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The Honourable Anna Bligh MP
Premier and Minister for the Arts
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Brisbane Qld 4000

Dear Premier

We are pleased to provide herewith our Report on the 2010 Strategic Review of the
Queensland Audit Office which has been undertaken in accordance with the relevant sections
of the Auditor-General Act 2009, and also in accordance with our terms of appointment.

We have appreciated the cooperation and support we received from the Auditor-General and
his staff and also officers of your Department which has been of immense assistance to us in
the conduct of our Review. We have also appreciated the willingness of audit clients and
other stakeholders to met with us and provide valued input.

Our Report incorporates 57 conclusions and 44 recommendations which we commend to you,
the Auditor-General and the Parliamentary Public Accounts and Public Works Committee to
ensure that the Queensland Audit Office continues to be an important and effective element
of public accountability and integrity in Queensland.

Yours sincerely

A Mo Gou

Graham Carpenter Mark Gray






2010 Strategic Review of the Queensland Audit Office

Table of Contents

GLOSSARY OF TERMS ..ottt meee e an e e 5
1.  EXECUTIVE SUMMARY oottt ettt e e e s 1.
L.1  OVBIVIEW ...ttt e e ettt ettt e eeet sttt et ettt e e e e e e e e e e e e s smmt e e e e e e aeeeeeeeas A
1.2 Summary of Conclusions and Recommendations...............coeevvieemeeeeeeeeeeeenn. 10
1.3 Linkage of Review Report to the Terms of Reference.............ccceovvvieeeeeen. 26
2. BACKGROUND ....cooiiiiiiiiiie e ieeee e e e e bbb e e e e e e e s annnrennees 28
2.1 Context of theStrategiC REVIEW..........cccvviiiieiiiiiieeee e 28
2.2  Terms Of REfEIENCE........ooi it e e e e e e 28
2.3 REBVIBWEIS ...ttt e e e e e e e e e eeen e s s e e e e e e e e e e e e e et e e e atrnneaeeaaeeeeees 29
2.4 REVIEW PrOCESS... ..o iiiiiiiiitiiiiteieeesiisbbbbbte e ettt eee e e e e e s seeee et teeaaaaaaaaeeaassssssammneeeeas 29
2.4.1 Consultations With the QAQ.........cceii e 29
2.4.2 Consultation with stakeholders...........ccooeiieie i, 30
2.4.3 Research and INVestigations.............cccoiiiiiiie i 30

2.5 Compliance with Terms dReferencCe...........cccuuuvviiiiiiiiieeeiiiiieeeeee e 31
2.6 Proposed Report Consultation ProCESS..........uvuuuiiiiiiiceeeeiiiiiiiiee e e e e eeeans 31
2.7  ACKNOWIEAGEMENTS ... oottt eeee et eeenas bbb r e e e e e e e e e e e eeans 31
3. LEGISLATIVE FRAMEWORK AND ROLE OF THE QAO  ...ooooiiiiiiiiiiiiie 32
3.1 Previous Legislative FrameWork ...........cccuuiiiiiiiccieee e 32
3.2 Auditor-General ACt 2009........uuuuuiiiiiiiiiiiie ettt rmmme e 32
3.3 Financial Accountability ACt 2009...........cuuiiiiiiiiiiiiieeeieee e 32
3.4 ROl Of the QAD......ciiiiiiii ettt e et e e e e e e e st e e e e e eebaannneee 34
3.5 Role ofAuditing in the PUblic SECLOL............coooiiiiiiiee e 34
3.6  Better PractiCe GUIOES. ......uuuuuiiiiiiiiiiiiiieeeiiieeiiieetee e e e e e e e e e rmmr e e e e e e e e e e e e e e e e e 36
4.  FINANCIAL AND COMPLIANCE AUDITS oo 38
4.1 Auditing StaNAardS..........coooiiiiiiiiieeee e e aaeanas 38
.2 IPSAM ..ttt ——— e ——————————————————— 39
4.3 ReView Of IPSAM HES.......ccoooiiiiiiiiiiieeee e eeiiiivivieeeccensssssnsnneeeeeeeaeneeee . A0
A4 CrOSSSECION AUAITS. . .uuuuuuiiiiee e e e e e e e e et e ieeees e e e e e e e e e e e e e et e eeeeeetnnneeeeeeeeeeesennsennnnnn s amns 41
4.5 Information SysStems AUAILS............oooviiiiiiiiiiire e 42
I @0 o o (3 Tox o Y U o [ £SO 43
4.7 Reporting to Parliament................oooviiiiiie e . 4D
5.  PERFORMANCE MANAGEMENT SYSTEMS AUDITS ... 46
5.1 Legislative CONteXL.......ciiiiiiiiie i eeeee e e 46
5.2  PMS Audits 200B2009..........cccciiuirrnrrrriimemrernnnrrrrerreeeeeeeessmnnrerserereeeeeeeeeeeees A0
5.3 Perbrmance Audit StandardsDevelopment of ASPIRE...........ccccccoiiiiiiiiieeae s 48
5.4 Review of ASPIRE Methodology against Auditing Standards....................... 48
5.5 Examination of ASPIRE Files.........coooiiiiiiiiiiiieiiiiii . 49
5.6 Feedback on PMS AUILS........ccoiiiiiiiiiiiiiieeme e 50
6. CONTRACT AUDITING ..ooiiiiiiiiiiiee e e e 53
G I O V=T V=T 53
6.2 Management o€ontract AUAItING..........ccovvuiiiiiiiiiii e e, 55
6.3 Stakeholder FEedbaCK............uuiiiiiii e eeeee e 56
6.4 Quality ASSUIANCE PrOCESS.....uuuiiiiiiiiiiiii e e e eeeee et e et eener e e e e 57
7. FUNDING AND FEES. ...ttt ceeett ettt e e e e e e e e e e e e e e e e e e e e e e e e e aannne 58
7.1 Funding of the QAQ........coi i 58
7.2 Funding Models in other JUuriSAIiCtONS..........cooiiiiiiiiiiiicee e 59
7.3 Legislative and Policy Framework for User Charges..........cccoeeeivevvieeeeeceennnnnn. 59
T4 AUGIE FEES...uuiiiiiiiiiiiiie e eeena b 60
7.5 Value for Money in QAO AUIt FEES.....ccooiiii i 62

Pagel



2010 Strategic Review of the Queensland Audit Office

8. ORGANISATIONAL STRUCTURE ....oiiiiiiiiiiiiiiieieiee e 65
8.1 OVBIVIBW ...ttt ettt e e e e e et e e e e e e e e e e e e e e e e e enane e e e e e eeeeaaes 65
8.2 Financial and Compliance Audit DiVISIONS.........ccoviiiiiieieeicceeicciiee e, 65
8.3 PIMS AUAILS. ..o ie i i iii it teeee s e s ennns e r e e e e e e e e eeeeeemnreaeaaaeeaas 67
8.4 Information SyStems AUIL...........uuuiiiiiii e ereer e 67
8.5 Audit Policy and QUAIILY..........coueumriiiiiiiiieeeeiiiiie e e e eeead 6.7
ST T XU T [ U o] o o o PP 67

9.  GOVERNANCE FRAMEWORK ...cciiiiiiiiiiiiccceeee s anennnn e 69
9.1 Executive Management GrOUR..........cceeveiriieeiiimenreeeeeeeeeeeeeeseensnsnnnmmmreeeeessnnnnsd 69
9.2 Audit and Risk Management COMMIEE...........coovriiiiiiiiicce e 71
9.3 Information Steering Committee (ISC).......oovvrviiiiiiiiiiireeee e 71
9.4  Operational COMMIIIEES.........uuiiiiiiiiiii e 12
0.5 DElEQALIONS. ... ..ot e a e e ann s 72
9.6 ChiefFinance Officer and Head of Internal Audit................ccoevvvvieeeneeeeeeeee 43

10. PLANNING AND RESOURCING ....cottiiiiiiiiieeieeeieeesimme e sne e 74
10.1 SHrategiC PIAN........uviiiiiiiiiiiiie e 74
10.2 ANNUAIWOTK PIAN.......coi i eees e e e e e e e e e e e e 74
10.3 Audit Resourcing MOEL...........cooeiiiiiiii e 76
OB S I T PP PPPPPP 78

10.4.1 BACKGIOUN.......ccueiiiiiiiiitieieitieie ettt bbbttt nne s 78
10.4.2 IMPIEMENTALION........eeiiiiiiiieeie ettt O
10.4.3 TheFuture oOf €Track.........ccccccveiieiiiiiie e stee e sree e enee e U D
10.5 Business Improvement PIan...........cccooiiiiiiiicc e 81

11, WORKFORCE ....ootiiiiiiiiiiiiiiiiee ettt rmmma e e e e e e e s e e e s 82
I3 R O 1= V1 U PPUPPRRPR 82
11.2 RECTUIIMENL . ...uuiiiiiiiiiiiiiiiie et eeeet ettt et e e e e e e e e e e e e s st e e e e e e e e e e e e e e e e s s ssnnnnnneeeeeseenand 83
11.3 Staff Retention and TUIMOVEL...........cooiiiiiiiieeieeee e e e eeeeeeeeees 84
11.4 Remuneration and Reward StrUCIULES .......ccvvviiiiiiii i 85
11.5 GenNder/EQUILY ISSUES. .........uuuuiiiiiiiiiiiieeeuiiteeeeeeeeeeeeea e e e e e e e st e e e e e e e e e e e e e e e e e s 89
11.6 Training and DeVEIOPMENL.............oovviiiiiiiimee e 89
11.7 Performance Management..........ooouiiiiiiiiiicee e eee bbb Q0
11.8 Other Human Resources Policies and Procedures.........ccccccvvviieeeveveeeeeennnnn. 20
I3 R O 1] = PPUPRRRRRN 91
L1110 St SUMNVEY ... e errer e e e e e eennea e e e e aaee 92

12. COMMUNICATION oot enne e enas 94
12,1 OVEIVIEW...cciieiiiiiiiiiitt et e e ettt et e e senss et e e et e et e eaeeaeeeeeeesmmreeaaaaeaeeeens 94
12.2 The Parliament and the PAPWC.........coiiiiiii e eeeeeeenee e 94
12.3 AUAIt CHBNTS ...ttt e e e e e e e e e ennna e e e e eeas 95
12.4 Central AQENCIES......cooiiii ittt eeea bbb e e e e e e e e e e eeeneees 97
12.5 EXECULIVE GOVEIMMENL .. uutiiiiiiiiiee e e e e e eeceeerees s s e e e e e e eeeeeeeeeeeeeannneeeeeaaaeeeeeeeeennnnnes 98
12,6 SHAf. oo 98
02 A |V =T | - VR Q9

13. WORKLOAD AND PERFORMANCE ...ttt ceeseiieeeeeeeeeeeeeeaaae e e e e e 100
13.1 Trends in Workload and PerformanCe..........cccoeevvee e e eeeceiiiiiee e eeeeeeeeeeeen 100
13.2 Strategic Pla® Objectives and Performance...............ccccvvvvieeeeiieeeeeennee, 101
13.3 ACAG Benchmarking INformation..................ueeeeeiiieemiiiiiiiiiiiieeieeeeee e 103

14. OUTCOMES OF 2004 STRATEGIC REVIEW .....cooovvviiiiiiiiiiiiiiiiee e 105

15. APPROACHES TO PUBLIC SECTOR AUDITING .....cccccouvviiiiiiiieeee s eeeervveeee 107
15.1 Comparative Models for Public Sector Auditing............ccoooovviiivieennnnieeeeeen, 107
15.2 Performance AUGItING..........oovvuiieiiiieimre e erenrn e e e e e e e e e ee e 107
15.3 Planning for Performance AUILS............uuuueiiiiiiiieiiiii e 107
15.4 The Coverage of Financial and Compliance AuditS...........ccccoeeevveeeeeceeeeennn. 108




2010 Strategic Review of the Queensland Audit Office

15.5 The Separation of Audit Service Delivery in New Zealand........................... 109
16. AUDIT MANDATE .oootiiiiiiiii ettt ieeee et aeenss e s e aeeeeeeeeesennns 118
16.1 Legislative Mandate..............ooevvuiiiiiiimieiieeeeeiis e s e e e e e e e e eeeean 118
16.2 The Mandate for Performance AUAILS...........uiiiiiiieie e eeeeeeeeen 118
16.3 Auditing against auditing standards and other prescribed requirements......122
164 The fAFoll ow the Dollaro Appr.oach.l2d Publ
16.5 Small Size/LoW RiISK AUILS.......ccoiiiiiiiiieiiiii e 125
16.6 Auditing of the Charter of Fiscal Responsibility.................uuuuiiiiccneeieeiiiinnnns 126
16.7 Auditing of Forward EStIMates..............uuuiiiiiiiicceeiiiiiiis e ereee e 126
16.8 The Term of Appointment of the Audit@eneral................ccooiiiiiienn e 127
17. STRATEGIC FUTURE ISSUES ...t 129
17.1 Developments in the Delivery of Public Services............vviiiiiieeninnnnnnnnn. 129
17.2 Investment in Infrastructure and information Technology..............cccvvvvvneeen.. 130
17.3 Auditing of CommonwealthState POgrams..............ccocccivivrimmmnnnniiiiiiinenee 131
17.4 Growth in ASSUraNCe AUILS. .....cuuviiiiiieeeeiii e e 132
17.5 Developments in Audit Methodology........ccuvviiiiiiiiiiiiiieee e, 133
17.6 Developments in Accounting Standards...........ccooeeeieeeiceeeiiiiiiiiee e 134
17.7 Carbon Reporting and Related ISSUES..............uuuuiiiiieemiiiiiiiiiiiiieeeeee e 134
17.8 Integrity and AcCOUNtability............uueiiiiiiie e e 135
17.9 Resourcing and Sustainability for the QAQ...........uuiiiiiiiiiiiceeii 135
ATTACHMENTS i rrer bbb e e eeans s bbb e e et e e e e eeaeeeaeeeessmamreeeaaaaeeas 137
ATTACHMENT A: TERMS OF REFERENCE........ccovvviiiiiiiiiiiiceeeeeeeeeeeeee 138
ATTACHMENT B: SCHEDULE OF STAKEHOLDERS INTERVIEWED............... 140
ATTACHMENT C: SCHEDULE OF AUDIT FILES EXAMINED..........cccccccvvveeeeennn. 142
ATTACHMENT D: SCHEDULE OF AUDITORGENERAL®GS REPORTS ON
PERFORMANCE MANAGEMENT SYSTEMS AUDITS SINCE 2005......... 143
ATTACHMENT E: CROSS SECTOR AUDITS REPORTED 2008 AND 2009......144
ATTACHMENT F: SUMMARY OF OUTCOMES OF 2004 STRATEGIC REVIEWA45
ATTACHMENT G: ACKNOWLEDGEMENTS......cooiiiiiiiiieeee e 162
ATTACHMENT H: RESPONSE FROM THE PREMIER TO THE
PROPOSED REPORT......iiiitiiiiiiiiiiieesiiiiiiiee e et e e e e e e e e e semreeeaaaaaaaaeaaeaaaans 163
ATTACHMENT I: RESPONSE FROM THE AUDITORSENERAL TO THE
PROPOSED REPORT......cciiiiiiiiiiiiieiiieesiiiiiieeeeeeeee e e e e e e e e e e semeeeeaaaaaaaeaaaaaeaans 167

Page3



2010 Strategic Review of the Queensland Audit Office

Page4



2010 Strategic Review of the Queensland Audit Office

GLOSSARYOF TERMS

AASB Australian Accounting Standards Board

ACAG Austrabdan Councilof Auditors-General

ANAO Australian National Audit Office

APES Australian Professionand Ethical Standard

ASAE Auditing Standard Assurance Engagement

ASPIRE Auditing Systems by Planning Implementation Reporting and
Evaluation

ARMC Audit and Risk Management Committee

ASA Auditing Standard Australia

ATOMS Audit Time Online Management System

AURION Aurion HR Software

AUASB Auditing and Assurance Standards Board

CA Chartered Accountant

CISA Certified Information Systems Auditor

CPA Certified Practising Accountant

CPI Consumer Price Index

CRM Client Relationship Management

EARC Electoral andAdministrative Review Commission

EMG Executive Management Grogbthe Queensland Audit Office

ESG Executive Staffing Groupf the Queensland Audit Office

FMPM Financial Management Practice Manual

FPMS Financialand Performanc®lanagement Standagf09

FTE Full Time Equivalent

GOC Government Owned Corporation

IFRS International Financial Reporting Standard
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IPSAM
IS
ISC

LaunchPAD

NAVISION

PAC

PASS

PAPWC

PMS Audit
QAO

Thomson Report

VAGO

1997 Review

2004 Review

Integrated Public Sector Audit Methodology
Information Systems
Information Steering Committee

The Queensland Audit Office's Pammance Assessment and
Development Scheme

Navision Accounting Software

The former Public Accounts Committeéthe Queensland
Parliament

Professional Auditors Skills Scheme

Public Accounts and Public Works Committe#ehe Queensland
Parliament (established 2009)

Performance Management Systems Audit
Queensland Audit Office

Governance and Audit Framework for Self Assessment and External
Review, External Reviewf Queensland Audit Office, 30
Septembet 2" October 2009 Conducted by Ms Sandy Thomson

Victorian AuditorGe ner al 6 s Of f i ce

The 1997 Strategic Revieof the Queensland Audit Office
undertaken by Mr Tom Sheridan.

The 2004 Strategic Reew of the Queensland Audit Office
undertaken by Mr Henry Smerdon and Mr Richard Anderson
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1. EXECUTIVE SUMMARY

1.1 Overview

Theposition ofAuditor-General is a critical elemeat the integrity and accountability
frameworkof the Queenslangublic sector and the QAO haa long historyof providing
guality independent audit services to the QueensRariamentOur observations are that it
is a wellrespected and highlyegarded organisatiomith the highesprofessional andthical
standards.

In undertaking oufStrategic Reviewwe were impressd with the dedication and
commitmentof the Audior-General and his staifi undertaking what caat timesbe a
challengingand demandingole. We werealsoimpressed with theision andeadership
beingprovided to the QAO by the current AuditGieneral Mr Glenn Poole.

The QAO ha 329clients and undertook 747 audits in 2008. Chargeable houdd in-

house adtity by the QAO reached 202,4%®urs for 200809, an increasef over 326 in
workload since @05 06. In addition, contract auditors undertook an estimated 91,821 hours
of work for the QAO in 200809, repesenting around 45 of total QAO audits by number,

and 436 by valueof fees. There were a further 15,0&rgeable hoursf activity by
contractedn resources, adding to a grand tabB09,355 chargeable howbaudit activity

in 2008 09 for which the AuditorGeneral was responsible.

The QAOhas fundingof $42.8 million for 200910, and a staféf 263as at 31 December
200. Audit fees for 200QL0 are projected to be $36.5 million, making it in all probability
the largest audit practice in the State.

In addressing our Ternt§ Reference, we have sought to focus on key strategic issues, not
just in respecof the recent andurrent performancef the QAO, but also in ternf

emerging trends which will impact on the future direction and sustainadiilitth e QA OO0 s
business. This has encompassed an assessfnent

1 The qualityof audit work undertaken by the QAO, in terofdinancial and
compliance audits, PMS audits and other audits

1 TheQ A O internal managaent andgjovernance arrangemeyasid communication
with stakeholders

1 Key measuresf overall performancef the QAO, and comparisons with Audit
Offices in other Australiajurisdictions

Implementatiorof the outcomesf the 2004 Strategic Review
The scopef theQ A O @it mandate
Strategic issues for the future.

The QAO is to be commended for its diligence in implementing the recommendations from
the 2004 ReviewMost of the recommendations have been implemented in full, with only a
small numbeof issues requiring further attention. Notably, the 2004 Review challenged the
QAO to more fully utilise its existing mandate BMS auditsand we are satisfied that this

has ber achieved.

The qualityoft he QAOb6s audit work has befmew enhanced
electronic audit methodologies known as IPSAM (for financial and compliance audits) and
ASPIRE (for PMS audits), with further refinementshese systems expedtto yield further

benefits.
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Considerable effort [saalso been devoted to improvimgernal management and governance
arrangementsyith a view to lifting the performanaa the organisation. To date, there have
been somenixed resultsProgress has beachieved on a numbef fronts, withsome
initiatives still in train, includingx Business Improvementad, CRM, LaunchPAD and

PASS.

Onthe other handhere have been teething problems with the implementatieiirack, the
QAOOGs new pr acsysteenewhicheso fargseontived up to its initial
expectations. Actions are under way to enhance the capacity and perfoahaenack, and
progress is occurring, although it may yet be a furth@&nonthsor morebefore the
benefits are fullyealised.

Overall,the QAO is well organised and managed under the leadeo$ktiyg Auditor
General. It is an effective public sector auditing practic#) some room yet for further
improvemenin performanceln comparison with Audit Offices in otheruAtralian
jurisdictions, the QAO generally ranks around average or just above for most key
performance measures. In our view, the QAO should aim to be ranked in the&tApdit
Offices in Australia, and consistently above average for most key performmesaseires.

The challenge for the QAO is to fully bed down theteof initiatives it is pursuing, and to

ensure that the expected benefits translate to demonstrable improvements in the productivity
of the organisation in the next few yeaks. a large autl practice, the QAO caalsodo more

to embrace somef the best practicesf private sector audit businesses.

We have made a totaf 57conclusions and4 recommendations, which are outlined below.
Theseconclusions and recommendations are directed tsaawilding on the strengths and
achievementsf the QAQ to lift its performance to a superior standard. Thaigforce an
ongoing processf continuous improvement which witketter position the QA@ respond

to theemergingchallenge®f the future

Most significantly, ve consider thatitisowt i me f or t he QAOG6s audit
expanded tdull performance auditgonsistent with the approach adopted by most other
jurisdictions in Australia, swell as in other advancedtions such as the Unit&ingdom,

United StatesCanada and New Zealar\We have made some accompanying

recommendations about hdhe expanded performance manddteuld work.There are also

a rangeof other recommendations relating to audit practames internal work practicesf

the QAQ including communication with stakeholders

An ongoing issuef concern to mangudit cliens is the levebf fees, along withthe way in
whichtheyare set by the QAO. Accordingly, we have recommertdedievelopmenaf an
Audit Fee Charter which willequire the QAO to bmorerigorousin setting fees, anchore
transparenand accountable to clients for those feékereby ensuring better value for money

Looking to the future, there are some looming challengée faced by & QAO. Itwill

need to take accouof the increasing compleyitof government service provisipn

invedgment and procurement processes. For example, the widef csetracting oubf core

service deliveryhrough third party agentsises questions asttee extent to which the QAO

may need to Afollow the dollaro in auditing
CommonwealthState programs, infrastructure and IT investment, carbon reporting, and

other environmental issuase somef the matterdikely to attract increasing audit scrutiny

by the QAQ As well, further changes in auditing methodology and accounting standards are
likely to occur, and assurance auditiadikely to become more widely adopted

For the QAO itself, there will be changes in batbrkload and workforce which pose a risk
to its future resourcing, and the sustainabityts business. This will require greater
attention to longer term planning and resourcing.
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Our recommendations do not require any additional funding through goeetn
appropriationTo the extent that there may be some limited additional costs for the QAO, this
should be managed internally through greritisation of tasksln an environmenof fiscal
restraint, it is incumbent upon the QAO to strive to boogtudtand productivity within

current availabléevelsof funding. In short, the QAO should be expected to achieve more
with the resources now at its disposal.

Over time, however, we would expect that the Aud@@neral may wish to argue a case for
additional government funding to increase the nunadb@erformance audits undertaken each
year. This will be a matter for consideration by the Governmiethie day in the normal
budget process.

In summary, our recommendations are designed to help shape the future direction and
performancef the QAO in a rapidly changing and challenging environmientesponding

to these recommendations, we epafident that th€ AO will continue to enhance its

reputation and standing as an effective public sector audit practice, thereby adding to the long
ard proud recoraf the QAO as a fundamental elemehthe integrity and accountability
frameworkof public adnmistration in Queensland.
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1.2 Summary of Conclusions and Recommendations

Our Report is structured to present a serieatlusions and recommendations on the

subject matter covered. We have used conclusions to summarise our findings on particular
issues, or where we wish to make relevant obsengtwithout necessarily leading to a

specific recommendation as to a particular course of action. Recommendations generally flow
from a conclusion (although this is not necessarily always the case), and indicate where we
consider there is a need for siecaction to be taken on an issue or set of issues.

SECTION 3

Conclusions
CN.3()

Theposition ofAuditor-General is a critical element of the integrity and accountability framewc
for Queensland and the QAQ is a well respected independent audit office with a long history
providing reliable external audit services to Parliament in a highly piofedsnanner.

CN.3(ii)

The newFinancial Accountability Act 200@ndAuditor-General Act 2009rovide a
comprehensive and rigorous framework for financial management and accountability of the
sector in Queensland, but this could be strengthenediog gnhanced emphasis to the
fundamental principle of value for money, as previously articulated in the féiimamcial
Administration and Audit Act 1977

Recommendation
RN.3(i)

Reflecting the importance of value for money as a fundamental ov@rching principle of
financial management, that the AuditorGeneral consult with the Treasurer on including
value for money inthe primary legislation, being theFinancial Accountability Act rather than
the Financial Management Performance Standards, where it currently sits.

Conclusion
CN.3(iii)
The QAOshouldcontinte to develop Better Practice Guides where there is a demonstrated ne

and the QAO is in a position to develop such guidance especially where better practice is ide
as part of undertaking an audit.
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SECTION 4

Conclusions
CN.4(i)

The Auditing Standards issued by the Audi@®neral represent a sound basis for the audit func
of the QAO, including for contract auditors.

CN.4(ii)

TheQAO Auditing Standards should include a provisielatedto any act or omission thhtais
given rise to a waste of public resources.

Recommendation
RN.4(i)

The QAO Auditing Standards be revised to incorporate a provision that any act or omission
that hasgiven rise to a wasteof public resources can be part of the examination of an audit.

Corclusion
CN.4(iii)
IPSAM is avaluable audit methodology for financial arehtpliance audits which is consistent

with Australian Auditing Standards and represents a sound basis for fulfilling the AGditar e r
statutory audit responsibilities.

Conclusions

CN.4(iv)

Our review of IPSAM fies for financial and@mpliance audits identified a high standard of
compliance with the methodology.

CN.4(v)

There aresome opportunities tariprove the quality and security of record keeping. Specifically
IPSAM files should include clean versions of documents and, for key communications with a
clients, that these be saved as a PDF version once they become final.

Conclusions
CN.4(vi)

There are benefits in terms of improved public administration from the QAO undertabgsg
sectoraudits of a financial and compliance nature.

CN.4(vii)

Thedecision of the AuditeGeneral tautilise ASPIRE for crossector aditsis appropriatenoting
that effective crostinking to IPSAM for individual audit clients will be essential.
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Corclusion
CN.4iii)

The QAO has established a strong team of Information Systems auditors who operate withinj|
sound Information Systems audit methodology and provide a valued service adipariaél and
complianceaudits and in undertaking a number of crgsstor audits. The further involvement in
crosssector audits and also with PMS audits means that the methodology ASPIRE will be util

for those audits in the future and the staff will need to bditamwith the policies and guidance
from that methodology.

Conclusion
CN.4(ix)

Thereare sufficient existing powers for the Audit@eneral to respond to emerging needs for
audits of a special or an addnature. ie Parliament has the power by resolution to direct the
Auditor-General to undertake an audit, although we are not aware of any instances where su
power has been usdd.addition, the PAPWC may refer issues to the Audgeneral for
consideration.

Conclusions
CN.4(x)

The proces$or reporting to Rrliament on financial andmpliance audits including crosector
audits is sound and appropriate.

CN.4(xi)
The AuditorG e n e repdrtdte Parliament are accapiein terms of readability.

SECTION 5

Conclusion
CN.5(i)

The QAO is to be commended for the increbattention to undertaking PM&dits and reporting
to Parliament on the results of these audits.

Conclusion
CN.5(ii)

The AuditorGeneral has applied the expanded PMS mandaepeidormance measures in a
number of PMS adits in the last three years. To date, however, the Au@igémreral has not utiliseq
the powetto provide opinion®n performance measurés individual public sector entities as par
of PMS audits reported to Parliament.
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Recommendation
RN.5(i)

That the Auditor-General, in undertaking PMS audits, give consideration to utilising the

power to provide opinionson whether performance measures for individual public sector
entities are relexant and appropriate, having regard to their purpose, and fairly represent
that entity's performance.

Conclusions

CN.5(iii)

The ASPIRE methodology as revised for use from 2010 onwards represents a sound basis f
undertaking PMSudits.

CN.5(v)

The structure of the ASPIRE manual is not cross referenced to the auditing standards. There
be benefit in having a mapping teethuditing standards which would assist when standards are
revised.

CN.5(Vv)

It would be beneficial to incorporate information on the processes to identify the need for exp
for assignments, for appointing and managing experts and in assessing tiyeofjadiice and
other input provided for PM&udits.

Conclusions
CN.5(vi)

PMS audits provide valuable information for Parliament on performance management systen
represent an important tool to guide improvements in public administration.

CN.5(vii)

The revisedASPIRE provides an appropriateethodology for undertaking PMSidits.
CN.5iii)

From the review of PMS audit files and from feedback from audit clients, the QAO needs to €
that quality review requirements within ASPIRE are fully utilised
CN.5(ix)

To enhance the PMS audit process, the QAO and audit clients (through the contact officer) s
ensure that matters of a factual nature are settled at an earlier stage in the audit process tha
time of presentation of the audit management letter
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Recommendations
RN.5(i)

That the QAO institutes a standard practice of holding initial discussions with theelevant
Accountable Officer or Chief Executive Officer of anaudit entity with a view to obtaining
input on the scope and objectives of PM3udlits, as is now being introduced

RN.5(ii)

That the Auditor -General give consideration to wider involvement of subject matter experts
in the planning, audit field work and reporting for PMS audits.

RN.5(iv)

That the Auditor -General continue with programs to develop the internal skill base for
undertaking PMS audits.

RN.5()
That the Auditor-General ensure that quality review standards for PMS audits are observed.
RN.5(v)

That, for PMS audits, the QAO and he audit client ensure that matters of a factual nature
are settled at an earlier stage of the audit process such that these matters do not detract fror
the quality of the audit when the management letter is provided

RN.5(vi)

That opportunities be takenby the Auditor-General and senior staff of the QAO to educate
audit clients on the mandate for, and benefits arising from, PMS audits.

SECTION 6

Conclusions

CN.6(i)

The QAO has made significant improvements in managing the contract auditing process.
CN.6(ii)

Further consideration could be given to allocating overhead @bstanaging the contract auditing
process across all audit clients, in view of the broader benefits derived frgonottess.

Conclusions
CN.6(iii)

There is a need to consider the nature and quality of information available for contract audito
ensure that appropriate risk assessed fee quotes are submitted for audit assignments for the

This would include whether some form of Permanent Audbt (preferably in electronic form)
would be beneficial.

CN.6(iv)

Further consideration could be given to using a common auditor for the audit of public sector
entities within a particular sector/industry to leverage the benefits of specialisatiot in tha
sector/industry. (This needs to be considered in the context of rotation of audit appointment
arrangements over time
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Recommendations
RN.6(i)

That the QAO upgrade the nature andquality of information available for tenderers
submitting proposals for contract audit work to ensure appropriate riskassessed fee quotes
can be made.

RN.6(ii)

That the QAO assess whether the use of contract auditors for a group of entities within a
parti cular sector or industry would provide benefits for the QAO and audit clients in terms of
specialisation in that sector/industry.

Conclusion
CN.6(V)

The QAO is to be commended for ttlidigence in reviewing the quality contrprocesses in
contract audit firmswith the aim of ensuring that high standards of public sector auditing are
maintained.

SECTION 7

Conclusion
CN.7(i)

The current funding model for the QAO has proven to be practical, robust aaithabis andthere
is no reason to change the currstticturalarrangements.

Conclusion
CN.7(ii)

There are some justified concerns from audit clients about the fees charged by thenQA@re
is a clear need for the QAO to improve the way in which it sets fees, and manages its timege
and billing systemgo ensure greater transparency, accountability and consistency of approac
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Recommendations
RN.7(i)

That there should continue to be regular annual adjustments to the basic rate of QAO audit
fees, subject to the approval of the Treasurer in accordance with Section 56 (3) of theditor-
Geneal Act 2009

RN.7(ii)

That the annual adjustment to be determined by the Treasurer should be based on an
assessment of wagesalariesand other costs relevant to the operations of the QAO, but
should also take into account:

9 productivity and/or efficiency considerations, especially thoselevant to the funding
of core government departments
9 any adjustment factor to reflect market movements in audit fees generally.

RN.7(iii)
That the QAO needs to provide a more consistent, coherent and transpat basis for the
determination of fees, through & Audit Fee Charter which commits the QAO to

9 ensure that the Engagement Leader for each audit is required to present and explain
t he QAObGs audit fee proposal to &a&amuakent
Client Service Plan

9 provide a detailed disaggregation of the composition of the audit fee for an entity,
including scoping issues, identification omajor tasks or activities, hours of work to be
undertaken for eachmajor task or activity and the type ard level of resources to be
used

1 provide an opportunity for audit clients to seek further information, clarification
and/or justification of fees prior to the commencement of the audit plan

1 undertake a zerebase approach tadhe determination of fees for an entity at least once
every three years, or where the audit fee is expected to vary from the previous year b
more than 10% (for reasons other han a change in the basic rate)

9 ensure that, during the course of the audit taskany variation in audit fees of greater
than 10% from the original fee proposal is notified to, andacknowledged by the
Accountable Officer or Chief Executive and the Audit Committee of an entity prior to
any additional costs being incurred by the QAO.

RN.7(iv)

That the QAO develop a more comprehensive program of benchmarking of audit fees for
comparable entities with a view to ensuring greater consistency in the determination of fees,
including:

9 internal benchmarking of fees for comparable size and tyg of entities
1 external benchmarking, both with ACAG, and with private sector audit firms where
relevant and practical.
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SECTION 8

Conclusions

CN.8(i)

The organisational structure for the QAO is appropriate and practical in undertaking the core
function of auditing for the public sector in Queensland.

CN.8(ii)

There has beensharp increase in the relative proportioriref QAO's resources committed to
auditsupport functionsyhich is difficult to justify, unless it produc@sdemonstrable
improvement irthe productivity of the organisation, whiéh not yet apparent.

Recommendation
RN.8(i)

The QAO should aim to ensure that audit support functions return to around 1618% of total
staffing, consistent with the level achieved prior to 200®9, unless a highetevel can be
justified by demonstrable improvements in the productivity of front-line audit service
delivery (as measured for example by better capacity utilisation).

SECTION 9

Conclusion
CN.9(i)

The EMG should réocuson strategic issues, and higlweder measures of performance, such as
productivity and capacity utilisation, and streamline its detailed monitoring of operational
performance.

Recommendation
RN.9(i)
That the recommendations of the Thomson Report relating to the EMG be adopted viz

f ANoting cross reference to Standard 1.
areas is recommended. This will enalsteanagement reports to be further refined and
simplified.

1 That actions for key issues areas be developed prior to EMG meetings to enable a m
proactive approach to decision making.
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Recommendation
RN. i)
That the QAO6s Risk Register be amanmended byt
the Thomson Report:
1 AHR planning is not in line with strategic planning

1 Changing mix of clients relating to sale of government assets, inseghcontracting out
of government services, rationalization of local government anel impact of fixed
overheads

M I'ncreased use of contracting out of au

Recommendation
RN.9(iii)
That the effectiveness of the ISC is regularly assessed to ensure that it is adding greater

strategic value to the consideration of emerging information technology issues impacting on
the QAQ, including ongoing refinement of eTrack, IPSAM and ASPIRE.

SECTION 10

Recommendation
RN.10(i)

That the Annual Work Plands projected wor
contingency provision for additional hours likely to be requiredfor unplanned activity, taking
into accountwhat has occurred on average in previous years.

Recommendations
RN.10(ii)

That the QAO's audit resourcing model be further refined to provide improved focus on the
nature and size of the audit task, and on the assessment of audit risk$is would mitigate the
risk that inbuilt inefficiencies in resourcing are perpetuated through the current
configuration of the model.

RN.10(iii)
That the QAQ's audit resourcing model be further developed to provide a rollinghree year

forward plan to identify and addressemerging issues which will impact resourcing needs of
the QAO into the future.

Pagel8




2010 Strategic Review of the Queensland Audit Office

Conclusions
CN.10(i)

The introduction of eTrack has not nteé QAO's initial expectations, resulting in disruptioriie
QAO's business and disillusionment amongst staff.

CN.10(ii)
On a beneficost basisit is likely thatthe & rack project would rate poorly.
CN.10(iii)

Corrective actions taken hiie QAO are ahieving improved performance of eTrack, but more y¢
needs to be done to achieve a fully functional system that is properly utilised by staff.

Recommendation
RN.10§v)

That the QAO take necessary steps to ensure that eTrack provides a reliable and effective
practice management system for the future, and that staff be encouraged to utilise its
capabilities.

Conclusion
CN.10(iv)

The objectives of the Business Improvement Plan 2DD8re appropriatebut it is an extensive
and ambitious program, and there will be inevitable challenges in ensuring that the program
translates into enhanced business practices and improveualcgvity for the organisation.

SECTION 11

Conclusion
CN.11(i)

Therecruitment strategies of the QA#e commendecaspecially the GRADtecs program, @hd
QAO isencouragéto continue to refine and develop these strategies to meet future needs, w
reinforcing the particular attractions and benefits of working in the QAO.

Recommendation
RN.11(i)

That the QAO continue to pursue strategies for achieving a more flexible remuneration
structure for professional audit staff. It would be beneficial for the QAO to investigate this
matter further in conjunction with the Public Service Commission and the relevant
Government department.

Conclusion
CN.1Xii)

Changes to stafienefits and other human resource policies are normally highly sensitive and
emotional issues, which need to be managedfully to minimise adverse reactions and impacts
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Recommendation
RN.11(ii)

That the Auditor -General ensures adequate consultatbn and communication with staff and
takes account of timing issues, in undertaking any major or sensitive changes in staffing
benefits or other human resources policies.

Conclusion
CN.11(iii)

The QAO needs to continue to improve the way it operates its business, by adopting where r
the best practices, systems and culture of comparable private sector audit businesses.

SECTION 12

Conclusion
CN.12(i)

The AuditorGeneral shouldecommence a regular program o#3visits of 1 2 days each to key
regional centres in Queensland each year.

Conclusion
CN.12(ii)

Issues identified from audits may have a wkaflgovernment impact through the need to
implement revised protocols or standards. The QAO should ensure that any recommendatio
arising from anybserved accountability deficiencies identify the potential impact on the operz
of Government that may follow if the issue is not addressed. As part of this process, the QAC
should consult with responsible entities (especially central agencies)tabguacticability of any
proposed recommendations, particularly in terms of the overall level of regulatory burden tha|
result from addressing the issues raised by the Au@itmeral and the risk and cost to Governm
if no action is taken.

Conclusion

CN.22(jii)

The QAO shouldtake action to ensure greater consistency in communications to staff on the
outcomes of EMG meetings, by ensuring that Minutes of EMG meetings are regularly posted

intranet site on a timely basis, and are discussed as a matter of course by afieaNy€rs in their
team meetings.
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SECTION 13

Conclusion
CN.13(i)

The QAO should focus attention on lifting its performance on macro measures of productivity|
capacity utilisation, angay less attention to the larger number of seemdér performance
measures now being recorded and reported.

Recommendation
RN.13(i)

That the QAO focus greater attention on lifting its peformance on macro measures of
productivity and capacity utilisation.

Conclusion
CN.13(ii)

As an aspirational targen relation to ACAG benchmarks, the QAO should aim to lift its
performance to be ranked in the taB2Audit Offices in Australia, and consistently above avera
for most key performance indicators.

Recommendations
RN.13(ii)

That the QAO aim to lift its performance to be ranked in the top 23 Audit Offices in
Australia, and consistently above average, famost key ACAG performance indicators.

SECTION 15

Recommendations
RN.15(i)

That the Auditor-General Act 200%e amended to include a requirement for the QAO to
prepare a threeyea Strategic Audit Plan for PMS audits, and to update the [an each year.
The plan should incorporate indicative audit topics over the three years, with more specific
and definite scoping of topics for the first year.

RN.15(ii)

That the Auditor -General and the Chair of the PAPWC agree on a protocol for consultation
with the PAPWC on the draft Strategic Audit Plan for PMS audits prior to the
commencement of each financial year.

RN.15(ii)

That the Auditor -General consult with potential audit clients and otheraffected parties, and
consider their feedback, prior to finalisation of the Strategic Audit Plan for PMS audits.

RN.15(v)

That, following the passage of appropriation, the AuditorGeneral finalise the Strategic Audit
Plan for PMS audits, and publish it on the QAO website.
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Conclusion
CN.15(i)
Local governments should continue to be audited by the Au@eoeral.

Conclusion
CN.15(ii)

The model of separation of audit service delivery from the Office of the Au@goerals not
supported

SECTION 16

Conclusions
CN.16(i)

It is now time for the scope of the AuditGre ner al 6 s mandate to be
audits, consistent with the approach adopted by most other jurisdictions in Australia, as well
otheradvancedhations such as the United Kingdom, Canatthew Zealand.

CN.16(ii)

The recommendations outlined$ection 15 in relation to PMSudits remain equally relevant anc
applicable to the expanded mandate.

Recommendations
RN.16(i)

That the Auditor-General Act 200%e amended to broaden the audit mandate to enable the
Auditor -General to undertake performance audits such amendment to bgenerally
consistentwith legislation applying in other Australian jurisdictions.

RN. 16(ii)

That the Auditor-General Act 200be amended to include a requirement for the QAO to
prepare a threeyear Strategic Audit Plan for Performance Audits, and to update the Plan
each year.

RN.16(iii)
That the Auditor-General and the Chair of the PAPWC agree on arotocol for consultation

with the PAPWC on the draft Strategic Audit Plan prior to the commencement of each
financial year.

RN.16(iv)

That the Auditor-General consult with potential auditclients and other affected parties, and
consider their feedback prior to finalisation of the Strategic Audit Plan.

RN.16(v)

That, following the passage of appropriation, the AuditorGeneral finalise the Strategic Audit
Plan, and publish it on the QAO website.

RN.16(vi)

That the Auditor-General Act 200be amended to require the AuditorGeneral, in
undertaking performance audits, to take into consideration performance management
standards and guidance issued by the government.
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Conclusion
CN.16(iii)

In accordance with convention, it is inappropriate for the Audiieneral to comment on matters
government policy or objectives in undertaking audits.

Recommendation
RN.16(vii)

That, concurrent with expansion of the performance audit mandate, thduditor-General Act
2009be amended to incorporate a provision to ensure that

9 where there is a clear government or local governmenolicy or guideline, the
performance audit would be assessed against the relevant policies for that entity or
group of entities and

1 in undertaking performance audits, the Auditor-General is not empowered to
qguestion the merit of policy objectives of the Gvernment.

Conclusios
CN.16(iv)

There is a case to amend theaditor-General Act 200%0 give the AuditoiGeneral limited powers
in exceptional circumstances to undertake an audit of @yoeernment body that is the recipienft
funding or other financial benefit other than for the direct supply of goods and services.

CN.16¢)

There should be a provision for the QAO to have access to the staff and records of a grant re
body included in contracts and agreements negdttateueensland Government agenbies
delivery of services to third parties.

Recommendation

RN.16{iii)

That the Auditor-General Act 200be amended to provide a pwer for the Auditor -General to
undertake an audit as to whether a grant or other financial benefit provided to a person or
body that is not a Queensland public sector entity has been applied economically, efficiently

and effectively for the purpose for which it was given and in compliance with relevant
legislation, standards and guidelines, ircircumstances where:

9 there is a request from the Premier; and
9 the Auditor-General agrees to such a request

provided that, prior to making such a request, the Premier must be satisfied that there is
prima facieevidence of:

9 a breakdown or failure of the normal procedures for accounting forthe expenditure of
funds advanced by the State; or

1 other evidence of a failure to acquit such funds in accordance with agreed procedure
including the achievement of agreed performance targets.
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Recommendation
RN.16(x)

That the Auditor-General Act 2009e amended to allow for the AuditorGeneral to dispense
with the audit of small size/low risk public sector entities, with such entities being required to
engage an appropriately qualified auditor and to provide a copy of the audited financial
statements(including audit report) to the Auditor -General as soon as practicable after
completion.

Conclusion
CN.16(vi)

Thereis not a strong case for the Audi@eneral to be required to undertake an audit of the
forward estimates. In the event of any concerns related to the processes for developing and
reporting the forward estimates, this could be the subject of an atlo& #levant systems and
processes used to produce the forward estimates.

Conclusion
CN.16(vii)
A fixed, nonrenewablesevenryearterm of appointment for the Audit@enerais appropriate

Recommendation
RN.16(X

That the Auditor-General Act 2009e amended to provide for a fixed, nosrenewableseven
year term of appointment for the Auditor-General.

SECTION 17

Recommendation
RN.17(i)

That the Auditor -General give consideration to an expanded focus of audits of infrastructure
and IT investments, building on the work already undertaken in these areas.

Recommendation
RN.17(ii)

That the Queensland AuditorGeneral continue toactively pursue opportunities for ce
operation with Auditors-General at the Commonwealth level and in other Stateshd
Territories, with a view to ensuring that there is no unnecessary waste or duplication of
resources in auditing of CommonwealthState programs.

Conclusion
CN.17(i)

The QAO needs tensure that the implications of the revised suite of 41 Auditing Standards
following the audit clarity project are incorporated into the audit methodology including IPSAI‘I
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Conclusion:
CN.17(ii)

The QAO shouldmonitor the developments associated with the possible establishment of two
groups of reporting entities in terms of level of disclosures, and liaise as necessary with Que
Treasury on implementation issues.

Conclusion

CN.17(iii)

The audit implications of greenhouse gas reporting requirements and any emissions trading
are likely to be significant and will require ongoing monitoring by the QAO.

Recommendation
RN.17(iii)
That the QAO developstrategies to manage emerging trends in its workload and its internal

resourcing capacityover a threeyear planning horizon and to ensure the ongoing
sustainability of its business.
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1.3 Linkage of Review Report to the Terms of Reference

Terms of Reference

Relevant Sectionof Report

Scope

(a) areviewofthe auditorg e ner al 6s functions

3and 16

(b) a reviewof the auditorg e n e r al & s ofghe fufictionsrtoa n ¢
assess whether they are being performed economically, effectively ai
efficiently

13 and generally covered in the
Report

The appointee will beequired to generally assess, and provide advice
recommendations about, the functions and the perfornwtribe
functions,of the AuditorGeneral and the QAO, in order to assess whe
they are being performed in accordance with the requirernétite Act

4,5and 6

The review is to examine all structural and operational aspétie
QAO, as well as its relationships with public sector entities, relevant
Ministers, the Treasurer and the Parlian@ueensland

8,9, 10,11 and 12

Consideratioris also to be given to the recommendations agreed by th
Government arising frorboth the 2004 strategic review, and the relate
Public Accounts and Public Works Committee report on the review af
the Governmentds r espo,patealartythe t h
extent to which they have been implemented and whether they are
achieving the desired objective

14 and Attachment F

Methodology

(a) Whether existing processes 4
mandate, the needs$ public sector agencies and emerging public sect(
organisational structures

15 and 16

(b) The effectivenessf existing processes, and in particular the
effectivenes®f the auditing standards issued by the AudEameral, in
fulfilling the audit mandate within the contemporary accountability
requirement®fQu e e n s | a naf gogernsignts t e m

4,5and 6

(c) Examinationof trends in the workloadf the QAO, including an
examinatiorof current and past methodologies relating to practices an
procedures employed by the QAO

4 and 5

(d) The operational efficiencgf QAO audit methodology and the relativ
efficiencyof in-house and contract audit service provision

4,5 and 6

(e) The standard and qualibf service provided to the Parliameatidit
clients and executive Government

4,5, 6,and 12

(f) The structuref the QAO, including the delegation and allocatidn
responsibilities

8 and 9

(g) Management systems aptbcesses used by the QAO, including:
(i) appropriate internal and external performance indicato

monitor efficiency and effectiveness; and

(ii) internal communication and sharinfperformance

information

9,10, 11,12 and 13

(h) Human resource issues, inding formal and informal staff training
and guidance

11
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(i) Administrative systems and processes used by the QAO

8,9, 10,11 and 12

(i) Whether the funding for the QAO is both appropriate and approprii 7
used to discharge the functions and objectofdhe QAO
(k) Appropriate protocols for communication by and with the QAO 12

() Any other matters which impact on the economy, efficiency and
effectivenessf the QAO

Generally covered in report

Matters to take into account

Consideratiorof comparative models, practices and procedures used
offices in other jurisdictions equivalent to the QAO

15

and P
ma n

Account s
performance

The resultoft he Publ i c
of the AuditorGe ner al 6 s

The PAPWC Review at the tinod
this Reporthas not yet been
completed

Interviews with staff (including all staff who indicate that they wish to
interviewed by the appointee) and former stdfthe QAQO, both
individually and in focus groups (interviewwvith former staff are
optional)

Numberof group meetings held
with staff,and als individual

meetings held on request with bo
staff and former staff

Consultation with key Government agencies

AttachmenB provides aikting of
Governmentgencies consted

Consultation with other key stakeholders, including accounting firms t
conduct business with the QAO

Attachmen®B provides aikting of
key stakeholders consulted,

includingthree accounting firms
who undertake audits for the QA(
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2. BACKGROWID

2.1 Context of the Strategic Review

Under Section 68&f the Auditor-General Act 2009there is a requirement for a Strategic

Reviewof the QAO to be conducted at least evierg years. The Review is to include a
reviewof the AuditorGe ner al 6 s funct-Gener ahad opthogef douodcha h o
functions to assess whether they are being performed economically, effectively and

efficiently.

The Review is required to be undertaken by an appropriately qualified peesaaw@r)
appointed by the Governor in Council on terms and conditions approved by the Governor in
Council. The Termsf Reference for the Review are also approved by the Governor in
Council.

The Honourable the Premier as the responsible Minister musticensuwi t h 't he Par | i
Public Accounts and Public Works Committee and with the Auditemneral about the
appointmentf the Reviewer and the Terrn§Reference.

The appointed Reviewer has the powaran authorised auditor in undertaking
investigationsaand accessing information relevant to such investigations.

Prior to finalising a Report, the Reviewer must give a afiilie proposed report to the

Premier and the AuditeGeneral, who then have 21 days to provide written comments on any
relevant mattersThe Reviewer must then either amend the report to the satisfattioas

person making the commeanor otherwise include the commemt full in the final Report.

The Premier must table the Review Report in the Legislative Assembly witksitting
days after the Premier receives the final Report.

2.2 Terms of Reference

The Termof Reference for the conduat this Review were approved by the Governor in
Council on 8 October 2009.

The scopef the Review was defined as:

AThe appointee will be required to genera
recommendations about, the functions and the performaiitbe functionspf the

Auditor-General and the QAO, in order to assess whether they are being performed in
accordance wh the requirementsf the Act.

The Review is to examine all structural and operational aspétihe QAO, as well
as its relationships with public sector entities, relevant Ministers, the Treasurer and
the Parliamentof Queensland.

Consideration is alsaotbe given to the recommendations agreed by the Government

arising from both the 2004 Strategic Review, and the related Public Accounts and
Public Works Committee Report on the Revi
Commi tteeds Re pexenttowhpichtheyihave beenrimplgmentéd and
whet her they are achieving the desired ob

The full detailsof the Termsf Reference, including scope, methodology and specific
matters to be taken into account in the coofdbe Review, are olihed in Attachment A.
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2.3 Reviewers

The Reviewers appointed by the Governor in Council on 8 October 2009, who are acting in
their personal capacities, are:

(a.) Mr Graham Carpenter

Mr Carpenter is a chartered accountant and chairs the Bb&etong EnergyCorporation

Limited. He is a former Assistant Under Treasurer in Queensland Treasury and also a former
Auditor-Generalof the Northern Territory. He also has extensive current and previous
experience on a numbef private and public sector finance, audit and risk committees. He is

a former partneof BDO, and remains a consultant to that firm.

(b.) Mr Mark Gray

Mr Gray is an Executive Director with BDO. He is also a company director on a nofmber
private and publicecctor Boards, and has his own consulting business, focussing on strategic
commercial and financial advice. He is a former Office Hefatie Macquarie Group in
Brisbane, and also a former Deputy Under Treasurer, Queensland Treasiny hasd

extensive egerience on finance, audit and risk committees.

As a parfof our appointments, we provided statements to the Diréatoreral, Department

of the Premier and Cabinet and the Audi@enerakdvising of potential conflicts held, and
establishing a process efeby the Reviewers were required to step down from any
appointments to bodies where the 2009 financial statement audit had not been finalised, or in
the event of a dispute between the audit client and the QAO. Mr Carpenter did step down
from one such appatment for the duration of the Review.

2.4 Review Process

The Termof Referencdor our Review are expressed in broad terms and are not prescriptive
or limiting in nature. We have taken an expansive approach to the Review, having regard to
the scope, methodology and matters to be taken into ac€umapproach has also been
consultatie, and has been based on extensive interviews, meetings, discussions and
briefings, supplemented by our own research and investigations.

Key element®f our Review were as outlined below.

2.4.1 Consultations with the QAO

Throughout our Review, we at alirtes received the utmost cooperation and assistance from
the AuditorGeneral, the Deputy Auditgdeneral and other stadf the QAO.Our
consultations with the QAO included the following:

1 Initial meetings with the AuditeGeneral and with the EMG as a group

1 Subsequent meetings with the Auditeeneral and with individual membeskthe
EMG.

1 A seriesof six group sessions with membafstaff, as well as oren-one meetings
with a small numbeof individual staff members, where requested. The group
sessionsnvolved around B12 staff members, centred arouhd major functional
teamsof financial and compliance audiBMS audits APQ and Audit 8pport, with
the groups comprising a broad cr@estionof staff, in termf classification level,
gender, age and experience. There was a high level agenda set as a discussion
prompter, but the sessions were flexible and interactive, witkltregng discussion,
and the opportunity for each participant to comment at both thertseg and the end
of each session on particular issoésmportance to them.

Page29



2010 Strategic Review of the Queensland Audit Office

1 Oneonone meetings with former staff members. A letter was sent to former staff
members, at their last known address, inviting them to make written submissions
and/or seek a psonal interview with the Reviewers. A small numbgformer staff
members availed themselvefsthis opportunity.

Meetings with the Staff Welfare Committee

Briefings by the AuditoiGeneral and other staff members on dpetwpics which we
nominated for intensive analysis. Topics covered in these briefings included IPSAM,
ASPIRE, eTrack, Lominger, LaunchPAD, contract auditing, fees and cost recovery,
and the resource allocation model.

1 A formal proces®f Questions and Aswers submitted by email, which enabled us to
receive written responses on specific issues requiring clarification, elaboration or
additional information as we compiled our Report.

1 Checkingof the factual conterdf draftsof sectionsof our Report by th€AO.

2.4.2 Consultation with stakeholders

We also received wholehearted cooperation from all stakeholders with whom we consulted
during our Review. These consultations included the following:

1 Initial and subsequemieeting with the DirectorGeneral, Depamentof the Premier
and Cabinet.

1 Regular progress report meetings with officgfrthe Departmenof Premier and
Cabinet.

1 Interviews with around 35 stakeholders, including the PAPWC, the Treasurer and the
Minister for Transport, the Under Tasurer, otheAccountable Officersgovernment
owned corporations, statutory bodies, universities, a grammar school, a special
purpose vehicle, local government and contract auditors. These stakeholders were
selected to provide a representative csionof interests amongsaudit cliens,
contract auditors and other parties. The interviews included regional visits to
Toowoomba, Rockhampton, Woorabinda, Townsville and the Gold Coast.

1 An interstate visit to meet with AuditefSeneral in New South Wales and Victoria,
and officersof the Australian National Audit Office in Canber(®/e did not visit
other jurisdictions, but we have undertaken desktop investigations into the audit
functions in other jurisdictions in Australia, as well as New Zealand.)

2.4.3 Research and Investigations

We supplemented the above consultations with our own intensive research and investigation
of key issues and areagconcern. This included:

1 Detailed examinatioof a seletion of audit files, includindinancial and compliance
audits PMSaudits andcrosssector auditsThe listof audit files which we examined
is included ag\ttachmentC.

1 Reviewof published reportsf the QAO, including Annual Reports and Reports to
Parliament.

1 Reviewof reportsof the PAPWC and its predecessor, blic Accounts
Committee pertaining to the QAO.

1 Analysisof a substantial volumef internal papers, documents, reports and briefings
provided by the QAO, including the Strategic Plan, the Annual Work Blan,
resource allocation modaedtrategic finanial model, annual budget and financial

Page30



2010 Strategic Review of the Queensland Audit Office

statements, quality assurance reports on audit activity, EMG minutes, administrative
advice circulars, human resources and other internal policies and procedures, staffing
lists and classifications and job descripgo

Our investigations have also benefitted greatly from access to the following reports provided
by the QAO, which we have referred to extensively throughout our Report:

1 ACAG benchmarking reports prepared by Orima Research.
1 The Pulse Staff Surveysdertaken by Quantum.

1 The Thomson ReporGovernance and Audit Framework for Self Assessment and
External Review, External Revi@fithe Queensland Audit Office, 30 SepternBer
October 2009undertaken by Ms Sandy Thomson.

The Thomson Report is a valuallgsessment of governance issueshifeQAO, and we
generally endorse the findings and recommendations in that Report.

Finally, we also commissioned Mr Henry Smerdon, oiitae Reviewers from the 2004
Review, to undertake a shapiality reviewof our proposed Bport, prior to finalisation.

2.5 Compliance with Terms of Reference

We have diligently ensured that we have addressed all agpdotsTermsof Reference
during our Review. To this en8gection 13 of our Report provides a helgfcrossreference
between the @rmsof Reference and the relevargciionsof our Report in which they have
been addressed.

2.6 Proposed Report Consultation Process

As noted in Section 2.1 above, there is a formal consultation process required prior to the
completon of our Report on the Strategic Review. In accordance with Section 70 of the
Auditor-General Act 2009we provided a Proposed Report to the Premier and the Auditor
General on 4 February 2010.

During the 21 day consultation period provided for in theslagon, we held discussions

with the AuditorGeneral and also with representatives of the Department of the Premier and
Cabinet (on behalf of the Premier) on the contents of our Proposed R&pdrave carefully
considered their comments and have agogesome revisions and modifications in finalising
our Report. These changes have not materially altered our key conclusions and
recommendations, or the broad thrust of our Report.

Both the Premier and the Audit@eneral have provided formal writte@sponses within the

21 day consultation period, and these responses have been included as Attachments H and |
respectively of our Report. We note that the issues raised in these responses have been the
subject of various discussions with us during thes®of our ReviewWe are encouraged

that the AuditoiGeneral is already in the process of implementing a number of our
recommendations that have been discussed with him.

2.7 Acknowledgements

We have highly valued the assistanta large numbeof peopleduring our Review. Our
acknowledgementare outlined inAttachmentG.
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3. LEGISLATIVE FRAMEWORK AND ROLE OF THE QAO

3.1 Previous Legislative Framework

Prior to 2009, the functionsf the AuditorGeneral were established under the provisains
Parts 5and 6of the Financial Administration and Audit Act 1977

3.2 Auditor -General Act 2009

A new Auditor-General Acitame into effect as from 1 July 2009 which sees the functions

and power®f the AuditorGeneral consolidated into a separate s&lode act. The purpose

of the Act is to provide the statutory basis for the Queensland Au@#oeral and th@AO

to undertake independemtidisoft he St at eds publ i c ®ntttances an

There are no significant changesthe role and responsibilities the AuditorGeneral under

the new Act compared with the provisiarfthe previoud-inancial Administration and

Audit Act For exampleprovisions relating tothe scopeftheAudi t or Gener al 6s m
the staffof the QAQO, andthe conducbf audts and related matters all remain unchanged

Most importantlythe independencef the AuditorGeneral is preserved by Sectionf8he

Act, which provides that the Audit@eneral isnot subject to direction by any person in
relation to audit matterst is noted thaBSection 3%f the Act provides that the Auditor

General must conduct audits at the reqoétite Legislative Assembly. In principle, this

could compromise the independernd¢he AuditorGeneral. However, based oar
investigationswe are not awaref any audit requests from the Parliament going back at least
to 1984.

Under Section 58&he Audtor-General is required to provide reports to Parliament on
auditing standards. The most recAnditor-Generalof Queensland Auditing Standardee
dated April 2007.

3.3 Financial Accountability Act 2009

TheFinancial Accountability Acalso commenced with effect from 1 July 2009 and replaced,
amended and updated relevant sectafrike formerFinancial Administration and Audit Act
1977 The Act adopts a principldsasel approach, with a reduced lew#lprescription and a
greater focusn outcomes rather than process.

As a result, there is greater flexibility for agencies on how requirements are implemented and
greater reliance is placed on subordinate legislation, supporting policies, processes and
procedures documented byeagies. Tl Act is supported by the

1 Financial Accountability Regulation 2009

1 Financial and Performance Management Standard 2009
1 Financial Accountability Handbook

1 Various policy/guidance documents.

The new Act provides a comprehensive agdnmous framework whichetsstandard®f
financial accountability relevant to modern public administration. Appropriately, there is a
greater onusf responsibility placed on individual agencies to be accountable for their
actions. This will require agencies to:

1 ensure appropria policies and procedures are in place
1 provide documentary or other evidentiary support for decisions made

1 undertake regular reviews and assessnuraatcomes
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From an audit perspective, areas which will require a particular focus include:
1 internal contols and resource systems in agencies

1 management actions to assess compliance and identify changes required to ensure
compliance

1 appropriate internal governance processes, such as documentation and apgeyal
assessments and decisions

1 updatef FPMS.

We note that there is a change in emphasis and context given to the pohfiplea | ue f or
mo n enythiie new legislationn this regard, Section 3§ the formerFinancial
Administration and Audit Act 19#équired Accountable Officers to:

1 "manage atrhiemedhee ef ficiently, effectively

1T ifas far as possi bl eofthtraevi amgc o ergtaa Wl & oo ft fhiec
control, ensuring reasonable value is obtained for moneys expended for delivering
departmentakervices and purchasing, developing and augmenting astbes
depart ment . 0

Only the former point remains in tiénancial Accountability Act 2008nd theFPMS 2009
The requirement in the former Act to ensure reasonable value is obtained for moneys
expended has not been carried over to the new Act. Instead, there is a referené®MShe
tohachi eve r eas on aforlexpensea manageadthio the"expemse y 0
management systérastablished

In our view, this represents a sulitfiange of emphasedf the financial management

standards to be applied by entities, and against which the A@#oeral is required to

assess compliance. There is still the obligation in the new Act for accountable officers and
statutory bodies to ensuoperations are carriedofite f f i ci ent |y, effective
e C 0 n 0 mjbat théseé gorcepts are potentially more narrow and limiting in their

application.

Value for money is a more comprehensive an@gatlompassing concept, as it extends to
considerations such as whaié&life costs and opportunity costss well as noftost factors

such as fitness for purpose, quality, service and support, reliability and sustainability
considerationdt is an assessment as to whether or not an organiseatsonbtained the

maximum benefit for the goods and services it both acquires and provides, within the
resources available to it. Value for money involves a judgment as to the extent of the benefit
(in both quantitative and qualitative terms) derived frmavision, processes or outcomes
against the monetary costmfking the provision, undertaking the process, or achieving the
outcome.

Part 2, Division lof the Financial Accountability Act 2008 quires thé>remierfrom time to
time to prepare and tabie Parliament a statemeot the community objectivesf
governmentandfor the Treasurer to prepare and table in Parliam@htarteof fiscal
responsibility.These are matters which potentially could form pathe audit mandate, and
are considered further in Sectiondf@his Report.

The Act makes provision for threlesof Chief Finance Officer (Section 77) and Hexdd
Internal Audit (Section78) withowers delegated from the Accountable Officer in relaimon
definedd mi ni mu m r e s Tfhese wawsions bre dpplieableto the QAO, as with
other public sector entities, and have implications for reporting lines to the AGlitearal,
as discussed in Sectioro8our Report.
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3.4 Role of the QAO

The primary roleof the AuditorGeneral is to audit the Consolidated Fund and all public
sector entities, as outlined in tAeditor-General Act 2009.

The AuditorGeneral supported by the QAMas a long history in Queenslamxtending
backto shortly after the foundingf Queensland as an independent coliony859
Specifically, thdirst Auditor-General Henry Buckley was appointed in 1860 ariis
established a linef AuditorsGeneral under that title through to the current Audiereral
Glenn Poolewh o i s Qu estAuditor-@enetad.s 2 1

Over the past 150 yeatbe audit approach and audit methodologies have developed
significantlyin response to the changing environment. Howes@ne things never change
particularlythe roleof the office as mindependent body providing assurané@ublic sector
accountability and performance to Parliament has not changed.

The QAO has developed a reputation as a strong independent office providing high quality
independent audit services Wwthe QueenslanBarliament as itprincipalclient. This proud
and longstanding reputation was confirmed consistently by stakeholders during our Review.

Above all else, the AuditeGeneral and the QAO form a fundamental elenoéthie

integrity and accautability frameworkof the Queenslangdublic sectorMattersof integrity

and accountability routinely attract strong public and community interest, as has recently
been the case in Queensland, resulting in a nuofleitiatives from the Queensland
Govenment.

3.5 Role of Auditing in the Public Sector

In the pasfive years since the laReview, there have been significant changes in the

auditing profession which have directly impacted on theabthe AuditorGeneral. The
developmenbof fiforce of lawo auditing standards for application across both the private and
public sectors has been a significant development and one which has meant that overall the
costof auditing has increased for audit clients in all seabthe economy

The auditingunction within the public sectoencompassea numbeof different typesof
audits with the AuditorGeneralperformingthe roleof providingindependent assurance
services to Parliamenthis includes what is generally referred to as external aadithich
the AuditorGeneraprovidesan auditing process for clients external to the body subject to
audit.

Audit processesther than external audit can be categorised as follows:

1 Internal audit in Queensland under the Financial and Performance Management
Standhrd, all government departmemust establish an internal audit function. Each
statutory body must also establish an internal audit function if directed by the Minister
or if the body itself considers it appropriate to establish an internal audit function. The
recently enacteBlinancid Accountability Act 200@lso provides statutory
recognition to the rolef the Headf Internal Audit. Internal Audit is an internal
service and aims to provide an objective audit seruckependentdf the area being
reviewed,in supportof the accourable officer or the statutory body.

1 Audit Committeei the Financial and Performancealhgement Standard mandates
an Audit @mmittee for all departments and notes thaatusory body may establish
an Audit @mmittee.The Audit @mmittee must have terna$ reference and in
establishing the Committee the Accountabf&d@r or the statutory body must have
regard to t he fAAudiimprowng accountabiledyeandGui del i nes
perfor manceo0 a sndilreaswyealddditioy to @anitoeng thd
intemal audit program and reviewing responses to internal audit repodg
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Committeesare an important forum for reviegf reports/management letters from the
Auditor-General.

1 Probity AuditT in recent yeas, there has been an increased fasgrobity audkors or
advisors to observe and review the procurement processesiplex, sensitive or
high value procurement activities. The probity auditor/advisor will provide opinions
and guidance on probity risks and issues arising during the procurement prbeess.
probity auditor/advisor will provide probity reports at key stages in the procurement
process. These services can be provided by the private sector although aafumber
internal auditors within government departments in Queensland are now providing
that service. Probity audit does not have any statutory basis.

1 Probity reviews or investigatiorisin addition to formal probity audit/advisory roles
it is possible for specific reviews or investigations into probity or propriety to be
undertakerfor the acountable officer or the statutory body. In addition, in
accordance witthe Auditor-Generalof Queensland Auditing Standardse QAO
may undertake a reviewf probity or propriety

1 Other audit process including quality reviéihere are a rang# other audit or
review processes that can be engaged by public sector entities to provide an
independent review to management including tledsequality review nature.

For all of these activitiesthe AuditorGeneral will seek to taketmaccount the widk of

internal audit, probity auditors/advisors and other review processes provigedebe

certain standards acceptable toAuglitor-General The AuditorGeneral needs to assess the
guality of the workof the internal auditor in line with Auditing Stdard ASA 610
Considering the Workf Internal Auditto assess wheth#re workof internal auditcan be
relied upon for external audit purposes. Similaidy other review process,Auditing
Standard ASA 62W0sing the Worlof an Expertprovides the means whereby the external
auditor, after assessing the qualifthe work undertaken by the expartay rely upon the
outcomeft he expert 6s wofexkerndlaudit. t he pur poses

In relation to the audit function performed by the QACQueenslandhere has been a
numberof significant developmentsince the 2004 Review, the most importainivhich are
mentioned below:

1 Amendmenof legislation to provide the powef the AuditorGeneral to review a
public sector e adureshsydrid a MS audlitpandi@xpress anme
opinion as tovhether the performance measures are relewahbtherwise
appropriate, having regard to their purpasg] fairly represent the public sector
entitybés performance.

1 Significant developments iaudit methodologies and systenmeluding IPSAM and
ASPIRE which incorporate electronic working papers to support audit service
delivery.

1 Expanded usef private sector contract auditors to meet the additional refeds
auditing within"force of law" audiing standards and to meet the tightened reporting
timelines for manyf the public sector entities subject to audit.

1 Anincrease in the numbef PMSaudits undertaken in response to recommendations
arising from the 2004 Review.

These developments are discussed in more detail in the following sefttbrssReport.
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Conclusions
CN.3()

Theposition ofAuditor-General is a critical element of the integrity and accountability framewc
for Queensland and the QAO is a welspected independent audit office with a long history of
providing reliable external audit services to Parliament in a highly professional manner.

CN.3(ii)

The newFinancial Accountability Act 200@ndAuditor-General Act 2009rovide a
comprehensive anigorous framework for financial management and accountability of the pul
sector in Queensland, but this could be strengthened by giving enhanced emphasis to the
fundamental principle of value for money, as previously articulated in the f&iimamcial
Administration and Audit Act 1977

Recommendation
RN.3(i)

Reflecting the importance of value for money as a fundamental ovarching principle of
financial management, that the AuditorGeneral consult with the Treasurer on including
value for money in the primary legislation, being theFinancial Accountability Ad, rather than
the Financial Management Performance Standards, where it currently sits.

3.6 Better Practice Guides

Central agenciesf the Queensland Government have the primary responsibilggsure
that appropriate standards and guidelines are issued in sopfioancial and performance
management.

In addition, wer the past three years, the QA@sdeveloped and issued three Better Practice
Guidesas follows

1 QAO Guidelindg Accountingfor QTC Onlending Products and Debt Restructure
(March 2007)

1 Better Practice Guidé Risk ManagemerfOctober 2007)
1 Checklist for Organisational Chand®larch 2009).

From the feedback we received, audit clients appreciate such guidance or pratdical
developed by the QAO.

Better practice principles or better practice case studies are also included in most PMS audit
reports to Parliament to provide guidance for all relevant public sector entities, not just those
included in the audit. This isapticularly relevant where the audit topic covered a nuraber
entities with different audit results a separate guide is only prepared in those instance where it
is considered that it is necessary to assist agencies with understanding the issue and the
implementatiorof better practice.

We noted some recent better practice guides or equivalent have been isghed in
jurisdictions,such as

1 Innovation in the Pulit SectoANAO December 2009),
1 SAP ECC 6.0 Security and Cont(@INAO June 2009),

1 BusinesLontinuity Managemerit Building Resilience in &blic Sector Htities
(ANAO June 2009),
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T
T
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Developing andlanaging Internal Budget?ANAO June 2008),

Monitoring and Reporting on Audit RecommendatidSWAGO May 2009),
Fraud Control Improvement K{NSWA® July 2006) and

Public Sector Procurement: Toing Principles into PracticVAGO October 2007).

We recognise that it is not the primary responsibdityhe AuditorGeneral to develop and
issue Better Practice Guidég¢everthelessni undertaking its armal auditing responsibilities,
the QAO generally will be well placetb identify area®f better practiceand also to identify
those areas where there may be a gap in tefmetevant standards or guidelines issued with
authority in Queensland.

Conclusion
CN.3(iii)
The QAOshouldcontinte to develop Better Practice Guides where there is a demonstrated ne

and the QAO is in a position to develop such guidance especially where better practice is ide
as part of undertaking an audit.
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4. FINANCIAL AND COMPLIANCE AUDITS

4.1 Auditing Standards

Under Section 58f the Auditor-General Act 2009there is a requirement for the Audior
Generalo prepare a report to the Legislative Assemblyrsetiut thegeneralstandards that
the AuditorGeneral intends to apply.

These standardse outlined in the publicatiofhe AuditorGeneral of Queensland Auditing
Standardslast issud in April 2007.Theyexpress the minimum standarflaudit work
expectedf auditors undertaking work on behalffthe AuditorGeneral.

It should be noted that there a@medifferences in the approach adopted to auditing in the
public sector from thatf the private seor. There is an additional focus on mattefrprobity
and propriety which does bring with it an additioaaditcost. This additional focus in public
sector auditing is to cover an expectatidirarliament that there is a need for public sector
entities to meet a higher standarflbehaviour in termsf probity and propriety.

We note that the AuditeGeneral quite appropriately has sought to highlight those afeas
public sector auditing which are additional requirements over and above the requigments
generaluditing standardsn this regard, the auditinggandards note that, in addition to an
attestation audit over information included in prescribed financial reports, gebtior

auditing also includes:

1 reviewing the probity and propriebf maters associated with the managenunt
public sector entities

1 assessing compliance with relevant acts, regulations, government polttiethan
prescribed requirements

1 determining whether performance management syssépigblic sector entities
enable hem to assess whether their objectives are being achieved econgmicall
efficiently and effectively

1 reviewing performance measures adopted by public sector entities and assessing
whether they are relevant and fairly representyeperformanceand

1 reporing to Parliament on matteos significance arising from audits or relating to the
Auditor-Gener al 6s activities.

In reviewing theestandards, we consider thiaey provide a sound basis for public sector
auditing in Queensland. However, we consider ¢ixaticit reference should be made to the
issue of waste of public resources. Argyative acknowledge that this matter could already
be covered, at least implicitly, through the standards relating to probity and propriety
associated with management gergral

However, several other jurisdictions have seen fit to draw specific attention to this issue. For
example, mregard to performance auditee New Zealand Controller and Audi#General

has identified that any act or omission that mmke rise to avasteof public resources can

be partof the examinatiomf the auditAlso, the New South WaleBublic Finance and Audit

Act 1983providesfor a public official to advisef any instancef wasteof public moneys to

the AuditorGeneral. Théduditor-General may then consider whether to undertake a review
of the complaint made.

Accordingly, we consider that there would be benefit in incorporating in the standards a
provision that an audit may include examining any act or omission that mightigg to a
waste of public resources.
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Conclusions
CN.4(i)

The Auditing Standards issued by the Audi@neral represent a sound basis for the audit func
of the QAO, including for contract auditors.

CN.4(ii)

The QAO Auditing Standards should include a provisielatedto any act or omission thhtis
givenrise to a waste of public resources.

Recommendation
RN.4(i)

The QAO Auditing Standards be revised to incorporate a provision that any act or omission
that hasgiven rise to a wasteof public resources can be part of the examination of an audit.

4.2 IPSAM

TheAuditor-General Act 2009rovides a rangef responsibilitieof the AuditorGeneral
including the following legislated requirements:

1 Section 391 Audit of consolidated fund accounts

1 Section 401 Audit of public sector entities

1 Section 411 Audit of expenditureof ministerial offices; and

1 Section 421 Audit of consolidated wholef-government financial statements

In line with theseesponsibilitiesthe AuditorGeneral undertakes a rangfeaudit
assigiments under the general headiridinancial and complianceudits This has long been
the core functiof the QAO.Financial and compliance audgsll represent some 89%6

the total workloaaf the QAQO, notwithstanding the expanded r@ié&MS audithg over the
last few years.

In order to meet his statutorgsponsibilitiesthe AuditorGeneral has developediak-based
auditmethodology known as IPSAMvhich replaced the previous methodology known as
TeamAssetlPSAM is a fully integrated lotus nae@pplication which provides for election
documentation and reviewf financial and compliance audiBuring our Review, we
received a detailed briefing from the QAO on the development and applicatleEAM.

The IPSAM methodology has been a joint @ééspmen between the QA@nd the \AGO

and was implemented the QAO inNovember 2005The system has recently been licensed
to Australian Capital Territory and Tasmaraad iscurrentlybeing trialled in South
Australiaand Western Australia

The datébases are mapped to current Australian Auditing Standards and provide 80
individual policy and guidance statements. The system outlines primary sburce
requirements (policy) that must be met in the condtiatfinancial audit. In additign
guidance is pvided to assist in meeting those policy requirements.

The system incorporates a rargdestandard forms and templates that are selected in tailoring
the audit field work to meet the neemfghe audit based on a risk assessed approach to the
audit.
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During ourinterviews with stakeholdersspeciallyQAO staff a numbeof comments were
made about IPSAM. Overall, these comments were very positive and supportive about
IPSAM. It is seen as\&ery soundmethodology for public sector auditingith a suitable
focus on riskThe new version has been enthusiastically welcomed by staff. Specific
comments were as follows:

1 A suggestiorthat there should be a family structure established within IPSAM for
audit cliens which have a group structure.

1 A concern about theostof establishingan IPSAM file for small clients. (We note
advicethat the upgrade released in March 2009 bettevrides for establishing files
for small clients)

Our assessment is that IPSAM is a well structured and desagigdmnethodologywhich is
a valuable tool for conductirfghancial and compliance auditfhe QAO is to be
commended on its initiative in developing IPSAM jointly with the VA@G@ for its
successfuimplementation within the QA®ffice environment.

Our only concern is thaPSAM may discourage original thought and result inabditing

process bcomingtoo mechanisticAuditors need to avoid the rigk undertaking solely a

Atick and flicko exer ci sASA2000bjectivesiasd Generglar d, A
Principles Governing an Auditf a Financial Reportequires in Section 20 the need for the

audi tptanand perfofim an audit by exercising professional judgeinent

There needs to be an awareness by all auditors to continue to apply the highest professional
standards in critically analysing the particular attributes, features and issues in individual
audits ie IPSAM should be used as a powerful analytical tool, but should not reduce the need
as stated isection 210f A S A 2 0 Oan &ttitudeoffprofessional sqaticism recognising that
circumstances may exist that cause the financial report to be materially misstated

Conclusion
CN.4(iii)
IPSAM is avaluable audit methodology for financial ammhapliance audits which is consistent

with Australian Auditing Standards and represents a sound basis for fulfilling the AGditar e r
statutory audit responsibilities.

4.3 Review of IPSAMFiles

During our Review, we undertook a specific examinatiohfour financial and compliance
auditsfor the financial year 2@ 09. Theaudit clientfiles which we examined in IPSAM
were:

1 The therDepartmentf Education and Arténow Department of Education and
Training)

1 Brisbane City Council
1 Universityof Queensland

T QR

In our examinationye noted strong compliance with the methodology and noted that IPSAM
provides a disciplined and well structured @fgprocedures and auditgmessesWe also
observedhat IPSAM provides an excellent methodology to ensure that all elements are
cleared and that the quality review processes have been completed.
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We did note that mangf the itemsof correspondence e.g. engagement letters ant clie
strategy documents were often makversions in Word softwarglso, it wasnotalways
clear if the versiowf the correspondenamn IPSAM was the final version. For key iteofs
correspondencé would be peferable for items to be in PO&rmat toensure o changes to
theitem.

A further issue wathat responses froaudit clientto the final management letter were not

always in the IPSAM file. For those that were providbeyappeared to be filed without any
assessment as to the adequaidjne esponseWe did note that issues arising from prior

year 6s audits ar e c oadfitbeiadddundedakemnd assessed as

As a further process, high risk and selected medium risk audits are subject to an Engagement
Quiality Control Review. The framework for appointmehan Engagement Quality Control
review is ASA 22@Quality Controlof Auditsof Historic Financial Informatio and APES
320Quiality Controlof Firms. These reviews are undertaken by the Deputy Au@emeral

in conjunction with twoAssistant Auditos-General Wewere provided with a report on

guality assurancesviews and noted that there were only minor corsoefra housekeeping

nature.

In accordance with QAO Policy GZBuality Assurance: Auditshe QAO has a prograai
internal quality eviewsof files with a program to ensure that all audit engagement leaders
and team leaders are subject to review on a aefpalsis.

Conclusions
CN.4(iv)

Our review of IPSAM fies for financial and@mpliance audits identified a high standard of
compliance with the methodology.

CN.4(v)

There aresome opportunities to improve the quality and security of record keeping. Specificall
IPSAM files should include clean versions of documents and, for key communications with a
clients, that these be saved as a PDF version once they become final.

4.4 Cross-Sector Audits

In recent yearghe AuditorGeneral hascreased the numbef crosssecta audits which

are undertagn as financial and compliancedits. It is noted thatunlike PMS aiditswhich
are funded by appropriatipthe cosf crosssector audits is billed taudit cliens who are
includedin the crosssector audit.

AttachmentE is a sbeduleof crosssector audits which were included in reports to
Parliament during 2008 and 2008.our reviewof the qualityof audits undertakenve
reviewed twoof these auditdeing onlT Network SecuritgandUnderstanding and
Complying with Legislatiorbothof which formed parbf Report No 4of 2009 tabled on 30
June 2009

Whilst generally undertadn as financial andoenplianceaudits, it is noted that crossector
audits are best managed within the QAO by utilising the system ASPIRE (which has been
developedor PMS audits). We support the decisiofthe AuditorGeneral to utilise
ASPIRErather than IPSAM for crossector adits, as they are more broadnging and less
structured in termef the methodology applied.

In so doinga decision willbe necessary upfroat the scoping stage to determine the extent
to which the full ASPIRE methodology appropriate for the proposed cressstor adit.
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This should be articulated in tiv@ernalaudit strategymemorandunand driven by a risk
assessmenmelated to the individual audit.

However it will be essential that individualdit clientinformation which impacts on the
internal control environmeratiso be linked to the relevant IPSAM fiter the individualaudit
client(s). This will also be impdant in termsf follow up of actions arisingrom the
recommendationsf the crosssector adit.

In our examinatiormf crosssector adit files, we noted thathe field work for thdT Network
Securityaudit was undertaken utilisin@SAM. This waghen brought together into arda
copy file to consolidate thiindings and report for Parliament. In the futuiee Auditor
General desire® useASPIRE b managegdocument and control thentire audit process,
including the elements related to theadjmg to Parliament.

We also examinethe crosssector adit on Understanding and Complying with Legislation
In this instancgthe audit was undertaken through a combinatiohSPIREandhard copy
files. Again there was the issue aswbether allof the ASPIRE methodology was
appropriate for an audif this naturealthough certain elements including quality review
should be mandatddr all audits includingrosssector adits.

Conclusions
CN.4(vi)

There are benefits in terms of improved public administration from the QAO undertadsg
sectoraudits of a financial and compliance nature.

CN.4(vii)

Thedecision of the AuditeGeneral to utilise ASPIRE for cresgctor aditsis appropriatenoting
that effective crostinking to IPSAM for individual audit clients will be essential.

4.5 Information Systems Audits

The QAO has recognised the importaraehaving specialist Iauditexpertise in fulfilling
its audit responsibilities. It is noted that an Information Systems taafit has existed in the
QAO since the late 1970s.

Currently the QAO has an |8uditsection to perforngpecialist information systemsdits

where significat financial systems and information technology infrastructure is maintained.

ThelS auditsectionhas developed a comprehensive audithmdology which is embedded
in the IPSAM audit software package. \Wated that a reviewf IS audit nethodology was
undertaken by Presor Peter Gredar both the QO and the VAGO. The review was
desgned to address the question as to the ademqfdabginformation sytems audit
framework.

In his Report in January 200Brofessor Green found that in general the QA®d® an

adequate information systems audit frameworKk

ofl awo a u dards.iProfgss® Graen disdlicatad that the usef a riskbased

approach follows generalyc cept ed fAbest pher@wew madeadnumber t
of recommendations to further improve the framework for delieéigformation systems
audits which we note have been considered inftiitherdevelopmenof the audit
methodology anduidance material

An important developmentithin the Queensland public sectorrecent yearselates to the
consolidatiorof all majordepartmentalCT functions within the Department Public
Works (DPW) Thisinitiative commenced with the creatioha shared service environment,
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which now entails separate business unit®PW being responsible for implementing and
managing the ICT infrastructure (CITEC), and maintaining and supporting achnge

financial and human resource systems (CorpTech). The transactions being priteceagéd

these systems relate to payroll, rostering, purchasing, inventory management, asset
management, accounts payable and receivable, and other corporate functions. In addition, the
recent Machinerpf Government changes have resulted in further consmidand

standardisatioof ICT infrastructure. These and otld@velopmerdreinforce the need for a

strong information systems audit capabidtythe QAO

The I1Saudit methodology adopted by the QAEeks to ensure that there is a risk based
approach to auditing within the Information Systems environment. This incisgdessment
of IT governance and IT generartrols,including securitychange management, project
management, systems developmertt enplementation, computer and data centre
operations, vendor and contract management, business continuity as well as application
controls within systems. The aim is to ensure that thetguwsdlinformationincludedin
financial statements is sound fr@an audit perspectivélost of the Shared Services
arrangements are heavily based on IT systems, which necessitates the neeaof for use
specialised IT audit services as provided by thaudtsectionof the QAO.

The 1Sauditsectionhas scheduled for a miberof cross sectorwaits in 200910 on the
following topics

1 IT Program Management

{1 IT Governance

1 Compliance with Queensland Government Information Standard No 2
1 Managemenand Securityf Patient Informatiorat Queensland Health

The ISauditsection also devep an annual plaof financial anccompliance 1Saudits The
IS auditsection work closely with the financial andompliance audit teamis integrating
information systems audits partof their broader audit task.

We note tlat the ISAsecton is now involved in furthecrosssector auditsand we support
further involvemenof IS audit methodology in all typed audits undertaken by the QAO
including PMS auditsas required

Corclusion
CN.4iii)
The QAO has established a strong team of Information Systems auditors who operate within|
sound Information Systems audit methodology and provide a valued service adipariaél and
complianceaudits and in undertaking a number of cresstor audg. The further involvement in
crosssector audits and also with PMS audits means that the methodology ASPIRE will be utif

for those audits in the future and the staff will need to be familiar with the policies and guidan
from that methodology.

4.6 Conduct of Audits

Section 37f the Auditor-General Act 200@rovides a poweior the AuditorGeneral to
conduct an audit in the way the AudiGeneral considers appropriabte so doingthe
Auditor-Generaimust hae regard to the characteirthe internal control systefor the
entity, including internal audit. In additiorthe AuditorGeneral must have regard to
recognised standards and practiddss section provides the Audit@eneral with
considerable flexilbity as to how hisheconducts an audit.
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More broadly, théAuditor-General has the power to undertake aafitll public sector
entities and must audit the consolidated fund and all public sector entities (other than the
QAO itself and any body which exemptby regulatiorfrom audit by the AuditeGeneral).

As an examplef how this flexibility may be applied, in October 2009 the AudiE@neral
announced an immediate auditthe contractual agreements in relation to the A1Grand Prix
componenbf the 2M9 SuperGP. fie AuditorGenerakook a decision to bring forwarghrt

of the normal audit process following significant public interest in the withdraftbe
AlGrandPrix event. A report arising from this reviemastabled in Parliament iRebruay
2010(Report to Parliament No.1 for 2010 Aandit of A1Grand Prix Agreements

We have been advised that in the past the Premier has requested audits to be undertaken in
particular areas eg. risk managemémsuch instancesfter consideration of éhrequest and
other factorsaudits have been completed under teoimeference determined by the
Auditor-General in accordance with his powers, with the results published in a report to the
Parliament. This is consistent with the Audi®eneral's apprah to requests from any

source.

Section 3%f the Auditor-General Act 2009rovides a power whereby the Legislative
Assembly by resolution may request an aofla matter relating to the financial
administratiorof a public sector entifyand the AuditoiGeneral must conduct the audit. Our
enquiriesfoundthat this power has not been exercised by théslagtye Assembly in the last
25years

Section 96f the Parliamentof Queensland Act 20Qdrovides power for the PAPWC to
refer issues within its ared responsibility to the AuditeGeneral for consideration.

In our discussions with the ANAO, we noted that the Commonwealth Au@doeral has

full discretion as to whether to undertake a performance audit, although there is a requirement
to have regard tthe audit priorities of the Parliament, as determined through the Joint
Committee of Public Accounts. The Commonwealth Aud@@neral cannot be directed in

relation to his/her functions.

We noted also that there was a recent example of the CommonwadltbrASeneral

deciding to undertake a performance audit, following correspondence from the Prime
Minister. The audit was on theepresentations to the Department of the Treasury in relation
to the Motor Dealer Financing Arrangements

We note that the enhanced public concerns about integrity and accountability in government
may give rise to the need for, or pressure for, more aofdspecial nature or public interest

to be undertaken. In such circumstances, the Au@itareral willneed to give consideration

as to the meritsf the case for such an audit. This has the potential to impact on the
resourcing needsf the QAO, although such audits tend to be-ofi and infrequent in

nature.

In previous instances, the Audit@General hasought and received additional funding for
such reviews from the Consolidated Fund Appropriation.

Conclusion
CN.4(ix)

Thereare sufficient existing powers for the Audi@eneral to respond to emerging needs for
audits of a special or an addnatureThe Parliament has the power by resolution to direct the
Auditor-General to undertake an audit, although we are not aware of any instances where su
power has been usdd.addition, the PAPWC may refer issues to the Audieneral for
consideration.
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4.7 Reporting to Parliament

In addition to providing an opinion on financial statements for all departments, statutory
bodies, local governmentad other public sector entities, the Auditdeneralalso provides
reports to Parliamenlt is noted that Annual Reports public sector entities which are
required to be tabled in Parliament will incorporate audit opinbdtise entities concerned.

A recent examplef a Report tdParliament is N@ for 20090n Resultsof Auditsat 31

October 2009Tabled 12 November 2009)his report oriinancial and compliance audits

provides a status report on 2008 financial statement audib$ departments, statutory

bodies, government owned corporations and their controlled entities completed as at 31

October 2009At thatstagea udi t or s 6 0 POD imad eensssubdofar 352 RUBIIS

sector entities. The report noted tb&207 entitiegequired to have auditors opinions issued

by 31 August 2009, 88% were able to achieve the statutory deadline. The report also

summarised detaisfmo di fi ed auditorsd opinions issued.

The report also covered a numbékey audit findingsncluding the fdlowing:

Federal Government stimulus package

Infrastructure project procurement

Changes to the Statebds financial account a
Recognitionof land under roads

Asset accounting issues in price regulated industries

= =4 4 4 A4 -2

Impactof the Independent Revieof Queensland Government Boards, Committees
and Statutory Authorities

Other reports tabled in Parliament during calendar year 2009 were as follows:
1 Report No Ifor 2009,Resultsof Local Government édits(Tabled 20 May 2009)
1 Repot No 4for 2009,Resultsof Audits at 31 May 2008Tabled 30 June 2009)

We have reviewed a numbeirrecent reports to Parliament and are satisfied that the reports
are comprehensive and informative, and provide an appropriate guide as to the status and
programof financial and ompliance audits.

We are alsof the view that the AuditeGe ner al 6 s r emaredceeptable Par | i at
termsof readability although this is a matter that requires ongoing attention to emsaiigy
is maintained andnhanced over time

Conclusions
CN.4(x)

The proces$or reporting to Rrliament on financial andbmpliance audits including crosector
audits is sound and appropriate.

CN.4(xi)

The AuditorG e n e repadrtdts Parliament are acceptahléerms of readability.
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5. PERFORMANCE MANAGEMENT SYSTEMS AUDITS

5.1 Legislative Context

Section 38&f the Auditor-General Act 200@rovidesa power for the AuditefGeneral to
undertakean auditof performance management systems. This may be conducted as a special
audit or as pamf anoter audit under this section.

Section 38(3) indicates that

fithe objectiveof the audit includes deciding whether the performance management
systems enable the public sector entity to assess whether its objectives are being
achieved economically, efficiently and effectigely

In undertaking the audithe AuditorGeneral must havwegard to prescribed requirements
relating to the establishment and maintenarigegerformance management systems that
apply to the public sector entity.

Under Section 38(6}the audiimay include areviewft he enti tyds perfor mar
This represnts a new power since the 2004 Reviemd is an important expansion in the
mandag of the AuditorGeneral. It came into effect as from Januz097.

Under Section 38(7), the Audit@eneral may ste whether in his/her opinidhe
performance measurés

(a) are relevant and otherwise appropriate, having regard to their purpose; and
fairly represent the public sector entity

It is noted that the power relatedderformance measuresnot a pwer which can be
exercised in relation tinancialand compliance audits

5.2 PMSAudits 2005 72009
The 2004 Reviewnade a numbesf recommendations related RS auditsincluding that

1 athreeyear plan be developed in consultation withttien PAC to undertake at least
20 targeted PMS audits asss thepublic sector

the PAC undertake a detailed scrutofthe PMSaudit reports when completed

the PAC evaluate the valeéthe PMS auditsat the enaf the threeyear period and
reporton the effectivenessf the PMSaudit mandate

= =4

1 An appropriate levedf resources be provided to the QAO to enable the plan to be
fully implemented.

These recommendations were generally accepted by the PAC and the Government, subject to
eliminationof the proposed targets.

The PAPWC currently has in traaninquiry into an Evaluatiorof the Effectivenessf the

Performance Management Systems (PMS) Audit Mandaermsoft he Par |l i ament 0 ¢
previously expressed positiom.id not expected tihahe PAPWC repomvill be completed

prior to the completionf our Review, so we are unable to take accofitiie findingsof the

PAPWC as envisaged by our TerofReference. However, we have had regard to the

transcriptof the public hearing®r the Inquiry, and we have met with the Chafithe

PAPWC to discusthisand othemattes on two occasions during our Review

Since the 2004 Reviewhe AuditorGeneral habeen provided with additional resources for
PMS audits AttachmenD lists thePMS auditgeported to Parliament since 2005. On a
calendar year basithe numbeof such audits has beas follows two (2005),four (2006),
five (2007),six (2008) andive (2009).
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Conclusion
CN.5(i)

The QAO is to be commended for the increbattention to undertaking PM$dits and reporting
to Parliament on theesults of these audits.

The QAO has applied the expanded power to re
measures as paot the following PMSaudits:

1 Aredepartmental output performance measures relevant, appropriate and a fair
representatiorof performance achievementéReport No 4 for 2007)

Enhancing Accountability through Anal ReportingReport No 1 for 2008)
Managemenof Rural Fire Services in Quesiand(Report No 3 for 2008)

Transport Network Management and Urban Congestion in South East Queensland
(Report No 3 for 2009)

Managemenof Patient Flow through Queensland HospitéReport No 5 for 2009)

Follow-up on government owned corporation and gpetdsector performance

measurement and reportiffgeport No 7or 2009). (It should be noted that this is in

part a follow up on an audit reported on in 2@06rior to the expanded performance
measures powers for the AudiGeneral It alsofollows uponthe extent to which

the May 2009 publicaton A’ Gui de t o the Queensl and Gov:
Management &ddrasees iwapmrkendations made since 2005 on

performance management and reporting by departments.)

These audits demonstrate applicatddthe new powers in this area and have included a
rangeof recommendations for departments, government owned corporations and other public
sector entities in the ared performance measurement and performance reporting.

Section 38(7pf the Auditor-Genera Act 2009does indicate that in a report prepared for the

audit, the AuditoitGeneral may state whether in the Aud®e ner al 6 s opi ni on, t
performance measures are relevant and otherwise appropriate, having regard to their purpose,
and fairly represertt he publ i c sector entityods perfor man
directly report on any individual public sec

Conclusion
CN.5(ii)

The AuditorGeneral has applied the expanded PMS manaepeidormance measurgsa
number of PMS adits in the last three years. To date, however, the Au@Giémreral has not utilise
the power to provide opiniorm performance measurés individual public sector entities as par
of PMS audits reported to Parliament.
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Recommendation
RN.5(i)

That the Auditor-General, in undertaking PMS audits, give consideration to utilising the
power to provide opinionson whether performance measures for individual public sector
entities are relevant and appropriate, having regard to their purpose, and fairly represent
that entity's performance.

5.3 Performance Audit Standards z Development of ASPIRE

The Auditing and Assurance Standards Board has the authority to develop auditing standards
in Australia anglin 2008 it issued standard ASABS00 on Performance Engagements which
has application for engagements commencing on ar hftanuary 2009. Thieplaced
formerstandards AU806 Performance Audit§€July 2002) andAUS 808Planning

Performance Audit@October 1995).

In order to meet those standandsindertakingPMS auditsthe QAQinitially used a cut

down versiorof IPSAM, but this has subsequently been transformed into what is now known
as ASPIREThe ASPIRE methodology outlinésat the intentiomf PMS auditss to add

value to the qualitpf public administration and to assist entities in the dischairtfeeir
governance obligations.

As partof our investigationsywe were provided with detailedbriefing on ASPIREby QAO
staff. The first versionf ASPIRE involved a fairly rudimentary shell or prototype. This has
subsequently beampgraded and a new versiohASPIRE has been rolled out for 2009
audits,with significant enhancements from Versibn

The AuditorGeneral has also determined that cresstor audits will utilise the ASPIRE
methodologywhich we believe is appropriate. We note that linkages wilidguired tdhe
IPSAM methodology to ensure appropriate input into the control framewofiémcial and
compliance auditsand to allow for monitorin@f actions @ising from recommendations in
crosssector audits

The ASPIRE methodology indicates aldy and appropriately thatPMS aidit does not
review or comment on Government policy.

A systemwithin an entity or groupf entitieswhich is subject to 8MS aidit can comprise a
numberof elements including:

1 operational practices and procedures,
1 organisational culture, and

1 the external environment within which the entity operates.

5.4 Review of ASPIRE Methodology against Auditing Standards

We examinedhe ASPIRE methodology which will be utilised frord009 10 against
Australian Auditing Standardsnd inparticular Standard ASAE 35@erformance
Engagement®ur examination concluddtat overall the ASPIRE ethodology complies
with the requirements outlined in Australian Auditing Standards.

However, there were a numhbarissuef detail identifed, as follows:

1 Themanualfor ASPIREdoes not incorprate crosseferencing to the auditing
standards. We believe there would bedfén from having a mapping to auditing
standards.
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1 Section P2.04f ASPIRE relates t&trategic Audit Planningand is usdto identify
a listof potential audit topics. This has regardie QAOmandateon PMS audits
areaf focus identified irthe Strategic Audit Planning process, input freme
Auditor-General, inpt from the PAPWG@nd other significant and auditable topics.
This is highly relevant to the selectiohtopics forPMS audits

1 Section P1.06f ASPIRE relates to Liaison with tHAPWC. It refers to an effective
working relationship, and notes the consideratibrepors and annual reviews
PMS Audit reports by the PAPWC. However, it does not make any reference to how
the QAO will interact with the PAPWC in regard to the Strategic Audit Planning
process foPMS audits

1 Section 1lof Standard ASAE 35000vers circumstares where there is an inability
to comply withmandatory requirementsactions to be taken including alternate
evidence gathering procedures and documentation in working pHkes
circumstances, or reasons for inability to comply and justificatiothfdr. We noted
that ASPIRE does not have a section covering these matters.

1 Standard ASAE 3500 refers to the subfdi Us i ng ofhae wep&rt o and
covered in ASPIREection P1.03 which identifies Australian Accounting Standard
ASA620 imgmheWddkefan Experto. We believe it wo
more information to be included on the processes to identify the need for experts for
assignments, for appointing and managing experts and in assessing theofjuality
advice and other input provided BMS audits

1 The ASPIRE methodology does not include a section on documentation as outlined in
ASAE 3500.

Conclusions

CN.5(iii)

The ASPIRE methodology as revised for use from 2010 onwards represents a sound basis f
undertaking PMSudits.

CN.5¢v)

The structure of the ASPIRE manual is not cross referenced to the auditing standards. There
be benefit in having a mapping to the auditing standards which would assist when standards
revised.

CN.5(v)

It would be beneficial to incorporate information on the processes to identify the need for exp
for assignments, for appointing and managing experts and in assessing the quality of advice
other input provided for PM&udits.

5.5 Examination of ASPIRE Files
We also undertook a specific examinatioithe filesof two recentPMS auditsbeing

1 Transport Network Management and Urban Congestion in South East Queensland
(Report No 3 or 2009)

1 Managemenof Patient Flow through Queensland HospitéReport to Parliament No
5 for 2009.
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These audits were undertaken utilising the ASPIRE methodaddder in whole or in part
and in line with the policies and guidance issued by the Au@Giterafor PMS audits
However these audits were undedtemn prior to theecent upgrade in the@SPIRE
methodology which is now being utilised fully fBMS auditan 2009 10.

We were generally satisfied with our examinatidthese ASPIRE files, although thase
roomto improve aspectsf file management and the quality reviews elemehtke audis
andtheseneed tdbe fully documented within the ASPIRE systdfey points are:

1 The need for the ASPIRE system to incorporate full dethilse target dates to
deliver the audit together with actual dates as well as information on actual hours
against the budget for the elemeotshe audit

1 Theneed to fully utilise the ASPIRE policy framework and methodology to assist in
the managemeratf the audit and to esure that the standards fBMS auditsaare met.

1 The need for appropriate documentation and erefesencingof files, especially
when the ASPIRE methodology is utilised in conjunction with ‘tamaly files.

5.6 Feedback on PMSAudits

During our interviews wittvarious stakeholders, we received a nunadb@omments on the
process foundertaking®MS auditsas follows:

1 The need for the QAO to develop averall strategic audit plan fandertakingPMS
auditsand to consulvith the Pariament through the APWC on this planThis
would include the opportunity for formal consultation onpheposed plan and for
suggestions on audit topics for consideration by the Au@eeral. This issue is
considered further in Sections 15 andoiéhis Report.

1 A concern thathe scopend work plans fothe audit were not settled at the
commencemerdf the audittask, and thathanges in the objectives ascbpeof the
audit occurred aftecommencement, sometimes without sufficieatificationof such
to the entities involved

1 An absenc®f preliminary dscussions with the entitie®ncerninghe nature and
purposeof the PMSaudit. (We note that there has bemcentchanges in procedures
adopted by the QA@ incorporate preliminary discussionsth senior management
of affected entities. This has beleaneficial in termf finalising the scope and
objectivesof PMS auditg

1 Instance®f factual inaccuracies in draftsf areport at an advanced stagfehe audit
which required sigficant changes to key elememtfthe reportThere is a need to
ensure that mattecd fact are reviewednd confirmedincluding withaudit clientsat
an earlier stage than the management Istéage. Errorsf factatsuchan advanced
stage can givase toconcerns fronaudit clientsas to the qualityf the report overall.

1 The need for the involvemeaf external independent subject matter expeursng
the entireaudit procesgather than being at selective points as appears to be the case
at present In meetings with interstate Auditffices, we were advised thaubject
expertsend to have a greater involvement over the entire cafitbe performance
audit. h Queenslandhe approach to date generally has been to involve a subject
expert to undertake a reviefthe audit report whilst at an advanced stage, such as at
the final draft stage. As an example, a subject expert was engaged by the QAO to
undertake a reviewf the report on Transport Network Management and Urban
Congestionn South East Queensland, without having been involved during prior
stageof the audit process.
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1 A concern from some entities such as G@@4d wiversitiesas towhetherthey
should be subject BMS auditsgiventhat they are subject torangeof other
accountability and performance reportmegjuirementgincluding reporting to
Boards/Councils)Representatives @OCsoperating commerciallyn a competitive
environmentlso raisedssues related toompetitive neutrality if they are burdened
with moreonerous audit requirements than competitors.

1 A need for a greater knoadigeof and understanding aboeMS auditsamongstudit
clients.

1 More generallya numbeof stakeholders argued that the mandditine Auditor
General should be expanded to covdlrgarformance audits, as is the case in most
other Australian jurisdictions. This issue is addressed in more detail in Secodn 16
this Report.

Having regard to this feedback and our own investigations, there are benefits for the QAO
having initial dscussions with the Accountable Officer or Chief Executive Offadehe
relevantaudit clientprior to finalisingthe scope and objective§ PMS audits This has been
occurring to some varying extent in more redeltS auditsand has now been built mthe
ASPIRE methodology. We encourage this to be fully implemented as standard practice.

Oneof themajorchallenges for the QAO is to ensure thattdamof internal staff together
with external experts/advisers have tieeessargepthof knowledge andinderstandig of

the service area for a PM8dit. There is a need to give further attention to the way in which
independent objective subject experts are to be involvedPMi& auditsand especially the
stage at which they are to be involved. Alsordhie a need to ensure that such experts are
genuinely independent and objective, and do not have particular biases in relation to the
subject matter.

From our examination of a sample of PMS audits, we conclude that they are acceptable in
terms of the quély of their content, but that the QAO should continually strive to improve
that quality. We consider that the PMS audits provide valuable information to Parliament on
the quality of performance management systems, and they are an important tool for
Accourtable Officers and Chief Executive Officers to guide improvements in public
administration.

Finally, there is a need for greater awareness and understafdlegrole and purpoder
PMS auditsamongstwudit cliens.

Conclusions
CN.5(vi)

PMS auditgprovide valuable information for Parliament on performance management system
represent an important tool to guide improvements in public administration.

CN.5(vii)

The revised ASPIRE provides an appropriatghradology for undertaking PMSidits.

CN.5viii)

From the review of PMS audit files and from feedback from audit clients, the QAO needs to €
that quality review requirements within ASPIRE are fully utilised

CN.5(ix)

To enhance the PMS audit process, the QAO and audit clients (througdnthaet officer) should
ensure that matters of a factual nature are settled at an earlier stage in the audit process tha
time of presentation of the audit management letter.
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Recommendations
RN.5(i)

That the QAO institutes a standard practice of holding initial discussions with theelevant
Accountable Officer or Chief Executive Officer of anaudit entity with a view to obtaining
input on the scope and objectives of PM3udlits, as is now being introduced

RN.5(ii)

That the Auditor -General give consideration to wider involvement of subject matter experts
in the planning, audit field work and reporting for PMS audits.

RN.5(iv)

That the Auditor -General continue with programs to develop the internal skill base for
undertaking PMS audits.

RN.5()
That the Auditor-General ensure that quality review standards for PMS audits are observed.
RN.5(v)

That, for PMS audits, the QAO andthe audit client ensure that matters of a factual nature
are settled at an earlier stage of the audit process such that these matters do not detract fror
the quality of the audit when the management letter is provided

RN.5(vi)

That opportunities be taken by the Auditor-General and senior staff of the QAO to educate
audit clients on the mandate for and benefits arising from PMS audits.
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6. CONTRACTAUDITING

6.1 Overview

Section 43f the Auditor-General Act 200@rovides for the AuditeGeneral at his/her
discretion to appoint an appropriately qualified individual who is not a meofitiee staffof
the QAO to be a contract auditor.

In 2008 09, contract auditors performed an estimated 91,821 lobarglit work on behalf
of the QAO. Contract auditors accounted for:

1 45% of audits by number
1 43% of audits by valuef fees
1 30%of total chargeable hours

In comparison with other jurisdictions, the extefitontracting oubf financial and
compliance audits by the QAOsoadly in line withthe ACAG averagef 44% (20@i 09)

in termsof numberof audits,and abovehe ACAG averagef 38% by valueof fees.The
extentof contracting out varies widely between jurisdictions, largely showing an inverse
correlationwith the sizeof the jurisdiction.

All audit work undertaken by contract auditors is to be performed in accordance with the
QAO Contract for Auditingservices and the Auditing Standards issued by the Auditor
General.

Contract auditors are appointed from a parfig@re-qualified suppliers and the criteria for
pre-qualification include that the auditdr

1 is a current membaf a professional body and hal@ public practice certificate;
1 has adequate professional indemnity insurance;

1 has the required audit experience and methodology including compliance with
Australian Auditing Standards;

can show evidenaaf compliance with quality assurance standards; and
has a satisfactory reference check.

The QAO requires that th@wtract auditors not engage in the provisiohservicesof any
nature to a public sector entity they are engaged to audiwtitie prior written approvaif
the AuditorGeneral.

The useof contract auditors has been a valuable soofexpertise to manage the significant
audit load on the QACespeciallyduring peak audit timef®r audit cliens with a 30 June
balance dateThis has been an importadgvelopment, athe shorteningf the ime period

for the completiorof audited financial statements means thanyaudit cliens now have
only a twomonth period after the erad the financial year.

Contract auditors undertakirgidits in regional Queensland have also been an tergor
sourceof expertise as thegre able to provide quality audit services with a localgres.
This serves to mitigate tlo®stsof travel and accommodation for auditors travelling from
South East Queensland including the sththe QAO.

In recent yearghe rumberof firms undertaking audit contracts for the QAO has been
reduced significantly from 75 in 2004 to 36 as at 30 June 2009. This in part has been a
reflectionof the reductionn the numbenof firms that meet the higher prpialification
standards, fédbwing the introductiorof fiforce of lawo auditing standardsn particular the
requirement to comply witAuditing Standard APES® Quality Assurance Standards
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numberof smallerregional firms were not able to meet the additional requirements to gain
re-registration on the panel for the QAO.

The decision by the QAO to seek a higher standaadidit services has also resulted in a
reduction in the numbef contract auditors. This has had the eff#fahcreasing the volume
of audit work for each contract auditor and enhancing the overall depth and knowofi¢age
particular sectors being audited.

Some data on the contraidit arrangements is shown in fbdowing table.

Contract Audit Statistics

2004 2006 2008 2009
Numberof firms prequalified 105 120 58 60
Numberof firms with contracts 75 55 40 36
Numberof partners with contracts 94 70 60 55
Percentagef gudnscontracted (by 36.7 374 16.6 400
numberof audits)
Revenue focontracted audits $12.0m
$6.4m $7.8m $13.1m (Estimate)
Average audit fee for eagudit client | $16,790 $21,134 $29,913 $38,661
Average fees by firms $65,594 $113,738 $262,483 $306,070
Numberof a_udlts_ undertaken by 299 312 369 299
contractauditors in total
Numberof audits undertaken by
contractauditors outsidef Brisbane 241 233 239 163
and environs
Number of audits undertaken by
contract auditors iBrisbane and 58 79 130 136
environs
Source:QAO

As discussed earligan analysi®f the data indicates as follows:

1 The reduction in numbef contracted firms prejualified andholding contracts
following the tighteningf audit standards linked with tlief o of Ic & whanges to
auditing standards and the requirement for compliance with APES 320 Quality
Control.

1 The increase in the levef average fee for eacudit client which has been
influenced by the additional cesassociated with auditing under the rigarce of
lawo auditing standardss well aghe impacibf amalgamatiomf local governments
(the majorityof which are audited by contract audifors

1 The average cost per contract audit has also been influentlee dgcisiorof the
Auditor-General to contract the audits moreof the larger and higher risk audits.
The highest fee for a contracted audit in 2004 was $133,183, compared withf a fee
$466,750 in 2009. Fiftyhree large, high or medium risk audits were contracted in
2009 compared with 19 such audits in 2006.
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i The numbebf audits undertaken outsidé Brisbane and environs has reducgtich
is primarily related to the amalgamatiohlocal governments.

1 The number of audits undertaken by contract auditors in Brisbane and environs has
increased, reflecting an increase in the number of larger and higher risk audits being
contracted, most of which are in this area.

As tothechoice betweethe useof internal QAO staff orcontract auditor,sve note that the
Auditor-General has a policy that internal staff will maintain a le¥expertise within each
sectorof governmentAs an examplewe note that within localayernmentsome 91%of
audt clientsare contracted oubut that the AuditefGeneral has ensured that QAO staff
retain a levebf involvement and hence expertise in this sedtoour view, this is a practical
and sensible policy.

During our Review, we met with a numbesf contract auditors including those in regional
Queenslandwho provided useful feedback, particularly in tewhprocedural issues in
dealing with the QAO.

6.2 Management of Contract Auditing

Over the last five years, the QAfs significantly restructured and upgraded its internal
processes for managing contract auditing. The major change has been to centralise the
function in a separate Services and Contracting team. This function was previously
undertaken in a fragmenteddapiecemeal way within eaaf the audit teams, which resulted
in inefficiencies and inconsistencies in approach.

We consider that this is a significant improvement, as it has led to greater consistency in
approach, and has facilitated the drive to achiegber quality from the contract auditors. It

has also produced greater efficiencies in managing the procurement process, which ensures
that the overhead costs are kept within reasonable levels.

At present, these overhead costs are added to the coninadea as a QAO margin to
produce the total client fee for a contact audit assignment. In other words, clients who are
audited by contractors bear the full QAO coktmanaging the contract audit process. Clients
are unawaref the magnitudef the QAO nargin, but did express concern as to its impact on
their total fee. An additional issue is that the adgirocurement for small audits can be
relatively high.

There is an argument that these overhead costs should actually be spread across all QAO
clientsin the same manner as other office overheads, as all clients benefit from the way in
which the QAO utilises contract auditdssmanage its overall workload. Other benefits are
that the QAO is better able to maintain the quality of its audit work, aexsiare thaall

audits are completed within required timeframes. We think that there is merit in this
argument, and suggest that the QAO give further consideration to this matter.

We notethatthe QAO has also initiated a prografinformation sessions dargeraudit

clients for contract auditors. This has included participation by the Chief Finance Officer

and/or the Chaiof the Audit Committe@f theaudit client The purposef these sessions

to provide prospective contractditors with a greateknowledgeand understandingf the

audit clientand audit risksto provide a more informed basis for pricioighe audit feeWe

support the use of these information sessions, and encourage the QAO to expand the program
where possible.
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Conclusions

CN.6(i)

The QAO has made significant improvements in managing the contract auditing process.
CN.6(ii)

Further consideration could be given to allocating overhead @bstanaging the contract auditing
process across all audit clients, in view of thealller benefits derived from thpsocess.

6.3 Stakeholder Feedback

The main issuesaised in meetings withudit cliens and other stakeholddtsat warrant
further consideratioare as follows:

1 A view that some additional background information onatiit client including
what could be referred to as a Permanent At would assist in the scopiraj the
audit andn ensuring that the tendered fed@&sed on a smd knowedgeof the audit
client Concern was expressed about the difficaftgcopingthe work and develapg
a reasonable fee without betkgrowledgeof the audit client

1 A suggestion from both contract firms and franodit cliens thatthere would be merit
in having one contract firm to underta&edits fora numbeof similar organisations
or organisations within a sector e.g. grammar schools or the pastreioution GOCs
or thepower generator GOC%$hiswould be beneficial in termsf the levelof
experti® gained from that secfordustry, andvould provide the potential for cost
efficienciesfrom the viewpoinbf theaudit cliens who pay theauditfees.

1 Further benefits would be gained from having some foirPermaneniudit File to
assist in understanding thedit client especially when the audit responsibility moves
from one contract auditor to another between the QAO and a contract auditor

M A concern about the levef overhead cost associated with establishroétite
contract auditors panel and in tendering audit assignments.

1 A general comment that contract auditors tend to be more commercially focussed and
more disciplined in completing the audit within the agreed budget.

1 A concern about the additional burden invol¥edaudit cliens due to the learning
process when there are changes to the audit team (whether b&fdhesappointment
of a new contract auditor, or a changeover ftbBQAO to contract auditor or vice
versa).Thigequires more involvemenf theaudi clientstaff whilst the auditor gains
a knowledge and understandioigthe audit clientand/or the sector./industry.
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Conclusions

CN.6(iii)

There is a need to consider the nature and quality of information available for contract audito
ensure that appropriate risk assessed fee quotes are submitted for audit assignments for the

This would include whether some form of Permanent Aditbt (lpreferably in electronic form)
would be beneficial.

CN.6(iv)

Further consideration could be given to using a common auditor for the audit of public sector
entities within a particular sector/industry to leverage the benefits of specialisattiat in
sector/industry. (This needs to be considered in the context of rotation of audit appointment
arrangements over time

Recommendations
RN.6(i)

That the QAO upgrade the nature and quaity of information available for tenderers
submitting proposals for contract audit work to ensure appropriate riskassessed fee quotes
can be made.

RN.6(ii)

That the QAO assess whether the use of contract auditors for a group of entities within a
particular sector or industry would provide benefits for the QAO and audit clients in terms of
specialisation in that sector/industry.

6.4 Quality Assurance Process

The QAO has establishegeogramof reviewing thequality of audit workby contract

auditors During 2009, a reviewf quality assurance activities was undertaken for 18

contracted firms. These reviews assessed the internal quality processes within the contracted
firms to assessoenpliance wih the requirementsf APES 320Quality Controlof Firms.

The review identified a numbef shortcomings in particular elememtsquality procedures.

In some cases, there was an overall assessment that the @fuabrk was not to a level that
was satisfactory to the QAO. Feedback has been provided to all firms involved in the review
process. Where there is a rommpliance with APES 320, the contract auditor will be

required to rectify deficiencies within 12 months

We support the policy established by the QAO to undertake quality assurance mviews
contract audit firmsand to ensure that all contractditfirms are reviewed over a thrgear
period.

Conclusion
CN.6(Vv)

The QAO is to be commended for the délige in reviewing the quality contnarocesses in
contract audit firmsyith the aim of ensuring that high standards of public sector auditing are
maintained.
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7. FUNDING AND FEES

7.1 Funding of the QAO

The QAO has a funding budgat$42.7 million for 200910, an increasef about 7% from
fundingof $39.8 million in 200809. Funding has increased by 93% from the figii®22.2
million in 2002 03, reflecting largely the demandsan expanded workload and consequent
staffing increases.

The main sourcef funding for the QAO is user charges, being audit fees chargadlib

clients.In this regard, the QAO operates in milch same way as a private sector audit firm.

In 2009 10, some $36.5 milliooft he QAOO&6s budget will be funde
increaseof 8% from 200809, and more than double the figufe$17.8 million in 200203.

In relative terms, funding fromser charges has increased steadily from about@Qétal

funding in 200203 to over 85% in 2009.0.

The remaindeof QAO6s fundi ng 1 s d eofgoverenent hppropgiaidny i n t
from the Consolidated Fund as pafthe annual State budget process. In 2009

government funding is budgeted to be $6 million, an increb3&6 on the fundingf $5.8

million received in 200809. Government funding has increased by 43.7% (from $4.2

million) since 200203.

The following table shows changes in the main comporadritsding for the QAO from
2002 03 to 200910.

QAO Funding Sources ($M)

Year Fees Appropriation Other* Total

200203 17.830 4.209 0.122 22.161
200304 19.488 4.158 0.165 23.810
2004 05 20.517 4.036 0.101 24.653
200506 22.177 4.315 0.134 26.626
20064 07 24.940 4.938 0.200 30.078
200708 30.847 5.360 0.177 36.383
20089 09 33.793 5.853 0.197 39.843
2009 10 (Est) 36.541 6.045 0.189 42.775

* Mainly the valueof services received below fair value, especially the vafischiving services from the State Archives
not charged to the QAO.

Source: QAO

The appropriation funding for the QAO is determiti@bugh the normal parliamentary
appropriation processester consultation by the Treasurer with the PAPWC, in accordance
with Section 21of the Auditor-General Act 2009Prior to this, the Auditetzeneral is

required to prepare estimatefisproposed receipts and expenditaféhe QAO for each
financial yeaand to present tse estimates to the Treasudgppropriation funding is used
primarily to fund:

1 PMS audits

1 Servicing the needsf Parliament (such as Reports to the Parliament and PAPWC
inquiries)
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The activitiesof the AuditorGeneral and the Deputy Aitor-General

Special investigations or other ad hoc discretionary investigation work performed in
the public interest

1 General advice and assistancaualit cliens and central agencies such as Queensland
Treasury.

In our view, the financial resources available to the QACadeguate to enable it to
dischargets functions and objectives economically, effectively and efficiently, without the
need for additional fundin@.here is merit in the structure of the currmtding model,

which provides a sound basis for the QAO's operations. It is appropriate that audit fees are
used to fund the QAO's core business of financial and compliance auditing, while
government appropriation is used effectively as "top up" funairsgipport the other

activities of the QAO, as outlined above. During the course of our investigations, no
stakeholders raised any major concerns or advanced any proposals for changes to the
structural arrangements for funding of the QAO.

Conclusion
CN.7)

The current funding model for the QAO has proven to be practical, robust aaitabie andthere
is no reason to change the currstmticturalarrangements.

7.2 Funding Models in other Jurisdictions

Audit Offices in all States and Territories, as well as the Commonwealth, charge audit fees to
audit cliens, although the rangd audit cliens to which these fees are appheties greatly.

For example, neither the ANAO nor the Northern Territory Audit Office charge fees to
government departments, but do charge fees to statutory bodies and government
business/trading enterprises. Fees are chargduhdmcial and complianceudits (financial

audit goinions), but in no jurisdictions are fees chargedudit cliens for performance or

PMS audits

7.3 Legislative and Policy Framework for User Charges

There is now a long history to the chargofqudit fees by the QAO. As eaidyg 1966, audit
fees were determined by reference to an hourly cost, plus-eostof 17.5%. Various
reviewsof audit fees and changes in methodology occurred over the following 30 years.

In 1992, the Queensland Government decided that the QAO shouldowares being a

fully self-funded body, with no limitation on its ability to charge audit fees. Further
consideratiorof audit fees occurred during the 1990s, with the then Au@teral arguing
that full user charging was not appropriate for the QAQ¢t eould lead to a constraint on
QAOGs effecti vene sfindepemdencain relaiomgorspenial Frajenty
Various adjustments also were made to the way in which audit fees were determined, with
progressive increases in audit fees occurovgy a thregyear period from 1992000to

2001 02

From2002 03, audit feesvereadjusted annually in line with movements in the CPI.
However, the AuditeiGeneralarguedthat these adjustments wenadequate, as the costs

the QAO are largely drenby wage movements, which haden higher than the CPI. Most
recently, the basic ratd audit feesvas increased by 10.8% with effect from 6 October 2008,
and a further 5.8% with effect from 1 Octol2809. These increases wengproved by the
Treasurer flowing submissions by the QAO, and are based on moving towards full cost
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recovery forfinancial and compliance auditEhis will enablean increased proportiayf
appropriation funding to be reallocated®bIS auditsand Parliamentary reporting services
and sectowide assistance.

Section 56f the Auditor-General Act 2009rovides the statutory basis for the Auditor
General to charge audit fees to clients. It states:

(1) The auditorgeneral may charge fees for an audit conducted by the atghktogeral.

(2) Theauditor-general may also charge reasonable costs and expenses incurred by or
for the auditorgeneral in conducting the audit.

(3) The auditorg e ner a | may, under the Treasoirerds
fees.

(4) The auditorgeneral must assess the fees for an audit having regard to the basic rates
of fees decided under subsection (3).

(5) Unpaid fees may be recoverable by the audineral as a debt due to the auditor
general.

It is noted that the chargiraf auditfees is optional, as subsection (1) above specifically
states that the AuditégBeneralfi ma gharge fees. Where an audit fee is charged, however,
there is an explicit requirement for the Auditéeneral to have regard to the basic rafes
fees approved bthe Treasurer.

In practice, successiveuditors-General havehosen to adopt the policy that fees will be
charged for every audit, unless otherwise determined by the Agloeral. This is outlined
in QAO Policy G13Audit Fee and Fee Chargin@olicy GB outlines relevant components
to be considered in identifying the cadtan audit and for recovery through the charghg
audit fees. The policy encompasses QAO work, QAO expenses outlaid, cahimeatiT,
contracteeout work sectorwide managementork, Audit Policy and Quality, IS audit, PMS
audit and Consolidated Revenue Funded Jobs or Appropriation Funded Jobs. It is intended
that the fees advised to the client must be the full@fostdertaking the audit. In relation to
PMS auditsto ensurevalue for money, the Deputy Audit@eneral acts as a notional

A c | i amdig résponsible for the monthly approetihe allocatiorof appropriation
revenue.

As outlined in the following table, there are certain audits and related activities for which
audit fees are not charged directly to clients.

QAO Audit Activity Type 1 By Funding Source

Core Activity Type Funding Source
Financial and complianceudits Audit fees

Special aditsi Departmental Audit feeg Appropriation
Sectorwide and relatedctivities Audit fees/Appropriation
PMS audits Appropriation

Special aditsi Parliament Appropriation

Report to Parliament Appropriation

7.4 Audit Fees

The levelof audit fees charged by the QAO was a major issue raised by a noialoelit
clients during the coursef our investigations. The main complaints were as follows:
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Level of fees considered to be too high.
Fee level not adequately explained or justified.

Variations from originally agreed fee levels were not adequately explained, nor
flagged with sufficient notice t@udit cliens.

A common comment that we received was thatit cliens have no option but to pay the fee,
whether or not it is considered to be justified. It was felt that there is limited, if any, capacity
to negotiate with & QAO on the leveabf fees imposed. We note that similar concerns were
raised in the 2004 Review.

To some extent, these complaints need to be considered with a oiegge&on, as no one

likes to pay fees, and the lev#dlf ees ar e an ciritieissnsAlso,thacomgptaintde f or
that were received need to be balanced against contrary views expressed by other parties. For
example, there were othaudit cliens interviewed who were satisfied with the legkfees

and who felt they were receiving val for money for the fees they paid. It would seem that

there is a degreaf inconsistency or variability in the way the fee issue is managed by
Engagement Leaders widtudit cliens.

Given the concerns that were expressed, we considered it necessanyitveethe issuef

fees in some detail. Audit fees are generally a relatively small propoftom ent i t yo s
overall costs, and therefore may be considered to benaderial. However, government
departments usually have a high proportibfockedin expenditure (eg for wages and

salariesof staff), such that discretionary expenditure may actually be relatively small. In such
circumstances, audit fees become relatively more important, especially where limited
additional funding has been provided throughkidet appropriation in recent years for

escalation in notabour costs. This may mean that audit fees need to be funded from an
increasingly constrained poof discretionary expenditure.

For GOCs (and at least some statutory bodies) operating in a camdreakgronment, there
is ongoing pressure to be competitive by keeping costs (including audit fees) as low as
possible, yet there is not the same market pressure on the QAO to keep audit fees
competitive, as their business is not contestable. Such smutitinot have the option to take
their audit business elsewhere in the pursiitetter value for money.

A comprehensive examinatiarf audit fees proved to be difficult, as the relevant information
was not readily available and comparisons betweenrafeggmnited somewhat by variations

in the scop®f work, both between entities and between years. For similar reasons,
comparisons or benchmarking with private sector audit fees and fees charged by Audit
Offices in other jurisdictions also was problematic.

The QAO provided useful information that enabled some basic benchmarking to be
undertaken, especially between comparable entities, such as the electricity generation GOCs,
electricitydistribution/network GOCs, universities, similar sized local counaild,grammar
schools. Also, some comparisarfdees were undertaken for entities which had moved from
in-house QAO audit® contracted auditsaking accounbf the timing differences involved).

Recognising the limitationsf our analysis, we were nevegthss able to make some tentative
observations, as follows:

1 There was some greater (unexplained) variability in audit fees between comparable
entities than might have been expected.

1 There was discernible evidenaElower fees for entities which had moviedm in-
house QAO audits to contracted audits, even after QA€bsts (contractor
management margin) were added to the contractor fee. This largely reflected a lower
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numberof hours involved in undertaking the audits by private contractors, compared
with the QAO.

There was also evidenoévariability in the extent to which cost recovery is achieved by the
QAO, including both writeoffs and writeupsof costs. Write offs occur generally occur
where the QAO considers that it is not possible to recovduliheosts incurred in

undertaking an audit (eg where there are substantial additionaldfouosk recorded on

time sheets beyond original estimates). From information provided by the QAO, theflevel
write offs has been steadily declining, with aro@386 of costs now being recovered,
compared with about 72% 10 years ago.

These figures may not represent the full pictasethere have beamomalies and

inconsistencies in recordirgd hours worked on time sheets (compounded by the problems
encountered with eTrack)yer the past few yearparticularly some residual tenderfoy
underrecordingof hours workedeg where there is a view that such costs are unlikely to be
recoverable). lis noted that the QAO has been working assiduously to reduce the prevalence
of this problem. Improvements to the operatidreTrack will assist in this regard.

Whilst not widespread, some writgpsof costs has also occurred. Essentially, this has
involved overspends on particular audits being offset against usygends on other audits.
Again, the QAO is keenly awad# this practice, and is working to ensure better discipline
and consistency in the recording and chargihigours worked, to ensure prpcost
recovery on each audit.

The 2004 Review commented tiiat her e was some evidence to su
yet attained the high standaad professionalism in termsf time management and fee
assessment t o wWihiledoodprdgreds bas beanamade sirce thed, there are

still aspectof both time management and fee assessment that need further improvement.

7.5 Value for Money in QAO Audit Fees

The broader context to this analysis is that, in economic terms, the QAO is a monopoly
providerof audit servicesa public sector entities, arths captive clients, who are not in a
position to take their business elsewhere. It follows that QAO is in a position to monopoly
price, as there is a ladi contestability in the market. This isnaliorated to some extent by
the useof contract auditors, where there is competitive price tension in bidding for public
sector audit work. The usé contract auditors also provides some indirect pricing pressure
on the fees charged by QAO, especiallydmadly comparable audit tasks.

Some othejurisdictions have adopted differesmpproaches to introduce contestability into
the market for the provisioof audit services to public sector entities. For example, in both
New Zealand and Victoria, the radé the AuditorGeneral was separated from tbathe

audit offices, which were then required to compete for busifiéssis essentially a form of
"purchaser/provider” separation of rol&4ctoria subsequently has abandoned this model,
and reverted tahe more conventional audit office model, although New Zealand still has a
structural separation between the Offadehe AuditorGeneral and Audit New Zealand.

We are not attracted to the case for such a structural sepafatodes, as we are not

convinced that the benefits demonstrably outweigh the costs involved in operating under such
a model Further comment on the relative merits of this model are outlined in Section 15 of
this Report.

Another approach to provide contestabityd ensure more corefitive feesnvould be to
enableselected public sector entitimsmake their own choice of auditor, as between the
QAO and acontract auditor selected fronpee-qualified panel otontract auditors approved
by the QAQIin accordance with its current argemrents. Such an approach woubleless
appropriate for core government departments, but coulddaklyapplied to other public
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sector entities, especially GOCs and other statutory bodies. This is not signifittetsnt
from the current situation which many entities aralreadyaudited by contract auditors,
except that the choice is made by the QA&her than the entity itself

There are some complexities involved in providing public sector entities with a choice of
auditor. For example, theveould be a greater task for the QAO in managing the panel of
contract auditors, and ensuring that the Aud@eneral's auditing standards are being
consistently appliedl'his would give rise to a potential conflict between the role of the QAO
as a regularr of contract auditors and also as a competitor in service delivengisient

with current contract audit arrangemeritsvould be necessary for the AudiGeneral to

sign off on all modified or qualified opinions from contract audijttwgprovide asufficient

level of assurance to the Parliamehiere also could be significant resourcing implications
for the QAO if it was to lose too much work to contract auditors.

Given these complexitiesje are not persuadéidat there is a compelling casesamopt a
"choice of auditor" approach at this tintkdowever this is perhaps a matter that may need to
be revisited in the future, if our recommendations below do not provide the necessary
discipline, rigour, transparency and accountability to the feaggitocessesf the QAO

In the absencef a contestable market, there would be a case in economic theory for an
external independent regulator to oversight the pricing or fee setting prockases
monopolist. $rutiny of the QAQ's feeat present is prodied by the requiremenbif

i ncreases i n tthheapprav@dby theoTaeasur€loser actueny of the
QAO's fee setting process is warranted, but we believe in the first instanttegttain be
achieved by enhancements to existing arrarmeygsn

Given its significant pricing power, there is a heightened levetsponsibility on the QAO

to be accountable taudit cliens for its fees. While we endorse the polafyull cost

recovery, the fee setting process should not be determined @olalgost plus basis, with an
unfettered capacity to pass on cost increases without question. Rather, there is a need to
ensure that the QAOO6s costs are economi c, ef
charged for audit tasks are consistenhwvaiést practice in the markéd, the maximum extent

possible.

In short, we consider that there is a need for closer scrfiinh e QA OO6s cost base
thataudit cliens can have greater confidence that they are receiving value for money in the

audit fees set by the QAO. This requires consideratidactors such as the efficiency and
productivityof the QAO, as well as trends in market conditions which may impaatike |

of audit fees.

The QAO is on®f a small numbeof core government agencies which charges clients for its
services (even if those clients are in fact other public sector entities). It is now a business
generatingsgome $36 million in fee revenuand therefore needs to ensure that its fee setting,
time management and billing systems @ira standard expected a commerciahudit

busines®f this size Indeed, in the absence of a contestable market, we consider that the
QAO has an extra respohdity to set higher standards than the private sector in the way fees
are determined, and in their interaction with audit clients in explaining and justifying those
fees.
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Conclusion
CN.7(ii)

There are some justified concerns from audit clients abeuees charged by the QA&nd there
is a clear need for the QAO to improve the way in which it sets fees, and manages its time re
and billing system$o ensure greater transparency, accountability and consistency of approac

Recommendations

That there should continue to be regular annual adjustments to the basic rate of QAO audit
fees, subject to the approval of the Treasurer in accordance with Seati®6 (3) of theAuditor-
General Act 2009

RN.7(ii)

That the annual adjustment to be determined by the Treasurer should be based on an
assessment of wagesalariesand other costs relevant to the operations of the QAO, but
should also take into account:

productivity and/or efficiency considerations, especially thoseelevant to the funding
of core government departments

9 any adjustment factor to reflect market movements in audit fees generally.
RN.7(iii)
That the QAO needs to provide a more consistentoherent and transparent basis for the
determination of fees, through & Audit Fee Charter which commits the QAO to

9 ensure that the Engagement Leader for each audit is required to present and explain

t he QAOOGs audit f ee prConpniteeaas part of thesAnnuad n t
Client Service Plan

provide a detailed disaggregation of the compaosition of the audit fee for an entity,
including scoping issues, identification omajor tasks or activities, hours of work to be
undertaken for eachmajor task or activity and the type and level of resources to be
used.

provide an opportunity for audit clients to seek further information, clarification

and/or justification of fees prior to the commencement of the audit plan

undertake a zereabase approach tahe determination of fees for an entity at least once
every three years, or where the audit fee is expected to vary from the previous year b
more than 10% (for reasons other han a change in the basic rate)

ensure that, during the course of the audit tak, any variation in audit fees of greater
than 10% from the original fee proposal is notified to, andacknowledged by the
Accountable Officer or Chief Executive and the Audit Committee of an entity prior to
any additional costs being incurred by the QAO.

RN.7(iv)

That the QAO develop a more comprehensive program of benchmarking of audit fees for
comparable entities with a view to ensuring greater consistency in the determination of fees,
including:

internal benchmarking of fees for comparable size and fye of entities

9 external benchmarking, both with ACAG, and with private sector audit firms where

relevant and practical.
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8. ORGANISATIONALSTRUCTURE

8.1 Overview

Since the 2004 Review, the organisational struatfitee QAO has evolved to reflect a
business model which meets the changing nettte audit function. A new organisational
structure was adopted in September 2008 which clearly defines the service deliveof focus
QAO, built around the core businesfsauditing public sector entitieds at December 2009,
there was a workforce @63 staff in the QAO, representing 248 FTEs.

The QAO has fivd&key business or functional areaginancial and compliance audi8MS
audits IS audits; Audit Policy and Quality; and Audituipport.This is a logical structure
based on a separation into the main functional specialisati@uslit servicesThe frontline
service delivery audit functions report through the Deputy Audieneral; the audit support
services report through tligeneral Managédr Audit Support while the Audit Policy and
Quiality function reports directly to theuslitor-General.

This is an appropriate separatioireporting and accountability lines, as it draws a clear

distinction between the external service delivery functions, anatieal audit support

functons |t al so enabl es ghRr@ntheaajtogagauditfuectioa,t ar mo
and provide an independent souot@dvice to the AuditeGeneral on quality and

performance issues for QAO.

The current organisational structuweQAO is shownin the accompanying diagram

8.2 Financial and Compli ance Audit Divisions

Within the Financial and Compliance Audit Divisions, there are three teams, which were re
named during 200®9 as Transport and Development; Education and Local Government;
and Services and Contracting. This is intended to reflegdtiral functionsf the teams.
While this is essentially an internal management matter, perhaps broader titles such as
"Economic Services" and "Siat Services" could be used fibre first two teams, to better
reflectthe full rangeof entities which the service.

We consider that the creatioha separate Services and Contracting team is a positive step,

as it centralises the management andmbnationof the contracting function. This function

has previously been undertaken in a fragmented and peatevay within eaclof the audit

teams, which has resulted in inefficiencies and inconsistencies in approach. The centralisation
of the contracting function has resulted in a significant irm@neent in the managemeoft

this task, as noted previously$ection6.

Staffingof the Finanal and Compliance Audit sectidrasincreased by around 138ver the
last six years, with 143 positions occupadat December 2009,ropared with 125
positions in December 2003
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QAO Organisational Structure

PARLIAMENT

Public Accounts and Public Works Committee

Auditor-General of Queensland

Internal Audit } } Audit & Risk Management Committee
Deputy Auditor-General General Manager i Audit Support T
y
Assistant Auditors-General . ) . . .
|-
» Financial and Compliance Audits (3) Executive Director i Business Services |
Y A
Directors of Audit Director of Audit )
Financial and Treasury and Director ICT &
Compliance Financial
Audits (6) Services Audit
Manager i
—m  Finance and
Assistant Auditor-General Office Services
Performance Management Systems Audit
Y Manager i
Director of Audit —» People and
Performance Performance
Management
Systems Audit
Assistant Auditor-General
Audit Policy and Quality
Manager 1
i —» Governance and
Director of Audit Y Communications
- Information
Systems Audit Director
Audit Policy
and Quality Manager i
—» Business
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Source: QAO Annual Report 200
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8.3 PMS Audits

The QAO has for a long time maintained a function separation betwegnaheial and
compliance auditand thePMS audits We believe that this separation is appropriategrgiv

the different focus to the audits, and the different skill sets involved. In particular, it is not
necessary for all PMS auditors to have CPA or equivalent qualifications and, indeed, there is
considerable merit in developing and maintaining a broaaedb skills.

Staffingof the PMS Audit Division has increased fro@ipositions occupied in December

2003 to 19 positions December 2009, as greater priority has been given to this function. In
this regard, 21 PMS audits have been cetetlisince the 2004 Review, as the QAO has
sought to more fully utilise its mandate consistent with the tiofusie 2004 ReviewThe

current target is to undertake arohBMS auditsn 2009 10, the same number as in 2007

08 and 200809.

8.4 Informatio n Systems Audit

There is an Information SysterAsidit Section, consistingf 17 positions occupied as at
December 2009. This is more than a threefold increaseSmositions in December 2003,
reflecting the increased adoptiohcomplex information teclology applications to business
systems throughout the public sector. The section collectively has a stronof leleVant
gualifications and experience to undertake information systems audits.

8.5 Audit Policy and Quality

APQ performs a central role @nsuring consistenayf policy and applicatioof
accounting/audit standards acrossfthancial and complianceudit teams. This is an
essential function and our observations indicatetthafunctionin the main is performed
effectively. APQ is also esponsible for the development of IPSAM.

In addition,APQ undertakes the quality assurance activities for internal audits, contracted
audits and PMS audits. As noted above, it is appropriate that this function is separate from the
direct audit function, as it enables more independent critical sciftthg audit function

and, especiallyindependent reporting to the AudiGeneral The findingsof quality

assurance reviews have been considered in earlier seafithms Report.

Stdfing in APQ has increased to 14 positions occupidecember 2009, from [ositions

in the former Audit Policy and Reporting function at December 2003. This comparison is
limited somewhat becauséthe change in functions, widomeof the communications
function shifting to Audit Supporbut there has been an increased fyi@iven to the

quality assurance function.

8.6 Audit Support

Audit Support is a Division which hafiangedsignificantly in recent years from the previous
Business Services function, as QAO has sought to consolidate, expand and improve the range
of intemal support services provided to the frtine audit functions. In particular, Audit

Support has been heavily involvedthe developmeruf eTrack and a rangef staff
performancerelated activities such as Lominger and LaunchRAD the developmenf

enhanced business monitoring and reporting systems and practices.

Staffing numbers in AutiSupport have increased to ddDecember 2009, compared with
32 at December 2003 for the former Business Services function, representing an iocrease
over 37%.

Theproportionof total staff involved in audit support roles (including executive positions)
has increased significantly to 24% in 2008, from around 1415% in the period 200905
through to 200i708. This is a significant shift in the balanogresourcingwithin QAOQ, as it
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implies a much higher proportiar overhead costg he explanation provided by the QAO is
that this is due to a transfef various support activities from the audit divisions to enable
audit staff to focus on client audit functions.

We are concerned by the extefithe resource transfer that has occureegdit involves a

relative shift in resources away from external service delivery to internal support functions.
We recognise that there has been a clearly identified need to upgichdeprove internal

suppot systems, and progress hasloubtedly been madalthough it is yet to be seen how

this translates into benefits such as improved owpinont line audit services and

productivityof the QAO. (The issuef productivity is adressed in further detail in Section

13 of this Report.)The need to carry such a high proportidroverhead costs on an ongoing
basis is also likely to place unnecessary upward pressure on audit fees, limiting the scope for
a more efficient cost structer

It has not been possible to undertake a compadbtre relative importancef audit support
functions in Audit Offices in other jurisdictions, due to a latkomparable datdn the

private sectgrwe would expect audit support functidosbe in he rangeof about 1214%.
Allowing for the additional governance requiremeoitshe public sector, & consider that a
figure of around 1518%would be reasonahleonsistent with the level achieved in the years
prior to 2008 09.

Now that improved internalystens have largely been completedd as further initiatives
are bedded downye believe that therill be capacity fosomere-balancingof resources
within the QAO to reduce the relative proportmioverhead costs and-fecus on
resourcing for core service delivery functions.

Conclusions
CN.8(i)

The organisational structure for the QAOQ is appropriate and practical in undertaking the core
function of auditing for the public sector in Queensland.

CN.8(ii)

There has beensharp increase in the relative proportioritaf QAQO's resources committem t
auditsupport functionswhich is difficult to justify, unless it produc@sdemonstrable
improvement irthe productivity of the organisation, whiéh not yet apparent.

Recommendation
RN.8(i)

The QAO should aim to ensure that audit support functions return to around 15618% of total
staffing, consistent with the level achieved prior to 20G®9, unless a higher level can be
justified by demonstrable improvements in the productivity of front-line audit service
delivery (as measured for example by better capacity utilisation).
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9. GOVERNANCERAMEWORK

As governance is a core fmof the audit function undertaken by the QACalhpublic

sector entities, it is incumbent upon the QAO to demonstrate by example, in applying the
highest standards internal governance itself. Governance involves the way in which an
organisation is structured and managed to achieve its stratedsgcagl operational
objectives.

Key element®f the QAO governance framework include governance and operational
committees, risk management processes, as well as internal and external audit structures and
policies. These elements are reviewed below.

9.1 Executive Management Group

EMG is the key leadership group charged with responsibility to shape and drive the strategic
directionof the QAO, and to support the AuditGeneral in his role as the Accountable

Officer. The EMG meets on a regular monthly basis, and currently cooistamnembers,

comprising the AuditeGeneral; the Deputy Auditeggeneral; the General ManageAudit

Support; thefive Assistant AuditorsGeneral; the Executive DirectorBusiness Services; the

Directorof Auditi | nf or mati on Systems; and two staff n
Leadership Group to provide a better gender balamcerentlya Manager, Audit Policy and

Quality and an Audit Manager. The compositeiEMG is designed to provide a diversadly

input on strategic issues at a senior management level.

The sizeof the EMG is probably somewhat larger than desirable, and we corfsadant
ideal size is in the rangd 6i 8 members. However, we recognise the desdithe Auditor
General to achieve an improved gender balance and a divadregfyresentation and
interests. Over time, some rationalisatajrihe sizeof EMG should be aosidered, to avoid
the risk that deliberations become unnecessarily cumbersome and unwieldy.

During the coursef our Review, we interviewed eaofithe EMG members, undertook an
extensive reviewof EMG papers, received input from other staff members #eetoviews
on the activitieof EMG, examined the findingsf the Thomson Revievand reviewed the
resultsof the 2009 Pulse Survey staff in relation to EMG. There were a wide rawnge
comments and opinions expressed, and a diverbitiews as to th performancef the
EMG.

From the 200%taff Pulse Survey, thre were some mixed results on the leadership and
management functions, as follows:

1 67% provided a favourable response to the statementQidd 'ls making
improvements to ensure it has a susb@sorganisatioal structuré'. This was the
highest rating ever recorded in these surveys for this question.

1 65% provided a favourable response to the statementsQA&):is making
improvements to ensure it has effective working relationships that' Executive
management keeps me informed about future plans and diréctioh®th cases, this
was higher than in the 2008 survey, but still lower than in earlier surveys.

1 67% provided a favourable response to the statemerfithat e c ut i ve Managenr
sets cl ear pl ahiswashigher tiohn thesfiguodb78onnstiee 2008
Survey, but lower than the 75% figure recorded in the 2006 Survey, and on a par with
results recorded in the 2003 and 2004 Surveys. In relatiomi@&&ector
benchmarks, it compared favourably with the Professional Occupations Only
benchmark, buvasslightly belowthe All Service Occupations benchmark.
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1 Only 51% provided a favourable response to the statemerittGat e c ut i v e
management demonstrateo | | ab or at i o nThisquektioh vwaa intluded k 0
in the pulse Survey for the first time in 2009, so there are no comparable figures for
trends over time. However, the favourable response percentage was substantially
lower than both Service Sectomohmarks mentioned in the previous point.

1 Only 45% provided a favourable response to the statemerittGat e c ut i v e
management man ag e Thislwasrbetter thanftie 8%8«ctfiguree | y 0
recorded in the 2008 Survey, but remains marginally below theegecorded in
earlier Surveydlt is notable that this was the lowest favourable response percentage
recorded for all questions in the Survey, and well below the Service Sector
benchmarks.

While these results relate to executive management generdilgy, tan the EMG

specifically, we nevertheless consider that there are some clear implications for the EMG.
The resultsndicate some areas for further attention, wlach consistent with some concerns
expressed to us, observations made in the ThomsarrtRem some concerns that we
identified from our own inquiriedt would appear, for example, that feedback from
individual EMG members to their teams on the deliberations and outaiaé4G meetings

is variable as to form, content and quality.

There isalsoa concern that @G has become too preccupied withreviewing operational
performance and has lost some focus on strategic issues, thereby reducing its overall
effectivenessln this regard, we note the following comments from the Thomson Report:

A Tehcurrent reporting process leaves discussion and actions on key areas to the
EMG meeting. Ideally, key issues should be identified prior to the meeting and
discussions should be held with responsible managers as to how these issues will be
addressed. Thiway the EMG time could be more effectively utilized by focusing on
the dashboard results and the proposed actions which would then just need
ratification or change if required. This in effect provides a proactive approach to
reporting rather thanareactie appr oach. 0

In our view, there is a clear need tefoeus and ralefine the role of the EMG, to ensure that
it is more meaningful and relevant in its deliberations, and more focussed ondridger
measures of performance, especially productivityGaphcity utilisation (as discussed
further in Section 18f this Report)As a related issue, there remains some confusion
amongst staff as to the role of the EMG within the governance frameworktsand
interactions with senior management. This is a matkech needs to be clarified and
regularly reinforced to ensutleat there is better understanding of these arrangements.

We are advised that actions are underway to address some of the concerns about the role of
the EMG For example, we understand tha¢ AuditorGeneral is in the process of
implementing relevant recommendations of the Thomson Report.

Conclusion
CN.9(i)

The EMG should rdocuson strategic issues, and higleeder measures of performance, such as
productivity and capacity utilisatioand streamline its detailed monitoring of operational
performance.
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Recommendation
RN.9(i)
That the recommendations of the Thomson Report relating to the EMG be adopted viz

f ANoting cross reference to Standard 1.
areas is recommendedhis will enable management reports to be further refined and
simplified.

proactive approach to decision making.

9 That actions for key issues areas be developed prior to EMG meetings to enable a m

9.2 Audit and Risk Management Committee

The charteof the Audit and Risk Management Committee (ARMC) is to oversight the audit

and aud#related findings on the activities the QAO.This includes input into the audit

planning process, rigkanagement issues, corporate governance, performance management

issues, andssessmerf the internal audit function. Consistent with good corporate

governance practice, there are two external mendiene ARMC, who provide the required
independent pepgctivefor the Committee. The Chaif the ARMC is an external member.

The ARMC has an appropriate charter and has been undertaking its functions diligently in

accordance with this charté&uring our Review, we met with the Chaifrthe ARMC and
receival positive feedback on the activitiesthe Committee.

We al so reviewed t haredaisfedvsth its streictureiarel gontent, e r ,  an

although wesupport theecommendationsf the Thomson Reporas to additional risks to be

added to the regier.

Recommendation
RN.9(ii)

That the QAOO6s Ri sk Register be amanmended byt
the Thomson Report:

i AHR planning is not in line with strategic planning

of government services, rationalization of local government ahe impact of fixed
overheads

9 Changing mix of clients relating to sale of governmeassets, increased contracting out

T Increased use of contracting out of au

9.3 Information Steering Committee (ISC)

An ISC has long been past the governance framewodf the QAO.The roleof the ISC is
to |l ead QAOb6s strategy in relation to

ensure effective governanoémajor informdion projects. This includes recommending ICT

nforn

resourcing and ensuring that ICT resources strategic and operational plans are aligned with

t he QAOGO6s strategic focus.

The QAO has revamped the rakthe ISC over the last year to address concerns that it was

not working effectively. In particular, there was a concern that it was too focussed on
operational issues, and lacked a sufficient strategic perspective. The membiettshilsC
was changed, and greater emphasis has been placed on strategic idades) mstronger

overviewof IPSAM, eTrack and emerging technology issues (such as wireless technology)
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for the QAO. This strategic focumas been dranced by the presenogan external member
who has substantial industry and academic background inftrenation technology and
management fields.

We support the revised role and strategic fadube ISC, and encourage the QAO to ensure

that it functions more effectively than has been the case in the past. In passing, we note that a
stronger and more @ttive ISC may well have provided better guidance and oversighe

issues relating to the implementatimire Track(as outlined in Section 10 of this Report).

Recommendation
RN.9(iii)
That the effectiveness of the ISC is regularly assessedeisure that it is adding greater

strategic value to the consideration of emerging information technology issues impacting on
the QAOQ, including ongoing refinement of eTrack, IPSAM and ASPIRE.

9.4 Operational Committees

QAO has a numbeaf operational committees which perform specific functions. These are
the Executive Staffing Group (ESG); the Workplace Health and Safetyrittee and the

Wo mends L e admadslition, therdSis aoStafi \Welfare Committestablished
under the auspices of the Queensland Public Sector Union.

Eachof these committees has a clearly defined charter, and perform a valualolitipart

QAOGs governance fr apnmanoalekfthe ESG ispoax@rdinate ul ar , t
resourcing for QAO6s financial and complianc
contractedn resources or contracted out resources, having regard especially to the peaks and
troughs in the audit workload.

During our Review, we spoke with the Chair and memobttise Staff Welfare Committee

and the Chaioft he Womendés Leadership Group, and we
honestyof comments we received from these parties. The Staff Welfare Committee

expresed significant concerns about recent changes to the banked time arrangements for

staff. Further reference to this issue is made in Section 11.

We also observed that there are some overlaps between the fupttitmStaff Welfare
Committee and the Consative Committee and contemplated whether the two Committees
should be merged. On balance, there is merit in maintaining the two Committees as they each
have distinctive roles, although some streamlirmhfyinctions would be desirable to reduce

the extenof current overlaps.

A

We specifically endorse the radt he Womendés Leadership Group,
by the previous AuditeGeneral following the recommendatioofshe 2004 Review, and

which has been maintained by the current Aud@eneral.The Group plays an active role in
promoting issuesf paricular relevance to women the QAO, especially in encouraging

women to move into senior positions, nominating representatives to serve on the EMG, and
investigating initiatives in relation to parme work and job sharing.

9.5 Delegations
The QAO has a comprehensive getlelegations, particularly in relation to:
1 Grantingof audit opnions

1 Financial and administrative matters.
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In relation to the grantingf audit opinions, over a long periadtime, there has been a
desirable trend away from the concentratbthis power in the hands the Auditor
General towards a systavhdelegations more consistent with modern manageprantices.

We believe that the current levad delegations is appropriate, and further devolutibtihese
powers would be undesirable. In particular, it is important that all modified or qualified audit
opinions continue to be signed off by the Audi@eneral.

We consider the current Financial andministrative Delegations to be appropriate for the
QAO, but note that the Policy document G5 will need to be updated to reflect the provisions
of the new Financial Accountability Act and supporting financial management framework.

9.6 Chief Finance Officer and Head of Internal Audit

As noted in Section 3 of this RepattteFinancial Accountability Actequires an

Accountable Officer to nominate appropriately qualified persons to the posifi@isef

Finance Officer and Heaaf Internal Audit. These pasbns have certain delegated
responsibilities (referred to as fAminimum re
financial resource management and operation systems, reporting processes and activities, and
internal financial controls.

Given these impoant delegated responsibilitiege consider that the two positions should
havea close and direct accessthe Accountable Officer. As the QAO is a relatively small
organisation, the rolesf Chief Finance Officer and Head Internal Audit are not oveyl
demanding and the persons currently occupying these positions also perform other duties. In
the formal organisation structure, these positions do not report directly to the Auditor
General.

Neverthelesshesetwo officers have direct access to the AadiGeneral in regard to their
formally delegated minimum responsibilities under tlot Ahese arrangements are
satisfactory and well understood within the QA®er time,however, there may be a case
for the two positions to have a more direct reportaigtionship to the AuditeGeneral in
the formal organisational structure.
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10. PLANNING AND RESOURCING

10.1 Strategic Plan

We have reviewed the QAOG6s | atest Strategic
that it presents a clear and concise articulatfdhe vision, purpose analues, outcomes

and servicesft he QAO. The @%&dlénse inemnhancirmguplic sestor i

accountability , a n d confributefté tBe achievemaritthe Queensland

Gover nmMeormtadrsd MQR2: Tomowonr owWdvouQheens!|l amdi t ac
provi di ng P andepandem assuranc#pulilihisector accountability and

performance .

The Strategic Plan identifies four key objectives, as follows:
1 fAWe meet the need§Parliament.
1 We add value to public sector entities.
1 Our business is efficient, effective and sustainable.
! Ourstaffar e moti vated and capable. 0

There is gyood linkage between objectives and performance indicators, altixeigalieve

further work is warranted to refine somkthe performance measures, particularly greater
specification and quantificatiosft he i ndi cat orkewbbsinesbmesst at es t ha
demonstrate efficient usd resources to deliver service requiremeénts | n t hi s regar
consider that greater priority should be given to an overall meakaffice productivity.

This is discussed imore detail in Section 13

The QAOO deliverg frammework and associated performance framework, as outlined
in the Strategic Plan, are presenitethe accompanying diagramheyprovide a useful
graphical depictiomf key linkages in the planningerformance and reporting framewors
the QAO.

10.2 Annual Work Plan

QAO produces an Annual Work Plan, based on its Audit Resourcing Model, which presents a
high level summargf divisional resources and services providetbss the key service areas

of financial and compliance audiBMS auditsand Parliamentary Reporting and Services
andsectorwide assistance

Key assumptions underlying the work plan are:
1 Contract out and contract in hours are estimated to remain steady in 2010.
1 Appropriation from the Consolidated Fund is expected to restaizdy in 2010.

As shown in the accompanying tabletal chargeable hours fidre QAO (which providethe
best measuref overall workloadyeached 309,355 hours in 200@8. This includes the

Q A O 6 shouseractivity, contracteid work and contractedutwork (ie contract auditors),
and represenn increasef 33% in overall workload since 20086 (the first year for which
such data was available)

For t he -hQuse@éigity anly, total chargeable hours in 2@®were 202,626 hours,
an increasef 27% from 200506. Other key points from the table are:

1 Theuse ofcontractedin work has been declining, although this still provides a useful
tool for overcomingshot er m di sl ocati ons i n QAOGO6s wor

1 The useof contract auditing has increased by 78&tm 2005 06 to 200809.
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Service Delivery Framework

Independent public sector auditing
services and reporting

. . Performance Parliamentary reporting
Financial and ;
compliance audits management systems and services and
audits (PMSA) sector-wide assistance

Reported through

Annual Report
Agency Services Delivery Statement
Audit Reports to Parliament

Performance framework

Strategic Plan

Annual Work Plan

LaunchPAD

(Individual Performance, Achievement and Development Plans for staff)
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QAO: Chargeable Hoursof Audit Activity

QAO In-house i Contracted
Year Activity Contracted-In out Total
2005 06 153,950 25,695 52,130 231,775
2006 07 159,383 28,001 65,598 252,982
200708 194,950 17,551 87,494 299,995
2008 09 202,456 15,078 91,821 309,355
200910 196,617 n.a. 80,000 276,617
(Projected)

Note: Projected figure fa@AO in-house ativity for 2009 10 includes Contractelh Activity.
Source: QAO

The above table shows a projected figofrenly 276,617 chargeable howkactivity for

2009 10, with QAO irhouse activity (including contracted work) projected to be 196,617
hours and contract audit wopkojected to be 80,000 houihese figure appear to be

anomalous, as they suggest a significant projected decline in workload froif02008

However, advice from the QAO is that thdiggires(especially for irhouse activityare

based on known commitmisnonly, and do not take accowdtunplanned or unexpected

audit tasks which, on the basipast experience, inevitably arise during the coafsbe

year. To this extent, this is a weakness in the Annual Work Plan, which needs to be adjusted.

It shoul be possible to include in the Work Plan a contingency provision for additional hours
likely to be required for unplanned activity, based on what has occurred on average in
previous years. This would provide a more complete pictbipeojected workloaddr the
forthcoming year, and a better alignmehtesourcing with that workload.

The Annual Work Plan also provides a detailed breakdawne s our ci ng mapped t
four objectives, supported by strategies, actions and key performance indicatorsliyzenera

we are satisfied that there is a strong and disciplined alignment between the Strategic Plan,

the Annual Work Plan and the intelmesource®f the QAO, apart from the need for a

contingency provision for unplanned activity.

Recommendation
RN.10()
That the Annual Work Plands projected wor

contingency provision for additional hours likely to be requiredfor unplanned activity, taking
into accountwhat has occurred on average in previous years.

10.3 Audit Resourcing Model

The audit resourcing adel is an internal tool usdyy the QAOCto determinédroad
resourcingeequirementsboth generally antbr individual audis. It provides afamework or
discipline for assessing the quantifyresources and the levels (classificationfsjtaff to be
assigned to an audlh turn, this feeds into a more detailed resourcing plan in the
development of the Client Services Plan.
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The model adopta risk approach, based on two key variables, being:
1 Risk (rated as high, medium or low); and
1 Sizeof audit.

A concern withthis approach is that the siaéthe audit is assessed (at least initially) by
reference t o t hefaytitfeesThi®means theraig addsgatciewaeaty

in the model, asthe sinél a st v feaas irdostheds@urce allocatioprocesgand

hence fees) for the current yebplicit in this process is the assumption that last year's fee
is reasonable andftects an appropriate scope and resourcing of functions. While the size of
last year's fee is a useful reference point, there is a risk that any inbuilt inefficiencies in the
audit function will be perpetuated, unless there is close scrutiny of the gogtrelevance

of those functions and associated resourcing.

TheQAO has indicated that, while the model provides a template, there is flexibility to
modify or refine resourcing for individual audits, according to particular circumstances.
Specifically,initial resourcing assessments of the Engagement Leaders are subject to
moderation through a further process that involves input from senior manag@uent.
observation though is that there needs to be very strong grounds to vary resourcing to any
significantextent from the model parameteusless there are significant changes in the
structure or risk profile of an audit client.

TheQAO hasindicated that it is keen to challenge Engagement Leaders to think more
carefully about the natuid the tasks involve in each audit and in turn the hoarsd
resourcingo be allocated to ead the tasksWe endorse this approach, awduld remove
or at least reduce the degecircularity in the modellt would also assist in reducing any
inefficiencies in the keeload of audit work that is largely rolled over from one year to the
next.

There is also some evidenakan overly conservative view on the assessratatidit risks

for entities which, through the applicatiohthe model, results in a levef overresourcing

for some audits. For example, where contract auditors have taken over the auditing function
of an entity from the QAO, there has generally been a reduction in the chargeable hours
committed to the audit. This may reflect a sharper focus from titeacd auditor (driven in

part by the need to offer a competitive fee offer), with greater attention to detailed upfront
planningof audit risks and the resourcing required for the audit task.

The value of the resourcing model would be enhanceatebgloping a rolling forward plan,
that looks beyond the anriydanning cycle, and takes ay@ar perspective on prospective
resourcing requirements. This will better position the QA@lan and respond to emerging
trends, challenges and opportunitiag;isas those discussed in more deta8ection 17 of
this Report.
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Recommendations
RN.10(ii)

That the QAQO's audit resourcing model be further refined to provide improved focus on the
nature and size of the audit task, and on the assessment of autkks. This would mitigate the
risk that inbuilt inefficiencies in resourcing are perpetuated through the current
configuration of the model.

RN.10(iii)
That the QAQO's audit resourcing model be further developed to provide a rollinghree year

forward pl an to identify and address emerging issues which will impact resourcing needs of
the QAO into the future.

10.4 eTrack

10.4.1 Background

As a relatively large audit business which chargestslitses for its professional services,
QAO requires a practice management system which provides an effective tool for the
efficient allocatiorof resources (both internal and contractors) and which also provides an
effective billing system that clients based on hainsork performed.

In December 2006, QAO commenced a process to find a new practice management system to
replace the former ATOMS pdoict and provide additional functionality. Following an open
tender process, eTrack was selected as the preferred practice management system during
2007. QAOQimplemented eTrack in OctobBidvember 2007, and formally accepted the

system on 1 February 2008)bject to the resolutioof certain outstanding items which were
subsequently delivered.

10.4.2 Implementation

Based on feedback from staff at all levels in the QAO, we note that tthéagddrack

product has not performed to expectations, includingtidwedards promised by the vendors,
and there have been shortcomings in the implementatithe system withithe QAO. As a
result, QAQ's strategic objectives for the system have not been adequately achieved.

From our detailed investigations and the timigs we have received frothe QAQO, the main
problems have been as follows

1 inadequate specificatiarf system requirements and project deliverables

1 slow response times, unstable reporting and data integrity problems experienced by
users, in particular nmagers (these problems were worse for remote users)

1 poorproject governangeespeciallyallowing the vendor to conduct the proceds
scoping and specifying user requirements and in turn allowing tkierwmtor to
undertake the quality review function, inding acceptancef the system.

1 poorprojectmanagement skills, which resulted in a failure to identify and correct the
above problems, thereby exacerbating implementation issues

1 disillusionmentwith eTrack amongst QAO staff, resulting in a poor uptake and
utilisationof the system, even as improvements were made

Difficulties arose at the outset as eTrack was not a product which incorporated a standard
process. Rather, it was a shaflla system that allowed users to build in features and
functionality as required. While there is some benefit in such flexibility, QAO made the
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mistakeof attempting to make the program fit its own internal business or work practices, not
the other way arod.

QAO initially did not seek to change its own work practices and specifically did not
standardise and adapt disparate work practices which differed markedly between the various
audit teams. As a result, diverse user requirements drove the developmegstem that

was highly complex, highly customised and highly tailored around the idiosyncratic work
practicesof particularaudit teams and/or individuals.

Furthermore, QAO was probably ova@mbitious as to its expectatioofa practice

management stam and attempted to ovengineer the eTrack product. In particular, QAO
attempted to link resource planning and scheduling, activity management, time recording and
billing, together with performance reporting. This placed much higher demands on the syste
than other users, such as the New South Wales At@gaeral's Office which implemented
eTrack solely as a tirsgheet and billing system.

The upshot is that implementatioheTrack has taken longer than expected, and has cost
more than expeate On a lenefiti cost basis, it is likely that the eTrack project would rate
poorly. Capital costs (including capitalisatiohunbudgeted QAQO labour costs) have
amounted to almost $760,000, compared with an original projesti®f17,000. Actual

operating costs aralso higher than initially projected. These costs include not only the items
provided for in the original budget, but also additional external financial and IT expertise,
plus the extra QAO effort required to improve the capallitthe system and adahe the
adoptionof improved business practices. In addition, the costs incorporate aofalagks
transferred to the eTrack team from elsewhere in Audit Support and/or the Audit Program to
increase overall efficiency (eg reports for resourcing, billatg).

10.4.3 The Future of eTrack

The above problems have now been westlognised and documented within @A0, and
appropriate corrective action is under way. Accordingly, there is little value in any more
detailed elaborationf these problems in thReport.

The initial corrective actiotaken by the QAQvas to return to the basics, stabilise the
platform and progressively eradicate the bugs which caused the system to\e dstve
been advised thatibsequently, action has been taken on supportter&nce and
developmenof eTrack, including:

1 server support
1 consistency in loading and applicatiofreleases from eTrack products

{1 systems analyst support

1 systemenhancements, including interfaces with IPSAM, AURION and NAVISION
1 system sharing witbther AuditorsGeneral, especially in New South Wales and
Western Australia

{1 enhancedjovernance arrangements

On the final point, responsibility for eTrack now rests with the General §éainaAudit
Support, reporting directly to the Audit@eneral, withregular reporting to the EMG and

ISC. An Audit Practice Management Users Group has also been established. The eTrack
workloadis directed towards ongoing operational usage, introduofioelated changes to
business practices, and a progm@system enhacements and integration with QAQ's other
sydems.

Page79



2010 Strategic Review of the Queensland Audit Office

Ongoing costef maintaining and suppting eTrack are estimated to be about $912,000 per
annum although there are some broatlesed resourcing functions included in this cost

Advice from the QAO is that eTrack is now providing more reliable functionality and use,

and is starting to produce some of the benefits originally expected. We are not in a position to
validate this assessment, as we have undertaken our review from a strategic and management
pergective only, and have not sought detailed technical advice on the performance of the
system. If the performance of eTrack does not improve as expected, éxtigreral technical

advice may be required to resolve the problems. This is a matter for titerABdneral and

the ISC to continue to monitor closely.

There remains a questi@s to the longerm sustainabilitypf eTrack as a suitable practice
management system ftire QAO. From discussions with the Audit@eneral and the
General ManagéAudit Support, they are confident that, with the planned imprownésne
eTrack has the capacity to provide a sustainable solutioeéd QAO'Suture needs. Again,
we are not in a positioinom a technical perspective validate this assessment, and we
encourag the AuditorGeneral and the ISC to continue to monitor the situation closely. In
the meantime, the QAO should also monita availability and suitabilitgf other practice
management systemgich may offer a better solution over the longer term.

Apartfrom resolving ongoing technical issuggh eTrack oneof thekey challenges is
encouraging ranagers and other staff to fully embrace and use the system. Because it has
performed poorly and developed a bad name, there is a natural reluctance forfsligff t

utilise eTrack. Whilst improvements have been made, perceptions about eTrack have not yet
changed, and it will take some time for staff to recognise and accept the enhanced capability
of eTrack.

We consider that, irrespectie¢the problems whichave occurred, it is important to leave
the past behind and ftlie Auditor-General and thEMG to take necessary action to
encourage staff to emdice and fully utilise eTracks a core tool of their audit business

Conclusions
CN.10(i)

Theintroduction of eTrack has not e QAQO's initial expectations, resulting in disruptiorthe
QAO's business and disillusionment amongst staff.

CN.10(ii)
On a benefitost basisit is likely thatthe &rack project would rate poorly.
CN.10(iii)

Corrective actions taken ihe QAO are achieving improved performance of eTrack, but more
needs to be done to achieve a fully functional system that is properly utilised by staff.

Recommendation
RN.10Gv)

That the QAO take necessary steps to ensure that eTrack provides a reliable and effective
practice management system for the future, and that staff be encouraged to utilise its
capabilities.
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10.5 Business Improvement Plan

The QAO has been pursuing a prograimbusiness improvement since 200%e program is
designedo support the Strategic Plan and the Annual Work Plan, and also to link to the
individual staff LaunchPAD plans. These linkages are important.

The first three phased the program, which have now been complebede focussed on
business restructuring, alignment and integration, which have provided important building
blocks in the proces®hase 4, which ishe final phasef the programinvolves ensuring that
business benefits are realised ie that the various business improvement initiatives do deliver
tangible benefits in ternaf the way that the QAO delivers its services and achieves its
desired outcomedt involves a tweyearpackaye of projects from June 2009 through to June
2011. Key components are:

1 Remodelling key business processes to support the business model
Improving resource allocation management

Increasing businesgpecialisation

Improving consistency/qualityf operations

Implementing systems to improve business performance reporting
Integrated performance reporting

Accountability Mapping and Career Pathways (formerly Succession Planning)

=4 =4 4 A4 -4 A -

Enhanceknowledge management capabilities.

Conclusion
CN.10(iv)

The objectives of the Business Improvement Plan 20D8re appropriatebut it is an extensive
and ambitious program, and there will be inevitable challenges in ensuring that the program
translaes into enhanced business practices and improved productivity for the organisation.
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11. WORKFORCE

11.1 Overview

As at 31 December 2009, there was a total headod@@B staff employed in QAO,
including casual staff, contractors and agency temporary staff, as well as employees on leave
without pay and secondments. This represents an effective workfd2d8 FTESs,just
belowthe figureof 249 at 30 June 20089.

The sizeof the workforce as at 30 June for eadhhe lasffive years is shown in the
following table. Overall, there has been a significant increfseger 21% in workforce
numbers from 30 June 2005 to 31 December 2009, despitedadfarductionof almost 6%
in 2007 08, reflecting higher staff turnover and difficulties in recruiting in a tight labour
market in that year. There was a sharp rebaimyer 15% in FTEs in 20089 compared
with the previous year.

Sizeof QAO Workforce (FTES)

As at 30 June No. % change
2004 05 205.1
2005 06 213.4 4.1
2006 07 229.0 7.3
2007 08 215.6 5.9
2008 09 249.0 155

Source: QAO Annual Report, 2003

The QAO now produces regular Quarterly Workforce Reports which provide a wealth
valuable information on the nature and characterisfids workforce. Somef the key
workforce statistics are as follows:

T

The QAO has a strong recosflpermanent employment, with 928bits workforce
comprising permanent employees (compared withvarege for the Queensland

public sectoof around 77%).

The gender balance is steady at around 53% male, and 47% female, with females

tending to be more highly represented at lower classification levels.

The age distributionf QAO staff is skewed towardke younger age groups, with
some 26% under 30 yeavbage and about 44% under 35 yaafrage. Nevertheless,
there is also a solid coo# middle aged staff, with around 34% in the 38 years age

group. Overall, the average agfestaff in the QAO is aund 39.7 years, which is one
of the lowesbf all Queensland public sector agencies, and compares with the sector

averageof 43 years.

A majority of employees in the 55 and over age groups are predominantly at the AO8
and above level, which presents a risk to the QAO in tefriessof management
experience should a numh#rthese employees retire over the néXx@ Years.

Almost 45%of staff have les tharR years experience in the QAO, but at the other
have more

endof the scale, around 258fs t a f f

than 10
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11.2 Recruitment

Attraction, recruitment and retentio staff have been key challenges for the QAO in recent
years. As th audit function undertaken by QAO has a close equivalent in the private sector,
there is an ongoing battle to attract and retain competent audit staff in competition with
comparable roles available in the private sector. This is particularly the caseeadmamic
conditions are strong, labour markets arattignd reward and remuneratistnuctures in the
private sector are relatively more attractive, as was the case for a mifryears prior to the
global financial crisis in 2008 and 2009.

On the othehand, the QAO offers a rangéother attractions, including the nature and
challenge®f its work in auditing major Queensland Government agencies and businesses,
the ability to contribute to improved public sector financial management, and a supportive
work life balance. Such features are attractive to many potential employees and should
remain at the headf QAO recruitment processes.

From our investigations, the QAO has actively pursued a raingjeategies for recruitment

of staff, with consideralel success in most cases. The graduate intake program, GRADtecs, is
oneof the key recruitment strategies for the QAO to meet current and future workload needs.
The program incorporates technical, professional and personal development as well as a
practicalprogram to complement the training curriculum. There were 15 graduates who
participated in the 20089 program, and there are currently 9 graduates participating in the
2009 10 program.

Over the last 10 years, 119 graduates have been employed by thé&k&&ationof

graduates istrong with 68of those graduates still employed in the QAO as at 30 June 2009,
representing an overall retention rafé7%. Graduate recruitment and retention over the 10
year period is shown in the following table.

Graduate Recruitment

No of Graduates Ne el Grgduates .
Year Recruited Retained Retention Rate %
(as at 30 June 2009)
2000 4 2 50
2001 13 4 30
2002 17 5 29
2003 10 4 40
2004 12 7 58
2005 10 5 50
2006 9 5 55
2007 15 8 53
2008 14 13 92
2009 15 15 100
Total 119 68 57

Source: QAO Workforce Reports
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Conclusion
CN.11(i)

Therecruitment strategies of the QA#Pe commendedspecially the GRADtecs program, dhd
QAO isencouragédto continue to refine and develop these strategies to meet future needs, w
reinforcing the particular attractions and benefits of working in the QAO.

11.3 Staff Retention and Turnover

Staff turnover provides one measwfethe internal health or moraté an organisation. It is
also important in shaping recruitment and retention strategies, especially in relation to skills

and experience. We examined QAO staff turnover sincei2064,

and

a l

SO

experience with thaif other Audit Offices, asacorded in ACAG benchmarking studies.

compar

Apart from 200708, when there was a significant jump to around 20%, staff turnover in the
QAO has remained relatively stable at arountll2% for the lastive years, as shown in the

table below.

QAO Staff Turnover

Year %
2004 05 124
2005 06 126
20064 07 117
200708 204
2008 09 113

Source: QAO Annual Report, 2008

The relatively high figuref 20% recorded in 20008 would appear to be somewloéan
aberration, reflecting largely attractive employment opportunities elsewhere in an overheated
labour market in Queensland and Australia at the time. Certainly, the return to a more normal

rateof 11% in 200809 would tend to suggest that there areustasned underlying internal
issues that gave rise to such a large spike in turnover i @807

Even though the 20008 turnover was high, the QAO still compared favourably with Audit
Offices in other jurisdictions, atif which experienced a spike in turnover rates in that year.
ACAG benchmarking surveys are based on a slightly different measumaover, being the

average staff attrition rate, defined as FTE cessatibpermanent staff as a percentage
the FTE numbr of permanent staff. Using this measure, the QAO attrition rate was 18%,

compared with an averagé24% across Audit Offices in all jurisdictions. Apart from South
Australia and Tasmania, all other Audit Offices recorded rates in eat2686, with the

ANAO the highest at 32%.

In our Termsof Reference for this Review, we were asked to take into account interviews
with staff, including former staff the QAO, although it was noted that interviews with

former staff were optional.

In the interestef attracting as wide a crosectionof responses as possible, we sent a
standard form letter to all former staffthe QAO in the ladfive years, at their last known
address held by the QAO, inviting submissions and/or the opportunity for personal
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interviews. Although the response was limited (which was not surprising), we did speak with
a small numbeof former staff and received useful feedback. Some specific istgescern
were raised in these discussions, but there was nothing to suggest anlyeseahd
disenchantment or dissatisfaction with the QAO that would give rise to concern.

The QAO routinely conducts exit interviews with departing staff. We were provided with
summary information for all exit interviews conducted during 2087 and 200809, aswell
as a progress report for 2009. Relevant statistics on gender, age group, lesfgthrvice
and reasons for leaving are outlined in the accompanying &lateng to 200¥08 and 2008
09.

In both years,@me 60% or moref the departures wefer staff with undetwo yearsof

service, and over 45% were in the under 30 years age group (although there was ato 45%
departures in the 485 age group in 20089). Consistent with trends experienced elsewhere
in the workforce, tiis tends to suggest some issues for younger aged staff with a short length
of experience in QAO.

Caution needs to be exercised in drawing conclusions from these statistics, given the small
sample size involved. Nevertheless, there does not appear tg §gstemic or underlying

reason for the departures of stafident in the feedback from these exit interviews.

Comments made by staff in exit interviews were mostly positive and encouragitigeteut

were a few more critical comments about managemaintjiig and the work environment.
Nevertheless, it should be reiterated that such comments were the exception rather than the
rule, and we are confident that the QAO has in place human resource processes to identify
and address these issues.

In summarybased on our experience with other organisatiovesconsider a turnover rabé
around 11% to be at the top esitan acceptable range for an organisation such as the QAO.
It does not give rise to any significant concerns, although there would be a cdicenmate

was to creep any higher agaks an aspirational target,would also be preferable for
turnover to be lower than 112%, and the QAO should actively pursue strategies designed
to reduce the rate to single figures.

11.4 Remuneration and Rewar d Structures

Apart from the AuditoitGeneral, staféf the QAOare employed as public servants under the
Public Service Act 2008nd are subject to standard public service awards and conditions.
This includes a pay scale aligned with the administrative pay scale for the public sector
generally. Accordingly, most audit positions within the QAO correspond with thé AO2
administratve pay scale, with Directof Audit at the SO level and Assistant Auditors
General at the SES level.

Under public sector remuneration structures, there is very limited opportunity for QAO staff
to boost their remuneration through superior performanbey cthan through promotion

under a merit selection process. This requires the availaddildpromotion opportunity

within the organisation. There is no other avenue for monetary rewards, although there are
some normonetary rewards available at timasgls as increased access to training and
development opportunities.
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QAO Exit Interviews: Key Metrics

% or count

Completed 2007 08 2008 09
29 11
Gender Male 48.0% 18.0%
Female 52.0% 82.0%
Age group Under 21 3.5% 0.0%
221 29 45.0% 45.5%
30i 39 31.0% 9.0%
40i 55 17.0% 45.5%
55i 60 0.0% 0.0%
60 and over 3.5% 0.0%
Length of service < 1year 21.0% 64.0%
1i 2 years 38.0% 18.0%
2 5 years 17.0% 0.0%
51 10 years 7.0% 9.0%
10 20 years 14.0% 0.0%
Over 20 years 3.0% 9.0%
Reasons folleaving Family responsibilities 4 1
Full time study 2 0
Moving to a new location 2 2
Age retirement 2 0
Travel 2 0
Taking a position closer to home 2 1
Better job opportunities 14 5
Health reasons 0 2
Other 11 2

Source: QAO
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The 2004 Review expressed considerable concern about the remuneration and reward
structures then prevailing in the QAO. The Review concluded, inter alia, that

fithe current remuneration structure within the QAO does not adequately recognise
the professiongsm, competency and experierafehe audit staff ,

and recommended that

fia more flexible remuneration structure for the professional audit staff be introduced
which is based on professional development, experience, competency and skill
measured againstppropriate benchmarks

but noted that

fithere is no real justification for the introductiaf performance pay and other
similar reward programs within the QAD.

On this matter, the Governmento6és Response to

AThe Government has no objection to this 1
Departmenbf Industrial Relations and the Public Service Commissioner. It notes,

however, that there are significant implementation issues that would have to be

addressed in the developmentny remuneration arrangements before this could be
further considered. o

We are concerned at the rateprbgress that has been made towards introducing a more
flexible remuneration structure for professional audit staff since the 2004 Review. A review
of the remuneration structure was undertaken by an external consultant itn@006,
subsequent progress was stalled becatidee challenges and difficulties implementing a
system outsidef the core public service arrangements. It was then decided to pursue
initiatives within the current award and employment arrangements.

The QAO considers that the AO based structure has been able to respond to tué stadids

for progression and promotion as they acquire skills and experience. Analysis provided by the
QAO of the progression from graduate positions showed that graduatesragresging

from the entry level AO3 position to an AO4 position in an aveddde4 years, and to an

AQO7 position in an averagd 6.4 years.

From our observations, the AO salary stream has proven to be attractive and competitive in
the market place atéhlower AO3 AO4 levels (usually in the first two years or@o
employmenbf graduates), and this has prowddbe QAO with a levebf success and

flexibility in its resourcing practices. However, beyond the first two years, and in the mid
rangeof the AOscale, remuneration tends to become less competitive with comparable
private sector audit positions. This is where the QAO remains vulnerable to toédossl

quality graduates, particularly in timegstronger economic conditions and tighter labour
market conditions, when private sector remuneration tends to rise more rapidly than in the
public sectorln such circumstances, the incentives to move to private sector auditing roles
are greater in relative terms.

Since 2005, the QAO advises that thereehdeen a numberf discussions with the Public
Service Commi ssioner which indicated that it
remuneration structure. However, the conadat professional progression scheme was

suggested to improve the linkages betw qualifications, experience and remuneration. In

relation to qualifications, the auditing environment is becoming more complex, with

significant pressure to ensure that audit work meets the requireofiémesnew international

(IFRS) and national (egPPES 320) accounting and auditing standards.

This has led to a proposal to introduce the Professional Auditors Skills Scheme (PASS) to
create a better framework for the recruitment and retenfiprofessional stafPASS will
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enable financial and complie@ aidit staff in the first instance to transition from the
administrative (AO) pay scale to the Professional Officers (PO) pay scale based on tertiary
gualifications, skills, competency and industry certification. In particular, it will provide
explicit encouragement and recognition for the achieveraémmdustry certification, such as

the CPA or CA or equivalent.

The benefits which the QAO expects to achieve with PASS are:

Providing the QAO with a poindf difference based on skills and knowledge
Streamining early career progression, particularly at the 23 level
Providing a positive outcome for staff (eg benefit, prestige)

Linking effort/merit to reward

= =2 =2 =4 -

Retaining flexibility to meet workload/workforce demands

In December 2009, the PASS proposal ingd formal suppordf the DirectorGeneralbf the
Departmenbf Justice and Attorneeneral and work has commenced on the progressive,
phased implementatiasf the scheme.

We support the continued efforts by the QAO to implement PASS, and acknowletdge tha
there are likely be some benefits along the lines noted above. However, at best, this is likely
to provide only a partial solution. We have reservations that it will deliver significant benefits
in termsof a more flexible remuneration structure. Intéraaalysis by the QAO suggests that
there will be little salary benefit in terna$ a direct comparisoaf AO and PO scales, except

at the PO2 and lower pant the PO3 scale. Also, based on case stuafipsogress by

previous QAO graduates, it is not clear that, on average, there will be any more rapid
progress to the higher PO5/PO6 levels and salaries than has previously been achieved in
progress to the AO7/A08 classifications.

We note that, since 200he Audit Office in NSW has been a statutory body and the
Auditor-General has had the ability to determine remuneration arrangements for the Audit
Office separate from standard public sector arrangements. This has led to the estaldishment
a separate awadifor NSW Audit Office staff. However, no other Australian jurisdiction has

yet adopted such a model for its Audit Office. While there is some attraction to the greater
flexibility in remuneration provided by the NSW model, we do not consider that it is
necessary to adopt such an approach for the QAO at this time.

We believe that there remains some scope for increased flexdfiféynuneration
arrangements for the QAO within the existing framewafrthe Public Service Act

especially to respond to permdf heightened competition from aggressive private sector
audit remuneration arrangements. For example, we are aware thatwdefunctTransport
Infrastructure Capability Scheme (TICS) was introduced several years ago to provide
additional allowanceotengineers to combat the highly attractive remuneration packages
being offered by the private sector in an overheated labour market in Queensland.

The TICS arrangements may provide a model
requirements in circumstancesere there is the threat substantial leakagef staff to the
private sector (as occurred in 2008 prior to the oofstite global financial crisis). However,

it needs to be appreciated that such allowances are designeof @ teenporary nature.
Theyshould not be built into salary base, and should be capab&ing withdrawn or scaled
back should competitive market conditions abate.

Further flexibility in remuneration arrangements for the QAO may also be provided by
contracts established under Saictl220f the Public Service ActThese could be used for

Page88

t



2010 Strategic Review of the Queensland Audit Office

example to assist in the retentioinkkey staff whose loss would represent a serious risk for
the QAO.

If the QAO has difficulty in the future in attracting and retaining staff under the remumerati
framework provided by thBublic Service Acthen it may be necessary to revisit the case for
adopting the NSW model for greater remuneration flexibility.

Recommendation
RN.11(i)

That the QAO continue to pursue strategies for achieving a moriexible remuneration
structure for professional audit staff. It would be beneficial for the QAO to investigate this
matter further in conjunction with the Public Service Commission and the relevant
Government department.

11.5 Gender/Equity Issues

The 2004 Review raised some concerns as to whether the QAO was achieving appropriate
gender and equity outcomes, and made several recommendations to address these issues.

The QAO has implemented a nharof strategies to address these recommendations,
including the establishmenft he Womendés Leadership Group, at
memberof the EMG to be nominated by this Group. Other initiatives have been designed to
ensure that recruitment asdlection processes avoid any inherent biases.

Since the Womends Leader s h05pghe fBllowingpashears est ab
achieved:

1 The proportiorof female staff between the grades AG® has increased from
30.5% (2005) to 40% (2009)

M The totalnumberof female staff at AO8 level and above has increased firam
(2005) to 18 (2009).

1 Female staff now represent 4#¥all QAO staff, and there are now more female
staff than male staff at the AOROG6 levels.

While female staff remain undegepreseted in senior management levels, we note that
encouraging progress has been made. There is one female appointment at the SES level
(being the Assistant Auditggeneral, PMS Audit), and there were several appointnoénts
female staff to SO positions duri@g08 09. This continues to be a focus for QAO strategies
and we are satisfied with the effoakthe QAO on gender issues.

Nearly 29%of QAO staff identify themselves as being from a+komglish speaking

background (NESB), which is a relatively high lewgélepresentation, compared with the
average across the public sector. This is in part due to natural factors, as the auditing
profession has tended to attract heavy interest from the NESB group. For the QAO, this has
delivered strong benefits in terrascultural diversity, although English language writing and
speaking skills require some attention as panmternal training programs.

11.6 Training and Development

The 2004 Review gave a high priority to training and development issues, with a rmimber
supporting recommendations, including an increase in thedétehding to a minimunof
1.5%o0f the QAO Budget, to at least $400,000 per annum.
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The QAO advises that time spent on internal and external training courses (including
presentation and develo@nt) amounted to 15,395 hours in 2008, equating to an
estimated valuef $1.167 millionof expenditure. As reported in the QAO Annual Report,
professional developed represented 2d%tal expenditure, up from 2% in 2006b.

We are satisfied that th@AO is giving sufficient priority to training and development and
has fulfilled the expectatioref the 2004 Review.

11.7 Performance Management

Performance managemenarmeworkshave become a standard human resource tool for
assessing and managing thefpenanceof staff in organisations in recent years. However,
there is significantly variability in the rangé frameworks, the way that they are applied in
organisations, and their overall effectiveness in both rewarding good performance and
addressing @or performance.

The QAO hagreviously used a papbased performance managemeatrfework, with only
limited success as it did not engender full engagewofestaff, particularly audit staff. The
QAO hasnow implemergdan electronic system which it healled LaunchPAD, in
conjunction with thed.ominger competency base developed internationally by Korn Ferry.
This has produced a much higher leseéngagement, with takep rates increasing frooma
estimated0% previously to 8% now.

LaunchPAD provides a language and framework which enables a more disciplined approach
to performance assessment, and better monitofitige process to ensure effective

compliance. It provides a language for supervisors to talk with their staff in a wely is
designed to be factual and remove matthe emotion and personality influences from the
performance review process.

The advantagef this system is that it provides clear linkages or integration from the audit
task, through to job competenciesflected in Lominger), and in turn to the performance
assessment process. To date, what has emerged is the identii€atimmmbeiof

performance issues with staff that previously had not been identified or addressed. These
issues are currently being vked through, with a view to achieving improved performance
and productivityof individual staff members and the organisation as a whole.

Initial outcomes suggest that the implementatibbaunchPAD is a positive move by the
QAO which has been embraced by the vast majofigtaff. However, more remains to be
done to fully embed LaunchPAD in internal management processes on an ongoing and
sustainable basis.

Also, we remain concerned thatentive structures in the public sector environment in

which QAO operates do not provide the same encouragement for superior performance as is
the case in comparable private sector audit businesses. As a result, whilst a framework such
as LaunchPAD canonitribute to improved performanoé staff, there are nevertheless

limitations on the extent to which such improvements can be achieved unless adequate
incentive structures are in place. Remuneration and reward structures have been addressed
earlier in thse Section.

11.8 Other Human Resources Policies and Procedures

The QAO has a comprehensive sutgolicies and procedures, including human resources
policies and procedures, covering: conditiohemployment; leave; remuneration and

benefits; recruitmarand selection; employee separation; health and welfare; organizational
behaviour; diversity management; performance management; and professional development.

Page90



2010 Strategic Review of the Queensland Audit Office

We have reviewed these policies and procedures, which are generally consistent with
standard pulx service conditions. We are satisfied that they are appropriate for the QAO,
except where we have specific conclusions or recommendations in othef plaigsSection.

We received no substantive representations or concerns regarding these ppadiésyra

the issuef banked time arrangements. In our view, the previous banked time arrangements
were more favourable than comparable arrangements elsewhere in the public service, and it is
ultimately the prerogativef management to structure such agaments in a way which

does not compromise the business neédse organization. However, we would make the
comment that the timing and communicatadrihe rationaldor the new arrangements were

not well managed, and there are lessons as to how @wafrthes nature should be handled in

the future.

Conclusion
CN.11(1)

Changes to staffienefits and other human resource policies are normally highly sensitive and
emotional issues, which need to be managed carefully to minimise adverse reaxdionpacts.

Recommendation
RN.11(ii)

That the Auditor -General ensures adequate consultation and communication with staff, and
takes account of timing issues, in undertaking any major or sensitive changes in staffing
benefits or dher human resources policies.

11.9 Culture

From our discussions with staff and stakeholders, there is a strong and positive culture within

the QAO. It is a highly professional organisatioima commendable work ethic and

dedicated staff. Typical comments we received from staff were thatit 3@ od wor ki ng
environmertnd pl aicper otfoe swsoiroknbal andndproud or gal
Asupportive team environment o

A distinctive aspeadf the culture is that staff feel that they can make a contribution to the
Apublic goodo t hr ou g lofaddiing thdactyitiebfgoverrenerp.onsi bl e
There is a speci al Af eel gobtbedndegrityarddt or i n bein
accounability frameworkof government.

Another distinctive aspect is that the QAO features elenoéiisth a core government

agency and also a private sector audit business. Unlike some othef paetpublic service,
there is a very close private sector @amator to the audit function performed by the QAO.
This can have its disadvantages, particularly where private sector audit firms are able to
compete aggressively to recruit QAO staff through more attractive remuneration packages.

Oneof the ongoing ch#&nges for the QAO is to strike the right balance between the public
service framework within which it is embedded on the one hand, and the need to operate as
an audit business (especially billing clients for audit services performeld§ atrter hand.

There will at timede tensions in this balanoéroles. However, as the auditing role becomes
more demanding, and the businesgovernment becomes more complex, there will need to
be some cultural shift for the QAO to place greater emphasis on theoneede! its

operations more closely on the practices, systems and coltprizate sector audit

businesses (albeit within the parametsdra public sector entity).
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Conclusion
CN.11(ii)

The QAO needs to continue to improve the way it operates its business, by adopting where 1
the best practices, systems and culture of comparable private sector audit businesses.

11.10 Staff Survey

Since 2003, the QAO has been conducting Staff Surveys to obtain feedback ond range
workforce and staffing issues. To date, Surveys have been conducted in 2003, 2004, 2006,
2008 and again in 2009 .s/a standard sef questions and methodology has been used, this
provides a consistent seftresults to analyse trends or patteshsesponses over time for the
five surveys. The aggregate resulfshese surveys provide a useful background and context
to this section on Workforce Issues.

Whilst it has been normal practice to conduct the Staff Survey every two years since 2004,
the 2008 Survey results showed a disturbing deterioration in theolefa@ourable

responses. As a result, a further Sunwey conducted in 2009, which broadly showed a
recovery from the 2008 results, to levels previously achieved in earlier surveys.

The aggregate results from the 2009 Survey are as follows:

1 Staff Satisfaction Indegf 68%, a significant improvement on the 30@sultof 57%,
and in line with survey results in 2003 and 2004.

1 Leadership and Management Ind#60%, also an improvement on the 2008 result
of 54%, but no better than results in 2003 and 2004.

1 Immediate Superior/Team Leader Effectiveness lrad&6%, a significant
improvement on the 2008 result, and the highest level achieved in the five surveys.

1 Employee Engagement Indek71%, a significant improvement on the 2008 result,
and marginally better than 2003 and 2004 results.

Trends in the results faachof these key indexes are shown in #teompanyingharts.

The aggregate results are generally satisfactory, with a recovery across the board in 2009
from a poor setf results in 2008. However, the variability in results over time is a cause for
some concern, with aggregate indexes in 2009 generally on a par with results achieved in
earlier surveys in 2003 and 2004, but not back to the levels achieved in 2006. It is
disappointing that the aggregate results have not shown any consistentqfattern
improvement despite the significant initiatives taken by the QAO to address workforce
issues, as outlined above.

To a certain extent, there may be a degfder e f o r mimpaating thee suevey results,
especially for 2008, compounded by the obvious staff dissatisfaction with the initial
performance in the implementatioheTrack. In addition, there were higher levelstaff
turnover recorded in 2008, reflecting possiltlyaective private sector remuneration and
opportunities in the overheated labour market prior to the ohsat global financial crisis.
With the subsequent deterioration in labour market conditions, staff turnover returned to
more normal levels in 2009.

The EMG will need to continue to monitor staff attitudes and satisfaction over the next few
years, as some overall trend improvement should be expected from the various workforce
initiatives which are still in the proces§being bedded down.
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12. COMMUNICATION

12.1 Overview

Communication is a basic toof business for any organisation. The internal and external
communication®f an organisation often shape the way it is perceived by stakeholders and in
turn the way it is treated by those stakeholders.

The QAO has rightly recognised the critical importaoteffective communications in its
business and has put in place a nunabstrategies designed to achieve and maintain high
standard®f communication, and to strive to continually improve those standards. We are
impressed by the progress shown by the QAO and encourage it to continue to place a high
priority on this facetf its business. While strong progress has been achieved, constant
attention is required to ensure standards do not slip in a constantly changing and often
unpredictable environment.

The QAO has a wide rangé stakeholders, and this sectiohour Report reviers the way in
which QAO interacts with these stakeholders in different ways and for different purposes,
consistent with its overall strategic objectives.

12.2 The Parliament and the PAPWC

The Queensland Legislative Assembly is the primary cbétite QAQ and the Auditor
General is ultimately accountable to the Parliament for the perfornséitioe QAO through
the Auditor-General Act 2009

In practice, involvemenaf the Parliament in the activities the QAO is conducted through
the PAPWC. On 19 May 2@0a bill was passed in the Legislative Assembly amending the
Parliamentof Queensland Act 20ab merge the Public Accounts Committee and the Public
Works Committee into a single Committee entitled the Public Accounts and Public Works
Committee (PAPWC). i e P A P WC 6f eespansilaliies, as described in Sectioro®5
the Act include, inter alia:

A(a) t he ofdhs istegaty ecenomy, efficiency and effectivelégevernment
financial management by:

1 Examining Government financial documentsglan
1 Considering the@nnual and othereportsofthe AuditorGe ner al . 0

A basic parbft he PAPWCO6s work is to consider and fc
to Parliament by the AuditegBeneral. This means that considerable importance attaches to

the wgy in which these reports are prepared and presented by the QAO. The QAO has

devoted substantial effort to improving the readabditits reports to Parliament,

particularly the removadf unnecessary jargon, and is to be commended for these efforts. We
encourage the QAO to sustain its efforts to ensure that its reports are-igendsr as

possible.

As recommended elsewhere in this Report, we consider that the QAO should consuk with th
PAPWC in the preparation and publicatmira Strategic Audit Plan for performanagdéts,

although it is essential that ultimate decisroaking responsibility for the Plan rests with the
Auditor-General. More broadly, we encourage greater interattimth informal and formal

I between the QAO and the PAPWC onthefullranige he QAO6s activities.
outside the Termfr Reference for this Review, it would be helpful from the QAO's

perspective for the APWC to adopt a formal public signf process for all QAO Reports to
Parliament, even if it does not intend to talketheraction on reports.
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12.3 Audit Clients

In 2008 09, he QAO hal 329 audit clients, comprisingore government departments,

GOCs statutory bodies, universities, gramrmsahools and locagjovernmentsThis number

has declined somewhat as a resfithe extensive amalgamatiohlocal councils undertaken
by the Queensland Government and completed in Z088QA0generallyhasa broader
rangeof clients than Audit Officeg other jurisdictions, someaf whom do not have
responsibility for auditingf local councils (eg Australian National Audit Office and Western
Australia).

From a formal legislative perspectiaydit cliens are the secondary clierthe QAO.

However, from a practical perspectiaeidit cliens should be regarded as primary clients, in
that they pay fees for the professional audit services provided by the QAQO, and they are the
clients with whom QAO interacts most frequently and intexlg, usually on a dayo-day

basis.

o

Some adit cliens expressed concern that they are treatddl@sa p t i v leythe QAQdtnt s
is certainly the case in termslefislative provisionshat public sector entities do not have a
choice of auditarThereis aperceptioramongst audit clients that they are not necessarily
treated in the same way by the QA® private sector audit firms treat their cliefttss our

view that all of the QAO'auditclients should be treated as if they could take theittaudi
business elsewhere, that their business is in effect contestable, and oapalrig lost if the
performancef the QAO is not regarded as beiagreptable. This woulcquire theQAO to

be more accountable for performancehan audit clients currély consider to be the case.

The QAO uses a wide rangétools for communicating withudit cliens, from daily

informal verbal and written communication through to electronic material, as well as more
formal documentation, including the annual Clientv&®ss Plan (Audit Plan) and
Management Letter3he QAO has made improvements to its Client Services Plans since the
2004 Review. However, some audit clients expressed dissatisfaction with the content and
guality of these plans. It is apparent that theeesmame inconsistencies in approach between
audit teams in the way plans gmepared andegotiated with audit clients .This requires
ongoing attention to ensure a consistent quality in terms of both content and approach. In
Section 7 othis Reportwe havealsomade recommendations regarding the need for better
communication withaudit cliens to explain the level and composition of femsd variations

in fees as part of the Client Services Plan

The QAO6s Annual Client Br i eaddiadieps, aneé shaulid o n s
be maintained and expanded wherever possible. There is a need to continually refresh and
upgrade these sessions, and especially to heed feedbackuddmliens, to ensure they

remain relevant and useful. The reaclthese sessions could be expanded by greatafuse
multi-media facilities, including videoconferencing, webcasts, podcasts and other emerging
technologies for advanced communication. A nundb@udi clients in regional areas

expressed considerable interest in such electronic fofec@mmunication, noting that it is

costly to send more than one or two representatives to Brisbane to physically attend the
briefing sessions, but that a much larger nenab staff could take advantagé multi-media
communication®n the ground in their home base

The QAO undertakes regular Client Surveys, currently through Orima Researchads part
benchmarking surveys conducted under the auspic®€AG. Overall, the QAO is rated
around the averag# other Audit Offices across a broad ramjéndicators and activities.
For example, the QAO is ranked fourth o@isix jurisdictions for aggregate performance
indicators for both Financial Audit Cliesurveys and Surveys Performance and Related
Audit Clients.
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In our view, the QAO should be aiming to be ranked within the t@pAidit Offices across
Australia in aggregate, rathedothteamacskampl| §p e
issues are addressed in other sectiohthis Report.

In relation to Communications issues specifically, for the latest ACAG Benchmarking
Parliamentary and Audit Client Survey for 2008 (August 2009), the QAO ranked the

highestof all Audit Offices surveyedachieving a slightly better result than the previous year

T with 88.8%0fc | i ent s provided a f av ourcrnhusicatioe s pons
between the auditors and our organisation was effegtive Al | j uri sdi cti ons
favourable respongates in excessf 80%.

Nevertheless, there were some suggestions from respondents for improved communications.
Some specific comments were:

f "once the audit moved off site communicat
to some very minor issues peavto be a very frustrating and time consuming
exerciseo

T Aiwe found t ha ofunddrstandeng displas/eddy the @antkact auditors
and apparently poor liaison with the QAO. We also found it totally unacceptable that
the responses from the QAO took more than six months, and even further delays
occurred after that.o

Our discussions withudit cliens were generally consistent with these survey results.
Overall, communication was considered taba high standard, but there were some
specific instancesf, and areas for, concern. These tended taf beoneoff or individual

nature, rathr than being evidenad# a more systemic problem. As previously noted, the main
areas that need further attention are:

1 Communication re Client Services Plan
 Communication re audiees

1 Consultation redrmsof reference for PMS and cresector or wholef-government
audits.

Someaudit cliens whom we interviewed were concerri®da perception thatt timesthere
appeared to be differences in views on particular audit issues betwesratiwal and
compliance auditorandAPQ. From the perspective of the audit clients, this led a degree
of confusion andension with consequerdelays in the process finalisation and sigioff of
auditswhile such differences were resolved.

1 The QAO is currently in the procestdeveloping and rolling out a new Client
Relationship Management Framework designed to improveath&stencyquality
andcapabilityof QAO staff engaging witland adding value farlients. The CRM
includes a focus on better practice client communicaWéa support the CRM
initiative, especially the need for greater attention to be paid to theakBule a v i n g
di fficult conversations with clientso. As
conversations with clients are whédreve havenobr mathceurc omeni t me

A

T Awe dondt feel comfiddnhgpustifying a fee
M iwe have found a materi al i ssue t hat wi | |
t heir business. 0

As recognised in the CRM, this will usually require the suppisenior mangement, at the
very leastto prepare for such conversations.
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We believe that the CRM needs to be based on the premise that all clients are treated as
contestable clients, and capabféeing lost, as this will drive better behavioural
relationships andammunication with clients.

A further communication issue raised dydit cliens in regional areas was the desire for
some visibility from the AuditeGeneral. In this regard, the AudiGeneral is well known

and visible to may Ministers, Accountabl®fficersand Chief Executivesf GOCsbased in
Brisbane. It is difficult to achieve the same leokVisibility outsideof Brisbane, due to the
logistics, time and costs regular regional visits. Nevertheless, any regional visits are highly
appreciate@nd serve to boost the profiéthe QAO. In previous years, the AudiGeneral

has undertaken a limited prograrfregional visis, but this seems to have been scaled back
in 2008 and 2009 due to work pressures.

Conclusion
CN.12(i)

The AuditorGeneral shouldecommence a regular program o#3visits of 1 2 days each to key
regional centres in Queensland each year.

12.4 Central Agencies

Over a long periodf time, the QAO has established and maintained a close working
relationship with the central agencigfthe Departmendf Premier and Cabinet and the
Treasury Department, primbrthrough the strongmpfessimal relationships forged between
the AuditorGeneral, the Under Treasurer and the Dire@eneral, Departmemtf the

Premier and Cabinet. This close working relationship is highly desirable, as it enables a
robust exchangef ideas, a ready flowf information and open communication between the
entities.

In the 2004 Review, it was suggested that a Memoraraduwnderstanding be established

with Treasury to clarify the relationship between the QAO and Treasury in regandnoiéil
management in the public sector. The 2004 Review noted that, while Treasury has primary
carriageof policy in relation to such matters, the QAO had a vital interest in financial
management policy and had much to contribute in tefrits knowledgeand experience.

The proposal for a MemorandushUnderstanding has not been pursued by the QAO or
Treasury on the basis that it was considered unnecessaoy landed value to formalise a
relationship in this manner. We concur that it would seem tomhecessary to establish any
formal arrangement, in vieof the close working relationship that operates on a more
informal and flexible basis. Without such a working relationship, it is unlikely that a
Memorandunof Understanding would achieve anythingehumore than inaction or geaps
unnecessariension between the organisations.

The informalityof the relationship with Treasury is also to be preferred, as it enables the
QAO to be consulted and to provide advice from time to time on financial management
issues, but yet to remain independeaiithe policy and decisiemaking processas
Executive Government.

There is a danger that communications between the QAO and central agencies become too
heavily dependent on the professiorelationships between the headshe respective
organisamns. Whilst such strongplationships are highly desirable and mostly beneficial, it
cannot beassumed that theyill continue to exist should there be changes in personnel in
these roles, as wilnevitably be the case sooner or later. Therefore, it is important that there
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should be greater effort to strengthen communications and relationships more extensively
through eactof the organisations, rather than just atttipe

There was some conceerpressed by central agencies about a perceived tendency for QAO
Reports, particularly reports on PMS or cresstor audits, to make recommendations for
implementatiorof new or additional wholef-government protocols or standards to be
promulgated andrgorced (or at least monitored) by central agencies. While such
recommendations may be relevant in certain circumstances, it was felt on other occasions that
more targeted or agensyecific recommendations could be more appropriate in addressing
specificareasof concern.

For central agencies, there is also a need to consider the benefits and costs of any proposed
additional wholeof-government protocols or standards which may be recommended by the
QAO (such as the additional cost burden of implementatnmhmonitoring by central

agencies and compliance by line agencies), especially in the absence ofsattirajf
rationalisation or consolidation of the overall governance, regulatory or compliance burden
for core government agencies.

Conclusion
CN.17ii)

Issues identified from audits may have a whaflggovernment impact through the need to
implement revised protocols or standards. The QAO should ensure that any recommendatio
arising from any observed accountability deficiencies identify the patémipact on the operation|
of Government that may follow if the issue is not addressed. As part of this process, the QAC
should consult with responsible entities (especially central agencies) about the practicability
proposed recommendations, peutarly in terms of the overall level of regulatory burden that m
result from addressing the issues raised by the Au@itmreral and the risk and cost to Governm
if no action is taken.

12.5 Executive Government

Communication between the AuditGeneral and the Premier, the Treasurer, other Ministers

and Departmental and Accountable Officers gener al ly conducted on
and is predicated on a mutual trust and understgndine relationship with Executive

Government is strong. We received positive feedback on the background briefings provided

by the AuditorGeneral on mattersf relevance contained in Audit Reports to Parliament. In
addition, the QAO faithfully and ddjently ensures that Accountable Officen® given

adequate opportunity to comment on issues pertaining to their agencies before Audit Reports

to Parliament are finalised.

We understand that the AuditGeneral participates from time to time (generally by
invitation or request) in the regular meetimgshe CEO Leadership Team (chaired by the
DirectorGeneral, Departmertf the Premier and Cabinet), but does not attend on a regular
ongoing basis. We consider this to be appropriate, as it is important #uditer-General

to be, and to be seen to be, independéBixecutive Government. However, there would be
value in the AuditoiGeneral receiving the agenda and/or minofake CEO Leadership
Team meetings, so that he is kept fully infornoé#ley issuesand developments being
considered by Executive Government.

12.6 Staff

The 2004 Review commended the QAO on its cultdi@mmunication and noted the high
level of commitment to improved communication internally, including the intranet facility
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and the geof technology to share knowledge within the QAO. Since the 2004 Review,
further significant progress has been made in internal communications with staff, building on
these earlier achievements and reinforcing the commitment to continually strivetéor bet
outcomes.

We received mostly positive feedback on communications matters during our group
discussions with staff, although there were isolated instarfcissatisfaction or breakdowns
in communication, as will always be the case. There was someegiferariability in the
level of communication from EMG members to their individual work teams, possibly
reflecting the individual personalities and stybédlanagers.

The QAO also conducts a regustaff Pulse Survey to obtain feedback on a rapiggaff

issues, including staff satisfaction, leadership and management issues and employee
engagement. Major findings from the Pulse Survey are discussed elsewhere in this Report.

There is only one question in the Survey directly relevant to internal coroatiomis issues.

In relation to the statemefitEx ecut i ve Management keeps me in
and di r, @®&of respanses were favourable in the 2009 Survey results. This was in

l ine with the Service SectbiroBeoachamadksthibst &
hi gher than the benchmark for AProfessional
improvement on the 2008 result, but not as good as in 2006 and earlier Survey years.

Conclusion
CN.12(iii)

The QAO shouldtake action to ensure greater consistency in communications to staff on the
outcomes of EMG meetings, by ensuring that Minutes of EMG meetings are regularly posted
intranet site on a timely basis, and are discussed as a matter of course by afieeaNy&rs in their
team meetings.

12.7 Media

The 2004 Review noted the tendency for the then Au@emeral to be drawn into media
debate on Audit Reports to Parliament and suggested theisstadnhtof a setof protocols
for dealing with the media.

We note that the current Audit@eneral does not normally issue press releases regarding the
releasenf Reports to Parliament. We are heartened that the Au@ioeral has seen fit to
minimise engagement with the media and has preferred to rely on his reports to speak for
themselves in the public arena.

At the same time, the QAO has made strenuous effoasasure that Reports to Parliament

are more readable and udeendly, thus obviating the need for any further clarification or
elaboration by the AuditeGeneral in the public arena. We encourage the QAO to continue

to strive for improvementsintheawy t hat it presents i1its report
public understandingf admittedly complex financial management issues.

We consider that it is appropriate and proper for the Audtemeral not to comment on his
Reports to Parliament, andeéschew media and public debate, as a mattesurse. Given
this policy, it has become unnecessary to establishad pettocols for dealing with the
media.However, if this policy was to change (for example, with a future Audemeral),
then it woud be desirable to revisit the issue of establishing a set of media protocols.
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13. WORKLOAD AND PERFORMANCE

13.1 Trends in Workload and Performance

The previous Strategic Reviews in 1997 and in 2004 included information on key
performance datéor the QAQ We believe it is usefub add to that data setsing the same
measures as in the two previous Reviews, wherever possible. The following table provides a
high-level ovewview of trends in workload and performanakthe QAO inthe past 12 years.

SelectedWorkload and Performance M easures

1996 97 2002 03 2008 09

% of costs recovered fron
clients through fees and 75 82 85
charges

% of financial audits
completed within the 92 87 99"
legislative timeframe

% of audits completed in
accordance with QAO 100 100 9
standards

% of reports tabled in
Parliament within one

3
weekof the agreed 100 100 NA
timeframe
_Numb(_erof reports tabled 5 10 10°
in Parliament
Numberof audits 585 801 747
0,

% of hours charged for 55 62 62

against available hours

% of productive hours
spent on audits against 76 75 75
available hours

% of staff who are

CPA/CA qualified 46 53 50°
% of staff with post

graduate qualifications 16 38 22
-g,):?)l expendituref the $15.775m $22.208m 539,989
Total numbeuof staff 164 189 255

1 Note that measure has been changed tf flaancial statements audited and certified within statutory timeframe where statutory
requirements observed hydit client2008 095 99%

2 Note that for 200809 the measure has been reworded to Perceatagelit opinions and findings reviewed as appropriate in
termsof QAO audit methodology.

3 Note that this measure is no longer utilised.

4 Further categorised dmancial anccompliancereportsd 4, andPMSaudit reportsd 6.
5 Itis noted that 43 staff are currently undertaking CPA/CA/CISA studies.

Source QAO

This table confirms that the QAO has maintained its high standards in completing audits and
reporting to Parliament. Expenditure and staff numbers have increased, although the number
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of audits undertaken has aatly declined from 801 in 20083 to 747 ir2008 09, in part
due to the amalgamatia@f the numbepf local councils. However, the numbaraudits is
not a reliable measud workload, as it does not take accoahthe increasing complexity
of the audit function. In our view, a better measufreverall workload is total chargeable or
billable hoursof audit activity. This measure has already been addressed in Sectibthikl
Report, in relation to planning and resourcing.

The measuresf productivity or capacity utilisation shown in the abdakle have been
largely static over time, although the percentaigeours charged for against available hours
increased from 55% to 62% betwee®@®7 and 200203. The issuef productivity is
addressed in more detail later in this Section.

In regard to qualifications of staff, it is noted that there are 43 staff currently undertaking
CPAJ/CAI/CISA studies, in addition to the 50% of staff who already have such qualifications.
However, the sharp decline fra2002 03to 2008 09in the percentagef staffwith post
graduate qualifications is disappointing.

13.2 Strategic Plan ? Objectives and Performance

In its 2009 2013Strategic Planthe QAOoutlines itsfour keyobjectives along with
performance indicatomesigned to measure the extent tochithose objectives have been
achieved.

As was the case with earlieefdews we have been impressed by the commitnoétie
QAO to review and analyse its performance and the linkirkgy performance indicators to
its Strategic Rn.

We aresatisfied that the QAO is providing a reasonable le¥pkerformance reporting to key
stakeholdersand that there is a suitalidalance between quantitative and qualitative
information

The accompanying table shows the objectives and performance amglioatlined in the
QAOb6s Str at e gwehavémcaporate thesrelated key performance indicators
as reported in the 28009 Annual ReportThe table showthat, whilesome targets have
been met, there are other measures which have falleno$harget. For example, staff
satisfaction (including satisfaction with business systems and procedures) are lower than
target. Somef these issues have been previously addressed in Sectdinhld Report.

Also, participation in the Leadership Progragparticularly at the lower levels, is still in the
procesf gearing up.

Someof the performance indicators also warrant further refinement so that they are more
relevant and meaningful. For example, we note that the performance inébhcabar

objectve of meeting the needsf Parliament is that the PAPWC utilise reports from the
Auditor-General. It is not entirely clear how this target has been satisfied. It would also be
helpful to have further information about the way in which the reports aisedtby the
PAPWC, as well as some indication from the PAPWC as to its views on the quality and
usefulnes®f the AuditorGener al 6s reports.

We also consider that there are better performance indicators to measure the QAO objective
ofbeing Nneédiicvenandestistainabl eéo. Specifica
should place greater emphasis on a broad based me&puoeuctivity. Ideally, overall

productivityof the QAO should be measured as output (chargeable hours) pef inpint

(eg staff FTE).

Taki ng @dusedstivity anly, productivity as measured by chargeable hours per FTE
has shown some considerable variabiligiothe last few years. In 20008, productivity
increased significantly, due to the combined efééehcreased worklad and lower FTEs.
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On the other hand, in 20089, productivity dropped backs there was a relatively small
increase in workload associated with a large rebuildfrfgTEs.

QAO Objectives and Performance Indicators

Performance Indicator

DEatE outlined in Strategic Plan

KPI reported in Annual Report

Meet the needsf Parliament
by providing independent
assurance on the stewardship
of public moneys and assets
and report to Parliament on
audit recommendations,
emerging issues and other
mattersof significance

PAPWClutilise reports from
the AuditorGeneral

Target 2009 Satisfied
Actual 20098 Satisfied

Note numbeof reports provided to
Parliament is 10 with 4inancial and
complianceaudit reports and PMSaudit
reports.

Audit clients value the service
of the Queensland Audit
Office.

Add value to publisector
entities by delivering high
quality audit services and
develop strong professional
relationships to benefit public
sector entities.

Stakeholder satisfaction with QAO servides
Target20090 75%

Actual 20098 73% (this is based on Averag
of ORIMA Research performance indefx1)
Audit Process, (2) Audit Reporting and (3)
Audit Value.)

Be efficient, effective and
sustainable by building quality
systems and procedures and

Key business metrics
demonstrate efficient usd#
resources to deliver service

Executive and management satisfaction wit
reporting and performance information

Target 2009 75%;Actual 20098 74%

Staff satisfaction with business systems ang
procedure$

Target 2009 75%;Actual 20090 71%

measure anceport on our
business and audit
performance.

requirements.

Staff satisfactiomwith their work environment
I Target 2009 75%Actual 20098 68%.

Percentagef eligible staff who participated
inn and completetbadership prograrh

Target for AO8 and abov&@ 95%
Actual 20090 94%

Target for AO5 to AO7 2008 95%
Actual 20095 31%®

Have staff who are motivated
and capable by developing
staff to ensure a contemporar,
innovative professional servici
organisation and empowering
staff todevelop and deliver
quality services.

Having motivated and skills
staff to meet our service
expectations.

(1) The 2009 program was subject to review which delayed its implementation

Source:QAO

In our view, another hidli relevantmeasure is the ratif total chargeable hours to total

available hours, which is effectivelyameasoie apaci ty wutilisation. Us
internal planning figures (which exclude expected leave and an allowance for administration

time from the calglation of available hours), capacity utilisation Haeen fairly static at

around 6% in the last few years.

ACAG also calculates a capacity utilisation factor, defined as the perceftaga (whole

of-office) paid hours charged to audit activitiebefe are some definitional differences from

the QAOO6s internal p | a rofwhiohgs theteA@AGuwoesnot t he mo s

make any adjustment to available hours for leave or administration time. As at 30 June 2008,
the QAO achieved a result in limgth the ACAG averagef 51% for this measuref
capacity utilisation.
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We note also that, in its 20089 Annual Report, the NSW Audit Office reported an increase
in staff productivity in 200809 to 63% (being the percentagfetotal hours charged to audit
work.) From our experience, we would expect a private sector audit firm to achieve a figure
in the rangef at least 6570%.

Accordingly, we believe that there is room for further improvement in productivity within the
QAO, and for greater attention to feeussed on these higherder measures of
performance

Conclusion
CN.13(i)

The QAO should focus attention on lifting its performance on macro measures of productivity
capacity utilisation, and pay less attention to the larger number of semegherformance
measures now being recorded and reported.

Recommendation
RN.13(i)

That the QAO focus greater attention on lifting its performance on macro measures of
productivity and capacity utilisation.

13.3 ACAG Benchmarking Information

The QAOis a membeof ACAG, which is comprisedf all the Audit Offices in Australsan
jurisdictions, including the ANAO as well as all States and Territosied New Zealand
ACAG is a valuable forum for Audit Offices to discuss a rapigmattersof common interest
(such as audit standards and audit methodd)dgsy crossfertilisationof ideas and
experiences, and for identifying and addressing emerging issugsvanceo the audit
function.

From our observations, the AuditGeneral and other QAO staff are active participants and
contributors to the workf ACAG, and we commend the Audit@eneral for his

involvement with ACAG. There are considerable benefits for tA® @ being able to share
its experiences, and compare its performance, with similar public sector Audit Offices.

Over the last five years, ACAG has developed a comprehensiveahingermation on the
operationf its members to enable extensive benatking to be undertaken. Detailed
information is available for each memlzdrACAG on attest and performance audit activity
measures, resourcing and operations, office expenses, human resouranidsliss
surveys. We appreciate the actia@ishe QAOin making this wealtlof information

available to us for our Review. We have already made reference tm$tnse
benchmarking information in earlier paakthis Report.

The QAO also publishes in its Annual Reports a summary benchmaiiisgperfornance

for key measures compared with ACAG average results. The latest comparative information
as at 30 June 2008 is presented in the 20®&nnual Report (page 19). This information
covers audit activity measures, timeframes for issuing financial opirifensalueof

contracted audit work and office staffing measures.

Across the rangef measures, the performanaethe QAO shows mixed results, with some
measures better than average, whilst others are fzelove r a g e . For exampl e,
per audit lour charged to audit was $116, compared with an ACAG averfékf82, and the
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cost per unit output for Local Government Financial Opinions was $38,077 compared with an
ACAG averageof$49, 009. On the other hand, the QAOQOO:
Government Financial Opinions was $69,408, higher than the ACAG avei&§é,090.

We have already made r d ¢apacity utiisaiontearlierAi @G0 s me a
Section.

Conclusion
CN.13(ii)
As an aspirational targen relation to ACAGbenchmarks, the QAO should aim to lift its

performance to be ranked in the taiBAudit Offices in Australia, and consistently above avera
for most key performance indicators.

Recommenditions
RN.13(ii)

That the QAO aim to lift its performance to be ranked in the top 23 Audit Offices in
Australia, and consistently above average, for most key ACAG performance indicators.
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14. OUTCOME3F2004 STRATEGIC REVIEW

The Term=f Reference for our Review state, inter alia:

AConsideration is also to be given to the
arising from both the 2004 strategieview, and the related Public Accounts and

Public Works Committee report on the revi
Commi tteeds report, particularly the exte

whether they are achieving the desired objectv. 0

The 2004 Review contained 119 conclusions and made 38 recommendations, as well as a
numberof other suggestions and observations, all directed towards providing a

comprehensive framework for the QAO to build for the futlitee recommendatior the

2004 Review were considered by the then Public Accounts Committee, which issued its

Report in June 2005 (ReportNo.6S)u bsequent |y, the Government C
Review and the Public Accounts Committee Report was tabled in Parliament on 15

September 2005.

Both the PAC and the Government strongly endorsed and supported the recommeaofiations
the 2004 Review, with only some minor variations, and acknowledged the actions being
undertaken by the QAO to address the recommendations. One nataaton was the
eliminationof suggested targets f&MMS auditson the basis that this could compromise the
independencef the AuditorGeneral.

We have undertaken a comprehensive assessihactions arising from the 2004 Review,

including thethenP& position, the Governmentds respon
QADO. In this regard, the QAO provided us with a detailed briefing on the currentaitatus

issues. A summaryf our assessment, which addresses eétie 2004 Review

recommendations imddually, is included as Attachmehtof this Report.

Overall, the QAO has made a commendable effort in implementing the recommendftions
the 2004 Review, and in achieving progress towards the desired obggqirowiding a
comprehensive framework ftlie QAO to build for the future. Notable achievements include
the implementationf IPSAM, which has been an outstanding success, and also eaofange
workplace and human resource initiatives. Planning and resourcing functions have been
improved, but furter improvements are necessary. The 2004 Review challenged the QAO to
more fully utilise its existing mandate ®MS auditsand we are satisfied that this has been
achieved.

There are a small numbef residual and/or ongoing areafsconcern, which requerfurther
attention. These are outlined below, and are also addressed in other S¥¢hienReport:

1 Practice Management Systé&nthe QAO has replaced ATOMS with eTrack, but there
have been problems with its implementation, which are still in the otesging
resolved.The outcomes to date have been less than satisfactory, and this is the one
area where the QAO has fallen well short of the expectations of the 2004 Review.
This issue is addressed in Sectioroithis Report.

1 Client Services Plai the QAO has made improvements to the developiatg
Client Services Pla)but thereemainsome inconsistenciés content and approach
between audit team3$hese issues are addressed in Sectiaf ttfis Report.

1 Engagement witlaudit cliens on the ée setting procegssthis is interrelated with the
previous point, and similar comments apply. This issue is addressed in Seaition 7
this Report.
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1 Remuneration and reward structurgsrogress on this issue has been more limited
than might be considered desirable, although the difficudfieshieving enhanced
remuneration and rewards within the parametétie Public Service Acare
acknowledgedThis issue is addressed in Sectioroifhis Report.

There are a rangd other conclusions and suggestions or proposals in the 2004 Review that
did not give rise to formal recommendations. These are addressed in relevant sétiisns

Report, where raterial and relevant.
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15. APPROACHES TO PUBLIC SECTOR AUDITING

15.1 Comparative Models for Public Sector Auditing

The Termof Reference for our Review include consideratboomparative models,
practices and procedures used by offices in othesdigtions equivalent to the QAO.

This Section assesses different models and practices adopted in other Australian jurisdictions.
It is not an exhaustive review, but rather concentrates on the approaches adopted at the
Commonwealth level by the ANAO, in NeSouth Wales with the NSWAGO and in Victoria

with the VAGO. We visited eaatif those offices as paof that review and met with senior
officesof the ANAO and the Auditor§&eneral in New South Wales and Victoria. We have

also considered the approach aédph New Zealandwvhich has alifferent model for the

delivery of audit services

The main differences which we identified from our comparative analysis related to the
following areas:

1 The audit mandate for performance auditing

1 Planning for performancaudits

1 The coverage for flic sector entities generally

1 The separatioonf audit service delivery in New Zealand

15.2 Performance Auditing

The primary difference noted with regard to the audit mandate relates to the scope and
responsibilities foperformance auditing and different models adopted within the
jurisdictions.

We have included at the epilthis Section a table which outlines the different approaches
adopted for performance auditghis table is intended to be illustrative rather than
exhaustive, and is based solely on publicly available information.

As outlined in Section bf this Report, the model adopted in Queensland is a mandate for the
Auditor-General to undertakéMS audits. Other jurisdictions reviewed provide a broader
performare auditing mandate to Audite€@eneral. Whilst not included in the table, we note
that the Northern Territory has adopted a modePtdS audits similar to thaapplyingin
Queensland.

We have considered the questairthe mandatef the AuditorGenerafor performance
auditing in more detail in Section D& this Report.

15.3 Planning for Performance Audits

From our comparative analysis, we note there are more formalised processes for Audit
Offices to consult with the relevant Parliamentary Committegb@planningof audits,

including performance audits, in the caséthe ANAO, and also in New South Wales and
Victoria, compared with Queensland. Ebe VAGO, there is &gislative requirement to
publisha plan for audit coverage, including for perf@ance auditsThe ANAO does not

have such a legislative requirement, but chooses to publish its annual plan for performance
audits. In these jurisdictions, the relevant Parliamentary Committee has a greater role in the
budget process for the respective Affices, and consultation on the audit program is
normally undertaken in that context.

In Queendnd, there isegular consultation betweerethuditorGeneral and the PAPWC on
audit matters, includingome discussion ahe program of proposed PMS atisdiHowever,
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in our view, the process is more informal and less structuredgftmsirableand a formal
plan for PMSaudits is not publishedVe believe there would be benefit in @nhanced
process that is moteansparent and accountable thaougently the caseand that provides
for greater input from stakeholders earlier in the planning pro€asswill be of increasing
importance, as the number of such audits is expected to grow over time.

Specifically, we considehere woull be benefitsn thedevelopmenof arolling threeyear
Strategic Audit Plan by the QAO to provide better guidance to the Parliament, other
stakeholders and the public on potential topic or subjects for future PMS audits. The plan
should encompass indicatimedittopics for futurePMS auditsover a thregear period, with

a more specifiand definite scoping of topid®r the first year. It is recognised ththere

needs to be a degreéflexibility built into such a plan, to accommodate changing
circumstances and prities, which may cause the AuditGeneral to vary the plan.

In developing a Strategic Audit Plan, we consider that the QAO should first consult with the
PAPWC, as well as potentiatdit cliens and other affected parties, and consider their
feedback, bfore finalising the Plan. It is important that responsibility for the comtitiie

Plan, and for implementatiasf the Plan (including variations to the Plan), rests with the
Auditor-General. In the public interest, the Strategic Audit Plan shouldtdesiped on the
QAOG6s website.

In termsof possible legislation, we note that the Victorian Audit Act 1994 provides a formal
process for draftingf an annual plan; for submitting the plan as a draft to the relevant
Parliamentary Committefer feedbackfor finalisationof the plan after the annual budget is
approvedand then for the publicatiasf the plan and tabling in Parliament.

We do not see the need for such a formal process in Queensland, although it is desirable that
there is a statutory reqement for the AuditeGeneral to publish a thregear Strategic
Audit Plan forPMS audits

Recommendations
RN.15(i)

That the Auditor-General Act 200%e amended to include a requirement for the QAO to
prepare a threeyear Strategic Audit Plan for PMS audits, and to update the fpan each year.
The plan should incorporate indicative audit topics over the three years, with more specific
and definite scoping of topics for the first year.

RN.15(ii)

That the Auditor -General and the Chair of the PAPWC agree 10 a protocol for consultation
with the PAPWC on the draft Strategic Audit Plan for PMS audits prior to the
commencement of each financial year.

RN.15(ii)

That the Auditor -General consult with potential audit clients and other affected parties, and
consider their feedback, prior to finalisation of the Strategic Audit Plan for PMS audits.

RN.15(v)

That, following the passage of appropriation, the AuditorGeneral finalise the Strategic Audit
Plan for PMS audits, and publish it on the QAO website.

15.4 The Coverage of Financial and Compliance Audits

The most significant difference in terrasthe models adopted for coveragfeaudit by the
Auditor-General relates to the auditlocal government. In New South Wale&south
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Australia and Western Australia, the awafitocal governments is not undertaken by the
Auditor-General. In those States, the local government itself appoints an auditor from the
private sector.

In the cas®f Queenkand, Victoria and Tasmania, the Audi@General audits local
governments. In Queensland, a large majaritthe auditof local government is undertaken
by private sector contract auditors appointed by the Au@teral. A similar approach is
adoptedn Victoria.

Whilst local government is viewed as the third levefjovernment with democratically

elected representatives, local governments are nonetheless established under State Legislation
and the States have ultimate responsibility for their finhr@dility, for example in the

eventof defaultof their obligations. In these circumstances, it is appropriate that local
governments should be subject to audi-t by th
General.

Althoughthe overwhelming majdy of local governments in Queensland are audited under
contract audit arrangemenkgving the involvemeruf the AuditorGeneral in the process
ensures thaheseaudits are subject to oversight in a quality revemmse. Th provides an
objectivereview process and hence additional assurance as to the gfalitgit for local
government entities.

Where the AuditoGeneral is responsibfer the auditsof local government, this enables all
audit issues to be drawn together and a comprehensive report provided to Parliament in an
effective manner.

Conclusion
CN.15()

Local governments should continue to be audited by the AcvGitoeral.

15.5 The Separation of Audit Service Delivery in New Zealand

We noted the model for audit service delivery in New Zealand, whereby there is a separation
for responsibility between the Offider the AuditorGeneral headed by the Controller and
Auditor-General, and thdbr the audit service delivery arm, which is Audit New Zealand.

This provides for a separation of "purchaser” and "provider" roles for government audit
functions.

A similar model vas adopted in Victoria in the 1990s, but Victoria has now reverted to the
more traditional audit model adopted in all States and Territories in Australia, in that the
Victorian AuditorGeneral now heads the VAGO, which undertakes both the audit planning
and also deliveryor audit services, whilst also contracting out audit assignments to private
sector providers.

In New Zealand, the separatitor responsibilities is as follows:
(a) Office for the Auditor-General
The Officefor the AuditorGeneral is responsible for:
1 planning the overall work programnf@ the organisation as a whole
T carrying out performance audits, sgéstudies, and inquiries
1 planning other audit work
1 Patiamentary reporting and advice
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setting auditingt®ndards (the AuditeGeneral's auditing standarts)
allocating annal audits to appointed auditors
monitoring audit fees to ensure thatyttae fair and reasonable

overseing auditors' performance

=A =_ =/ =4 =4

carrying out quality assurance reviewfsall work done on behadif the Auditor
General, including anmal audits by appointed auditors

(b) Audit New Zealand
Audit New Zealand is responsible for:
T carrying out annual audits on the Audi®eneral's behalf; and
1 providing other auditing and assuraneevices to public entities.

As a pariof this model, auditors from private sector accounting firms are appointed to carry
out some annual audits on the Audi@®eneral's behalf.

The advantagesf the model are as follows:

1 Itallows for a separatioof the planning functioof the Officeof the AuditorGeneral
from the service delivery arm (i e there i
Aprovidero roles).

71 It allows for a competitive element to be adopted if required through contestability
betweerservice delivery providers

1 There are potential cost savirfgs audit clientdrom more competitive pricing in the
deliveryof audit services.

The disadvantagex the model are as follows:

1 There are additional administrative costs from the separatithe Officeof the
Auditor-General and the audit service delivery arm

There are additional contracting costs in establishing audit contracts

There is a potential for conflict or tension in the relationship between the Office
Auditor-General and theesvice delivery arm.

1 The expected cost savings may not be material.

Having regard to experiences elsewhere, we are not persuaded fhattieser/provider
separation of audit functions delivers sufficient benefits to outweigh the costs involved.
Given the small size of audit office functions compared with many other larger government
service delivery agencies, there are significant scale diseconomies which give rise to
relatively high administrative overhead costs.

Thepurchaser/providemodel wa adopted for a time in Victoria, but this was not considered
to be successful, and has now been abandoned. The model is not utilised in any other
jurisdiction in AustraliaThe private sector is already an important provider of contract audit
services tdhe QAO, and a competitive process is adopted for the allocation of this contract
work. Also, our Report makes a number of recommendations to improve the efficiency of the
QAO in relation to audit service delivery.
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Conclusion
CN.15(i)

The model of sepation of audit service delivery from the Office of the Audi@enerals not
supported
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Queensland
Auditor -General

Australian National
Audit Office

New South Wales
Auditor -General

Victorian
Auditor -General

New Zealand

Legislative mandate

Section 38 (1pf the Auditor
General Ac2009provides a
power whereby th&d A u d-i t
General may at his/her
discretion undertake an audit
of performance management
system®f a public sector
entityo

The Auditor-General Act 1997
provides a power such that the
fi A u d-General may at any
time conduct a performance

auditofan Agencyo

ThePublic Finance and Audit
Act 1983provides a power in
Section 38B (1) whereby T h
Auditor-General may, when th
Auditor-General considers it
appropriate to do so, conduct
performance audiof all or any
particular activitiesof an
authority to determine whethe
the authority is carrying out its
activities effectively and doing
so economically and efficiently
and in compliance with all

applicable | ay

Section 38B (3) statdbatfi A
single performance audit may
relate to the activitiesf more
than one aut hg

ThePublic Audit Act 1994
provided a power in Section 1
wherebyil T h e AGederat
may conduct any audit he or
she considers necessary to
determine (a) whethema
authority is achieving it
objectives effectively and doin
so economically and efficiently
and in compliance with all
relevant Acts; or (b) whether
the operations or activitiesf
the whole or any panfthe
Victorian public sector
(whether or not those
operations or activities are
performed by an authority or
authorities) are being
performed effectively,
economically and efficiently
and in compliance with all
relevant Act s.

TheNew Zealand Public Audit
Act 2001lindicates in Section
16thatih T h e AGederat ¢
may at any time examine the
extent to which a public entity
is carrying out its activities

effectively an

Number of Audits of a performance nature each year

45

6
(target for 200910 is 12)

25

Approx 15
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Queensland
Auditor -General

Australian National
Audit Office

New South Wales
Auditor -General

Victorian
Auditor -General

New Zealand

Objective of a Performance Audit

Objectof the audit includes
deciding whether the
performance management
systems enable the public
sector entity to assess whethe
its objectives are being
achieved economically,
efficiently and

The audit may include a revie
oft he public sg
performance measures and in
report the AuditotGeneral may
state whether in the Auditor
General 6s opin
performance measures are
relevantand otherwise
appropriate having regard to
their purposeand fairly
represent theublic sector
entityds perfdg

An independent, objective ang
systematic assessmaexitpublic
sector entitie€
resources, information system
performance measures,
monitoring systems and legal
and policy compliance

Performance audits detenmai

whether an agency has been
carrying out its activities in an
efficiently, economically and ir|
compliance with the law Thesg
audits may review all or paof
the agencybs (¢
audits consider particular issu
across a numbef agencies.

A performance audit is an aud
which evaluates whether an
organisation or a government
program is achieving its
objectives effectively, and
doing so economically and
efficiently and in compliance
with all relevant legislation.

The AuditorGeneral also has
the power to carry out audits t
establish whethesf grants to
non-government organisations
or persons have been applied
for the purposéor which the
grant had been made and
whether the funds have been
applied economically,
efficiently and effectively.

A performance audit can
examine how effectively and
efficiently a public sector entity
is working, whether a public
sector entity is complying with
its statutory obligations, any a
or omission that might waste
public resources any act or
omission that nght show (or
appear to show) a lacK
probity or financial prudence
by a public sector entity or one
or moreof its members, office
holders, and employees.

Aim is to provide Parliament
and the public with assurance
that public entities are
delivering whathey have been
asked to and have operated
lawfully and honestly. The
office aims to report both gooq
and bad performance.

Benefits for public sector
entities include independent
assurancef their operations
and guidance to improve their
efficiency and d&ctiveness.

Strategic Planningof performance a

udits

Audit topics are selected base
on an assessmeoitrisks and

significance, for instance, the

A procesof Australian Public
Sector analysis entity analysis

i identificationof topics and

The goal is to choose topics
which areof interest to
parliamentarians and the

The AuditorGeneral considers
many potential performance

audit topis annually. With a

Web site doesat incorporate
information on the process for
selecting topics for
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Queensland
Auditor -General

Australian National
Audit Office

New South Wales
Auditor -General

Victorian
Auditor -General

New Zealand

economic, social and
environmental impact on the
community, the degreaf
public interest along with the
capacityof the Queensland
Audit Office. To accommodatg
emerging priorities the audit
selection needs to continue to
be a dynamic process that
ensures the audit topics are
relevant

developmenbf audit work
program.

Potential audit topics are ratec
against criteria such as
potential benefits, financial
materiality, risks to reputation
and service delery and extent
of previous audit coverage,

community. When selecting
areas for audit the office
combines internal research wi
input from parliamentarians,
agency CEOs and mdrarsof
the public. The office then
evaluates the benefit each
topic, including the opportunity
for cost savings, the likely
impact and the overall benefits
for public administration.

focus on quality and the
effective useof resources, a
selectionof these topics is
included in the Annual Plan,
outlining the proposed work
programof the Office for the
coming year. Potential areaf
audit interest include program
or initiatives that are identified
as having significant inherent
risk, underperformance issues
or strong public interest. To
prevent overlap the Office
considers whether a topic is
receiving suit able scrutiny
through another review
process.

performance audits.

Publication of Annual Plan or similar for audits including performance audits

There is informal consultation
with the PAPWCThere is o
formal plan published.

Publicationoft he A BI U
which follows consultation
with the Joint Committeef
Public Accounts and
incorporates detailsf potential
performance audits and detail:
of all audits including financial
and compliance audits.

There is consultation witthe
Parliamentary Public Accounts
Committee.

Formal plan not published.

The Office uses a serie$
steps and principles in
developing the Annual Plan
including consultation with the
Parliamentary Accounts and
Estimates Committeef the
Parliament.

No planpublished.

Approach to performance audits
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Queensland
Auditor -General

Australian National
Audit Office

New South Wales
Auditor -General

Victorian
Auditor -General

New Zealand

Audits of a program or activity
of a single entity oof a
program or the administration
of a program by a numbef
entities.

Follow up audits.

Section 38 (4pf the Auditor
General Act 2009 indicates th
Ain conduct i ng
auditor-general must have
regard to any prescribed
requirements relating to the
establishment and maintenang
of performance management
systems that apply to the publ
sector entityd(

Audit of a program or activity
in a singé entity.

Protective security audits.
Crossentity audits (revievof
the same activity in a number
of entities or the administratior

of a program by a numbef
entities)

Follow up audits.

The New South Wales Auditol
General sees performance
audits as spéal in-depth
assessments whether
government agencies are
achieving value for money.

The audits can bef the whole
of an agency, one particular
agency activity or an activity
across a numbeaf agencies.

The performance audit reports
provide an indeperaht
assessmertf an areaf public
sector activity and seeks to
improve resource managemer|
and add value to an agency
through recommendations on
improving operations and
procedures. While
recommendations from an auc
can address improvements in
operatiams the AuditorGeneral
cannot and does not question
the meritsof government

policy.

ThePublic Audit Act 2001n
Section 16 (4) indicates that
where there is an applicable
government or local authority
policy to which the public
entity is required to adine, the
examination is to be limited to
the extent to which activities
are being carried out effective
and efficiently in a manner
which is consistent with that

policy.

Exclusions from performance audits

None.

Government Business
Enterprises are generally not
subject to performance audits
although the responsible
Minister, the Finance Minister
or the Joint Committeef

Public Accounts can request
the AuditorGeneral to conduct
a performance auditf a

GovernmenBusiness

None

None

Reserve Bankf New Zealand
is excluded as well as any
registered bank.
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Queensland Australian National New South Wales Victorian New Zealand
Auditor -General Audit Office Auditor -General Auditor -General
Enterprise.

Undertaking performance audits

Methodology developed know
as ASPIREwhichis a Lotus
Notes based system

All performance audits
conducted usinthe Office's
own performance audit
methodology (AMP).

Usually undertaken bg staff.
Take 12 months to complete
depending upon its scope and
complexity.

Reporting

The report is to be tabled in
Parliament as soon as possibl
after it is completed. Thaudit
clientis provided with the
opportunity to provide
comments on the final dradf
the report within 21 daysf
being provided with the draft
report. The AuditoiGeneral is
required to incorporate in the
report the comments from the
audit clientin response to the
performance audit report.

As soon as practicable after
completing the report on an
auditof performance a copy
shall be tabled in each Housg
the Parliament and a copy
provided to the Finance
Minister. Prior to doing so a
copyof the reporshall be
provided to the recipiertf the
report to enable comments to
be provided within 28 dayis
those comments must be
considered by the Auditer
General before preparing the
final report.

Proposed report is provided tg
agency for comment.

Report to Rrliament on results
of audit includes agency
comments.

Tabled in Parliament and it
becomes public. Briefings
provided to relevant Ministers,
select committeesf

Parliament and other intereste
parties. Once a performance
audit report is drafted it is
provided for two weeks to
public entities subject to the
report to comment on the
accuracy, balance and
presentation. To maintain
independence the Auditor
General is not required to reaq
agreement on t
content.

Better Practice Guides

The QAOdoes issue liter
practice guidé8. Threesuch

Performance audits also
identify better practices which

Issues Guides to Ber Practice
with one issued in 2009

Issues Good Practice Guides.

Develops and issues what are
referred to as Good Practice
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Queensland Australian National New South Wales Victorian New Zealand
Auditor -General Audit Office Auditor -General Auditor -General
guideshave been issued in thg may then be incorporated into| (Monitoring and Reporting on Guides.Four guides wre
last three yeardeing Better Practice Guides. Audit Recommendations) and issued in eacfor 2007 and
one in 2008 on Implementing 2008

1. Checklist for Organisational| Noted thafive Better Practice
Change(March 2009). Guides issued in calendar yea
2009.

Successful Amalgamations.

2. QAO Guideling
Accounting for QTC @lending
Products and Debt Restructur
(March 2007) and

3. Better Practice Guidé Risk
Managemen(October 2007)

Improving performance auditing

QAO indicates in 20089
annual reportthadt a s qgb a
the reviewof our audit
methodology we have
developed improved
communication processes tha
will focus on building stronger
relationships with our clients
during an audit and obtaining
more input from agency staff
early on in tHh

(1) Better practice principles or better practice case studies are also included in most PMS audit reports to Parliavig@tiagance for all relevant public sector entities, not just those included in the audit. This is
particularly relevant wherthe audit topic covered a numh#rentities with different audit results.

This table is intended to be illustrative rather than exhaustive, and is based solely on publicly available information.
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16. AUDIT MANDATE

16.1 Legislative Mandate

As partof our Review, we have examin#tk legislativanandate established foudit
Offices in other jurisdictions equivalent to the QAO.

The Termsof Reference for our Review also requingsito take into account the resudfs

t he PAPWCGE te AuditorG e nvesrPBI$ AuditmandateAs noted in Section 5,
the PAPWC has not yet completed its inquiry. However, we have consultethe/lfAPWC
during the processf our Review and notedspect®f submissiongo its inquiry, including
by the QAO. We have also considetkd Hansard recoraff the public hearing held by the
PAPWC on 8 Septembe2009.

From our comparative analysi$ auditmodels in dber jurisdictionsas outlined in Section

15, there ara numbeof key differences in approacts to the nature and exteritthe audit
mandaten other jurisdictions. The major differences which warrant further consideration are
as follows:

1 Theextentof themandate to undertake performance audits

1 The questiorf the requiremendf an AuditorGeneral to audit in accordance with
auditing standards and other prescribed requirements.

1 The questiorof auditingof government funds which are provided to fgovenment
organisatioit he so call ed Afollow the doll aro a

1 The termof appointmenbf the AuditorGeneral.

16.2 The Mandate for Performance A udits

TheAuditor-General Act 200@rovides a mandate for the AudiGeneral to ndertake the

auditof performance management systems. Since ,28@7AuditorGereral has been

provided with an additional powertoreviewemt i t y6s per f o rtomgresse me a s
an opinion as to whethéne performance measures are releaaot oherwise appropriate

having regard to theirpurposen d f ai rl'y represent the public

The primary differencén the legislative mandateetween Queenslarahdother jurisdictions
relates to the power to undertake performance audit generally. Other jiwisslitave the
power to audiperformance management and to report generally on performance. In
Queenslandhe limitation is to audit and report on the periance management system@s
well as making statements on the performance measures.

There has been extensive consideratibthis issue in Queensland over the last 20 years. |
1991 EARC undertook an extensive revieithe mandatef the AuditorGeneral and made
a numbeiof recommendations related to the rofehe AuditorGeneral and the mandate for
auditing and reporting to Parliament inReport on Reviewf Public Sector Auditing in
QueenslandSeptember 1991).

In its report EARC recommended that the AudiGeneral should have the authority to
undertake performance audits to determine whether the public sector entity is carrying out its
activities effectively, economically and efficiently and in compliance with all applicable

laws. There was also a recommendation that where the Aittioeral undertakes a
performance audit, the Audit@eneral should, as pastthe audit, examine the integrity

relevant performance review and evaluation systems established for the progivity

under review and report on this examination asgféatte performance review.
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In 1993,the Queensland Parliamesttose to providéhe AuditorGeneral with the power to
undertakePMS auditghrough aramendment to the thdxinancial Administraibn and Audit

Act 1977 The power to undertakéMS auditshas been retained in theiditor-General Act
2009,together with the additional powers provided with effect from 2007 relatibe to

reviewofper f or mance measur es. MWdorntarce ierelatiendaite we d t
existing PMS Audit mandate in Section 5.

We note also that the first strategic reviefthe QAO by Mr Tom Sheridan in 1997
recommended an extensiohthe mandate to cover full performance audits. The 2004
Strategic Reviewdopted a somewhat different approach, arguing that the QAO had not fully
utilised its existing mandate and recommending that the QAO expand its praigfPins

audits before further consideration was given to a possible extension of the mandate.

In our view, the QAO has responded positively to the challenge issued in the 2004 Review,
and has expanded both the number and rahge PMS auditsIn these circumstances, it is
timely to revisit the issuef the scopef the mandate.

We believe there is a stigcase for a broadenirgf the Auditor-General’'snandate to
include aditing on performancgenerally on the following grounds:

1 Parliament as the Auditdte ner al 6s cl i ent should have I
independenteports on performanad public sectoentities and o government
programs/activitiesThis would enable an objectiassessment as to whether public
resources are bajrused with appropriate economy agfticiency, and are delivering
government programs and activities effectively and in compliance with appropriate
laws and regulations.

1 Itis the performancef public sector entities in delivering government services and
programs which should ka primary importancerather than just their performance
management systems per se. A focus on systems rather than performance can produce

some perverse and misleading outcomes. Fo
be good, it does not follow necessarily that the peréorce will be good. Conversely,
there may be instances where an entityods

performance may well be sound. In a recent PMS Audit Report, there were concerns
raised about the performance management sysiearsentiy. However, the findings
may well have been different if there had been a capacity for the Aktoeral to
comment on performance.

1 There is a fundamental principle in terofsntegrity and accountability as to whether
the performanceof public sector etities, as outlineth reports to Parliament
(including in Annual Reportshas been subject to external independent scrutiny.

1 Performance audits provide a constructive opportunity for the QAO to work closely
and ceoperatively with entities to improveehr performance. In this way,
performance audits can be a powerful catalyst for desirable change, and provide a
different and fresh perspective on issues which may not be apparent to those inside an
entity.

1 Performance auditing is well established, arsl lbeen proven to work effectively in
all other jurisdictions in Australia, apart from the Northern Territory. It is generally
accepted as best practice, and is widely appliedher advancedations, including
the United KingdomUnited StatesCanadaDenmark, Norway, Sweden, Portugal,
Austriaand New Zealand.

There have been some arguments raised agaibstadeningf the mandateas follows:
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1 The existing mandate allows for the Audi®eneral to audit and report on
performance management systemstar@so report both on the relevarafehe
performance measures as well as the fairness with which that information is
represented. This is not far shofta full performance mandate in any case.

1 The extensiomwf the powernof the AuditorGeneral in 20070 cover performance
measures has not been in place for lormugh to assess its benefits.a limited
reviewof PMS auditgsee Section 5 of this Repgniye noted that theAuditor-

General had utilised the power to review the performance measyrebliafsector
entities generally in a number of audits reported to Parliament. For example, in one
report,the AuditorGeneral highlighted a significant improvement opportunity for fair
presentatiorf performance informatiorand for theelevance and apppriatenessf
performance indicators fairly represent GOC performance. This was Report No 7
for 2009 onFollow-up on Government Owned Corporation and Budget Sector
Performance Measurement and ReportiHgwever, this repodid not @mment

directly onperformance measure$any individual entityand we havaddressed this
issue in recommendation RN.5. (i)

1 There is a concerinom some audit clientas to vihether the QAO has the appropriate
level of skills and expertise to undertake performance audits (over and above the skills
and expertise required f®MS audityWe have noted that the QAO has been
building its skills base as staff numbers have expanded and the number of PMS audits
undertaken hasicreased. In particular, the QAO now has staff with a broader range
of professional qualifications and expertise than has previously been the case.

In our discussions with stakeholders, there was a divarsitigws expresedon thescopeof

the mandatéor performance auditing. Overall, there was strong and Hpaadd support for

an extensiomf the mandate, on the basis that it would strengthen public administration and
accountability in Queensland. This is consistent with the tlfusimments madm the

public hearings on the PAPWC Inquiry into this mattec/uding from Accountable Officers
who highlighted the benefitsf working with the QAO to use performance audits as a tool to
assist in improving the performancétheir agencies.

We have cafully weighed up the various arguments outlined above and have concluded that
it is now time for the QAQ's audit mdateto be expanded to full perimance audits,

consistent with the approach adopted in most other jurisdictions in Australia, as \@k#r
advanced nation3here is little merit in continuintp limit the mandateBy their very

nature, PMS audits can only provide a partial and incomplete perspective on performance,
which is of limited usefulness. We have now reached a point in thetievodd public
administration in Queensland that warrants full performance auditing by the QAO.

There remains a concefmom a broad crossection of stakeholdeeout the levebf skills

and experse within the QAO to undertalperformance audits, and we encourage the
Auditor-General to continue to build the internal skills bastne QAO. In addition,
consideration should be given tgeater usef external expertiseither as parof theaudit
team or a an advisor for thaudit. It is desirable that there isvolvement fromsubject
experts from initial scoping and planniogthe audithrough to revievof the final report to
Parliament. In selecting external expertibe AuditorGeneraheedgo consider the
background ad experiene of the expert and to avomhy conflictsof interest, or other biases
or prejudices which may impact the audit.

Furthermore, we note that the Government publishes material on performance management
standards and guidelines that are relevanpérformance audits.
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Conclusions
CN.16(i)

It is now time for the scope of the AuditGre ner al 6 s mandate to be
audits, consistent with the approach adopted by most other jurisdictions in Australia, as well
otheradvanceadhations such as the United Kingdodnited StatesCanada and New Zealand.
CN.16(ii)

The recommendations outlined in Section 15 in relation to BMfs remain equally relevant ano
applicable to the expanded mandate.

Recommendations
RN.16(i)

That the Auditor-General Act 200%e amended to broaden the audit mandate to enable the
Auditor -General to undertake performance auditssuch amendment to bgenerally
consistentwith legislation applying in other Australian jurisdictions.

RN. 16(ii)

That the Auditor-General Act 200be amended to include a requirement for the QAO to
prepare a threeyear Strategic Audit Plan for Performance Audits, and to update the Plan
each yea.

RN.16(iii)
That the Auditor-General and the Chair of the PAPWC agree on a protocol for consultation

with the PAPWC on the draft Strategic Audit Plan prior to the commencement of each
financial year.

RN.16(iv)

That the Auditor -General consult with pdential audit clients and other affected parties, and
consider their feedback, prior to finalisation of the Strategic Audit Plan.

RN.16(v)

That, following the passage of appropriation, the AuditorGeneral finalise the Strategic Audit
Plan, and publish iton the QAO website.

RN.16(vi)

That the Auditor-General Act 200be amended to require the AuditorGeneral, in
undertaking performance audits, to take into consideration performance management
standards and guidance issued by the government.
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16.3 Auditing against auditing standards and other prescribed requirements

In all jurisdictionswhich wereviewed there is a requirement fauditors to utiliseuditing
standards which now have thferceof lawdo Australia. InQueenslandhese standards are
adopted through a requirement for the AudiB&neral to issue Auditing Standaftisst
issued April 2007) underestion 580of the Auditor-General Act 200@nd which are required
to be reported to the Legishati AssemblyThe currenfAuditor-Generalof Queensland
Auditing Standardsvere issued in April 2007 under a similar provisadrthe thenFinancial
Administration and Audit Act

Moreover the fiforce of lawo auditing standardi® Queenslandre supplementealy

additional requirements not covered directly by auditing standahdse aradditional
requirements for public sector auditjra;yd coveareas such as probity and propriety

matters associated with the managena¢ipblic sector entities. In adain, the standards
require an assessmaftcompliance with relevant acts, regulations, government policies and
other prescribed requirements.

It is importantto note thatin termsof Section 8f the Auditor-General Act 200%he
Auditor-General is nosubject to direction by any person about

A(a) the way i-Gewdi &hds hpoweds tiom rel ati o
exercised

(b) the priority to be given to audit mat

The AuditorGeneral is able to conduct an audit in the way tha@tiitor-General
considers appropriatalthough the AuditeGeneral may have regard to ogoised standards
and practices, artthe characteof the internal control systeof the entity to beaudited,
including internal audit

Despite these broad powersisigenerally considered inappropricde a matter of
conventionfor an AuditorGeneral to comment on mattersgovernment policy or
objectives. These are matters which are the prerogattiyevernments. The mandates for
performance auditing isomeotherjurisdictions include a provision preventing the Auditor
Generalfrom commening on government policy.

Conclusion
CN.16(iii)

In accordance with convention, it is inappropriate for the Audieneral to comment on matters
government policy or objectives in undertaking audits.

We note thaSection 16(4pf the Public Audit Actin New Zealand indicates that where there
is an applicable government or local authority policy to which thei@ehtity is required to
adherethe examination (performance audit) is to be limited to the extent to which activities
are beig carried out effectively and efficiently in a manner whihonsistent with that

policy. We consider that this is a useful provision for performance audits, and that a similar
provision should be incorporated in thaditor-General Act 2009
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Recommendation
RN.16ii)

That, concurrent with expansion of the performance audit mandate, th&uditor-General Act
2009be amended to incorporate a provision to ensure that

I where there is a clear government or local government policy or guideline, the
performance audit would be assessed against the relevant policies for that entity or
group of entities and

1 in undertaking performance audits, the Auditor-General is not empowered to
question the merit of policy objectives of the Government

16.4TheO&T 1 11T x OEA $111A006 ! bliMmgAAE O 0O0OAI EA
In our discussionwith the Victorian AuditorGeneral and with thANAO, we were apprised

ofthe notionof i f ol | ow t he d ohe &uditof grants or othee furals prowvided toé o
norrgovernment organisations for purposes other than the gi@dasionof goods or

servicesThis particularly applies where the rgnvernment organisation is effectively
acting as an agent for the goveremhin the deliveryf services or program to third parties.

It is noted that the Victorian Auditggeneral has the power to carry out audits to establish
whether grants to negovernment organisations or persons have been applied for the purpose
for whichthe grant has been made and whether the funds have been applied economically,
efficiently and effectively.

We are advised that the Victorian Audi#@eneral has undertakenly one audiof this

nature being an audit related to grants to the Cambodiaodationof Victoria in 2004 We

also have noted that the Tasmanian Audéde ner al has a simil ar powe
dol Il ardo, and wused t hi s pobStateifinarcial supportiferathenk e an
still-to-be-established Tasmanian Edtioa Foundation.

Whilst theANAO does not have a power similar to that held by the Victorian Auditor
Generalwe understanthat the issueffi f o1 | o w t likedy tocbedorisidered as ipast
of an inquiry intothe Commonwealth Audit Atly the JoinCommitteeof Public Accounts.
We understand thargvision for the ANAO to have access to the staff and recuirtte

grant receiving body is included in a numbéthe contracts and agreements concluded by
Commonwealth agencies.

At present, assurance o the appropriate dispos#ligovernment funds in Queensland is
limited to ensuring that the government agency providing the funding has in place procedures
for:

determining the nature, scope and need for the funds to be provided
deciding upon thappropriate bodies to receive the funding

establishing appropriate contractual arrangements, including repoftey
performance indicators, to enable effective monitoahtine useof the funds.

On the final point, this would include requirementsriggorting back on the efficient and
effective useof the public resources in delivering the program or activity supported by the
government funding.

The more Ainterventionisto solution is to ad
Auditor-Gereral to undertake an audit a norgovernment organisation to assess issfies
economy in the applicatioof resources, and issuekefficient and effective delivergf the
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funding for the purpose intended.wbuld involve an extensioof the AuditorGen er al 6 s
powers beyond public sector entiti®8e do not support such an extension of power on a
generalised basiss this would appear to be excessive and unnecessary

Ratherwe consider thahe involvemenbf the AuditorGeneral in an auddf this natire

should be in the cas¥ exceptionatircumstances onlyPrimary reliance should be placed on
the performance and other reporting requirements embodied in the contractual agreement
between the State agency and the grant receiving Badis endthe exerciseof a "follow

the dollar"power slould be limited to circumstances where there is a request from the
Premier and the AuditeGeneral agrees to such a request. Before the Premier could request
an audit by the Audite6General, there would need to $teong prima facie evidenad:

1 a breakdown or failuref the normal procedures for accounting for the expenddiire
funds advanced by the State; or

1 other evidencef a failure to acquit such funds in accordance with agreed procedures,
including the acldvemenbf agreed performance targets.

We believe that, whilst this power is not expected to be utilised often, there would be an
advantage for the AuditéBeneral to have the power in the event that exceptional
circumstances arose whereby it was appropfia the AuditorGeneral to be requested to
undertake such an audit. In order to preserve the indepenafghecAuditorGeneral, it
would be a matter for the Audit@eneral to decide whether to agree to such a request.

There would also be merit in amgg that a provision for the QAO to have access to the staff
and records of the grant receiving body is included in contracts and agreements negotiated by
Queensland Government agencies, consistent with the approach of the Commonwealth
Government.

Conclusios
CN.16(iv)

There is a case to amend theditor-General Act 200%o give the AuditoiGeneral limited powers
in exceptional circumstances to undertake an audit of ayaeernment body that is the recipient
funding or other financial benefitleer than for the direct supply of goods and services.

CN.16()

There should be a provision for the QAO to have access to the staff and records of a grant re
body included in contracts and agreements negotiated by Queensland Governmentfagencies
delivery of services to third parties.
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Recommendation

RN.16iii)

That the Auditor-General Act 200be amended to provide a pwer for the Auditor -General to
undertake an audit as towhether a grant or other financial benefit provided to a person or
body that is not a Queensland public sector entity has been applied economically, efficiently

and effectively for the purpose for which it was given and in compliance with relevant
legislaton, standards and guidelines, ircircumstances where:

9 there is a request from the Premier; and
9 the Auditor-General agrees to such a request

provided that, prior to making such a request, the Premier must be satisfied that there is
prima facieevidence of:

1 a breakdown or failure of the normal procedures for accounting for the expenditure of
funds advanced by the State; or

9 other evidence of a failure to acquit such funds in accordance with agreed procedure
including the achievement of agreed @rformance targets.

16.5 Small Size/Low Risk Audits

The QAOhas indicated that it is responsible for 134 small size and low risk audits for entities
with an audit fee of less than $500 hefees for these entities amount to only $172,500 of

the QAOQ's total revenue. While they are public sector entities, their financial statements are
not consolidated into the whetd-government accounts on the grounds of a lack of
materiality.

The QAO has mposed a change in the arrangements to enable the AGditaral to
dispense with audits of such entities. This ldachieve greater efficiency, both for the
QAO, and also for the entities themselves.

It would be possible to utilise Section 31 of fheditor-General Act 20080 exempt these
entities from audit by the Auditegeneral through a regulation. The downside of using an
exemption approach is that the Auditeeneral would have no continuing oversight to
ensure that an appropriate quality auglitndertaken. The Auditggeneral also would not
have access to audit reports to allow reporting to Parliament on information relating to the
status of audits of these entities.

The preferred solution is to amend #haditor-General Act 200%0 allow the Auditor

Generalo dispense with small size/low risk audits, with the affected public sector entities
being responsible for engaging their own auditors. In this instance, the contract arrangement
for audit and the quality of the audit would be a mat&#wben the management of the public
sector entity and the auditors. Each entity would be required to provide a copy of the audit
report to the AuditoGeneral as soon as possible after completion of the audit.

Prior to giving any dispensation, the Aud#Beneral would need to undertake a risk
assessment of the relevant entittesensure that there is a low risk involved, from the
perspective of public sector auditinthe AuditorGeneral also would need to review the
operations of the entities on an omgpbasis to ensure circumstances did not change such
that the audit of the entity was no longer a small size/low risk audit. In the event of changed
circumstanceghe dispensation would need to be withdrawn by the Au@tmeral.

We note that a numbef these entities are organisations who may be in a position to have
local auditors undertake the audit on a reduced fee basis in return for some recognition of the
contribution made by the auditor.
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Recommendation
RN.16(ix)

That the Auditor-General Act2009be amended to allow for the AuditorGeneral to dispense
with the audit of small size/low risk public sector entities, with such entities being required to
engage an appropriately qualified auditor and to provide a copy of the audited financial
statements (including audit report) to the Auditor -General as soon as practicable after
completion.

16.6 Auditing of the Charter of Fiscal Responsibility

TheFinancial Accountability Act 2008 quires the Treasurer to prepare and table in the
Parliament a Chartef Fiscal Responsibility. The Treasurer is also required to report
regularly to Parliament ooutcomeghe Government haschievedagainst thebjectives
stated in the Charter.

The Charter otlines the fiscal principlesf the Queensland Government broadly based
around three themes or objectives being

1 Fiscal sustainability;
1 A competitive tax regime; and
1 Managing the Staés balance sheet.

In termsof the requirement for the Treasurerépat to Parliamentthere is an argunme (in

termsof enhanced accountabilitfor independent scrutingf the performancef the

Government in achieving these principles (recognising the fact that the principles themselves
are a matter solely for the detemationof the Government). As a servasftthe Parliament,

the Audtor-General is best placed to provide such independent scrutiny, throagilisof

the performance information to be presented irrd¢ipert to Parliament.

We note thatin New South Wads agreement has been reached between the Government and
the AuditorGeneral undefiagreed upomaudit procedurefor the AuditorGenerako audit
the information being reported against the New South Wales State Plan.

In our view, it is a matter for ther@asurer to consider as to whether "by arrangement" audit
procedures should be established for the Auditeneral to undertake an audit of the
performance information presented to Parliament against the principles outlined in the
Chater of Fiscal Respontslity.

16.7 Auditing of Forward Estimates

The Queensland Auditggeneral currently d@enot have a role iauditingt he Gover nment
budgetforward estimates.

In Victorig, the AuditorGeneral under Section 168 the Audit Act 1994nust review each
setof estimated financial statements and make a report to the Parliament as to whether it
appears that the statements have been prepared on a basis that it appears that

(a) the statements are consistent with the accounting policies

(b) the statements are consist&ith targets specified in the current financial policy
objectives and strategies statement for each key financiaureapecified in the
statement

(c) the statements are properly prepared on the bafsdissumptions contaiden the
accompanying statement

(d) the methodologies used to determine the assumptions are reasonable
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This report is to be laid before each HoustheVictorian Parliament with the estimated
financial statements.

The auditingof estimates has been considered by auditing standard seitarthe issuef
Auditing Standard AUS 84 effective from July 2002Tdre Auditof Prospective Financial
Information.

The advantagesf having an audiof the budget forwardestimates would be

1 greater assurance that an independent officer has revieev/éidancial statements
and the asumptions behind the statements

1 greater rigour and discipline required fronose withthe responsibilityfor
preparatiorof the forward estimates, including relevant assumptions and other
forecasting parameters; and

1 ahigher levelof confidence in the information provided to Parliament.

The disadvantaged having an audiof the budget forwaréstimates are

1 additionaladministrative cost associated with auditingftrevard estimates; and

1 potential time delays &ing from the need to undertake the aymldcesses prior
to completing the estimates.

There is no evidencef concerns about the process for producing Budget forward estimates
in Queensland. If concerns were to arise at any time in the future, therepsaarfor the
Auditor-Generako undertake a PMS or performance audit (whichever is applicable at the
time), with the audit considering whether the systems and processes associated with the
development and reportirgf the forward estimates could be relied npo

Conclusion
CN.16(vi)

Thereis not a strongase for theAuditor-General to be required to undertake an audit of the
forward estimates. In the event of any concerns related to the processes for developing and
reporting the forward estimates, this could be the subject of an audit of the relevant systems
processes used to produce the forward estimates.

16.8 The Term of Appointment of the Auditor -General

The termof appointmenbf the AuditorGeneral in Queensland ia appointmenbdf up to
sevenyears with the possibility of renewal within this periothis varies in some respects
from the situation in other jurisdictions.aVote that the appointmeuitthe Australian
Auditor-General is fom 10-yearterm In New Zealandthe Controller and Autbr-General is
appointed foa sevenyearnonrenewable term which can only be exceeded in the event that
a successor has not yet been appointed. The tdrappointment for the AuditerGeneral in
Victoria and New South Wales di@ fixed terms olsevean years.

During our Review, the question was raised awglether an AuditeGeneral should be
appointed for a term with the opportunity for reappointment for an additional periodh(say a
initial sevenyear appointmentvith the optionof a threeyear extasionat the discretiomf

the Government)Ve do not support such an approahit may cause th&uditor-General

to be compromised in thguality of auditwork undertakenn the period leading up to
consideratiorof an extensiomwf the termof appointmat by the Government

It is ourview that a ternof sevenyears isanapproprate lengthof time to provide sufficient
continuityin the leadershipf the QAO, while also ensurirthat there is sufficient timior
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an incoming AuditoitGeneral to put in place any new strategies or directions for the QAO. It
also provides for renewal and the introductidmew ideas, perspectives and thinking
through a regular turnover leadership.

However, we prefer a fixed term sévenyears, rather than the current provisariup to
sevenyears' with the provision for an extension for the balance of the period, as this can
cause some uncertainty and instability regarding leadership of the QAO. Also, as mentioned
above, this cold cause the AuditeGeneral's position to be compromised.

Conclusion
CN.16(vii)
A fixed, nonrenewablesevenyearterm of appointment for the Audit@enerais appropriate

Recommendation
RN.16x)

That the Auditor-General Act 2009e amended to provide for a fixed, norenewableseven
year term of appointment for the Auditor-General.
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17. STRATEGIGFUTUREISSUES

Our conclusions and recommendations in this Review have been directed towards building on
the strengths and achievemeotshe QAO to ensure an ongoing proceksontinuous
improvement which will better position it to address the challeof®e future.

As a strategic review, we have sought not just to evaluate what has occurred since the 2004
Review, but also to consider sowighe emerging challenges and issuikely to face the

QAO over the five years through to thexh8trategic Review and beyonfb state the

obvious, no one can have any certainty as to what will happen in the future. Nevertheless, we
believe there are some identifiable trends and isshesh are likely to impact on the future
directionoft he QAOG6s audit functions.

17.1 Developments in the Delivery of Public Services

Taken as a whole, the Queensland public sector is substantially the largest business in the
State, and impacts in one wayanother on the livesf all Queenslanders every day. Over

the last 20 years, against a backgroahsignificant micreeconomic reform, there have been
profound changes in the way government conducts its business and, especially, delivers
services to th public.

These changes are likely to continue, as the demands and expectations on government service
delivery increase and the busine$government becomes ever more complex. This is a

trend evident not just in the public sector in Queensland, buiratgber jurisdictions which

we visited during the Review, other jurisdictions throughout Australia, and also in other
countries overseas.

The audit function will need to respond commensurately to this ever changing and more
complex environment, with ineased skills and training, and a preparedness to shape its audit
activities around the changing service delivery pattefg@vernment.

The recent Machinergf Government changes which occurred in core public sector agencies
following the State ElectiomiMarch 2009 are a case in point. The reduction in agencies
from 23 to13 will result in significant changes in internal systems and processes, which will
impact on the audit function. Over time, as full integratibdisparate systems is achieved, it
could be expected that there will be efficiencies and savings in the audit function.

In the short term, however, there will be ongoing audit challenges depending on the pace and
succes®f internal business integration processes. Further maclohgovernment changes
cannot be ruled out over time, and the QAO needs to ensure that its audit function is
sufficiently robust and flexible to accommodate the changing structure and priofrities
government.

The Queensland Government has also announceghificant progranof asset salesf

government businesses, including Forestry Plantations Queensland (FP@) BPistiane

Corporation (POBC), QR National, Queensland Motorways Limited (QML) and Abbot Point

Coal Terminal (APCT). As the QAO is responsiflethe auditof all these businesses, once

these assets are sold, there will be a reduction in the n@h®&O audit clients, although

some residual or necore functions will remain in the public sector and therefore will remain
subjectto auditby @O0 (eg QROs Passenger business). Ottt
of assets are possible, with further consequent implications for the size and congbliraty

audit function.

Apart from asset sales, governments generally are seeking to engatieepitivate sector
on a broad rangef fronts to assist in the deliveof public services and infrastructure. This
includes joint ventures, special purpose companies, alliance contractingj Pubéite
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Partnerships (PPPs), other strategic partnersbipseh as outsourcing and other forofs
contractual arrangements eg contracting withfapprofit community organisations to

deliver certain social or human services. While the government may be the funder, it is not
necessarily the providef services Universities also have become more innovative in
establishing various corporate structures to commercialise the @s@search efforts.

At issue here is the fundamental definitmfrwhat constitutes a public sector entity (as per
Section 3Mf the Auditor-General Ac} for audit purposes and how far the Audi@®@enerabk
powers should exterid executing his or her responsibilities. The generally accepted
definition of public sector entities encompasses Departments, Statutory Authorities, Local
Governmerg, GOCsand Controlled Entities.

However, the definitiomf a public sector entity is becoming increasingly blurred, such that
the AuditorGeneral most likely will beequired to make judgments as to the limitéis or

her powers in auditing certain entities which may have both public and private sector
characteristics. Furthermore, where public funds are distributed for use by third party
agencies in the private sectthere are questions as to the legality and appropriatehibes
QAO undertaking fullscalefinancial and compliance audib$ such entities.

It is our view that there should be practical and common sense limits on the extent to which
the QAOisablée o Af ol l ow the doll ardo in pfpuliger | y
monies. Where contractual arrangements with third parties are involved, the QAO should be
concerned to ensure that there are suitable performance and reporting systems in place and
operating to account for the uskpublic funds in accordance with agreed procedures. It
should not be necessary for the QAO to audit such entities, although it is not unreasonable
that the QAO would want to be satisfied that the entity is being propediyed Section 16

ac

of this Report makes recommendations as to circumstances in which it may be appropriate for

the AuditorGeneral to have powers to undertake "follow the dollar" audits.

17.2 Investment in Infrastructure and information Technology

We hare noted through this Report the importan€éhe independencaf the Auditor
General. It will be the responsibilibf the AuditorGeneral to determine appropriate topics
for future audits, although we nevertheless consider that there is merit in sugpgessible
topics for attention by the Auditgseneral in future audit programs.

The Queensland Government has in place a major pragfranvestment in infrastructure in
SouthEast Queensland (South East Queensland Infrastructure Plan and Program or
ABEQI PPoO) , as wel |l as similar programs for
of the State. SEQIPP was first developed in 2005, and is updated on a regular annual basis.
The 2009 versionf SEQIPP has a planning horizon through to 2026 avmlves estimated
expenditureof $124 billion. The Commonwealth Government through Infrastructure

Australia also is developing plans for major infrastructure investments, cfomech will be
channelled through the State and Territories.

Given the magnitueland impacof these massive infrastructure programs, and theo$ize
individual projects, it is important to ensure that funds are invested so as to maximise value
for money. In our view, there is a substantive and ongoing role for the Awktoeral in
assessing the performanmafnfrastructure projects in achieving stated objectives and
outcomes. This includes compliance with t
Money Frameworks, as well as benefits realisation studies, which compailgeciuast)
outcomes with expected (ex ante) outcomes. The Au@itmeral has already shown an
interest in such topics, including cressctor audits on infrastructure project evaluation
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(Report to Parliament No.fér 2008) and infrastructure project cost escalation, benefits
realisation and leasebaokland (Report to Parliament Nofdr 2009).

In a similar vein, we think there is a substantive and ongoing role for the AG#teeral in
assessing the value for moregghieved by agencies from major investments in Information
Technology projectdnvestment in IT projects by public sector agencies is now substantial,
and is likely to grow further, in both absolute and relative terms, as business systems
generally becom more heavily [TbasedAgain, we note that the Audit@éeneral has

already shown an interest in such topics, including esestor auditef ICT project
management (Report to Parliament Néor2008) and IT Network Security (Report to
Parliament No. 4or 2009).

It is recognised that future audd§infrastructure and IT investment may take a nunadber
formsi including traditional attest audits (including cresstor audits), performance audits,
assurance audits or special audittepending on thaltimate objectiveof the audit.

Recommendation
RN.17(i)

That the Auditor -General give consideration to an expanded focus of audits of infrastructure
and IT investments, building on the work already undertaken in these areas.

17.3 Auditing of Commonwealth zState Programs

Funding arrangements between the Commonwealth Government and the States and
Territories are complex and, increasingly, there are a @ingiaigations, commitments or
otherperformance requirements attaching to the funding. They include many programs where
funds are provided for expenditure either directly by the States and Territories, or indirectly
through other third parties. A recent topical example is the Commonwealth&r n me nt 6 s
Fiscal Stimulus Package.

This gives rise to issued responsibility for auditing such programs where there is more than
one levelof government involved, and the potential for overlap or duplicatf@udit roles.

The current position regard) grants made to a State or Territory government is that there is
an acquittabf the grant, with any audit requirements being the responsibilitye State or
Territory AuditorGeneral. In the cas® the Fiscal Stimulus Package, and potentially other
similar programs, there is not only the issfieompliance with the funding agreements in
termsof acquittalof funds, but also the questiofhperformance related to the usieghe

funds.

We note that onef the Term=f Referencef a current Joint Committesf Public Accounts

Inquiry into theCommonwealtiAuditor-General Act 1977 on the subjeatf iThe Auditor
General 6s capacity to examine the financi al
investments in the private seciord Commonwealth grants made to State and local
government oO.

In a public hearing held in Canberra on 19 October 2009 by the Joint Conwhigtebklic
Accounts, reference was made to specific federal funding ¢d tié States to reduce

elective waitingikts. The argument is whether the Commonwealth will be happy to rely upon
reportingof performance information (whether subject to audit by the State Av@eaeral

or not), or whether the Commonwealth Audi®eneral should have the power to audit the
integrity of that performance information. That poveéithe Commonwealth Auditer
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General to directly audit the integrity performance information was acknowledged at that
hearing as being more controversial.

Irrespectiveof the outcomesf the Joint Comntteeof Public Accounts Inquiry into the
Commonwealth AuditeGeneral Act 197,7there is the issuaf completenesef coverageof
audit as between the Commonwealth and the States/Territories, and also thépssestial
duplication. There is roomespecially given the positive working relationship between
Auditors-General at the Commonwealth, State and Territories (including through ACAG)
for there to be cooperation in terwisaudit coverage noting any constraints associated with
the respective leglated mandates. We understand that there have been exploratory
discussions on such matters.

There may be instances for example where audit responsibilities can be assigned to one level
of government, with reliance being placed on that audit work by trer tdvelof

government. In other circumstances, there may be merit in Audengral at the

Commonwealth and State /Territory level agreeing to share or jointly undertake an audit task,
with different components being undertaken by different Audit @gfic

We are informed that both the Queensland and Commonwealth Avu@kmesral are

currently undertaking auditd the Commonwealth Fiscal Stimulus Package. The Queensland

audit is being undertaken as a financial and compliance audit, and hence is focussing on
compliance issues. On the other hand, the ANAO is undertaking performanceoaudits

elementof the packageand hence is focussing on issoégfficiency, effectiveness and

economy. Care needs to be taken in such cases to avoid théfrisku di t over |l oado.

We encourage the Queensland AudiBaneral to actively pursue avenues foioperation
with his counterarts in other jurisdictions, so that there is no unnecessary waste or
duplicationof resources in auditing Commonwedl8iate programs.

This issue does highlight the need to ensure that the qobigyporting on performance from
the State to the Commonwealth remains at a high standard. Tiud tfideQueensland
Auditor-General in termsf providing assurance related to information provided, both in
termsof acquittal and in termsf performance, isritical.

Recommendation
RN.17(ii)

That the Queensland AuditorGeneral continue toactively pursue opportunities for co
operation with Auditors-General at the Commonwealth level and in other States and
Territories, with a view to ensuring that there isno unnecessary waste or duplication of
resources in auditing of CommonwealthState programs.

17.4 Growth in Assurance Audits

Another trend which we expect to emerge in the foreseeable future is a growth in assurance
auditing. Assurance audits fall between financial and compliance (attest) audits on the one
hand,and performance audits on the other hand. That is, they provide a higheflevel
assurance than a performance audit, but not as high as an attestation.

Standards for assurance audits are provided by ASAE 3000, which uses the terms
Areasonabl egagemeahiomi £eed as s urtadstnguisk ngage me
between the two typed assurance engagements that an assurance practitioner may perform.
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1 Reasonable assurance engagement. The objexdtaveesasonable assurance
engagement is a reduction insasance engagement risk to an acceptably low level in
the circumstancegsf the assurance engagement as the baisaspositive fornof
expressiooft he assurance practitionerds concl u
high, but not absolute, levef assuance.

1 Limited assurance engagement. The objeahalimited assurance engagement is a
reduction in assurance engagement risk to a level that is acceptable in the
circumstancesfthe assurance engagement, but where that risk is greater than for a
reasmable assurance engagement, as the basis for a negativeffexpressiorof
the assurance practitionerds conclusion.

To date, the QAO has not used ASAE 3000 to any great extent. However, in our view,

growing public scrutinyf the action®of governmentsnd increased pressure for

accountability for those actions could lead to greateotiassurance audits as a practical

alternative to fullscale attest audits. This is especially the case where there is a focus on .a
particular function, activity or aggtofan ent ity or a governmentaos
the entire operation.

At the Federal Government level, the ANAO recently has undertaken assurance audits in

relation to government information andvadtising campaigns and tiefenceVateriel
OrganisationMajor Projects ReportFor the QAO, there are circumstances where thetuse

assurance audits may become more appropriate. For example, there are somefalspects

QI C audit where an assurance audit®tssmay becon
requires it to provide externally reviewed assurance to its clients about a rafrabpect®of

its operations.

We note that the AuditeGeneral is currently undertaking an awafithe A1Grand Prix
AgreementsThis is being undertaken as a finaneatl @mpliance audit, by bringing

forward the normal attest audit task. However, it is possible in the future thatafualits

special interest nature such as this could be undertaken as assurance audits. It is also likely
that ASAE 3000 will become incrsimgly relevant to audit activity in areas such as
infrastructure and IT investments (as mentioned earlier in this Sea#vbpn reporting,
environmental issues and for financial services entities (as per the QIC example above).

17.5 Developments in Aud it Methodology

An important development impacting audit methodology from 1 January 2010 is the decision
taken in October 2009 by the AUASB to approve the revised it Auditing Standards

under what has been r ef erTheabjectiveoftleslarityhe fiaudi
project is to improve the auditing standards, eliminate ambiguity and enhance understanding

Like existing auditing standards, these revised auditing standards, having been through a
procesf clarity, have the forcef law including under the Corporations Adthe revised
standards have application for financial reporting periods commencing on or after 1 January
2010.This does mean that some elements including planning and quality control
requirements need to be applied frirat date.

Conclusion
CN.17(i)

The QAO needs to ensure that the implications of the revised suite of 41 Auditing Standards
following the audit clarity project are incorporated into the audit methodology including IPSA
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17.6 Developments in Accounting Standards

In December 2009he AASB issued a consultation paper proposing substantial reductions in
the volumeof disclosures requiredf most private and public sector entities. This proposes
that disclosures under full IFRSs in Australia would only be required for specified major

reporting entities in the public sector. For
be able to pply substantially reduced disclosure requirements. Effectively, there would be
two groupofr eporting entities, being those that a

If this proposal is adopted by the AASB, this would be subject to an assefgment
Queensland Treasury with regard to those Queensland public sector entities which would be
identified an able to reduce disclosures.

The intentof the AASB is to issue amendments to accounting standards by June 2010 in
order that entities could voluntaelect to adopt the changed requirements early.

Conclusion:
CN.17(ii)

The QAO shouldmonitor the developments associated with the possible establishment of two
groups of reporting entities in terms of level of disclosures, and liaise as necess#&yeaetisland
Treasury on implementation issues.

17.7 Carbon Reporting and Related Issues

An areaof emerging importance for public sector entities is the requirement for carbon

reporting. As lager emitters, a numbef public sector entities are required from 2008 to

report their emissions under tNational Greenhouse and Energy Reporting Act 20@7.

well, they are required to report their energy production and consumption to the
Commonweal thds Greenhouse Energy and Data Of
Greenhouse and Energy Reporting Scheme has only required emissions information to be
audited ifrequired by the Greenhouse and Energy Data Officer. It is proposed under the

Carbon Pollution Reduction Scheme that subordinate legislation and standards will be

developed related to auditind large emitters (somaf which are Queensland public sector

entities).

Queensland Government agencies are required to report on carbon emissions in annual
reports. (This commenced with 20@B Annual Reports under the Annual Reporting
Guidelines for Queensland Government Agencies, May 2009). A standard templag¢emas
developed and requires public sector agencies to report on greenhouse gas emissions linked
to area®f i) vehicle use, ii) electricity consumption, and iii) air travel. Other anéas

emissions can be reported if required.

At this stage, this infornten is not subject to audit.

We note that in New South Wales the Public Accounts Committee in its Inquiry into
Sustainability Reporting in the NSW Public Sector proposed that the Auiioeral should
have a principal role in the verification or auditiofgsustainability reports for the NSW
public sector.

At the timeof this Report, introductionf an emissions trading scheme remains a priofity
the Commonwealth Government. While the detafilsuch a scheme remain uncertain, there
are potential impliations both in termsf direct responsibilities under Commonwealth
legislation and also with regard to the ranf@ew treasury products which are arising
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related to managing carbon pollution within a carbon costed world. In the meantime, there are
existing responsibilities on Queensland public sector entities to monitor and report on their
useof energy as well as on greenhouse gas emissions.

At some stage in the future, it is likely that the QAO will become involved in auditing
compliance with legislatiry and regulatory requirements, and also possibly providing
assurance with respect to performance in addressing carbon reporting and emissions trading
scheme requirements.

Conclusion
CN.17(iii)

The audit implications of greenhouse gas reporting requitenaad any emissions trading schen
are likely to be significant and will require ongoing monitoring by the QAO.

17.8 Integrity and Accountability

Integrity and accountability are currently a high priority on the agehttee Queensland
Government, as evidenced by its Green PapAugust 2009 on the topic and subsequent
policy initiatives announced in November 2009 in the White Paper on Response to Integrity
and Accountability. It is likely that the Queensland public will expect further improvements
in standardef integrity and acountability over time, in response to changing community
standards. As already noted, the Audi@®neral and the Audit Office form an important
componenbf the integrity frameworlof the Queensland Government, and the independence
of the AuditorGenerais fundamental to the credibilitf this framework

There will be occasions when the Auditeeneral is expected to, or chooses to, undertake
special purpose audits on issues which may involve adverse publicity and/or political
controversy. As noted abeythis may lead to an increasing emphasis on assurance audits

It is important in such cases that the posittbthe AuditorGeneral is not compromised in
any way. While it is appropriate for an AudiGeneral to conduct an audit activities after
thefact, it would be inappropriate for an AudiGeneral to be asked to opine on, or provide
assurances as to, a couss@ction before the fact, as this could compromise the
independencef the position and involve the Audit@eneral in shaping governmeplicy.

17.9 Resourcing and Sustainability for the QAO

There are a number factors likely to impact on the workload the QAO over the next few
years, including:

1 The volumeof audit work for local government, once the full effeats
amalgamations afgedded down.

1 The volumeof audit work for core government departments, once the full eiéécts
| ast year 6 Sovéranert ¢changes are bedded down.

1 A reduction in the volumef audit work, once the satd government businesses
currently underways completed.

1 Other possible changes in the structure and/or compostticore government
departments, GOCs and/or statutory bodies.

1 Possible increases in the voluofeassurance audit work.
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All these disparate factors will have varying effects on the overall workibidug QAO, but
the net effect may well be a reduction in the volwhaudit activity.

On the other hand, the QAO potentially faces a nurabieternal resourcing risks in the
next few years:

T A relatively high attrition rate for staf
QAO (who represent a relatively high proportmfirstaff)

1 A solid coreof staff aged 55 years or over, who may well be atafgletirement in
the foreseeable future. As manythese employees are in management positions,
there is an added risk to the QADlossof management expertise.

The QAO is in the fortunate position that it can scale up or scale back theflevatracting

activity to managductuations in both workload and internal resourcing capacity. However,

the risk to the sustainability and qualdit he QAO6s future operations
lightly.

Recommendation
RN.17(iii)
That the QAO developstrategies to manage emerging treass in its workload and its internal

resourcing capacityover a threeyear planning horizon and to ensure the ongoing
sustainability of its business.
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ATTACHMENT A: TERMS OF REFERENCE
SCOPE

In accordance with &tion 68of the Auditor-General Act 2009the Act) a strategic review
of the Queensland Audit Office (QAO) is to be conducted at least every five Yhars.
Atsr at egi ¢ r eV ieetwo63(d)d thedAetfisitonnelude:i n S

A ( a) areviewoftheauditorgener al 6s functions; and

(b) a reviewofthe auditorg e ner al 6 s ofthe fuhcbonsntaassess
whether they are being performed economycadffectively and efficientlyo

The appointee will be required to generally assess, and provide advice and recommendations
about, the functions and the performantée functionspf the AuditorGeneral and the

QAO, in order to assess whether they are being performed in accordance with the
requirement®f the Act.

The review is to examine all structural and operational aspétiie QAO, as well as its
relationships with public seatentities, relevant Ministers, the Treasurer and the Parliament
of Queensland.

Consideration is also to be given to the recommendations agreed by the Government arising

from both the 2004 strategic review, and the related Public Accounts and Public Works

Commi ttee report on the review and the Gover
particularly the extent to which they have been implemented and whether they are achieving

the desired objectives

The appointee will have the powers vested in theneusettion 69of the Act in order to
conduct the review

METHODOLOGY

Il n conducting the strategic review, the appo
governance framework including strategic and operational plans, the organisational structure,
corporate and operational management, operational conduct, internal/external policies, and

audit service provisions the QAO.

Particular reference is to be given to:

(@) whether existing processes are appofopriat
public seabr agencies and emerging public sector organisational structures;

(b.) the effectivenes®f existing processes, and in particular the effectiveruésthe
auditing standards issued by the Audi@eneral, in fulfilling the audit mandate
within the contemporaryaccountability requirementsf Que ens | an b s Sys
government;

(c.) examinationof trends in the workloadf the QAO, including an examinatioof
current and past methodologies relating to practices and procedures employed by the
QAQ;

(d.) the operational effieincyof QAO audit methodology and the relative efficierafyn-
house and contract audit service provision;

(e.) the standard and qualityf service provided to the Parliamertudit cliens and
executive Government;

(f.)  the structuref the QAO, including the detmtion and allocationf responsibilities;
(g.) management systems and processes used by the QAO, including:
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(h.)
(i.)
@)

(k.)
(1)

(i)  appropriate internal and external performance indicators to monitor efficiency
and effectiveness; and

(iv)  internal communication and shariagperformancenformation;
human resource issues, including formal and informal staff training and guidance;
administrative systems and processes used by the QAO;

whether the funding for the QAO is both appropriate and appropriately used to
discharge the functions angjectivesof the QAO;

appropriate protocols for communication by and with the QAO; and

any other matters which impact on the economy, efficiency and effectivehtss
QAO.

The review should also take into account:

T

consideratiorof comparative models, practices and procedures used by offices in other
jurisdictions equivalent to the QAO;

the resultsof t he Publ i c Accounts and P ofbthei c
Auditor-Gener al 6s performance management sy

interviews with staff (including all staff who indicate that they wish to be interviewed
by the appointee) and former staffthe QAO, both individually and in focus groups
(interviews with former staff are optional);

consultation with key Government agencies; and

consultation with other key stakeholders, including accounting firms that conduct
business with the QAO.
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ATTACHMENT B: SCHEDULBEOF STAKEHOLDERS INTERVIEWED

Queensland Parliament

Ministers

Departments

Local Governmerst

Statutory BodiesGOCs

Public Accounts and Public Works Committee Chair
Other Membersf the Committee

Queensland Treasurer

Minister for Transport

Community Services

CoordinatorGeneral/Departmerdf Infrastructure and
Planning

Education & Training

Health

Premier and Cabinet

Public Service Commission

Public Worls

Transport and Main Roads
Treasury

Brisbane City Council

Gold Coast City Council
Rockhampton Regional Council
Toowoomba Regional Council
Townsville City Council
Woorabinda Aboriginal Shire Council
CS EnergyLimited

Energex Limited

Ergon Energy Corporation Limited
Portof Brisbane Corporation Limited
Portof Townsville Limited

QIC Limited
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Statutory BodiesGOCs QR Limited

Queensland Bulk Water Supply Authority (Trading as
SEQWater)

Queensland Electricity Transmission Corporation Limited
(trading as Powerlink Queensland)

Queensland Water Infrastructure Pty Ltd
Universities Central Queensland University
James Cook University

Queensland Universityf Technology

Grammar Schools Brisbane Girls Gramma$chool
Contract Auditors (3 firms including in Toowoomba and Townsville)
AuditorsGeneral Australian National Audit Office

New South Wales AuditeGeneral

Victorian AuditorGeneral
Queensland Audibffice Auditor-General

Deputy Audita-General

Staff and former stafincluding all current membexsf the
Executive Management Group.

Staff Welfare Committee
Womends Leadership Group
Chairof the Audit and Risk Management Committee

External Auditor
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ATTACHMENTC. SCHEDULE OF AUDIFILES EXAMINED

Financial and Compliance AudiR008 09)

Departmenbf Education and Training
QR Limited

Brisbane City Council

Universityof Queensland

Performance Management Systems Audits

TransportNetwork Management and Urbar@gestion in South East
QueenslandReport No Jor 2009)

Managemenbf Patient Flow through Queensland Hospitéeport No Sor
2009)

Cross SectoAudits (both reported as pat Report No 4for 2009)

IT Network Security
Understanding and Complying with Legislation
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ATTACHMENTD: SCHEDULE OF AUDITOR %.
PERFORMANCE MANAGEMENIYSTEMR\UDITS SINCE 2005

%2!, 063 2%0/ 243 |/

Report No.

Title

No 3for 2005

Resultsof Performance Management Systems Audit®utput Performance Reporting

No 5for 2005

Resultsof Performance Management Systems Audit®utput Performance ReportifigPhase 2

No 2for 2006

ResultsofPer f or manc e
Performance Reporting

Management System Audits

No 5for 2006

Resultsof Performance Management Systemslidaiof Capital Works at Department
Corrective Services, Education, Health and Housing.

No 6for 2006

Resultsof Performance Management Systems AoéliiVorkforce Planning at Departmerdb
Education and Health

No 8for 2006

Resultsof Performance Maagement Systems Audif the Managemenidf Departmental Fees
and Charges

No 2for 2007

Resultsof Performance Management Systems Aoflivlanagemenof Fundingof Non-
Government Organisations (NGOSs)

No 4for 2007

Are departmental output performance measures relevant, appropriate and a fair represéntg
performance achievements?

No 6for 2007

Beyond agency risk

No 7for 2007

Addressing skills shortages in Queensland

No 8for 2007

South East Queenslaindlrowards Shor{Term Water Balance

No 1for 2008

Enhanced Accountability through Annual Reporting

No 3for 2008

Managemenof Rural Fire Services in Queensland

No 5for 2008

Protecting Queenslanddés Primary I ndustr.i

No 6for 2008

Follow-up auditof Workforce Planning at DepartmerdSEducation, Training and the Arts and
Health, incorporating their responses to an ageing workforce

No 7for 2008

Administrationof Grants and Funding to Community Organisations by LGmalernment in
Queensland: A Performance Management Systems Audit

No 8for 2008

Follow-up of Selected Audits tabled in 2006

No 2for 2009

Health Services Planning for the Future

No 3for 2009

Transport Network Management and Urban Congestion in SaghQueensland

No 5for 2009

Managemenof Patient Flow through Queensland Hospitals

No 6for 2009

Providing the Information Required to Make Good Regulation

No 7for 2009

Follow-up on Government Owned Corporation and Budget Sector Performance Mearsuaarch
Reporting
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ATTACHMENTE: CROSS SECTOR AUDITS REPORTED 2008 AND 2009

Report No Cross Sector Audits Reported Date Tabled

No 2for 2008 | Key issues from 200®7 Audits 1 May 2008
Audit Committees

No 4for 2008 | Resultsof Compliance Audits 8 July 2008
1 Managemenof Public Sector Employee Housing
9 Fraud Risk Management

9 Corporate Card Use and Management

1

Information and Communication Technology (IC
Project Management

9 Infrastructure Project Evaluation
2007 University and Grammar School Audit Results
1 Risk Management Audit

No 4for 2009 | Infrastructure 30 June 2009
1 Project Cost Escalation
1 Benefit Realisation
1 Leasebaclf Land
Sustainability
1 Valuation Indices
1 Follow upof 2007 Asset Impairment Audit
Governance
9 Audit of Security Management Systems
9 IT Network Security
1 Understanding and Complying with Legislation

No 8for 2009 | Accountability 12 November

. 2
9 Infrastructure Project Procurement 009
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ATTACHMENTF. SUMMARY OF OUTCOMES OF 2004 STRATEGIC REVIEW

2004 ReviewRecommendations

Public Accounts Committee
Position

Government Response

Current Status

C.1.2: Performance Management Syst

em Audits and Performance Audits

The QAO, in consultation with the PAQ Supported, subject to
develop a three year plan to undertake eliminating the suggested

least 20 targeteBMS audits across the

public sector, with each audit taking ng

more than six months.

targets

Endorsed PAC position, on thq
basis that setting targets could
compromise the independence
of the AuditorGeneral

The QAO has an annual work planning proce;
which includePMS auditsHowever, three
year plans have not yet been developed.

Over the past five years, the time taken to
complete a PMS Audit while still fulfilling the
required objectives has decreased feom
average durationf 10.25 months prior to 2005
to 6.8 months in 20G®9.

The QAO now has the lowest average elapse|
time for reporting PMS audits to Parliament
compared to all other Audit Offices in Australi;
as shown by ACAG benchmarking. In 2003,
the average time to table a PMS Audit Report
was 11 months and 12 months in New South
Wales and Victoria respectively.

By decreasing the elapsed time for completing
PMS Audit, more PMS Audit Reports have be
produced. In total, 21 reports on PMSdhku
Reports have been tabled in Parliament since
2005, covering 94 individual entities. The
number tabled per year has increased f2dm

6.

The PAC undertake detailed scrutiofy
PMS audit reports when completed.

Supported

Endorsed PAC position

Between 2005 and March 2009, the two PAC;
convened in this period conductégublic
hearings and examined 11 PMS Reports to
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Parliament during those hearings. The PAPW|
is currently examining Report No.1 for 2008 a
Report No.3 for 2008The PAPWC's reption
Report No 2 for 2007 was tabled in Parliamen
on 17 September 2009.

The PAC evaluate the vala¢ PMS
audits at the endf this three year period
and report on the effectivenesfsthe
PMS audit mandate in term$
Parl i ament 6s
position.

prev

Supported

Endorsed PAC position

The PAPWC has commenced its inquiry into
effectivenes®f the PMS audit mandate as per
Parliament's previously expressed position.

Public hearings were held in late 2009, and th
PAPWC is expected to complete its report in {
first half of 2010.

The current PMS audit mandate remai
in place pending the outcoréthis
process.

Supported

Endorsed PAC position

An expansiorof the PMS audit mandate to
include a review by QAQ®f the relevancef
performance measures came into effect on 1
January 2007.

In the event that the PMS audit manda|
is not delivering what Parliament
intended, a performance audit mandat
be further considered.

Supported

Endorsed PAC position

This is a matter being considered by the
PAPWC as panf its current inquiry. It is also g
matter addressed in Sectiondf4his Report.

An appropriate levebf resources be
provided to the QAO to enable the plar
to be fully implemented.

Supported

Endorsed PAC position

Additional fundingfor approximately $1.9m as
requested by the Auditgseneral was approveq
in the QAO Budgets from 2005 to 2009.

Permanent staff numbers in the PMSA Sectio
for the QAO have increased from 9 in 2008
to 18 at 30 June 2009.
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C.1.4: Audit Coverage

The QAO continue to addreasditee
concerns regarding the resolutioin
complex accounting and financial
reporting issues by continuing to
proactively work with auditees and
through education forums.

The PAC supports the QAO's
action in addressing this
recommendation

Supported recommendations,
and acknowledged the work

being undertaken by the QAO
to address the recommendatio

The QAO provides advice on complex
accounting and financial reporting issues both
on a sector wide basis and for individual clien
where necessary. The QAO works closely wit|
Treasury Department on significant financial
reporting issues affecting clients.

Advice on complex accounting and financial
reporting issues is provided through Reports t
Parliament, INFORM, better practice gesand
other guidance publications including checklis
as well as through client information sessions
and regional visits

The QAO has in place a numhr
communications strategies, which are addres:
in Section 12f this Report..

QAOQ continue to address through
education and communication, auditee
concerns about the perceived emphas
of the QAO on matters thought to be
immaterial in a financial sense oir
minor significance or beyond the scopg
of audit, eg. mattersf organisatioal

policy.

The PAC supports the QAO's
action in addressing this
recommendation

Supported recommendations,
and acknowledged the work

being undertaken by the QAO
to address the recommendatig

Noted that the QAO is
consulted by the Treasury
Department in thelevelopment
of new accounting and
financial reporting policies

The QAO has incorporated specific material g
the roleof the AuditorGeneral and concepts
including probity and propriety into publication
such as INFORM. The audit policy and
guidance matél concerning probity and
propriety issues was reviewed and incorporaty
in IPSAM, the audit methodology.

The QAO also has a policy on mattefs
significance for reporting to Parliament.
Training is provided to staff on identifying
mattersof significane.
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C.1.5: Commercial Audits

QAO develop in consultation with the
PAC, guidelines and principles to
govern the participation by the QAO in

- collegiate type activities with
other audit offices in Australia,
and

- aid programs for developing
countriesparticularly in the
South Pacific.

The QAO to advise the PAGS
any collegiate activities

Endorsed PAC position

The AuditorGeneral discussed the position wi
the former PAC and agreed to keep the PAC
(now the PAPWC) informedf any proposals
for the invdvementof QAO in aid programs.
The previous PAC agreed to-gning
involvement by the QAO in regular collegiate
activity through ACAG. Examplesf recent
activities include VAGO reviewsf QAO files.

QAO staff have been allowed to take
secondments on leawithout pay to work with
the Solomon Island Audit Office to improve thi
skills of their audit staff. QAO has also
supported staff from the Solomon Islands for
short temporary placements with the audit
teams.

The QAO is currently participating with the
ANAO in placing two officers from PNG on a
temporary basis as parttheir Twinning
Program in 2010. As paof other collegiate
activities, secondments to and from VAGO an
the QAO have also taken place with closer
working relationships between other Audi
Offices across Australia in key areas such as
human resources and practice management
systems.

The contract for the audif the Norfolk Island
Government concluded in 2005 and no
extension was sought by QAO.
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QAO ensure that participation has
demonstrable benefits for the QAO
and/or the State and that the core audi
program is not compromised as a resu

The QAO prepare, on a case
by-case basis, a detailed
business proposal to support i
participation in audit services
or aid programs outsid
Queensland. Each business
case should address the issug)
contained in the
Recommendation, and should
be the subjedaif consultation
with the PAC.

Endorsed PAC position

The AuditorGeneral discussed this activity wit|
the previous PAC and it was agrehdt this be
continued subject to periodic advice to the
PAPWCof any activity.

The QAO shares information through collegial
type activities such as benchmarking QAO
processes against other leading audit offices i
leveraging off work undertaken in othaffices

in emerging public sector areas.

C.2.1: TeamAsset

The QAO finalise as a mattef

urgency, a strategy to replace
TeamAsset, such strategy to include a
implementation program which would
ensure that the replacement platform i
in place before current licensing
arrangements and support for
TeamAsset ceases in 2007.

Supported

Endorsed P& position. The
QAO was provided with
additional funding over the twa
years 200405 and 200806 for
software upgrade and
replacement

TeamAsset was replaced by IPSAM, which w;
jointly developed by the QAO and the VAGO.
Version lof IPSAM was first used foaudits in
2005 06 audits. The initial product developme
was completed with Release 1.3 which was
provided to staff on 29 May 2006.

At this time, the product moved from the
development stage to a maintenance and
development stage. Release 2 was releiased
October 2006, with minor upgrades in 2007 al
2008.

Release 3 was implemented in October 2609
the 200910 audit year. Significant changes
have been made to the information systems
audit procedures in this release. IPSAM is
currently licensed by theaBmanian and ACT
Audit Offices and is being piloted by the SA al
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WA Auditor-General's Offices.

Given the importancef an appropriate
electronic platform to the core QAO
audit functions, regular progress report
be provided to the Parliament on this
matter.

Supported

Endorsed PAC position

Since the implementatioof IPSAM in 2005,

the QAO has had a stable electronic platf for
core audit functions. The Audit@eneral keeps
the Parliament informedf any issues relating tq
IPSAM through written and oral briefings to th
PAPWC.

C.2.3: Client Service Plans

The timetable for preparation and
agreement with auditees the Client
Service Plan be reviewed to address
concerns expressed by auditees that
generally this has been left too late for
them to give proper consideration to th
Plan.

The PAC noted that the QAO
was addressing this
recommendation to its
satisfaction

Supported recommendation,
and acknowledged work being
undertaken by the QAO to
address this recommendation

The QAO consults with clients in the
preparatiorof the client strategy. The client
strategy documents are communicated to clie
management and theudit Committee at the
earliest possible opportunity. The gayma
client strategy is reviewed and updated annug
as parbf the IPSAM update to ensure it best
reflects the current environment. The fiooma
client strategy is approved at least annulyl
the EMG. Some concerns were still raised by
audit cliens. These issues are addressed in
Section12 of this Report.
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The QAO increase its commitment to
programsof staff training and client
information to enhance relationships
with auditees.

The PACnoted that the QAO
was addressing this
recommendation to its
satisfaction

Supported recommendation,
and acknowledged work being
undertaken by the QAO to

address this recommendation

The QAO has increased its commitment to
programsof staff training and céint

information. Training and development issues
are addressed in Section 11 and client
communication in Section 1 this Report.

Responses to the QAO's client survey indicatg
that an averagef 93 per cenof financial and
compliance adit clients over the past three
yearsof the survey felt that QAO staff interacte
with their staff in a professional manner during
the conducbof the audit.

The Client Relationship Management Progran
includes initiatives for increased training in
clientrelationship management. Two client
Information sessions on current accounting a
auditing issues and d®MS auditgespectively
are held annually.

C.3.1: Use of Contractors

Auditees be consulted on the
appointment and the terro$
appointmenbf contractors proposed to
undertake their audit and QAO should
include in its management process
suitable steps to achieve this.

The PAC supported the QAQO's
actions in addressing this
recommendation

Supported

The QAO has implemented revised contractin
procedures, which include a process whereby
theaudit clientis contacted and comments abc
conflictsof interest and other matters obtained
and considered as paiftthe selectiorof the
audit contractor. This ensures thatit client
views are given approjate consideration beforq
the selectiomf the contract auditor is finalised.

However, all audits are the responsibitifythe
Auditor-General. Therefore, it is considered
necessary for the AuditgBeneral to retain the
capacity to control the appointmesfta contract
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auditor for any individual audit.

C.3.2: Internal Audit

Continue to address auditee concerns| The PAC supported the QAO'Y Supported The QAO tas mechanisms in place to

about internal audit through better actions in addressing this communicate issues with internal audit work ti

communicatiorof the difficulties being | recommendation clients/internal auditors. IPSAM has in place ¢

experienced in relying on the wook policy to provide guidance to QAO auditors in

internal audit. assessing the work internal audit and
providing feedback to clients. Intended reliang
on internal audit work is included in the client
strategy.
QAO engagement leaders and team leaders
include any issues regarding the effectiverodss
Audit Committees and internal audit units in
reports to the client.

Continue to encourage auditees to The PAC supported the QAO'Y Supported See previous comment

improve the qualityf internal audit. actions in addressing this

recommendation
Further develop staff exchange and The PAC supported the action| Supported From 2005 to 2009, 40 staff from the QAO

secondment programs with internal au
within auditee organisations.

of the QAO in addressing this
recommendation

participated in various
exchange/secondment/leave without pay
programs to undertake work in other
organisations. Of thesé,involved a placement
in internal audit.

Staff pressures in both the QAO and host
organisations affect the extent to which the
QAO can plan to involve greater numbefs
staff on secondments to internal audit units.
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C.3.4: RegionalPresence

The QAO examine its current approacl
to servicing auditees in regional and
remote areas with a view to developing
strategies to increase its presence in
these areas and thereby its active
involvement with regionally based
auditees. Sucktrategies should
incorporate more regional visits to
facilitate greater interaction with
individual auditees.

The PAC supported the action
of the QAO in addressing this
recommendation

Supported, subject to any
additional resource
implications being condered
as parbf the budget process

As the majorityof audits in regional and remotg
areas are medium to low risk audits with limite
financial resources, the QAO considers careft
the cost benefibf opportunities to engage thesi
clients and the effethat these opportunities
will have on audit fees. Most commonly used
tools are client feedback processes, attendan|
by senior staff aindustry and sector
conferencesaudit committee meetings, and
INFORM magazine. With the recent
appointmenbf a commurtgations officer,
QAQ's strategy in this area is being reviewed
identify further enhancements.

C.3.6: Audit Specialist Technical Skills

The QAO review current strategies for
meeting audit specialist technical skill
needs to ensure that it continues to be
able to access the necessary skills ang
expertise, particularly in the areé
information technology, treasury and
other systems.

The PAC supported the actions
of the QAO in addressing this
recommendation

Supported

The QAO has increased efforts in recent year
towards building the capacitf the specialist
groups, includind®MS auditsthe Information
Systems Audit Group and the Treasury Produ
Audit area.

C.4: The Role of the Public Accounts Committee and the Parliament

Acknowledging that this is ultimately a
matter for the Parliament and the PAC
we nevertheless recommend thateful
consideration be given to the
conclusions we have outlined.

Supported

Endorsed PAC position

Since the 2004 Review, the AuditGeneral
and the PAC (now the PAPWC) have continuy
to consult. We have made further
recommendations concerning consitatwith
the PAPWC. See Sectidb.
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D.1.4: Gender/Equity Issues

QAO review its current recruitment
strategies, including the usé
interchange arrangements, particularlyj
on a targeted basis, to ensure that the
current gender imbalance in senior
levelsof management continues to be
actively addressed.

The PAC supported the action
of the QAO in addressing this
recommendation, and noted
that the QAO had been active
in attempting to address these
issues.

Supported, and acknowledged
work being done to suppahe
Government's commitment to
equality and equity in the
workplace

The QAO has been progressing a nundser
initiatives in supporof this recommendation.
These initiatives are addressed in Sectionfll
this Report.

Continue to be proactive in fostering th
employmenbf underepresented groups
in the QAO to achieve outcomes
consistent with broad strategic
Government outcomes.

The PAC supported the action
of the QAO in addressing this
recommendation, and noted
that he QAO had been active
in attempting to address these
issues.

Supported, and acknowledged
work being done to support thq
Government's commitment to
equality and equity in the
workplace

The QAO completed a review and updatds
EEO Management Plan cousg the period 1
July 2005 to 30 June 2007 and presented the
plan to the Public Service Commissioner. The
plan provided strategies and actions covering
EEO target groups. Summary for the year 20(
12009 is provided in figure 18 page @frithe
QAO 2008 09 Annual report.

From1 July 2008, new legislation was
enacte@ublic Service Act 2008yvhich states
that there is no need for a EEO Plan, but
statistics would be still required and would ne
to be reported to the Public Service Commiss|
annually. Allagencies and departments may
also take local action regarding these target
groups as pauf their Workforce Plan and
relevant strategies.

The QAO has been progressing a nundfer
initiatives in relation to this recommendation.
These initiatives are addiged in Section 1df
this Report.
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D.2.1: Cost Recovery

The current fe@etermination process
incorporate a further elemeoift cost
recovery for training and development
needs.

The PAC supported the action
of the QAO in addressing this
recommendation

No objection, subject to any
change in the audit fee
calculation requiring the
approvalof the Treasurer

A fees and funding review was conducted in
2008 resulting in the Treasurer agreeing to
increase the basic fee rate by 10.8 per cent rg
than by thanflation rate. This included a
provision for the increasing cost staff training
and development. Issues related to training al
development are considered further in Sectior
11 of this Report.

There be no change to the current poli
of not charging for PMS audits.

Endorsed

Supported

It is QAO policy that no audit fee is charged f¢
PMS audits(No Audit Office in any jurisdiction
in Australia imposes an audit fee for
performanceelated audits.)

There be greater engagemehauditees
by the QAO in the fee determination
process to ensure that the fee charged
well-understood and accepted, and tha
opportunities are afforded to reduce th
fee in appropriate circumstances and t
be increased where circumstances
warrant.

The PAC supported the actions
of the QAO in addressing this
recommendation

Supported, and noted actions
being taken by the QAO to
ensure that the process is
effectively communicated and
understood

Audit fees are calculated from the numbér
audit hours spentna the basic hourly rates
approved annually by the Treasurer.
Engagement Leaders review the fee for the a
each year. An estimatd the audit fee is
provided to and discussed with the audit clien
when the client strategy is presented. Increas
in audt fees are discussed with the audit clien|
as these occur.

There remains some concerns fraudit cliens
about the fee setting process. These issues a
addressed further in Sectiorof/this Report.
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The QAO should continue to improve
time managemerand recording
processes for the audit task consistent
with best practice.

The PAC supported the action
of the QAO in addressing this
recommendation

Supported, and noted action
being taken by the QAO to
review its time recording
systems

eTrack (which reglced the ATOMS time
recording software) was implemented in
November 2007, and is designed to offer a
numberof features such as integrated staff tim
sheeting and invoicing, plannimg all staff
activities (including billable time), detailed
planningof each audit job and reportiraf staff
utilisation and availability.

There have been some problems in the
implementatiorof eTrack, which are addresse(
in Section 10f this Report.

D.2.2: Adequacy of Resources

The resources allocated to the PMS
auditfunction not be called upon to
undertake other tasks such as special
audits except in exceptional
circumstances.

Supported

Endorsed PAC position

Since January 2005, the numbéPMS

auditors has increased from 9 to 18. These
auditors are structured intedicated teams
assigned to complete and report on each PMS
Audit. Audits are completed and reports tablef
within an averagef 6.8 months (as at 30 June
2009). Any decisions to involve PMS audit stg
on activities outside their division are
undertaken ol caseby-case basis by the
Auditor-General with regard to the prioriof

the issues involved.

Consideration be given to additional
funding for training and development
funded by a small increase in audit fee
as discussed in section D.2.1.

The PAC supported the action
of the QAO in addressing this
recommendation

No objection, subject to any
change in the audit fee
calculation requiring the
approvalof the Treasurer

A fees and funding review was conducted in
2008 resulting in an increase in the basic fee |
of 10.8 per cent being approved by the Treasl
This included a provision for the increasing cq
of staff training and development. Issues relat
to trainingand development are considered

Pagel56



2010 Strategic Review of the Queensland Audit Off ice

2004 ReviewRecommendations

Public Accounts Committee
Position

Government Response

Current Status

further in Section 1bf this Report.

Additional funding be provided for PM§
audits, as discussed in section C.1.2.

Supported

Endorsed PAC position

Additional fundingof approximately $1.9m as
requested by the Auditgseneral has been
approved in QAO budgets from 2005 to 2009
cover inter alia increased PMS Audit activity.

D.3.1: Recruitment

QAO continue to ensure that current
selection criteria and processes,
particularly for senior positions, do not
discourage female applicants and
applicants who may not have recent
public sector auditing experience.

The PAC supported the action
of the QAO in addressing this
recommendation

Supported recommendation,
and suppded action being
taken by the QAO to address
this recommendation

The QAO advises that selection criteria for all
positions are reviewed and amended if neces|
prior to advertising to remove any unintended
bias. The criteria in place reflect an approgriai
balanceof personal and technical knowledge
skills and abilities for each position. The
majority of audit positions have only one
selection criteria relating to technical knowled|
and most positions do not require prior or
specific public sector knowlgg. A major
reviewof position descriptions was undertaker,
by Mercer (Aust) Pty Ltd in January 2008.

Gender and equity issues are addressed furth
in Section 11of this Report.

D.3.2: Training and Development

The levelof funding commitment to
training and development be increasec
to a minimumof 1.5%o0f the QAO
budget within three years to a lewdlat
least $400 000 per annum, funded as
proposed in section D.2.1.

The PAC supported the action
of the QAO in addressing this
recommendation

Supported recommendation,
and noted action being taken K
the QAO to address the
recommendation.

Expenditure charged to professional
development has fluctuated over the past five
years. By 200809, time spent omternal and
external courses including presentation and
development had increased to 15,395 hours,
equating to an estimated valog$1.167 million
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of expenditureBased on total expenditure
shown n the QAQO's 20089 Annual Report,
professional developméwas 2.9%of total
expenditure.

QAO reevaluate its participation
arrangements in regard to the Senior
Executive Service mobility program. If
necessary, it should adopt a broader
view of acceptable skills for those
coming into the QAO and a temporary
refocusof dutiesof particular positions
to increase the attractivenexdshe
arrangements.

The PAC supported the action
of the QAO in addressing this
recommendation

Supported

The QAO paitipated on the Mobility Program
at SO level from 2005 to 2008, with officers
coming into the QAO in 2005, 2006 and 2007
Structural rearrangements were put in place t
facilitate these placements.

Attempts to achieve involvement at the SES
level over thigperiod were not successful, but
the QAQ's participation widened the
appreciation amongst likely internal and
external participants and stakeholdefrthe
potential for mobility at the SES levels.

Also in 2006, an SES officer participated in a
one way iterchange with the Australian
Securities and Investment Commission. The
2009 Program was put on hold due to
Machineryof Government changes.
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The QAO develop a suitef protocols,
practices and procedures to encouragyg
and facilitate a greater levet
interchange between the QAO and the)
private sector to broaden work
experience and skill enhancement
opportunities, such arrangements to
incorporate a more targeted approach
recruiting suitable participants.

The PAC supported the action
of the QAO in adressing this
recommendation

Supported

The QAO advises that interchange arrangemg
with the private sector have proven difficult to
arrange in the past because general
reluctance from private sector firms to
participate. Alternative strategies héxeen
adopted including the interchangktwo senior
staff to the Australian Securities and Investme
Commission (ASIC) in 2006. This work
involved substantial interaction with the privaty
sector.

The QAQO's secondments policy addresses
protocols for secondments and interchanges.
During 2009, three staff from the private sectc
were employed on a temporary basis through
arrangements with a private sector firm. This
was made easier due to the genecainomic
conditions impacting on the private sector auc
firms.

D.3.4: Remuneration and Reward Structures

A more flexible remuneration structure
for the professional audit staff be
introduced which is based on
professional development, experience
competency and skill measured againg
appropriate benchmarks.

The PAC supported the action
of the QAO in addressing this
recommendation

No objection to the matter
being considered further, but
noted that there were
significant implementation
issues that wuld need to be
addressed in the development
of any revised remuneration
arrangements

The QAO commissioned a reviefithe
remuneration structure by an external consult
in 2006. The report highlighted the substantial
challenges and difficulties asso&dtwith
implementing a system outsidéthe core
public service arrangements. It was not
immediately apparent that the benefits would
outweigh the costs.

While the matter has continued to be considel
the QAO has taken other initiatsevithin the
current award and employment arrangements
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address a numbef the issues that prompted t
recommendation, including the developmeit
PASS

Remuneration issues are addressed further in
Section 11of this Report.

This matter be taken up with the Acting
Public Service Commissioner and the

Departmenbdf Industrial Relations as a
matterof priority.

The PAC supported the action
of the QAO in addressing this
recommendation

No objection to the matter
being further considered by thg
Departmenbdf Industrial
Relations and the Public
Service Commissioner

The QAO advises that, since 2005, there hav{
been a numbeaf discussions with the Public
Service Commissioner which indicatiédvould
be difficult to change QAOQO's current
remuneration structures. However, the concej
of a professional progression scheme was
suggested to improve the linkages between
experience, qualifications and remuneration.
This has led to the developmeritPASS.

Remuneration issues are addressed further in
Section 11of this Report.

E: Communication

The style and presentatiofreports to
Parliament be reviewed to ensure that
each report fully informs and that the
need for explanatory briefings to other
stakeholders, including the media, is n
required. To assist this process, the
Auditor-General should consider
publishing witheach report, a separate
short précis publication for broader
public consumption.

The PAC supported the action
of the QAO in addressing this
recommendation

Supported recommendation,
and noted action being taken K
the QAO to address the
recommendation

The QAO advises that the style and presentati
of reports is continually under review. A
particular focus has been the developnudat
more readable plain English style with less
jargon which is more succinct for readefs
QAO reports. A separate "execuigummary”
document has been included with all Auditor
General's Reports published since Report No|
for 2007 (November 2007).
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The AuditorGeneral develop in
consultation with the PAC on behailf
the Parliament, a sef protocols for
dealing with the media, particularly in
regard to reports to Parliament.

Not specifically addressed

Not specifically addressed

The AuditorGeneral discussed this matter witl
the former PAC and broad arrangements wery{
agreed (refer PAC Repdwn.69, June 2005).
All Reports to Parliament stand on their own
merits. The AuditoiGeneral does not normally
issue press releases regarding the relefase
Reports to Parliament.
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of general assistancas well aghe provisiorof separat@ffice space and computing
capabilityfor the Reviewto make our task easier, aredensure that we maintained our
independencéom our other commitments

Finally, we express our gratitude Jenny Gray for her patience, commitment and dedication
in typing, formatting angbrinting this Reporfor us.
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Premier of Queensland

Lxecutive Bullding
100 George Street Brisbane

P Box 15185 City East

For reply please quote: ES/MK — TF/10/3976 ~ DOC/10/19579 Queensland 4002 Australin
Telephone +61 7 3224 4500
Zmﬂ Facsimile +61 7 3221 3611
2 5 FEB Email ThePremisr@premiens, gid gov.au

Website www thepremier.qld gov.au

Mr Mark Gray and Mr Graham Carpenter

Strategic Reviewers of the Queensland Audit Office
C/- BDO Kendalls Corporate Finance (QLD) Ltd
Level 18, 300 Queen Street

BRISBANE QLD 4000

L‘ OWN /
/VVW
Dear Wd Mr Carp}él/

Thank you for your letter of 4 February 2010 in which you provide a copy of the
Proposed Report of the 2010 Strategic Review of the Queensland Audit Office (QAO),
in accordance with the Auditor-General Act 2009.

| offer the following comments on the content of the report.

Amendment of the Financial Accountability Act ropriate refer

v for money (Recommendation RN.3(i

In introducing the Financial Accountability Act 2009, the Government has taken a less
prescriptive approach to the former Financial Accountability and Audit Act 1977, relying
on subordinate legislation and policy documents to provide guidance to accountable
officers, including the Financial and Performance Management Standard 2009.

While | acknowledge your comments on this matter, it is my view that the
principles-based approach taken in the Financial Accountability Act 2009 has not
weakened the legislative position.

The explanatory notes accompanying the Financial Accountability Bill 2009 indicate that
the Act establishes the responsibilities of accountable officers and statutory bodies ...
every accountable officer and statutory body must ensure that the agency’s operations
are carried out efficiently, effectively and economically, which includes achieving value
for money in respect of delivering agency services and purchasing, developing or
augmenting assets of the department or statutory body.

The value for money concept is specifically attached in the Standard to ‘expense
management’, which is considered a broad term, encompassing expenditure with
respect to whole-of-life asset costs and the delivery of services.

Queensland
Government
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