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Five-year statistics

Office information

Victorian Auditor-General’s Office
Level 24, 35 Collins Street
Melbourne Vic. 3000

Telephone: (03) 8601 7000
Facsimile: (03) 8601 7010

Email: <comments@audit.vic.gov.au>
Website: <www.audit.vic.gov.au>

Hours of business: 8.30 am — 5.00 pm

Recognised excellence in public
sector auditing.

Improving performance and accountability
in the Victorian public sector.

We value:
® Respect
e Excellence
* Integrity.

We are committed to the following
behaviours that constantly uphold
our values:

e Working together

e Openness to new ideas

e | eading by example

¢ |Influencing change

¢ Celebrating successes

e Communicating honestly.

During 2006-07, we worked towards
achieving our objectives through:

* a high degree of accountability to Parliament
through our annual and corporate planning and
reporting functions, and in addressing issues raised
in external reviews

e producing value-adding parliamentary reports
and services

¢ delivering audit reports on financial statements
to high professional standards

¢ managing our Office to deliver our internal and
external products and services effectively and
efficiently

e careful financial management and monitoring of
our approved annual budget.
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onapshot of our Office

Our history

The Victorian Auditor-General’s Office was
established in July 1851. The Office plays a key role
in providing Parliament and the Victorian community
with assurances on the financial integrity of the
State.

In the early 1980s, our financial statement auditing
responsibilities were expanded to include
performance auditing, which evaluates whether
public sector agencies use their resources
economically, efficiently and effectively, to meet their
objectives.

In 2000, legislative changes relating to the
appointment, independence and tenure of the
Auditor-General were enshrined in the State’s
Constitution Act 1976.

Principal legislation

e The Constitution Act 1975, Division 3, Part V —
governs the appointment and independence of
the Auditor-General.

e The Audit Act 1994 — defines the powers and
responsibilities of the Auditor-General.

Audit responsibilities

The Auditor-General is responsible for:

e auditing the Annual Financial Report of the State

® reviewing the Estimated Financial Statements
within the State budget papers

e conducting financial statement audits for 631
State public sector organisations, including
Parliament, government departments, public
bodies, educational institutions, public hospitals
and municipal councils

e undertaking wide-ranging performance audits
concerned with the economic, efficient and
effective use of public resources applied to
achieve public program objectives

® investigating instances of waste, probity or lack
of financial prudence in the use of public
resources

e reporting the results of audits to Parliament in an
objective, competent, insightful and timely manner.

Operating environment

The agencies we audit:

e carn approximately $51 billion in revenue

e incur approximately $45 billion in expenditure
e hold over $185 billion in assets

e employ over 230 000 staff.

Available resources

At 30 June 2007, we:

e had 141 in-house staff (155 at 30 June 2006)

e engaged 30 audit service providers (32 during
2005-06)

e received $27.877 million in funding from
Parliament ($26.547 million in 2005-06).

Letter of transmittal

VAGO

Victorian Auditor-General’s Office
Auditing in the Public Interest

The President
Legislative Council
Parliament House
Melbourne Vic. 3002

The Speaker
Legislative Assembly
Parliament House
Melbourne Vic. 3002

Dear Presiding Officers

| am pleased to transmit, in accordance with section 7B of
the Audit Act 1994, my Annual Report of the Victorian
Audlitor-General’s Office for the year ended 30 June 2007
for presentation to Parliament.

Yours sincerely

DDR Pearson
Audiitor-General

August 2007
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Highlights for 2006-07

Accountabllity to Parliament

Tabled our 2007-08 Annual Plan in Parliament

on 20 June 2007 (see page 7).

Received a Gold Award for our 2005-06 Annual
Report (see page 8).

Completed our 3-year corporate plan
(see page 9).

Developed a proposed 3-year strategic plan

(see page 11).

Parliamentary reports and
services

Tabled 16 reports in Parliament (target 16)

(see page 14).

Achieved a 90 per cent overall satisfaction rating
from Members of Parliament surveyed about our
reports and services (see page 24).

Agreement by audited agencies with 86 per cent
of our recommendations (see page 26).

Audit reports on financial
statements

Improved the timeliness of issuing our audit
opinions within statutory deadlines (from 96 per
cent in 2005-06 to 98 per cent this year

(see page 36).

Improved the timeliness of issue of our
management letters within our targeted time
frame from 70 per cent in 2005-06 to 79 per
cent this year (see page 37).

Financial summary

Operating revenue

Operating expenses

Total assets

Total liabilities

Surplus

Net equity

Managing our Office

Re-aligned our Office structure, and some senior

management positions (see page 43).

Introduced a new corporate identity for the Office
(see page 52).

Upgraded and enhanced our audit
methodologies (see page 53).

Progressively enhanced our people management
framework and guidance, and our learning and
development program (see pages 56 and 59).
Successfully relocated to new premises, with a
focus on reducing the environmental impacts of
our activities (see page 61).

Financial management

Our net financial result for the year was a surplus
of $957 836 ($909 074, 2005-06) (see page 64).
Financial audit fee income for the year was
$15.749 million ($14.996 million, 2005-06)

(see page 64).

Upgraded our financial management and
reporting software (see page 66).

2005-06 2006-07 Change
($:000) ($'000) (%)
26 739 28 013 A48
25830 27 055 A 47
12177 13 469 A10.6

4633 5 006 A 8.0
909 958 A 54
7 545 8 463 A12.2



Auditor-General’s
Review, 2000-07

“Overall, our 2006-07 year
has been a positive and
successtul one. We achieved
much in meeting many or our
largets, and we continued to
perform at high levels
throughout the year ...”

Change at the top — New
organisational focus

My first 9 months as Victorian Auditor-General have
been full of challenge and change, and personal
satisfaction.

Following my appointment in October 2006, | quickly
set about to more closely familiarise myself with the
Victorian public sector environment, and held
numerous discussions with senior public sector
officials, departmental secretaries and Members of
Parliament.

My discussions proved invaluable in setting my
agenda - and that of the Victorian Auditor-General’s
Office - for the immediate and medium-term future.
As an Office, we have instituted a number of
organisational changes in the way we are structured
to deliver our products and services, and we have
sharpened our focus on delivering meaningful
products and services to Parliament, and to our
stakeholders.
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Accountability to Parliament

The 2006-07 year brought to an end our 3-year
corporate plan, and we have included in this annual
report a list of achievements against the targets we
set. We also continued to refine our strategic planning
processes, and are currently completing the
framework for our 3-year strategic plan, to
commence in 2007-08. Our annual plan for 2007-08,
while concentrating on the year ahead, also included
(for the first time) information on prospective audit
topics through to 2010-11.

| was pleased to see the Office’s 2005-06 Annual
Report receive a Gold Award from the Australasian
Reporting Awards in June 2007. The award
recognises the highest standard of reporting, and it
was particularly pleasing to see the annual report (our
key accountability report to Parliament)
acknowledged as a model for other public sector
organisations.

During 2006-07, we continued to act on the findings
of a 2004 independent performance audit of the
Office. | view these performance audits of the Office
as a positive input to our future operations, and while
the 2004 audit identified a number of issues which
warranted improvements or changes in direction, we
have gradually addressed these issues, and now
consider ourselves to be well placed to meet the
challenges ahead.

Parliamentary reports and
services

Undertaking audits and delivering value-adding and
pertinent reports to our prime client, Parliament, is a
key output of the Office. We set ourselves a target of
having 16 reports tabled in Parliament, and we
achieved our target. We still have some work to do in
meeting targets associated with timeliness, and we
have introduced a number of strategies to help us
improve our performance in these areas. Overall, we
achieved a 90 per cent satisfaction rating from
Members of Parliament who were surveyed about our
reports and services.

We continued to provide a range of services to
Parliament and to our stakeholders, including regular
interaction with the Public Accounts and Estimates
Committee, parliamentary committees, Members of
Parliament, professional organisations and other audit
offices. Our program of parliamentary briefings to
Members following the tabling of our reports
continued, and increasing attendances and
favourable feedback from Members is heartening.

Audit reports on financial
statements

During the year, we worked towards achieving our
targets in delivering our financial statement audit
services to our audit clients. Our prime indicators of
cost, quantity, timeliness and quality were
substantially met.

Our audit service providers continued to deliver
quality services on our behalf to 70 per cent of our
audit clients.

This year’s client survey results reinforce the need to
focus on fostering productive relationships with our
audit clients, by informing them better and engaging
early and consistently on audit issues and findings.

Managing our Office

We experienced considerable change in our senior
organisational structure with a number of departures
and commencements. Essentially, we now have a
new Senior Management Group in place, and some
realignment of organisational responsibilities have
been made to help us meet the future aims and
directions of the Office.

On the audit operations side, the software tools we
use to conduct our financial statement and
performance audits were enhanced during the year.
The financial audit toolset, which was jointly
developed with the Queensland Audit Office, was
successfully implemented in the Tasmanian Audit
Office and the ACT Auditor-General’s Office. In
addition, a number of other audit jurisdictions have
expressed an interest in the toolset. It is important
that we remain at the forefront in the way we go
about our audit work, and | am confident that these
enhancements will ensure successful results for our
Office and for our audit clients.
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Financial management

Practising what we preach is foremost when it comes
to the efficient financial management of our Office.
Our strong financial position reflects our continued
focus on responsible financial and resource
management.

Acknowledgement of
former Auditor-General,
Wayne Cameron

Wayne Cameron’s term as Auditor-General
concluded in September 2006. Initially, he presided
over a tumultuous time in the Office’s history, with
significant changes to the audit legislation which re-
established the Office and the former Audit Victoria
into the one organisation. His term as Auditor-General
was characterised by many developments which
contributed to a number of improvements to the
operations of the Office. On behalf of the Office, |
wish to thank Wayne for his contribution to the
Victorian Auditor-General’s Office during his 7-year
term.

Appreciation

| wish to express my appreciation to our staff for their
patience and understanding during this year of
change. | realise only too well that change can bring
with it uncertainty and apprehension, but | have
witnessed a willingness and enthusiasm by staff to be
part of our reinvigorated organisation. Not only did
staff contribute to our many successes, innovations
and corporate ideals, but they performed at high,
professional levels and were unswerving in their
commitment and professionalism to get the job done.

Overall, our 2006-07 year has been a positive and
successful one. We achieved much in meeting many
of our targets, and we continued to perform at high
levels throughout the year, considering it was a
transition year with changes in senior staff,
organisational realignments and setting a new
strategic direction for the future.

| thank all staff most sincerely.

Our future

| firmly believe that we have now set a clear course to
not only continue to deliver our agreed outputs to the
highest levels of professionalism, timeliness and cost-
efficiency, but that we have the organisational
structure to deliver what is expected of us. Our
proposed 2007-08 to 2009-10 Strategic Flan sets
out our objectives for the future, and | look forward to
reporting our successful performance against the
plan over the coming years.

DDR Pearson
Auditor-General

August 2007
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Key achievements

e QOur 2007-08 Annual Plan was tabled in
Parliament on 20 June 2007 (see page 7).

e The Office’s 2005-06 Annual Report received
a Gold Award (see page 8).

¢ \We completed our 3-year corporate plan for
the period 2004-05 to 2006-07 (see page 9).

¢ We developed a proposed strategic plan to
guide our operations for the next 3 years
(see page 11).
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In this section ...

we provide summary information on our role, planning
functions and previous external assessment of our
performance. Also included is summary information
on the completion of our 2004-05 to 2006-07
Corporate Plan, and our proposed 3-year strategic
plan, commencing 1 July 2007.

Role of the Auditor-General 7
Performance against annual plan 7
Assessments of our performance 8
Completion of 2004-05 to

2006-07 Corporate Plan 9
Development of 2007-08 to

2009-10 Strategic Plan 11

Assurance and
Accountability



ACCOUNTABILITY TO PARLIAMENT

Role of the
Auditor-General

The Victorian Auditor-General is an officer of
Parliament. The State’s constitution enshrines
provisions for the appointment, tenure and
independence of the position. Parliament’s Public
Accounts and Estimates Committee (PAEC)
recommends the appointment of the Auditor-General,
and only a resolution of both Houses of Parliament can
remove him/her from office.

The Auditor-General has a legislative mandate under
the Audlit Act 1994 to provide an audit opinion on the
annual financial statements of around 650 agencies,
and on the Annual Financial Report of the State, and
report the results of these audits directly to Parliament.
In addition, the Auditor-General is able to undertake
performance audits to determine whether:
® agencies are achieving their objectives
® agencies’ operations and activities are being
performed effectively, economically and efficiently
e financial benefits given by a government agency to
non-government bodies are being applied
economically, efficiently and effectively.

While much of the work of the Auditor-General is
directed towards assuring Parliament of the soundness
of past public sector performance, the Office also
consults with agencies to help them improve their
future performance.

Performance against
annual plan

Under section 7A of the Audiit Act 1994, the Auditor-
General must prepare an annual plan and present it to
Parliament, following consultation with the PAEC. This
reinforces the special relationship between the Auditor-
General and Parliament. It recognises that the legislative
independence and autonomy of the Auditor-General
also requires accountability directly to Parliament.

Our 2006-07 Annual Plan was presented to Parliament
on 18 July 2006. The plan documented our key
outcomes and outputs, strategic influences on the
public sector and areas of major audit interest for
2006-07.

This annual report presents our achievements against
the 2006-07 Annual Plan.

The 2007-08 Annual Plan was tabled in Parliament on
20 June 2007. Performance against this plan will be
documented in the 2007-08 Annual Report.

Outputs and products

Under Victoria’s output management system, the State
budget allocates resources to the Office according to
the outputs to be delivered. Our outputs and
associated products fall into 2 output groups:

e Parliamentary reports and services

e Audit reports on financial statements.

The following diagram links our planning functions with
our outputs.
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PLANNING FUNCTIONS, KEY OUTPUTS AND CLIENTS

Key Outputs
a

Oltlines tg
Usiness group

: Work prox
intended work ;ndgram

program for the | improvement
year, including strategies
proposed | complementing
performance the strategic

: i jectives
it topics lan objectl
aud P o strateg'es

Outlines the Outlines the

Office’s Office’s

purpose,
objectives and

strategies

covering a
3-year period

Output group 2:
Audit reports on
financial statements

Output group 1:
Parliamentary reports
and services

Government

departments Public Accounts and

Estimates Committee
Public sector

: Parli i
agencies lamentarians

Assessments of our performance

Report of independent
performance auditor,
December 2004

The Audiit Act 1994 requires a person to be
appointed by Parliament, on the recommendation of
the Public Accounts and Estimates Committee
(PAEC), at least every 3 years to conduct a
performance audit of the Auditor-General and the
Office. In June 2007, the PAEC appointed Mr John
Phillips of Acumen Alliance, a member of the Oakton
Group, to perform this audit.

The report of the previous performance audit, which
was also undertaken by Mr Phillips, was tabled in
Parliament in December 2004. Our 2005-06 Annual
Report provided data on the status of actions taken
to implement the recommendations of this audit at
30 June 2006. Appendix 1 of this annual report
shows the updated status of actions at 30 June 2007
for recommendations which were in progress at

30 June 2006.

Gold Award for 2005-06
Annual Report

Qur 2005-06 Annual Report received a Gold Award
at an awards ceremony held in Melbourne in June
2007.

The awards, hosted by Australasian Reporting
Awards (ARA) Inc., seek to promote excellence in
annual reporting through the publication of
informative and factual annual reports. Entries in the
awards are received from Australasian-wide listed
companies, government agencies, community groups
and not-for-profit organisations.

The Gold Award represents the highest standard of
excellence in reporting.



ACCOUNTABILITY TO PARLIAMENT

Our 2005-06 Annual Report was praised for
achieving a high level of compliance against the ARA
criteria, and for presenting a comprehensive
accountability document which emphasises our
important value-adding and “watchdog” role in the
Victorian public sector.

The Office is very proud of its achievement in
producing an annual report which is
acknowledged as a model for public sector
organisations.

Receiving the Office’s Gold Award for its 2005-06 Annual
Report — from left, David Reia, John Olesky, Des Pearson
and Stan Odachowski,

Completion of 2004-05 to 2006-07
Corporate Plan

The 2006-07 year marks the end of our current 3-year corporate plan. Set out below is our record of
achievement against our 5 key target areas of the plan.

ACHIEVEMENT AGAINST OUR CORPORATE PLAN, 2004-05 TO 2006-07
Target Achievement
1. IMPROVED REPORTING

® Enhance the impact of our reports ® The adoption of plain English principles to our reports is reflected in the

through improved presentation and results of the 2006-07 client surveys. Eighty-five per cent of audited
use of plain English principles. agencies agreed that the final audit report clearly communicated the audit
findings and issues.
® Review performance information ® |[ssue of audit opinions on non-financial performance indicators for
compiled by public sector agencies agencies and institutes in the local government, water, and technical and
and report the results to further education (TAFE) sectors.
Parliament.
® \Widen coverage in reports of ® The volume and quality of our audit reports is a strong indicator of the wide
emerging issues impacting across, coverage by way of topics and issues. Over the past 3 years, the Office
or within, government sectors. has reported on topics which have covered a wide range of government
activities, as well as regular audit reports on the financial health of the
State.
® Make our post-tabling report e Following the tabling of Office reports, invitations are made to Members of
briefings more useful to Members Parliament to receive report briefings. The 2006-07 parliamentary survey
of Parliament. shows that 42 per cent of all contacts between Members and the Auditor-

General have been via attendance at these briefings. Feedback on the
usefulness of the briefings is always positive, and attendance has been
progressively increasing.

2. DELIVERING AN EFFECTIVE PRODUCT MIX

® Select products that target the best  ®  The Office’s major outputs, which comprise parliamentary reports and audit

public benefit outcomes within reports on financial statements (and non-financial indicators), continuously
agencies, sectors and across serve to provide assurance to clients regarding their financial wellbeing and
government. reinforce the importance of economy, efficiency and effectiveness.

® Deliver products that drive e The Office has made a concerted effort to develop and deliver products
improvement and provide guidance which assist in better educating clients on improving public sector
to decision-makers, and be flexible management. In recent periods, these have included occasional papers,
in choice of products to best fulfil good practice guides and model financial statements.

our purpose.
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ACHIEVEMENT AGAINST OUR CORPORATE PLAN, 2004-05 TO 2006-07 — continued

Target Achievement

Influence key public sector
improvement initiatives.

Be leaders by using our knowledge

and expertise to achieve long-term
improvement in public sector
performance.

Collaborate with stakeholders to
inform debate on contemporary
matters and advance the quality of
management practices.

Have the highest standards in
service delivery to agencies.

Develop robust communication
links with agencies to support
understanding and awareness of
our role and products.

Strengthen professional
relationships with senior
management, boards and audit
committees.

Maintain best practice audit
methodologies and practices.

Share knowledge and information
effectively.

Continually improve our business
systems and resource
management.

Nurture staff and provide quality
learning and development
opportunities.

3. SHAPING AWARENESS AND DIRECTION IN THE PUBLIC SECTOR

The Office works closely with central government agencies, peak bodies
and individual agencies in areas such as drafting legislation, new proposals
for financial management and intended changes to financial reporting
frameworks.

Staff are often sought out as guest speakers and presenters at both
conferences and forums. International delegations visit to explore topics
related to public sector auditing and how they affect public sector
performance.

Senior staff, including the Auditor-General, are contributing members to
professional bodies and working parties within the accounting and auditing
profession. Examples include the Australian Accounting Standards Board
(AASB), the Public Sector Accounts Committee of CPA Australia and the
International Committee of the Board of CPA Australia.

4. WORKING WITH AGENCIES TO OPTIMISE OUR EFFECTIVENESS

Our recently improved client survey project shows that 71 per cent of
agencies subject to major performance audits are satisfied with the
process, quality and value provided. Seventy-three per cent of financial
audit clients are satisfied overall with the audit experience. Both these
ratings compare favourably with standards achieved nationally by other
offices of Australian Auditors-General.

The development of a quarterly newsletter titled Auditing in the Public
Interest is an important feature of the Office’s education and awareness-
raising initiative. The newsletter is published to provide information to public
sector agencies and departments on recently reported major audits and
current developments in financial disclosure and reporting.

Assignment of specific portfolios to directors and managers in financial
audit over given periods improves continuity of relationships in providing
audit services. This also entails regular attendance at audit committee
meetings with agencies. Sector relationships have also been strengthened
with presentations provided to various sector groups, including the health,
local government and water sectors.

5. STRENGTHENING OUR BUSINESS PROCESSES AND ORGANISATIONAL CAPABILITY

Having sound and robust audit methodologies is a critical business
imperative. New audit methodology tools have been developed relating to
both performance and financial auditing. These have been recognised by
some audit offices as best practice tools within the public sector auditing
environment.

The Office has in place dedicated systems and practices to foster
knowledge and information sharing. Our record keeping system makes
correspondence, policies and strategic documents readily accessible by all
staff. Our audit methodology tools within financial and performance audit
enable staff to incorporate and share critical client information to improve
the quality and cost-effectiveness of audit work.

The introduction of the Office’s Management and Reporting System
(MARS) has impacted positively on how the Office manages its business
processes. Recently, MARS has been converted to a web-based system
allowing a more user-friendly interface.

The Office provides a comprehensive annual training program which is
underpinned by its learning and development framework.
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ACHIEVEMENT AGAINST OUR CORPORATE PLAN, 2004-05 TO 2006-07 — continued

Target Achievement

5. STRENGTHENING OUR BUSINESS PROCESSES AND ORGANISATIONAL CAPABILITY - continued
® \/alue and celebrate staff and team e The Office has instituted a reward and recognition program which
achievements. recognises staff and team achievements, in the areas of:
® Projects
® New ways of doing business
® (Qutstanding service delivery
® FEnhancing corporate culture.
® Encourage all staff to live our ® Demonstrating professionalism by our staff in terms of organisational
values and share a common values and behaviours is encouraged through the Office’s performance
purpose. management framework.

Development of proposed 2007-08 to 2009-10

Strategic Plan

We have developed a proposed strategic plan to
guide our operations for the next 3 years. The new
plan sets out our objectives, how we intend to
achieve them and our key performance indicators.

We have identified 5 key result areas to help us fulfil

our purpose. These are:

e Reports and advice — To be authoritative and
relevant
Parliament — To be highly regarded by Parliament
Clients — To foster productive relationships with
audit clients
People — To be an employer of choice
Organisation — To be innovative and cost-
effective.

We have also identified a number of indicators to
measure our success in attaining our objectives.

Qutlook for 2007-08

In the coming year, we will:

e finalise our 2008-09 Annual Plan by June 2008

® Dbe proactive in responding to the results of the
2007 independent performance audit

® aim to maintain an award winning standard for
our annual report

® successfully implement our new 3-year strategic
plan.

11
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In this section ...

we provide details of our Output group 1:
* We tabled 16 reports in Parliament (target 16) Parliamentary reports and services — How we
(see page 14). went about delivering a range of parliamentary
reports and services, together with associated

e \We achieved a 90 per cent overall satisfaction — : :
performance indicator information.

rating from Members of Parliament surveyed

about our reports and services (see page 24). - .
Delivering parliamentary reports 18

¢ \We implemented a new, nationally benchmarked : .
client satisfaction survey. Our 2006-07 result Parliamentary services 26
of 71 per cent overall satisfaction compares
favourably with other Australian audit offices
(see page 25).

e Agencies subject to major audits agreed with
86 per cent of the recommendations in our
reports (see page 26).

¢ \We reviewed and updated the style and
structure of our parliamentary reports to
reflect a more contemporary approach
(see page 26).

¢ \We received positive feedback on our
parliamentary report briefings from Members
of Parliament (see page 27).

Assurance and

12 ANNUAL REPORT 2006-07 Accountability



PARLIAMENTARY REPORTS AND SERVICES

Delivering parliamentary reports

The Victorian Auditor-General produces a range of This year, the Office also presented 3 omnibus
reports that address issues of interest to the reports containing the results of other audits that
community, for tabling in Parliament. The reports focused on specific issues in the public interest.

cover performance audits, both broad and limited in
scope, focusing on the efficiency and effectiveness of
publicly-funded activities or probity and compliance,
as well as follow-ups of performance audits
previously conducted; an annual assessment of the
State’s finances; and observations arising out of the
preceding June and December financial statement
audit rounds.

The following table shows our performance for the
Parliarmentary reports and services output group
(Qutput group 1) against our 2006-07 targets.

Performance against output targets

Target Achievement Target

Performance measures 2006-07 2006-07 2007-08
Cost

Delivering reports and services (see page 13) ($m) 11.28 11.63 11.62
Quantity

Major audit reports (see page 14) (no.) 16 16 16
Timeliness

Finishing reports within time frames (see page 24) (%) 100 81 90

Acknowledging inquiries from Members of Parliament and the

public within 7 days, and responding within 4 weeks (see page 27) (%) 95 85 95
Quality -

External satisfaction with major audit reports (see page 25) (%) 80 @71 80

(@) New survey method for 2006-07. ——

Cost targets

The following table shows our performance by individual products against our 2006-07 targets.

Target Actual
Product 2006-07 2006-07
($m) ($m)
Parliamentary reports

Performance and other audits, and results of annual financial statement audits 9.47 9.57
Report on the State’s finances 0.40 0.35

Parllamentary services
Assistance to Parliament 0.32 0.35
Responding to inquiries from Members of Parliament and the public 0.22 0.35
Contributions to enhancing accountability 0.74 0.89
Liaison with international and interstate organisations 0.10 0.10
Examination and certification of warrants 0.03 0.02
Aggregate output costs 11.28 11.63

13
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Quantity targets

During 2006-07, we met our target of 16 reports
tabled in Parliament, including 13 performance audit
reports - an improvement on the previous year

(12 performance audit reports). The following table
shows our performance for each audit type against
our 2006-07 targets.

Target Actual Target
Audit type 2006-07 2006-07 2007-08
Performance
audits 13 13 13
Other 2 2 2
Examination of the
State’s finances 1 1 1
Total 16 16 16

Commentary on the reports tabled in 2006-07,
including performance audit reports, other
parliamentary reports prepared at the end of each
financial audit cycle and report on the results of each
audit round, and the audit on the examination of the
State’s finances, follows.

Performance audits — Themes and

activity

The following information on performance audits

tabled during 2006-07 is presented under 3 strategic

influences impacting on the public sector that were

used by the Office as part of its environmental

scanning process for the preparation of annual plans

to 30 June 2007. The strategic influences are:

® meeting community needs

e public sector capability and resources

e sound economic, financial and performance
management and accountability.

Meeting community needs

Condition of Public Sector Residential Aged Care Facilities (August 2006)

This audit focused on determining the condition of
Victorian public sector residential aged care facilities,
and the effectiveness of the Department of Human
Services’ (DHS) management to ensure that the
facilities meet relevant standards.

VALUE-ADDING FEATURES OF THIS REPORT

The audit found that DHS needed to strengthen its
stewardship and coordination efforts to encourage
agencies that manage and operate public sector
residential aged care facilities to provide infrastructure
that contributes to the delivery of high quality care to
residents.

Improved resource
management

Improved accountability and
transparency

Improved operational
procedures

We recommended that DHS
encourages agencies that control public
sector residential aged care facilities to
develop and implement strategies
and/or works to ensure that risks
associated with failing, inadequate or
obsolete infrastructure are mitigated.

We recommended that DHS introduces
a periodic review of compliance of
public sector residential aged care
facilities with the Commonwealth’s
certification requirements, to ensure
that standards applicable to those
facilities are met.

We recommended that the Department
of Human Services (DHS) reviews the
level of State funds provided to public
sector residential aged care agencies
for maintenance.

Giving Victorian Children the Best Start in Life (May 2007)

determine whether the initiatives directly contributed
to increased participation in maternal child health and
kindergarten services.

This audit assessed whether 3 Department of Human
Services (DHS) initiatives (municipal early years plans,
Best Start, and children’s centres) had improved
access to services for children aged 0 to 5, and for

" A The report indicated that DHS needs to further
families at risk.

develop its performance measurement and evaluation
framework to ensure that it is better placed to assess
the effectiveness of its initiatives. DHS also needed to
improve its targeting and monitoring of vulnerable
clients.

While the report highlighted that there was some
qualitative evidence that the initiatives had improved
access and participation in children’s early years
services, there was insufficient quantitative data to
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VALUE-ADDING FEATURES OF THIS REPORT

Improved resource Improved accountability and Improved operational

management transparency procedures

We recommended that the Department We recommended that DHS reviews its We recommended that DHS develops

of Human Services (DHS), in partnership initiatives’ indicators so that they guidance for service providers covering
with service providers, establishes a measure achievements against the the classification of vulnerable clients to
common statewide database system for initiatives’ objectives, particularly for improve data collection and analysis of
early childhood services across the improved access and participation. this key group.

State, including improved monitoring of
vulnerable clients to assist in the
development of targeted programs in
local areas of need.

Promoting Better Health Through Healthy Eating and Physical Activity (June 2007)

This audit assessed whether the Government's However, the audit also found that these efforts had
investment in health promotion had encouraged not significantly slowed the increase in obesity, and
Victorians to adopt healthier diets and lifestyles. that the approach to health promotion needed to be

strengthened by improving the evidence base for
programs, and better coordinating plans and
activities across government.

The audit found that the growing importance of
obesity had been recognised in Victoria and agencies
had acted to address these risks by better planning
and coordinating their activities.

VALUE-ADDING FEATURES OF THIS REPORT

Improved resource Improved accountability and Improved operational

management transparency procedures

We recommended that the Go For Your ~ We recommended that the We recommended that DHS reviews the

Life secretariat coordinates the Department of Human Services current Go For Your Life governance

development of a comprehensive planto  (DHS), VicHealth, the Department of arrangements and makes

address unhealthy eating, physical Victorian Communities and the recommendations on the arrangements

inactivity and obesity for Victoria. Department of Education work needed to deliver effective whole-of-
collaboratively to improve the government programs to reduce obesity.

evaluation of the health promotion
projects they fund to address
unhealthy eating and physical
inactivity.

Public Hospital Financial Performance and Sustainability (June 2007)

The financial viability of its public hospital system is State budget funding of programs targeted at

one of the State’s key risks. Victoria’s public hospitals demand management and financial sustainability has
had an annual turnover in excess of $7 billion in contributed to this general improvement. However,
2005-06, and managed assets totalling some this funding, a feature of State budgets both before
$7 billion at June 2006. and since the aggregate deficit position recorded by

public hospitals in 2002-03, has reduced substantially

We assessed Victoria’s public hospitals’ financial since the 2004 financial year.

performance and sustainability, using indicators of

short-term solvency and longer-term viability. Several significant indicators of continuing financial
challenge remain. Some indicators have shown
consistent unfavourable trends or results over the 6
years to 2006, such as working capital positions,
cash holdings and operating results, pointing to some
short-term solvency issues and also some longer-
term financial sustainability challenges.

Since 2002-03, a period of significant financial
challenge for public hospitals, the financial
performance and position of public hospitals has
generally improved.
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The Department of Human Services and public
hospital boards share the responsibility for financial
performance and management within the sector.
They have recognised the need to act on the financial
challenges and have undertaken a number of

VALUE-ADDING FEATURES OF THIS REPORT

Improved resource
management

We recommended that the current legislated responsibilities

of hospital boards and chief executive officers be extended to

encompass all public hospitals.

initiatives to better manage the increasing demand for
services and promote financial sustainability. These
initiatives have included revised governance and
accountability arrangements for metropolitan and
major regional public hospitals.

Improved accountability
and transparency

We recommended that all public hospitals adopt a common
suite of financial sustainability indicators.

Public sector capability and resources

Maintaining Victoria's Rail Infrastructure Assets (May 2007)

The audit assessed the arrangements for maintaining
metropolitan, regional and interstate rail infrastructure.

The audit found that the metropolitan and interstate
maintenance arrangements were satisfactory, but
that the regional intrastate arrangements did not
provide for adequate maintenance and renewal.

VALUE-ADDING FEATURES OF THIS REPORT

Improved resource

management transparency

We recommended that the Department
of Infrastructure (Dol) documents a
long-term asset management strategy
detailing its rationale for the
maintenance and renewal of

metropolitan rail assets. performance.

Improved accountability and

We recommended that Dol takes the
opportunity afforded by the buyback of
the regional intrastate rail infrastructure
lease to improve the monitoring of
infrastructure condition and

The report found that the Government’s recent
buyback of the regional intrastate infrastructure lease
provided the opportunity to reassess practices and to
define service levels consistent with established
policies and objectives, and reconcile the level of
resources necessary to meet agreed service levels.

Improved operational
procedures

We recommended that Dol works with
the national interstate infrastructure
manager to develop clear protocols to
verify that the infrastructure manager
has completed maintenance and
renewal activities according to its plans.

Contracting and Tendering Practices in Selected Agencies (June 2007)

The audit examined 15 contracts to determine
whether contract and tendering guidelines were
followed, and whether good practice criteria were
met.

The audit found that where contracts had been re-
tendered, there was evidence of improved practice,
indicating that procurement standards are improving.

However, the audit found that documentation of
procurement was poor, and that there were many
areas for improvement, particularly with respect to
monitoring of contractor performance. The audit also
concluded that there was scope for improvement in
elements of the whole-of-government Construction
Supplier Register.
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VALUE-ADDING FEATURES OF THIS REPORT

Improved resource Improved accountability and Improved operational

management transparency procedures

We recommended that the Department ~ We recommended that all agencies We recommended that the Department
of Infrastructure provides to users of the  maintain reliable records of their of Sustainability and Environment
Construction Supplier Register, the procurement activities to support reviews the relevant procurement

criteria used for pre-qualifying decisions and actions taken. policies and guidelines under the Project
consultants. Development and Construction

Management Act 1994, taking into
account the recommendations and the
good practice examples identified within
this report.

Follow-up of Selected Performance Audits Tabled in 2003 and 2004 (June 2007)

The report focused on progress by agencies to The follow-up audits found that agencies had made

address recommendations made in 4 performance good progress to address the recormmendations from

audits completed in 2003 and 2004, namely: the original audits. We made further

e Managing medical equipment in public hospitals recommendations for agencies to continue their
Managing emergency demand in public hospitals progress in these areas.

[ )
e Addressing the needs of Victorian prisoners
e Maintaining public housing stock.

VALUE-ADDING FEATURES OF THIS REPORT

Improved resource Improved accountability and Improved operational

management transparency procedures

We recommended that the Department ~ We recommended that Corrections We recommended that hospitals

of Human Services continues to pursue  Victoria develops measures to evaluate should, as a priority, further develop
opportunities with Health Purchasing the impact of the re-offending reduction  waiting room procedures for patient re-
Victoria to increase cost efficiencies for initiatives in Victoria, building on its triaging and management.

the sector in purchasing medical research and recommendations on

We recommended that the Office of
Housing should consistently assess
contractor performance against
performance benchmarks.

equipment. patterns of recidivism.

Sound economic, financial and performance management and accountability

Government Advertising (September 2006)

This audit assessed whether selected public sector The audit found that aspects of 6 of the 8 campaigns
advertising campaigns complied with government did not comply with government advertising and
guidelines and whether processes for the communications guidelines, and that a number of the
management of government advertising were procurement arrangements did not comply with
adequate. relevant procurement guidelines.

17
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VALUE-ADDING FEATURES OF THIS REPORT

Improved resource
management

Improved accountability and
transparency

We recommended that the Government
reviews its guidelines for government-
funded advertising and communications
to provide more explicit and detailed

We recommended that all agencies
develop the capacity to accurately
identify and report on the cost of their
advertising and communications.

Improved operational
procedures

We recommended that the Department
of Premier and Cabinet establishes
appropriate internal audit arrangements
to provide assurance over the media

guidance about the appropriate use of
public funds.

State Investment in Major Events (May 2007)

The audit examined pre- and post-event assessment
and contract management of major events, and
commissioned 2 economic studies of the 2005
Australian Formula 1 Grand Prix.

The audit found that applications for funding needed
additional analysis to justify the level of funding
sought commensurate with the likely net benefits to
Victoria. There was a need for greater transparency
and rigour in economic assessments in terms of the
workings of the economic models and the basis for
assumptions used in the modeling.

VALUE-ADDING FEATURES OF THIS REPORT

Improved resource

management transparency

We recommended that guidelines be
developed by the Department of
Treasury and Finance, in consultation
with relevant agencies and the Victorian
Major Events Company, for the
economic assessment of major events
based on the size of government
funding and the expected effects on the
economy.

funds.

Improved accountability and

We recommended that a reporting

template be developed to facilitate the
public reporting of key outcomes from
major events to increase transparency
and accountability for the use of public

buying activities of the Master Agency
Media Service contractors.

e MELROURNE,
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2005 Australian Formula 1 Grand Prix.
(Image courtesy of the Australian Grand Prix Corporation.)

Improved operational
procedures

We recommended that a lead agency
be nominated to work in consultation
with key agencies and the Victorian
Major Events Company to establish a
program to progressively implement, as
practicable, the assessment of social
and environmental impacts of major
events.

Managing Risk Across the Public Sector: Toward Good Practice (June 2007)

The audit examined progress made by departments
and 15 agencies following the Office’s 2003 audit of
risk management.

The report concluded that, since 2003, a range of
steps had been taken to improve risk management,
and that the formal application of risk management
had become an accepted practice in the audited
departments and almost all agencies.

However, the audit identified a need for further
improvements, including the development of
guidelines for managing enterprise-wide and
statewide risks, strengthening risk management
practices, and applying the Australian and New
Zealand Risk Management Standard more rigorously.
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VALUE-ADDING FEATURES OF THIS REPORT

Improved resource Improved accountability and Improved operational

management transparency procedures

We recommended that departments We recommended that departments We recommended that the Victorian

and agencies ensure that risk and agencies report on all claims paid Managed Insurance Authority, in

management arrangements are that fall below the deductible amount consultation with central agencies, the

established for all joined-up government  (or below a value deemed appropriate State Services Authority, departments

initiatives, particularly in the governance  for the organisation), and on payments and key public entities, develops risk

arrangements for the initiatives. made for items that could have been management (enterprise-wide)
insured but were not insured. guidelines for the public sector.

Administration of Non-judicial Functions of the Magistrates’ Court of Victoria (June 2007)

The audit examined the administration of selected The audit found that the core administrative functions
functions of the Magistrates’ Court, including were operating efficiently and effectively,

corporate planning, asset management, security, improvements had been made to management of the
human resources and customer service, and Court fund, and the Court had improved recruitment
followed-up the Office’s 2005 special review of the and retention of staff.

Geelong Magistrates’ Court. o .
The report indicated that court maintenance and

security required further attention.

VALUE-ADDING FEATURES OF THIS REPORT

Improved resource Improved accountability and Improved operational

management transparency procedures

We recommended that the Department ~ We recommended that the Magistrates’  We recommended that the Magistrates’
of Justice (DoJ) checks that the Court incorporates specific Court and DodJ periodically audit courts
Magistrates’ Court effectively performance indicators that reflect the for compliance with the practice
discharges its asset management broader strategic directions of the Court  direction regarding the management of
responsibilities to ensure the safety and  and timelines for key strategies. the Court fund.

functionality of court locations.

Results of Audits (June 2007)

Purchase of Contaminated Land by the Melbourne Port Corporation

The audit examined whether the Melbourne Port The audit found that:
Corporation observed good practice and conformed e government requirements were not complied with
with government approval requirements for the ® Kkey decision-makers were poorly briefed.

purchase of a contaminated site at Yarraville in 2001,

at a price of $13.5 million. These factors contributed to significant financial

exposure for the corporation’s successor entity, the
Port of Melbourne Corporation.

VALUE-ADDING FEATURES OF THIS AUDIT

Improved resource Improved accountability and Improved operational

management transparency procedures

We recommended that agencies We recommended that the responsible We recommended that agencies
ensure that they obtain a reliable governing body (where required) be fully ~ comply with government policies and
estimate of the market value of informed of all relevant factors procedures when purchasing
properties proposed for purchase. impacting on purchases. contaminated properties.
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Raising and Collection of Fees and Charges by Departments

Our examination of this activity covered 5 the relevant departments were appropriately

departments, including the former Department of “authorised” and valid. This is because the

Education and Training; Department of Infrastructure; relevant departments could not provide the

Department of Justice; Department of Primary necessary documentation to demonstrate that

Industries; and Department of Sustainability and they had complied with the required legal

Environment. It also extended to the role of the processes to “authorise” the current rates

Department of Treasury and Finance, as the charged

responsib|e central agency, in relation to the e we could not conclude whether many of the fees

administration of fees and charges. and charges we examined were determined in
accordance with government policy and

Overall, we found that departments had appropriate guidelines, because information on how they had

legal authority to raise the fees and charges we been set was not available.

examined, and generally maintained adequate

systems and processes to support the administration We identified several areas where depar‘tments could

of fees and charges. However: improve their policies and internal controls over this

e in relation to $6.6 million of user charges, we activity to minimise the risk of financial loss.

questioned whether the current rates levied by

VALUE-ADDING FEATURES OF THIS AUDIT

Improved resource Improved accountability and Improved operational

management transparency procedures

We recommended that departments We recommended that departments We recommended that departments
investigate acquiring or developing ensure that all fees and charges are better integrate their fees and charges
common systems for administering fees  appropriately authorised. systems with their financial

and charges. management systems.

Results of special audits and other investigations (August 2006)

This report contained the results of 5 special audits The remaining 3 audit investigations examined
and other investigations. matters raised by external parties, about:

e the financial support provided by the State to the
developer of the Docklands film and television
studios
aspects of administration and management at the
Westernport Region Water Authority
the extent to which the State’s interests
associated with the provision of public funding are
protected by the funding and service agreements
established between the Department of Human
Services and non-government organisations.

The first 2 audits examined the delivery of intended
improvements to Victoria’s regional rail system,
including: °
e introduction of fast rail services to regional centres
e conversion of Victorian regional freight lines to a °
common, standard gauge compatible with the
national rail network.

These audits found that none of the targeted rail lines
were converted to standard gauge by the
Government’s deadline of late 2005. While fast rail
infrastructure upgrades were delivered to the fast rail
corridors by the middle of 2006, they were between
9 and 19 months behind schedule, and are only
expected to deliver modest journey time savings for
most travellers. The expected costs of both these
initiatives had significantly exceeded initial budget
estimates.
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The audits identified opportunities for improvement in
each of the areas examined, and made
recommendations to strengthen the practices and
performance of the agencies audited. While the
findings and recommendations were primarily
directed towards the specific agencies examined,
they also provided useful insights and lessons for
other agencies with similar activities.

A new Velocity train for use on the fast rail corridors.

VALUE-ADDING FEATURES OF THIS REPORT

The Rail Gauge Stanaardisation Project report provided an independent analysis of the delivery of an important rail
project for the State and highlighted the importance of sound analysis and business case development to support
significant infrastructure projects.

The Delivering Regional Fast Rail Services report provided an independent analysis of the management of the
Government’s introduction of fast rail services to regional centres. It highlighted the importance of making major project
decisions based on sound advice and subsequently setting realistic and manageable timelines for projects.

The Docklands film and television studios report provided an independent assessment of the extent to which the
expected outcomes of the project were being achieved, including a review of new contractual arrangements with the
developer of the studios (the original contracts were agreed in 2002). It highlighted the importance of providing
government with comprehensive advice prior to entering into new contractual arrangements and also commented on
areas for improvement in the monitoring, reporting and contract management of the studios’ performance.

The Westernport Region Water Authority report provided the results of our audit of a number of allegations referred by
the Ombudsman of Victoria concerning various aspects of the management and administration of the Westernport
Region Water Authority. We concluded that there were areas where the authority needed to improve its policies and
management procedures in place during the period subject to review (2003 to 2005). The report also identified that the
overall performance of the authority has been sound and improving over the last 6 years, particularly relating to financial
management and the strengthening of its overall financial position.

Other parliamentary reports

Results of Financial Statement Audits for Agencies with 30 June 2006 Balance Dates (February 2007)

This report contained the results of financial Four of the qualified opinions resulted from

statements audits for entities with 30 June 2006 disagreement with management about the

balance dates. appropriateness of the accounting treatment
adopted, 2 related to the failure to consolidate

Audiit opinions issued controlled entities, 2 related to completeness of

We issued audit opinions on 460 signed financial revenue received from voluntary donations, and one

statements, of which 451 were unqualified. Nine related to a failure to comply with disclosure

opinions on financial statements were qualified requirements.

(11 in 2004-05).
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Timeliness of reporting

The timeliness of reporting improved, with 85 per
cent of agencies finalising their financial statements,
including the audit opinion, within 12 weeks (80 per
cent for 2004-05). In addition, 97 per cent of
agencies tabled their annual reports by 5 October,
well within the statutory deadline of 31 October. This
is a commendable achievement and a clear
demonstration of better-practice performance.

A-IFRS

The year 2005-06 was the first that agencies with a
30 June balance date were required to prepare their
financial statements in full compliance with the
Australian equivalents to International Financial
Reporting Standards (A-IFRS). As part of the
transition process, it was noted that many agencies
had to use non-routine reporting processes and
establish stand-alone “systems” such as

spreadsheets, to generate the information required by

VALUE-ADDING FEATURES OF THIS REPORT

Improved accountability and
transparency

The report highlighted the need for most agencies to
continue to improve their reporting timelines.

A-IFRS. These ad hoc processes and systems now
generally need to be further developed and integrated
with agencies’ financial management information
systems.

Internal controls

Overall, our audits confirmed that agencies’ systems
of internal control were generally adequate. However,
we identified opportunities to further strengthen
internal control at many agencies. Our audits also
found that agencies had established appropriate
information systems (IS) controls over most aspects
of IS operations. However, there were certain areas
that required further attention. The majority of the
control weaknesses identified by audit were in the
areas of information security, change management
and business continuity planning.

Improved operational
procedures

The report identified the need for agencies to better integrate
the collection and accumulation of the data required to
comply with the new accounting standards into their financial
systems.

Results of Financial Statement Audits for Agencies with other than 30 June 2006 Balance Dates

(June 2007)

This report contained the results of our financial
audits of entities with other than 30 June 2006
balance dates. This includes the State’s universities
and technical and further education (TAFE) institutes
and their associated entities, as well as the State’s
alpine resorts and several other small entities.

Audlit opinions issued

At 30 April 2007, we had issued 121 audit opinions
on entity financial statements, of which 117 were
unqualified. Four entities received qualified opinions,
and 14 entities’ financial statements remained
outstanding.

Eighteen audit opinions were issued, for the first time
in 2006, on performance statements prepared by
TAFE institutes, universities’ TAFE divisions and 2
other educational agencies. The audit of one further
institute’s performance statement was expected to
be finalised in May 2007. One other institute did not
prepare a performance statement as the request to
prepare it was not ministerial or legislative.
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Timeliness of reporting

The average elapsed time to finalise the financial
statements of education sector entities was 12
weeks, which was consistent with the 12-week
statutory requirement. However, there was some
slippage against the timeliness of reporting achieved
in the previous year - only 44 per cent of sector
entities met the 12-week statutory reporting time
frame in 2006, compared with 54 per cent in 2005.

VALUE-ADDING FEATURES OF THIS REPORT

Improved accountability and
transparency

The report highlighted the need for most agencies to
continue to improve their reporting timelines.

Examination of the State’s finances

Internal control structure issues

The internal control frameworks established to ensure
reliable financial reporting were found to be sound in
most sector entities. However, poor practices and
inadequate documentation supporting personal
expenditure reimbursement payments for senior staff
and board members across the 5 alpine resorts were
noted.

Improved operational
procedures

The report highlighted the need for alpine resorts to review
and update their policies and procedures relating to personal
expenditure reimbursements.

Auditor-General’s Report on the Finances of the State of Victoria, 2005-06 (September 2006)

This report set out the results of our audit of the
Annual Financial Report for the State of Victoria for
the year ended 30 June 2006. A clear audit opinion
was issued on the Annual Financial Report.

The report confirmed the Government’s assessment
of the favourable financial outcomes achieved by the
State for 2005-06, and the sound financial condition
of the State at 30 June 2006, as reported in the
Annual Financial Report. It highlighted that the State
achieved a substantial operating surplus for the year
and remains in a strong financial condition.

VALUE-ADDING FEATURES OF THIS REPORT

Improved resource

management transparency

The report identified a need for ongoing
monitoring by the Government of several
factors (such as the growth in general
government expenditure, and the
performance of the economy and the
financial and property markets), given the
major impacts they can have and,
therefore, risks they pose, on the State’s
financial performance and condition.

commitments.

Improved accountability and

The report highlighted the need to
improve the presentation of information
about State expenditures and financial

Finally, the report set out the results of our audit of
the special purpose Report on the Financial
Contribution by the Victorian Government to the
Melbourne 2006 Commonwealth Games that was
prepared by the Government to facilitate
transparency and accountability about the financial
outcomes of the Games, and their impacts on the
State’s finances.

Improved operational
procedures

The report highlighted the need to
improve the timeliness of completion of
the State’s annual financial statements.
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Timeliness targets

The Auditor-General has set timeliness targets for
reporting to Parliament. The Office has an external
target — to present 16 reports to Parliament in
2006-07, and to table these reports within agreed
time frames in 2006-07.

The following chart shows our performance against
our targets since 2003-04.

TIMELINESS OF REPORTING TO PARLIAMENT
(per cent)
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Note: The target for this measure for 2007-08 has been
decreased to recognise practicable performance
expectations.

While we completed our targeted 16 reports for the
year, the above chart shows that we were unable to
achieve our internal performance milestones. There
are a variety of reasons for this, including audits
encountering unforeseen complexity, there being
greater engagement from auditees during the
clearance process than anticipated, and unplanned
audits being given priority.

It is the nature of auditing, particularly for major
audits, that it is not possible to reliably predict how
much time will be required to complete an audit to
the requisite standard. Once an audit commences,
our responsibilities are not only to complete it
expeditiously, but to give high priority to it being
conducted to the highest professional standards, and
to ensure that natural justice processes are observed.

We continue to work towards finding more efficient
ways to conduct audits so that our stretch timeliness
targets are reached over time.

Quality and client satisfaction
targets

Feedback on reports from Members of
Parliament and external assessors

Feedback from stakeholders helps us to confirm that
we are achieving our objectives, conducting our
audits in line with best practice, have examined the
most appropriate subjects, and reported our findings
in a clear and concise way.

We seek formal feedback on our reports and services

through:

® independent surveys of Members of Parliament
and audited agencies

e an independent performance audit of our Office
every 3 years

e external assessment of selected major reports.

We also receive feedback from our interactions with
members of the Public Accounts and Estimates
Committee, and as part of the audit process.

Parliament

We have initiated a comprehensive survey of the
views of Members of Parliament through an
independent research house. The results of this
survey are then benchmarked with other Australian
audit offices to assist in prioritising areas for
improvement and to learn from the experience of
other jurisdictions.

The 2006-07 parliamentary survey has returned

overall positive results, with all respondents agreeing

that the Auditor-General’s reports and services

provided valuable information on public sector

performance. Other survey highlights included:

e 90 per cent were satisfied overall with the
Auditor-General’s reports and services

e 84 per cent agreed that the Auditor-General’s
reports and services helped improve public
sector information

® 94 per cent agreed that the Auditor-General
provided high quality reports and services

e 90 per cent agreed that the Auditor-General’s
reports communicated issues clearly.
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Going forward, we will reflect on this first year of
participation in the nationally benchmarked
parliamentary survey, looking for opportunities to use
this intelligence in our operations and developing
targets for our achievement in future years.

External assessors

In 2006-07, 2 of our performance audit reports tabled
in 2005-06 — Condiition of public sector residential
aged care facilities and Rail gauge standardisation
project, were examined by an independent external
reviewer who is familiar with parliamentary needs.

The external reviewer used an assessment method
developed by the Australasian Council of Auditors-
General that involved rating performance against set
criteria. The following table shows the scores out of a
possible 5, against each criteria for each report.

Condition
of public
sector Rail

residential gauge

standardisation
project

aged care

Criteria facilities

Scope and potential
for significant impact 5 5

Focus on

effectiveness,

efficiency and

economy 4 3

Persuasiveness of
conclusions 5 4

Communication —
Printed report 4 3

Usefulness to the
customer 4 4

The reviewer commented that the Conadition of public
sector residential aged care facilities
recommendations were easily understood and would
be achievable, while the readability of the Rail gauge
stanaardisation project report could have benefited
from improved use of diagrams and photographs.

Views of client agencies on tabled reports

To measure the views of client agencies on our tabled
reports, we ask agencies involved with major
performance audits for their feedback in formal,
independently conducted surveys and in face-to-face
discussions. We also compare our performance
against our peers.

Our measures of client satisfaction for our

performance audits group around 3 key areas:

e the quality of the audit process

e the quality of audit reporting

e the value of the Office’s performance audit
services to the agency.

In 2006-07, we used a new method to survey
agencies we audited, and a new way to calculate
their overall satisfaction with our performance audits
and reports. We made these changes to align with
the national benchmarking project with other
Australian Auditors-General. This will now allow us to
more directly compare our results and learn from the
experience of other jurisdictions.

The nationally-agreed satisfaction measures are
based on a broad selection of answers to the survey
questions, giving a result that captures clients’ views
on all aspects of the audit, not just a general
response. In the following chart, we have recast last
year’s data, using this new method, to enable
comparison.

The new measure has generated an overall client
satisfaction rating of 71 in 2006-07, under our target
of 80 and slightly down from the 2005-06 result of
73. However, a rating of 71 compares favourably with
other Auditors-General’s offices nationally, and still
shows that our reports are useful and add value to
agencies’ operations. Looking forward, we are
working on continuing to improve this result by better
informing our clients about our audit activities, and
engaging early and consistently on audit issues and
findings.
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OVERALL CLIENT SATISFACTION WITH
PARLIAMENTARY REPORTS

(average response — 100 point scale)
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Note: New survey method shown from 2005-06.

We also separately assess the agency’s level of
agreement with our recommendations, through
consideration of the published agency comment in
each of our reports. In 2006-07, this was 86 per cent,
a strong result supporting the ongoing relevance of
our reports and services.

Enhancing our parliamentary reports

Our 2005-06 Annual Report indicated that we would:

® review our approach to the planning of major
audits to improve our performance in meeting
budgetary and timetable targets

e undertake a review of the style and structure of
our parliamentary reports to assess whether they
continue to reflect contemporary practice

e finalise our project to upgrade our performance
audit processes and methods.

During 2006-07, we:

e reviewed our approach to identifying and
selecting performance audits, with further work to
continue across the Office during 2007-08, so
that our reports to Parliament continue to be
authoritative and relevant

e completed the project to upgrade our
performance audit methodology. The project
involved a complete revision of our policy and
guidance materials so that they continue to align
with contemporary performance audit practices,
and the development of a new audit management
toolset to assist in the conduct of performance
audits and the achievement of quality reports to
Parliament

e modified the style and structure of our
parliamentary reports to reflect a more
contemporary style.

Parliamentary services

Other services provided to
Parliament

We provide a range of services that complement our
reports to Parliament. They include consultative
advice and comment on contemporary issues for key
parties such as parliamentary committees, central
government and peak professional bodies.

We strive to use our skills and knowledge to help
Parliament and the Government improve public
sector management and reporting practices. Our
independence from decision-making allows us to
offer objective observations regarding change in the
public sector.

Assistance to Parliament

Legislation requires us to consult with the Public
Accounts and Estimates Committee (PAEC) on the
Auditor-General’s annual plan and budgetary needs.
The annual plan outlines the proposed work program
of the Office and the resource requirements for the
coming year. For the first time, the 2007-08 Annual
Plan also included a prospective program of
performance audits for the period 2008-09 to
2010-11. The latter will be reviewed annually by the
Office, in consultation with the PAEC, to ensure its
continued relevance.
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During the year, we briefed Members of Parliament
on each of our reports as soon as possible after the
reports were tabled. The briefings aim to assist
Members to better understand the contents of our
reports. In order to make Members aware of
forthcoming reports and the timing of briefing
sessions, we consistently updated tabling dates on
our website and, at the start of the tabling week,
emailed Members with the report title. The number of
Members attending the briefings increased during the
year, and we received positive feedback on the
usefulness of the presentations.

Ray Winn regularly briefed Members of
Parliament on tabled reports.

During 2006-07, we liaised with the PAEC on
performance audit specifications. In addition, one
person from our Office was seconded to the PAEC,
and a person from the PAEC was seconded to our
Office. Both secondments assisted with research
activities in the respective organisations.

Inquiries from Members of Parliament
and the public

Each year, we receive many inquiries from Members
of Parliament and the public about the actions of
public sector agencies or officers. These inquiries
usually relate to concerns about the management of
public resources, and often include a request for an
audit examination.

During 2006-07, we received 89 inquiries: 16 were
from Members of Parliament and 73 were from the
general public and community groups (97 inquiries
received in total in 2005-06).

We aim to initially acknowledge all inquiries within 7
days, and provide a definitive response within 4
weeks. This time frame includes considering whether
the issue should be investigated by us. Following
preliminary analysis, a number of matters referred to
us led to specific audits or investigations.

In 2006-07, we:

e acknowledged 84 per cent of inquiries from
Members of Parliament and the public within 7
days (78 per cent in 2005-06)

e responded to 85 per cent of these within 4 weeks
(84 per cent in 2005-06).

The benchmarks of 95 per cent were not achieved on
a number of letters, as additional work was required
on these more complex inquiries. We will continue to
seek to achieve the performance goals we set,
notwithstanding the difficulties which can be
encountered in completing sufficient preliminary work
to allow a decision to proceed further or not, to be
made.

Enhancing accountability and
resource management in the
public sector

We regularly provide comment and observations to
government, peak bodies and individual agencies in
areas such as draft legislation, new proposals for
financial management and intended changes to
financial reporting frameworks.

During 2006-07, we liaised with government agencies
on significant financial reporting issues and on new
and revised Financial Reporting Directions. The
directions set out the requirements for financial
management and reporting in the Victorian public
sector. We continued to provide significant input to
central agencies on a range of financial reporting
issues, including the recent adoption of Australian
equivalents to International Financial Reporting
Standards. Further, a number of the standards have
been updated by the Australian Accounting
Standards Board, and we have actively participated
in the review and development process.
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We also:

issued regular newsletters to agencies about
current and topical public administration and
governance matters, and the results of recent
major audits

advised technical and further education institutes,
government departments, local governments,
ambulance services and public hospitals on
model financial reports and reporting guidelines
developed and provided model financial reports to
water authorities and university subsidiary
companies

worked to identify and promote draft accounting
and auditing standards and other public sector
issues relating to harmonising national and
international accounting standards.

Contributions to professional
bodies

A number of our senior staff hold positions in
professional bodies, committees and societies. These
include the Public Sector Accountants Committee of
CPA Australia, and the Australian Accounting
Standards Board (AASB) Interpretations Advisory
Panel on Service Concession Arrangements - Public
Sector Grantors.

The Auditor-General is a member of the AASB, which
has responsibility for accounting standard-setting.
The Auditor-General provides input on issues
affecting the Victorian public sector. He is also a
member of the International Committee of the Board
of CPA Australia, which provides advice in relation to
CPA Australia’s international strategy.

During the year, a number of staff gave presentations
at a number of conferences and to professional
bodies.

Des Pearson presenting the “Occasional address” at the
Victoria University Graduation Ceremony, June 2007,
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PRESENTATIONS BY STAFF, 2006-07

Presenter i [o] o}[e}

Wayne Cameron Outlining the 2006-07 agenda for the public sector. Presentation to the Chartered Secretaries
Australia Annual Public Sector Update, August 2006.

Wayne Cameron Governance. Presentation to the Philip Island Nature Parks — Board and Senior Management,
August 2006.

Wayne Cameron Good governance in the public sector. Presentation to the Institute for International Research
Public Sector In-House Counsel, August 2006.

Wayne Cameron How accrual accounting enhances governance and accountability. Presentation to the CPA
Public Sector Finance and Management Conference, August 2006.

Des Pearson Public sector audit in Victoria — The next phase. Presentation to the CPA Australia Public Sector
Breakfast, August 2006.

Des Pearson Public vs private accountability. Presentation to the Australian New Zealand School of
Government, September 2006.

Des Pearson Approaching the audit of the Victorian health sector. Presentation to the Australian Health
Services Financial Management Association 2006 Conference, November 2006.

Craig Burke Year-end accounts. Presentation to the Australian Health Services Financial Management
Association 2006 Conference, November 2006.

Ray Seidel-Davies Improving Victoria’s backlog sewerage program. Presentation to the Joint Institute of Water
Administration/Australian Water Association Conference, November 2006.

Anne-Marie Tenni Management of occupational health and safety in local government. Presentation to the 10"
Annual Safety in Action Conference, March 2007.

Des Pearson Direction of risk management in the Victorian public sector; and identifying areas of audit
interest. Victorian Chapter of Risk Management Institution of Australasia, May 2007 .

Des Pearson Accountability and the Auditor-General. Presentation to Monash University students, May 2007.

Des Pearson Public sector audit in Victoria — The next phase. Presentation to the Committee for Geelong, May
2007.

Des Pearson Performance audit of government-funded capital projects. Presentation to the Beijing Municipal
Audit Bureau (China), May 2007 .

Craig Burke Auditor-General’s update. Presentation to the Australian Health Services Financial Management
Association — Mini conference, May 2007.

Des Pearson Auditing in the public interest. Presentation to the Victorian Government Solicitor’s Office Seminar,
May 2007.

Des Pearson Public sector audit in Victoria — The next phase. Presentation to the Victorian Water — Finance
Issues Workshop, May 2007.

Joy Patton Records management in the Victorian public sector. Presentation to the Records Management
Network Forum hosted by the Public Record Office Victoria, May 2007.

Des Pearson Occasional address. Presentation at the Victoria University Graduation Ceremony, June 2007.

Des Pearson Knowledge capital — Accounts to redefine the 3 Rs? Presentation to the Australasian Reporting

Awards, June 2007.
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Interstate organisations and
international delegations

Australasian Council of Auditors-General

We attended meetings of the Australasian Council of
Auditors-General (ACAG) Financial Reporting and
Auditing Committee in August 2006 and March 2007 .
This committee, which comprises senior staff with
responsibilities for providing technical advice on
policy and standards, examines emerging auditing
and accounting issues with a view to providing a
consensus position on such issues across Australian
and New Zealand audit offices. These meetings
provide a forum for a sharing of views and

experiences between our Office and ACAG members.

In December 2006 