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The Speaker The President
Legislative Assembly Legislative Council

Report on Ministerial Portfolios at November 29, 2002

I submit to Parliament this Report on Ministerial Portfolios at November 29, 2002 pursuant to section 95 of the
Financial Administration and Audit Act 1985 (FAAA). This Report primarily covers the financial statement and
performance indicator audits of the departments, statutory authorities and subsidiary bodies under that Act
which have balance dates between June 30, 2002 and July 31, 2002, and for which audits have been completed
at November 29, 2002.

It also includes the results of the audits of the ten corporatised bodies who report under provisions mirroring the
Corporations Act 2001, Cemetery Boards reporting under the Cemeteries Act and audits of other entities
requested by the Treasurer.

This report excludes agencies in the tertiary education sector with a December 31, 2002 balance date. It also
excludes the Minister for Health in his capacity as the Deemed Board of Metropolitan Public Hospitals
(formerly Metropolitan Health Services), 41 hospitals and the 23 agencies who have not submitted financial
statements and performance indicators for audit or were late in submitting, thus precluding finalisation of the
audits in time for inclusion in this report. These agencies will be the subject of a future report.

—u.a.‘»‘_
D D R PEARSON
AUDITOR GENERAL
December 11, 2002
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Foreword

In discharging the public sector audit mandate, there is a responsibility to provide Parliament
with independent and impartial advice regarding public sector accountability and performance.
This Report therefore provides:

® a summary of the results of financial statement and performance indicator audits completed
at November 29, 2002;

® specific commentary on qualifications of financial statements, controls and performance
indicators; and

® commentary on control, compliance and accounting issues that have been identified during

the course of the annual financial statement and performance indicator audit.

It needs to be appreciated however that issues in this Report have arisen from the conduct of audit
procedures that are primarily intended to enable the formation of an opinion on the controls,
financial statements and performance indicators of individual agencies. Not all matters of
significance will be identified during the course of such routine financial statement and
performance indicator audits. Other matters detected during the course of additional and
complementary audit procedures, such as control, compliance and accountability audits and

performance examinations are reported separately to Parliament.

Audit practices and reporting arrangements are continually being enhanced to enable the delivery
of high quality products and services to meet the needs of both Parliament and agencies.
Ministers and agencies benefit from independent audit review through a management report
provided at the conclusion of each audit detailing opportunities for continuing improvement in

accountability and performance information within each agency.

During the 2002 audit cycle the Office’s new audit methodology was utilised. A Post
Implementation Review to evaluate the success in achieving the desired efficiencies and
effectiveness and to identify scope for further efficiencies in undertaking audits was commenced.
An overview of the scope of audits and the audit approach applied is provided in the next section,
Public Sector Audit Issues. Also included in this section is commentary on:

® introduction of electronic audit opinions; and

® ongoing Machinery of Government and health system reforms and audit implications arising
from these reforms.

AUDITOR GENERAL FOR WESTERN AUSTRALIA
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Public Sector Audit Issues

The Audit Approach

Audit Mandate and Scope

Parliament requires the Auditor General, as its independent auditor, to audit the financial
statements and performance indicators prepared by public sector agencies. The results of these

examinations are presented in audit reports which express an audit opinion on:

® whether the financial statements are based on proper accounts and present fairly the financial
position of the entity at the reporting date and the results of the entity’s operations and its cash

flows for the period under review;

® the adequacy of controls in satisfying legislative provisions. This covers those requirements
relevant to the maintenance of accounts and records, and controls over the receipt,
expenditure and investment of moneys, the acquisition and disposal of property and the

incurring of liabilities; and

® whether the performance indicators are relevant and appropriate, having regard to their
purpose, and fairly represent indicated performance.

Audit opinions add credibility to the financial statements and performance indicators reported by
agencies. This allows Parliament and other users to place more reliance than would otherwise be

possible on such information.

The work undertaken to form an opinion is permeated by judgement and most audit evidence is
persuasive rather than conclusive. In addition, there are inherent limitations in any audit,
including the use of testing, the effectiveness of internal control structures and the possibility of
collusion. As a result, audits are not an absolute guarantee of the veracity or reliability of agency
information and not all matters of significance may have been identified.

In this regard, it is important to note that agency management remains responsible for keeping
proper accounts and maintaining adequate systems of internal control, preparing and presenting
the financial statements, complying with the Financial Administration and Audit Act 1985
(FAAA) and other relevant written law. In addition, management is responsible for developing
and maintaining proper records and systems for preparing and presenting relevant and
appropriate performance indicators. It should also be noted that the primary responsibility for the
detection, investigation and prevention of irregularities rests with agency management.

Audit Approach and Methodology

Audits of public sector entities focus on identifying the business risks impacting on financial
operations and the reporting of performance indicators, evaluating the effectiveness of internal
control structures to mitigate those risks and assessing whether the financial and performance

information is fairly presented.
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The audit approach and work performed by this Office to form audit opinions is undertaken using
an internationally recognised audit methodology adapted to the public sector business
environment. This methodology, known internally as the Audit Documentation and Planning
Tool (ADAPT), provides the auditor with a dynamic database of tools and techniques that enable
each audit program to be individually tailored to address each client’s specific risk profile. The
audit of performance indicators is supported by internally generated standards.

ADAPT is a risk based approach that places emphasis on identifying and assessing business risks
associated with each agency, as well as government wide risks. This assessment is based on an
understanding of the agency’s business and operations gained through discussions with agency
management, cumulative knowledge of their operations and systems gained from previous audits

and the results of revised assessment of those considerations.

Based on this process, an audit strategy is developed that addresses the risks identified and
ensures audit effort is focused on critical and material areas. This typically involves:

® cvaluating and testing internal control structures and associated systems and processes;
® assessing the adequacy of controls in satisfying legislative provisions; and

® assessing whether the information and disclosures made in the financial statements and
performance indicators are in accordance with relevant accounting standards and legislative
and other reporting requirements.

The implementation of this audit methodology enables a more efficient and effective audit to be
conducted in a consistent and focused manner. Further, it fosters clearer and more frequent
communication with agency management with respect to:

® the financial operations of their agency;
® the manner in which audits are performed; and

® providing management with meaningful business advice.

Introduction of Electronic Audit Opinions

The Auditor General is required to audit the financial statements and performance indicators
prepared by public sector agencies, and issue opinions on these for inclusion in their annual
reports to Parliament.

Prior to June 30, 2002, hard copy audit opinions were issued to agencies for inclusion in their
annual reports. However, as a result of the Government’s policy of requiring annual reports to be
presented on agency web sites, the issuing of electronic audit opinions was introduced with effect
from June 30, 2002 reporting.

AUDITOR GENERAL FOR WESTERN AUSTRALIA
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Under auditing guidelines issued by the Australian Accounting Research Foundation, separate
audit opinions are required where an entity presents its audited financial statements (and
performance indicators) on a web site. This opinion includes additional advice to readers that:

® the entity is responsible for the integrity of its web site and that the Auditor General has not

been engaged to report on the integrity of the entity’s web site;

® it does not provide an opinion on any other information which may have been hyperlinked to
or from the financial statements and performance indicators; and

® if they are concerned with the inherent risks arising from electronic data communications,
they are advised to refer to the hard copy of the audited financial statements and performance
indicators to confirm the information included in the audited financial statements and

performance indicators presented on the web site.

The following additional paragraph has been included in the audit opinions on the financial

statements provided for presentation on entities’ web sites:

“Matters Relating to the Electronic Presentation of the Audited Financial

Statements

This audit opinion/report relates to the financial statements of [name of entity] for
the year ended [date] included on [name of entity’s] web site. The [Accountable
Officer, Accountable Authority or directors] is/are responsible for the integrity of
the [name of entity 5] web site. I have not been engaged to report on the integrity
of the [name of entity’s] web site. The audit opinion/report refers only to the
statements named below. It does not provide an opinion on any other information
which may have been hyperlinked to or from these statements. If users of this
opinion/report are concerned with the inherent risks arising from electronic data
communications, they are advised to refer to the hard copy of the audited financial
statements to confirm the information included in the audited financial statements

>

presented on this web site.’

A similar paragraph has also been included in the opinions on performance indicators provided

for presentation on entities’ web sites.

Public Sector Reforms

In recent years, successive government reforms have been implemented to encourage a more
efficient and effective public sector. These reforms have included accrual accounting and
budgeting, regular whole of government reporting and output based management. Machinery of
Government Review and the reforms within the health system have had a detrimental impact on

the audit program this year.
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Machinery of Government Review

As reported in the Report on Ministerial Portfolios at November 30, 2001 (Report No.13,
December 2001) implementation of the Machinery of Government taskforce initiatives for the
2001-02 year would have significant risks for public sector accountability and a range of
transitional problems would impact on restructured agencies’ accountability and reporting.

Significant challenges were placed on restructured agencies to amalgamate corporate services
and accounting and performance management systems, operate combined agencies at different
locations, define ‘blurred’ lines of accountability and/or responsibility during the initial stages of
amalgamation and ensure that control systems and reporting arrangements provided

accountability for the operation of their agency.

Amalgamated or restructured agencies undertook additional work during the financial year to
update their systems and procedures and train personnel to ensure consistent accountability and
compliance with the FAAA and Treasurer’s Instructions. This entailed amalgamating and
updating such items as:

® accounting and financial reporting systems including computerised and procedural
operations as well as verification of data take ups and reconciliations;

® asset registers;

® personnel and payroll systems;

® accounting manuals;

® appointment of collectors of money, incurring officers and certifying officers; and
® delegations of authority.

Within agencies, changes in key financial reporting personnel, resulting from redundancy
packages being taken, impacted on their ability to provide timely supporting information,
reconciliations and other evidence required by audit staff.

From an audit perspective, additional audit work was required, especially where agencies could
not finalise their financial reports within the time frame specified in the FAAA. As a result, there
has been a delay in the issue of audit opinions and three interim reports were issued. Two final
audit opinions have, however, since been issued.

During this period of reform and change, each agency continued to benefit from a management
report on their operations being presented to the Minister and the agency along with the audit
opinion. This independent audit report reviewed their operations and detailed opportunities for
continuing improvement in accountability and was discussed with management at the conclusion
of the audit.

AUDITOR GENERAL FOR WESTERN AUSTRALIA
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Health System Reforms

The health sector has also been subject to extensive reforms over the past year, stemming mainly
from the June 2001 Report of the Health Administrative Review Committee.

Nevertheless, in the light of heightened parliamentary and community concern about problems
in financial management and control and resource management in the health system, a number
of reports into various aspects of the health system have been made this year. These have
included reports on nursing shortages and the use of agency nurses, procurement of medical
equipment and the recent report on hospital special purpose accounts.

The effective delivery of health services has also been a concern with evidence of high bed
occupancy in teaching hospitals, overcrowding of emergency departments, increasing problems
with ambulance diversion/bypass over the past 20 months or so and continued long waiting lists
for elective surgery (according to Central Waitlist Bureau data).

As a consequence, it was determined early this year to also undertake a performance examination
of the effectiveness of the bed management practices (including admission and discharge) of
hospitals in this State's public health system.

Although work had commenced on the examination, as the Department of Health had already
begun to introduce reforms in this area and had put in place processes to implement more, it was
decided to defer this examination to allow time for the Department's reforms to be implemented
and to take effect. Nonetheless, this situation will be kept under review with a possibility of
recommencing the examination once the current reforms have been implemented.

REPORT ON MINISTERIAL PORTFOLIOS AT NOVEMBER 29, 2002
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Summary of Audit Results

This section summarises the results of 183 financial statement and 140 performance indicator
audits completed at November 29, 2002 as part of the 2002 audit cycle. The entities included in
this Report are classified into the following:

® Audit opinions issued on financial statements, controls and performance indicators:
O 41 Departments
O 110 Statutory Authorities (including two hospitals and health services)
® Audit opinions issued on financial statements:
O Treasurer’s Annual Statements
O 10 Corporatised Bodies
O 14 Subsidiary Entities
O 1 Cemetery Board
O 6 Request Audits

At November 29, 2002, the audits of five statutory authorities and two cemetery boards were not
finalised, due primarily to late submission by the agencies. One statutory authority, six cemetery

boards and four request audits have yet to submit financial statements for audit.

Financial Statement and Controls Audits

Audit Qualifications

Qualified audit opinions are issued where it is considered that the financial statements and
performance indicators do not fairly present, or where controls within the agency were not
considered to be operating effectively during the period of review. This generally occurs when
the scope of audit work required to form an opinion has been limited in some way, where the
agency has not complied with provisions of the FAAA, Treasurer’s Instructions or other relevant
laws, or where there has been a departure from accounting standards or other mandatory
professional reporting requirements.

To November 29, 2002, the opinions of 15 agencies were qualified in relation to their controls,
compliance with relevant laws or financial statements. Before qualified opinions are issued,
proposed qualifications are comprehensively discussed with respective agencies. Particular
actions to address the issues may be proposed by the agency and agreement reached on the way
in which the situation may be resolved. Details of these qualifications are set out in Table 1.

AUDITOR GENERAL FOR WESTERN AUSTRALIA
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Agency Reason for Qualification

Department of
Industry and
Technology

Controls: The Department collected and retained fees from suppliers to
government agencies under common use contracts. The fees which totalled
$1.9 million for the financial year were based on the value of sales to agencies.
Legal advice indicated that the Department did not have the authority to charge
the fees because appropriate interdepartmental collection arrangements were
not in place. The Department also did not have the authority to retain the fees
which were used to partially offset the cost of managing the common use
contracts.

Department for
Planning and
Infrastructure

Financial Statements: The Department utilised both its own bank account and
that of the Department of Transport for the receipt and payment of moneys
without effecting appropriate transfers between the bank accounts. Numerous
reconciling items accumulated throughout the financial year and as there
remained a balance of $3 086 000 in outstanding reconciling items at reporting
date, an opinion could not be formed on whether Cash Assets of $36 158 000 in
the Statement of Financial Position and Cash of $2 255 000 in the Schedule of
Administered Items were fairly presented.

Department of
Transport

Controls and Financial Statements: Monthly combined reconciliations of the
Department’s two bank accounts included unexplained reconciling items that
varied in amount from month to month. As the combined reconciliation had not
been finalised and there was a balance of $5 038 000 in outstanding reconciling
items at reporting date, an opinion could not be formed on whether Cash Assets
of $17 974 000 in the Statement of Financial Position and Cash of $133 000 in
the Schedule of Administered Items were fairly presented.

Development
Commissions

Controls: Legal advice obtained from the Crown Solicitor’s Office by the
Department of Local Government and Regional Development found that
Development Commissions did not have the power under the Regional
Development Commission Act 1993 to make grants. All nine Development
Commissions had made grants during the financial year 2001-2002.
Consequently, the individual opinions for all nine Development Commissions
were qualified.

Government
Employees
Superannuation
Board

Controls: The Board received into and paid out of the Government Employees
Superannuation Fund moneys collected on behalf of the Department of Treasury
and Finance. The Crown Solicitor advised that moneys of this nature are not
permitted under Section 15 of the State Superannuation Act 2000 to be paid
into or out of the Fund.

Rottnest Island
Authority

Controls and Financial Statements: The Authority relied on information
provided by third parties to determine the landing fee revenue due to the
Authority. The Authority did not have adequate controls in place to ensure the
accuracy and completeness of the information provided. Consequently an
opinion could not be formed on whether the $3.3 million included as
Admission Fees in Revenue from Goods and Services was fairly presented.

The Board of the
Art Gallery of
Western Australia

Controls and Financial Statements: Controls over the collection and banking
of exhibition revenue were inadequate and a reconciliation between the amounts
collected and banked was not undertaken. Consequently, an opinion could not
be given on the completeness and reliability of exhibition revenue of
$2 696 000.

Further, the controls exercised by the Board over the recording of revaluations
of art works in accounting records during the year were inadequate. Appropriate
supporting documentation was not available. Consequently, an opinion could
not be given on the increase in the valuation of art works of $8 222 000.

Table 1: Qualified Financial Statement and Controls Audit Opinions.

Source: OAG

REPORT ON MINISTERIAL PORTFOLIOS AT NOVEMBER 29, 2002
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Further commentary on particular qualifications and action being undertaken, where applicable,
by the agency to address the issue is outlined below:

Department of Transport (ceased 30/06/02)

The audit opinion on the financial statements and controls of the Department of Transport (DOT)
was qualified for the third year in succession because the reconciliation process for its two bank
accounts was not an effective check to identify and correct any errors or discrepancies between
bank and departmental records. Monthly combined reconciliations included unexplained
reconciling items that varied in amount from month to month and at the end of the financial year.
At the end of DOT's operations on June 30, 2002 the balance of outstanding reconciling items
was $5 038 000.

DOT endeavoured to rectify its bank reconciliation problems during the year. However, at the
time of audit the issues remained unresolved.

Department for Planning and Infrastructure

The audit opinion on the financial statements of the Department for Planning and Infrastructure
(DPI) was qualified because the June 30, 2002 bank reconciliation included numerous
reconciling items with a balance of $3 086 000. A number of these items could not be
substantiated by DPI at the time of audit.

The reconciling items mainly related to DPI utilising both its own bank account and that of the
Department of Transport (DOT) for the receipt and payment of moneys without effecting
appropriate transfers between the bank accounts. The earlier than expected creation of DPI and
the delay in abolishing DOT contributed to this problem. DPI has indicated that the matter is
being addressed.

Development Commissions

The Department of Local Government and Regional Development sought advice from the Crown
Solicitor’s Office with respect to a specific loan made by a Development Commission. As a result
of this inquiry, the Crown Solicitor’s Office subsequently advised the Department that under the
Regional Development Commission Act 1993, the nine regional Development Commissions did
not have the power to provide grants or loans. The Crown Solicitor’s Office is of the view that
sections 14, 23, 24 and 32 of that Act did not permit the Development Commissions to make

payments of this nature.

Consequently, as the issue was one of non-compliance with legislative provisions, wherever
Development Commissions paid grants during the financial year July 1, 2001 to June 30, 2002,
the audit opinion on the controls was qualified.

AUDITOR GENERAL FOR WESTERN AUSTRALIA
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The Regional Investment Fund Bill 2001, if passed, will address the issue and enable the
Development Commissions to make grants. At November 27, 2002 the Bill was on the list of
Bills to be debated in Parliament and had not yet been passed into legislation. In the interim the
Department of Local Government and Regional Development has initiated remedial action to
address the situation, and has entered into funding arrangements with the Department of Treasury
and Finance to facilitate the payment of grants.

Government Employees Superannuation Board (GESB)

With effect from July 1, 2001, arrangements were put in place in relation to unfunded Gold State
Super (GSS) employer contributions. Agencies received funds by way of an appropriation
equivalent to the GSS contribution amounts that were then paid to the Government Employees
Superannuation Board (GESB) and remitted to the Department of Treasury and Finance (DTF).
The net effect of this ‘round robin’ was that the relevant GSS members remained unfunded.
When a benefit payment is made to an unfunded GSS member, the unfunded liability for that
member is then recouped from DTF as has been the situation in the past.

At June 30, 2002, GESB had raised invoices totalling $125 million and had paid DTF $111
million leaving a creditor balance of $14 million. Of the debtor invoices raised to agencies, $123

million had been collected in cash from the agencies leaving debtors of $2 million.

Receipt of these Amounts is a Contravention of the Act

Following audit query, GESB sought legal advice from the Crown Solicitor’s Office as to
whether it was entitled under the State Superannuation Act 2000 to receive these moneys. The
Crown Solicitor’s Office advised that “section 15 of the State Superannuation Act 2000 did not
permit the receipt or payment of the GSS equivalent amounts into or from the Government

Employees Superannuation Fund (the Fund).”

In forming the audit opinion consideration was given as to whether the receipt, expenditure and
investment of moneys and the acquisition and disposal of property and the incurring of liabilities
had been in accordance with legislative provisions. As this was a material breach of the
legislation and had occurred throughout the year, it was considered that the controls over the
acquisition of assets, being the receipting of moneys not authorised by the law into the Fund,
were not adequate to ensure compliance with the legislative provisions. Accordingly the audit

opinion on controls was qualified on this matter.

It is noted that the contravention of the Act has no impact on the Government Employees
Superannuation Fund or member account balances, and that these arrangements were designed
to improve data quality for GSS contributions and a greater management focus on the part of

departments on superannuation expense.
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13



Appropriate Accounting Treatment

In conducting the audit, careful consideration was given to the appropriate accounting treatment
to be adopted for these receipts and payments. As the substance of the transaction was that the
GESB acted as an agent on behalf of DTF, the amounts were not accounted for as revenue or
expenses in the Statement of Changes in Net Assets but were appropriately disclosed in Note 1(b)
to the financial statements.

Rottnest Island Authority

As reported in the Report on Ministerial Portfolios at November 30, 2001 (Report No.13,
December 2001), the Authority relied on information provided by third parties to determine the
landing fee revenue due and did not have controls in place to verify the accuracy and
completeness of the information. Although the Authority made a concerted effort to resolve this
matter, adequate controls were not in place during the 2001-02 financial period. As a result audit
was unable to determine whether the amount of $3.3 million included as Admission Fees in
Revenue from Goods and Services was fairly presented in the Statement of Financial

Performance.

Other Audit Findings

Audit procedures designed to assess the effectiveness of agency controls are an integral part of
the formation of an audit opinion. Although control deficiencies in themselves may not result in
the issue of an audit qualification, they need to be addressed to enable agencies to meet

accountability obligations and to improve the efficiency and effectiveness of operations.

Outlined below are some agency specific issues and significant common control issues identified

during the audit cycle across a variety of agencies. The specific agency issues are:
® [case of Department of Fisheries’ Patrol Vessel; and

® Agents’ Trust Account Interest Revenue.

The common control issues across public sector agencies are:

® Information Technology Controls;

® Disaster Recovery Planning;

® Asset Registers;

® Reconciliations; and

® Accounting Manuals.

AUDITOR GENERAL FOR WESTERN AUSTRALIA
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Lease of Department of Fisheries’ Patrol Vessel

The Lease Now — Pay Later (Report No.3, June 30, 1999) report on equipment leasing found that
agencies generally did not conduct a proper analysis of the lease versus purchase decision. Since
the release of that report the Department of Treasury and Finance (DTF) has been developing
extensive guidelines on the acquisition of capital assets and has developed tools to help agencies
properly analyse leases. The Department of Industry and Technology (DolT) has arranged
agency access to competitively priced lease finance and standard form lease contracts by
implementing the Common Use Rental Facility. In addition, for larger contracts, DolT is the
contract principal and is responsible for negotiating the terms and conditions to obtain the best

value for money for government.

The Department of Fisheries (Fisheries) operates three sea going patrol vessels to enforce
compliance with fisheries legislation in the State’s fisheries that range from Eucla to the
Kimberley. During 2000, one of these vessels developed a major structural problem that severely
limited its sea going operations. Fisheries approached DTF for capital works funding to replace
the vessel. In September 2000 DTF advised Fisheries to seek tenders for the supply of a
replacement patrol vessel based on both purchase and operating lease arrangements to determine
the best financing option.

In December 2000 DolT issued a request for tender for the construction and delivery of a patrol
vessel and in May 2001 DolT awarded the contract for $2 123 800. At this time, DolT carried
out an analysis of various leasing options. The analysis at that time showed that the best lease
option was a 10 year lease indicating a marginal $11 750 benefit from leasing the vessel. DoIT
then requested quotes from financiers on the Common Use Rental Facility.

By late June 2001 the quotes were received and analysed by DolT, however the best quote no
longer supported the lease option. The analysis of the quotes together with information provided
by Fisheries showed that purchasing the vessel was the most economical option, with the lease
option now costing an additional $161 000. In addition, in early July the Crown Solicitor’s Office
reviewed the lease conditions being negotiated with the financier and formed the view that the
contract placed the major burden of risk during the construction phase with Fisheries. This is
significant as the main advantage in leasing assets is to pass the risks associated with ownership
to the lessor.

DolIT then advised Fisheries that as the lease was a finance lease DTF approval was required.
DTF subsequently approved the lease arrangement as proposed by Fisheries. Approval was
conditional on all leasing costs being recovered from Western Rock Lobster fishery licence
holders.

DolIT and Fisheries finalised the lease agreement in mid July 2001. However, just prior to signing
the agreement, using the final indicated lease payments, DolT again advised Fisheries that
analysis showed the cost of leasing over purchasing had now increased to $210 000, making

purchasing the more economical option.

REPORT ON MINISTERIAL PORTFOLIOS AT NOVEMBER 29, 2002
15



This analysis was based on a residual value of 74 per cent of the purchase price. However, Audit
noted that past sales of such vessels have realised in the region of the valuation of a similar vessel
indicates a residual value range between 83 and 96 per cent of the original purchase price. On
this basis the cost of the leasing option over the 10 year period could be as high as $600 000 more
than the purchase option.

Agents’ Trust Account Interest Revenue

Under the Real Estate and Business Agents Act 1978 and the Settlement Agents Act 1981, agents
are required to open a trust account with a bank, to be used to hold clients’ deposits. At November
2002 there were 1 662 such trust accounts for real estate and business agents and 288 accounts
for settlement agents, with estimated total balances of approximately $245 million and $93
million respectively. Under associated Regulations, the banks are required to pay interest on
these accounts to the Real Estate and Business Agents Supervisory Board (REBA) or to the
Settlement Agents Supervisory Board (SASB) at a rate that is approximately equivalent to 70 per
cent of the daily bank bill rate. The Regulations do not provide for agents to receive interest from
these accounts. Agents’ trust account interest revenue reported by the Boards for 2001-02 totalled
$7.8 million.

The Boards’ audit and monitoring processes have identified agents’ trust accounts that have not
been recognised as trust accounts in the banks’ records. These errors have occurred for a number
of reasons, including instances where accounts were opened as normal accounts rather than trust
accounts or where agents have changed banks but not informed the Board. Following laborious
and lengthy investigations by the Boards, significant amounts of ‘back interest’ have been
identified by the banks and paid to the Boards. During 2001-02 ‘back interest’ of $202 000 was
received by REBA and $68 000 by the SASB which should have been received in prior periods.

As a result, the Boards have forgone several thousand dollars in interest that could have been
earned on these moneys had they been received on time. In addition, because of the uncertainty
as to the number of trust accounts held at the banks, the Boards have been unable to reliably
estimate the amount of interest owing at June 30, 2002. Consequently, the accrued agents’ trust
account interest revenue recognised as receivable in the Boards’ financial statements was

understated, although the effect was estimated to not be material.

During the 2001-02 reporting period the Boards improved controls over agents’ trust account
interest revenue and a further improvement was implemented in late October 2002 with a view

to more timely receipt of the revenue.

It is recommended that the Real Estate and Business Agents Supervisory Board and the
Settlement Agents Supervisory Board continue their initiatives to achieve more timely receipt of
agents’ trust account interest from the banks. In addition, appropriate sanctions should be applied
to agents in instances where they have not complied with requirements in respect of the creation
of trust accounts and informed the Board of any changes to their trust accounts.

AUDITOR GENERAL FOR WESTERN AUSTRALIA
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Information Technology Controls

Information systems are critical in supporting the operations of most agencies. Consequently, the
audit of key information technology (IT) controls is essential for determining whether reliance
can be placed on the integrity, reliability and availability of IT systems.

Not all key IT controls at agencies are reviewed by audit each year. Rather, they are reviewed on
a rotational basis. In 2000-01, IT controls relating to access and security were reviewed at 41
agencies. Some of the agencies were also reviewed for the adequacy of their controls over
program changes and disaster recovery. The results of these audits are shown in Column 2 of
Table 2 below.

In 2001-02, audit sought to assess whether control weaknesses previously identified had been
rectified. However, this was complicated by the break-up or amalgamation of agencies arising
from the Machinery of Government review. In some instances, the effect of these changes on the
agencies was significant enough to require audit to fully reassess the controls rather than just
follow-up on the outstanding issues of 2000-01. The results of the 2001-02 review are shown in
Column 3 of Table 2.

Findings 2000-01 2001-02
Occurrences % Occurrences %

Access and Security

Inadequate password security 27 out of 41 66 14 out of 26 54
Staff access not properly approved 23 out of 41 56 15 out of 26 58
and reviewed

Access logs not reviewed 23 out of 41 56 11 out of 26 42

and monitored

Other Controls

Inadequate controls over system 8 out of 15 53 12 out of 20 60
modifications

No effective disaster recovery plans | 16 out of 17 94 20 out of 21 95
No effective monitoring and review | Not reviewed 8 outof 16 50
of the results of computer

processing

Table 2: Summary of most common IT Control Findings 2000-01 and 2001-02.
Source: OAG

Computer access and security controls such as passwords are designed to prevent unauthorised

changes, disclosure or loss of valuable and confidential information.
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Given the increasing incidence of attacks on computer systems and the greater reliance being
placed on these systems by agencies, reliable computer access and security controls are essential.
Table 2 shows that access and security controls at agencies have not significantly improved since
last year. Similarly, the high incidence of control weaknesses over modifications to computer
systems continues.

Table 2 also indicates that several agencies have not adequately documented processes to ensure
that computer processing is monitored for completeness and accuracy. This contributes to the risk
of computer processing problems going undetected and erroneous information being processed
and stored on agency databases.

Disaster Recovery Planning

In order to provide for the ongoing availability of critical information systems, organisations
develop and test disaster recovery plans (DRPs). These plans identify those systems which are

critical to the operations of the organisation and prioritise the recovery processes accordingly.

The recent acts of terrorism around the world highlight the need to have effective DRPs to
manage the risks to critical infrastructure facilities, including computer systems. Table 2
indicates that government agencies still continue to lack effective DRPs.

The development and testing of DRPs can take some time. Many of the 20 agencies referred to
in Table 2 have begun the process of developing suitable DRPs, a few of which have reached the
stage of having back-up facilities in place which only require final testing. However, the majority
of agencies have not yet: identified their critical systems; established the procedures necessary to
recover these systems to alternate processing facilities in case of disruption by fire, storm,
flooding or some form of attack; nor tested these procedures. Consequently, uncertainty remains
regarding the ability of these agencies to restore normal business operations in a timely manner
in the event that their regular computing facilities become unavailable.

Asset Registers

Agencies are the custodians of a variety of assets: plant, equipment and furniture; library
materials; livestock and farm produce; saleable public property; land, buildings and other real
assets; and copyrights, patents, trademarks and licences and are required to account for these
items of capital expenditure for the period they are utilised or controlled by the agency.
Treasurer’s Instruction 410, Register of Public Property, prescribes the records and registers of
public property to be maintained by agencies. Reconciliation of the asset register or registers to
the general ledger classifications and complying with depreciation and valuation issues in
relation to these assets are also the responsibility of the agency in preparing their financial

reports.
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The accounting manual should document the details to be recorded in the registers of public
property and procedures in relation to acquisition, location, transfer, disposal, write off,
depreciation and stocktakes. As an example, a basic plant, equipment and furniture asset register
should include the following details:

® description of asset including model and serial number;
® asset identification code assigned when purchased,

® date purchased, cost and supplier;

® [ocation and any transfers of location;

® cstimated useful life, depreciation method and rate; and
® disposal, sale or write off details and date.

The 2001-02 audit management letters of 52 agencies were reviewed and 29 agencies (56 per

cent) received comments on their asset registers. The comments included:

@® asset identification numbers not attached to fixed assets;

® incomplete details in asset register;

® asset register not checked to confirm accuracy;

® assets identified as missing at stocktake were not investigated in timely manner; and

® asset register reconciliation to general ledger not reviewed or evidenced by responsible
officer.

Key control features of an asset management system involve maintaining up to date asset
registers and checking the physical assets against the listing on at least an annual basis prior to
reconciling the asset valuation in the general ledger. The asset register will also assist an agency

in relation to insurance of assets.

A special review of assets controlled by 10 metropolitan hospital sites was also conducted during
the year. The results appear in the following Control Issues Section of this report.

Reconciliations

As previously reported reconciliations involve agreeing an amount recorded in a system to
another source of information. The preparation and review of reconciliations is a fundamental
control for ensuring the completeness and accuracy of information. The 2001-02 audits identified
that the following reconciliations were not regularly being performed and/or reviewed in 42 per
cent of the 52 agencies reviewed:

® Dbank reconciliations, whereby an agency’s recorded bank balance is agreed to the actual cash
in the bank as per the bank statement;
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® reconciliations between general ledger balances and subsidiary ledgers such as asset register
and accounts receivable systems; and

® payroll reconciliations to ensure that salaries and wages reported agrees to the payroll system.

The failure to perform reconciliations on a regular basis may result in errors and irregularities
going undetected for long periods, and may prove extremely time consuming and costly to
rectify. An inability to ensure the completeness and accuracy of information in financial
statements may also result in a qualified audit opinion.

Accounting Manuals

The accounting manual is a key document within an agency as it details practices, procedures
and policies in matters of financial administration and assists staff and auditors to understand the
agency’s method of operations and ensure that disruption to operations is minimised as a result
of staffing changes. Documentation of the forms used and all procedures relating to the manual
and computerised financial management information systems should be included in the
accounting manual. The accounting manual should be unique to each agency with the level of
detail commensurate with the significance, scope and complexity of the agency’s operations. It
should be regularly reviewed or updated to ensure that it is a practical and effectual document

assisting employees to perform their required duties.

In relation to accounting manuals, the 2001-02 audit management letters of 52 agencies were
reviewed and 16 agencies (31 per cent) received audit comments along the following lines:

® new procedures have been implemented but are not documented, therefore the accounting

manual does not reflect current practices or procedures;

® ]l procedures manuals are maintained on the Intranet to allow all staff access to procedures.
However, the manuals contain information that is no longer current;

® accounting manuals that have not been substantially updated are held as the current version,
one as old as 1990;

® purchasing policies and procedures last updated in 1995, which is pre GST; and

® asset reconciliations were not performed on a regular basis due to the Principal Accounting

Officer being on leave for six months.

To ensure the continuity of operation of an agency in delivering its programs and being
accountable for its operations, the existence of an up to date accounting manual is essential and
required by sections 18 and 44 of the FAAA.
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Performance Indicator Audits

Under section 93(d) of the FAAA the Auditor General is required to state whether in his opinion
the performance indicators (PIs) reported by agencies “are relevant and appropriate having

regard to their purpose and fairly represent indicated performance”.

For several years after the introduction of the FAAA, agencies made little progress in the
development of performance indicators. It was not until 1991 when the Auditor General decided
that his Office would take a more proactive role that steps in the development of PIs occurred.
The issue of guidelines in conjunction with Treasury, participation in information seminars and
the intention of the Auditor General to issue formal opinions in 1995-96 prompted agencies to

treat PIs more seriously.

In 1997 about 110 of the 190 agencies received qualified opinions. This has gradually reduced to
the current situation where only five (refer Audit Qualifications) qualified opinions were issued
to November 29, 2002. While this seems to demonstrate satisfactory progress, general feedback
and anecdotal information seems to suggest that for many agencies’ PIs are simply being

produced to comply with the legislation, with minimal benefit, use and focus arising from them.

Introduction of Output Based Management (OBM) Structures and Government Desired
Outcomes has resulted in some agencies’ outcomes being at too high a level. OBM requires
agencies to produce large amounts of output information without clear demonstration of how
these outputs contribute to the achievement of the outcomes. Instead of agency specific outcomes
that the agency can identify with and be accountable for, each agency now needs to consider what
it contributes to the achievement of the Government Desired Outcomes and have agency specific
outcomes with proper links to the higher level outcomes. The indicators developed would then
be pitched at a relevant level for the agency.

Agencies need to revisit their outcomes and balance the input and output information required to
develop performance indicators with a better agency focus. These revised PIs need to assess: the
measurability of the outcomes; level at which the outcomes and outputs are pitched; whether the
outcomes complement the Government Desired Outcomes; and their usefulness to potential

users.

Audit Qualifications

To November 29, 2002, five qualified opinions were issued in respect of the 140 performance
indicators audited, while 10 agencies did not submit indicators as required by the FAAA. As a
result of recent changes in Treasurer’s Instructions, agencies were required to resubmit their PIs
to include ‘relevant’ and ‘appropriate’ in the certification this year.

The major reason for non-submission of performance indicators was that the agency only
operated for part of the financial period. The reasons for the qualifications are summarised as
follows:
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® Commissioner of Workplace Agreements: While the Commissioner submitted key efficiency
indicators, no effectiveness indicators were reported.

® Department of Health: The key performance indicators reported were not comprehensive, as
the effectiveness indicators did not address all of the key areas of the Department’s outcomes.
In addition, the efficiency indicators did not include approximately $250 million of the
Department’s total expenditure of $521 million as reported in the Department’s Statement of

Financial Performance.

The significant shortcomings identified in respect to the coverage of the Department of
Health’s performance indicators resulted from little or no information being reported on the
Departments’ operations or contracted services with non-government organisations in

relation to:

O public health units, health promotion, drug and alcohol and the impact they had on the
movement in incidences of preventable disease, injury, disability or premature death;

O mental health, stroke management, homeless youth, diabetes, safety initiatives and the
impact they had on the restoration of the health of people with acute illness; and

O chronic illness and disability and the impact they had on improvement in the quality of

life of people with chronic illness.

As a result of these shortcomings, a qualified opinion on the Department of Health’s key

performance indicators was issued.

® Department of Industry and Technology: The indicator ‘Savings to Government through the
use by agencies of common use contracts developed and managed’ was based on information
provided by suppliers under common use contracts. The suppliers were required to estimate
the amount that would have been charged to agencies if common use contracts were not in
place. There were a number of practical difficulties associated with the production and
validation of the information required to support the indicator. Although the Department had
taken steps to address these difficulties, the reported measure was still not considered
reliable.

® Department of Land Administration: The reported effectiveness indicator ‘Extent to which
the Business Plan is achieved’ was not relevant to the outcome ‘Government land information
supports the management and development of the State’ because it did not measure the extent
to which this outcome had been achieved. Furthermore, appropriate systems were not put in
place to monitor the progress of Business Plan projects and therefore the indicator was not
verifiable.

® Midland Redevelopment Authority: The Authority established and reported baseline data
against which future performance can be assessed. However, the Authority was unable to
provide meaningful performance data for its 2001-02 key effectiveness indicators.
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Timeliness of Reporting

Financial reforms and continuing enhancements to information systems over recent years have
generally seen improvements in agencies’ ability to meet statutory reporting deadlines required
under the FAAA (see Table 3). However, in 2002, the impacts of the Machinery of Government
review contributed to a significant increase in the number of agencies not meeting deadlines.

1999-2000 2000-2001 2001-2002
Depts | Stat | Health | Total | Depts | Stat |Health |Total | Depts | Stat | Health |Total
Auth | Sector Auth | Sector Auth | Sector

Statements and
where appropriate
performance 2 12 9 23 3 9 11 23 8 15 42 65
indicators not
received by the
statutory date

Expressed as a
percentage of all | 4% [10% [ 15% | 10% | 6% 9% | 20% | 11% | 20% | 14% [ 95% |33%
agencies in that
category

Table 3: Performance against reporting deadlines.

Agencies ability to meet statutory deadlines has declined markedly in 2002.1
Source: OAG

Most agencies continue to work to the end of the statutory period before submitting signed
statements and performance indicators on the statutory date. This delays the finalisation of audit
processes and the issuing of audit opinions. This year a range of agencies were able to submit
this information earlier enabling audit opinions to be issued for agencies whose assets totalled
$39.1 billion, or approximately 54 per cent of total State assets, by September 30, 2002. In
2000-01, 65 per cent of the total State assets were audited by September 30, 2001.

In addition to annual reporting, most agencies are now required to present monthly or quarterly
financial reports to the Department of Treasury and Finance for whole of government reporting
purposes. This requirement should assist agencies in improving the timeliness of year end
reporting as agencies’ financial management information systems become fully functional and
staff gain experience in accrual accounting and reporting. Other benefits, such as more informed
operating and management decision-making, would also result from reporting more timely

information.

There is evidence that best practice organisations worldwide have reduced financial statement
preparation time to two days, and common practice is to produce financial reports within five to
seven days of the end of the financial reporting period.2

1 Note: Table 3 excludes educational institutions with December 31 balance dates and cemeteries, corporatised entities and request
audits which do not have legislatively imposed reporting deadlines.

2 From the Australian National Audit Office Best Practice Guide Building Better Financial Management Support as cited in
Australian National Audit Office: Audits of the Financial Statements of Commonwealth Entities for the Period Ended June 30
2000, Auditor-General Audit Report No. 23.
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The challenge now is for public sector agencies to improve the timeliness of their annual
financial and performance indicator reporting. This may involve a reconsideration of how current
financial reporting practices can be improved. Further strengthening of monthly management and
financial reporting practices will enable the continuous preparation of high quality information
through the year and should contribute to:

® facilitating better informed operational and management decisions; and

® advancing the timely preparation of year end financial information.

Quality of Financial Reporting

The overall quality of financial statements submitted for audit in 2001-02 was disappointing
despite the Department of Treasury and Finance providing model financial statements which
incorporated changes to financial reporting requirements arising from new and amended
accounting standards during the year. Many agencies either failed to adapt the model financial

statements to their own operations or did not remove irrelevant notes or information.

There was also a general lack of quality control, with Accountable Officers and Authorities
certifying financial statements with numerous typographical errors and irrelevant, inconsistent,
or missing note disclosures. In some cases, there was inadequate documentation to support the
financial statements, which required additional audit resources to form an opinion as to the fair
presentation of the financial statements.

In addition, use of report writing packages to extract information from the main accounting
system to produce reports for financial reporting purposes created additional audit work in
verifying back to the primary records of the agency. Similarly, creating spreadsheets to follow-
up debtors rather than using the system generated aged debtors report is inefficient, increases the
opportunity for error and requires greater audit scrutiny.

In some agencies spreadsheets developed by staff to analyse transactions or enhance their
reporting became essential working documents for statement preparation and for audit purposes.
Agencies must ensure that these subsidiary accounting reports do not become the primary record
of transactions. All transactions should be recorded through the agencies’ proper financial
management information systems containing security and authorisation controls, validations,
error detection and audit trails. For the same reasons, system generated reports should be the

primary source of information for final financial statement preparation.
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Control Issues

The annual attest audit of all agencies required under the FAAA is directed at forming an opinion
on controls, financial statements and performance indicators. Audit tests are performed to the
extent necessary under auditing standards to obtain sufficient appropriate evidence to support
each opinion. Further the audit process is permeated by judgement and most audit evidence is
persuasive rather than conclusive.

The statutory requirement for an explicit opinion on controls in the public sector reflects the
higher expectation that effective controls operate to assure the integrity of the use of taxpayer
moneys. Further, the public sector environment generally is not exposed to the natural rigour
imposed by the competitive market environment and in consequence is not able to apply the

degree of flexibility and more discretionary approach applicable in the private sector.

In view of the nature and extent of audit work undertaken as part of the annual audit, further
complementary reviews of the reliability of the operations of systems and procedures are
undertaken over groups of selected agencies. This provides added assurance that the individual
professional judgements and conclusions reached during the course of annual attest audits are

soundly based and consistent.

In the 2001-02 audit cycle, two areas were chosen for such review:
® assets within metropolitan public hospitals; and

® cxpenditure.

The following commentary summarises the results of these control audits and contains
recommendations for all public sector agencies to enable them to review their own control

practices and procedures, and where necessary, take appropriate action.

Assets Within Metropolitan Public Hospitals

The Minister for Health in his capacity as the Deemed Board of Metropolitan Public Hospitals
for the year ended June 30, 2002 controlled non-current assets in excess of $970 million. This
comprised land ($134 million), buildings ($697 billion) and plant, equipment and other assets
($139 million).

Plant, equipment and other assets include medical equipment, computer equipment, furniture and
motor vehicles. Because of their nature, good internal controls and accounting records are
required to ensure these assets are safeguarded against loss or improper use and that asset values

are accurately reflected in financial statements.

What is the Potential Risk

Ineffective controls over plant and equipment asset transactions may result in:
® unauthorised or inappropriate asset purchases;

® purchased assets not being identified and recorded in asset registers;
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® inappropriate use or loss of assets;
® improper accounting for proceeds from the sale of assets;
® unreliable asset values; and

® non-identification of under utilised or obsolete assets.

What Did We Do

A sample of 10 hospital sites within the metropolitan area was selected and audits undertaken to
ascertain whether adequate controls existed over plant and equipment assets. For each hospital
site a sample of plant and equipment transactions and assets was selected for audit testing to
assess whether:

® purchases were properly authorised,;
® assets were being capitalised and recorded in asset registers;
® disposals were properly authorised and accounted for;

® plant and equipment records were being reconciled with accounting records and physical
stocktakes;

® plant and equipment assets were adequately safeguarded against unauthorised removal and/or

destruction;

® rates used for depreciating assets were regularly reviewed by management for
appropriateness and consistently applied in accordance with management policies; and

® revaluations of plant and equipment were adequately supported by appropriate advice from

competent valuers.

What Did We Find

Controls over plant and equipment were generally found to be operating effectively. However
improvement to current procedures and systems in the following areas would provide greater
control over plant and equipment assets.

Asset Policies and Procedures:

The audit found that asset policies and procedures for the health sites required significant
updating as they no longer reflected current operating practices. As such existing and new staff
may not be completely conversant with their responsibilities in respect to policy requirements
and the requirements of the FAAA, Treasurer’s Instructions or State Supply Commission

Guidelines. This may lead to a breakdown in the internal control environment.
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Capitalisation of Assets

Inconsistencies were noted in relation to the capitalisation of assets and uncertainty existed as to
when expenditure should be capitalised or expensed.

Attractive ltems Registers

A number of hospital sites were not maintaining a register of portable and attractive items. This
increases the risk that portable and attractive items may be lost or misappropriated. A mechanism
by which these assets are recorded and tracked would increase the likelihood of any problems
being identified in a timely manner.

Depreciation Rates

A review of depreciation rates indicated that current rates do not accurately reflect the useful life
of the assets. Furthermore an annual review of the useful lives has not been performed by the
health service for a number of years. This is in part due to the setting of the useful life of assets
by the Department of Health, based upon their entire life expectancy rather than the useful life
relevant to the hospital site.

Asset Registers

Maintaining complete and accurate records of assets controlled by agencies assists in ensuring
that all assets can be accounted for. These records are usually maintained in an asset register and
include details such as date of purchase, description of asset, location, identification code, cost,

depreciation rates, current written down value and disposal proceeds.

The audit found that a number of asset registers were not being updated when assets were moved

or disposed of, resulting in missing assets and inaccurate and incomplete accounting records.

What Should Be Done?

Management should:

® develop appropriate, relevant, up to date asset policies and procedures and ensure that these
are reviewed and updated on a regular basis;

® review expenditures to ensure all asset acquisitions have been identified and capitalised in
accordance with accounting policies;

® develop and maintain an attractive and portable items register;

® review depreciation rates and estimated useful lives in conjunction with the Department of
Health; and

® increase staff awareness as to the importance of completing asset transfer and disposal forms.
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Expenditure

Controls over expenditure operate to ensure that payments are authorised, correct, not duplicated
and are satisfactorily recorded. Audit trails and management control reports included in an
agency’s accounting management system can assist agencies in their review of practices and

procedures to determine whether buying practices achieve the best value for money.

In depth reviews covering expenditure transactions across a number of selected agencies
complement routine individual audit reviews and provide increased audit assurance to
accountable officers and authorities and Parliament that controls are operating effectively. These
reviews also identify opportunities for the improvement and enhancement of existing practices.

In 2001-02 expenditure transactions were reviewed at nine agencies. This follows three previous

reviews of five agencies in 1998-99, twelve agencies in 1999-00 and seven agencies in 2000-01.

Computer assisted audit techniques (CAATs) were again utilised to analyse agencies’ payments
to suppliers. These techniques were used to identify exceptions, large payments and to select a
sample of payments for use in assessing the effectiveness of agency processing and authorisation
controls and the accuracy of the payments. For each agency, 50 payments were randomly
selected to assess the effectiveness of controls.

The use of credit cards was a particular area where lapses in controls were noted. While credit
cards facilitate the purchase of goods and services, and can result in significant benefits through
a reduction in administration and a streamlining of purchasing procedures, review procedures
highlighted several exceptions. In three agencies, sampled credit card transactions were either
not supported by sufficient or adequate documentation or were not independently checked or
verified. In one agency, agreement and acknowledgement forms detailing conditions of use of

credit cards were missing.

Inadequate support or explanations for transactions, particularly credit cards, made it difficult for
the agency to demonstrate that expenses were for official purposes, and without independent
checks and review of the expenditure, there is potential for the credit cards to be inappropriately

used.

In summary, other than for credit card transactions, controls across all nine agencies were
generally found to be operating effectively, although there were instances of payments not being
appropriately authorised, supported and checked prior to payment. These exceptions were either
minor or warranted minimal further attention by management to reduce the weaknesses
identified. Although the presence of knowledgeable and honest staff in agencies potentially
prevented significant errors occurring where these particular controls were not operating,

agencies cannot always rely on compensating controls to identify and correct errors.

It remains the responsibility of management in agencies to regularly review the effectiveness of
internal controls over expenditure and purchasing functions. This frequent review process will
assist in maintaining a high standard of compliance with legislative requirements and can protect
the agency from incorrectly incurring payments that then require additional and unnecessary

administrative action to correct.
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Accounting and Contemporary
Issues

While the annual cycle of attest audits is primarily designed to enable the formation of an opinion
on the controls, financial statements and performance indicators of individual agencies, matters
of wider significance are noted. Independent commentary on the accounting and contemporary
issues impacting on public sector accountability and performance this year relate to:

® (onsolidated Fund — Accrual Appropriations;
® Asset Valuations;
® HIH Collapse — Implications; and

® Follow-up of Corporate Governance issues relating to inconsistencies in disclosure
requirements and Statements of Corporate Intent for corporatised entities.

Consolidated Fund - Accrual Appropriations

The Consolidated Fund is the principal funding source for the operations of general government
agencies. Generally all revenues of the Crown (eg taxes, royalties) are paid into the Consolidated
Fund and all payments from the Fund must be appropriated by Parliament.

Prior to the 2001-02 financial year appropriations from the Consolidated Fund were determined
on a cash basis. For the 2001-02 financial year accrual appropriations were introduced. Accrual
appropriations include the cash and non-cash amounts required by agencies to deliver outputs.
The non-cash amounts comprise current year costs relating to accruing employee leave
entitlements and depreciation of assets. Accrual appropriations facilitate parliamentary scrutiny
of the full cost of service delivery by agencies and make the future obligation to replace assets
and meet leave liabilities more transparent.

The non-cash portions of appropriations are credited to a suspense account in the Trust Fund
titled Consolidated Entity Holding Account. Agencies are able to utilise these amounts in
subsequent years, on the successful presentation of a business case, to either reduce leave
liabilities or replace assets.

The introduction of accrual appropriations in 2001-02 was the main reason for the Consolidated
Fund showing a deficit at June 30, 2002 of $433 million. Expenditure charged against the Fund
included $423 million in non-cash appropriations.
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Transactions on the Consolidated Fund for the 2000-01 and 2001-02 financial years are
summarised below:

Consolidated Fund

2000-01 2001-02
$ $
Opening Balance 4 737 736 361 917 826
Receipts 9 008 496 838 9 461 067 911
Expenditure 8 651 316 748 10 255 939 461
Surplus (Deficit) for Year 357180 090 (794 871 550)
Closing Balance $ 361917 826 $ (432 953 724)
The closing balance at June 30, 2002 comprises:
Overdrawn Cash Balance $ (9674 724)
Appropriations Payable $(423 279 000

$(432 953 724)

The Appropriations Payable of $423 million represents the non-cash portion of 2001-02
appropriations credited to the Consolidated Entity Holding Account. This balance represents
existing authorisations by the Parliament to expend moneys to replace assets or reduce leave
liabilities in future years. Under the previous cash appropriations regime such authorisations
would not have been obtained until the year in which the moneys were to be spent.

The Department of Treasury and Finance has advised that future drawdowns from the
Consolidated Entity Holding Account will be offset by commensurate decreases in
appropriations from the Consolidated Fund for replacing assets and reducing leave liabilities.
Accordingly, the introduction of accrual appropriations will have a neutral impact on the cash

position of the Consolidated Fund.

Asset Valuations

Accounting Standard AASB 1041 ‘Revaluation of Non-Current Assets’ issued by the Australian
Accounting Standards Board in July 2001 requires that, subsequent to initial recognition as
assets, each class of non-current assets must be measured on either the cost basis or the fair value
basis. Where an entity chooses the fair value method for measuring a particular class of assets,
revaluations of that class of assets must be made with sufficient regularity to ensure that the
carrying amount of each asset in the class does not differ materially from its fair value at each
reporting date.

The transitional provisions of AASB 1041 permit public sector entities holding classes of non-
current assets measured on the revaluation basis, to continue revaluing these assets on the
existing revaluation basis up to the reporting period beginning on or before June 30, 2002.
However, all revaluations of non-current assets undertaken during any reporting period
beginning after June 30, 2002 must be on the fair value basis.
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