will help us constrain the growth of our future costs so that we can

deliver on our fiscal objectives.

Figure 6A
Financial summary 2016-17 and previous four years

Movement from Percentage change

2015-16 to to 2015-16 to
2016-17 2015-16 2014-15 2013-14 2016-17 2016-17
($'000) ($'000) ($'000) ($'000) ($'000)

Total revenue 43763 41384 39698 38954 38 654 2379 6%
Total expenses 46 907 41301 39161 38994 37197 5606 14%
Surplus/deficit (3 144) 83 537 ( 40) 1457 (3227) -3888%
Financial assets 25619 16 962 15019 13 965 12930 8 657 51%
Non-financial assets 6463 1386 1803 2326 2518 5077 366%
Total assets 32082 18 348 16 822 16 291 15 448 13734 75%
Total liabilities 26532 9 654 8211 8217 7333 16 878 175%
Net assets 5550 8 694 8611 8074 8115 (3 144) -36%

Victorian Auditor-General’s Report Annual Report 2016-17



Annual Report 2016-17

We aim to break even over the medium term, understanding that in some years we
need to invest in new technology and update our audit methodologies. This will lead to
deficits in those years, which we fund from our working capital reserves. In other years,
we will make small surpluses, which will replenish our reserves.

This year we incurred a relatively large deficit as we invested in a major transformation
of our business. Over the past five years we have averaged a small deficit of

0.5 per cent of total revenue, indicating that we are operating in a fiscally responsible
and sustainable manner.

Figure 6B
Surplus/deficit as percentage of total revenue
Five-year
2016-17 2015-16 2014-15 2013-14 2012-13 average
-7.2% 0.2% 1.4% -0.1% 3.8% -0.5%

This year’s deficit was due largely to employment termination payments and provisions
for a significant number of staff redundancies. Before taking these one-off expenses
into account, our underlying result was a deficit of $942 000.

We used our accumulated surpluses to offset our additional expenditure, resulting in a
decline in our net assets of $3.14 million to $5.55 million. We remain in a strong
financial position, with sufficient working capital reserves, while reducing our net
equity to more appropriate levels.

Figure 6C
Net assets as percentage of total assets
Five-year
2016-17 2015-16 2014-15 2013-14 2012-13 average
17.3% 47.4% 51.2% 49.6% 52.5% 39.4%

We budget another, smaller deficit for 2017-18 as we continue to use the accumulated
surpluses in our State Administration Unit to complete our organisational
transformation activities. We forecast a return to a balanced budget in 2018-19.
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Our net financial result for the year was a deficit of $3 144 000 (compared with a
surplus of $83 000 in 2015-16).

Figure 6D
Revenues and expenses, 2012-13 to 2016-17

Movement from Percentage change

2015-16 to to 2015-16 to
2016-17 2015-16 2013-14 2012-13 2016-17 2016-17
($'000) ($'000) ($'000) ($'000) ($'000)

General appropriation 16 184 15789 15404 15179 14 661 395 3%
Special appropriation 590 576 541 495 362 14 2%
Section 29 26 586 24732 23536 23191 23136 1854 7%
Section 32 carry-over - - - - 344 - -
Other 403 287 217 89 151 116 40%
Total revenue 43763 41384 39698 38954 38654 2379 6%
Total expenses 46 907 41301 39161 38994 37197 5606 14%
Surplus/(deficit) (3 144) 83 537 (40) 1457 (3 227) -3888%

We are funded through Parliamentary appropriations and Financial Management
Act 1994 section 29 revenue.

Our total revenue has been rising steadily over the past several years. It increased
6 per cent in 2016—17 through a combination of increases in section 29 revenue in line
with agreed engagement fees, and inflation indexation of general appropriations.

Other revenue increased as a result of recovering costs from the Australasian Council
of Auditors-General (for new annual secretariat work by Intensive Group), Financial
Reporting and Accounting Council secretariat work, and the recovery of costs
associated with staff seconded to other agencies.

We spend most of our budget on employees, contract audit services including audit
service providers (ASP) and miscellaneous expenses, such as accommodation, supplies
and services.

Figure 6E
Expenses from ordinary activities, 2012-13 to 2016-17

Movement from Percentage change

2015-16 to to 2015-16 to
2016-17 2015-16 2013-14 2012-13 2016-17 2016-17
($'000) ($'000) ($'000) ($'000) ($'000)

Depreciation and amortisation 583 657 765 753 802 (74) -11%
Employee expenses 27 809 23715 23238 21714 19 587 4094 17%
Contract audit services 12 154 11893 10 446 11 652 11 956 261 2%
Rental expenses—accommodation 1530 1520 1514 1509 1462 10 1%
Other expenses (b) 4831 3516 3198 3366 3390 1315 37%
Total expenses (a) 46 907 41301 39161 38994 37197 5606 14%

(a) Gross including secondment costs. The total expenses after recovery of these costs from agencies is $46.5 million.

(b) Other expenses include human resources and recruitment, ICT costs, capital asset charge, consultancy, contractor costs,
printing and stationery, office travel and vehicle expenses.
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Figure 6F

Our employee expenses increased 17 per cent in 2016—17 or $4 million, mainly as a

result of:

e one-off employment termination payments and provisions from the organisational
restructure program

e anincrease in our annualised FTEs from 182.2 to 199.

Our depreciation and amortization expenses have also been declining over the past
few years due to the increasing age of our existing assets. We also had no asset
impairment issues to consider this year.

Our ASP contractor expenditure of $11.29 million is broadly in line with last year’s
($11.35 million). We increased our use of contracted subject matter experts in our
performance audit area (5866 000 in 2016—17 compared to $540 000 in 2015-16) to
make sure we had the skills and knowledge needed to evaluate complex programs and
services.

Our rental expenditure comprises base rental costs, common tenancy maintenance
costs and other outgoings. Our relocation in late May 2017 saw our base rent increase
by 37 per cent, although this is offset by the smaller office area we now occupy.

The 38 per cent increase in remaining expenses is due to increases in building
consulting fees from our recent accommodation upgrades. We also spent more on ICT
consultants, ICT consumables, human resources recruitment fees and learning and
development.

Our financial position at 30 June 2017 remained adequate, with total assets of
$32.1 million, total liabilities of $26.5 million and net assets of $5.6 million.

Asset and liability movement, 2012-13 to 2016-17

Movement from Percentage change

2015-16 to to 2015-16 to
2016-17 2015-16 2013-14 2012-13 2016-17 2016-17
($'000) ($'000) ($'000) ($'000) ($'000)

Financial assets 25619 16 962 15019 13 965 12 930 8657 51%
Non-financial assets 6463 1386 1803 2326 2518 5077 366%
Total assets 32082 18 348 16 822 16 291 15448 13734 75%
Total liabilities 26 532 9654 8211 8217 7333 16 878 175%
Net assets 5550 8694 8611 8074 8115 (3 144) -36%
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Our total financial assets increased by $8.7 million, largely due to a public account
advance of $8.5 million under section 37 of the Financial Management Act 1994. This
balance comprises mainly $4.7 million of landlord lease incentive and $20.7 million of
Victorian Government inter-agency account. The total amount recognised as owing
from the Victorian Government was $20 735 000 ($16 789 000 in 2015-16). The
amount recognised as owing from the Victorian Government comprises previously
applied Parliamentary appropriations not yet drawn down. The balance represents
accumulated surpluses, payables, movements in provisions and accumulated
depreciation and amortisation net of asset acquisition. The amounts represent funding
for all commitments incurred through the appropriations and are drawn from the
Consolidated Fund as the commitments fall due.

Non-financial assets increased by $5.1 million, mainly due to our accommodation
refurbishment. Our office fit-out has been subsidised by the landlord’s lease incentive
program of $4.7 million, which included carpet and staircase incentives.

Our liabilities increased by $16.9 million (175 per cent), primarily due to the public
account advance of $8.5 million and accrual of $4.7 million of lease incentive. The
increase in liabilities is also partly a result of one-off payments for accommodation
($1.85 million), employee termination payments and provisions ($2.9 million), with
some offset from lower provisions in other areas, such as employee annual leave and
long service leave ($1 million).

We keep a base cash balance of $900 in our petty cash. All other bank balances are
transferred overnight to the state government as part of our government banking
arrangement.

Figure 6G
Cash flow statement

2016-17

($'000)
Net cash flows from / (used in) operating activities 4118 151 3967 2623%
Net cash flows from / (used in) investing activities (4 122) (246) (3 876) 1577%
Net cash flows from / (used in) financing activities 4 95 (90) -96%
Net increase / (decrease) in cash held - - - -
Cash at the beginning of the financial year 1 1 - -
Cash at the end of the financial year 1 1 - -
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Figure 6H

Our net deficit for the year under an accrual basis is $3.14 million. If we remove the
effects of accrual accounting on the deficit—a total of $7.26 million from payables and
provision, receivables and prepayments, depreciation and other non-cash
movements—we have a total of $4.12 million of positive cash flows from our operating
activities. A key contributor to this is the increase in payables of $15.9 million, which
does not have to be settled until after 30 June 2017.

This cash stream is used to fund our fixed asset additions such as the new leasehold
improvement. The leasehold improvement will be subsequently recouped from our
landlord’s lease incentive reimbursement in 2017-18.

Under Standing Direction 4.2 of the Financial Management Act 1994, the financial
statements of government departments must be presented fairly and in accordance
with the requirements in the model financial report. This annual report complies with
this requirement.

In 2016-17, we engaged two consultancies that each had total fees payable greater
than $10 000, as outlined in Figure 6H. We also engaged one consultancy where the
total fees payable were less than $10 000, with a total expenditure of $2 000
(excluding GST).

Consultancies: Details of individual consultants—payments in excess of $10 000

Purpose of consultancy

Total approved Expenditure Future

project fee 2016-17 expenditure

(exc. GST) (exc. GST) (exc. GST)

Start date End date ($’000) ($’000) ($’000)

Mercer Consulting (Australia) Pty Ltd

Organisation review
and redesign

UXC

Enterprise Resource
Planning review
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110Oct 2016 21 Dec 2016 103 103 0

2 Sept 2016  30Jun 2018 300 224 76
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In 2016-17, we paid $0.87 million ($0.54 million in 2015-16) to 22 contractors for
services related to our performance audits.

Figure 6l
Payments made to performance audit contractors

2016-17 2015-16
Performance audit contractor ($’000) ($’000)
Aginic 272 0
Australian Survey Research Group Pty Ltd 45 45
Chappell Dean Pty Ltd 12 77
Civic Ways Pty Ltd 23 0
Clear Horizon Consulting Pty Ltd 0 108
Dench McLean Carlson Pty Ltd 82 0
Eassure 31 0
Ernst & Young 70 0
E W Russell & Associates Pty Ltd 0 16
Glossop Town Planning Pty Ltd 28 0
Guidera Consulting Group Pty Ltd 0 77
Keaney Planning 23 0
Orima Research Pty Ltd 22 30
Ovum Pty Ltd 22 24
Paul Edney 27 20
PEECE Pty Ltd 44 0
P G Rorke 59 46
Project Planning & Development 28 0
Security Infrastructure Solutions 0 68
Tract Consultants 23 0
Other—6 service providers (7 in 2015-16) 55 29
Total 866 540
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In 2016-17, we paid $11.3 million ($11.4 million in 2015-16) to 25 audit firms that
provided services related to our financial statement audits.

Figure 6J
Payments to financial audit service providers

2016-17 2015-16
Financial audit service provider (ASP) ($’000) ($’000)
Accounting and Auditing Solutions 63 47
Coffey Hunt Audit 384 411
Crowe Horwath 671 461
Crowe Horwath Albury 418 428
Crowe Horwath Vic 576 706
Crowe Horwath West Vic 177 215
Davidsons Assurance Services Pty Ltd 48 56
Deloitte Touche Tohmatsu 0 92
DFK Kidsons 81 74
DMG Audit and Advisory 199 178
Ernst & Young 826 1163
Grant Thornton Audit Pty Ltd 54 76
HLB Mann Judd (Vic Partnership) 2536 2 365
Johnsons MME 315 227
KPMG 422 370
LD Assurance 138 102
McLean Delmo Bentleys Pty Ltd 681 812
MGR Accountants Pty Ltd 0 17
PPT Professional Pty Ltd 26 0
PricewaterhouseCoopers (Vietnam) Ltd 0 38
Richmond Sinnott & Delahunty 1184 1102
RSM Australia Pty Ltd 2420 2 288
UHY Haines Norton Melbourne Pty Ltd 0 16
University of Melbourne(@ 0 82
Other—6 service providers (4 in 2015-16) 69 27
Total 11 288 11353

(a) The University of Melbourne was engaged to assist in the review of the Estimated Financial
Statements. The University of Melbourne is also one of the agencies that the Auditor-General is
required to audit, and it has not been engaged by VAGO directly or indirectly to audit its own
financial statements.
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In 2016-17, we had a total ICT expenditure of $2 310 000.

Figure 6K
ICT expenditure

Business as usual (BAU) Non-BAU Operational Capital

ICT expenditure ICT expenditure expenditure expenditure
($’000) ($’000) ($’000) ($’000)

1854 456 159 297
ICT expenditure refers to our costs in providing business-enabling ICT services. It
comprises business-as-usual (BAU) ICT expenditure and non-business-as-usual
(non-BAU) ICT expenditure. Non-BAU ICT expenditure relates to extending or
enhancing our current ICT capabilities. BAU ICT expenditure is all remaining ICT
expenditure which primarily relates to ongoing activities to operate and maintain
the current ICT capability.

Figure 6L is a comprehensive operating statement for the Parliament portfolio that
provides a comparison between our actual financial statements and the forecast
financial information published in the Budget Paper No.5 Statement of Finances
2016-17 (BP5). The financial data has been prepared on a consolidated basis and
includes all general government sector entities within the portfolio. Financial
transactions and balances are classified into either controlled or administered
categories, as agreed with the Treasurer in the context of the published statements in
BP5. The following statements are not subject to audit and are not prepared on the
same basis as VAGO's financial statements as they include the consolidated financial
information of the Parliament entity.

Figure 6L
Comprehensive operating statement for Parliament
2016-17
Budget Actual Variance (ii)
Parliament VAGO Controlled VAGO VAGO
Parliament (i)
$'000 $'000 $'000 $'000 $'000
Income from transactions
Output appropriations 118,348.6 41,540.0 159,888.6 42,770.4 1,230.4
Special appropriations 39,444.0 573.0 40,017.0 589.6 16.6
Sale of goods and senices 0.0 0.0 0.0 369.5 369.5
Grants 28.3 0.0 28.3 0.0 0.0
Fair value of senices received free of charge 0.0 37.0 37.0 33.0 (4.0
of for nominal consideration
Total income from transactions 157,820.9 42,150.0 199,970.9 43,762.5 1,612.5
Expenses from transactions
Employee benefits 90,686.0 25,362.0 116,048.0 27,808.7 (2,446.7)
Depreciation and amortisation 13,981.0 704.0 14,685.0 583.4 120.6
Interest expense 84.0 30.0 114.0 9.5 20.5
Capital asset charge 2,898.1 123.0 3,021.1 123.0 0.0
Other operating expenses 50,171.8 16,311.0 66,482.8 18,654.4 (2,343.4)
Total expenses from transactions 157,820.9 42,530.0 200,350.9 47,179.0 (4,649.0)
Net result from transactions (net operating balance) 0.0 (380.0) (380.0) (3,416.5) (3,036.5)

(i)  Budget figures are as published in 2016-17 Statement of Finances: Budget Paper No. 5, page 130 (shown in $millions).
(i)  For income items, the variance is positive if actual exceeds budget. For expense items, the variance is positive if budget exceeds actual.
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The attached financial statements for the Victorian Auditor-General’s Office (VAGO)
have been prepared in accordance with Direction 5.2 of the Standing Directions of the
Minister for Finance under the Financial Management Act 1994, applicable Financial
Reporting Directions, Australian Accounting Standards including Interpretations, and
other mandatory professional reporting requirements.

We further state that, in our opinion, the information set out in the comprehensive
operating statement, balance sheet, statement of changes in equity, cash flow
statement and accompanying notes, presents fairly the financial transactions during
the year ended 30 June 2017 and financial position of VAGO at 30 June 2017.

At the time of signing, we are not aware of any circumstance which would render any
particulars included in the financial statements to be misleading or inaccurate.

We authorise the attached financial statements for issue on 31 August 2017.

Andrew Greaves Chiang Yip

Auditor-General Chief Financial Officer

Victorian Auditor-General’s Office Victorian Auditor-General’s Office
Melbourne Melbourne

31 August 2017 31 August 2017
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from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes
our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with the Australian Auditing Standards will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in

the aggregate, they could reasonably he expected to influence the economic decisions of users taken on
the basis of this financial report.

A further description of our responsibilities for the audit of the financial report is located at The Australian
Auditing and Assurance Standards Board website at:

http://www.auasb.gov.au/auditors_responsibilities/ar4.pdf. This description forms part of our auditor’s

report.

N%im,.
Nexia Melbourne Audit Pty Ltd Geoff S. Parker
Melbourne Director
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Income from transactions

Parliamentary output appropriations 42,770 40,521
Parliamentary special appropriations 590 576
Sale of services and other income 2.4.1 403 287
Total income from transactions 43,763 41,384

Expenses from transactions

Employee expenses 3.1.1 27,809 23,715
Contracted audit services provided by professional firms 12,154 11,893
Operating lease payments—accommodation” 1,530 1,520
Depreciation 5.1.2 583 657
Interest expense 10 15
Consultants and contractors 1,482 558
Other operating expenses 3.2 3,611 2,871
Total expenses from transactions 47,179 41,229
Net result from transactions (net operating balance) (3,416} 155

Other economic flows included in net result

Net gain ! {loss) on non-financial assets {2} 24
Other gains [ (losses) from other economic flows 274 {96)
Total other economic flows included in net result 272 (72)
Net result (3,144} 83
Comprehensive gain/(loss) (3,144) 83

(i) Operating lease payments (inciuding contingent rentals) are recognised on a straight-line basis over the lease
term, except where another systematic basis is more representative of the time pattern of the benefits derived
from the use of the leased asset.

The accompanying notes form part of these financial statements.
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Assets

Financial assets
Cash
Receivables

Total financial assets

Non-financial assets

Property, plant and equipment and intangible assets

Other non-financial assets
Total non-financial assets

Total assets

Liabilities
Payables
Borrowings
Employee related provisions
Non-employee related provisions
Total liabilities

Net assets

Equity
Accumulated surplus
Contributed capital

Net worth

The accompanying notes form part of these financial stotements.
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7.2 1 1
6.1 25,618 16,961
25,619 16,962

5.1 5,926 904
6.3 537 482
6,463 1,386

32,082 18,348

6.2 19,560 2,130
7.1 297 292
312 6,200 6,528
6.4 475 704
26,532 9,654

5,550 8,694

5,255 8,399

295 295

5,550 8,694
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Cash flows from operating activities

Receipts
Receipts from government 50,991 41,836
Receipts from other entities 370 254
Total receipts 51,361 42,090
Payments
Payments to suppliers and employees (46,660) (40,853)
Goods and Services Tax paid to the ATO! (451) (966)
Capital asset charge payments (123) (120)
Interest paid 9) -
Total payments (47,243) (41,939)
Net cash flows from / {used in) operating activities 7.2.1 4,118 151
Cash flows from investing activities
Purchases of non-financial assets (4,214) (381)
Sales of non-financial assets 92 135
Net cash flows from / (used in) investing activities (4,122) (246)
Cash flows from financing activities
Proceeds from finance leases 161 278
Repayment of finance leases (157) (183)
Net cash flows from / (used in) financing activities 4 95
Net increase / (decrease) in cash held - -
Cash at the beginning of the financial year 1 1
Cash at the end of the financial year 7.2 1 1

(i} Goods and Services Tax paid to the ATO is presented on a net basis.

The accompanying notes form part of these financial statements.
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Balance at 1 July 2015 8,316 295 8,611
Net result for the year 83 - 33
Balance at 30June 2016 8,399 295 8,694
Net result for the year (3,144) - (3,144)
Balance at 30 June 2017 5,255 295 5,550

The accompanying notes form part of these financial statements.
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The principal pieces of legislation governing and guiding the Victorian Auditor-General's Office (VAGO) and the
Auditor-General are:

e the Constitution Act 1975, which establishes the role of the Auditor-General and gives the Auditor-General
complete discretion in the performance and exercise of his functions and powers

e the Audit Act 1994, which establishes the Auditor-General's mandate, provides the legal basis for his powers, and

identifies his responsibilities.

VAGO is an administrative agency acting on behalf of the Crown. Our address is Level 31, 35 Collins Street, Melbourne
VIC 3000.

A description of the nature of VAGO's operations and its principal activities is included in the report of operations,
which does not form part of these financial statements.

Compliance information

These general purpose financial statements have been prepared in accordance with the Financial Management Act
1994 (FMA) and applicable Australian Accounting Standards (AASs) which include Interpretations, issued by the
Australian Accounting Standards Board (AASB). In particular, they are presented in a manner consistent with the
requirements of AASB 1049 Whole of Government and General Government Sector Financial Reporting (AASB 1049).

Where appropriate, those AAS paragraphs applicable to not-for-profit entities have been applied. Accounting policies
selected and applied in these financial statements ensure that the resulting financial information satisfies the concepts
of relevance and reliability, thereby ensuring that the substance of the underlying transactions or other events is
reported.

Basis of preparation

These financial statements cover the Victorian Auditor-General's Office as an individual reporting entity and include all
of its controlled activities.

These financial statements:

e arein Australian dollars

e use the historical cost convention unless a different measurement basis is specifically disclosed in the note
associated with the item measured on a different basis

e apply an accrual basis of accounting whereby assets, liabilities, equity, income and expenses are recognised in the
reporting period to which they relate, regardless of when cash is received or paid.
Consistent with the requirements of AASB 1004 Contributions:

e contributions by owners (that is, contributed capital and its repayment) are treated as equity transactions and,
therefore, do not form part of the income and expenses of VAGO

e  additions to net assets which have been designated as contributions by owners are recognised as contributed
capital

e other transfers that are in the nature of contributions to or distributions by owners have also been designated as
contributions by owners.
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2.1 Appropriations

¢  QOutput appropriations: Once annual Parliamentary appropriations are applied by the Treasurer, they become controlled by
VAGO and are recognised as income when applied to the purposes defined under the Appropriations Act 2016. Income from
the outputs VAGO provides to Parliament is recognised when those outputs have been delivered and the Minister for Finance
and the Treasurer have certified delivery of those cutputs in accordance with specified performance criteria, as outlined in the
2016-17 budget papers.

e  Special appropriations: Under section S4A (6) of the Constitution Act 1975, revenue related to costs associated with the
Auditor-General’s delivery of assurance services, such as remuneration and on-costs, is recognised when the amount
appropriated for that purpose is due and payable to VAGO.

2.2 Annotated income agreements

VAGQ charges and collects financial audit fees from our audit clients. VAGO is permitted to have our financial audit fees annotated
to our annual appropriation as per section 29 of the Financial Management Act 1934 (FMA). We transfer the receipts into the

Consolidated Fund and show them as an administered item in Note 4.2. At the point of income recognition, section 29 provides for
an equivalent amount to be added to the annual appropriation, which is then available to fund the costs of financial audit services.

The following is a listing of the FMA section 29 annctated income agreements approved by the Treasurer:

2016-17 2015-16
5’000 $’000

Fee for services
Audit fees 25,585 23,500
Total annotated income agreements 25,585 23,500
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3.1.1 Employee beneftits In the comprehensive operating statement

2016-17 2015-16

$'000 $’000

Salaries and wages, annual leave and long service leave 23,638 21,748
Defined contribution superannuation expense 1,860 1,666
Defined benefit superannuation expense 109 103
Termination benefits 2,202 198
Total employee expenses 27,809 23,715

Employee expenses include all costs related to employment including wages and salaries, fringe benefits tax, leave entitlements,
termination payments and WorkCover premiums.

Termination benefits are payable when employment is terminated before normal retirement date, or when an employee accepts an
offer of benefits in exchange for the termination of employment. Termination benefits are recognised when VAGO is either
demonstrably committed to terminating the employees’ employment according to a formal plan which has no possibility of
withdrawal, or providing termination benefits as a result of an offer made to encourage voluntary redundancy.

3.1.2 Employee benefits provisions in the balance sheet

2016-17 2015-16
$'000 $’000
Current provisions
Annual leave
Unconditional and expected to settle within 12 months 1,168 1,328
Unconditional and expected to settle after 12 months 424 551
1,592 1,879
Long service leave
Unconditional and expected to settle within 12 months 313 371
Unconditional and expected to settle after 12 months 2,013 2,626
2,326 2,997
Provision for on-costs
Unconditional and expected to settle within 12 months 227 259
Unconditional and expected to settle after 12 months 377 487
604 746
Performance incentive entitiements
Unconditional and expected to settle within 12 menths 376 338
Termination payments
Conditional and expected to settle within 12 months 811 -
Total current provisions for employee benefits 5,709 5,960

Victorian Auditor-General’s Report Annual Report 2016-17



2016-17 2015-16

$’000 $’000
Non-current provisions

Employee benefits 425 492
On-costs 66 76
Total non-current provisions for employee benefits 491 568
Total previsions for employee benefits 6,200 6,528

Reconciliation of movement in on-cost provision
201617
$'000
Opening balance 822
Additional provisions recognised (80)
Additions due to transfer in 8
Unwind of discount and effect of changes in the discount rate (37)
Reductions due to transfer out (43)
Closing balance 670
Current 604
Non-current 66
Total provisions for on-costs 670

Wages and salaries, annual leave and sick leave

Liabilities for wages and salaries (including non-monetary benefits, annual leave and on-costs):

e arerecognised as part of the employee benefit provision as current liabilities, because VAGO does not have an
unconditional right to defer settlements of these liabilities.

e arerecognised at remuneration rates which are current at the reporting date.

e As VAGO expects the wages and salaries liahilities to be wholly settled within 12 months of reporting date, they
are measured at undiscounted amounts.

e the annual leave liability is classified as a current liability and measured at the undiscounted amount expected to
be paid, as VAGO does not have an unconditional right to defer settlement of the liability for at least 12 months
after the end of the reporting period.

s no provision has been made for sick leave as all sick leave is non-vesting and it is not considered probable that the
average sick leave taken in the future will be greater than the benefits accrued in the future. As sick leave is non-
vesting, an expense is recognised in the comprehensive operating statement as it is taken.

¢ employment on-costs such as payroll tax, workers compensation and superannuation are not employee benefits.
They are disclosed separately as a component of the provision for employee benefits when the employment to
which they relate has occurred.
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Long service leave

Unconditional long service leave {LSL):

e s disclosed as a current liability; even where VAGO does not expect to settle the liability within 12 months
because it will not have the unconditional right to defer the settlement of the entitlement should an employee
take leave within 12 months.

e  The components of this current LSL liability are measured at:
¢ undiscounted value—if VAGO expects to wholly settle within 12 months; or
s present value—if VAGO does not expect to wholly settle within 12 months.

e Any gain or loss following revaluation of the present value of non-current LSL liahility is recognised as a
transaction, except to the extent that a gain or loss arises due to changes in bond interest rates for which it is then
recognised as an 'other economic flow' in the net result.

Conditional LSL is disclosed as a non-current liability. There is an unconditional right to defer the settlement of the
entitlement until the employee has completed the requisite years of service. This non-current LSL is measured at
present value.

Performance incentive entitlements

The performance incentive entitlements liability represents an estimate of the performance incentive entitlements
payable to executive and non-executive staff for the performance review period ending on the balance sheet date and
payable within the next financial year. These are subject to the remuneration committee’s assessment of employee
Performance Development Plans.

3.1.3 Superannuation contributions

VAGO contributes to both defined benefit and defined contribution plans for its employees. The defined benefit plan is
closed to new members. The defined benefit plan provides benefits based on years of service and final average salary.

Superannuation contributions paid or payable for the reporting period are included as part of employee benefits in the
comprehensive operating statement of VAGO.

Paid contribution Contribution outstanding
for the year at year end
2016-17 2015-16 2016-17 2015-16

$’000 $'000 $'000 $’000
Defined benefit plans’
State Superannuation Fund—revised and new 107 101 2 2
Defined contribution plans
VicSuper 1,165 1,052 19 16
Other 666 590 10 8
Total 1,938 1,743 31 26

(i} The bases for determining the level of contributions are determined by the various actuaries of the defined benefit
superannuation plans.
The amount recognised in the comprehensive operating statement in relation to superannuationis employer
contributions for members of both defined benefit and defined contribution superannuation plans that are paid or
payable during the reporting period. VAGO does not recognise any defined benefit liabilities because it has no legal or
constructive obligation to pay future benefits relating to its employees. Instead, the Department of Treasury and
Finance (DTF) (on behalf of the State as the sponsoring employer) discloses in its annual financial statements the net
defined benefit cost related to these members as an administered liability.
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e expenses have been allocated on the basis of management estimates of the planned direct hours to be
worked by employees against each output.

There were no amounts unallocated.

The distinction between controlled and administered items is drawn based on whether VAGO has the ability to
deploy the resources in question for its own benefit (controlled items) or whether it does so on behalf of the state
(administered). VAGQ remains accountable for transactions involving administered items, but it does not
recognise these items in its financial statements.

4.1 Departmental outputs—Descriptions

4.1.1 Output descriptions

Parliamentary reports

VAGO formally informs Parliament, its primary client, of the results of its work through its tabled reports.

These reports provide Parliament with independent assurance on the adequacy of accountability and resource
management practices in the public sector and include:

e performance audits, that focus on the effectiveness, efficiency and economy of publicly funded activities, or
probity and compliance

* anannual assessment of the state's finances
e reports of results from the financial statement audits conducted during the year

s management letters to audited agencies conveying matters for improvement identified during audits.

We also table the Auditor-General’s Annual Plan and the VAGO Annual Report to inform Parliament of our planned
activity and actual performance respectively.

Financial Statement Audit and Assurance Reports

The Auditor-General undertakes annual audits of Victorian public sector entities’ financial statements. In some
cases, this also includes performance statements.

The products from this output group are:
* audit reports on the financial statements of public sector authorities and on the State's Annual Financial Report

s audit reports on performance and other statements prepared by local government, certain water bodies, and
technical and further education institutes

¢ anannual limited assurance report on the review of the General Government Sector's Estimated Financial
Statements for inclusion in the State's annual budget papers

o examination and certification of warrants authorising government's expenditure of public funds

e audit of acquittal statements for the receipt and expenditure of Commonwealth-funded activities / capital works.
These audits are undertaken in accordance with the requirements of the relevant funding agreement.
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Introduction

VAGO controls assets that are utilised in fulfilling its objectives and conducting its activities. They represent the
resources that have been entrusted to VAGO to be utilised for delivery of those outputs.

Initial recognition: Items of property, plant and equipment are measured initially at cost. Where an asset is acquired
for no or nominal cost, the cost is its fair value at the date of acquisition.

The initial cost for non-financial physical assets under a finance lease is measured at amounts equal to the fair value of
the leased asset or, if lower, the present value of the minimum lease payments, each determined at the inception of
the lease.

Purchased intangible assets are initially recognised at cost. When the recognition criteria in AASB 138 intangible
Assets are met, internally generated intangible assets are recognised at cost.

An internally generated intangible asset arising from development (or from the development phase of an internal
project) is recognised if, and only if, all of the following are demonstrated:

a) the technical feasibility of completing the intangible asset so that it will be available for use

b) an intention to complete the intangible asset and use it

c) the ability to use the intangible asset

d) theintangible asset will generate probable future economic benefits

e) the availability of adequate technical, financial and other resources to complete the development and to use the
intangible asset

f) the ability to measure reliably the expenditure attributable to the intangible asset during its development.
Subsequent measurement: Property, plant and equipment (PPE) are subsequently measured at fair value less

accumulated depreciation and impairment. Fair value is normally determined by reference to the asset's depreciated
replacement cost, and is summarised below by asset category.

Subsequent to initial recognition, intangible assets with finite useful lives are carried at cost less accumulated
depreciation and accumulated impairment losses. Depreciation begins when the asset is available for use, that is,
when it is in the location and condition necessary for it to be capable of operating in the manner intended by
management.

Fair value measurement

Where the assets included in this section are carried at fair value, additional information is disclosed in Note 5.2 in
connection with how those fair values were determined.

Purpose groups
All of VAGO's property, plant and equipment is classified as the purpose group 'public administration'.

Property, plant and equipment are classified primarily by the 'purpose’ for which the assets are used, according to cne
of six purpose groups based upon government purpose classifications. All assets in a purpose group are further sub-
categorised according to the asset's 'nature’, with each sub-category being classified as a separate class of asset for
financial reporting purposes.
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Introduction
This section sets out those assets and liabilities that arose from VAGO's controlled operations.

6.1 Receivabies

Contractual 2016-17 2015-16
$'000 $'000
Lease incentive 4,747 -
Other receivables 39 44
Statutory
Amounts owing from Victorian Government( (i 20,735 16,789
FBT owing from ATO 42 -
GST input tax credit recoverable 55 128
Total receivables 25,618 16,961
Represented by
Current receivables 21,394 9,045
Non-current receivables 4,224 7,916
Total receivables 25,618 16,961

(i) Lease incentive is due from the lessor of the Office premises.

(i) The total amount recognised as owing from the Victorian Government was $20,735,000 (2015-16:516,789,000) of which
516,511,000 (2015—16: 58,874,000) is likely to be drawn down in the next financial year and is reported accordingly as a current
receivable.

(iii} The amount recognised as owing from the Victorian Government comprises previously applied Parliamentary appropriations
not yet drawn down. The balance is represented by accumulated surpluses, payables, movements in provisions and
accumulated depreciation and amortisation net of asset acquisition. The amounts represent funding for all commitments
incurred through the appropriations and are drawn from the Consolidated Fund as the commitments fall due.

Contractual receivables are classified as financial instruments and categorised as 'receivables'. They are initially
recognised at fair value plus any directly attributable transaction costs. Subsequent to initial measurement they are
measured at amortised cost using the effective interest method, less any impairment.

Statutory receivables do not arise from contracts and are recognised and measured similarly to contractual
receivables (except for impairment), but are not classified as financial instruments. Amounts recognised from the
Victorian Government represent funding for all commitments incurred and are drawn from the Consolidated Fund as
the commitments fall due.

Doubtful debts: Receivables are assessed for bad and doubtful debts on a regular basis. A provision for doubtful debts
is recognised when there is objective evidence that the debts may not be collected and bad debts are written off when
identified.

Bad debts considered as written off by mutual consent are classified as a transaction expense. Bad debts not written
off, but included in the provision for doubtful debts, are classified as ‘other economic flows’ in the net result.
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Present value of minimum lease payments 297 292 257 292

Included in the financial statements as:

Current borrowings 32 80
Non-current borrowings 215 212
Total 297 292

{i} Secured by the gssefs leqsed. Finance teases are effectively secured as the righfs to the leased assets revert to the fessor in the
event of defoult.

{ii} Mone of the borrowings related to PPPs,

{iif} Minimum future lease payments include the aggregate of aflf base payments and any guaranteed residua.

At the commencement of the lease term, finance leases are initially recognised as assets and liabilities at amounts
equal to the fair value of the leased property or, if lower, the present value of the minimum lease payment, each
determined at the inception of the lease. The leased asset is accounted for as a non-financial physical asset and
depreciated over the shorter of the estimated useful life of the asset or the term of the lease. Minimum finance lease
payments are apportionead hetween the reduction of the outstanding lease liability and the periodic finance expense
which is calculated using the interest rate implicit in the lease and charged directly to the comprehensive operating
statement.

Contingent rentals associated with finance leases are recognised as an expense in the period in which they are
incurred.

Leasing arrangements: Finance |leases relate to motor vehicles with lease terms of up to 3 years. VAGO does not have
the option to purchase the vehicles at the conclusion of the lease agreements.

The AASB issued the new leasing standard AASB 16 Leases to supersede the existing standard AASB 117 Leases. The
new standard will be operative from reporting periods commencing 1 January 2018. The key change introduced by
AASB 16 includes the recognition of most operating leases on the balance sheet.

For the maturity analysis of borrowings, see Note 8.1.2.
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VAGO is exposed to risk from its activities and outside factors. In addition, it is often necessary to make
judgements and estimates associated with recognition and measurement of items in the financial statements. This
section sets out financial instrument specific information, including exposures to financial risks.

8.1 Financial instruments specific disclosures
Introduction

Financial instruments arise out of contractual agreements that give rise to a financial asset of one entity and a
financial liability or equity instrument of another entity. Due to the nature of VAGO's activities, certain financial
assets and financial liabilities arise under statute rather than a contract (for example taxes). Such assets and
liabilities do not meet the definition of financial instruments in AASB 132 Financial instruments: Presentation.

Categories of financial instruments

Receivables and cash are financial instrument assets with fixed and determinable payments that are not quoted
on an active market. These assets are initially recognised at fair value plus any directly attributable transaction
costs. Subsequent to initial measurement, receivables are measured at amortised cost using the effective interest
method (and for assets, less any impairment). VAGO recognises the following assets in this category:

e cash

e receivables (excluding statutory receivables).

Financial liabilities at amortised cost are initially recognised on the date they are originated. They are initially
measured at fair value plus any directly attributable transaction costs. Subsequent to initial recognition, these
financial instruments are measured at amortised cost with any difference between the initial recognised amount
and the redemption value being recognised in profit and loss over the period of the interest bearing liability, using
the effective interest rate method. VAGO recognises the following liabilities in this category:

e payables (excluding statutory payables)
e borrowings (including finance lease liabilities).
Impairment of financial assets: At the end of each reporting period, VAGO assesses whether there is objective

evidence that a financial asset or group of financial assets is impaired. All financial instrument assets, except those
measured at fair value through profit or loss, are subject to annual review for impairment.

The allowance is the difference between the financial asset's carrying amount and the present value of estimated
future cash flows, discounted at the effective interest rate. In assessing impairment of statutory (non-contractual)
financial assets, which are not financial instruments, professional judgement is applied in assessing materiality

using estimates, averages and other computational methods in accordance with AASB 136 Impairment of Assets.

Derecognition of financial liabilities: A financial liability is derecognised when the obligation under the liability is
discharged, cancelled or expires.
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Introduction

This section includes additional material disclosures required by accounting standards or otherwise, for the
understanding of this financial report.

9.1 Responsible persons

Given the independent relationship of the Auditor-General with the Parliament, no Government Minister has any
direct responsibility for the operations of VAGO. The following disclosures are made relating to the Accountable
Officer in accordance with the Directions of the Minister for Finance under the Financial Management Act 1994:

Names

Persons who held the Accountable Officer position in relation to VAGO at any time during the reporting period are:
e A Greaves, Auditor-General (19 September 2016 to 30 June 2017)
e P Frost (Acting, for 80 days during the period 1 July 2016 to 18 September 2016).

Remuneration

Remuneration received or receivable by the substantive and acting Accountable Officers in connection with the
responsibilities of the position during the reporting period was in the following ranges:

2016-17 2015-16

No. No.

$390,000-$399,999 (substantive) 1 -
$390,000-$399,999 (acting) - 1
$160,000-5169,999 (substantive) - 1
$110,000-$119,999 (acting) 1 -
$10,000-$19,999 (acting) - 1

9.2 Remuneration of executives

The number of executive officers, other than the substantive and acting Accountable Officers, and their total
remuneration during the reporting period are shown in the table below. Total annualised employee equivalents
provides a measure of full time equivalent executive officers over the reporting period.

Remuneration comprises employee benefits in all forms of consideration paid, payable or provided by the entity or on
behalf of the entity, in exchange for services rendered, and is disclosed in the following categories.

Short-term employee benefits include amounts such as wages, salaries, annual leave or sick leave that are usually
paid or payable on a regular basis, as well as non-monetary benefits such as allowances and free or subsidised goods
or services.

Post-employment benefits include pensions and other retirement benefits paid or payable on a discrete basis when
employment has ceased.

Other long-term benefits include long service leave, other long service benefits or deferred compensation.
Termination benefits include termination of employment payments, such as severance packages.

Several factors affected total remuneration payable to executives over the year. A number of executive officers retired,
resigned or were retrenched in the past year. This has had a significant impact on remuneration figures for the
termination benefits category.

The remuneration amounts disclosed below are measured on the same basis as required by AASB 119 Employee
Benefits.
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Key management personnel of VAGO include the Accountable Officer, Andrew Greaves, and members of the
Leadership Group (LG), which includes:

e  Peter Frost, Chief Executive Officer / Deputy Auditor-General

o David Barry, Deputy Auditor-General {(appointed 29 May 2017)

e Craig Burke, Assistant Auditor-General, Financial Audit

e Steven Vlahos, Assistant Auditor-General, Performance Audit

e Susan Fraser, Assistant Auditor-General, Technical Audit Services (appointed to LG on 16 January 2017)
e  Chris Sheard, Executive Director, Audit Support Group

« Nancy Stefanovski, Executive Director, Audit Support Group

s Marco Bini, Executive Director, Governance, Legal and Strategy (ceased 26 June 2017)

s Karen Phillips, Assistant Auditor-General, Information Systems Audit (ceased 21 December 2016)

s Matthew Zappulla, Assistant Auditor-General, Standards & Quality (ceased 24 December 2016).

Compensation of KMPs

VAGO!?

2016-17

$'000

Short-term employee benefits 1,965
Post-employment benefits 216
Other long-term benefits 479
Termination benefits 1,148
Total™ 3,808

(i) No entities were consolidated pursuant to section 53(1}(b} of the FMA into VAGO's financial statements.

{ii} Termination benefits includes accrued termination benefits for four KMPs {including one who ceased in June 2017) whose
termination payments were made in July 2017.

{iii) Note that KMPs are also reported in the disclosure of responsible persons {Note 9.1) and remuneration of executives (Note 9.2).

Transactions and balances with key management personnel and other related parties

There were no related party transactions that involved key management personnel, their close family members
and their personal business interests.

9.4 Remuneration of auditors

2016-17 2015-16
$'000 $'000

Nexia Melbourne Audit Pty Ltd
Audit of the financial statements 33 33

The auditor of VAGO is appointed by Parliament and paid by the Public Accounts and Estimates Committee in
accordance with the Audit Act 1994. Mr Geoff Parker from Nexia Melbourne Audit Pty Ltd was appointed to this
position in 2016. No other services were provided.

As the remuneration of the auditor is paid by the Public Accounts and Estimates Committee, the amount disclosed
above is included in "fair value of services received free of charge or for nominal consideration" in Note 2.4.1.
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9.7 Australian Accounting Standards issued that are not yet effective

The table below outlines the accounting pronouncements that have been issued but not effective for 2016-17, which

AASB 9 Financial
Instruments

The key changes introduced by AASB 9 include the
simplified requirements for the classification and
measurement of financial assets, a new hedging
accounting model and a revised impairment loss
model to recognise impairment losses earlier, as
opposed to the current approach that recognises
impairment only when incurred.

1 January 2018

VAGO has yet to
undertake a
detailed
assessment of the
impact of this
pronouncement.

AASB 2014-1 Amendments
to Australian Accounting

Standards [Part E

Financial Instruments]

Amends various AASs to reflect the AASB’s decision to
defer the mandatory application date of AASB 9 to
annual reporting periods beginning on, or after,

1 January 2018, and to amend reduced disclosure
requirements.

1January 2018

VAGO has yet to
undertake a
detailed
assessment of the
impact of this
pronouncement.

AASB 15 Revenue from
Contracts with Customers

The core principle of AASB 15 requires an entity to
recognise revenue when the entity satisfies a
performance obligation by transferring a promised
good or service to a customer. Note that amending
standard AASB 2015-8 has deferred the effective date
of AASB 15 for not-for-profit entities to annual
reporting periods beginning on, or after, 1 January
2019, instead of 1 January 2018.

1 January 2019

VAGO has yet to
undertake a
detailed
assessment of the
impact of this
pronouncement.
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to Australian Accounting
Standards — Effective
Date of AASB 15

e

AASB 15 from 1 January 2017 to 1 January 2018.

i e —

AASB 15 above.

AASB 2016-3 Amendments
to Australian Accounting
Standards — Clarifications
to AASB 15

AASB 16 Leases

This Standard amends AASB 15 to clarify requirements
on identifying performance obligations, principal
versus agent considerations and the timing of
recognising revenue from granting a licence.

1January 2018

The amendments require:

e a promise to transfer to a customer a good or
service that is ‘distinct’ to be recognised as a
separate performance obligation;

e  foritems purchased online, the entity is a
principal if it obtains control of the good or
service prior to transferring to the customer; and

e  for licences identified as being distinct from other
goods or services in a contract, entities need to
determine whether the licence transfers to the
customer over time (right to use) or at a point in
time (right to access).

The key changes introduced by AASB 16 include the
recognition of most operating leases (which are
currently not recognised) on balance sheet, other than
short term and low value asset leases.

1January 2019

It provides new guidance on the application of the
definition of lease and on sale and lease back
accounting.

AASB 16 largely retains the existing lessor accounting
requirements in AASB 117 but does require new and
different disclosures about leases.

VAGO has yet to
undertake a
detailed
assessment of the
impact of this
pronouncement.

VAGO has yet to
undertake a
detailed
assessment of the
impact of this
pronouncement.
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Not-for-Profit Entities and establishes principles for transactions that are not undertake a

within the scope of AASB 15, where the consideration detailed

to acquire an asset is significantly less than fair value assessment of the
to enable not-for-profit entities to further their impact of this
objectives. pronouncement.

AASB 2016-8 Amendments This Standard amends AASB 9 and AASB 15 to include 1 January 2019 VAGO has yet to

to Australian Accounting requirements and implementation guidance to assist undertake a
Standards — Australian not-for-profit entities in applying the respective detailed
Implementation standards to particular transactions and events. assessment of the
Guidance for Not-for- impact of this
Profit Entities pronouncement.

* annual reporting periods beginning on, or after.

9.8 Glossary of technical terms

The following is a summary of the major technical terms used in this report.

Actuarial gains or losses on superannuation defined benefit plans are changes in the present value of the
superannuation defined benefit liability resulting from:

a) experience adjustments (the effects of differences between the previous actuarial assumptions and what has
actually occurred); and

b) the effects of changes in actuarial assumptions.

Administered item generally refers to VAGO lacking the capacity to benefit from that item in the pursuit of its
objectives and to deny or regulate the access of others to that benefit.

Borrowings refers to interest-bearing liabilities raised from finance leases.

Commitments include those operating, capital and other outsourcing commitments arising from non-cancellable
contractual or statutory sources.

Comprehensive result is the amount included in the operating statement representing total change in net worth other
than transactions with owners as owners.

Controlled item generally refers to the capacity of VAGO to benefit from that item in the pursuit of its objectives and
to deny or regulate the access of others to that benefit.

Depreciation is an expense that arises from the consumption through wear or time of a produced physical or
intangible asset. This expense is classified as a 'transaction' and so reduces the 'net result from transactions'.

Effective interest method is the method used to calculate the amortised cost of a financial asset and of allocating
interest income over the relevant period. The effective interest rate is the rate that exactly discounts estimated future
cash receipts through the expected life of the financial asset or, where appropriate, a shorter period.

Employee benefits expenses include all costs related to employment including wages and salaries, fringe benefits tax,
leave entitlements, redundancy payments, defined benefits superannuation plans, and defined contribution
superannuation plans.
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Financial asset is any asset that is:
a) cash;
b) acontractual right:
e toreceive cash or another financial asset from another entity; or
e to exchange financial assets or financial liabilities with another entity under conditions that are potentially

favourable to the entity.

Financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability of another
entity.

Financial liability is any liability that is a contractual obligation:

¢ To deliver cash or another financial asset to another entity; or

* To exchange financial assets or financial liabilities with ancother entity under conditions that are potentially
unfavourable to the entity.

Financial statements comprises:

a) abalance sheet as at the end of the period;

b) acomprehensive operating statement for the period;

c) astatement of changes in equity for the period;

d) acash flow statement for the period;

e) notes, comprising a summary of significant accounting policies and other explanatory information;

f)  comparative information in respect of the preceding period as specified in paragraph 38 of AASB 101 Presentation
of Financial Statements; and

g) astatement of financial position as at the beginning of the preceding period when an entity applies an accounting
policy retrospectively or makes a retrospective restatement of items in its financial statements, or when it
reclassifies items in its financial statements in accordance with paragraphs 41 of AASB 101.

General government sector comprises all government departments, offices and other bodies engaged in providing
services free of charge or at prices significantly below their cost of production. General government services include
those which are mainly non-market in nature, those that are largely for collective consumption by the community and
those which involve the transfer or redistribution of income. These services are financed mainly through taxes, or
cther compulsory levies and user charges.

Interest expense represents costs incurred in connection with borrowings. It includes interest components of finance
lease repayments, and amortisation of discounts or premiums in relation to borrowings.

Leases are rights to use an asset for an agreed period of time in exchange for payment. Leases are classified at their
inception as either operating or finance leases based on the economic substance of the agreement so as to reflect the
risks and rewards incidental to ownership. Leases of infrastructure, property, plant and equipment are classified as
finance leases whenever the terms of the lease transfer substantially all the risks and rewards of ownership from the
lessor to the lessee. All other leases are classified as operating leases.

Net operating balance or net result from transactions is a key fiscal aggregate and is revenue from transactions minus
expenses from transactions. It is a summary measure of the ongoing sustainability of operations. It excludes gains and
losses resulting from changes in price levels and other changes in the volume of assets. It is the component of the
change in net worth that is due to transactions and can be attributed directly to government policies.

Net result is a measure of financial performance of the operations for the period. It is the net result of items of
income, gains and expenses (including losses) recognised for the period, excluding those that are classified as 'other
non-owner movements in equity".

Net worth is calculated as assets less liabilities, which is an economic measure of wealth.
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The Audit Act 1994 requires a performance audit to be conducted on our office at least
once every three years. The purpose of the audit is to determine if VAGO is achieving
its objectives effectively, economically, efficiently, and in compliance with the Act.
Deloitte Australia conducted the 2016 PAEC performance audit of our office.

Consistent with prior audits, the 2016 audit covered:

e governance structure and planning activities

o key performance management systems and measures

e human resource management systems, policies and practices

e management and conduct of financial, performance, and ICT audits.

Deloitte Australia assessed our business operations, and reported against the following

eight success factors characteristic of an effective audit office:
e independence and objectivity

e contribution to an effective and efficient public service

e professional and respectful relationships

e contemporary methodology, tools and techniques

e quality and continuous improvement

e practice management

e participative leadership and an inclusive culture

o staff engagement and wellbeing.

Overall the report was highly positive, with Deloitte Australia concluding that

‘the Auditor-General and VAGO are, in all material respects, achieving its objectives

effectively, economically and efficiently and in compliance with the Audit Act 1994
(Vic)'.

The recommendations in their report, which we mostly accepted, focused on:

e improving communications with stakeholders

e engaging earlier with clients and stakeholders

e enhancing workplace culture and leadership.

We formally monitor our progress in implementing these recommendations through
periodic updates to our Operations Committee and our Audit and Risk Committee.
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Fixed term

Ongoing and casual

Number Full time Part time

(headcount (headcount) (headcount)
June 2017 186 158 28 166.80 11.80
June 2016 178 149 29 168.45 20.80

June 2017 June 2016
Fixed term Fixed term
Ongoing and casual Ongoing and casual
Number Number
(headcount) (headcount)
Gender
Male 81 73.00 7.00 73 72.00 14.00
Female 105 93.80 4.80 105 96.45 6.80
Total 186 166.80 11.80 178 168.45 20.80
Age
Under 25 6 3.00 3.00 2 2.00 3.00
25-34 63 57.03 4.00 59 56.63 9.00
35-44 64 58.97 1.80 67 62.32 5.80
45-54 36 32.20 2.00 37 34.90 3.00
55-64 13 12.00 1.00 11 10.60 0.00
Over 64 4 3.60 0.00 2 2.00 0.00
Total 186 166.80 11.80 178 168.45 20.80

Classification

Auditor-General 1 1.00 0.00 0 0.00 0.00
Executive 23 22.60 0.00 24 23.70 0.00
STS 5 4.80 0.00 3 2.70 0.00
Grade 6 44 40.17 1.00 43 39.03 3.00
Grade 5 43 39.20 1.80 40 37.39 7.80
Grade 4 28 23.43 3.00 28 26.23 3.00
Grade 3 34 29.60 4.00 35 34.40 1.00
Grade 2 8 6.00 2.00 5 5.00 6.00
Grade 1 0 0.00 0.00 0 0.00 0.00
Total 186 166.80 11.80 178 168.45 20.80
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VAGOQ’s commitment to workplace health and safety (WHS) continued in the 2016-17
financial year, with an emphasis on policy development and review. In 2016-17 we
developed and implemented a revised WHS policy, a hazard management guide, a
workplace injury and illness guide, a return to work and rehabilitation guide and a WHS
and external work locations guide.

In 2016-17, there were four OHS incidents reported—one fewer than in 2015-16. The
incident rate per 100 full-time equivalent (FTE) staff in 2016—17 was 2.15.

There was one standard WorkCover claim lodged in 2016-17, as shown below. There
were also two ‘minor’ (under excess) WorkCover claims accepted during this reporting

period.
Claims and rate 2013-14 2014-15 2015-16 2016-17
Number of standard 0 3 2 1
claims(@
Rate per 100 FTE 0.0 1.7 1.20 0.53

(a) Victorian WorkCover Authority (VWA) supplied data. Standardised claims are those that have
exceeded the employer excess or are registered as a standard claim and are open with no
payments at the time of extraction.

In 2016-17, we did not receive any lost time claims, as shown below.

Lost time and cost 2013-14 2014-15 2015-16 2016-17
Number of lost time 0 3 2 0
claims(@
Average cost of S0 S43 343 $211 807 $725
claims®/

(a) VWA supplied data. A lost time claim is one with one or more days compensated by the VWA
(after employer excess) at the time of the extraction. They are a subset of standardised claims.

(b) VWA supplied data based on claims reported between 1 July 2016 and 30 June 2017. Claims
include employer and VWA payments to date plus an estimate of outstanding claims costs (further
costs as calculated by the VWA's statistical case estimate model).

Note: In the past VAGO reported the number of actual lost time days. We are now reporting only on
the number of lost time claims to ensure the privacy of claimants is maintained.
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During 2016—-17 the Health and Safety Committee:

reviewed and approved revised WHS policy and guides

reviewed and revised its terms of reference

organised workplace inspections of the whole office to identify hazards and agree

on solutions to remove or minimise them

promoted mental health month to all staff through an education and awareness

campaign

organised free flu vaccinations for staff

considered the nature of injuries and incidents that occurred during the year,

including identification of systemic incidents.

Our performance against our WHS performance indicators are shown below.

Performance indicator

Performance

Annual Report 2016-17

All new and existing staff are offered
ergonomic assessments and required products
are sourced and purchased.

All claims received are lodged with WorkCover
within ten working days.

All reported incidents and accidents are
followed up within 24 hours and closed as
soon as is practicable.

Return to work plans are in place, as soon as is
practicable, and regularly monitored until
complete.

Report on the number of claims and costs is
provided to the Leadership Group as required.

Coordinate and chair the Health and Safety
Committee and schedule quarterly meetings.

All staff have been offered an
ergonomic assessment during
the financial year.

100 per cent

100 per cent

100 per cent

Reported as required

Four meetings were held in
2016-17, which meets the
requirements of the
Occupational Health and
Safety Act 2004.
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In 2016—17, none of our executive officers was involved in carrying out any special
projects. All of our executive officers have completed statements declaring whether
their interests, shares in, and other benefits from business enterprises could give rise
to a conflict of interest. There were no such conflicts. Further information on the
number of our executive officers, by particular classifications, are provided in the
figures below.

Annualised total salary, by $20 000 bands, for executives and other senior non-executive staff

Income Band (salary) Executives STS
$ 160,000 -  $179,999 16@ 4®
$ 180,000 - $ 199,999 1 1
$ 200,000 - $ 219,999 2 -
$ 220,000 - $ 239,999 2 -
$ 340,000 - $ 359,999 1 -
$ 360,000 - $ 379,999 1
Total 23 5
Notes:

The salaries reported above are for the full financial year, at a 1-FTE rate, and excludes superannuation.
(a) There are three employees employed on a part-time basis at at FTE rates ranging from 0.8 to 0.87.
(b) There is one employee employed on a part-time basis at a 0.8 FTE rate.

Total number of EOs for VAGO, broken down into gender

Total (Ongoing) Vacancies Male Female
Classificatior No. ~ Var.® No. Var. No. Var.
EO1 2 1 0 2 1 0 0
EO2 5 -1 0 4 -1 1 0
EO3 16 -2 0 7 -1 9 -1
Total 237 -2 0 13 -1 10 -1

@ var. refers to variance in the numbers reported for June 2016.
Note: The Auditor-General is not included in this table

The number of executives in the Report of Operations is based on the number of executive positions that are
occupied at the end of the financial year. Note 9.2 in the financial statements lists the actual number of EOs and
the total remuneration paid to EOs over the course of the reporting period. The financial statements note does
not include the Accountable Officer, nor does it distinguish between executive levels or disclose separations.
Separations are executives who have left VAGO during the relevant reporting period. To assist readers, these
two disclosures are reconciled below.

Reconciliation of executive numbers

2016-17  2015-16

Executives (Financial Statement Note 9.2) 31 28
Accountable Officer (Auditor-General) 1 -
Less: Executive on leave without pay -1 -
Less: Separations -7 -3
Total executive numbers as at 30 June 24 25

Note: The Auditor-General is included in this table

Victorian Auditor-General’s Report Annual Report 2016-17



Annual Report 2016-17

The Audit and Risk Committee is appointed by the Auditor-General to provide
independent advice to assist him in the discharge of his responsibilities for the
management of VAGO'’s risk, control and compliance framework, and the external
accountability responsibilities as prescribed in the Financial Management Act 1994,
the Audit Act 1994 and other relevant legislation and prescribed requirements.

All committee members are independent, non-executive members who are appointed
by the Auditor-General for a term of three years, and are eligible for reappointment
subject to a formal review of the member’s performance by the Auditor-General. The
Audit and Risk Committee has appropriate financial and industry expertise. All
members are financially literate and have an appropriate understanding of the
operation of the office.

Sara Watts has been Chair of the Audit and Risk Committee since 1 January 2014. The
members of the Audit and Risk Committee for the year ended 30 June 2017, their
qualifications and attendance at meetings, are set out below.

Meetings
Committee member attended Meetings held

Sara Watts (Chair)
BSc, MBA, FAICD, FCPA 4 4
Non-executive director

Lyn Baker

BA, MBA, GAICD 4 4
Non-executive director and consultant

Joydeep Hor

LLM, LLB(Hons), BA, FCIPD, FAHRI

Managing Principal, People + Culture

Strategies, Sydney

Derek Parkin OAM (term expired Dec 2016)

BComm, CTA, FCA, CPA, FAICD

Professor of Accounting, University of Notre 2 2
Dame Australia, Fremantle

Non-executive director

Victorian Auditor-General’s Report



The responsibilities of the Audit and Risk Committee are defined in its Charter, which is

approved by the Auditor-General. The responsibilities of the committee include:

e to review the external auditors’ proposed approach, conduct and the outcomes of
the audit process

e to review, assess and recommend to the Auditor-General the adoption of the
annual financial report

e to determine the scope of the internal audit function and review its effectiveness
e toreview VAGO's approach to risk identification and management

e to consider VAGO'’s approach to compliance with relevant legislation, regulations
and guidelines.

In fulfilling its responsibilities at each meeting, the Audit and Risk Committee has
received operational management reports, risk management reports and briefings
from the Auditor-General on his activities and issues affecting the office.

During the course of the year the Audit and Risk Committee has considered:
e the closing report from the external financial auditor for the year ended 30 June
2016, which identified no significant issues

e status updates and review reports from the internal auditor, which include
management’s response to matters raised by internal audit, together with
subsequent follow up

e the office’s risk management reports and has requested further information to
confirm that risks were being appropriately identified, monitored and addressed by
the office

e systems of control for conflicts of interest and gifts, benefits and hospitality and the
monitoring of those systems

e policies and procedures in place for the development of VAGO’s annual plan and
budget and resource planning

e whether VAGO has appropriate policies and practices in place to review and
implement, where appropriate, recommendations from external reviews, including
Parliamentary committee inquiries

e the effectiveness of the internal audit program.

At the time of signing this report, the annual financial report for the year ended
30 June 2017 had been considered and recommended for adoption by the
Auditor-General.

The Audit and Risk Committee has met in camera with the external financial auditors,
the Auditor-General and the internal auditor. In the last financial year, committee
members held a workshop to comprehensively review the work plan, which was then
endorsed and approved at the committee’s meeting in May 2017.

In closing, the Committee wishes to acknowledge the significant and positive
contribution that Professor Derek Parkin has made during his term on the Committee.

Sara Watts (Chair)
31 August 2017
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We refreshed our strategic risk register in early 2016—17. There are currently nine
whole-of-office risks with the following risk ratings:

Risk Rating

Ineffective leadership across the organisation o

Failure to provide sufficient and appropriate independent assurance

Final product is of poor quality

Poor selection of audit topics/focus of audits ([
Inadequate workforce planning and management

Ineffective practice management o
Poor relationship with PAEC

Ineffective stakeholder engagement including managing expectations

Failure to influence and/or to respond to changes in the regulatory
environment

Note: @ high risk; © medium risk; @ low risk.

Each risk has been assigned to a member of our Operations Committee. At quarterly
meetings, members assess if amendments to the register or the recorded ratings are
warranted as a result of any external or internal changes to the organisation. The
register is also considered by our Audit and Risk Committee at each of their meetings.

With a new Leadership Group on board for 2017-18, we will conduct a holistic re-
assessment of our Strategic Risk Register as part of the development of our new
Strategic Plan.

I, Andrew Greaves, certify that the Victorian Auditor-General’s Office (VAGO) has
complied with the Ministerial Standing Direction 3.7.1—Risk management framework
and processes. The VAGO Audit and Risk Committee has verified this.

Andrew Greaves
Auditor-General
Victorian Auditor-General’s Office
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PricewaterhouseCoopers was appointed as our internal auditor in July 2015. The
internal auditor reports to our Audit and Risk Committee and the Auditor-General. The
following reviews were carried out in 2016-17:

e Reporting to Parliament

e Procurement and Accounts Payable

e Recruitment

e Stakeholder Engagement

e Audit Service Provider Panel

e Financial Management Compliance Framework Readiness.

The internal auditor also attended each meeting of our Audit and Risk Committee

where reports were being considered, and provided a report on the status of the
internal audit program, as required.
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Waste
production

Paper use

Transportation

Greenhouse gas
emissions

Energy use

Water
consumption

Procurement

65.4%

waste recycled
in 2016—17 against a target of
80%

9.3 reams

per FTE

paper use in 2016-17, down
from 13.9 reams in the
previous year

210 698

kilometres

travelled
in 2016-17

175.80

tonnes

greenhouse
gas emissions
in 2016-17

100%

green energy use
in 2015-16

4.7 kL

per FTE

water use in 2015-16,
down from 6.1 kL
in the year before

v

sustainable procurement to
reduce environmental impact

Annual Report 2016-17

28.85 kg
per FTE

waste produced,
42.15 kg below of our target
of 71 kg per person

6.7 reams

per FTE
Australian paper used

94 011.71

kilometres

flight kilometres in 201617,
an increase of 2.4% from the
year before

0.89

tonnes per FTE
greenhouse gas emissions
in 2016-17, below the
2.0-tonne average for
similar offices

3808 MJ

per FTE

energy use during 2015-16,
below the average for similar
offices of 7 000 MJ per FTE

24.2%

decrease in landfill, to 9.97
kg per person

2.6 reams

per FTE

imported paper used

49.2

tonnes

CO, emissions in 2016-17, up
3.6% from the year before
because of using less efficient
vehicles

Criteria/factors for calculating emissions inventory

Department of Environment (August 2015), National
Greenhouse Accounts Factors

United Kingdom Department of Environment, Food
and Rural Affairs, Conversion Factors for greenhouse

gas (GHG) reporting 2016

Environment Protection Authority Victoria, EPA
Victoria’s greenhouse gas inventory management
plan: 2012-13 update EPA GIMP 2013

Australian Government, Green Vehicle Guide 2016
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VAGO does not own or control any government buildings and, therefore, has no
responsibilities under the Building Act 1993.

In August 2012, the Victorian Government endorsed the DataVic Access Policy to
enable public access to government data, and to improve how the public sector shares
information. VAGO complies with this policy, and agreed data sets are available on our
website.

The Victorian Industry Participation Policy Act 2003 requires public bodies and
departments to report on the application of the Victorian Industry Participation Policy.
During 2016-17, VAGO undertook one procurement activity that was subject to the
Victorian Industry Participation Policy.

VAGO complies with the National Competition Policy, including complying with the
requirements of the Department of Treasury and Finance’s Competitive Neutrality
Policy.

The Victorian Inspectorate was established in 2012 as part of the reform of Victoria’s
integrity systems. The Inspectorate monitors and oversees particular integrity bodies,
including VAGO. In 2016—-17, VAGO had nothing to report to the Inspectorate and the
Inspectorate did not review any of VAGQ'’s activities.

We did provide the Inspectorate with a range of documentation, including policies,
procedures, and templates related to our coercive powers, to assist the Inspectorate to
acquit its legislative responsibilities related to VAGO.

VAGO offers flexible work arrangements for staff, in response to staff demand and
legislative obligations for employers to provide flexible working conditions. We
encourage our staff to take advantage of the arrangements available to them.
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VAGO has a range of policies that reflect our commitment to a workplace free from
discrimination, harassment and bullying, and that support merit-based recruitment
practices.

We also comply with the Victorian Charter of Human Rights and the Code of Conduct
for Victorian Public Sector Employees of Special Bodies.

All executive officers and business unit managers have completed statements declaring
whether their interests, shares in and other benefits from business enterprises could
give rise to a conflict of interest, and there were no such conflicts.

To enable and encourage people to make disclosures about improper conduct in the
public sector, Victorian legislation protects the confidentiality and welfare of these
individuals and sets up a system to investigate disclosed matters.

Under the Protected Disclosure Act 2012, VAGO cannot receive protected disclosures.

Disclosures about VAGO officers may be made to the Independent Broad-based
Anti-corruption Commission or the Victorian Inspectorate.

Further information on VAGQO'’s responsibilities is available at:
www.audit.vic.gov.au/complaints-about-vago.

The Freedom of Information Act 1982 provides the community the right to access, as
far as possible, information held by the Victorian Government.

Section 20A of the Audit Act 1994 broadly precludes us from disclosing information we
gather during an audit, other than reporting to Parliament. Section 20B of the Audit Act
1994 also precludes third parties from accessing any audit-related information and
documents we hold.

Our administrative processes come under the state’s Freedom of Information
legislation. For the 12 months ending 30 June 2017, we received one application from a
member of the public, which we complied with.

Further information on VAGQ's obligations under the Freedom of Information Act 1982
is available on our website.

Freedom of Information requests

Requests for access to non-audit-related information and documents we hold can be made
to the Freedom of Information Officer:

By email In writing
enquiries@audit.vic.gov.au Freedom of Information

By phone Victorian Auditor-General’s Office
03 8601 7000 Level 31, 35 Collins Street

Melbourne 3000
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This report and our website publish all information required by the Directions of the
Minister for Finance.

We can provide further details on the information items listed below if requested,
subject to the Freedom of Information requirements, if applicable:

a statement that declarations of pecuniary interests have been duly completed by
all relevant staff of the office

details of shares held by a senior officer as nominee or held beneficially in a
statutory authority or subsidiary

details of changes in prices, fees, charges, rates and levies charged by our office
audit fees, which are revised every year

details of overseas visits, including a summary of the objectives and outcomes of
each visit

details of assessments and measures to improve the occupational health and safety
of staff

a general statement on industrial relations in the office and details of time lost
through industrial accidents and disputes

a list of major committees we sponsor, the purposes of each, and the extent to
which the purposes have been achieved

further information on our environmental performance
details of all consultants and contractors, including:
consultants and contractors engaged

services provided

spending committed to for each engagement.

This information can be requested from our Freedom of Information Officer, as listed in
Appendix G.

The following information is available from our website:

details of documents we published about our activities
copies of all our reports since 1956

a list of all of the agencies we currently audit.
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Our annual report is prepared in accordance with all relevant Victorian legislation and
pronouncements. This index has been prepared to demonstrate our compliance with
statutory disclosure requirements.

Legislation

Requirement

Ministerial directions

Report of operations—FRD guidance

Charter and purpose

FRD 22H Manner of establishment and the relevant Minister
FRD 22H Purpose, functions, powers and duties

FRD 22H Key initiatives and projects

FRD 22H Nature and range of services provided

Management and structure

FRD 22H

Organisational structure

Financial and other information

FRD 8D

FRD 8D

FRD 10A
FRD 15D
FRD 22H
FRD 22H
FRD 22H
FRD 22H
FRD 22H
FRD 22H

FRD 22H

FRD 22H
FRD 22H

FRD 22H
FRD 22H
FRD 22H

Annual Report 2016-17

Performance against output performance measures
Budget portfolio outcomes

Disclosure index

Executive officer disclosures

Employment and conduct principles

Occupational health and safety policy

Summary of the financial results for the year
Significant changes in financial position during the year
Major changes or factors affecting performance

Application and operation of Freedom of Information Act
1982

Compliance with building and maintenance provisions of
the Building Act 1993

Statement on National Competition Policy

Application and operation of the Protected Disclosure Act
2012

Details of consultancies over $10 000
Details of consultancies under $10 000

Disclosure of ICT expenditure
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Legislation
FRD 22H
FRD 24C
FRD 25C
FRD 29B
SD 5.2

Requirement

Statement of availability of other information
Reporting of office-based environmental impacts
Victorian Industry Participation Policy disclosures
Workforce data disclosures

Specific requirements under Standing Direction 5.2

Compliance attestation and declaration

SD3.7.1

SD5.2.3

Attestation for compliance with Ministerial Standing
Direction

Declaration in report of operations

Financial report

Declaration

SD5.2.2

Declaration in financial statements

Other requirements under Standing Directions 5.2.2

SD 5.2.1(a)

SD 5.2.1(a)

Compliance with Australian Accounting Standards and
other authoritative pronouncements

Compliance with Ministerial Directions

Other disclosures as required by FRDs in notes to the financial

statements

FRD 9A
FRD 13
FRD 21C

FRD 103F
FRD 110A
FRD 112D

Disclosure of administered assets and liabilities
Disclosure of Parliamentary appropriations

Disclosures of responsible persons, executive officers and
other personnel (contractors with significant management
responsibilities) in the financial report

Non-current physical assets
Cash flow statements

Defined benefit superannuation obligations

FRDs applicable to VAGO with no disclosures to make in 2016-17

FRD 11A
FRD 12B
FRD 22H

FRD 22H
SD 5.2.1(b)
FRD 22H

Victorian Auditor-General’s Report

Disclosure of ex gratia expenses
Disclosure of major contracts

Application and operation of the Carers Recognition Act
2012

Subsequent events
Compliance with Model Expense Report

Disclosure of government advertising expenditure
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Financial Management Act 1994 54
Audit Act 1994 13
Freedom of Information Act 1982 104
Building Act 1993 103
Protected Disclosure Act 2012 104
Victorian Industry Participation Policy Act 2003 103

The only departure from FRDs relates to FRD 30D Standard Requirements for the
Publication of Annual Reports, specifically section 5.3 Design. Section 5.3 Design of
FRD30B suggests that internal colour should be kept to one colour, or as few colours as
possible where it is essential to enable the readability and legibility of complex charts,
graphs, maps or diagrams. Our Annual Report 2016—17 uses several colours in complex
charts, graphs, maps and diagrams to enable our readers to easily understand content
and flow.
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