5 Advisers
)

Chartered Accountants
August 2010

& Busines

(“PAEC

Performance Audit of Victorian Auditor-General

Executive Officer, PAEC
Victorian Auditor-General

Members of PAEC
Valerie Cheong-
Des Pearson

PAEC
Victorian Auditor-erneraI

c
o
2
=4
)
=
&
2
=]

and Victorian Auditor-General’s Office

Public
Estimates Committee




Contents

1.0 EXECULIVE SUMMEATY ..ottt ettt ettt e ettt e abe e e e eneaaane e e s 3
T INtrOAUCHON (.o ettt ettt 3
1.2 Background INfOrmation ..o e 3
IR T oo o L= OO RO USROS 3
L B Y o o] (o - Tod o [N PRSP UUR 4
1.5 Limitations of Procedures Completed By PKF ...........ccooiiiiiiii e 4
1.6 Summary of RecCOMmMENdAtIONS .........cccciiiiiiiiii et 5
1.7 ACKNOWIEAGMENTS .. ..ottt e et e e ee e b ae e etae e eneeae et e e eean 16
T8 CONCIUSION Lottt e et e e ettt e e et e e eaae b e s iaa e e e R bt e e e eata e e eete e e aaeaenneee 17
2.0 Detailed FININGS .....oooooiiiiii i e e e ettt ettt e e e et ten s nnnens 18

2.1 Assess the appropriateness of the purpose and objectives set by the Auditor - General in
his 2008-09 and 2009-10 Annual Plans and determine the extent to which they are being
achieved [Terms of Reference — 1]........cooiii e 18

2.2 Key Performance Management Issues [Terms of Reference 2J...........cccccooceeivvvvvecne.n. 39

2.3 Review the efficiency and effectiveness of the management and conduct of performance
audits (both broad scope and limited scope) undertaken by the Victorian Auditor-General’s
Office [Terms of Reference 3J.........ccooiiii oot 98

2.4 Review the efficiency and effectiveness of the management and conduct of financial
audits undertaken by the Victorian Auditor-General's Office [Terms of Reference 4J..... 118

2.5 Review the newly introduced system of sector reports against financial audits performed,
with particular reference to [Terms of Reference 5] ... 128

2.6 Assess the soundness of processes followed by VAGO for periodic client surveys
(including members of Parliament and audit clients). Evaluate the results of such surveys
and determine if an additional independent survey should be conducted [Terms of
REFEIENCE — 6] ..ottt et e e et 131

2.7 Evaluate the progress, adequacy and effectiveness of measures implemented by VAGO
to address recommendations contained within the 2007 performance audit report of
VAGO [Terms of Reference — 7]........coooovueimiiiiiiiii et 134

2.8 Ascertain whether the existing processes for evaluating tenders from private audit
contractors and consultancies are conducted with due regard to probity and value for

money [Terms of Reference — 8] ...........c.ccoiiiiiiiiii e 135

2.9 Determine the scope, quality and effectiveness of the internal audit function within the
Victorian Auditor-General's Office [Terms of Reference — 9] .........ccccoccoviiiiiiiiiiiinnnn. 140
APPENAIX T e et e et e e e et e e e s 144
ADPENTIX 2.t e et e e ettt ee e et 145
APPENAIX 3. ettt et ae et 164

ADPPENAIX 4. e e ettt 165



1.0 Executive Summary

1.1 Introduction

Tom Fazio of PKF Chartered Accountants and Business Advisers (“PKF”) is pleased to submit his
report following completion of a performance audit of the Victorian Auditor-General and the Victorian
Auditor-General's Office (“VAGO”).

This report has been completed in accordance with the PKF and Victorian Government contract dated
27 May 2010.

1.2 Background Information

The Victorian Audit Act 1994 requires that a performance audit be conducted of the Victorian Auditor -
General’s Office at least once every three years. Part 4 - Audit of Victorian Auditor-General's Office, of
the Audit Act 1994 stipulates;

“a person may be appointed by resolution of the Legislative Council and
Legislative Assembly, on the recommendation of the Parliamentary Committee,
as an independent auditor of the Victorian Auditor-General's Office.”

The performance auditor is required to conduct a performance audit in accordance with directions
contained within the Terms of Reference prepared by the Parliamentary Committee, over the period
May 2010 to August 2010 inclusive.

Following a public tender process PKF was awarded a contract to undertake a performance audit of
the Victorian Auditor-General and VAGO in June 2010.
1.3 Scope

The Parliamentary Committee’s Terms of Reference outlined 9 key focus areas relating to the
completion of the performance audit, requiring PKF to:

1. Assess the appropriateness of the purpose and objectives set by the Auditor-General in his
2008-09 and 2009-10 annual plans and determine the extent to which they are achieved;

2. Assess selected Key Performance Management Issues;

3. Review the efficiency and effectiveness of the management and conduct of performance
audits (both broad scope and limited scope) undertaken by VAGO;

4. Review the efficiency and effectiveness of the management and conduct of financial audits
undertaken by the Victorian Auditor-General’s Office;

5. Review the newly introduced system of sector reports against financial audits performed;

Assess the soundness of processes followed by VAGO for periodic client surveys
(including members of Parliament and audit clients) and to evaluate the results of such
surveys and determine if an additional independent survey should be conducted;

Public Accounts and Estimates Committee ("PAEC”)
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Section 1 - Executive Summary

7. Evaluate the progress, adequacy and effectiveness of measures implemented by VAGO to
address recommendations contained within the 2007 performance audit report of VAGO;

8. Ascertain whether the existing processes for evaluating tenders from private audit
contractors and consultancies are conducted with due regard to probity and value for
money;

9. Determine the scope, quality and effectiveness of the internal audit function within the
Auditor-General’s Office.

The work completed by PKF is subject to the limitations set out at Section 1.5 to this report.

1.4 Approach

This performance audit was conducted by obtaining evidence through inspection, observation, inquiry,
confirmation and testing and by reviewing system processes for any potential process improvement,
inefficiency or duplication. This included:

Discussions with VAGO representatives;

Review of internal process documentation;

Review of supporting documentation; and

Determining potential recommendations to address identified performance issues.

v v v v

1.5 Limitations of Procedures Completed By PKF

PKF has limited the procedures performed during this performance audit project to inquiries of
relevant personnel, inspection of evidence and observation of, and enquiry about, the operation of the
control procedures, policies and practices for a reasonable number of transactions or events. Our
procedures are designed to provide a reasonable level of assurance in relation to the areas included
within this report. Reasonable assurance is less than absolute assurance. Absolute assurance is not
expressed in our report as a result of factors such as the following:

the use of selective testing undertaken by PKF;

the inherent limitations of internal controls;

the fact that much of the evidence available to PKF is persuasive rather than conclusive;

the use of judgement in gathering and evaluating evidence and forming conclusions based on that
evidence; and

> in some cases, the characteristics of the subject matter when evaluated or measured against the
identified criteria.

v v v v

The matters raised in this report are only those that came to our attention during the course of
performing our procedures and may not necessarily be a comprehensive statement of all the
weaknesses that may exist or improvements that might be made. We cannot, in practice, examine
every activity and procedure, nor can we be a substitute for the Auditor-General’s or VAGO's
responsibility to maintain adequate controls over all levels of operations and their responsibility to
prevent and detect irregularities, comply with laws and regulations and avoid fraud. Accordingly,
PAEC should not rely on our report to identify all weaknesses that may exist in the systems and
procedures reviewed, or potential instances of fraud that may exist.

Public Accounts and Estimates Committee (“PAEC”)

Performance Audit of Victorian Auditor-Generai and Victorian Auditor-General's Office 4



Section 1 - Executive Summary

The Parliamentary Committee, the Auditor-General and VAGO and should assess PKF's
recommendations for their full commercial / other impacts before they are implemented.

1.6 Summary of Recommendations

Terms of Reference ! Recommendations | Victorian Auditor-General’s
Response

Assess the appropriateness of 1. External Service Providers Not Accepted.

the purpose and objectives set for Performance Audits VAGO funding is determined by

by the Auditor-General in his Consider alternative funding the Audit Act 1994, alternative

2008-09 and 2009-10 annual arrangements for funding regimes would require

plans and determine the extent performance audits and also legislative change.

to which they are achieved. consider utilising external Further, performance auditing is
service delivery model. an evolving discipline and the

limited market expertise
available is being utilised and
nurtured to the extent possible.

2. Reporting Frequency for  Not accepted.
Annual Plan Acquittals / The Auditor-General is the

Progress hy VAGO to accountable officer and
PAEC/Parliament responsible for the management
Consider improving the of the Office.

frequency of reporting to

Parliament/PAEC.

3. Disclosure of Name and Accepted.

Scope Changes for Appropriate disclosure will
Performance Audits continue to be considered where
Consider disclosure of name material and substantive change
and scope changes in occurs.

performance audit reports.

4. Implementation of Past Not accepted.
Recommendations As part of the annual planning
Consider performing follow-  process, the annual Minister for
up reviews on the Finance Report and ensuing
implementation of PAEC enquiries are considered

recommendations raised by in selecting audit topics.
VAGO and to monitor

auditees’ progress in

addressing agreed findings.

Public Accounts and Estimates Committee ("PAEC")
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Section 1 - Executive Summary

Terms of Reference

1.6.1 The adequacy and
effectiveness of VAGO's
audits in promoting
improved performance
and accountability as well
as efficiency in the
Victorian public sector.

Recommendations

5. Fostering Productive
Relationships with Audit
Clients

Consider strategies to
further improve relationships
with auditees.

6. Measuring Adequacy and
Effectiveness of VAGO’s
Audits
Consider reporting
quantifiable measures
relating to recommendations
raised by VAGO.

Section 2.2.2: Terms of Reference 2(b)

The adequacy and
appropriateness of all audit
methodologies, practices and
procedures and improvements
undertaken over the past three
years.

7. Independence Declaration
for Staff
Consider completing
independence declarations
of all staff for each
assignment, including the
Victorian Auditor-General,
and other executive staff.

8. Audit Method Performance
(Performance Audit
Methodology — AmP)
Library and Checklists
Consider developing a
process to enable VAGO'’s
performance audit
practitioners to fully comply
with relevant Auditing
Standards.

9. Application of AmP

Consider further refinement
of VAGO’s performance
audit methodology.

Public Accounts and Estimates Committee (‘PAEC™)
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Victorian Auditor-General’s
Response

Accepted.
Fostering of productive
relationships with clients has
been central to successive
VAGO Strategic Plans.

Not accepted.

Priority is accorded to the
statutory mandate and a
comprehensive suite of
performance indicators,
including a core developed in
conjunction with ACAG, already
exists.

Not accepted.
Existing annual declaration of
interests are complemented by
» The Code of Conduct for
Victorian Public Sector
Employees of Special Bodies
and
Audit standards and
methodology
are considered adequate for the
public sector context in which
VAGO operates.

Not accepted.

Involves duplication as AmP
already designed to acquit these
requirements.

Accepted.

VAGO's continuous
improvement process on an at
least annual basis adopts
refinements in light of the
business need and risk.
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Terms of Reference Recommendations

Victorian Auditor-General’s

Response

10. Structure of Performance

Audit Reports Tabled at
Parliament

Consider introduction of
consistent performance
audit reports.

Section 2.2.3: Terms of Reference 2(c)

The adequacy and effectiveness 11. Performance audits:
of internal systems to measure Budgeted Costs vs.
and improve productivity Published Costs
including cost and resource-use Consider strategies for
effectiveness within VAGO.

relating to VAGO'’s

performance audit division

Section 2,2.4: Terms of Reference 2(d)

The adequacy of VAGO's
corporate and business plans in
promoting internal effectiveness
and efficiency, including future
plans for the next three to five
years.

None.

Section 2.2.5: Terms of Reference 2(e})

The adequacy and effectiveness None.
of the annual planning process,

having regard to risk factors and
governance arrangements within
agencies.

Section 2.2.6: Terms-of Reference 2(f)

12. Time Costs for
Performance Audit
Consider allocating time

The adequacy of the existing
time recording and costing
systems to ensure all
recoverable costs are collected
and that there is no cross-
subsidisation between
chargeable and non-chargeable
functions of the Office; or
between performance and
financial audits.

performance audit
assignments to internal
VAGO cost centres.

13. Comparability of Costs
Between Performance
Audits
Consider implementing a
consistent approach to
measuring performance
audits.

Public Accounts and Estimates Committee (“PAEC")
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containing budget overruns
and setting accurate budgets

relating to familiarisation of

Not accepted.

The diversity of audit topics and
the nature of audit findings
render a formulaic approach
inappropriate.

Accepted.

VAGQO's continuous
improvement process adopts
refinements in light of
experience and post audit
reviews, business need and risk.

Noted.

Noted.

Not accepted.
Incidence does not warrant a
change in audit costing policy.

Accepted.

VAGO’s continuous
improvement process adopts
refinements in light of
experience and post audit
reviews.
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Terms of Reference ! Recommendations Victorian Auditor-General’'s
Response

The culture of management and None. Noted.
workloads and their effect on

staff performance, work-life

balance and retention rates over

the past three years in all VAGO

divisions.
Section 2.2.8: Terms of Reference 2(h)
Whether the recommendations  None. Noted.

of the previous performance
auditor on human resources
issues such as workforce
planning and people
management have been
addressed in an effective and
sustainable manner (insight on
progress achieved from
strategies developed for
implementing these
recommendations should be
gained from appropriate sources
including original data gathered
in staff surveys, an update in
data on staff turnover rates since
1 July 2007 up to and including
the year ended 30 June 2010
and the conduct of an
appropriate confidential staff
survey by the successfully
appointed performance auditor.

Section 2,2.9: Terms of Reference 2(i)

The extent to which best practice None. Noted.
in public sector management

and auditing has been updated

and adopted in the Office over

the past three years.

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office 8
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Terms of Reference Recommendations Victorian Auditor-General’s
; Response

Sectioﬁ\‘z.i.i 0: ;i'ékms of Reference 2{j)

The appropriateness of None. Noted.
performance measures and

veracity of performance

outcomes reported and

benchmarks against which the

Auditor-General’'s Office

measures its performance both

internally and externally.

Section 2.2.11: Terms of Reference 2(k)

Whether VAGO continues to None. Noted.
comply with Australian auditing

standards, including the quality

control process associated with

contracted audits in both

financial and performance audits

Section 2.2,12: Terms of Reference 2(1)
Whether audits are supported by 14. Performance Audit —Cold  Accepted.

adequate plans and work Reviews VAGO'’s continuous

papers, appropriate audit Consider further refining the improvement process adopts

evidence and appropriate quality process for undertaking cold refinements in light of

control procedures reviews. experience, business need and
risk.

Public Accounts and Estimates Committee ("PAEC”)
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Terms of Reference ! Recommendations Victorian Auditor-General’s
{ Response

Section 2.2.13: Terms of Reference 2(m)

Conduct a pricing review on None. Noted.
VAGO’s 2010-11 budget to
determine adequacy of funding
levels provided by Government.
In so doing, ascertain whether
the analysis and findings of
separate independent pricing
reviews undertaken by VAGO for
its 2009-10 budget and the
Department of Treasury and
Finance for its 2010-11 budget
can be reconciled in relation to
the veracity of VAGQ's budget
pressures, the sources of those
pressures, revenue sources and
appropriate levels of fees and
charges, efficiencies in VAGO's
output deliveries and options for
achieving efficiencies,
productivity and possible savings
in the future. Efficiencies will
include any strategies to
manage the future increased
costs and the usual quantum of
financial audits and performance
audits

Section 2.3.1: Terms of Reference 3(a)

The adequacy and effectiveness None. Noted.
of measures taken by VAGO
since the previous performance
audit of VAGO in 2007 to
address specific areas contained
in the significant finding that
‘performance audits undertaken
during the review period have
not been conducted as efficiently
and as effectively as VAGO
would have liked, particularly in
the areas of scope and definition
of assessment criteria, control of
cost and timelines and
management of communications
with agencies’

Public Accounts and Estimates Committee (“PAEC")
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Terms of Reference Recommendations Victorian Auditor-General’s
! Response

The extent to which the selection None. Noted.
criteria for performance audits

ensures key risk areas and

major programs within the public

sector receive adequate

coverage

Section 2.3:3: Terms of Reference 3(c)

The adequacy of the rationale None. Noted.
supporting the selection of

potential performance audit

topics

Section 2.3.4: Terms of Reference 3(d)

The effectiveness of the None. Noted.
planning and management of
performance audits

Section. 2.3.5: Terms of Reference 3(e)

The adequacy of the None. Noted.
investigative process and quality

control procedures to support

conclusions arising from the

performance audits

Section 2.3.6: Terms of Reference 3(f)

Whether significant issues that  None. Noted.
arise during the course of a

performance audit that were not

identified in audit plans are

adequately and effectively

considered in a timely manner

and addressed

Public Accounts and Estimates Committee ("PAEC")
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Terms of Reference Recommendations Victorian Auditor-General’s
Response

Section 2.3.7: Terms of Reference 3(g)

Confidentiality of audit 15. Signature of Employees Accepted.

processes (e.g. in terms of Agreeing to Abide by Long serving employees whose

information leaks). VAGO’s Code of Conduct commencement was prior to the
Consider implementing May 2008 revised induction
further measures to enhance procedure have been requested
the process to maintain to sign an agreement to abide by

confidentiality of information. the Code of Conduct. By 27
August 2010, all staff, except
those who were absent on leave,
have signed an agreement that
they understand their statutory
and professional obligations.

Section 2.3.8: Terms of Reference 3(h)

The impact of undertaking a None. Noted.
considerable number of

performance audit reports on

sustaining staff motivation and

whether ‘in-house’ benefits of

gaining an in-depth knowledge

on a subject area and related

issues have been sustained

Section 2.3.9: Terms of Reference 3

Flowing from point (h), any None. Noted.
instances of pressures from

adherence to time and cost

budgets significantly curtailing

planned audit activity and

impacting on the depth of issues

reported to Parliament

Section 2.3.10: Terms of Reference 3(j}

Compliance with statutory None. Noted.
requirements for the conduct

and reporting of performance

audits

Section 2.3.11: Terms of Reference 3(k)

The appropriateness of the mix ~ Refer Recommendation # 1 Noted.
between specialist expertise, (above) relating to utilising

contractors and suitably qualified external service delivery model

in-house staff in undertaking within VAGO.

particular performance audits

Public Accounts and Estimates Committee ("PAEC”)
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Terms of Reference Recommendations Victorian Auditor-General’s
! Response

Section 2.3.12: Terms of Reference 3(1)

The appropriateness of criteria  None. Noted.
against which the efficiency and

effectiveness of performance

audits conducted by the Office

are measured

Section 2.3.13: Terms of Reference 3(m)

Assess, through the gathering of None. Noted.
relevant evidential materials, the
veracity of comments formally
communicated to the Committee
during the Audit Act Inquiry by
the Department of Treasury and
Finance that, ‘recent audit
practice has shown that the
focus of audit reports has been
on matters of
compliance...(rather than) on
matters of performance’

Section 2.4.1: Terms of Reference 4(a)

Initiatives taken by VAGO to None. Noted.
expand the reporting to

Parliament of financial audit

issues

Section 2.4.2: Terms of Reference 4(b)

The extent to which the selection None. Noted.
criteria for financial audits

ensure key risk areas entailed

with an entity’s financial

operations are addressed and

the appropriateness of the

criteria

Section 2.4.3: Terms of Reference 4(c)

The effectiveness of the None. Noted.
planning, management and
resourcing for financial audits

Public Accounts and Estimates Committee (‘PAEC")

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office 13



Section 1 - Executive Summary

Terms of Reference ! Recommendations i Victorian Auditor-General’s
i Response

Section Terms of Reference d(d) - .. o "

The adequacy of the 16. Expanding Quality Review Not accepted.

investigative process and quality of Completed Financial Our current level of quality
control procedures to support Audits review is significantly in excess
conclusions arising from the Consider expanding quality  of professional requirements and
financial audits reviews for financial audits.  is rigorously monitored. Results

do not warrant expansion.
Section 2.4.5: Terms of Reference 4(e) . '

Whether significant issues that  None. Noted.
arise during the course of a

financial audit that were not

identified in audit plans, are

adequately and effectively

considered in a timely manner

and addressed

Section 2.4.6: Terms of Reference 4(f)

The impact of undertaking a None. Noted.
considerable number of financial

audit reports on sustaining staff

motivation and whether ‘in-

house’ benefits of gaining an in-

depth knowledge on a portfolio

area and related issues have

been sustained

Section 2.4.7: Terms of Reference 4(g)

Compliance with statutory None. Noted.
requirements for the conduct
and reporting of financial audits

Section 2.4.8: Terms of Reference 4(h)

The appropriateness of the mix  17. IT Audits Accepted.

between specialist expertise, Consider measures to A business improvement project
contractors and suitably qualified increase use of to expand our IT capacity and
in-house staff in undertaking computerised audit the tools applied was included in
particular financial audits and the techniques. the 2010-11 Financial Audit
soundness of VAGO's quality Group Business Plan.

review practices

Public Accounts and Estimates Committee ("PAEC”)
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Terms of Reference ! Recommendations i Victorian Auditor-General’s
Response

Section 2.

The appropriateness of criteria  None. Noted.
against which the efficiency and

effectiveness of financial audits

conducted by the Office are

measured

Section 2.5.1: Terms of Reference 5{a)

Their usefulness and None. Noted.
appropriateness as a reporting
format

Section 2.5.2: Terms of Reference 5(b)

Their content, including possible None. Noted.
overlap with performance

auditing or evaluation / review

activities of the State Services

Authority or central agencies

(e.g. Department of Premier and

Cabinet and Department of

Treasury and Finance)

Section 2.5.3: Terms of Reference 5(¢)

The budget implications of None. Noted.
preparing such reports

s

Assess the soundness of None. Noted.
processes followed by VAGO for

periodic client surveys (including

members of Parliament and

audit clients). Evaluate the

results of such surveys and

determine if an additional

independent survey should be

conducted

Public Accounts and Estimates Committee (“PAEC”)
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Terms of Reference

Recommendations

Victorian Auditor-General’s
Response

Evaluate the progress, adequacy
and effectiveness of measures
implemented by VAGO to
address recommendations
contained within the 2007
performance audit report of
VAGO

None.

Noted.

Ascertain whether the existing
processes for evaluating tenders
from private audit contractors
and consultancies are conducted
with due regard to probity and
value for money

effectiveness of the internal audit
function within the Auditor-
General’s Office

1.7 Acknowledgments

Determine the scope, quality and 20.

18. Evaluation of Private Audit
Contractors and
Consultants
Consider refining the
process for evaluation of
private audit contractors and
consultants.

19. Delegations of Authority —
Threshold Limits

Consider reviewing
delegations of authority
limits provided to VAGO

personnel.

Exclusion of High Risk
from Internal Audit Activity
Consider full documentation
for exclusion of “High” risk
from internal audit activity
and possible inclusion in
future audit activities.

Accepted.

VAGO has a continuous
improvement process and
particular attention will be paid to
more comprehensively
documenting rationale for
decisions.

Not accepted.

The delegations of authority
specifically separate out the
approval to tender and the
approval to purchase — the
Assistant Auditor-Generals’
approval to purchase is limited
by the tender approval.

Accepted.
VAGO has a continuous
improvement process and
particular attention will be paid to
more comprehensively
documenting rationale for
decisions.

PKF would like to thank the Victorian Auditor-General and all VAGO personnel who participated in the
performance audit, the members and Secretariat of the PAEC who provided timely assistance to us,
the current and former members of VAGO staff who responded to our survey, and senior staff of
public sector agencies who provided valuable input to the performance audit. The co-operative and
positive attitude towards the review from all VAGO staff was very encouraging.

Public Accounts and Estimates Committee (“PAEC”)
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1.8 Conclusion

Based on the work performed by PKF and as specified in the Terms of Reference we conclude that in
all material respects the Victorian Auditor-General is operating in compliance with the Audit Act 1994
(as amended) and that the Victorian Auditor-General and VAGO are operating effectively and

efficiently to discharge their duties.

Public Accounts and Estimates Committee (“PAEC")
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Section 2

2.0 Detailed Findings

Our findings have been derived from our review of the focus areas set out in the Parliamentary
Committee’s Terms of Reference and are provided in this Section of our report.

2.1 Assess the appropriateness of the purpose and objectives set by the Auditor -
General in his 2008-09 and 2009-10 Annual Plans and determine the extent to
which they are being achieved [Terms of Reference — 1]

Observations

In order to assess the appropriateness of the purpose and objectives set by the Auditor-General in his
2008-09 and 2009-10 Annual Plans we have considered the following:

e  Whether the Annual Plans focused on financial and performance audits as required by
Section 3A of the Audit Act 1994,

We have reviewed the Strategic Plans 2007-2010, Annual Plans 2007-2010, Business Plans for
Financial Audits, Performance Audits and Corporate Business Groups for the years 2007-2010.
We have in our review of these documents and through discussions with relevant staff members
of the Victorian Auditor-General’s Office (*“VAGQ”) ascertained that VAGO’s processes are
appropriate and adequate to transpose strategic plans into workable business plans for all
business units.

Performance Audits

Performance audits aim to provide Parliament with independent assurance on the adequacy of
accountability and resource management practices in the public sector. Performance audit
reports may cover:

o Efficiency, economy and effectiveness of publicly funded activities;
» Probity and compliance matters; and

e Assessment of Victoria’s finances.

VAGO uses its performance audit framework to select suitable topics for audit activity. The
framework used by VAGO includes the following steps:

a) Identification and analysis of public sector programs and initiatives with reference to the
following criteria:

Concerns raised by Members of Parliament, government agencies or the community;
Progress of the Growing Victoria Together Government policy;
Performance challenges facing government or its agencies;

Current or proposed actions by government or agencies to address performance
challenges;

Emerging trends or factors which may impact on government service delivery,
> Materiality;

> Impact of performance challenges on the social, environmental or economic expectations
of the community; and

vov v v

Public Accounts and Estimates Committee ("PAEC”)
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Terms of Reference 1 (Cont’d)

> Results of current or previous audits.

b} Identification of potential areas of audit interest;
c) Assessment of risk and materiality to prioritise prospective audit topics, and

d) Determination of areas of performance audit interest (audit topics) for the Annual Plan and
multi-year strategy.

Following a recommendation arising from the performance audit of VAGO in 2007, the 2008 audit
framework now incorporates a risk and materiality component. Accordingly, risks are assessed in
terms of economic, environmental and social materiality. Following the risk assessment, audit
topics have been determined for inclusion in the Annual Plan, including a 4-year audit program
strategy.

Up to and including 2009-10, performance audits were classified as either Broad or Limited
scope. This classification has been dispensed with for 2010-11 onwards and replaced with High,
Medium and Low risk ratings.

Broad performance audit / reviews and limited performance audit / reviews are equivalent to
“Performance Audit Engagements” and “Performance Review Engagements” defined in ASAE
3500 Standard on Assurance Engagements - Performance Engagements, issued by the Auditing
and Assurance Standards Board.

Financial Audits

Financial audits aim to provide an independent assurance to public entities, Parliament and the
public that information in the financial reports of public entities is presented fairly, in all material
respects, according to Australian Accounting Standards, the Financial Management Act 1994
and/or other relevant legislative requirements. The Auditor-General is required to express an
opinion on the financial statements in line with the requirements of Section 9 and 9A of the Audit
Act 1994.

Audit Mix Between Financial and Performance Audits

The mix between financial audits and performance audits conducted by VAGO for the years
2007-08 to 2009-10 are listed below:

Table 1: Audit Mix, Financial and Performance Audits (Targets)

09/10
No %
Financial Audits " 714 96.2
Performance Audits 2 29 33 30 4.0 27 38
Total 795 100 752 100 741 100

Source: Annual Plans, 2007-08 t02009-10

1 Includes non-financial performance indicator audits.

2. Includes Broad and Limited scope performance audil/ reviews, but excludes other reports under Output Group 1,
such as Parliamentary reports and other services.

We note that the costs of financial audits are borne by the auditees (Section 10, Audit Act 1994)
whilst the cost of performance audits are financed from the funds made available to VAGO.

Public Accounts and Estimates Committee (‘PAEC")

Performance Audit of Victorian Auditor-General and Victorian Auditor-General’s Office 19



Section 2 - Detailed Findings

Performance audits are predominantly performed utilising VAGO personnel. Where there is a need
identified by VAGO for the use of specialist expertise, VAGO will engage suitable external parties to
provide the required expertise.

We have also considered the cost structure relating to financial audits and performance audits and we
note the following from our review of VAGO's Business Plan 2009-10:

Table 2: Average Cost and Average Hours per Financial Audit and Performance Audit

07/08 | 08/09 09/10
(Actual) | (Actual) | (Target)

Financial Audit

Total cost of financial audits ($, million): [A] 19.2 19.2 19.8
Total number of financial audits’: [B] 766 722 714
Average cost per financial audit ($, '000) (computed): JA/B] 25.1 27.4 27.7

Performance Audit

Total cost of performance audits ($, million): [D] 13.9 135 13.9
Total number of performance audits: [E] 29 30 27
Average cost per performance audit ($, ‘000) (computed): [D/E] 479.3 450.0 514.8
Average cost per performance audit ($,'000)(per VAGO, includes other 324.6 358.3 340.9

services in Output Group 1)

Source: VAGO Business Plan 2009-10; VAGO Annual Reports 2008/09 and various other internal reports.
1 Includes non-financial performance indicator audits.

FINDING / RECOMMENDATION 1: External Service Providers for Performance Audits

Finding ‘ Recommendations Auditor-General
Comments

Finding: Recommendation: Comment:

VAGO currently performs We suggest that VAGO in conjunction with the Not Accept_ed..

most performance audits Government consider evaluating the feasibility of ~ VAGO fundmg is _
utilising in-house resources. funding the cost associated with performance determined by thg Audit
Consequently, the number of audits from either the consolidated fund or directly ~ Act 1.994, a.lternatwe
performance audits that could from auditees. This funding model may require funding regimes would

be performed may be limited  consideration of the impact on the independence T equire legislative
in part by resources available of the Victorian Auditor-General’s office, from the change.

within VAGO. perspective of the Constitution Act 1975 in relation  Further, performance

to: auditing is an evolving
We also note the different . L discipline and the limited
funding models adopted for * Whether or not a particular audit is to be market expertise
financial and performance conducted; available is being
audits. » The way in which a particular audit is to be utilised and nurtured to

conducted; and the extent possible.

« The priority to be given to any particular
matter.

Public Accounts and Estimates Committee ("‘PAEC”)
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Section 2 - Detailed Findings

Terms of Reference 1 (Cont’d)

FINDING / RECOMMENDATION 1: External Service Providers for Performance Audits (Cont’d)

Finding i Recommendation (Cont’d) Auditor-
(Cont'd) General

| Comments
(Cont’'d)

We also suggest that the Victorian Auditor-General consider
adopting an outsource service delivery model for the conduct of
some performance audits.

Consideration of the following matters will be required as part of the
feasibility study:

e Government acceptance to bear a portion of the performance
audit costs;

* Amendment(s) to the Audit Act 1994,

e Transfer of knowledge from VAGO to outsource providers in
conducting performance audits;

 Management of outsource providers to include confidentiality
agreements, transfer of knowledge to VAGO for audits
completed, defined reporting timelines, milestone reporting, etc;

* Planning process to include VAGO, outsource providers and
auditees;

e Consultation and inclusion of full auditee comments into the
audit report prepared by the outsource provider; and

 Amendments to VAGO's Strategic, Annual and Business Plans.

*  Reporting to Parliament.

VAGO maintains a list of acquittals for performance audits for each year. As the performance
audits are completed and tabled at Parliament, a record is made against this acquittal list to
indicate that the report has been tabled at Parliament. This list is also included in VAGO'’s annual
report each year.

The Auditor-General also provides acquittal letters addressed to the Chair of the PAEC on a
quarterly basis, to update PAEC on the status of completion of performance and financial audits
as compared to the Annual Plan. The acquittai letter aiso reconciles the actual timing of
performance and financial audit reports tabled at Parliament compared to the targeted tabling
dates.

Public Accounts and Estimates Committee (‘PAEC")
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Terms of Reference 1 (Cont’d)

The following table identifies performance audits were not tabled in accordance with the original
proposed Parliamentary tabling dates:

Table 3: Performance Audit- Proposed Tabling Date vs. Actual Tabling Dates

As at Performance Audit Proposed Actual
30 Tabling Tabling
June Date Date
2008 1 Services to Young Offenders May 2008 June 2008
2 Discovering Bendigo Project QOct 2007 Nov 2007
3 Themed Report 1: Nov 2007 Dec 2007

¢ Buyback of Citylink Concession Notes
e Calder/Tullamarine Freeway Interchange Project
+ Westgate & Monash Freeway Corridor Project

4 Piping the System — Wimmera-Mallee pipeline and Apr 2008 May 2008
Goldfields Superpipe
5 Review of Southeast-Water's Works Alliance Agreement Apr 2008 May 2008
Project Rosetta Apr 2008 May 2008
Implementation of the Criminal Justice Enhancement May 2008 June 2008
Program
8 Performance Reporting in Local Government: Relevance Feb 2008 June 2008
and Appropriateness
9 Performance Reporting by Public Financial Corporations May 2008 June 2008
10 Performance Reporting in Local Government: Good Practice Dec 2007 June 2008
Guide
2009 11 Preparedness to Respond to Terrorism Dec 2008 Jan 2009
12 Family Violence Strategy Apr 2009 June 2009
13 Maintaining the Integrity and Confidentiality of Personal May 2009 Nov 2009
Information
14 Private Practice Arrangements in Health Services Sept 2008 Oct 2008
2009 15 Achievement of Literacy and Numeracy Benchmarks i Oct 2008 Feb 2009
Victoria
16 Flora and Fauna Guarantee Act Nov 2008 Apr 2009
17 Delivery of Home and Community Services Feb 2009 May 2009
18 Fraud - Assessment of Systems , Policies and Feb 2009 June 2009
Procedures
19 Management of Funds Held by Schools Feb 2009 May 2009
20 Royal Children's Hospital Re development Mar 2009 May 2009
21 Management of Community Support Fund Mar 2009 Nov 2009
22 Integrated Courts Management System (ICMS) Mar 2009 June 2009
23 International and Full Fee-Paving Students Apr 2009 June 2009
24 Construction of New Police Stations and Courthouses Apr 2009 Not
disclosed
25 Withdrawal of Infringement Notices Apr 2009 June 2009
2010 26 Biotechnology Development May 2010 Not tabled
as date of

Public Accounts and Estimates Committee ("PAEC™)
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Section 2 - Detailed Findings

Terms of Reference 1 (Cont’d)

Performance Audit

27 VicForests

28 Access to Social Housing

29 Managing Teacher Performance in Government Schools
30 [rrigation Efficiency Programs

31 Management of Safety Risks at Level Crossings

32 Toward a "Smart Grid” - the Rollout of Advanced Metering
Infrastructure

33 Effectiveness of Student Well-Being Programs and Services

34 Personal Safety and Security on the Metropolitan Train
System

35 Use of Development Contributions by Local Government
36 Performance Reporting Across Government

Total No. of Performance Number of Performance
Audit Reports Tabled at Audit Reports Not Tabled

Parliament at Original Proposed
Tabling Date

Proposed Actual
Tabling Tabling
Date Date

this report
May 2010 Deferred to
2012-13

Apr 2010 Jun 2010
Apr2010  May 2010
Mar 2010 June 2010
Feb2010  Mar 2010
Sept 2009 Nov 2009

Dec 2009 Feb 2010
May 2010 June 2010

Nov 2009 Dec 2009
Mar 2010 Apr 2010
% of Performance Audit

Reports Not Tabled by
Original Proposed

Tabling Date

(As above)

2008-2010 83 36
Source: Quarterly VAGO Annual Plan Acquittals, 2008-2010

Public Accounts and Estimates Committee ("PAEC”)
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Section 2 - Detailed Findings

Table 3a: PKF Analysis of Performance Audit Reports Tabled to Parliament

2007-2008 1 8 3 17 29
2008-2009 3 8 2 15 28
2009-2010 0 8 5 13 26
Percentage -
2007-2008 34 27.6 10.3 58.7 100
2008-2009 10.7 28.6 71 53.6 100
2009-2010 0 30.8 19.2 50 100

Source: Register of Performance Audit Acquittals, VAGO;
Q1: July-September; Q2: October-December; Q3: January-March; Q4: April-June.

We note from the above that 60% or more of VAGQO’s performance audit reports were tabled in Q3
and Q4.

FINDING / RECOMMENDATION 2: Reporting Frequency for Annual Plan Acquittals / Progress
by VAGO to PAEC/Parliament

Finding Recommendations Auditor-General

| Comments

Finding: Recommendations: Comment:

a) Quarterly reporting may not a) In order to better meet the expectations of ~ Not accepted.
provide ample opportunity for Parliament, improve the relevance of Thti Audltor-Getr:leral
PAEC/Parliament to monitor performance and financial audit reports to l)sﬁiczra;:ﬁgunta e
VAGO’s performance against its various stakeholders and further improve responsible for the
Annual Plan; timely consideration on matters of public management of the

interest, we suggest that VAGO consider Office.

b) The current quarterly report monthly reporting of acquittals of the
format provided to PAEC may not Annual Plan to PAEC.

provide sufficient information to
identify changes to Annual Plan
commitments of VAGO;

c) Most performance audit reports
are tabled in Parliament at Q3
and Q4 (refer Table 3a above) of
each financial year, which may
impact on Parliament’s ability to
read and address actions arising
from the performance audit
activity undertaken by VAGO.

Public Accounts and Estimates Committee (‘PAEC")
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Terms of Reference 1 (Cont’d)

FINDING / RECOMMENDATION 2: Reporting Frequency for Annual Plan Acquittals / Progress
by VAGO to PAEC/Parliament (Cont’d)

Finding (Cont’'d) Recommendations (Cont’d) [ Auditor-General
| | Comments

(Cont’d)

Finding: Recommendations:

b) To provide further clarity on the acquittal of
financial and performance audit reports
against Annual Plans to PAEC/Parliament,
we suggest that VAGO provide a monthly
summary of acquittals taking into account
reports added, deleted, deferred, amended
(in scope) during the relevant reporting
period.

An example for consideration is included in
Table 5 of this report.

Where required, further details for each of
the components of the proposed summary
could be included as attachments or
appendices.

¢) We suggest VAGO consider a more
consistent reporting allocation of
performance audit reports to Parliament.

Public Accounts and Estimates Committee ("PAEC”)
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Terms of Reference 1 (Cont’d)

A review of Performance Audit report name changes was performed for the Annual Plans from 1
July 2007 to 30 June 2010 to ascertain consistency of audit execution (compared to Annual

Plan).

Table 4: Performance Audit Name Changes

Annual

1 2007
2 2007
3 2007
4 2007
5 2007
6 2007
7 2007
8 2007
9 2007

Date |

Tabled at

Parliament
|
|
1
I
H
|

10/10/07

21/11/07

21/11/07

5/12/07

27/2/08

12/03/08

12/3/08

9/4/08

16/4/08

Original Name per

Review | Annual Plan

Ltd

Ltd

Ltd

Ltd

Broad

Broad

Broad

Broad

Ltd

Specific purpose funds
management by health
services

Southern Cross Station
project /

Melbourne Convention
Centre project

Parliamentary
appropriations: Output
specifications

Calder and Tullamarine
Freeway interchange
project

West Gate and Monash
Freeway corridor
project

Buyback of Concession
Notes associated with
the Melbourne City Link

Primary industry
research

Housing and
accommodation support
for people with a
disability

Records management

Renewal and extension
of water infrastructure

Management of the
HealthSMART whole-
of-health information
and communication
technology system

Public Accounts and Estimates Committee (“PAEC")

New Name in Tabled
Parliamentary Report

Any
change
in the

scope of
| the
audit?
(Y/N)

Management of Specific N
Purpose Funds by
Public Health Services

Audits of 2 Major N
Partnership Victoria
Projects

Parliamentary N
Appropriations: Qutput
Measures

Funding and Delivery of N
Two Freeway Upgrade
Projects

Agricultural Research N
Investment, Monitoring
and Review

Accommodation for N
People with a Disability

Records Management N
in the Victorian Public
Sector

Planning for Water N
Infrastructure in Victoria

Delivering N
HealthSMART—

Victoria's whole-of-

health ICT strategy
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ms of Reference 1 (Cont’d)

Annual | Date Type of | Original Name per New Name in Tabled Any
Parliament | (|td/ | in the
, ! scope of
‘ [ the
_ | audit?
i ‘ (Y/N)

Broad)

r Plan Tabled at | Review | Annual Plan Parliamentary Report change
I

10 2007 7/5/08 Broad Urban Planning Victoria’s Planning
Framework for Land
Use and Development
11 2007 28/5/08 Ltd Piping the system: Piping the System
Wimmera-Mallee
pipeline and Goldfields
Superpipe
12 2007 11/6/08 Ltd Criminal Justice Implementation of the
Enhancement Program  Criminal Justice
Enhancement Program
13 2007 11/6/08 Ltd Performance reporting Performance reporting
in local government: in local government
Relevance and
appropriateness
14 2007 25/6/08 Ltd Performance reporting Performance reporting
by financial institutions by Public Financial
and insurance Corporations
agencies: Relevance
and appropriateness
15 2007 25/6/08 Broad Effectiveness of Coordinating services
responses to and initiatives for
indigenous health and Aboriginal people
education matters
16 2007 25/6/08 Ltd Royal Women's The New Royal
Hospital redevelopment  Women's Hospital-a
public private
partnership
17 2008 30/7/08 Ltd Complaints against Managing Complaints
ticket inspectors Against Ticket
Inspectors
18 2008 29/10/08 Ltd Working with Children Working with Children
Check system Check
19 2008 29/10/08 Ltd Assessment of CASES 21
outcomes associated
with CASES21
20 2008 12/11/08 Broad Patient flow and bed Managing Acute Patient

management in public
haospitals

Public Accounts and Estimates Committee (‘PAEC”)

Flows
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Terms of Reference 1 (Cont’d)

21

22

23

24

25

26

27

28

29

30

31

32

Annual

2008

2008

2008

2008

2008

2008

2008

2008

2008

2008

2008

Date
Tabled at
Parliament

' Type of
Review
(Ltd/

\ Broad)

|

21/1/09 Broad
4/2/09 Ltd
1/4/09 Ltd
6/5/09 Ltd
6/5/09 Ltd
6/5/09 Broad
3/6/09 Ltd
3/6/09 Broad
10/6/09 Ltd
10/6/09 Broad
24/6/09 Ltd
24/6/09 Broad

Original Name per
Annual Plan

Preparedness to
respond to terrorism

Achievement of literacy
benchmarks in Victoria

Flora and Fauna
Guarantee Act 1988

Management of funds
held by schools/school
councils (including
loans of school
cooperatives)

Royal Children's
Hospital redevelopment

Port of Melbourne
channel deepening
project

Fraud-assessment of
systems, policies and
procedures

Victorian WorkCover
Authority-claims
management

Integrated courts
management system

Family violence strategy

Buyback of intra-state
rail infrastructure from
Pacific National

Privately provided
public bus services

Public Accounts and Estimates Committee ("PAEC")

i Parliamentary Report

New Name in Tabled Any
| change
| inthe
| scope of
the
audit?
(Y/N)

Preparedness to N
Respond to Terrorism

Incidents: Essential

Services and Critical

Infrastructure
Literacy and Numeracy Y
Achievement
Administration of the N

Flora and Fauna
Guarantee Act 1988

Management of School N
Funds
The New Royal N

Children's Hospital—a
public private
partnership

The Channel N
Deepening Project

Governance and Fraud Y
Control in Selected
Adult Educational

Agencies

Claims Management by N
the Victorian

WorkCover Authority
Connecting Courts - the N

Integrated Courts
Management System

Implementing Victoria's N
Police's Code of

Practice for the

investigation of Family

Violence

Buy-back of the N
Regional Intrastate Rail
Network

Melbourne's New Bus N
Contracts
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Terms of Referenc

33

34

35

36

37

38

39

40

41

42

43

44

2008

2008

2009

2009

2009

2009

2009

2009

2009

2009

2009

2009

Date
Tabled at |
Parliament |

| Broad)

24/6/09

24/6/09

11/11/09

11/11/09

11/11/09

25/11/09

25/11/09

9/12/09

9/12/09

3/2/10

24/2/10

24/2/10

Type of |
| Review |
(Ltd/ |

!
|
|
l
Ltd
Ltd

Ltd

Ltd

Ltd
Broad
Ltd

Ltd

Ltd

Ltd
Broad

Ltd

| Original Name per

Annual Plan

International and full
fee-paying students

Home and community
care services

Rollout of advanced
metering infrastructure

Capacity of police and
emergency services to
respond to people with
mental health issues

Community support
fund

Maintaining the integrity
and confidentiality of
personal data

Compliance with
Community Corrections
Orders

Public transport access
for persons with
disabilities

Utilisation of
development
contributions by local
government

Effectiveness of student
welfare services

Tendering in local
government

Management of
concessions to

pensioners and
beneficiaries

Public Accounts and Estimates Committee ("PAEC™)

New Name in Tabled Any
Parliamentary Report change
in the
scope of
the
audit?
(Y/N)
International Students: N
risks and
responsibilities of
universities
Funding of the Home N
and Community Care
Program
Towards a 'smart-grid' - N

the roll-out of Advanced
Metering Infrastructure

Responding to Mental N
Health Crises in the
Community

Management of the N
Community Support
Fund

Maintaining the Integrity N
and Confidentiality of
Personal Information

Managing Offenders on N
Community Correction

Orders

Making Public N

Transport More
Accessible for People
Who Face Mobility

Challenges

Use of Development N
Contributions in Local
Government

The Effectiveness of N

Student Wellbeing
Programs and Services

Tendering and N
Contracting in Local
Government

Management of N

Concessions by the
Department of Human
Services
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Terms of Reference 1 (Cont’d)

Date Type of | Original Name per New Name in Tabled Any
Tabled at | Review | Annual Plan Parliamentary Report change
Parliament | (Ltg/ [ inthe
" i Broad) | | scope of
‘ , the
j audit?
3 (YIN)
45 2009 24/3/10 Ltd Rail safety Management of Safety N
Risks at Level
Crossings
46 2009 5/5/10 Ltd Performance reporting Performance Reporting N
across government by Departments
agencies
47 2009 26/5/10 Broad Teacher performance Managing Teacher N

Performance in
Government Schools

48 2009 26/5/10 Broad Environmental Control of invasive N
management in plants and animals in
Victorian parks Victoria's parks

49 2009 26/5/10 Ltd Management of funding  Partnering with the N
and service agreements Community Sector in
with non-government Human Services and
service providers Health

50 2009 26/5/10 Ltd Community-building The Community N
projects, including Building Initiative

governance and
financial management

51 2009 9/6/10 Ltd Review of the Victorian  Administration of the N
Curriculum and Victorian Certificate of
Assessment Authority Education
52 2009 9/6/10 Ltd Personal safety on Personal Safety and N
public transport Security on the
Metropolitan Train
System
53 2009 23/6/10 Broad Management of major Management of Major N
rail projects, including Rail Projects
project outcomes
54 2009 23/6/10 Ltd Compliance with Managing the N
requirements to requirements for
disclose details of disclosing private sector
contracts with the contracts

private sector
Source: List of Parliamentary Reports Tabled by VAGO, 2007-2010

For the financial years 2007 to 2010, fifty four (or 65%) of the eighty three Performance Audits
tabled at Parliament were subject to name change. Of the 54 items that were subject to a name
change, 2 (or 3.7%) of these performance audits also had changes 1o their scope.

Public Accounts and Estimates Committee (“PAEC™)

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office © 30



Section 2 - Detailed Findings

rms of Reference 1 (Cont’d)

FINDING / RECOMMENDATION 3:

Audits

Finding Recommendations Auditor-General
Comments

Finding:

The performance audit reports tabled at
Parliament for the financial years 2007 to
2010 included fifty four (or 65%) reports that
were subject to name changes — refer to
Table 4 above.

VAGO advised that most of the name
changes:

> Have been minor;
>  Have been undertaken to better define
the audit subject; and/or

> Were requested either by the agency or

by the PAEC.

Of the reports that were subject to name
changes, two were also subject to changes
in scope compared to the original intent as
stipulated in the Annual Plans.

The two performance audit reports that were

subject to name and audit scope changes
were:

»  Literacy and Numeracy Achievement;
> Governance and Fraud Control in
Selected Adult Educational Agencies

Of the two performance audit reports that
were subject to scope changes, only one
report identified this change in the body of
the report.

We note however the auditees involved

were advised of the revised scope and were

provided an updated specification.

Pubtic Accounts and Estimates Committee (‘PAEC™)

Recommendations:

We suggest that VAGO consider
including a statement in all final
performance audit reports tabled to
Parliament, disclosing any name
and scope changes when compared
to the name or scope included in
Annual Plan.

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office

Disclosure of Name and Scope Changes for Performance

Comment:
Accepted.

Appropriate disclosure
will continue to be
considered where
material and substantive
change occurs.

Responsible Person
(Title):

Anticipated
Completion Date:
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Section 2 - Detailed Findings

Terms of Reference 1 (Cont’d)

o Whether progress against 08/09/10 Annual Plans was adequate and whether the
Auditor-General achieved the objectives of the Annual Plans.

A review of the 2007-08, 2008-09 and 2009-10 Annual Plans against the reports tabled at
Parliament for both financial and performance audits is provided below.

Table 5: Acquittals of Performance Audits from Annual Plans

T

Targeted number of reports (as per Annual Plans)

Reports from Annual Plans tabled to Parliament (internal VAGO 29 31 25
management reporting)

Add: Additional reports (not originally in Annual Plans or were 4 4 5
deferred from previous year's Annual Plan now tabled to

Parliament)

Less: Reports deferred to next year or deleted, etc (4) 68! (4)
Total number of actual reports tabled to Parliament (see also

Table 3a) (B] 29 28 26
% acquittal against Annual Plans (computed, i.e. [BY[A] %) 100 .0 933 96.2

Reports added, deleted or deferred from the original Annual Plans are appropriately informed or
disclosed to Parliament/PAEC via the quarterly acquittal letter addressed to the Chair of PAEC.
Notwithstanding that Output Group 1 targets are reported in the quarterly acquittal letter, a
summary similar to Table 5 above is not available to PAEC (see Finding 3 above).

We have also considered the extent to which the Victorian Auditor-General and/or VAGO follows-
up on its performance audit recommendations to auditees. The present Victorian Auditor-
General's practice and view is that the Victorian Auditor-General has no executive power to
require auditees to implement its recommendations or to compe!l Government to amend the policy
of the day.

However, in the absence of a direct follow-up process undertaken by the Victorian Auditor-
General/VAGO, to gain assurance that its recommendations are implemented in a timely and
effective manner across government, the objectives of a performance audit (Section 15(1), Audit
Act 1994) may not be fully achievable.

Section 15(1) Audit Act1994:

“The Auditor-General may conduct any audit he or she considers necessary to determine -

(a)  Whether an authonly is achieving its objectives effectively and doirg so economically and efficiently and in
compliance with all relevant Acts; or

(b))~ Whether the operations or activities of the whple or any part of the Victorian public sector (whether or not-those
operations or activities are being performed by an authonlty or atithorities) are being performed effectively,
economically and efficiently andin compliancé with all relevant Acts.”

Public Accounts and Estimates Committee (*PAEC™)
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Terms of Reference 1 (Cont'd)

FINDING / RECOMMENDATION 4: Implementation of Past Recommendations

Finding Recommendations i Auditor-General
Comments

Finding: Recommendations: Comment:

Presently, VAGO does I order to better facilitate a full achievement of the Not accepted.

not directly “follow-up”  obiectives of a performance audit and notwithstanding Ssz;r?r?g;:)trgi :S”S”":ﬁ;

its past performance that other audit follow-up processes may involve PAEC annual Minister fc;r

audit recommendations.  @nd/or Parliament, the Minister for Finance and other Finance Report and
Government bodies’ follow-up actions, we suggest that  ensuing PAEC

VAGO conduct direct “follow-up” on its performance enquiries are
audit findings to ensure better compliance with Section  considered in selecting
15(1) of the Audit Act 1994. audit topics.

The purpose of this process is to assess the level to
which auditees have implemented VAGO’s
recommendations.

In making this proposal, we acknowledge that the
Victorian Auditor-General does not have executive
powers to implement his recommendations, particularly
when it involves policy choices. Consequently, this
proposal may also need to be considered in the light of
how it may affect the perception of independence of the
Victorian Auditor-General's office. Additionally,
legislative amendments may also need to be
considered.

A useful comparative can be made with the US
Government’s General Accountability Office (“GAQ"),
the US auditor-general equivalent. The GAQ
specifically tracks the implementation of their
recommendations to auditees over 5 years (i.e. 4
previous years, plus current year). The GAO assesses
recommendations implemented after 4 years, the point
at which their experience has shown that if a
recommendation has not been implemented, it is not
likely to be.

We also note that the previous Auditor-General had in
place a process to follow-up performance audit findings.
We suggest that VAGO consider following up on the
effective implementation of its recommendations and to
further track the progress of each finding across the
current year and four previous years.

Public Accounts and Estimates Committee ("PAEC")
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Terms of Reference 1 (Cont'd)

o Whether the Victorian Auditor-General has a robust operational planning and
administrative focus in place.

As per discussions with VAGO’s staff and other written information, we have ascertained that the
operational planning and administrative processes for performance audits conducted by VAGO
involves the following steps:

(il VAGO sends the auditee’s key representatives (typically Department Secretary or agency
heads) an engagement letter and the auditee names an audit contact person. Entry
meetings are held and background information is obtained from the auditee about the
program or activity;

(i) VAGO’s audit team prepares the draft audit specification (which contains the objectives and
scope), and submits it to the Victorian Assistant Auditor-General for review. It is then
submitted to the Chief Operating Officer (“COQ”) and the Victorian Auditor-General for
review and approval. The audit team will not submit the draft specification to the Victorian
Auditor-General unless they:

. are satisfied that those persons who are to conduct the performance engagement
collectively possess the necessary professional and technical competencies;

. on the basis of a preliminary knowledge of the performance engagement
circumstances, forms the view that:

o requirements of the fundamental ethicat principles will be satisfied;

o the activity is appropriate as a subject matter for the performance engagement in
that it is identifiable, its performance is capable of consistent measurement against
identified criteria and information about it is capable of being subjected to
procedures for gathering sufficient appropriate evidence;

o identified criteria are suitable; and
o requirements of ASAE 3500, 3100 and 3000 will be satisfied. (ASAE 3500 S27).

(i) When the draft audit specification is cleared by the Victorian Auditor-General, it is issued to
the auditee and PAEC to seek their input prior to its finalisation;

(iv) The draft audit specification is then sent to PAEC secretariat 18 calendar days prior to the
Victorian Auditor-General's scheduled meeting with PAEC. Matters raised by PAEC are to
be addressed by the audit team within 10 working days of the meeting. However, the
Victorian Auditor-General is not obliged to incorporate PAEC’s comments into his work;

(v) A similar meeting may be arranged if required with the auditee (contact officer within a
department and CEO in other agencies) to discuss the draft audit specification;

(vi) Following consultation with the auditee and PAEC, the audit team revises the draft audit
specification and forwards it to the Assistant Victorian Auditor-General, Chief Operating
Officer (“COQ”) and Victorian Auditor-General for consideration;

(vii) Proposed changes to the draft audit specification are approved by the Victorian Auditor-
General. A copy of the final audit specification is provided to the auditee and PAEC by the
audit team and to PAEC by the Policy and Coordination Directorate;

(viii) VAGO then conducts the audit and preliminary findings are discussed with relevant auditee
staff progressively;

(ix) VAGO issues a “Preliminary” draft of the conclusions, findings and proposed
recommendations. The auditee is asked for final confirmation of the factual accuracy of the
report;

(x) During VAGO's briefing to the auditee, VAGO issues the proposed audit report. The auditee
may then respond to the audit findings and recommendations; and
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(xi) The audit report is kept confidential by VAGO pending tabling to Parliament.

The Organisation Structure of VAGO is as follows:

Diagram 1: Organisation Structure of VAGO
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Source: www.audit.vic.qov.au as at 14 June 2010.
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VAGO also has established the following management committees:

Table 6: Management Committees of VAGO

S

Senior Management

Group (“SMG”)

Operations Group

Executive
Remuneration
Committee

Learning and
Development
Steering Group

Staff Consultation
and Development
Group

Audit Committee

Comprises the Victorian Auditor-General, Chief Operating Officer
(“COQ") and other leaders of the business groups;

Meets monthly; and

Provides advice and counsel to the Victorian Auditor-General.

Comprises the COO and other leaders of the business groups;

Meets monthly; and

Facilitates and oversees development of business improvements and

projects.

Comprises the Victorian Auditor-General, Manager of People and

Culture and an independent member;

Meets as required;

Responsibie for the remuneration policy to support strategic goals; and

Responsible for the annual performance review process and salary

review of executive officers.

Comprises the Manager of People and Culture and senior

representatives from business groups;

Meets as required; and

Responsible for promoting learning and development.

Comprises representatives from all business divisions and SMG;

Meets as required; and

Provides a direct channel of communication between management

and staff on matters directly affecting the culture and business of

VAGO.

Aims to promote a spirit of cooperation in attempting to secure the

efficiency of VAGO and the contentment of staff.

All members are independent and are appointed by the Victorian

Auditor-General;

A total of 4 meetings per annum;

The main responsibilities of the committee are to:

~ review, assess and recommend to the Victorian Auditor-General
the adoption of the annual financial report;

» review the policies and procedures in place for the development of
the office’s annual plan;

» determine the scope of the internal audit function and review its
effectiveness;

» oversee the effectiveness of the risk management plan;

» review the scope and quality of the external audit;

» review and monitor related-party transactions; and

» review the committee’s role and responsibilities.

Source: Annual Report s 2007-08, 2008-09 and various management reports and management committee charters.
There are no recommendations noted from this area of our work.
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o Whether VAGO conducts an appropriate level of consultation with stakeholders and
incorporates outcomes into its Annual Plans.

Through discussions with VAGO staff and sighting of evidence we have ascertained that VAGO:

a) Has undertaken an appropriate level of consultation with PAEC in choosing the topics for
audit and defining the scope of the performance audits. The consultation with PAEC is
defined in the Protocol Statement between PAEC and the Victorian Auditor-General which
was signed by the Chair of PAEC and the AG on 28 July 2008 and 11 June 2008
respectively. The protocol statement prescribes the following timelines for consultation
between PAEC and the Victorian Auditor-General:

Table 7: Key Steps in Protocol Statement Between PAEC and Victorian Auditor-General for
Timely and Effective Consultation:

Submission of the draft Annual Plan Mid-November
Meeting(s) between the PAEC and Victorian Auditor-General to discuss draft Late November —
Annual Plan Early December

Further consultation with PAEC on the updated draft Annual Plan and draft Budget February/March
Provision of formal comments by the PAEC to the Victorian Auditor-General on the March/April
draft Annual Plan and the government on the Victorian Auditor-General’s Budget

Finalisation of the Annual Plan and Budget May

Source: Protocol Statement between Public Accounts Estimates Committee ("PAEC”) and the Victorian Auditor-General
signed by the Chair of PAEC and Victorian Auditor-General on 28 July 2008 and 11 June 2008 respectively.

This consultative process meets the requirement of Section 15(2) of the Audit Act 1994 for
performance audits.

Section 15(2), Audit Act 1994

Before conducting a performance audit, the Auditor-General, in consultation with the Parliamentary:Committee and any
relevant authorities, mist prepare a specification for the: audit that sets out the particular objectives of the audit and any
particular issues to be addressed.

b) Has undertaken an appropriate level of consultation with department or division heads.
We have reviewed a sample of work papers indicating work completed across all sectors
within selected performance audits and financial audits. An appropriate level of consultation is
demonstrated in the topics selected for audit as well as the risk rating for prioritisation of audit
activity.

We sampled five performance audit files to ascertain whether appropriate documentation was
maintained in relation to consultation with stakeholders on the audit topics selected for audit.
We found that minutes or notes and email documentation were maintained.

There are no recommendations noted from this area of our work.
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o Whether VAGO obtains Parliamentary approval of Annual Plans.
To ascertain whether VAGO obtains Parliamentary approval for their Annual Plans, we have
sighted the Parliament of Victoria Hansard report. The Annual Plan 2010-11 was tabled at the
Parliament of Victoria on 5 May 2010.

There are no recommendations noted from this area of our work.

Public Accounts and Estimates Committee (‘PAEC”)

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office 38



2.2 Key Performance Management Issues [Terms of Reference 2]

Observations

in order to assess the adequacy and effectiveness of VAGO’s audits in promoting improved
performance and accountability as well as efficiency in the Victorian public sector, we considered the
following:

> The coverage of financial audits (See also Section 2.4.2, Terms of Reference 4(b)) and
performance audits (See also Section 2.3.2, Terms of Reference 3(b));

>  The consideration by VAGO/Victorian Auditor-General of key risks for audits;

> Process adopted by VAGO to measure and assess the impact of audits across the Victorian public

sector;

The extent of follow-up procedures adopted by VAGO on past recommendations to auditees;

The extent of acceptance and implementation of past recommendations of VAGO by auditees;

Surveys to gauge auditee satisfaction of VAGO's audit activities (See also Terms of Reference 6);

How Victorian and other jurisdictions measured the adequacy and effectiveness of their Auditor-

General’s office in promoting improved performance, accountability and efficiency in the public

sector.

v v v v

Audit Coverage and Consideration of Key Risks

The coverage of performance audits is guided by the Framework to Select and Prioritise Performance
Audit Topics developed by VAGO/ Victorian Auditor-General. There are eight stages of work required
to be undertaken by this framework, including:

Departmental Sector Risk Assessment

>  Environmental scanning — identification of themes, outcomes and key issues through stakeholder
consultations, relevant financial reports and Minister for Finance reports on audit findings;

> ldentification of key initiatives or programs by auditees to meet Victoria’s strategic
priorities/objectives;

> ldentification of inherent risks for key initiatives or programs and how they are addressed;

Identification and Prioritisation Areas of Audit Interest

>  Prioritisation of areas of potential audit activities by applying a risk and materiality tool containing a
five-category risk matrix (ranging from “Negligible” to “Catastrophic”) taking into account financial
or economic materiality and social and environmental materiality;

>  Submission of a prioritised list of items of potential audit interest to Operations Group for
consideration and approval,
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Development of Audit Proposals

> Performance of research and consultation with potential auditees of the audit proposai to a
prioritised list of selected audit interests;

> Submission of Audit Proposals (covering audit area, rationale for audit, objectives and scope) to
Operations Group for discussion and approval;

>  Development of Annual Plan (in consultation with PAEC).

This framework provides adequate guidance to VAGO to determine relevant topics for audit activities.
Key risks are also identified and addressed.

Impact of Audits

To measure and assess the impact of audits across the Victorian public sector, VAGO conducts
periodic client and parliamentary surveys. This mechanism provides feedback on standards of service
to stakeholders and processes for improvement. Following the surveys, a report is provided to the
Senior Management Group (“SMG”) for consideration.

The latest survey results conducted by Orima Research on behalf of VAGO are provided below:

Table 8: Summary of Parliamentary and Client Surveys Conducted by VAGO

Parliament (% satisfied with VAGO’s reports and services) 92% 92% 83%
Financial Audit (Overall Performance Index) 75.5 76.3 734
Process (Performance index) 76.8 77.7 74.9
Report (Performance index) 76.4 76.6 73.6
Value (Performance index) 73.2 74.8 71.7
Performance Audit (Overall Performance Index) 68.5 72.3 72.0
Process (Performance index) 70.3 76.8 74.2
Report (Performance index) 67.5 73.8 74.6
Value (Performance index) 67.8 66.4 67.1

Source: Memo from Director, Policy and Coordination to the Audit Committee dated 12 October 2009 and various other
memoranda to the Audit Committee and Senior Management Group.

Survey of Parliamentarians

The result of the 2010 Parliamentary survey was predominantly positive, with most aspects of VAGO's
reports and services attracting positive ratings. Other positives included comments on the role of the
Auditor-General, the usefuiness of the Parliamentary reports, the layout and design of reports being
increasingly effective and that the reports are “non-political”. Concemns included:

>  Clarity of language around findings, conclusions and technical issues could be still improved;
> Inclusion of government responses made the report seem one-sided,;
>  Firmer critical conclusions may be needed.
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Survey of Financial Audit Clients

The Financial Audit survey conducted in 2010 indicated that there was a marginal decline in the
overall performance index from 76.3 in 2009 to 75.5 in 2010. There were minor declines in results in
the areas of audit process, audit report and audit value. However, there was positive feedback
provided on the professionalism and knowledge of audit staff, improved opportunity to comment on
audit findings and handling of issues encountered by auditees during the audit reporting process.
Areas identified for improvement included more detailed or timely explanations relating to the basis for
the audit fee and more reasonable audit timeframes.

Survey of Performance Audit Clients

Performance audit also saw declines in the Overall Performance Index. Clients however noted the
improvement that VAGO has made in the value of performance audits.

The survey also indicated that there was potential for VAGO’s reports to improve the administration of
the performance audit activity in the following areas:

Accuracy, balance and fairness of the final report;
Understanding of the organisation/operating environment;
Timeliness of advice on significant issues during the audit;
Delays to audit timelines;

Level of input into scope of audit; and

Appropriateness of the scope of audit.

v vV v v v v

PKF Interview with Victorian Government Department Secretaries

PKF interviewed three Secretaries of selected Victorian Government departments (“auditees”) to
obtain feedback on the relationship between Victorian Auditor-General and/or VAGO and the selected
Government departments.

Responses from auditees were generally complimentary with regards to financial audits conducted by
VAGO. The following table identifies potential areas for improvement raised by auditees during the
interview process relating to performance audits:

Table 9: Opportunities for Improvement
Performance Audit

Suggested Areas for Improvement:

1 Scope of performance audits, at times, is amended mid-way through audit process. Auditees are not always
appropriately consulted regarding changes.

2 Performance audit scopes are not discussed in detail with auditees to enable VAGO to fully understand
auditee operations, There is a perception that performance audit scopes on occasions relate to “fishing
expeditions” / identification of "newsworthy items”.

3 Performance audit recommendations generally add little value in assisting auditee organisations improve
their performance / operations.

4 Inappropriate performance measures / practices are applied to auditee organisations.

5 Contentious performance audit reports have led to unwarranted negative public reactions/impacts for some
auditee organisations.

6 Performance audits conducted by VAGO, at times, strayed into a review of Government policy.
7 Incorporation of performance auditee comments in report appendix is considered inappropriate.

8 Attimes VAGO findings in performance audit reports do not include auditee responses.
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. Performance Audit

| Suggested Areas for Improvement: =
9 Performance audit findings are not always discussed with auditees in a collaborative manner.

10 Goodwill between public sector agencies and Auditor — General / VAGO has deteriorated due to
contentious interaction approach adopted by Auditor — General / VAGO.

- Performance Audit
- Areas Where Audit Processes Were Working Effectively S ‘
1 The Victorian Auditor-General and VAGO adopt a collaborative approach toward conduct of performance

audits.

2 Performance audits provide a current view of audit topics and enable the Department to implement an
additional line of defence for good governance.

3 An agreed set of protocols centrally managed by the Department has provided a clear set of parameters
from which the Victorian Auditor-General and the Department can work efficiently and effectively together to
achieve mutually acceptable outcomes.

Source: Discussions with various auditees by PKF, July 2010.

FINDING / RECOMMENDATION 5: Fostering Productive Relationships with Audit Clients

Finding Recommendations Auditor-General
Comments

Finding: Recommendations: Comment:

Accepted.

Various consistent themes have In order to meet the objective of “Fostering Fostering of productive

been identified in relation to the Productive Relat.ionships with Audit relationships with clients
practices adopted by the Auditor- Clients” (Strategic Plan 2010-11 to 2014- has been central to
General and VAGO to engage with 15), we suggest that VAGO consider successive VAGO
auditees. addressing the matters identified in Table 9  Strategic Plans.

above and those concerns identified by
Orima Research’s survey, and

Departmental Secretaries. Proposed Action(s):

Responsible Person
(Title):

Anticipated Completion
Date:
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Other Jurisdictions

The United Kingdom National Audit Office (“UKNAQO”) measures the extent of how their work leads to
savings and other efficiency gains. In 2009 the UKNAO secured £768 million of financial impact, more
than £10 for every £1 spent running UKNAO. The financial impact comprises detailed estimates of the
net financial benefit of changes to government practice that arise from UKNAO's audit findings. They
compared this total to their actual net running cost for the relevant financial year. To ensure UKNAO's
financial impact figure is robust, they agree the impact estimates with the auditees concerned.
UKNAO's internal and external auditors subsequently review impacts against the principles set out in
the Statement of UKNAO Financial Impact.

Financial impacts may be cashable improvements, reducing expenditure, or increasing revenue
through improved efficiency or effectiveness. They may also be non-cashable improvements in public
sector efficiency through improved quality or service delivery, or benefits to third parties. UKNAO only
claim an impact when the related benefit has been brought about, UKNAO have data to substantiate
the value, and the audited body provides its agreement to the claim. As a result, there is usually some
time lag between UKNAQO’s recommendations and the impact claim. In calculating the value of
impacts, UKNAO deduct any implementation costs incurred directly by the audited body or indirectly
by other parties. Not all impacts can be quantified precisely in purely financial terms, for example,
those that relate to qualitative efficiency gains and wider economic benefits. In these instances,
UKNAO base any impact claim on their judgement and estimation.

UKNAOQO’s recommendations are not always separable from other influences and they agree a
proportion of the overall impact with the audited body, based on an assessment of the likely level of
influence of their work. Their statement of financial impacts had been prepared in accordance with
internal guidance issued to all National Audit Office staff. Estimates are subject to internal quality
assurance review by senior management and internal audit.

The UKNAO reports financial impacts on a calendar year basis, and has adopted the following
principles for financial impacts:

>  Prudence - only net savings can be claimed, after taking into account additional implementation /
other costs;

> Attribution — there must be a causal link between the impact and the UKNAO recommendation;

> Realisation — the underlying saving must have been delivered at the time the impact is claimed;

>  Delivery — the auditee must be able to provide confirmation that there has been a saving. There
must be a clear “before” and “after” position;

> Agreement — all impacts must be agreed with auditees;

>  Cost equivalence — where impacts represent lower costs or increased outputs, the policy for
quantification is that UKNAO take either the costs saved, or what it would have cost to deliver the
increased output;

> Qualitative impacts — for qualitative recommendations, the impact is limited to the cost that would
have been saved had the client had to deliver that extra quality; and

> Matching — where impacts represent on-going savings, they will be claimed over as many years as
the causal link to the UKNAO recommendation can be demonstrated.
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This concept is also similarly used by the US Government Accountability Office (“USGAQ”). Financial
benefits included in USGAQO’s performance measures are net benefits—that is, estimates of financial
benefits that have been reduced by the estimated costs associated with taking the action that they
recommended. USGAQ converts all estimates involving past and future years to their net present
value and uses actual dollars to represent estimates involving only the current year. Financial benefit
amounts vary depending on the nature of the benefit, and they can claim financial benefits over
multiple years based on a single agency or congressional action. USGAOQ limits the period over which
benefits from an accomplishment can accrue to no more than 5 years. Estimates used to calculate
their financial benefits come from non-USGAQ sources. These non-USGAQ sources are typically the
agency that acted on their work, a congressional committee, or the Congressional Budget Office.

FINDING / RECOMMENDATION 6: Measuring Adequacy and Effectiveness of VAGO’s Audits

Finding Recommendations | Auditor-General
Comments

Finding: Recommendations: Comment:

. . Not accepted.
We are cognisant of the extent We suggest that VAGO explore and consider Priority is accorded to

of detail the survey§ that VAGO adogting a quantifiable measure which could the statutory mandate
undertakes for Parliamentarians  provide a more defined way to gauge the extent  and a comprehensive

and auditees (financial and of adequacy and effectiveness of VAGO'’s audits  suite of performance
performance audits) each in promoting improved performance and indicators, including a
financial year in order to gauge accountability as well as efficiency in the core developed in

the quality of VAGO's service. Victorian public sector. conjunction with ACAG,

already exists.
Notwithstanding the above, A similar concept used by the UKNAQO and the
there is no quantifiable measure  USGAOQ could be adapted for use in Victoria.
being used to gauge the
adequacy and effectiveness of
VAGO’s audits in promoting
improved performance and
accountability as well as
efficiency in the Victorian public
sector.

The introduction of quantifiable measures may
also enhance the relationship between VAGO
and auditees as clarity may be provided to
stakeholders as to the benefits of conducting
performance audits. More importantly, the
implications of the recommendations may be
better understood and accepted.
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Observations

In order to ascertain the adequacy and appropriateness of VAGO’s audit methodologies, practices and
procedures we compared VAGO's work papers and Audit Method — Performance (“AmP”) Policy and
Guidance and AmP Library to:

> the Auditing and Assurance Standards Board’s (*AuASB”) Standard on Assurance Engagements
ASAE 3500 Performance Engagements;

> the AuASB Standard on Assurance Engagements ASAE 3100 Compliance Engagements;

> the AuASB Standard on Assurance Engagements ASAE 3000 Assurance Engagements Other
than Audits or Reviews of Historical Financial information; and

> Audit Act 1994.

VAGO’s AmP is a software package used to:

> document the work performed and evidence collected during an audit;

>  assist in the review and management of VAGO’s audit; and

> link to other VAGO office systems such as Lotus Notes Email, VAGO’s records management
system (“TRIM”) and VAGO's timecard recording system ("MARS”).

We have reviewed VAGO's performance audit methodology, which includes the following elements:

>  Policy and guidance material, which is reviewed annually;

>  Process for identifying deficiencies or gaps in the methodology for the attention of the AmP
governance committee;

>  Detailed guidance on the planning and management of performance audits to assist in the
timeliness and the effective management of audit costs;

>  Project management focus so that audits wilf stay on track, deliver the work planned and promote
accountability;
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> Quality assurance ("QA”) framework which includes:

- standard process steps and tasks to guide the auditor through the audit;

- use of standard letters and documents;

- review and oversight functions;

- approval functions;

- quality control checklists and sign offs;

- establishing a reference committee where required;

- use of an engagement quality control reviewer;

- processes to consult with audited agencies and the PAEC on audit objectives, scope
and criteria;

- cold reviews post audit;

- assignment of roles as Engagement Leader / Engagement Quality Control Reviewer
("EQCR").

> Processes to be followed for the appointment of contractors, which states:
- the roles and responsibilities of contractors engaged to assist the audit team;
- the key deliverables expected from the contractor;
- timeframes for delivery of work and reports; and
- performance standards expected.

> A milestone template which manages the audit progress through 17 pre-established milestones;
> Roles and capability statement of staff profiles for performance audits;

> Independent review of work papers;

> Monitoring the conduct of the audit against the planned work program;

> Project management functions (time and cost criteria);

> Communication strategies, one for the overall audit and another for the audit report;

» Process steps and tasks to guide the auditor through the planning phase, etc. it also requires
mandatory documents to be completed such as audit specification, audit plan, audit programs,
strategies such as risk management strategies, etc;

> Requirements to manage changes to the audit plan. This includes obtaining the Auditor-General's
approval for changes which impact on the achievement of the proposed tabling date or audit
budget;

>  Steps which require:
- consultation with the agency and PAEC on the audit specification and make
amendments where required;
- consultation with the Victorian Assistant Auditor-General (Performance Audit) and the
Victorian Auditor-General on the draft specification and any subsequent amendments
following discussions with the agency and PAEC.

>  Requirement for the auditor to sign off the audit program on the completion of each program step
and for the auditor’'s manager to evidence his/her review of the work.

> Progressive drafting of report material as the audit work is completed, through the use of an
issues papef;

>  Qutlines the review, editorial and clearance processes for the draft report and proposed report;
> Requirement for the final report to be cross referenced to the supporting work papers;

> Preserves “natural justice and procedural fairness” in the conduct of the audit and provides
guidance on what natural justice and procedural fairness means;
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> Resource plan and staff training requirements, including roles and responsibilities for each staff
function (e.g. Engagement leader, team manager, etc);

From reviewing the documents above, we have noted various opportunities to improve the AmP which
are provided on the following pages for VAGO'’s consideration.

FINDING / RECOMMENDATION 7: Independence Declaration for Staff

Recommendations Auditor-General
Comments

Finding: Recommendations: Comment:
VAGO’s performance audit methodology In order to meet the th a.ccepted.l d .
(Section 1.1.4 of the AmP Library) requires requirements of the Standard EXPSt'ng annual declaration
independence declaration signed by all audit on Assurance Engagements of ontelrests arg b
team members at the commencement of an ASAE 3500 Performance fom_lf)hzrgensz of)(/: duct
audit and updated as required if circumstances Engagements and VAGO's for Vic(t)orian Pl?t;]lic
change during the audit (introduced in July AmP methodology, we suggest Sector Emplovees of
2009). VAGO consider independence Special Boziei and
L . declarations for all staff, P C
We noted however that the Victorian Auditor- « Audit standards and
) , . R regardless of level, be fully

General and Victorian Assistant Auditor- . ) methodology

s . documented in the audit fites. .
Generals’ independence declarations were not are considered adequate
included for each performance audit. VAGO's _for th{e public sector context
current practice only requires annual in which VAGO operates.

declarations to be submitted by the Victorian
Auditor-General and Victorian Assistant Auditor
Generals. Assignment specific independence
declarations are provided where they are
deemed to be required.

Also, our sample tests of the following
performance audits indicated that independence
declarations did not appear to have been fully
documented for staff:

> Achievement of literacy benchmarks in
Victoria (Tabled 4/2/09);

> Records management (Tabled 12/3/08);

>  Buyback of intra-state rail infrastructure
from Pacific National (Tabled 24/6/09);

> lrrigation efficiency programs (Tabled
9/6/10);

»  Family violence strategy (Tabled 10/6/09).

We acknowledge that all the above audits,
referred to in the finding commenced before the
introduction of this requirement in July 2009. All
were completed and finalised before this date,
except for Irrigation Efficiency Programs, which
was Tabted on 9 June 2010.
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FINDING / RECOMMENDATION 8:

Finding:

For the AmP Policy and Guidance
and Library, we noted that:

> Compliance with the
requirements of AmP is
mandatory for all VAGO staff
for all performance audit
assignments. However there is
no checklist to assist VAGO
staff in performing a
completeness check against
meeting regulatory
requirements;

> Para 19, Auditing Standard on
Assurance Engagements ASAE
3500 Performance
Engagements covering matters
relating to confidentiality,
integrity, objectivity,
professional competence and
due care and professional
behaviour are not addressed in
the AmP Library .

AmP Library and Checklists
Recommendations

Recommendations:

We acknowledge that VAGO has a
comprehensive map of requirements of the
Audit Act 1994 and mandatory Auditing
Standards to the AmP Policy and Guidance
and Library.

However, to further improve the
methodology documentation and aid
Performance Audit staff in complying with
regulatory requirements, we suggest that
VAGO consider:

> implementing a checklistto aid in a
completeness check against meeting
regulatory requirements; and

> including requirements from Para 19,
Standard on Assurance Engagements
ASAE 3500 Performance
Engagements for matters relating to
confidentiality, integrity, objectivity,
professional competence and due care
and professional behaviour into
VAGO's AmP Library.

Auditor-General
Comments

Comment:

Not accepted.

Involves duplication as
AmP already designed to
acquit these
requirements.

We have also reviewed the following sample Performance Audit files and considered whether they
have complied with the VAGO's performance audit methodology:

v v Vv Vv v v

Literacy and Numeracy Achievement;

Review Victorian Curriculum Assessment Authority;
Irrigation Efficiency Programs;

Records Management in the Victorian Public Sector;
Implementing Victoria's Police’'s Code of Practice for the investigation of Family Violence; and
Buy-back of the Regional Intrastate Rail Network.

Public Accounts and Estimates Committee ("PAEC”)

Perforrance Audit of Victorian Auditor-General and Victorian Auditor-General’s Office
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Section 2 - Detailed Findings

Terms of Reference 2(b) (Cont’d)

FINDING / RECOMMENDATION 9:
Finding

Application of AmP

Recommendations

Auditor-General

i Comments

Finding:
We noted the following in the sample
Performance Audit files tested:

(i) ltis arequirement in the AmP
Policy and Guidance that findings in
the final report be cross referenced
to supporting documentation (audit
evidence) in AmP. We were unable
to sight specific supporting
documentation for each of the final
findings in the absence of cross
references;

The final performance audit report
for Administration of the Victorian
Certificate of Education was not
saved into AmP, i.e. only a web link
to VAGO’s website was included;
(i) The final performance audit report
for Administration of the Victorian
Certificate of Education did not
include all findings, i.e. only
material findings were inciuded;
(iv) We could not sight documentation
in AmP noting the change of
Engagement Leader for the
performance audit on
"Implementing Victoria's Police's
Code of Practice”;

We were unable to view evidence
indicating that final audit
specifications, particularly those
with scope changes (E.g.
“Achievement of Literacy and
Numeracy Benchmarks in Victoria”)
were sent to the PAEC. Further,
there is no procedure in the AmP
Library prompting such action when
there is a change in scope in an
audit specification; and

Recommendations:

We suggest the following for VAGO’s
consideration:

(i) and (iv):

Notwithstanding that hardcopy
documentation is maintained in an
Executive file, Management should
remind staff to adhere to the
requirements of the AmP to continue
to maintain the high standards of audit
work expected from the Auditor-
General’s office;
(i) A copy of the final performance audit
report be retained in AmP (i.e., not just
a web link as web links could be
broken over time when the website
page is updated or superseded);
(iii)  In cases where findings of VAGO
which are considered not material and
are excluded from the final
performance audit report tabled to
Parliament, VAGO should consider
issuing "Management Letters”, in
accordance with AmP requirements, to
the management of the auditee with a
view to enabling auditees to improve
operational processes;
AmP Library to be made consistent
with AMP Policy and Guidance to
prompt notification to PAEC should
there be a scope change in audit
specification of a performance audit; In
addition, VAGO should consider
sending performance audit
specifications to all stakeholders,
including PAEC for such events.
(vi)  To migrate audit evidence and audit
work from hardcopy format into AmP
(softcopy). This will minimise the risk

of loss of audit evidence as hardcopies

could be misplaced or damaged over
time; and

Public Accounts and Estimates Committee ("PAEC")
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Comment:
Accepted.

VAGO's continuous
improvement
process on an at
least annual basis
adopts refinements
in light of the
business need and
risk.

Proposed
Action(s):

Responsible
Person (Title):

Anticipated
Completion Date:
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Section 2 - Detailed Findings

Terms of Reference 2(b) (Cont’d)

FINDING / RECOMMENDATION 9: Application of AmP (Cont’d)

Finding (Cont’d) Recommendations (Cont’d) Auditor-Generatl
Comments

(Cont'd)

(vi) A significant proportion
of audit work and
evidence are still
maintained in hardcopy
format.

In addition to reviewing the audit methodologies used by VAGO, we have also reviewed samples of
performance audit reports and considered their structure and layout in the light of VAGO’s audit
methodology and work performed, taking into account of VAGO'’s overall objective to report clearly
and unequivocally (Strategic Plan 2007-08 to 2009-10).

Public Accounts and Estimates Committee ("PAEC”)
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Section 2 - Detailed Findings

FINDING / RECOMMENDATION 10: Structure of Performance Audit Reports Tabled at

Finding

Finding:

We noted the following for the
report “Administration of the
Victorian Certificate of Education”
tabled at Parliament on 9 June
2010:

>

For each of the audit
objectives, explanation of the
work directly performed by
VAGO to meet those
objectives may be not clear.
Further, there is a perception
that conventional audit
methodology of directly
gathering audit evidence may
not have been used, i.e. a
self assessment tool used by
the Australian Universities
Quality Agency for auditing
universities and other
education institutions was
adapted and used by VAGO,;
Findings may have been
generally worded and may
not be sufficiently specific to
directly link them to specific
recommendations. in
addition, Findings included
positive reinforcements that
areas audited are functioning
as expected, as opposed to
identifying areas for
improvement.

Parliament

! Recommendations

Recommendations:

We suggest the following for VAGO's consideration
in order that the strategic objective to “Report
Clearly and Unequivocally” (VAGO’s Strategic Plan
2007-08 to 2009-10) continues to be met.

>

We acknowledge that VAGO has reviewed the
self assessment tool used by the Australian
Universities Quality Agency ("AUQA”) for
auditing universities and other education
institutions for its relevance and compliance
with the relevant auditing standards and/or
guidelines. The Performance Audit as well as
Standards and Methodology teams incurred
considerable time to map the AUQA tool to the
AmP methodology. We also note that the
difference between the AUQA tool and the
conventional method of auditing only differs in
the way the audit evidence may have been
gathered. AUQA structures the gathering of the
audit evidence in a checklist format which
matches each of VAGO’s audit objectives and
may have contributed to an overall time saving
of one month.

Notwithstanding the extent of the work done
above, there may be a perception that a
conventional method of auditing approach may
not have been adopted by VAGO for this
assignment. if a similar approach is used in the
future for other audit assignments, we suggest
that VAGO consider appending a detailed
explanation of the steps VAGO has taken to
ensure compliance with auditing standards and
other regulatory requirements.

We also refer to Finding 12 (Section 2.2.6
Terms of Reference 2(f)) on the familiarisation
time charged by VAGO.

Public Accounts and Estimates Committee (*PAEC”)
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! Auditor-General

| Comments

Comment:

Not accepted.
The diversity of
audit topics and
the nature of audit
findings render a
formulaic approach
inappropriate.
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Section 2 - Detailed Findings

FINDING / RECOMMENDATION 10: Structure of Performance Audit Reports Tabled at
Parliament (Cont’d)

Finding Recommendations {(Cont’d) Auditor-
(Cont'd) General

Comments
(Cont’d)

>  We acknowledge that each performance audit may differ and may Comment:
therefore require changes to the structure of the audit report.
Notwithstanding this, we suggest VAGO consider the following fixed
structure to directly link each objective to work done, findings,
recommendations and conclusion:
- Objective;
- Audit work performed to meet objective;
- Audit Finding(s);
- Audit Recommendation(s);
- Auditees’ Comment(s);

. . . Proposed

This may facilitate greater understanding of VAGO's reports. Action(s):
>  We propose that a full transcription of Agencies’ responses be
included in performance audit reports. A useful comparative may be
drawn to the amendment to the Commonwealth Auditor-General Act
which required the Australian National Audit Office (*"ANAQ”) to Responsible
include any auditees’ comments received on a proposed Person (Title):
performance audit report, issued pursuant to section 19 of the Act
which requires comments, to be included in full in the final audit Anticipated
report. Completion
Date:

We also propose the classification of "Agree” or “Disagree” (where
appropriate) prior to the insertion of the Agencies’ Comments to
provide further clarity to Agencies’ actions specifically to address
VAGO'’s recommendations.

Public Accounts and Estimates Committee (‘PAEC”)
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Section 2 - Detailed Findings

Terms of Reference 2(b) (Cont’d)

For financial audits VAGO uses an in-house audit toolset called IPSAM (integrated Public Sector Audit
Methodology) which was developed in conjunction with the Queensland Audit Office (QAO) and was
formally launched in November 2005. IPSAM is an electronic financial audit tool that incorporates
VAGO’s audit methodology, the Office’s policies, practices and guidance procedures into a centralised
electronic database.

The IPSAM methodologies are progressively updated to reflect changes to legislative and audit
accounting standards. In addition, prior to each update release, the IPSAM methodology is
independently reviewed for compliance with auditing standards.

Changes to auditing standards are monitored at least annually as part of the Office’s annual update of
the Financial Audit Policy Manual. Where there are substantial changes to the auditing standards that
impact on the methodology changes are applied to existing IPSAM policy, guidance and library.
Discussions with Director Methodology & Standards noted the IPSAM auditing methodology was most
recently reviewed and updated in May 2010 to reflect the revised Clarity auditing standards.

The Methodology and Standards Group is responsible for updating standards into IPSAM through the
following process:

> Mapping of revised auditing standards to existing IPSAM policy and guidance is conducted by
both VAGO and QAO technical area, highlighting required changes.

> A quality review of the areas of mapping conducted by both VAGO and QAOQ is cross reviewed by
QAO and VAGO technical area respectively.

> Updating of policy and guidance material to incorporate amended black letter requirements

> A quality review of the updates to policy and guidance material conducted by both VAGO and
QAO is crossed reviewed by QAO and VAGO technical areas respectively.

> Joint IPSAM Project Steering Committee members’ consider final draft of the policy and guidance.

> Assistant Auditor-General Financial Audit approval of revised policy and guidance.

We reviewed the mapping of the IPSAM policy and guidance relevant as at 30 June 2009. It was
sufficiently performed and our testing confirmed all the mandatory black letter requirements (audit
requirements with the force of law) were included, a proper trail of recommendations and amendments
were evident and appropriate approvals were made by the Auditor-General. In addition, we noted that
as part of the quality assurance measure, an independent review of the amended policies and
guidance was conducted by Associate Professor Grant Gay of Monash University.

Public Accounts and Estimates Committee ("PAEC”)
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Section 2 - Detailed Findings

Observations

In order to ascertain whether VAGO'’s internal systems were adequate and effective to measure and
improve productivity, we reviewed the management reporting processes and systems used for the
reporting of time charged to performance and financial audits.

The system used for recording of time charged to performance and financial audits is called “MARS". It
is an enterprise version software for budget execution and financial/management reporting. Users may
track costs relative to budgets for management analysis and reporting, including facilitating resource
commitments to job assignments.

MARS is composed of a web-based business portal and interfaces with Microsoft Dynamics from
which a common database is shared with Finance and Business Operations for financial reporting.
The business portal is used by employees of VAGO to input timecards and generate reports for
management reporting.

The Performance audit division of VAGO also uses a report produced from MARS, titled “Project
Scorecard Report” to monitor each assignment in terms of actual costs against budgets, progress
against milestones and the various stages of draft reports to meet the proposed Parliamentary tabling
date.

In addition, management of VAGO through its Operations Group monitors the progress of its financial
performance and Output Group key performance measures on a monthly basis.

Public Accounts and Estimates Committee ("PAEC”)
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Section 2 - Detailed Findings

Terms of Reference 2(c) (Cont’d)

The following is an analysis of performance audits completed and tabled to Parliament from 2007-
2010 where their published cost exceed their allocated budget.

Table 10: Performance Audits: Budgets vs. Published Costs
Report Title - Tabled Parliamentary Tabled Budget } Published Variance

Number | Report Cost
2007- Program for Students with 19/09/07 $282,270 $287,000 -$4,730
08:1 Disabilities: Program

Accountability
2007- Improving our schools: Monitoring  10/10/07 $479,903 $495,000 -$15,097
08:2 and support

2007- Management of Specific Purpose  10/10/07 $130,000 $150,000 -$20,000
08:3 Funds by Public Health Services

2007- New Ticketing System Tender 31/10/07 $270,000 $298,600 -$28,600
08:4
2007- Discovering Bendigo Project 21/11/07 $180,000 $190,000 -$10,000
08:6
2007- Parliamentary Appropriations: 21/11/07 $253,000 $295,000 -$42,000

08:8 Output Measures

2007- Accommodation for People witha  12/03/08 $400,000 $412,000 -$12,000
08:14  Disability

2007- Delivering HealthSMART— 16/04/08 $165,000 $310,000 -$145,000
08:17 Victoria's whole-of-health ICT

strategy
2007- Patient Safety in Public Hospitals ~ 28/05/08 $199,000 $202,000 -$3,000
08:21
2007- Project Rosetta 28/05/08 $165,000 $200,000 -$35,000
08:22
2007- Review of South-East Water's 28/05/08 $148,800 $190,000 -$41,200
08:24 Works Alliance Agreement
2007- implementation of the Criminal 11/06/08 $197.000 $385,000 -$188,000

08:26 Justice Enhancement Program

2007- Performance reporting by Public 25/06/08 $150,000 $206,000 -$56,000
08:30 Financial Corporations
2007- The New Royal Women's 25/06/08 $256,800 $285,000 -$28,200
08:32 Hospital-a public private

partnership
2008- Preparedness to Respond to 21/01/09 $490,000 $510,000 -$20,000
09:15 Terrorism Incidents: Essential

Services and Critica! Infrastructure

2008- Literacy and Numeracy 04/02/09 $203,214 $325,000 -$121,786
09:16 Achievement

2008- Administration of the Flora and 01/04/09 $290,000 $325,000 -$35,000
09:17 Fauna Guarantee Act 1988

2008- Management of School Funds 06/05/09 $280,000 $320,000 -$40,000
09:19

Public Accounts and Estimates Committee (‘PAEC”)
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Section 2 - Detailed Findings

Terms of Reference 2(c) (Cont'd)

Report | Title - Tabled Parliamentary Budget Published Variance

i

Number = Report |  Cost |
H i |

2008- The New Royal Children's 06/05/09 $350,000 $440,000 -$90,000
09:20 Hospital—a public private

partnership
2008- The Channel Deepening Project 06/05/09 $539,000 $555,000 -$16,000
09:21
2008- Govemance and Fraud Control in ~ 03/06/09 $228,057 $450,000 -$221,943
09:23 Selected Adult Educational

Agencies
2008- Connecting Courts - the 10/06/09 $310,000 $360,000 -$50,000
09:26 Integrated Courts Management

System
2008- Effectiveness of Drought 10/06/09 $272,000 $275,000 -$3,000
09:28 Assistance Measures
2008- Buy-back of the Regional 24/06/09 $190,000 $455,000 -$265,000

09:29 Intrastate Rail Network
2008- Melbourne's New Bus Contracts 24/06/09 $450,000 $490,000 -$40,000

09:30

2008- international Students: risks and 24/06/09 $240,000 $255,000 -$15,000
09:31 responsibilities of universities

2008- Funding of the Home and 24/06/09 $212,127 $360,000 -$147,873
09:32 Community Care Program

2009- Towards a 'smart-grid’ - the roll- 11/11/09 $390,450 $490,000 -$99,550
10:3 out of Advanced Metering

Infrastructure

2009- Management of the Community 11/11/09 $380,000 $590,000 -$210,000
10:5 Support Fund

2009- Maintaining the Integrity and 25/11/09 $610,000 $725,000 -$115,000
10:8 Confidentiality of Personal
Information
2009- The Effectiveness of Student 03/02/10 $308,487 $320,000 -$11,513
10:14 Wellbeing Programs and Services
2009- Irrigation Water Stores: Lake 10/03/10 $303,845 $310,000 -$6,155

10:17 Mokoan and Tarago Reservoir

2009- Management of Safety Risks at 24/03/10 $322,000 $360,000 -$38,000
10:18 Level Crossings

2009- Performance Reporting by 05/05/10 $319,288 $340,000 -$20,712
10:20 Departments

2009- Managing Teacher Performance 26/05/10 $495.916 $540,000 -$44,084

10:22 in Government Schools

2009- The Community Building Initiative ~ 26/05/10 $297,583 $300,000 -$2,417
10:25

2009- Administration of the Victorian 09/06/10 $220,000 $290,000 -$70,000

10:26 Certificate of Education

Public Accounts and Estimates Committee ("PAEC")
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Section 2 - Detailed Findings

Terms of Reference 2(c) (Cont'd)

Report Title - Tabled Parliamentary Budget | Published Variance
Number Report ‘ Cost

2009- Managing the requirements for 23/06/10 $255,000 $260,000 -$5,000
10:32 disclosing private sector contracts
Source: Annual Plan Acquittals, 2007-2010

Total Number of performance audit reports tabled from 2007-2010 : 83
Total Number of performance audit reports which exceeded budget : 38
% of number performance audit reports which exceeded budgets : 45.5%
Total budgeted value of 2007-2010 performance audits identified above : $11,233,740
Total published cost of performance audits identified above : $13,550,600
Total value of performance audits which exceeded budget : $2,316,860
% (by $) of performance audits which exceeded budget : 20.6%
Total budgeted value of 2007-2010 for all 83 performance audits : $26,334,677
Total published cost for all 83 performance audits : $27,022,600
Total aggregated net overrun of 83 performance audits which

exceeded budget : $687,923
% (by $) of all performance audits which exceeded budget : 26%

Public Accounts and Estimates Committee (“PAEC")
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Section 2 - Detailed Findings

Terms of Reference 2(c) (Cont’d)

Of particular note is the broad performance audit review relating to the portfolio of the Department of
Innovation, Industry and Regional Development on Biotechnology Development, which was originally
scheduled for tabling to Parliament in 2009-10 but has not been completed as at end-July 2010. The
budgeted cost for this review was $590,000. Actual costs incurred at the time of our review totalled

$801,264 (or 135.8% of budget).

FINDING / RECOMMENDATION 11:

Finding:

From the above, we noted that
45.5% of VAGO's performance
audits completed and tabled
from 2007-2010 (in terms of
volume) had exceeded their
budgeted costs.

In terms of value, the 38
identified performance audits
had exceeded their budgeted
costs by 20.6% or by
$2,316,860 over the same
period.

Recommendations

Recommendations:

VAGO to consider conducting a
comprehensive review to identify ways to
better manage costs / scope creep
relating to performance audits.

VAGO should also consider reviewing
their budget setting practices to ensure
more realistic budgets are prepared for
performance audits.

Public Accounts and Estimates Committee ("“PAEC”)
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Performance Audits: Budgets Costs vs. Published Costs

Auditor-General
Comments

Comment:
Accepted.

VAGO's continuous
improvement process adopts
refinements in light of
experience and post audit
reviews, business need and
risk.

Proposed Action(s):

Responsible Person (Title):

Anticipated Completion
Date:
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Section 2 - Detailed Findings

Observations

VAGO undertakes the following process in developing corporate and business plans:
Diagram 2: Mapping of Strategic Plans to Corporate and Business Plans

Strategic Plan: Strategic Plan: Annual Plan: Business Plans:

Vision Key Corporate Services
Resuilt

Areas

Outputs,
Audit Activities

Group, Performance

Purpose,
Values

Audit; Financial Audit

The Strategic Plan for the next 5 years is as follows:

Table 10: Strategic Plan, 2010-11 to 2014-15

To be a catalyst for continuous Provide assurance to Parliament. * Integrity;
improvement in the accountability and * Personal accountabilty;
performance of the public sector. . Teamyvork;

* Learning;

» Outcome focused.

Key Result Areas
Reports & Advice Audi Cienis

Obijective: Objective: Objective: Objective:
Being Authoritative Being highly regarded Fostering productive Fostering a stimulating
and Relevant by Parliament relationships with audit ~ working environment.

Objective:
Leverage our systems
and processes to

clients. improve organisational
performance.
Strategies: Strateqgies: Strategies: Strateqgies: Strategies:
« Better targeting * Smoothing the flow e Appropriately * Rigorous ¢ Aligning systems
topics; of reports; informing about performance and processes;
¢ Direct audit effort + Better engage audit plans, planning and * Investingin
to areas of public Parliamentary processes and management; capability for long
value; committees and activities; e Supporting a safe term sustainability;
+ Promoting broader individual e Fostering and healthy s Beinga
access to reports. Parliamentarians. professional workplace. responsible

Source: Strategic Plan 2010-11 to 2014-15.

Public Accounts and Estimates Committee ("PAEC”)

relationships.
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Section 2 - Detailed Findings

Terms of Reference 2(d) (Cont’d)

A comparison of the Strategic Plan 2007-08 to 2009-10 and the 2010-11 to 2014-15 Strategic Plan
identified the following changes:

Table 11: Comparison of Strategic Plans

Key Resulit Strategic Plan 2010-11 to 2014-15 Strategic Plan 2007-08 to 2009-10
Areas

People Objective: Obiective:
Fostering a stimulating working environment. Being an employer of choice.
Strategies: Strateqgies:
» Rigorous performance planning and « Demonstrating the relevance of the Office to the
management; public interest;
» Supporting a safe and healthy workplace. « Continuously developing our people;

« Providing an attractive and stimulating work
environment.

Organisation Obiective: Obiective:
Leverage our systems and processes to improve Being innovative and cost effective.

organisational performance.

Strategies:
Strategies: e Continuously improving our systems,
» Aligning systems and processes; methodologies and processes;
» Investing in capability for long term sustainability; ~ ® Valuing ideas and knowledge sharing;
» Being a responsible corporate citizen. » Aligning tasks with office-wide objectives.

Source: Strategic Plan 2007-08 to 2009-10 vs 2010-11 to 2014-15

There are no recommendations noted from this area of our work.

Public Accounts and Estimates Committee (“PAEC")
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Section 2 - Detailed Findings

Observations

Performance Audit

To assess whether VAGQO'’s annual planning process is adequate, and that risk factors and
governance arrangements within auditees were considered, we performed the following:

>  Ascertained whether the methodology used by VAGO included a planning process which
considered the risks and governance factors within agencies;

> Interviewed selected Secretaries of departments/agencies to obtain feedback on the methodology
used by VAGO for its annual planning process (This is covered in Section 2.2.1, Terms of
Reference 2(a) above).

(if)  Planning Process

The “Selection of Areas for Performance Audit Interest — Policy and Framework” is used by VAGO to
prioritise audits using a risk and materiality component after having considered the auditees’ risks and
governance arrangements. This was implemented in 2008 following a recommendation from the
performance audit of VAGO in 2007. Risks are assessed in terms of economic, environmental and
sacial materiality. Following the risk assessment, audit topics are then determined for inclusion in the
Annual Plan, including a 3-year audit program strategy.

VAGO organises audit teams by industry sectors, as shown in Diagram 1 (Section 2.1, Terms of
Reference 1 above). The audit team members are rotated periodically to provide opportunities for staff
to build on their knowledge.

Industry sectors adopted by VAGO include:

Whole of government / central agencies;
Education;

Health and Human Services;

Justice;

Local government;

Transport; and

Environment and water.

v v vV v v v

Additionally, a director is also assigned the task of preparing the Annual Plan for VAGO.

Public Accounts and Estimates Committee ('PAEC")
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Section 2 - Detailed Findings

Terms of Reference 2(e) (Cont’d}

For each proposed topic for audit, VAGO’s industry sector directors rank the topic in terms of their
Risk Materiality Rating (See Table 12 below). Then, an agreed overall rating is arrived at and used as
a basis to prioritise audits.

Table 12: Risk Materiality Rating Applied to Potential Audit Topics (Performance Audit)

| Descriptr | Details _____ ___________ |

Negligible Minor or insignificant risk. Minimal potential impact. Incidents involve no external effects
and quick recovery.

Moderate Moderate impact confined to specific areas or programs. No long term impact on
achievement of government's objectives,

Significant Major impact on community or specific community groups. Elevated risk due to greater

vulnerabilities to fraud, waste, abuse and mismanagement. Program or service is central
to achievement of departmental and government objectives. High risk of significant harm
from service failure.

Critical Very serious. Very important or dangerous. Critical to achievement of departmental and
government’s objectives. High risk of significant harm from service failure.
Catastrophic A great and sudden disaster, causing great distress or destruction. Very high risk of

significant and widespread harm.
Source: Selection of Areas for Performance Audit Interest — Policy and Framework.

A materiality rating used by VAGO measures (in dollar terms) the size of agency program or project
from the perspective of economic, social and environmental impact. This takes into account resources
over which the auditees have an influence (level of expenditure, asset base, etc), the reliability of
controls, implementation of programs, number of agencies involved and the balance of coverage
across portfolios.

Table 13: Economic Materiality Rating

Minimal Program/budget value is less than $25 million; and/or risk has minimal financial impact.

Minor Program/budget value of $25-$50 million; and/or risk has minor organisational impact.

Moderate Program/budget value is $50-$250 million and/or risk may have substantial external
and/or organisational impact.

High Program/budget value is $250 - $500 million and/or risk has high organisational and
external impact.

Maijor / Critical High cost program / project with value in excess of $500 million and/or risk has high

organisational and state-wide impact.
Source: Selection of Areas for Performance Audit Interest — Policy and Framework.
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Section 2 - Detailed Findings

Terms of Reference 2(e) (Cont'd)

With regards to social and environmental materiality, factors such as number of people affected, the
percentage of (public sector) workforce involved, impact on community amenity as well as the social
and/or environmental consequences are considered.

Table 14: Social and Environmental Materiality Rating

Descriptor

Minimal Negligible impact on community amenity, workforce or specific population groups. Can
be fixed in short term. Minimal external effect.

Minor Some impact on service delivery to specific client groups or workforce. Long term service
and/or environmental effects are negligible. Some recent community interest.

Moderate Major impact on community or specific vulnerable groups. May involve substantial

proportion of workforce. Subject of community interest or activity. Moderate impact on
longer term social and/or environmental wellbeing, safety or amenity.

High High impact on service delivery to specific client groups. Long term service and/or social
and/or environmental effects may ensue. May involve substantial proportion of workforce.
May have significant safety implications.

Maijor / Critical Major community-wide impact. Long term impact on community well-being, safety and
environment.

Source: Selection of Areas for Performance Audit Interest - Policy and Framework.

There are no recommendations noted from this area of our work.

Financial Audit

Prior to the commencement of planning of financial audits, VAGO management collate information on
potential audit issues that may affect upcoming audits. This information comes from a variety of
sources including attending industry events and conferences, discussions with client audit committees
and reflection of audit issues identified in the prior year. These issues are collated and documented in
the annual plan, the financial audit policy manual and in financial audit policy alerts.

Included in the annual plan are key financial audit focus areas when conducting systems and controls
assessments. This work complements the existing controls assessments performed as part of the
audit strategy for each client. We were advised by VAGO that the focus areas are included to promote
greater compliance by putting agencies on notice and are also used in supporting audit opinions
issued.

There are no recommendations noted from this area of our work.

(i) Interview of selected Secretaries of departments/agencies — refer to Section 2.2.1, Terms of
Reference 2(a) above).

Public Accounts and Estimates Committee ("‘PAEC”)
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Observations

Performance Audit

In order to ascertain whether the existing time recording and costing systems were adequate to
ensure all recoverable costs are collected and that there is no cross subsidisation between chargeable
and non-chargeable functions of VAGO, we selected a sample of performance audit timecards and
considered, whether:

»  Staff charging time to the specific performance audit job was planned for in the Audit Plan;

> Time charged by staff to individual performance audits was authorised by an appropriate person;

> Financial auditors time allocated to performance audits was authorised and that adequate
documentation is maintained to support the authorisation; and

>  Adequate information is recorded to support the time costs charged by staff to the performance
audit jobs.

Based on the work done above our recommendations, for VAGO'’s consideration are provided on the
following pages.

Public Accounts and Estimates Committee ("‘PAEC™)
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Terms of Reference 2(f) (Cont’d)

FINDING / RECOMMENDATION 12: Time Costs for Performance Audit

Finding Recommendations Auditor-General
Comments

Finding:

>  We noted that time charged to the
performance audit of
Administration of the Victorian
Certificate of Education for
planning work (758 hours) included
significant time for the
familiarisation of VAGO staff with a
tool (Australian Universities Quality
Agency ("AUQA") Approach) used
by the Victorian Curricuium
Assessment Authority.
Notwithstanding that the training
and familiarisation of VAGO staff
with this tool may assist in the
performance audit assignment, the
significant time cost may more
readily relate to training and
development of VAGO staff and
may be better treated as an
internal (VAGO) cost.
The cost of performance audits are
currently disclosed as a lump sum
in each of the reports tabled to
Parliament. However, no analysis
of the cost incurred is provided to
PAEC.

Public Accounts and Estimates Committee ("PAEC”)

Recommendations:

>

Comment:

Not accepted.

Incidence does not warrant
a change in audit costing
policy.

In order to further improve
reporting practices, we suggest
that VAGO consider charging
time associated with auditee
familiarisation/training to an
internal cost centre as opposed
to charging time to a
performance audit.

We propose that VAGO consider
disclosing a cost analysis for
each Performance Audit (e.g.
analysed by each phase of an
audit) to PAEC separately from
the report tabled to Parliament.
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We reviewed a sample of performance audit time costs and noted the following:
Table 15: Performance Audit: Audit Phases as a Percentage of Total Time Incurred

Performance Audit No. of % of Total Costs
ager)cnes Planning Conduct Reporting Post- Total
audited tabling
Literacy and Limited 2 21.6 21.0 53.6 3.8 100
Numeracy
Achievement
Buy-back of the Limited 1 6.4 38.9 54.7 - 100
Regional Intrastate
Rail Network
Administration of the Limited 1 47.4 35.9 16.7 - 100

Victorian Certificate
of Education

Records Broad 1 35.3 41.4 233 - 100
Management in the
Victorian Public

Sector

Irrigation Efficiency Broad 1 42.2 38.0 19.8 - 100
Programs

Implementing Broad 1 24.6 139 61.5 - 100

Victoria's Police's
Code of Practice for
the investigation of
Family Violence

Source: Project Detail Reports from MARS

The proportion of time costs for each stage of limited scope and broad scope performance audits
varied significantly between individual performance audits.

Public Accounts and Estimates Committee ("PAEC")
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Terms of Reference 2(f) (Cont’d)

FINDING / RECOMMENDATION 13: Comparability of Costs Between Performance Audits

Finding:

We acknowiedge that VAGO
currently manages time costs
incurred for each performance
audit. This management process
incorporates timecards which are
approved by Managers and/or
Directors where appropriate.
Actual time costs are compared to
budget for each phase and are
reported to the Senior
Management Group on a monthly
basis.

Notwithstanding the above, we
noted that there is no common
yardstick used by management to
gauge the extent of each
performance audit’s time costs
relative to each job.

The implementation of such a

yard stick may assist management
to further strengthen cost
management initiatives.

Recommendations:

In order to further improve systems and
processes to meet VAGO's objective of
“Being innovative and cost effective”
(Strategic Plan 2007-08 to 2009-10), we
suggest that VAGO consider developing a
common yardstick to measure the
comparability of time costs incurred for
similar performance audits through each
phase with a view to further strengthen cost
management initiatives;

The common yardstick may need to take into
account the following criteria (Note: This is
not an exhaustive list):

b Number of agencies audited;
»  Overall risk category of the audit, after
considering
- environmental risks (e.g. legal,
reputation, market, etc);
~ process risks (e.g. financial,
governance, operational, etc); and
- information for decision making
risks (e.g. reporting, strategic, etc).
> Maturity level of the auditee
organisation’s internal controls relating
to business policies, business
processes, people and organisation,
management reporting, methodologies
and systems and data;
> Scope of the audit; and
»  Use of external expertise.

Public Accounts and Estimates Committee ("“PAEC”)
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| Auditor-General
| Comments

Comment:
Accepted.

VAGO's continuous
improvement process
adopts refinements in
light of experience and
post audit reviews.

Proposed Action(s):

Responsible Person
(Title):

Anticipated Completion
Date:
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Terms of Reference 2(f) (Cont’d)

Financial Audit

For financial audits VAGO uses the time recording system (MARS) which captures the time allocated
to financial audit engagements by all staff. This enables VAGO to track the recording of costs and
drives the cost recovery for conducting financial audits. MARS interfaces with the finance system
which allows for accurate and complete capture of cost for monthly and annual reporting.

In accordance with Section 10(1) of the Audit Act 1994, the cost of performing the audit is paid by the
authority subject to audit. Our review also included an assessment of the effectiveness of the audit
teams to complete audits within budgeted time allocations. Discussions with management highlighted
that in most cases the costs charged against financial audits were completely recovered. Our review
of the MARS project summary reports across 2007, 2008 and 2009 confirmed that the full cost of
financial audits were recovered in the 2007 and 2009 financial years, where in 2008 99.6% of costs
were recovered. We also noted that the amount of additional fees sought was minor and the vast
majority of audits were completed within the agreed budgets.

We reviewed a sample of six financial audits undertaken over the last three years to assess the
degree of cross subsidisation between performance and financial audit staff as evidenced by our
review of staff utilised on respective audits. Our testing found there was no cross subsidisation
between performance and financial audit staff. All staff allocated on the financial audits tested were
identified to be part of the financial audit team.

We have not identified any recommendations relating to this area.

Public Accounts and Estimates Committee (‘PAEC”)
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Observations

Staff Profile

The VAGO Workforce Profile prepared as at 31 December 2009 by People and Culture Division to
support VAGQO's Strategic Plan 2007-08 to 2009-10 reported that 34.7% of current employees had
been working with VAGO for one year or less, with 76% of employees working for VAGO for 5 years or
less. 14.4% of employees have worked with VAGO for more than 10 years.

Staff Turnover
In order to ascertain the culture of management and workloads and their effect on staff performance,

work-life balance and retention rates over the past three years, we reviewed key statistics relating to
VAGO personnel.

Table 16: Staff Turnover’, 2007-2010

(As at 10 June 2010)
(No.) (No.) (No.)
38 11 15

Performance Audit 46 65 15
Financial Audit 79 16 75 16 75 8
Corporate 21 12 27 2 25 4
Services

Auditor-General’'s 4 1 4 1 4 0
Office

Policy & 12 4 4 5 8 0

Coordination
Directorate, etc
(HPCDH)1

Source: Various management reports, VAGO;
1 Includes Policy, Planning and Technical business unit.

2 Includes Fulltime Equivalent {"FTE”) for both fixed term and casual employees.
Overall, staff turnover has declined throughout the three years under review (2007 - 2010).

Staff turnover for the Performance Audit business unit has increased by 4 (headcount) from 2007 -08
to 2008-09, and had remained at 15 in 2009-10, being the highest within VAGO.

Public Accounts and Estimates Committee (‘PAEC”)

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office 69



Section 2 - Detailed Findings

Terms of Reference 2(g) (Cont’d)

Staff turnover within the Financial Audit business unit was stable from 2007-08 to 2008-09 and
thereafter halved in 2009-2010.

The Corporate Services business unit staff turnover had declined significantly from 12(headcount) in
2007-08 to 2(headcount) in 2008-09, but thereafter doubled to 4(headcounts) in 2009-10. Turnover of
staff in the Auditor-General’s office and Policy & Coordination Directorate had trended down to zero
from 2007-08 to 2009-10.

In order to provide some perspective with regards to the staffing level at different Auditor-General’s
offices, we have compared VAGO to other jurisdictions (see table below).

Table 17: Selected Employee Statistics Compared to Other Jurisdictions

Auditor — General’s Office 2007-08 2008-09 2009-10

No. of Employees (Headcount)’

Victoria 148.5 149.2 167.3
New South Wales 214 249 n.a.
Queensland 215.6 249 n.a.
Western Australia 106 108 n.a.
Staff Turnover (Headcount)
Victoria 27.2 23.7 17.3
New South Wales 18.0 7.8 12.0'
Queensland 18.0 n.a. n.a.
Western Australia 33.0 12.0 n.a.
Salaries, Wages and Long Service Leave, etc ($000)
Victoria 14,333 14,405 n.a.
New South Wales 22,839 25,625 n.a.
Queensland 18,080 20,424 n.a.
Western Australia 8,478 9,163 n.a.

n.a : not available.

Source: Based on disclosed information from Annual Reports 2007-2010 for Victoria, New South Wales, Queensfand and
Western Australia.

! Target, not actual.

The above tables indicate that with the exception of 2007-08, VAGO’s staff turnover was higher than
the other jurisdictions. Some comparatives are not available for 2009-10 as at the date of this report.

Public Accounts and Estimates Committee ("PAEC™)
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Terms of Reference 2(g) (Cont’d)

Staff Remuneration

The VAGO Workforce Profile as at 31 December 2009 reported that 45% of employees are employed
at VPSG4.1 or below, while 38% of employees are empioyed in the higher classification levels
(VPSG6.1 and above). 12.0% of employees are employed under Executive contracts.

As at 31 December 2009, 47.3% of the VAGO workforce is paid $80,000pa or more. The average
salary per male employee is $101,561 pa and for female employees the average is $78,546 pa, with
the overall average per VAGO employee $89,158 pa.

Salary increases with age, with the 20-29 year age group earning an average of $60,559 pa and the
60 years or more group earning an average of $127,193 pa.

The number of executive officers, other than Accountable Officers, whose total remuneration
exceeded $100,000 during 2009-10 financial year, is shown in the first two columns of the table below
in their relevant income bands. The base remuneration of executive officers receiving more than
$100,000 in total remuneration is shown in the third and fourth columns. Base remuneration is
exclusive of bonus payments, long-service leave payments, redundancy payments and retirement
benefits.

Table 18: Remuneration of Executives, 2009-10

Total remuneration Base remuneration

Income band
[ No. | _No. | No [ No |
$80,000 to $89,999 - - B 1
$90,000 to $99,999 - - N R
$100,000 to $109,999 - 2 - 2
$110,000 to $119,999 - 1 - 2
$120,000 to $1293,999 1 1 1 -
$130,000 to $139,999 - - 4 -
$140,000 to $149,999 7 3 6 4
$150,000 to $159,999 3 2 4 3
$160,000 to $169,999 4 3 1 1
$170,000 to $179,999 1 1 - 1
$180,000 to $189,999 - 2 - 1
$190,000 to $199,999 - - 1 -
$200,000 to $2093,999 1 - - -
$210,000 to $219,999 - - . R
$220,000 to $229,999 - - 1 1
$240,000 to $249,999 - 1 - -
$250,000 to $259,999 1 - -
$260,000 to $269,999 - - - 1
$270,000 to $279,999 - - 1 -
$280,000 to $289,999 - 1 - .
$300,000 to $309,999 1 - - .
Total numbers 19 17 19 17
Total amount $ 3,199,900 $ 2,780,052 $ 3,035,441 3 2,568,756

Source: Provided by VAGO's Finance Division to be made available in VAGO’s Annual Report 2009-10.
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Terms of Reference 2(g) (Cont’d)

We also compared the salary levels of VAGO (VPS grades 2.1 to 7.3) to the Hays 2010 Salary Guide
for external audit personnel (professional firms). Generally VPS grades 2.1 to 4.1 were, on average,
9.4% to 30.3% above Hays average market rates. VPS grades 5.1 and above were, on average, 8.3%
to 21.9% below Hays average market rates.

Staff Absenteeism

We had also analysed the staff absenteeism due to illness or other reasons.

Table 19: Staff Absenteeism (Sick Leave With/Without Certificate)

Business Group
H Man- Man-
ours days Total days Total days Total
Performance Audit 3,572.3 470 36 2,733.6 2,471.6
Financial Audit 4,577.3 602 46 3,687.9 485 48 3,540.5 466 48
Corporate Services 1,014.4 133 10 1,039.3 137 13 1,143.6 150 15
Auditor-General’s Office 297.4 39 2 108.3 14 2 144.4 19 2

Policy & Coordination 601.3 79 0 22 0 19

Directorate, etc ("PCD
Oy o 7 7 T RN T R A T N

Source: Various management reports, VAGO
" Includes Policy, Planning and Technical business unit.

Absenteeism in Performance Audit and Financial Audit business units comprised more than 80% of
sick leave of VAGO personnel. Overall, absenteeism due to iliness continued to improve over the
three year period under review.

Staff Leave Balances

As at 31 December 2009, recreation leave balances totalled 25,889 hours (3,406 days). The average
balance per eligible employee is 155.68 hours (20 days). Sick leave balances totalled 85,333 hours
(11,227 days). The average balance per eligible employee is 511 hours (67 days). Male employees
have larger leave balances than female employees.

Public Accounts and Estimates Committee ("PAEC”)
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Sick and Carer's Leave

As reported in the VAGO Workforce Profile as at 31 December 2009, during FY 2009 - a total of 4,633
hours (610 days) of sick and carer’s leave. This is an average of 27.74 hours (3.6 days) per employee.

The amount paid to current employees for sick and carer’s leave during the 6 month period from 1 July
2009 to 31 December 2009 was $206,675.

The 20-29 years age group (which made up 35% of the workforce) are the biggest per capita user of
sick leave with a total of 36.39% of all sick leave taken. 28.45% of all sick leave/carer’s leave
commenced on a Monday and 58% of all sick leave/carer’'s leave commenced on
Tuesday/Wednesday/Thursday. Friday has the lowest incidence of sick leave/carer’s leave at 13% of
all incidences.

We had also reviewed VAGO's statistics for staff who had taken WorkCover leave. In the financial
period, 2009-10, two staff had taken such leave.

Table 20: WorkCover Leave

2009-10
(as at 29

2007-08 | 2008-09 June
2010)

Performance Audit 0 0 661.9

Business Group / Employee Name

Corporate Services 0 0 69.2
) P NS YY)

Source: Meridan payroll records, VAGO

In an effort to improve occupational health and safety VAGO's Strategic Plan for 2010-11 to 2014-15
includes strategies to support a safe and healthy workplace.
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Staff Promotion / Progression

We reviewed the promotion and/or grade re-classifications of VAGO staff, who were subject to the
core terms and conditions of employment of the Victorian Public Service Agreement 2006 (2009
Extended and varied).

Table 21: Promotions / Progression, 2007-2010

2009-10
Business Group 2007-08 2008-09 (as at 10
June 2010)
Performance Audit 7 5
Financial Audit 33 13 20
Corporate Services 1
Auditor-General's Office 0 0 0

Policy & Coordination Directorate, etc (“PCD”)’

I S

Source: Various management reports, VAGO
¥ Includes Policy, Planning and Technical business unit.

Staff promotions/progressions increased over the periods reviewed. VAGO staff progression occurs
when an employee meets the key performance criteria, plus where appropriate other performance or
achievement indicators agreed at the commencement of a Performance Development Plan reporting
cycle. Staff promotion / progression occurs when an internal employee has successfully applied for an
advertised internal vacancy at a higher level.

The input sources used when developing an employee’s PDP plan include:

The VAGO Strategic Plan which includes VAGO'’s values;

The Business Group’s Business Plan;

The Employee’s Position Description; and

Previous year’s performance plan (if employed with VAGO during that period).

v v v v

VAGO’s Performance Development Plan is in the process of being revised to further improve the
process for the evaluation of the performance and development of employees.

Learning and Development (L&D")

As at 31 December 2009, approximately 80% of VAGO staff have participated in L&D activities during
FY09/10, with a total of 4,482.7 hours (590 days) spent in L&D across the organisation.

Staff Survey
To further ascertain the workloads of VAGO staff and the impact on overall staff work life balance and
retention, PKF has undertaken an independent survey of VAGO staff in June 2010.

The survey elicited 101 (55.2%) responses from a total of 183 VAGO staff surveyed. 15 of the 101
responses were anonymous.

Public Accounts and Estimates Committee (‘PAEC")
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There were 18 questions in the staff survey. The respondents generally answered most questions. Of
the total of 1,818 answers, the responses were as follows:

19 % “Strongly Agreed”;
47% Agreed”;

10% “No Comments”;
16% “Disagreed”; and
8% “Strongly Disagreed”.

v vV v v v

Further analysis is included in Table 22 below and Graph 1 in Appendix 1. The PKF questionnaire is
included in Appendix 2.

Table 22: Analysis of VAGO Staff Responses (% of Total Responses)

Topic “Strongly “Agree” “No “Disagree” | “Strongly
Agree” Comment” Disagree”
17 56 6 14 7

1 Role expectation

2 Equipment 33 51 6 6 4
3 Change in roles 2 36 10 40 13
4 Work effort 32 52 6 5 5
5 Recognition/praise 22 44 6 18 11
6 Caring supervisor 29 43 7 11 11
7 Development encouragement 23 43 10 20 5
8 Opinions count 16 50 6 19 10
9 Job importance 28 54 5 7 6
10  Peer commitment 34 45 6 12

11 VAGO objectives 16 49 11 15 10
12 VAGO's reputation 11 31 39 10 10
13  Progress assessment 26 46 7 14 8
14  Learn & grow 21 50 11 14 4
15  Work enjoyment 10 50 17 13 1
16  Recommend VAGO as preferred 11 47 9 18 16

employer

17  Financial rewards 8 50 7 27 8
18  Stress management 8 51 10 19 12

Source: PKF Survey of VAGO Staff, June 2010

66% of the responses to questions were in the “Agreed” and “Strongly Agreed” categories. However,
comments from respondents have identified the following as issues:

A third of respondents have doubt recommending VAGO as a preferred employer;
About a third mentioned that their opinion did not count or they were not appreciated;
A third mentioned stress due to insufficient staffing;

A third said that there was favouritism when it came to promotion;

One-fifth of respondents said that their roles were unclear;

13% said the quality of work suffered due to tight deadlines;

12% mentioned work commitment of colleagues negatively impacted them.

v v v v Vv v v
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PKF received nine responses from former VAGO staff. The results of the survey are provided in the
following table:

Table 23: Analysis of VAGO Former Staff Responses (% of Total Responses)

Topic “Strongly “Agree” “No “Disagree” | “Strongly
Agree” Comment” Disagree”
67 22 0 11

1 Role expectation
2 Equipment 67 33 0 0 0
3 Change in roles 44 12 0 22 22
4 Work effort 67 22 0 0 11
5 Recognition/praise 22 11 0 11 56
6 Caring supervisor 33 23 0 0 44
7 Development 33 12 0 22 33
encouragement
8 Opinions count 33 23 0 22 22
g Job importance 67 11 0 1 1
10  Peer commitment 56 22 0 22 0
11 VAGO objectives 11 0 0 78 11
12 VAGO'’s reputation 12 0 22 44 22
13  Progress 44 12 0 33 1
assessment
14  Learn & grow 44 0 0 23 33
15 Work enjoyment 56 11 0 22 1
16 Recommend VAGO as preferred 11 0 0 67 22
employer
17  Financial rewards 44 0 0 34 22
18  Stress management 44 0 0 22 34

Source: PKF Survey of Former VAGO Staff, July 2010

54% of the responses to questions were in the “Agreed” and “Strongly Agreed” categories. However,
comments from respondents have identified the following as issues:

Lack of career progression;

Negative attitude and management approach of VAGO senior management;
Individual opinions not recognised by management; and

Work life balance negatively impacted by significant workloads.

v v v v

Public Accounts and Estimates Committee ("PAEC™)

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office 76



Section 2 - Detailed Findings

Observations

2007 Performance Audit

Findings Relating To Human
Resources Matters

a)

b)

Public Accounts and Estimates Committee ("PAEC™)

Staff Survey
VAGO should conduct a full

staff survey across the office as
soon as possible and report the
results back to staff without
delay (ToR 6).

Human Resource Strategic
Plan

As recommended in 2004,
VAGO should develop a
comprehensive HR strategic
plan that links to and supports
the achievement of all of
VAGO's strategic plans.

Projections of Future Staff
Profiles

The HR strategic Plan should
incorporate specific forward
projections of future staff
profiles linked to innovative
recruitment strategies and

synchronised training programs.

Implemented?

i Progress to Date

The following were completed:

- Organisation Alignment Profile" survey
conducted by Insync Surveys depicting
survey results (As at Feb 2009).

- Cultural Survey 2009

- Cultural alignment survey update (May
2009)

- Cultural alignment survey update (June
2009)

- Performance Audit Client Survey
Individual Agency Spreadsheet 2008-09

- Financial Audit Client Survey Individual
Agency Spreadsheet 2008-09.

Any further surveys will be conducted in 2011.

Revised Policies under the Strategic People
and Culture Management Framework (Dated
20/4/2009) have been put in place.

The Corporate Service Group's Business Plan
2009-2010 has incorporated the changes.

A proposal for a new system for Human
Resource (HRIS Review -May 2009) was
completed and awaiting implementation.

Training schedules posted into VAGO's
intranet have incorporated changes.

In addition to incorporating the matter in the
Strategic People and Culture Management
framework, Finance has incorporated the
projections of future staff profiles in the 2009-
2010 Budget Pack.
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2007 Performance Audit Findings
Relating To Human Resources Matters

d)

Recruitment

To help ensure that it recruits and
retains quality staff, VAGO needs to
support its desire to become an
"employer of choice" by marketing itself
aggressively across the tertiary sector
and across the market generally (ToR
6).

Staff Remuneration

To help offset its relative salary
disadvantage, VAGO should broaden
its offering of additional staff benefits,
including the provision of mobile
phones, financial support for fee-
paying courses and sponsored travel
for training and development (ToR 6).

Human Resource Management
Information System

In accordance with its desire to be
recognised as an "employer of choice"
VAGO should carefully consider the
benefits of implementing an integrated
HR Management Information system.

Implemented?

Progress to Date

VAGO had additionally taken the
following actions:

- VAGO Graduate Recruitment
Program - Marketing Strategy (dated
10/12/2007),

- Status Report on Graduate
Recruitment Program (dated
16/02/2007);

- Graduate Recruitment 2009 intake;
and

- Attendance at Graduate Careers
Fair 2008 (dated 25/04/2008).

Additionally, VAGO had taken the
following actions:

- Raised a Business Case for
Procurement of Additional
Blackberries and Mobile Phones
within VAGO (dated 24/10/2007), and
approved by Victorian Auditor-
General on 22/05/2009;

- A new Learning and Development
Policy (PMP01.03/08) was put in
place for study assistance of staff;

- Implemented the Strategic People
and Culture Management Framework
(dated 20/4/2009);

HRIS System benefit assessment
was completed and the contract was
awarded in April/May 2010.

There are 8 Modules within the HR
management information system of
which 4 modules (Stages 1 and 2)
have been completed as at 19 May
2010 (Audit Committee update dated
19 May 2010).

The 8 modules were:

v

=

Learning & Education;

vi) Performance reviews (May
2011);

Succession planning (not
needed);and

(viii) Timesheets (not needed).

(i) Base;

(i) Reports;

(i) OH&S

(iv) Recruitment;
{

{

(vii)

We have not identified any recommendations relating to this area.
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Observations

Through discussions with VAGO staff and VAGO's written representations and other audit evidence,
we noted that efforts were made by VAGO to comply with applicable legislative requirements, auditing
and accounting standards.

We have reviewed VAGO's benchmarking of its operations against the Australasian Council of
Auditors-General (“ACAG”)’s initiatives covering matters on:

VvV VvV VvV UV VvV VYV VYV VYV VYV VvV VvV YV VvYvvVvvvv

corporate relationships;

governance {leadership and management);

resource management (workforce management and development);

information management (records management);

information systems management;

work environment;

audit practice management (APES 320.7, Quality Control for Firms);

leadership responsibilities for quality within VAGO (APES 320.9, Quality Control for Firms) ;
ethical requirements — independence (APES 320.14 and APES 320.18);

acceptance and continuance of client relationships and specific engagements (APES 320.28);
human resource (APES 320.36);

use of contracted firms (specific to Audit Offices) ;

assignment of engagement terms (APES 320.42);

engagement performance (APES 320.46);

consultation (APES 320.51);

differences of opinion with engagement teams (APES 320.57);

engagement quality control review (APES 320.60);

engagement documentation (APES 320.73);

monitoring (APES 320.74);

complaints and allegations (APES 320.89),

documentation on quality control;

performance audit — practice management (APES 320.36-41);

performance audit methodology and policies (covered by our review of Section 2.2.2, terms of
reference 2(b) above),

performance audit quality assurance (covered by our review of Section 2.2.12, terms of reference
2(1) below;

performance audit — audit management (covered by our review of Section 2.2.2, terms of
reference 2(b) above);

Public Accounts and Estimates Committee ("PAEC”)

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office 79



Section 2 - Detailed Findings

Terms of Reference 2(i) (Cont'd)

In addition, we have aiso reviewed VAGOQO'’s operations against the recommended Best Practice Guide
issued by the Australian National Audit Office in March 2007 covering initiatives for:

managing risks;

accountability of decision making;

managing regulatory performance;

managing probity;

information management — data management;

information management — documentation;

relationship management;

resourcing;

compliance monitoring - development of monitoring strategy;
compliance monitoring — managing the activity schedule;
compliance monitoring — planning activity;

decisions on compliance status;

Processes for addressing non-compliance — event notification, action planning and management
and post-event management.

Vv vV VT OV OV VYV VvV VvV VvV VvV

We have also reviewed ACAG'’s Survey of Victoria's Parliamentarians with regards to their satisfaction
with the Victorian Auditor-General’s office.

Table 24: 2009 ACAG Survey of Parliamentarians

Parliamentarian Audit Overall Parl(ilanrzz)r:tari:rr;)s‘at|sfact|on
Client Survey s¢
Very Neither Very
Audit Office 4 Satisfied Satisfied nor | Dissatisfied . T
Satisfied Dissatisfied Dissatisfied
3.9 3.8 0.0

VAGO (Victoria) 18.8 735

Audit Office 1 26.4 67.5 3.1 0.0 3.0
Audit Office 2 48.9 40.4 10.7 0.0 0.0
Audit Office 3 31.1 61.3 76 0.0 0.0

Source: 2009 ACAG Survey of Parliamentarians.
Note: Names of Audit Offices have been removed for confidentiality purposes.

The latest survey conducted by ACAG in 2009 indicates that VAGO has both the highest “Satisfied”
rating and the highest “Dissatisfied” rating among the jurisdictions.
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Table 25: 2009 ACAG Client Surveys -Performance and Financial Audits

2003 Performance Audit Client Survey {Index Score)

Audit Office Audit Process Audit Audit Value Overall
Reporting Satisfaction

VAGO 76.8 73.8 66.4 723
Audit Office 1 71.7 727 724 722
Audit Office 2 70.4 72,5 60.0 67.6
Audit Office 3 733 73.0 67.0 71.1
Audit Office 4 729 73.6 74.8 73.8
Audit Office 5 70.6 70.0 69.7 70.1

2009 Financial Audit Client Survey {index score)

Audit Office Audit Process Audit Audit Value Overall
Reporting Satisfaction

VAGO 77.7 76.6 74.8 76.3
Audit Office 1 78.0 76.8 773 77.4
Audit Office 2 70.2 71.8 726 715
Audit Office 3 741 74.4 722 73.6
Audit Office 4 727 74.2 70.2 72.4
Audit Office 5 71.6 76.2 76.2 74.7

Source: 2009 ACAG Survey for Performance and Financial Audits.
Note: Names of Audit Offices have been removed for confidentiality purposes.

For Performance Audit, VAGO'’s performance indices compared favourably against other jurisdictions
(see Table 25 above). Notwithstanding this, VAGO may have room to improve its “Audit Value”.

For Financial Audit, VAGO'’s performance indices are within the top three jurisdictions.

We have not identified any recommendations relating to this area.
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Observations

External Reporting

VAGO measures its performance utilising externally parties for Outputs 1 and 2. Output 1 comprises
work performed by VAGO involving Parliamentary reports and services, whilst Output 2 includes work
performed for audit reports on financial statements.

The performance measures used by VAGO for external reporting are classed into a) Quantity; b)
Quality; ¢) Timeliness; and d} Cost.

Table 26: Performance Measures for Output Group 1

Performance Measures Unit of 2009-10 2009- 2009-

Measure Expected 10 10
Outcome | Target | Actual

Quantily . - : : i o B

Auditor-General’s Reports (VAGO Annual Plan) Number 37 34 34 32

Quality 1

Overall level of external satisfaction Score - 75 75 75

with audits

Overall level of external satisfaction score with audits Score 75 nm nm nm

- audit clients

Overall level of external satisfaction with audit reports % 85 nm nm nm

and services - Parliamentarians

Timeliness

tnquiries from Members of Parliament and the Public % 95 94 95 72

responded to within 28 days

Reports completed on time % 90 85 90 72

Cost

Total output cost $. million 14.1 14.3 13.9 13.3
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Table 27: Performance Measures for Output Group 2

Performance Measures Unit of 2009-10 2009- 2009-
Measure Expected 10 09
Outcome | Target | Actual
“Quantity RS
Audit opinions issued on non-financial performance Number 114 114 114 114
indicators
Audit opinions issued on the financial statements of Number 541 561 600 594
agencies
Quality
Overall level of external satisfaction Score - 75 75 75
with audits
Overall level of external satisfaction score with audits Score 75 nm nm nm
— audit clients
Timelinass
Audit opinions issued within statutory deadlines % 98 98 98 98
Management letters and reports to Ministers issued Y% 90 90 90 92
within established timeframes
Cost
Total output cost $, million 20.3 19.9 19.8 19.8

Source: VAGO Annual Plan 2010-11; nm: new measure

External reporting performance measures are submitted by VAGO to the Department of Treasury and
Finance on an annual basis and to the PAEC on a quarterly basis. In addition, these measures are
also included in VAGQO's published annual reports.

For the new performance measures proposed by PKF, please refer to:

> Finding Number 6 {Implementation of Past Recommendations), Section 2.1, Terms of Reference 1
and

»  Finding Number 6 (Measuring Adequacy and Effectiveness of VAGQO’s Audits), Section 2.2.1,
Terms of Reference 2(a).

Internal Reporting

VAGO benchmarks itself against similar jurisdictions in Australia by participating in the annual
Australasian Council of Auditor-Generals (*ACAG”) Macro Benchmarking Surveys.

The last ACAG Macro Benchmarking Survey was completed in October 2009 and covered the
following matters for Auditor-Generals’ offices from 9 jurisdictions including New South Wales,
Australian Capital Territory, Australian National Audit Office, Northern Territory, Western Australia,
Queensland, South Australia, Tasmania and Victoria.

Public Accounts and Estimates Committee ("PAEC™)
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Legislative framework;
Auditing Methodology;
Scope of Audit Activity;
Volume of Attest Audit Activity;
Extent of Contracting Out Financial Audits;
Volume of Non-Attest Audit Activity;
Resourcmg and Operations
Total costs as a proportion of public sector transactions;
- Total costs as a proportion of public sector assets;
- Attest audit costs as a proportion of public sector transactions;
- Attest audit costs as a proportion of public sector assets;
- Percentage of Total (Whole-of-Office) Paid Hours Charged to Audit Activities;
- Percentage of Total (Whole-of-Office) Paid Hours Charged to Attest Audit Activities;
- Percentage of Total (Whole-of-Office) Paid Hours Charged to Non-Attest Audit
Activities;
- Percentage of Attest Audit Staff Paid Hours Charged to Attest Audit Activities;
- Percentage of Non-Attest Audit Staff Paid Hours Charged to Non-Attest Audit
Activities;
Cost per Audit Hour Charged to Audit;
> Attest Audlt Activity Measures
- Cost per Unit Output — State/Commonwealth Financial Opinions;
- Cost per Unit Output — Local Government Financial Opinions;
- Timeframes for Issuing Financial Opinions;
»  Performance Audit Activity Measures
- Cost per Unit Output — Performance Audit Projects;
- Timeframes for Performance Audits;
- Percentage of Recommendations Agreed;
» Human Resources — Office Staffing, Gender Breakdown and Attrition
- Fulltime equivalent (“FTE") number of staff;
- Gender breakdown;
- Attrition as a percentage of FTE (permanent staff);
- Office expenses by type;
- Value of contracted audit work;
- Client surveys (Parliamentarians, financial audit clients, performance audit clients,
etc).

vV Vv v v v

The ACAG Macro Benchmarking Survey identified some areas for VAGO's improvement including:

»  Percentage of total paid hours of attest audit staff charging to attest audit activities — billable hours
were on a decreasing trend;

>  Staff attrition as a percentage of FTE (permanent staff);

We have not identified any recommendations relating to this area.
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Observations

All audit organisations are required to comply with Accounting Professional and Ethical Standards
Board "APES 320". The objective of this standard is for an organisation to establish and maintain a
system of quality control designed to provide it with reasonable assurance that the organisation and its
personnel comply with the professional standards and applicable legal and regulatory requirements.
We have reviewed the VAGO's governance framework against the mandatory requirements of APES
320 and noted no instances of non-compliance.

We have compared the methodology used by Performance Audit against the following auditing
standards and legisiation:

»  Audit Act 1994,

»  Standard on Assurance Engagements ASAE 3500 Performance Engagements, issued by the
Auditing and Assurance Standards Board;

»  Standard on Assurance Engagements ASAE 3000 Assurance Engagements Other than Audits or
Reviews of Historical Financial Information, issued by the Auditing and Assurance Standards
Board.

We have also selected a sample of performance audit files to ascertain whether they have complied
with Australian Auditing Standards.

Findings for this section have been included in Section 2.2.2 for Terms of Reference 2(b).

For financial audits we reviewed the compliance of auditing standards with VAGO'’s IPSAM
methodology and noted no issues (refer to Section 2.2.2 Terms of Reference 2(b)). We reviewed a
sample of six audit files for audits performed over the last three years and reviewed the application of
mandatory audit requirements against the work performed. We found no instances where VAGO
failed to comply with their audit methodology in all material aspects.

We have not identified any recommendations reiating to this area.
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Observations

In order to assess whether audits are supported by adequate plans and work papers, appropriate
audit evidence and appropriate quality control procedures we selected a sample of performance audit
files and ascertained whether VAGO'’s policies and procedures have been carried out.

The current policy and procedures of VAGO are as follows:
Audit Plans

Audit plans are developed for all VAGO’s performance audits. The plan addresses the same matters
included in the audit specification, but in greater detail and provides additionai material. The plan
should include:

audit objectives;

audit scope;

audit methodology to be applied (in reasonabie detail);

budget (hours and dollars) and its constituent elements (e.g. staff, contractors);

consultation arrangements with relevant organisations and stakeholders;

timelines for the major milestones of the audit;

resourcing for the audit (including in-house staff, temporary staff or contracted experts);

quality management strategies, including the use of a reference committee (if proposed);

risk management, covering the identification of risks, their likely impacts and proposed treatments.

Vv vV VvV Vv VvV v Vv VY

The Victorian Assistant Auditor-General (Performance Audit) is responsible for approving audit plans.
The engagement and team leaders are responsible for implementing the approved plan. Information in
the plan is communicated to senior management of VAGO and the auditee so that there are no
misunderstandings as to the work planned and the auditor’s responsibilities.

Audit Work Papers

Audit documentation should be sufficiently complete and detailed to provide an understanding of the
audit and should:

outline the audit purpose and proposed process;

record the work undertaken and the evidence gathered;
support audit findings and conclusions; and

facilitate the effective management of the audit.

v v v v
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Audit Evidence

The audit team must prepare and maintain documentation to:

> record the audit purpose and proposed process;

>  provide a record of the work undertaken and the evidence gathered;
>  support findings and conclusions; and

> aid in the conduct and supervision of the audit.

Documentation should be obtained electronically and stored in AmP . Hard copies should only be
retained if they are relevant to the above items and where electronic or scanned versions cannot be
feasibly obtained. (See PKF's Finding No 9 — Application of AmP, Section 2.2.2., Terms of Reference
2(b)).

Internal Clearance

The Victorian Assistant Auditor-General (Performance Audit) is closely involved in the development of
the preliminary draft. Revisions required by the Victorian Assistant Auditor-General (Performance
Audit) are made before the preliminary draft is signed off by the Victorian Assistant Auditor-General
(Performance Audit), for forwarding to the Chief Operating Officer (*COO") and Victorian Auditor-
General (concurrently) for review.

Comments on any contentious issues in the preliminary draft or other factors which may impact on the
report and its tabling, are outlined in @ memo attached to the preliminary draft forwarded to the COO
and Victorian Auditor-General. The memo also outlines:

> the elapsed time of the audit
> actual expenditure to date against budget
> the date by which the preliminary draft is required to be returned to the team for formal issue.

The report is then amended as required by the COO and Victorian Auditor-General, returned to them
for approval and issue.

Quality Control Procedures

VAGO's post-audit review mechanisms have been established to assess the outcome of individual
audits, the level of compliance with Auditing and Assurance Standards Board ("AUASB”) standards
and procedures, as well as the overall quality of the VAGO's performance audit function. They include:

surveys of client agencies (See Section 2.6 of this report, Terms of Reference 6);

cold reviews by other audit offices and reviewers;

reviews of reports by academics or Australasian Counci! of Auditors - General (*ACAG");
team debriefs; and

periodic performance audits of the VAGO (2007: Oakton; 2010: PKF).

v v v v v
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FINDING / RECOMMENDATION 14: Performance Audit —Cold Reviews

Finding:

{i) We noted from our review that
the sample performance audit
files selected for cold reviews
performed by the Australasian
Council of Auditors-General
(*ACAG”) were not
independently selected.

The samples for cold review
by ACAG were selected by
VAGO'’s Standards and
Methodology unit.

(i) We noted that the checklist
used by ACAG for cold
reviews was prepared by
VAGO.

(iii) Although ACAG cold reviews
are planned to be conducted
annually there was no such
review of the 2007/08
performance audit files.

(iv) In the last 3-year period, no
cold review was conducted on
the “Justice Sector” of the
Performance Audit Division.

Recommendations:

), (.

In order to further improve how cold
reviews are conducted and further add
value to cold reviews, we suggest sample
files be selected by the ACAG reviewer
rather than VAGO and that the checklist
for the cold review be prepared by the
ACAG reviewer.

(iii), (v):
We are cognisant that ACAG cold reviews
commenced from 2008.

We acknowledge that the “Justice Sector”
was previously part of another sector
which was subject to audit.

Notwithstanding this, we suggest that
VAGO consider reminding staff that annual
cold reviews on performance audit files be
adhered to and that all sectors should be
subject to a cold review every trimester.

Public Accounts and Estimates Committee ("PAEC")
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Auditor-General
| Comments

Comment:

Accepted.

VAGO's continuous
improvement process
adopts refinements in
light of experience,
business need and risk.

Proposed Action(s):

Responsible Person
(Title):

Anticipated Completion
Date:
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Observations

VAGO in consultation with Department of Treasury and Finance (“DTF”) had contracted Thendara
Green Pty Ltd to undertake a pricing review which was completed in October 2008. The review was
conducted to provide an independent view of VAGO's funding requirements.

The Thendara review was conducted in the context of VAGO's reported deficit of $1.9 million for 2007-
08, which was a negative turnaround of $2.9 million from the $1 million surplus reported in the
previous year. The report indicated that increase in expenses was greater than the increase in income
due to large increases in contract auditors and salaries. The salaries cost pressure arose from
competition with both private sector firms and the broader public sector for new graduates and senior
staff.

DTF also commissioned BDO to perform a second review (VAGO Output Price Review) in November
2009. Consequent to the issue of this latter report, VAGO registered its concerns about the
methodology used. The additional funding was subsequently received by VAGO.

Our review of the Thendara and BDO reports indicated that each report had used different
methodologies and were subject to differing scope. Consequently, direct comparison could not be fully
made in a number of areas (detaiied within the table provided on the following pages).

PKF has provided the result of its comparison of the two reports of the following pages.

Public Accounts and Estimates Committee ("PAEC")
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Table 28: Pricing Reviews - Thendara Report vs BDO Report

Assessment of VAGO as a whole

BDO Review Commissioned by the
Department of Treasury and Finance

VAGO's purpose is to provide assurance to
Parliament on the accountability and
performance of the Victorian public sector.
VAGO provides its services under two output
groups:-

1) Output 1 - relates to the provision of
Parliamentary reports and services (funded
through the annual general appropriation)

2) Output 2 - relates to the conduct of attest
audits and provision of audit reports on
financial statements of public sector entities
(VAGO charges the audited agencies for
these services)

In 2007/08, VAGO achieved a net result of
$1.9m deficit, a change of approximately
$2.9m from the previous year. Costs
increased by 22.5% relative to 2006/07

i} whereas revenue only increased by 11.4%.

L Key C
VAGO's cost profile shows that
approximately 80% of VAGO's costs relate to
employees (approximately 50%) and contract
audits (approximately 30%). The remaining
20% are other costs, of which key items
relate to:-

1) Accommodation, which includes rent and
utilities;

2) Information technology and information
management; and

3) Human resource & recruitment, which
includes professional development and staff
training costs, and recruitment expenditure

VAGO's employee costs increased by
$1.76m over the 2006/07 and 2008/09 period
(12.4%). The increase is driven by changes
in the following:-

1) Number of Full Time Equivalent (FTE)
employees;

2) Resource Profile;

3) Salary Values;

4) Staff Turnover; and

5) Performance Incentive Payment.

Public Accounts and Estimates Committee ("PAEC”)

Thendara Review Commissioned by |
VAGO i

|

i

VAGO delivers services in two output
groups:

1) Output Group 1: Parliamentary Reports
and Services

2) Output Group 2: Audit Reports on
financial statements

Within those output groups, VAGO delivers
individual outputs (i.e - financial audits of
government authorities) and within individual
outputs, individual pieces of work.

il 1

VAGO reported a surplus every year from
1999/00 to 2006/07. In 2007/08, VAGO
reported a deficit of $1.9m. This represented
a turnaround of $2.9m from the $1m surplus
reported in the previous year.

The cost pressures VAGO faces include
salary, contract audit costs and increased
regulation. The largest cost pressure that
VAGO faces is salary. VAGO faces
particular threat in attracting new graduates.
VAGO have responded to the pressures on
salary by re-classifying many of the audit
positions. VAGO faces constraints in
increasing audit fees to cover increase in
salary expenses.

]
In 2005/06 and 2006/07, the actual salary
expenses were significantly less (about $1m
in each year) than the budgeted salary
expenses.

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office
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with
VAGO's

internal
review
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Thendara Review Commissioned by Consistent
VAGO with
VAGO's
IICIGE]
review
LAt

Total contract audit costs have increased Private firms perform substantial numbers of

from $7.3m in 2006/07 to $11.2m in 2008/09  financial audits. These private firms are

(53% increase). facing the same difficulty in attracting audit

staff and their salary cost pressures lead to

th h

SR L X
The largest increase occurred in 2007/08, No coverage
mostly in Consultant Fees (increase by $
680k - include fees for internal audit, external
audit, legal and other indirect consultants)
and Capital Asset Charge (increase by $570k
- due to an error. Funding was received for
payment for this item through the annual
appropriation, therefore this is a book entry
only).
v
A driver of costs at the output group level is In both external reports and internal
the cost allocation method. Direct costs of budgets, VAGO attributes income and
producing outputs are costed to the expenses to output groups, not outputs and
respective output group whereas indirect not individual audits. VAGO calculates
costs are allocated to each output group. budgeted cost for each financial audit and
calculates actual hours x expected costs for
performance audits.
. gos In VA U # YAGO . v
1)The new Auditor-General came into office VAGO has reclassified many of its audit
in October 2006. positions, which has resulted in employees
2) VAGO's organisational structure was moving from the top of one grade to the
revised and a new Senior Management bottom of the next grade.
Group was in place in 2006/07.
3) Key business units in VAGO are:-
i) Performance Audit;
i) Financial Audit;
ii) Corporate Services;
iv) Auditor-General's Office ("TAGO") and the
olicy & Coordination Di "PCD")
- ; . 7 < X
. 2 Output Group 1 had a $1.23m deficit in No coverage
= 8  2007/08. Costs in 2007/08 increased by
5 E § 19.4%, significants outstripping the 7.9%
O & 2 increase inrevenue. In 2008/09, the net
i ;E, % result is a deficit of $1.15m.
5 E & ;
o8
F
o
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Thendara Review Commissioned by Consistent
VAGO with
VAGO's
internat
review

. i . -t Quantit
Total number of reports within Output Group1  No coverage
has increased from 2006/07 to 2007/08. This

is driven largely by the increase in the

number of Performance Audit reports as a

result of VAGO changing its approach to

tabling reports. Previously, performance audit

reports were published in a compendium

style format, audits are now published as a

series of discrete reports to ensure reports

are current at the time of tabling. This has a

marginal impact on cost

Quality is measured by the level of external No coverage
satisfaction with performance audits. This is

measured by feedback received from audited

agencies through surveys and interviews on

three key areas i.e., audit process, audit

reporting and the value of the audit to the

agency. The level of external satisfaction with

Output Group 1 increased marginally over

the years from a score of 71 to 72.

e X

Timeliness is measured based on two No coverage
criteria:-

1) Response to inquiries from Parliament and

the public; and

Costs for Qutput Group 1 have beenrisingat No coverage
an increasing rate since 2004/05. The most

significant increase in costs of Output Group

1 occurred in 2007/08 - an increase of

approximately $2.26m (or 19.4%) from the

previous year, bringing total costs to $13.9m

in 2007/08. Costs remained above $13m in

2008/09. Key cost drivers discussed above

The general trend has been an increase of No coverage
contract audit costs, exceeding budget, with

the exception being 2006/07, where actual

contract audit costs for Output Group 1 was

substantially lower compared to prior years

and subsequent years.

Public Accounts and Estimates Committee ("PAEC™)
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BDO Review Commissioned by the Thendara Review Commissioned by | Consistent
Department of Treasury and Finance VAGO ; with
. VAGO's

internal
review

A typical performance audit engagement No coverage
involves a senior staff member (50% effort)

and junior staff member (40% effort) on a full

time basis, with some oversight by a Director

(10% effort). This would imply a structure or

resource profile that would be slightly biased

towards senior level staff.

§h§ (1 X

Unplanned staff departure has been cited as  No coverage
having a significant impact on output costs.

In 2008/09, there were 15 (33% of FTE)

departures from the Performance Audit

business unit and 16 (23% of FTE)

departures from the Financial Audit business

unit.

Direct costs of Output Group 2 are No coverage
recoverable through charging of fees to the

audited agencies. Over the 2004/05 to

2006/07 period, Output Group 2 generated

surpluses, the largest surplus being in

2006/07 ($917k). The deficit of $539k in the

2007/08 and $260k in 2008/09 are due to

some overhead expenses not being

recovered. The 2008/09 annual report stated

a 98% cost recovery (100% in all other

years). Enquired about the reason for not

achieving 100% cost recovery and were

informed that this was incorrectly stated in

the annual report

Quantity of Output Group 2 varies according  No coverage
to the number of entities in the Victorian

public sector. Total audit opinions issued on

non-financial performance indicators

increased from 94 in 2005/06 to 114 in

2007/08 and remained constant since then.

The number of audit opinions issued on

financial statements of agencies has declined

in 2008/09.

Output Group 2 Output Group 2- Audit Reports On Financial Statements

Public Accounts and Estimates Committee (‘PAEC”)
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BDO Review Commissioned by the Thendara Review Commissioned by Consistent
Department of Treasury and Finance VAGO ! with
VAGO's
internal
review

Quality is measured by the level of external No coverage
satisfaction with financial audits. This is

measured by feedback received from audited

agencies through surveys and interviews on

three key areas i.e., audit process, audit

reporting and the value of the audit to the

agency. The overall level of external

satisfaction with Output Group 2 has

improved over the years from a score of 72

to 76.

Timeliness of issuing audit opinions within No coverage
statutory timeframes varies between 96% to

99%. This has been consistent at 98% in the

two most recent financial years, achieving

the set target.

HivE
Similar to Output Group 1, costs of Output No coverage
Group 2 have been increasing over the
period with the most significant increase
occurring in 2007/08 (approximately $3.67m
or 23.8% relative to 2006/07). Key cost
drivers discussed above similarly applies to
Output Group 2.
ontract Audit €

3i®

For Output Group 2, contract audit costs No coverage
have increased by $2.8m between 2006/07
and 2008/09 (40% i
B

f s ! = AR B
The annual appropriation for Output Group 1 No coverage
has increased by 6.9% over the two year
period (2006/07 to 2008/09). .

 Tre o s i
VPS rate increase and CPI increases has No coverage
price impacts beyond VAGO's control. In
order for VAGO to be able maintain its
operations, cost items subject to price
increases beyond its control should be
funded through increased appropriation. The
6.9% increase in appropriation for the two
year period sufficiently covers for increases
from both the VPS rate increase (6.1%) and
CP! increases (6.4%) and would also
adequately fund for the increase in rent,
which is only 5% of VAGO's total cost base.

Funding

Public Accounts and Estimates Committee ("PAEC™)
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Consistent
with
VAGO's
internal
review

Thendara Review Commissioned by
VAGO

BDO Review Commissioned by the
Department of Treasury and Finance

VAGO's staff chargeable or productive hours
have remained at a relatively consistent level
throughout the 2006/07 to 2008/09 period. A
comparison by output groups show that
chargeable hours to Output Group 1 is
increasing and chargeable hours to Output
Group 2 is declining. This appears consistent
with the trend of increasing humber of reports
being produced in Output Group 1.

Although total staff chargeable hours have
remained at a consistent level, costs have
increased substantially. Overall, cost per
chargeable hour has increased from $135
per hour to $150 per hour. This cost excludes
contract audit costs and includes overhead
expenses. This implies that, on the whole,
VAGO has become more costly in producing
the s&awme number of productive hours.

productivity based on chargeable hours as a
percentage of available hours (total hours
excluding leave) for 2004/05 to 2008/09
actual and 2009/10 target. VAGO's staff
productivity across all staff declined in
2006/07 to below 60% and has remained at
that level throughout the period reviewed. A
comparison of staff productivity between the
Audit Office of NSW and VAGO shows that
VAGO has a lower staff productivity
compared to the Audit Office of NSW for the
2008/09 financial year. When a comparison
was done between the two key business
units, it was found that the staff productivity
of the Performance Audit Business Unit
increased from 54% in 2006/07 to close to
62% in 2008/09. Productivity of the Financial
Audit Business Unit remained at 62%
throughout the period.

Efficiency and Benchmarking

Public Accounts and Estimates Committee ('PAEC”)

This section compares VAGO's charge out
rates in four ways:- 1) Increases in
VAGO's charge out rates compared with
inflation;

2) Increases in VAGO's charge out rates
compared with increases in VPS salary
rates;

3) VAGO's charge out rates as a function of
VPS salary rates; 4) Charge out rates

of the Queensland Audit Office.

No coverage
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Section 2 - Detailed Findings

BDO Review Commissioned by the
Department of Treasury and Finance

Staff turnover has increased substantially
over the last few years, specifically in
2007/08, where turnover was 27%. A

comparison of staff turnover against the Audit

Office of NSW reveals that VAGO's staff
turnover has been consistently higher than
ot in the Audit Offi f NSW

We also compared average staff training day
per employee between the two offices over
the 2004/05 and 2008/09 period and found
that this has declined for VAGO in the last
financial year, whereas the opposite is true
for the Audit Office of NSW.

No coverage

Setting Charge Out Rates

No coverage

Using Charge Out Rates

No coverage

Cost of
Parliamentary
Outputs

Public Accounts and Estimates Committee ("PAEC”)

Thendara Review Commissioned by
VAGO

No coverage

No coverage

VAGQ's charge out rates are not calculated,
but are set iteratively so as to set total
budgeted income to equal total budgeted
expenses. For 2008/09, they were set such
that Output Group 2 would break even and
Output Group 1 is left with a budgeted deficit
of $2.1m. The current method of setting
charge out rates effectively spreads all
indirect costs across direct hours as a
proportion of direct labour hours.

VAGO uses its charge out rates for 4
purposes:-

1) To report the cost to Government of
individual performance audits after the audit
is completed;

2) To establish a price to charge clients for
financial audits before the audit commences;
3) To track progress in delivering outputs
against budget during the year;

4} To calculate Work In Progress as at 30
June, so as to identify the financial audit
fees payable to Government and the
corresponding appropriation.

VAGO uses two methods of attributing costs
and has not documented its methods of
attributing income and expenses to output
groups.

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office

Consistent
with
VAGO's
[MCIGE]
review
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Section 2 - Detailed Findings

BDO Review Commissioned by the Thendara Review Commissioned by Consistent
Department of Treasury and Finance VAGO | with
VAGO's
internal
review

No coverage VAGQ attributes costs to individual audits X
and other activities by using the broad
principle of; identifying the direct costs by
element, identifying the indirect costs and
spreading the indirect costs over each
element.

No coverage VAGO sets prices for financial audits before X
the audit takes place. VAGO predicts the

Cost of Individual
Audits

w

§ number of hours and grades of people

< required to do an audit. It multiplies this by

g the relevant charge out rates. To this, it adds

= the cost of any external audit service

2 provider. For its internal management

k] purposes, VAGO constructs a budget for

@ each performance audit before work on the

2 audit commences. VAGO sets prices for

& performance audits after the audit is
completed.

No coverage ﬁ% . @ LRy O X
There is a fundamental tension between the
economic models of Output Group 1 and
Output Group 2. This is because the nature
of the work in VAGGO's two output groups is

uite different
: L v
BDO have provided a distinction between The largest cost pressure facing VAGO is
— internal and external factors influencing for salaries.
% VAGO's cost pressures. The factors beyond
el VAGO's control are the VPS rate increases
] for employee costs, the rate/fee increases for
é external service providers and volume
) impact on required effort where this is
8 determined by standards and legistation, and
<>( general goods and services that are

assumed to increase in line with CP1, with the

exception of rent where increases are

determined by the terms of the lease.

No coverage %\\ X

Orima research found that the average cost
of a performance audit at VAGO was
$385,945 in 2006-07. By comparison, the
average for the Audit - Office of NSW was
$258,147.

Source: Thendara Report, October 2008, BDO Report, November 2009

We have not identified any recommendations relating to this area.

Public Accounts and Estimates Committee ("PAEC”)
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2.3 Review the efficiency and effectiveness of the management and conduct of
performance audits (both broad scope and limited scope) undertaken by the
Victorian Auditor-General's Office [Terms of Reference 3J;

Observations

In order to address whether performance audits are conducted efficiently and effectively, the 2007
performance audit included a recommendation to VAGO to establish a performance measure on
relative “acceptance” of its audit recommendations by auditees. This was in addition to the existing

performance measures such as “Cost vs Budget”, “Elapsed Time” and ‘Quality — Agency Satisfaction”.

This recommendation has been adopted by VAGO in their Senior Management Group monthly
reporting pack since October 2009.

The following procedures are used by VAGO to address the key areas for improvement identified by
VAGO at the time of the previous performance audit specifically relating to the planning and conduct

of performance audits:

Scope

The scope of a performance audit is determined in the planning phase. During the planning phase, the

following checks are maintained in the audit work papers in Audit Method-Performance (“AmP”)
database:

>  All team members sign independence declarations(See Finding 9, Section 2.2.2, Terms of
Reference 2(b));

> The Victorian Auditor-General approves the Performance audit topic;

>  The Victorian Auditor-General appoints a Reference Committee;

»  Senior management reviews and approves the audit specification — objectives, audit scope and

criteria;

Senior management approves the audit budget;

Senior management approves audit timelines and milestones;

Senior management approves specialist resources for the audit;

Engagement Leader and Quality Control Reviewer review compliance with VAGO policy and

guidance at each milestone date; and

> Report editor reviews audit specification.

v v v v

Public Accounts and Estimates Committee (“PAEC")
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Section 2 - Detailed Findings

Terms of Reference 3(a) (Cont’d)

We have selected a random sample of five performance audits and considered the hours incurred for
each during the planning phase, during which scoping is performed:

Table 29: Selected Performance Audits

Performance Audits Year | Scope

I
|
|

Literacy and Numeracy 2008/ Limited
Achievement 09

Records Management 2007/ Broad
in the Victorian Public 08

Sector

Buy-back of the 2008/ Limited
Regional Intrastate Rail 09

Network

Administration of the 2009/ Limited
Victorian Certificate of 10

Education

Irrigation Efficiency 2009/ Broad
Programs 10

Source: Project Detail Reports, MARS

1_____E_Ianning -Actual
& Hours ‘

i (Units) | (9)

{ {

490.7 70,546 1,750

6.1 1,076 1,694
178.1 28,800 2,258
758.2 113,885 1,424
704.2 145,293 1,204

Hours
(Units)

Total Audit % of
Published
Cost ($) |

Planning
Cost to

Total
Published
Cost

21.7%

325,000

388,000 0.3%

455,000 63.3%
290,000 39.3%
375,000 38.7%

The diversity of performance audits means that direct comparison cannot be made for “% of Planning
Cost to Total Published Cost”. The table above provides an idea of the extent of the different levels of
planning required for each assignment. However, further analysis in Section 2.2.6 (Terms of
Reference 2(f)) suggests that the Planning phase included time for training of staff- see Finding 13:

Time Costs for Performance Audit.

Definition of Assessment Criteria

VAGO maintains a Project Risk Register for each performance audit. The Project Risk Register details
risks that could impact the job assignment for each phase, i.e. Audit Planning, Quality Assurance,
SMG Approval and Audit Oversight, Audit Team Resourcing/ Management, Audit Approach /
Methodology, Stakeholder Engagement and Audit Reporting. The assessment process is in line with
the Australian / New Zealand Standard AS/NZS 4360: 1999 “Risk Management” and has been
incorporated into VAGO'’s Risk Management Guidelines.

Public Accounts and Estimates Committee (‘PAEC")
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Section 2 - Detailed Findings

Terms of Reference 3(a) (Cont’d)

The determination of the risk level is based on the following table:

Table 30: Determination of Risk Level

Consequence

Likelihood

H
H

Insignificant Moderate . Severe

|
|
i
i
i
i

Remote
Unlikely
Possible
Likely

Almost Certain

Negligible Negligible Low Low Medium

Negligible Negligible Low Medium Medium
Low Low Low Medium High
Low Medium Medium High High
Low Medium High High Extreme

Source: VAGO Risk Management Guidelines

Treatment strategies are then developed for those risks rated as “Medium” or above. The Likelihood
criteria is defined as follows:

Table 31: Likelihood Criteria

m Criteria to establish rating

Remote

Unlikely

Possible

Likely

Almost Certain

The event is likely to occur only in highly exceptional circumstances that are
unlikely to exist in any planning period. “Once in a lifetime” event.

The event is not expected to occur in the planning period. A small, but remote
chance of occurrence due to circumstances/situations that could arise.

The event could occur at some time. Could occur at least once but not
expected to occur more than this in the planning period.

The event will probably occur in most circumstances. Likely to occur more than
once in the planning period, but would not be an “everyday” occurrence.
Preconditions will arise at times throughout the period.

The event is expected to occur in most circumstances. Circumstances or
situations are likely to arise often throughout the planning / project period in
which provide the opportunity for crystallisation of risk

Source: VAGO Risk Management Guidelines

Public Accounts and Estimates Committee ("PAEC”)
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Section 2 - Detailed Findings

Terms of Reference 3(a) (Cont'd)

The Risk Consequence is then determined based on the following:

Table 32: Risk Consequence Criteria

Descrip

tor
Severe —
Threaten
survival of
office

Major-
Threaten
major
programs
of Office

Moderate
- Threaten
major
programs
/some
minor
programs

Minor-
Impact on
efficiency
and
effectivene
ss of
programs

[nsignifican
t— No
discernabl
e mpact

Employees

Death of an
employee or
serious injury to a
significant
proportion of
employees

Serious injury to
some employees
Widespread staff
dissalisfaction,
staff morale
seriausly
impaired. Loss of
large proportion
of employees.

No physical harm
to employees.
Widespread poor
staff morale and
negative attitude
toward
organisation,
management.
Departure of key
staff.

Poor staff morale
and negative
attitude toward
segments of the
organisation /
management
from segment of
employees

A small number
of disgruntled
slaff

Physical

Destruction/
loss or
permanent
impairment of
majority of
own assets
and/or its
administered
assets.
Destruction or
loss of major
cuttural or
heritage asset.
Destruction/
loss of alarge
proportion of
assets

Damage to, or
other
impairment of,
a signficant
proportion of
assets.

Damages to or
other
impairmenl of
a smaff
proportion of
assels

Loss of /
reparable
damage to
small number
of assets.

Criteria to be used to establish rating

Financial

Total loss or
permanent
diminution in
value of
financial
assels (cash,
investments).

Loss of a
significant
proportion /
significant
diminution in
vaiue of
financial
assets.

Loss of
financiat
assets.
Temporary
diminution in
value of
significant
proportion of
financial
assets.
Temporary
diminubon n
value of small
proportion of
financial
assels.

No matenal
effect on value
of inancal
assets

Source: VAGO Risk Management Guidelines

Public Accounts and Estimates Committee ("PAEC”)

“Assets” subject to harm/loss

nformation

Total
loss/corruption
of all nformation
resources

Loss/
rrecoverable
corruption of
critical
information
resources,
including
heritage and
“unique”
holdings

Corruption of
cntical
information
resources

Corruption of
routine
“administratve”
information.

Loss or
impairment of
small amount of
“administrative”
information

Reputation

National public
outrage/
condemnation and
high level political
criticism  Judical
inquiry. Breach of
legislation

Local / public
outrage /
condemnation and
local political
criticism
Parhiamentary
inquiry. Breach of
Regulations.

Criticism trom
significant
segment of
community
Parhamentary
Committee
questions.

Cnticism from
minor community
segment. Adverse
press coverage.

Internal dissent/
cnticism.

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office

Failure to
delver all or
most autputs.
Permanent
foss of service
capacity.

Failure lo
deliver some
outputs,
significant
under
achievement
in other output
targets Loss
of service
capacity In
excess of 1
month
Materiat
(>5%) under
achievement
of targets for
most outputs
Loss of
service
capacity for
up to one
month

Up to 5%
under
achievemenl
on targets for
one output
Loss of
service
capacily up lo
one week

Less than 1%
vanance in
achievement
of output
largets Loss
of service
capacity of up
to one day

Additional
costs of
foregone
revenue In
excess of
$10M.

Additional
costs
incurred /
revenue
foregone in
excess of
$1IM.

Additional
costs
ncurred /
revenue
foregone In
excess of
$100,000.

Additional
cosls
incurred /
revenue
foregone in
excess of
$10,000

Additonal
costs
incurred /
revenue
foregone
up to
$10.000

Other Impact Areas
© Stakehol-
| ders

Death of a
person.
Financial loss
and damages
in excess of
$10M.

Serious injury
to member of
public / VIP/
official.
Financsal
losses and
damages in
excess of $1
M

Minor injury
to member of
public / VIP /
Official.

Financial
losses and
damages in
excess of
$100,000.
Minor injury
o member of
pubhc
Financial
losses and
damages n
excess of
$10,000.

No
identifiable
impact



Section 2 - Detailed Findings

Terms of Reference 3(a) (Cont’d)

Control of Cost and Timelines

Performance audit assignments are monitored against budgets and are reported to the Senior
Management Group (“SMG”) on a monthly basis. Each project is monitored for each phase of the
audit, i.e. planning, conduct and reporting stage. In addition, productivity of each staff is monitored on
a monthly basis with further reviews for each staff's Performance Development Plan (“PDP”).

Management of Communications with Agencies

The Victorian Auditor-General meets with the Heads of Agencies or Departments on a regular basis,
i.e. once every six months to improve VAGO'’s relationship with the auditees. We have sighted the
timetable for meetings between the Victorian Auditor-General and the relevant Heads of Agencies and
Departments.

Also, auditees are briefed on the progress of the audit and potential findings through each stage of the
performance audit, i.e. 25%, 50% and 75% completion stages. We have also sighted sample audit
files and ascertained that issues papers are discussed with auditees. Auditees are therefore made
aware of findings and recommendations through each stage of the audit.

We have not identified any recommendations relating to this area.

Public Accounts and Estimates Committee (“PAEC”)
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Section 2 - Detailed Findings

Observations

This Section has been reviewed together with Section 2 (Terms of Reference 1) and Section 2.2.5,
(Terms of Reference 2(e)) above.

The Annual Plan cycle: identifies and analyses public sector programs and initiatives with reference to
Growing Victoria Together and other factors; identifies potential areas of audit focus; assesses risk
and materiality to prioritise prospective audit topics; determines areas of performance audit focus
(audit topics) for the Annual Plan and multi-year strategy. This process is undertaken in consultation
with the PAEC, peak industry and sector bodies, portfolio department and other agencies.

The 2010-11 Annual Plan envisages a continuation of the process that ensures performance audit
coverage across all Growing Victoria Together areas for the next four years, as has been the case for
the last three years/

We are satisfied that there is a balanced approach to ensuring appropriate coverage of major
programs and have not identified any recommendations relating to this area.

Public Accounts and Estimates Committee ("PAEC”)
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Section 2 - Detailed Findings

Observations

This Section has been reviewed together with Section 2 (Terms of Reference 1) and Section 2.2.5,
(Terms of Reference 2(e)) above.

All proposed topics and topics excluded or deferred, are supported by clear rationales consistent with
VAGO'’s planning framework and, where appropriate, are adjusted to take account of relevant externat
factors outside VAGO's direct control.

In addition to the application of the framework, a number of other factors impinge on which topics are
ultimately selected as proposed topics:

> input from PAEC and recommendations for audit coverage arising from parliamentary reviews and
inquiries;

> requests for audits from correspondence;

>  input from departments;

» the work of other oversight bodies {(e.g. Ombudsman Victoria, Office of Police Integrity, State
Services Authority) to minimise or avoid duplication of effort;

> the existence of timing of other reviews of proposed activities, and of proposed policy and
legislative changes;

> external events (e.g. Bushfire Royal Commission leading to deferral of audits of emergency
communications and volunteering strategies).

The final list of proposed topics reflects consideration of all these factors.

We have not identified any recommendations relating to this area.

Public Accounts and Estimates Committee (“PAEC”)
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Section 2 - Detailed Findings

Observations

This Section has been reviewed together with Section 2.2.2 (Terms of Reference 2(b)) above.

We have not identified any recommendations relating to this area.

Pubfic Accounts and Estimates Committee (‘PAEC”)
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Section 2 - Detailed Findings

Observations

This Section has been reviewed together with Section 2.2.12 (Terms of Reference 2(1)) above.

We have not identified any recommendations relating to this area.

Public Accounts and Estimates Committee (‘PAEC”)
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Section 2 - Detailed Findings

Observations

The regular internal VAGO briefings process for all audits provides opportunities to consider any other
issues that are outside the audit scope and objectives, and how these will be dealt with. Actions taken
can include; vary audit scope and report issue, identify new audit topic, and prepare a ‘management’
letter. The latter two will feed into the Annual Planning process.

Where significant issues were identified either through the course of performance audits or through
the specific identification of issues highlighted by Members of Pariiament or the public, the relevant
sector team in the Performance Audit Division may, together with Policy and Coordination Directorate,
perform a risk assessment of the matter.

Significant issues are considered and if appropriate an audit of the related area(s) is considered for
inclusion in the current or future year’s Annual Plans.

The Audit Act also provides direction for matters arising during an audit warranting urgent investigation
to be referred to other bodies such as the police, e.g. the Tendering and Contracting in Local
Government report was provided to the Local Government Investigation and Compliance Inspectorate
for attention in accordance with Section 16F(1) of the Audit Act.

We have not identified any recommendations relating to this area.

Public Accounts and Estimates Committee ("PAEC”)

Performance Audit of Victorian Auditor-General and Victorian Auditor-General's Office 107



Section 2 - Detailed Findings

Observations

Employees of VAGO are bound by Section 12(2) and Section 20A of the Audit Act 1994 with regards
to “Access to Information” and “Improper Use of Information” respectively.

Sechon 12(2), Audit-Act 1984:

The Auditor-General or any other person must Aot myulge or commumcate, except in the course of duty to anotber pezson
performing dufies under this Act, any information which has coime fo his or her knowledge by reason directly or indirectly of
subsection (1) it the person from whom thatinformation was abtained could not, but for that subsectron, lawfuﬂy have d;vulged
that information to.the Auditor-General or other person, ,

Section 204, Audit Act 1994;

(1) A person wha is, or has been—

" (a} the Auditor-General; o !
(b} an officer or employee of the. V;ctonan Audttor-General 'S Oﬁm or
(¢}, a person engaged uridér section TE 1o assist the Aumtorﬁenemf, : » :
{d) an officer or employes of a person or fi f‘rm cra partner ofg fi.rm, engaged under secifon 7Eto assrst the Audltor-

General; or ‘

(e} & person to whom functions or powers have been delegafed under section 76——

misst not make improper use of,.or, except when carrying out funcbons tinder this Act divuige or cammumcate any
information acquired during the course of, bras aresult of carrying out those functions.

{2) A person who receives a proposed reporl or.part ofa praposen‘ report, of the Auditor-General under ims Act must not
disclose any information contained in it except—
(2} in the course of performing the person’s official duties; or
(b) :after:the information has been made public in @ report by the Auditor-General,

(3) A person to whom information is given under section 16F. must not disclose it except—
{a) in the course of performing the person's official duties; or
(b) after.the information has been made public in-a report by the Auditor-General.

We reviewed the processes of VAGO governing confidentiality of information for audit processes.
VAGO's employees are required to sign a statement, agreeing to VAGO’s Code of Conduct as part of
the induction process. VAGO uses the Code of Conduct for Victorian Public Sector Employees of
Special Bodies (No.1) 2007 issued by the Public Sector Standards Commissioner.

Code of Conduct for Victorian Public Seclor Employees of Special Bodies (No.1) 2007:

6.2 privacy and confidentiality

Public sector employees-of special bodjes understand the importance of privacy and confidentiality.-Confidential information
requires_special treatment and protection. Those people who provide confidential information fo public sector demonsirating
Respect code of conduct for Victorian public sector employees of special bodies employees of special bodies have the right to
expect this information will-be treated as confidential, Public sector employees of special bodies with access lo confidential
information. ensure it remains confidential, and at all times act in accordance with legislation and policies relating te dealing with
private information.

6.3 maintaining confidentiality

Public sector employees of special bodies receive and manage information in such a manner that its confidéntiality will be
maintained and that it wiil not be used to-advantage a prospective employer or business, or disadvantage the public sector
special body.

Public Accounts and Estimates Commiittee (‘PAEC™)
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Section 2 - Detailed Findings

Terms of Reference 3(g) (Cont’d)

We selected a sample of 10 employees to ascertain whether they have signed the statement to agree
to VAGO's Code of Conduct. Of the 10 employees selected, we were only able to locate and sight four

signatures of employees.

FINDING /| RECOMMENDATION 15: Signature of Employees Agreeing to Abide by VAGO’s
Code of Conduct

| Recommendations

Finding

i Auditor-General
Comments

Finding: Recommendations:

We acknowledge that VAGO'’s employees
are bound by the Section 12(2) and
Section 20(A) of the Audit Act 1994 for the
maintenance of confidentiality of
information. In addition, VAGO employees
are required to comply with the Code of
Conduct for Victorian Public Sector
Employees of Special Bodies (No.1) 2007
issued by the Public Sector Standards
Commissioner.

Notwithstanding that VAGO's
employees are bound by
legislative requirements to
maintain the confidentiality of
information we consider it good
practice to obtain the employees’
signatures as agreement to abide
with the legislative requirements
and VAGO'’s Code of Conduct.

Notwithstanding the above, our review
noted that there were 3 cases where the
evidence that was provided to us was part
of the Individual Employment Agreement
and Executive Contract. This evidence did
not include any proof of signature of the
employees agreeing to the terms and
conditions set out by VAGO which
specifically related to the maintenance of
confidentiality of information.

Additionally, our review also noted that
there were 3 cases where evidence
provided to us did not contain employees’
signatures agreeing to abide with the Code
of Conduct, which included terms for
maintaining confidentiality of information for
VPS non-executive officers.

Comment:
Accepted.

Long serving employees
whose commencement was
prior to the May 2008
revised induction procedure
have been requested to
sign an agreement to abide
by the Code of Conduct. By
27 August 2010, all staff,
except those who were
absent on leave, have
signed an agreement that
they understand their
statutory and professional
obligations.

Proposed Action(s):

Responsible Person
(Title):

Anticipated Completion
Date:

In addition, VAGO has the following in place in order to maintain confidentiality of audit processes:

Information Technology & Services Security Policy incorporating Internet and Email Usage (revised

October 2009)

The policy’s objectives include keeping all data accurate, complete and confidential to those with a
right to it. It includes a data security section that includes a requirement for data and document
storage that all electronic information belonging to VAGO is to be stored in core operational database
systems, not personal network file areas. It also includes a section on access to sensitive information.
The policy outlines what constitutes a breach and the consequences to staff of a breach.

Public Accounts and Estimates Committee ("PAEC")
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Section 2 - Detailed Findings

Terms of Reference 3(g) (Cont'd)

Records Management Policy (updated 26 August 2009)

The purpose of this policy is to document responsibility for the creation, capture, management and
control of its operational and administrative records within the corporate Records Management
Systemn (TRIM).

This policy includes relevant sections on Classification of VAGO records. VAGO files are created and

classified into categories based on business activities or functions. VAGO records classified as ‘Highly
Protected' may only be accessed by those staff who have the appropriate authority and all file storage
areas must be secured at the end of each day.

Conduct of Audits and Database Management

Training and guidance material is provided to staff in order to maintain the confidentiality and safe
custody of working papers. The guidance material is provided in the AmP Policy and Guidance
database: G3.2 Nature and Purpose of Audit Documentation and G3.2.1 Documenting the audit in
AmP.

These documents have been developed in accordance with the VAGO's disclosure policy (on the
intranet) and the Auditing Standards ASA 230 (\A23 & .9) Audit Documentation, (www.auasb.gov.au).

Reports Register

VAGO maintains a Reports Register which tracks the dissemination of preliminary drafts and proposed
reports to agencies. All copies are watermarked with a code that allows tracking of copies to specific
persons. Thus inappropriate dissemination of documents can be linked back to the original source.

Clear Desk Policy (Updated 17 November 2009)

The purpose of this policy is to minimise the risks of unauthorised exposure of sensitive data in the
workplace. It sets out specific requirements for VAGO staff to follow in relation to sensitive data.

Other confidentiality procedures in place at VAGO

> A Lotus Notes Security Incidents database/register is kept;

>  VAGO's file server is setup so that confidentiality of information is maintained;

>  The restriction functionality is used within the TRIM Record Management System to restrict
access to confidential information and classification procedures in TRIM include “highly protected”
documentation;

»  Staff are made aware of confidentiality requirements via intranet policies and guidance and
induction training and various guidance in audit methodologies. Training is conducted when new
systems/software is introduced.

>  Security passes and policies regarding entry into the Office.

We note that an unauthorised release of confidential information relating to the MyKi audit occurred in
2008. This unauthorised release of information was thought to have been initiated by a disaffected
staff member and was referred to Victoria Police whose investigation failed to find sufficient evidence
to support a criminal charge.

Public Accounts and Estimates Committee ("PAEC")
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Section 2 - Detailed Findings

Observations

This Section has been reviewed together with Section 2.2.7, (Terms of Reference 2(g)) above.

The number of performance audits undertaken each year has not changed substantively when
compared to the situation before the cessation of special reviews. Previously the results of a number
of audits were included into one report. Current practice is to typically issue a separate report for each
audit.

Resource planning, undertaken before each year, establishes that there are sufficient resources
overall to deliver the annual plan.

Allocating VAGO staff to industry sector groups of around eight staff each, has created stability and
certainty for staff in terms of the audits they will be working on, allowing them to foster team work,
share resources within the team, and to gain better understanding of the industry sector.

A rotation policy consistent with professional standards operates so that staff do not become too
familiar with a client.

We have not identified any recommendations relating to this area.

Public Accounts and Estimates Committee ("PAEC")
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Section 2 - Detailed Findings

Observations

This Section has been reviewed together with Section 2.2.7, (Terms of Reference 2(g)) above.

When audit objectives and scope are approved the VAGO audit team must prepare an audit plan
demonstrating how they will address each objective. This is approved by the Assistant Auditor-
General for Performance Audit. Quality control processes (Refer also Section 2.2.12, Terms of
Reference 2(1)) apply to check that all necessary work has been completed as planned and sufficient
appropriate evidence obtained.

Any decisions to modify audit scope or curtail an audit are taken only as part of the briefing process to
the Auditor-General/Chief Operating Officer which occurs regularly throughout audits.

During our review, we did not identify any instances where audit scopes were curtailed due to time
and budget pressures.

We have not identified any recommendations relating to this area.
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Section 2 - Detailed Findings

Observations

This Section has been reviewed together with Section 2.2.2, (Terms of Reference 2(b}) above.
VAGO complies with the Audit Act 1994 including the following sections:

PAEC and relevant authorities are consulted on audit specifications (S15(2));
proposed reports are provided to department heads (S16(3));

include submission / comments or agreed summary in the report (S16(4));
reports do not question the merits of policy (S16(5)); and

requirements regarding the transmission of reports to Parliament (S16AB).

v v v v v

The ASAEs (e.g. 3500) have replaced AUS 806 for audits starting after 1 January 2009, and require
an audit opinion, but do not specify the form of the opinion.

VAGO now includes an overall conclusion in the audit summary against the audit objectives, to
complement the specific conclusions in each detailed chapter relating to sub-objectives/audit criteria,
to comply with this requirement.

We have not identified any recommendations relating to this area.
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Section 2 - Detailed Findings

Observations

Planning

VAGO'’s audit teams collectively are required to have appropriate capabilities, competence and time to
perform audits. In some cases audits may require the use of specialist expertise. Policy and guidance,
consistent with auditing standards, require the Engagement Leader and the Team Leader to assess
the need for expertise at the inception of the audit to assist with planning, or for later conduct or
reporting.

Consultants will be engaged where VAGO does not have the requisite level of subject matter
expertise, or a particular skill set is lacking. These situations relate to capability issues, and are
distinguished from using short-term contractors to augment the capacity of the audit team.

For various performance audits, external assessors are used to test the veracity of VAGO conclusions.

Use of specialist expertise

More than $1 million (approximately 10-12% of direct costs) is incurred each year to engage experts
on particular performance audits requiring specialist expertise and additional audit capacity.

Our review of the surveys completed by VAGO (of Parliamentarians) suggests general satisfaction
with VAGO and most aspects of VAGO'’s reports and services. However our review of VAGQO's client
surveys (which was conducted by Orima Research on behalf of VAGO), provided a mix response —
see Section 2.2.1, Terms of Reference 2(a) above. Client surveys indicated that the overall
performance index for Financial Audits declined fractionally whilst the overall performance index for
Performance Audits and process, report and value indices continued on a downward trend.
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Section 2 - Detailed Findings

Terms of Reference 3(k) (Cont'd)

Resource Allocation

A centralised annual resource plan is prepared to identify total skill and mix requirements for each
group and across VAGO as a whole. Finance has overall responsibility for compilation of the resource.
Details of the resource plan are entered into MARS as a basis to monitor actual work undertaken
during the year against the planned resource hours and costs.

Performance and Financial Audit Divisions use the Roles & Capability document as a guideline for
allocating resources. Financial Audit uses software (“RETAIN”) to allocate its resources across the
large number of audit projects under its responsibility. Performance audit uses MS Excel for allocating
resources on a project by project basis.

A new Human Resource system is in the process of being implemented, which will facilitate links
between resource allocation for assignments, performance development as well as training
requirements.

Qualifications and Experience of In-house Performance Audit Staff

Our assessment of qualifications and experience of in-house performance audit staff were as follows:

Table 33: Qualifications and Experience of Performance Audit Staff

Grade of Number of | Years in VAGO Total Work Qualifications? Number of
Performance Audit Staff Experience Professionally
Staff (Physical (Minimum to (Years) Qualified
Number)* Maximum) {Minimum to Accountants/
Maximum) Auditors
Executive Officers 10 <1to 37 19to 37 Bachelor to 1CA; 1 CPA
(EO3's to Victorian Master degrees.
Assistant Auditor-
General,
Performance Audit)
Senior Managers 9 <1to 26 5to 34 Bachelor to 3 CPA; 1 CIMA
Masters degrees
Managers 9 <1to9 na.to19 Bachelor to PhD’s None
(Grades 5.2t0 6.1)
Team Leaders 24 <1to 10 <1to 28 Bachelor to None
(Grades A3.1 to Masters degrees
AS5.1)

Source: Resume information provided by VAGO; n.a.: some staff details could not provided by VAGO as at time of this report;
1: Includes secondees;2: 43% have Masters degrees or higher, and 43% have degrees in more than one discipline. The range
of subject knowledge is broad covering Economics, Commerce, Arts, Health, Science, Law, etc. Many staff also have related
professional memberships.

We have not identified any recommendations relating to this area.
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Section 2 - Detailed Findings

Observations

This Section has been covered by the review for Section 2.2.1, Terms of Reference 2(a) above.

There are no recommendations noted from this area of our work.
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Section 2 - Detailed Findings

Observations

Through discussions with staff of VAGO and review of VAGO's notes and selected performance audit
files, it was noted that VAGO's audit objectives and reported findings have focused predominantly on
whether outcomes have been achieved (effectiveness).

In order to achieve the objective(s) of performance audits, consideration of auditees’ compliance with
internal control policies and procedures has been considered. This is to gauge auditees’ ability to
efficiently and effectively carry out their operations, their capability to meet regulatory requirements
and their ability to reliably deliver reporting information.

In addition, in assessing the maturity level of the auditee organisations’ internal controls, VAGO
ascertained whether inherent risks of the auditee organisation have been adequately addressed.
Subsequent to consideration of internal controls, residual risks were assessed for whether they have
been adequately managed within the risk appetite of the auditee organisation. Consideration of
compliance with internal controls may be an essential component of performance audits.

There are no recommendations noted from this area of our work.
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2.4 Review the efficiency and effectiveness of the management and conduct of
financial audits undertaken by the Victorian Auditor-General’s Office [Terms of
Reference 4.

Observations

In 2008-09 VAGO underwent an expansion of their reporting to Parliament with the roll out of financial
audit issues by separating key financial audits and issues into six sector reports. We reviewed the
Annual Financial Reports from 2006-07 through to 2008-09 to assess the relevance and effectiveness
of the information presented in the Annual Financial Reports (AFR).

In the past key financial issues were presented in a single omnibus report where all sector specific
information was collated and presented. Discussions with management highlighted that since the
release of the sector reports there have been three key changes to the presentation of information:

> Reporting structure- adopting a sector based reporting regime;

>  Scope of sector reviews- reports were previously prepared based on areas of focus; and

> Reflect the objectives of the annual plan- previously special reviews were prepared.

The first of the sector reports was released in November 2008 being a separate report for local
government results for the 2007-08 financial year end audits. The remainder of the 2007-08 reports

were tabled in two omnibus reports “Results of Audits for entities with 30 June 2008 balance dates”
and “Results of Audits for Entities with other than 30 June 2008 balance dates”.

The full set of sector reports released in 2008-09 was positively received as a result of parliamentarian
surveys conducted in October 2009 which noted 92% of parliamentarians indicated that they were
satisfied with the reports presented to Parliament.

Our review of the six sector reports released in 2008-09, covered sector specific results of the annual
financial audits which cover common control weaknesses, trends noted across the sector and current
issues affecting the entity.

There are no recommendations noted from this area of our work.
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Section 2 - Detailed Findings

Observations

At the commencement of each financial audit VAGO requires an audit strategy to be prepared and
provided to each client. This strategy outlines the key audit risks for the entity, which is tailored for
each specific audit. Industry specific risks are identified as part of the preparation of the financial audit
policy manual updated each year. The audit entity has the opportunity to discuss the risks identified at
the planning stage and highlight any additional risks prior to the commencement of the audit. All
financial audits are undertaken in accordance with Australian auditing standards which require audits
to be performed using a risk based approach. Complying with auditing standards ensures key risk
areas are addressed.

There are no recommendations noted from this area of our work.
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Section 2 - Detailed Findings

Observations

Financial audits are planned and managed in accordance with Australian auditing standards through
the use of the Office’s audit methodology IPSAM. The Office utilises the MARS time management
system to capture cost and time of resources used to manage financial audits. The Financial Audit
business unit also employs a supplementary system called RETAIN which is a staff management tool
used to assist the allocation of staff resources. Financial audits are effectively managed via
maintaining engagement budgets which are individually prepared and maintained by financial audit
managers.

Discussions with key management found that financial audit costs are regularly monitored against
budgets at monthly Senior Management Group (“SMG”) meetings where staff utilisations and
chargeable hours are reviewed, discussed and reported against monthly budgets and targets. Audit
managers also meet regularly to ensure all staff utilisation is maximised and will reallocate staff
between teams if required.

We reviewed a sample of financial audits across the 2006/07 to 2008/09 financial years and found
that budgets were adequately prepared, there was evidence of the use of the RETAIN staff
management tool, and that these processes has resulted in effective planning, management and
resourcing.

There are no recommendations noted from this area of our work.
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Section 2 - Detailed Findings

Observations

All financial audits are undertaken in accordance with Australian auditing standards which have been
incorporated into VAGO's audit methodology IPSAM. VAGO’s policy requires an engagement quality
control reviewer to be included on the audit team for larger, more complex and higher risk
engagements. The role of the quality control reviewer is required to consider:

The engagement quality control reviewer assesses whether conclusions reached by the audit team
are appropriate by reviewing documentation and discussing relevant issues with the engagement
leader which usually includes reviewing the audit strategy, financial report, related party notes
auditor's report, scoresheet, concluding memorandum.

A draft management letter is issued and working papers document the identification and resolution of
significant accounting, auditing and financial reporting matters.

Post audit completion reviews are performed annually for each audit director for either in-house or
contracted audits. The reviews are conducted by in-house staff and by auditors from other government
audit offices in Australia and New Zealand. The reviews focus on compliance with all mandatory audit
requirements and are undertaken using a standard checklist that covers all audit requirements. All
audit directors have at least one file reviewed annually. Feedback is provided to audit teams to
address any issues identified in future audits. The quality reviews performed in the last three years did
not identify any incorrect audit opinions having been issued.

The more significant findings from financial audits quality assurance reviews performed in the first half
of 2010 included instances of inadequate consideration of fraud risk, deficiencies in documentation
held on file, and deficiencies in the testing of the valuation, completeness and existence of assets.
These matters were included in a recent Financial Auditing Policy alert to all auditors aimed at meeting
these matters are adequately addressed in all 30 June 2010 audits.

We performed a post audit review of six audit files randomly selected over the last three years. Each
audit file was reviewed against all mandatory Australian auditing standard requirements. Based on the
samples tested, we noted that for all audits reviewed a number of minor matters but no significant
issues. For the files reviewed by PKF we are satisfied the audits were conducted in accordance with
Australian auditing standards
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Section 2 - Detailed Findings

Terms of Reference 4(d) (Cont’d)

FINDING / RECOMMENDATION 16: Expanding Quality Review of Completed Financial Audits

Finding Recommendations Auditor-General
Comments

Finding:

We note that VAGO is
responsible for
approximately 600
entities and 114
performance statements
in 2010.

There are currently six
financial audit directors
and two acting financial
audit directors
responsible for the
conduct of these audits.
There is also a director
for Methods and
Standards employed by
VAGO.

Quality review of
completed financial audit
files at present may not

have adequate coverage.

Recommendations: Comment:

Given the number of audits performed annually by
VAGO, we suggest that the number of audits that

N . . Not accepted.
have a completion review be increased. At present Our current level of quality
audit directors have one file (either contract or in-  review is significantly in
house) reviewed on an annual basis. excess of professional
requirements and is

We suggest VAGO consider expanding rigorously monitored.

completion review coverage so that all audit Results do not warrant
directors have at least one file reviewed every six expansion.
months.

We suggest that each audit manager have at least
one completed audit reviewed on an annual basis.

VAGO could consider outsourcing some of the
quality review process so that the additional work
does not place undue burden on the current
technical staff.
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Section 2 - Detailed Findings

Observations

Issues that arise during the course of the audit are initially referred to the engagement leader. The
engagement leader then consults with their peer group or whole-of-government team (where there are
material entities) for further guidance as considered necessary. In the case of a contentious issue
such as non compliance with accounting standards or differences in accounting standard
interpretations, the matter is referred to the technical issues committee. The technical issues
committee’s objective is to provide assurance that:

> there is a consistent approach to significant audit issues;
» the accounting policies considered are in accordance with the relevant accounting standards; and

> the audit opinion conforms to professional standards.
VAGO also consults with professional accounting bodies and other jurisdictions for additional support.

We reviewed a sample of six contentious issues referred to the technical issues group over the last
three years. We noted that in all cases:

> the reason for the decision was documented;
> the committee’s deliberations were documented; and

> alf cases were signed off by the Audit Director, Technical Director, Assistant Auditor-General and
Auditor-General.

There are no recommendations noted from this area of our work.
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Section 2 - Detailed Findings

Observations

We held discussions with key management to discuss how the workload of a considerable number of
audits impacts the motivation of financial audit staff. We have assessed that the financial audit
business unit within VAGO operates as an effective functional unit. VAGO contracts out approximately
70% of all audits. The audit workload is allocated to specific sectors which each have a director, two
managers and approximately 6 to 8 staff. Employees are initially assigned to a specific industry and
over time will work in other industries. Each team promotes the retention of knowledge in a particular
sector and assists in supervision and development of team members. Audit managers and directors
are rotated between industries every five years to broaden their audit expertise.

VAGO is currentty preparing a Financial Audit Resource Strategy in which a review of their business
model is being undertaken. The strategy and criteria for determining whether to continue auditing in-
house or contract out audits include maintaining expertise in the specific industry, ensuring capacity to
undertake audits allocated and staff development. The preliminary findings suggested that the existing
model of a mix of in-house and contract audits continue.

There are no recommendations noted from this area of our work.
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Section 2 - Detailed Findings

Observations

From our review of VAGO operations we noted no instances of non-compliance in relation to the
conduct and reporting in relation to the Audit Act 1994 and other statutory requirements.

The progress of all financial audits is tracked and reported and discussed with VAGQO’s senior
management on a regular basis.

The percentages of audits completed in accordance with required timeframes were as follows:

> 2007/2008 98%
> 2008/2009 96%
> 2009/2010 98%

A review of financial audit reports issued noted no instances of non- compliance with reporting
requirements.
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Section 2 - Detailed Findings

Observations

An assessment of the use of specialist expertise is incorporated within each entities audit strategy.
This includes engaging tax experts for Corporation Act engagements and actuaries for insurance and
superannuation matters. The volume of work does not warrant the employment full time experts in
these fields.

VAGO currently has effectively 2.1 full time equivalent staff dedicated to Information Technology (“IT")
Audit. Of the three staff members employed for IT audit, one member is on secondment while another
has 50% of his time allocated for IT audits.

FINDING / RECOMMENDATION 17: IT Audits

Finding Recommendations Auditor-General
Comments

Finding: Recommendations: Comment:
We note that there was limited Ve have been advised by VAGO that the T~ Accepted.
use of computerised audit 'strategy is bean reviewed anq will be A business improvement
technigues in undertaking incorporated into 2010-11 business plans. project to expand our IT

S . capacity and the tools
We suggest that VAGO consider increasing apf)liedywas included in the

the use of computerised audit techniques in 2010-11 Financial Audit
future audits. An assessment of future IT Group Business Plan.
staff audit requirements shouid be

performed. From discussions with

management, we understand that VAGO is ~ Proposed Action(s):
considering outsourcing IT audit work for

future audits. We would encourage an

expanded use of IT resources in future

engagements and that more consideration of  Responsible Person
the use of IT specialist be included in audit (Title):

strategies in future years.

financial audits.

Anticipated Completion
Date:
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Section 2 - Detailed Findings

Observations

VAGO use four key KPIs for external reporting purposes. These include:

> Quantity — number of audit reports/opinions issued

> Quality — overall external satisfaction of audit clients

> Timeliness — audit opinions and management letters issued within established timeframes
>  Cost —based on actual costs versus budgeted costs.

In the past three years VAGO has achieved the following results in relation to these KPls:

Table 34: Financial Audit KPIs

Number of audit reports issued (actuals) 619
Client satisfaction 72% 73% 76%
Timeliness
+ Reports issued within statutory deadlines 98% 96% 98%
+ Management letters and reports to ministers 77% 92% 90%

issued within timeframes

Cost — percentage of costs recovered 100% 99.6% 100%
Source: Annual Reports, 2007-2008
The financial audit team has improved in their key KPls in recent years and is maintaining a high
standard of output. These KPI measurements are generally accepted by financial audit firms and are
appropriate measures by which to measure VAGO's financial audit performance.

There are no recommendations noted from this area of our work.
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2.5 Review the newly introduced system of sector reports against financial audits
performed, with particular reference to [Terms of Reference 5J.

Observations

Discussions with three parliamentary secretaries provided feedback that overall sector reports were
well received. The use of financial ratios and comparisons with “for profit entities” was queried as not
being totally relevant as the government departments utilise a different funding model. Our review on
sector reports is also covered within Section 2.4.1 (above).

There are no recommendations noted from this area of our work.
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Section 2 - Detailed Findings

Observations

Within the last two years VAGO has identified areas of interest on which the financial audit team is
required to focus to identify whether specific accounting control risks exist. By focusing on controls,
VAGO is trying to promote tighter accounting controls in their audit clients. This work is also used to
support audit conclusions. Previously VAGO had undertaken special reviews on areas of interest that
may have arisen as part of planning, controls evaluation or audit execution. Included in the 2011
annual plan are the areas of interest planned for the next three years. Prior to finalising these areas,
we were advised that VAGO consulted with various government authorities including the State
Services Authority and Department of Treasury and Finance in order to avoid duplication of work.

There are no recommendations noted from this area of our work.
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Observations

We have confirmed that the cost for preparing the 2008/2009 sector reports for local government,
water entities and public hospitals totalled $544,000. The budget for 2009/2010 is $531,000 however
this will not be in the same format as 2008/9 due to the early reporting timeframe. The cost of
preparing the reports represents less than 3% of the total output costs for all financial audits. We note
that there is no direct budget implication for preparing these reports. The sector reports’ costs are
included in the overall cost of financial audits. Our analysis of financial audit costs noted no significant
increases in audit costs as compared to prior years. We believe this is reasonable given its purpose.

There are no recommendations noted from this area of our work.
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2.6 Assess the soundness of processes followed by VAGO for periodic client
surveys {including members of Parliament and audit clients). Evaluate the results
of such surveys and determine if an additional independent survey should be
conducted [Terms of Reference — 6]

Observations

Our review noted that the Strategic Plans 2007-08 to 2009-10 commit to using survey feedback as key
indicator in measuring VAGO’s success across a number of objectives. To provide this business
intelligence, VAGO patrticipates in a joint national Parliamentarian and client survey (financial and
performance audit) coordinated through Australasian Council of Auditor-Genera! (*ACAG”) member
offices, with results benchmarked with other participating audit offices. This survey comprises a
questionnaire and a range of options for qualitative feedback.

For 2009-10 surveys, VAGO used broadly the same approach outlined a paper to the Senior
Management Group in September 2008, including maintaining improvements in the timeliness and
accessibility of information by audit groups.

No major changes in timing, sample, delivery or reporting are proposed for the Parliamentarian or
Financial Audit client surveys. Any changes to the respective questionnaires will be considered closer
to the conduct of forthcoming surveys (October and February, respectively).

Some minor changes to the Performance Audit client surveys were proposed to clarify, refine the
target groups and explore a new approach for delivery in 2010-11, the final year of the 3 year contract
for this project.

The overall project cost for 2009-10 was estimated at $86,000 which is in line with the costs included
in the 3 year quotation. These funds were included in the Auditor-General Office’s Budget.

The latest results from these surveys are as per Table 8 in Section 2.2.1 (Terms of Reference 2(a)).

Parliamentary Survey

All 128 Victorian Parliamentarians are invited to participate in the surveys (which are conducted in
March every year). Participants are given about two months to respond.

Table 35: Response Rate to Parliamentary Surveys, 2005-2009

Response Rato (%)

2006-07 30%
2007-08 40%
2008-09 41%

Source: VAGO 2008-09 Client & Parliamentary Surveys, 3 August 2009, Orima Research
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Section 2 - Detailed Findings

Terms of Reference 6 (Cont’d)

Financial Audits

For financial audits, surveys are sent to auditees every year including statutory authorities or
corporations, local government councils, state government departments, hospitals, TAFEs/Universities
and state owned entities or trusts.

Orima Research developed two guestionnaires for financial audit clients, (i.e. — self completion
questionnaires which are available in both hardcopy and online and contain the same questions). Data
collection was conducted over three rounds.

The first round, conducted sometime in October of each year targets Chief Financial Officers of public
sector entities with balance date of 30 June for which the financial audits had been finalised.
Respondents are given 21 days to respond, sometimes with extension to early November.

The second round includes financial audit clients with a balance date of 30 June but for which financial
audits had been only completed after the first round survey. These are conducted in the last week of
November and clients are required to respond by the end of the first week of December. Extensions
may take place to mid-December.

A third round is also conducted for auditees with balance dates other than 30 June. These are
conducted in the following May. Follow-up interviews are also conducted by Orima Research to obtain
further qualitative feedback from major audit clients.

Table 36: Response Rate to Financial Audit Surveys, 2005-2009

. . Participation Rate
Financial Year - "
Questions Interviews

2005-06 69% 92%
2006-07 81% 55%
2007-08 63% 60%
2008-09 75% 84%

Source: VAGO 2008-09 Client & Parliamentary Surveys, 3 August 2009, Orima Research
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Section 2 - Detailed Findings

Terms of Reference 6 (Cont’d)

Performance Audits

Performance audit surveys are conducted continuously every year based on hardcopy and online
identical questionnaires. All auditees are invited to participate.

Table 37: Response Rate to Performance Audit Surveys, 2005-2009

. . Participation Rate
Financial Year -
| Questions | Interviews

2005-06 74% 72%
2006-07 71% 59%
2007-08 59% 51%
2008-09 79% 49%

Source: Figure 2, Page 14, Response Rates to VAGO Surveys of Performance Audit Clients, VAGO 2008-09 Client &
Parliamentary Surveys, 3 August 2009, Orima Research.

All survey results are reported to the Senior Management Group.

We are of the opinion the surveys are adequate to assess auditee and Parliamentary satisfaction with
VAGO's services. However, we would additionally suggest the following for VAGO’s consideration:

»  Track auditees’ level of acceptance of VAGO's findings and the rate of implementation of action
plans (see Finding 4 at Section 2.1, Terms of Reference 1);

> Implement a quantifiable yardstick to measure benefits that VAGO’s recommendations could bring
to the Victorian public sector (see Finding 6 Measuring Adequacy and Effectiveness of VAGO's
Audits at Section 2.2.1, Terms of Reference 2(a)).
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2.7 Evaluate the progress, adequacy and effectiveness of measures implemented by
VAGO to address recommendations contained within the 2007 performance
audit report of VAGO [Terms of Reference — 7]

Observations

We have reviewed the 2007 performance audit report of VAGO and have independently sighted
evidence from the audit files provided by Oakton to determine the status of actions taken by VAGO
against Oakton's recommendations.

Of the twenty one recommendations of Oakton, the following are stil! in progress:

Table 38: Status of Actions Against Recommendations from 2007 Performance Audit of VAGO

Objectives and Governance
For PAEC’s consideration.
PAEC should formally consider the meaning and

significance of Section 15(3) of the Audit Act 1994 to
ensure that the use of the all-embracing term “performance
audit” does not create any misunderstandings in the future.

Business Continuity Plan The BCP approved by the Operations Group on 15
May 2009 was submitted to the Senior
Management Group for approval on 24 June 2010.
Testing has yet to begin in collaboration with the
Department of Treasury and Finance’s Government
Services Group ("GSG").

VAGO should fully test its newly approved business
continuity plan (“BCP") and develop a regular testing
program as soon as possible.

Source: Work papers from QOakton on the performance audit of VAGO for 2007

We have not identified any recommendations relating to this area.
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2.8 Ascertain whether the existing processes for evaluating tenders from private
audit contractors and consultancies are conducted with due regard to probity and
value for money [Terms of Reference — 8]

Observations

In order to ascertain whether existing procedures for evaluating tenders from private audit contractors
and consultancies are conducted with due regard to probity and value for money, we carried out the
following procedures:

> Ascertained whether there are any policies and procedures in place and considered whether the
policies and procedures were adequate and appropriate; and

>  Selected a sample of audit contractors for 2008-09 and 2009-10 and ascertained whether VAGO
underwent a proper due process for selection in line with existing policies and procedures.

Policies and Procedures

Under Section 7F of the Audit Act 1994, the Victorian Auditor-General may engage any person or firm
to assist in the performance of any function of the Victorian Auditor-General. However, the Act does
not specify any particular manner of engagement.

VAGO's “Contract Manual”, which has been updated and approved to 28 October 2009, provides
detail guidance in engaging and managing external contractors. The Victorian Auditor-General may
use any of the following methods for the appointment of a person or firm to undertake, assist on, or
provide specialist services to financial or performance audits:

> Financial Audit selective tender involving a two-stage assessment process to evaluate
submissions for Financial Audit Service Providers. An Evaluation Panel will first assess
Registrations of Interest in order to determine a bidder’s capability and capacity. Bids that are
successful in this first assessment stage will proceed to a second stage of assessment, where the
Request for Tender ("RFT”) documentation will be considered.

> Appointment to a Pane! of Preferred Suppliers involving an open tender to establish a Panel of
Preferred Suppliers (i.e. Audit Service Providers and/or specialists with the capability and capacity
to deliver on VAGO'’s general auditing requirements). VAGO then request a quote/tender from
these suppliers on a case-by-case basis, subject to financial delegate approval.

>  Victorian Government Purchasing Board quotation/tender process — where specialist(s) is/are
required to assist Financial Audit or Performance Audit areas within VAGO, providing a
specialisation not covered by the Panel contractors, which involves adopting the Victorian
Government Purchasing Board's purchasing policies. VAGO has a “Guide to Procurement and
Purchasing” which provides comprehensive guidance in this process.

The Victorian Assistant Auditors-Generals within VAGO are responsible for determining the most
appropriate appointment process for any procurement, with subsequent approval from the Victorian
Auditor-General.

Our review indicates that VAGO has a comprehensive set of policies and procedures for managing the
process of appointment of private audit contractors and consultants.

Our review of sample audit contractors indicated the following matters:

Public Accounts and Estimates Committee ("PAEC™)
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Section 2 - Detailed Findings

Terms of Reference 8 (Cont’d)

FINDING / RECOMMENDATION 18: Evaluation of Private Audit Contractors and Consultants

Finding

Recommendations

Auditor-General

Comments

Finding:

(i) In VAGO's “Contract Manual”, Section
5.1, if the Victorian Auditor-General is
satisfied that an Audit Service Provider
(“ASP")specialist is not carrying out
their duties and functions in
accordance with the Audit Act 1994,
the terms and conditions of the
contract, or the performance standards
and guidance statements issued by the
Victorian Auditor-General, then the
Victorian Auditor-General may, with
notice in writing, terminate the
appointment forthwith.

We noted however there is no
formalised evaluation policy and
procedures for specialists engaged to
support Performance Audit in Section
5.1 of the Contract Manual, other than
discussion comments deposited in the
AmP database.

For Financial Audit, each of VAGO’s
tender evaluation panel members
assess each tender in isolation of each
member and then meet as a group to
discuss and sign-off on the final
evaluation matrix (signed by two panel
members). There is however no
documentation on recommendations of
each tender panel member prior to the
group discussion and agreement to
indicate independent decision prior to
the final decision;

(ii

=

(ili) The Performance Audit quotations for
the Irrigation Efficiency Program were
based on key selection criteria but did
not include scoring for each of these
criteria. The evaluation document only
specifies whether or not the criteria was
addressed;

Public Accounts and Estimates Committee (‘PAEC”)

Recommendations:

(i) In order to meet the strategy of

continuously improving VAGO's
systems, methodologies and
processes (Strategic Plan 2007-
08 to 2009-10), we suggest that
VAGO consider formalising a
criteria scoring basis for
evaluation of specialists
engaged by Performance Audit
and to further provide defined
documentary evidence for
sanctions or terminations
against contractors, where
appropriate;

(ii) We suggest that VAGO

consider maintaining records of
the individual independent
decisions of tender panel
members prior to the group
discussion, consensus
agreement and final sign-off.
This may provide evidence that
individual decision making was
independently made before a
consensus decision making is
determined;

(iii) We suggest that VAGO

consider further enhancing the
key selection criteria scoring
process for selection of
performance audit tenders and
that the process be aligned to
the methodology used for
financial audit tenders;

Performance Audit of Victorian Auditor-General and Victorian Auditor-General’s Office

Comment:
Accepted.

VAGO has a continuous
improvement process and
particular attention will be
paid to more
comprehensively
documenting rationale for
decisions.

Proposed Action(s):

Responsible Person
(Title):

Anticipated Completion
Date:
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Section 2 - Detailed Findings

FINDING / RECOMMENDATION 18: Evaluation of Private Audit Contractors and Consultants
(Cont’d)

Finding (Cont'd) Recommendations (Cont’d) Auditor-General
Comments (Cont’d)

Finding:

(iv) In the case of Financial Audit
tenders, we are cognisant that after a
tender box has been closed, a memo
is sent by the Victorian Assistant
Auditor-General to the Chief
Operating Officer to inform him of the
tender process and his
recommendation of the preferred
tenderer. This memo (titled the
Tender Evaluation Report”) requests
for COO’s approval for Directors of
Financial Audit to contact the relevant
parties to confirm that there are no
conflicts of interests. The Tender
Evaluation Report also confirms that
no late tender responses were
received.

In the case of tender TR13, there
was no documentary evidence in the
tender register to indicate that the
tender box was closed at the
advertised time, when the tender box
was removed from its designated
location.

(v) The tender register for TR13 (see
also [iv] above), did not correspond
with TR13's tender evaluation matrix.
The tender register included a
submission which was not actually
made by a professional firm. We
have obtained evidence that that
professional firm indeed did not
submit a response for the TR13
tender.

Public Accounts and Estimates Committee ("PAEC”)

Recommendations:

Comment:

(iv) We suggest that a time stamp

and sign-off be indicated on the
tender register to provide
documentary evidence that a
tender box had been closed,
removed from its designated
location at the appointed time and
no late tender responses were
received;

(v) We suggest that VAGO consider

cross-checking the tender register
against the tender evaluation
matrix to confirm that all tenders
received have been accounted for
and evaluated accordingly in the
tender evaluation matrix.
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Below is a matrix of financial delegations used by VAGO for meeting expenses and obligations
relating to operational arrangements, i.e. including approving contracts or tenders.

Table 39: Financial Delegations — Other Delegations : Standard Form Agreements

Approve Contracts or Tenders Victorian Auditor-General Unlimited
Approve Purchase Orders for Contracts or Tenders Chief Operating Officer, Victorian Unlimited
Approved by the Victorian Auditor-General Assistant Auditor-Generals,

Executive Director Corporate

Services

Approve Purchase Orders for Contracts or Tenders Not COO <$250,000
Approved by the Victorian Auditor-General
Approve Purchase Orders or Contracts for Tenders Not Victorian Assistant Auditor- <$100,000
Approved by the Victorian Auditor-General. Generals, Executive Director

Corporate Services

Approve Purchase Orders or Contracts for Tenders Not Directors <$20,000
Approved by the Victorian Auditor-General.

Source: Fin14, Financial Delegations, Approved by Auditor-General on 22 June 2009.

This financial delegations matrix is in line with Section 7D(3) of the Audit Act 1994.

Section 7D(3), Audit Act 1994: » :
,Desp:te anythmg fo the conirary in the Fmanclal Management Act 1994 or ln regulattons or directfans ' dert at ';:

necessaiy for the performance of the functions of the Victorian Auditor-General’s Office.

The financial delegations for the Chief Operating Officer, Victorian Assistant Auditor Generals,
Executive Director Corporate Services have no limits to their thresholds for creation of purchase
orders for contracts approved by the Auditor-General ("“AG”). As a matter of prudence, we suggest that
this operating mode! be re-considered.

Public Accounts and Estimates Committee ("PAEC”)
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Terms of Reference 8 (Cont’d)

FINDING / RECOMMENDATION 19: Delegations of Authority — Threshold Limits

Finding Recommendations Auditor-General
Comments

Finding: Recommendations: Comment:
Not accepted.

We note that VAGO has We suggest that VAGO consider reviewing its The delegations of
provided unlimited thresholds  financial delegation thresholds in particular. authority specifically
to the Chief Operating separate out the approval

Officer, Victorian Assistant
Auditor-Generals, Executive
Director Corporate Services

to tender and the
approval to purchase —
the Assistant Auditor-

Generals’ approval to
purchase is limited by the
tender approval.

to approve purchase orders
for tenders approved by the
Victorian Auditor-General.

Contract audit services in
Victoria have continued to
increase annually and has
reached a total of $11.2
million for the financial year
ended 30 June 2009 ($10.2
million for the financial year
ended 30 June 2008), an
increase of 9.9%.

Public Accounts and Estimates Committee (‘PAEC”)
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2.9 Determine the scope, quality and effectiveness of the internal audit function
within the Victorian Auditor-General's Office [Terms of Reference — 9]

Observations

in order to determine the scope, quality and effectiveness of the internal audit function within VAGO,
we ascertained whether VAGO complies with the requirements of Directions 4 and 7 of the Minister for
Finance under the Financial Management Act 1994, in particular:

a) Audit Committee

We ascertained that an Audit Committee has been properly constituted and has a membership that is
consistent with the criteria specified in Standing Direction 2.2 of the Minister for Finance.

The Audit Committee has functioned within the parameters of a Charter, which has been approved by
the Audit Committee and provided to each member of the Audit Committee. It has had direct access
to:

internal and external auditors;

The Victorian Auditor-General;

The Chief Financial Officer (“CFO”); and
VAGO’s Senior Management Group (“SMG”).

v v v v

As at 5 February 2010, the Audit Committee members comprising Mr Mark Anderson (Chair), Ms
Deirdre O’'Donnell, Prof Kerry Jacobs and Ms Joanna Perry.

The Audit Committee Charter was last reviewed and revised in February 2010. The Audit Committee
Charter is reviewed on an annual basis.

A self assessment by the Audit Committee was last completed and submitted to the Audit Committee
on 24 October 2008.

Standing Direction 4 of the Minister for Finance under the Financial Management Act 1994:

A Public Sector Agency must establish robust and transparent financial governance policies and procedures directed to the
oversight of its financial management which shauld be incorporated as fundamental elements of a Public Sector Agency’s
overall governance framework.

Particular attention must be paid to the systems of financial reporting, risk mariagement, internal coritrol and the adequacy of
management reporting.

Standing Direction 7 of the Minister for Finance under the Financial Management Act 1994:

Each Public Sector Agency must, unless an exemption has been obtained, establish and maintain an adequately resourced
independent internal audit function appropriate to the needs of the Public Sector Agency. Government Departments are riot
eligible for an exemption.

Public Accounts and Estimates Committee (“PAEC™)
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b} Internal Audit function

An internal audit function exists and works within the parameters of a Charter and internal audit plan,
both of which have been approved by the Audit Committee and are consistent with the requirements
of the Directions of the Minister for Finance. Private meetings with the internal auditors have been held
at least once in the last 12 months.

Our review of the scope, quality and effectiveness of the internal audit function within the Auditor-
General’s office found that there were some concerns raised by the Audit Committee (as per minutes
of the Audit Committee meeting held on 19 June 2009) relating to:

mismatch of ratings against summary reports;
lack of overall rating in the reports;

unclear meaning of “satisfactory” on a rating; and
the appropriateness of applied ratings.

v v v v

We have reviewed the minutes of the Audit Committee meeting held on 5 February 2010, and
ascertained that the internal auditors confirmed that previous issues have been tracked and
satisfactorily completed, apart from one low risk issue.

In addition, we have identified from the Strategic Internal Audit Plan 2007-2010 and minutes of the
Audit Committee meeting held on 24 October 2007 that the following risks were specifically excluded
from internal audit activity:

> Mismanagement of Occupational Health and Safety (Moderate Risk);
>  Stakeholder Relationships (High Risk).

No reasons were provided to support their exclusion in both the Strategic internal Audit Plan 2007-
2010 and the minutes of the Audit Committee meeting held on 24 October 2007.

Public Accounts and Estimates Committee (‘PAEC”)
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FINDING / RECOMMENDATION 20: Exclusion of High Risk from Internal Audit Activity

Finding Recommendations Auditor-General
Comments

Finding: Recommendations: Comment:

We have identified the following as a In order to manage risk appropriately Accepted.

“High” risk in the Strategic Internal Audit  within the risk appetite of VAGO as VAGO has a continuous
Plan 2007-2010: per VAGO's Risk Management improvement process and

Framework, mitigating controls and particular attention will be

Stakeholder Relationships ; . . . . paid to more

actions taken including audit activity comprehensively
Inappropriate strategle§ mn plface to should be adequately documented. documenting rationale for
manage stakeholders, including . . . decisions.
Parliament, PAEC, central agencies, Where residual risks remain, after
other clients and the opinions of the mitigating controls and audit activity
media and community groups may lead has been considered, then VAGO's Proposed Action(s):

management should assess whether
the residual risks are still acceptable.

to declines in stakeholder confidence
and result in a loss of credibility.

“High” risk is defined by the VAGO Risk  Full documentation should be

Management Guidefines as “Attention maintained for high .”Sks which are Responsible Person
required in short term, preferably within ~ Precluded from any internal audit (Title):

3 months. Executive management activity, including reasons.

oversight. Reporting to Senior Anticipated Completion
Management Group / Audit Committee Date:
on progress.”

However, this “High” risk was excluded
by the Audit Committee from internal
audit activity as per minutes for meeting
held on 24 October 2007. No reason
was given for the exclusion.

Public Accounts and Estimates Committee (‘PAEC”)
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The Internal Audit Status Report for June 2010 recorded the following management actions as
outstanding:

Table 40: Status of Internal Audit Recommendations
Internal Audit Review Risk Level & Status

Number of findings

1 Quality Assurance Process Low - one Management action not due yet.
Review (2010)

2 Financial Controls Review Low -one Management action not due yet.
(2008)

3 Key Financial Controls High — one; Management action not due yet.
Review (2010) Low - one

4 Information Security Review Not applicable Review in progress
(2010)

5 Human Resource Review Low - one Management action not due yet;
(2009)

Source: Internal Audit Status Report for June 2010 prepared by Protiviti Pty Ltd

Pubtic Accounts and Estimates Committee (“PAEC")
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Appendix 1.

GRAPH 1: ANALYSIS OF SURVEY OF VAGO STAFF CONDUCTED BY PKF
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Appendix 2.

SURVEY OF VAGO STAFF CONDUCTED BY PKF - QUESTIONNAIRE

2010

Dear Staff Member

Confidential Staff Engagement Survey June 2010

PKF Chartered Accountants & Business Advisers (“PKF”) has been engaged by the Public Accounts
and Estimates Committee ("PAEC”) on behalf of the Victorian Parliament to undertake a performance
audit of the Victorian Auditor-General and the Auditor-General's Office (“VAGO”).

As part of the audit planning process, PKF has met with PAEC and also representatives of VAGO
including the Auditor-General to discuss the performance audit process and this survey. An important
aspect of the performance audit is gauge the level of staff engagement within VAGO and to address
any concerns arising from the survey process.

It is important to note that this survey process will remain confidential within PKF and will only
be reported as part of a consolidated report to PAEC. No information will be attributed to any
individual within VAGO and individual surveys will NOT be provided to the Auditor-General,
VAGO management or PAEC. PKF has established an email account external to VAGO to
receive these surveys.

All staff members should forward their survey response to vago.staffsurvey@pkf.com.au no
later than Friday 25 June 2010. Alternatively, please send your completed form to:

VICTORIAN AUDITOR-GENERAL
STAFF SURVEY
CONFIDENTIAL

Mr David Lee

Manager

PKF Chartered Accountants and Business Advisers
Level 14, 140 William Street

MELBOURNE VICTORIA 3000

If you have any questions or queries please call David Lee (PKF Manager) on (03) 9603 1727 or 0413
808 998.

Public Accounts and Estimates Committee (“PAEC")
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Engagement Staff Survey

Name (Optional):

Title (Optional Information):

Business Unit (used to identify any systemic concerns or opportunities):

Survey Questions

-

Staff Response

Please include reasons supporting your response

1. | know what is expected of my
role.

] Strongly Agree

O Agree

] Disagree

O Strongly Disagree
Comments:

Public Accounts and Estimates Committee ("PAEC")
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Appendix 2 (Cont’

Survey Questions —l Staff Response |

Please include reasons supporting your response

2. | have the materials and
equipment needed to undertake

my role. 1 Strongly Agree
O Agree
O Disagree
] Strongly Disagree
Comments:

L L

Public Accounts and Estimates Committee ("PAEC")
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|7$urvey Questions Staff Response
Please include reasons supporting your response

-

3. My role expectations do not
change.

[ Strongly Agree
| Agree
O Disagree
O Strongly Disagree
Comments:

L |

Public Accounts and Estimates Committee (“PAEC™)
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Survey Questions

Staff Response

Please include reasons supporting your response

4. My role requires reasonable
effort to achieve required
outcomes.

] Strongly Agree

4 Agree

[ Disagree

O Strongly Disagree
Comments;

Public Accounts and Estimates Committee (“PAEC”)
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Appendix 2 (Cont

Survey Questions

Staff Response

Please include reasons supporting your response

5. In the last 3 months, | have
received recognition or praise for
doing good work.

O Strongly Agree

O Agree

O Disagree

O Strongly Disagree
Comments:

Public Accounts and Estimates Committee ("PAEC™)
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Survey Questions ] Staff Response

Please include reasons supporting your response

6. My supervisor seems to care
about me as a person.

O Strongly Agree

O Agree

O Disagree

| Strongly Disagree
Comments:

Public Accounts and Estimates Committee (‘PAEC”)
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Survey Questions

Staff Response

Please include reasons supporting your response

7. There is someone at work who
encourages my development.

O Strongly Agree

O Agree

0O Disagree

O Strongly Disagree
Comments:

Public Accounts and Estimates Committee ("PAEC")
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Survey Questions

Staff Response

Please inciude reasons supporting your response

8. At work, my opinions seem to
count.

d Strongly Agree

O Agree

O Disagree

O Strongly Disagree
Comments:

Public Accounts and Estimates Committee (“PAEC")
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Survey Questions

Staff Response

Please include reasons supporting your response

9. | feel my job is important.

O Strongly Agree

O Agree

O Disagree

O Strongly Disagree
Comments:

Public Accounts and Estimates Committee (‘PAEC”)
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Survey Questions

Staff Response

Please include reasons supporting your response

10. My associates / peers are
committed to doing quality work.

| Strongly Agree

| Agree

O Disagree

O Strongly Disagree
Comments:

Public Accounts and Estimates Committee (‘PAEC")
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Survey Questions

Staff Response

Please include reasons supporting your response

11. VAGO is achieving what |
believe it should.

(] Strongly Agree

O Agree

O Disagree

O Strongly Disagree
Comments.

Public Accounts and Estimates Committee ("PAEC”)
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Survey Questions

Staff Response

Please inciude reasons supporting your response

12. VAGO's role and standing has
changed positively over the last
3 years since the completion of
the previous performance audit
(conducted in 2007).

dJ Strongly Agree

O Agree

] Disagree

O Strongly Disagree
Comments:

Public Accounts and Estimates Committee ("PAEC™)
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Survey Questions

Staff Response

Please include reasons supporting your response

13. In the last six months, someone
at work talked to me about my
progress.

O Strongly Agree

Od Agree

O Disagree

[ Strongly Disagree
Comments:

Public Accounts and Estimates Committee ("PAEC")
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]
Survey Questions Staff Response
Please include reasons supporting your response
14. In the last year, | have had
opportunities at work to learn
and grow. O Strongly Agree
] Agree
O Disagree
] Strongly Disagree
Comments:
L _
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Survey Questions

Staff Response

Please include reasons supporting your response

15. 1 have enjoyed working for
VAGO over the last 3 years.

| Strongly Agree

I Agree

| Disagree

| Strongly Disagree
Comments:

Public Accounts and Estimates Committee (“PAEC™)
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]
Survey Questions Staff Response
LPIease include reasons supporting your response
16. | would recommend VAGO as a
preferred employer.

0O Strongly Agree

(] Agree

i Disagree

0 Strongly Disagree

Comments:

(I

Public Accounts and Estimates Committee ("PAEC”)
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—

Survey Questions

Staff Response

Please include reasons supporting your response

17. My financial rewards meet my
expectations.

O Strongly Agree

OJ Agree

| Disagree

d Strongly Disagree
Comments:

Public Accounts and Estimates Committee ("PAEC™)
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Survey Questions T Staff Response

Please include reasons supporting your response

18. | operate in an environment
where my stress levels can be

adequately managed. ] Strongly Agree
O Agree
d Disagree
| Strongly Disagree
Comments:

Public Accounts and Estimates Committee ("PAEC")
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GRAPH 2: ANALYSIS OF EX-VAGO STAFF SURVEY CONDUCTED BY PKF
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Appendix 4.

TABLE DESCRIPTION SECTION TERMS OF
NUMBER REFERENCE

1 Audit Mix, Financial and Performance Audits 2.1 1
2 Average Cost and Average Hours per Financial Audit and Performance 21 1
Audit
3 Performance Audit- Proposed Tabling Date vs. Actual Tabling Dates 2.1 1
3a PKF Analysis of Performance Audit Reports Tabled to Parliament 21 1
4 Performance Audit Name Changes 2.1 1
5 Acquittals of Performance Audits from Annual Plans 2.1 1
6 Management Committees of VAGO 2.1 1
7 Key Steps in Protocol Statement Between PAEC and AG for Timely 2.1 1
and Effective Consultation
8 Summary of Parliamentary and Client Surveys Conducted by VAGO 21 1
9 Opportunities for Improvement 221 2(a)
Performance Audits: Budgets vs. Published Costs 223 2(c)
10 Strategic Plan, 2010-11 to 2014-15 224 2{d)
11 Comparison of Strategic Plans 224 2(d)
12 Risk Materiality Rating Applied to Potential Audit Topics 2,25 2(e)
(Performance Audit)
13 Economic Materiality Rating 225 2(e)
14 Social and Environmental Materiality Rating 225 2(e)
15 Performance Audit: Audit Phases as a Percentage of Total Time 226 2(f)
Incurred
16 Staff Turnover, 2007-2010 227 2(g)
17 Selected Employee Statistics Compared to Other Jurisdictions 2,27 2(g)
18 Remuneration of Executives, 2009-10 227 2(g)
19 Staff Absenteeism {Sick Leave With/Without Certificate) 2.2.7 2(g)
20 WorkCover Leave 227 2(g)
21 Promotions, 2007-2010 227 2(g)
22 Analysis of VAGO Staff Respanses (% of Total Responses) 227 2(g)
23 Analysis of VAGO Former Staff Responses (% of Total Responses) 227 2(g)
24 2009 ACAG Survey of Parliamentarians 2298 2(i)
25 2009 ACAG Client Surveys -Performance and Financial Audits 229 2(i}
26 Performance Measures for Output Group 1 2.2.10 2(j)
27 Performance Measures for Output Group 2 2.2.10 2(j)
28 Pricing Reviews - Thendara Report vs BDO Report 22.13 2{m)
29 Selected Performance Audits 231 3(a)
30 Determination of Risk Level 231 3(a)
31 Likelihood Criteria 231 3{a)
32 Risk Consequence Criteria 231 3(a)
33 Qualifications and Experience of Performance Audit Staff 2311 3(k)
34 Financial AuditKPls 249 4(i)
35 Response Rate to Parliamentary Surveys, 2005-2009 2.6 6
36 Response Rate to Financial Audit Surveys, 2005-2009 2.6 6
37 Response Rate to Performance Audit Surveys, 2005-2009 2.6 6
38 Status of Actions Against Recommendations from 2007 Performance 2.7 7
Audit of VAGO
39 Financial Delegations - Other Delegations : Standard Form 2.8 8
Agreements
40 Status of Internal Audit Recommendations 2.9 9
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