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Introduction

I am pleased to transmit to each House of the Victorian Parliament the 2006-07 annual plan
for our Office. The plan outlines the proposed work program and resource requirements for
the coming year. It has been prepared in accordance with the provisions of section 7A of the
Audit Act 1994.

As required by the legislation, | submitted a draft of the plan to parliament’s Public
Accounts and Estimates Committee for its consideration. | subsequently met with the
committee to discuss its contents prior to finalising the plan.

Victoria’s Constitution Act 1975 provides that the Auditor-General is an independent officer
of parliament. The position, therefore, has a special relationship with parliament. The
statutory requirement to develop an annual plan and present the plan to parliament, after
consultation with the Public Accounts and Estimates Committee, reinforces this
relationship. The legislation also recognises that the independence and autonomy granted
to the Auditor-General by parliament should be accompanied by appropriate
accountabilities to parliament.

This document establishes the ex-ante element of that accountability relationship. The
Office’s annual report prepared at the end of each financial year completes this cycle by
providing information about the Office’s performance for the year against the annual plan.

QZ_/

JW CAMERON
Auditor-General

June 2006
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The outcome we seek

Provisions governing the appointment, independence and tenure of the Auditor-
General, as parliament’s independent auditor of Victorian public sector agencies,
are contained in the Constitution Act 1975. As an officer of parliament, the
Auditor-General fulfils an important constitutional safeguard with the legislative
mandate to assess the administrative and financial performance of public sector
agencies.

Under the Audit Act 1994, the Auditor-General, when examining the public sector,

focuses on:

e performance and accountability of public bodies

o efficiency, effectiveness and economy of service delivery

o compliance with legislation

e probity and financial prudence in the management or application of public
resources

e outcome of funding to third parties such as non-government organisations and
the private sector.

Within this setting, we express our corporate purpose as “Improving performance
and accountability in the Victorian public sector”.

In pursuit of this purpose, our key outcome is that “Parliament, executive
government and agencies have greater confidence in the performance and accountability of
public sector agencies”.

We plan to do this by:
e providing assurance on past events within the public sector

o furnishing constructive advice, guidance and suggestions for improving the
future performance of public sector agencies.

Ensuring an adequate balance between these ex-post and ex-ante functions is
becoming increasingly significant in our assurance role. It requires us to recognise
the marked changes that are occurring in the public sector in the way services are
delivered, continuing advances in knowledge and technology, and rising
parliamentary and community expectations about the integrity of governance
practices by agencies.

The 2 functions are not mutually exclusive. In combination, they maximise the
value of contributions made by an Auditor-General to uphold accountability and
advance the quality of management practices in the public sector.

Figure 1A shows how we link our corporate purpose and key outcome with our
key strategies (identified in our 2004-05 to 2006-07 corporate plan), our Office’s
outputs and products, and the requirements of the Auditor-General’s legislative
mandate.
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FIGURE 1A: OUR OUTCOMES, OUTPUTS, PRODUCTS AND SERVICES

Corporate purpose

Improving performance and

accountability in the Victorian public sector

Key outcome

|<

Parliament, executive government and agencies have greater confidence
in the accountability and performance of public sector agencies

Key strategies

|<

1

Output 1

Parliamentary
reports and
services

Improved reporting

Delivering an effective product mix
Shaping awareness and direction in the public sector
Working with agencies to optimise our effectiveness
Strengthening our business processes and organisational capability

|

Products/services

Performance audit
reports.

Reports on other audits
and investigations.
Report on the state's
finances.

Results of annual
financial statement
audits of public sector
agencies.

Responding to inquiries
from members of
parliament, government
agencies and the
public.

Assistance to
parliament.
Contributions to
enhancing
accountability.
Certification of warrants.

Audit Act objectives

To determine whether financial
statements are presented fairly.

To determine whether public
sector agencies are achieving
their objectives effectively, and
are doing so economically and
efficiently, and in compliance
with all relevant Acts.

To determine whether public
grants are used for the purposes
for which they are given, and are
applied economically, efficiently
and effectively.

]

Output 2

Audit reports
on financial
statements

]

Products/services

m Audit opinions on
financial statements and
performance statements
of public sector
agencies.

Audit opinion on the
state's annual financial
report.

Review of the
government's estimated
financial statements.
Certification of
Commonwealth
expenditure under
certain programs.

>

<

To determine whether there has
been anywaste of public
resources, or any lack of probity
or financial prudence.

N\

Reports to ministers.
Management letters to
audited agencies.

Audit strategies for next 3 years to meet Audit Act objectives
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Our outputs

1.2.1

Under Victoria’s output management system, the level of resources allocated to
the Office each year through the state’s annual budget process is determined on
the basis of outputs that we expect to deliver to contribute to the abovementioned
outcome. Within this framework, our outputs and underlying products and
services are identified under 2 headings, namely:

e parliamentary reports and services

¢ audit reports on financial statements.

A brief description of our activities within each area is presented in the following
paragraphs. More detailed information on the nature of our planned products
and services for 2006-07 is provided in Parts 2 and 3 of this annual plan.

Output 1: Parliamentary reports and services

Our various reporting products

Because parliament is our primary client, our reports must provide parliament
with competent and independent assurance on the adequacy of accountability
and resource management practices in the public sector. Throughout the course of
each year, we report to parliament on matters arising from:

e our program of performance audits, including follow-up of earlier
performance audit reports, addressing issues of effectiveness, efficiency and
economy in the management of public resources

e our analysis and examination of the state’s finances

o the results of annual financial statement audits of public sector agencies

¢ other audits and investigations on specific matters that we regard to be in the
public interest

e any investigations that are warranted following consideration of inquiries
directed to us by members of parliament, government agencies and the public.

It is through the above means that we directly inform parliament on the results of
our work.



6  Key outcome and outputs

1.2.2

The range of our other services

We complement our reporting products by providing a range of other services on

behalf of parliament. These services take the form of contributions towards

enhancing accountability and advancing the standard of resource management in

the public sector, and include:

e advice and assistance to parliament, including submissions to parliamentary
committees on matters relevant to their inquiries

e responding to inquiries from members of parliament, government agencies
and the public — some of which lead to the conduct of audits or investigations

e advice to central government and audited agencies in such areas as draft
legislation, financial management proposals and development of model
financial reporting frameworks suitable for particular sectors of government

e guidance to public sector agencies, arising from our audit work, on good
practice in specific areas of management, governance and accountability to
support their pursuit of improved future performance

e views to external bodies on emerging developments associated with the public
sector, including commentary on draft accounting and auditing
pronouncements

¢ liaison with international delegations and interstate organisations

o certification of warrants authorising the expenditure of public funds by
government.

As part of providing this range of services, we use the skills and experience
within our Office to proactively assist in bringing about sustainable improvement
in the management of public resources.

Output 2: Audit reports on financial statements

A core statutory responsibility of the Auditor-General is to undertake an annual
examination of the financial statements of departments and public bodies,
including municipal councils, and to express an audit opinion on the fair
presentation of those statements.

The main products from the exercise of this mandatory responsibility are the:

e expression of an audit opinion on the financial statements of public sector
agencies and on the government’s consolidated financial statements

¢ furnishing of an audit opinion on non-financial performance indicators
prepared by municipal councils and certain water bodies

e preparation of a short-form report on the government’s estimated financial
statements for inclusion in its annual budget papers presented to parliament

e reporting to portfolio ministers on the results of financial statement audits

e issue of management letters conveying the findings of audits to audited
agencies.
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Under the Financial Management Act 1994 responsible ministers are required to
furnish each year to parliament audited financial statements of agencies within
their portfolios. While our audit opinions expressed on financial statements are
issued in the first instance to ministers and audited agencies, their ultimate
purpose is to provide independent assurance to parliament on the quality and
reliability of financial data communicated by agencies in their annual reports.

Our strategic planning process

Our strategic audit planning activities are designed to maintain oversight of
public sector activities throughout the year, with particular attention to emerging
trends and directions, challenges and areas of potential risk.

Our environmental scanning processes require us to assess the:

e strategic influences or risks to the performance and accountability of the public

sector now or in the future
e action being taken by the public sector to mitigate those risks

e emerging issues for the public sector, including any anticipated changes in
service delivery methods into the future

e international and national trends in public sector practice
e results of current or previous audit work

e concerns raised by parliament, agencies and the community regarding the
performance of the public sector.

Our strategic audit planning processes are supplemented by consultation with 3
external advisory panels with expertise in the health, education and local
government sectors. The panels provide advice about key developments in these
sectors and offer constructive input to our planning work in these sectors.

Our strategic planning framework is depicted in Figure 1B.
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FIGURE 1B: OUR STRATEGIC PLANNING FRAMEWORK

Environmental scan
Confirm 3-year corporate goals and
strategic directions
,7 Develop strategies to achieve goals —|
Audit Management
interest interest
Finalise 3-year strategic audit plan for each Assess need to strengthen
sector of government organisational capability
. o Identify business
Apply key selection criteria improvement initiatives
Determine annual audit program Develop annual budget
Consultation with parliament's Public Accounts
and Estimates Committee on draft annual plan

v

Complete annual plan
Table annual plan in parliament

y

While the legislative responsibility of the Auditor-General to consult with the
Public Accounts and Estimates Committee on the draft annual plan ensures that
parliament has the opportunity to provide input into our planned work program,
the Audit Act 1994 provides for the Auditor-General to determine the annual
plan’s final composition.
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Strategic influences on public sector performance and
accountability

Our environmental scanning processes identify a number of strategic influences
that present challenges or risks to the performance and accountability of the
Victorian public sector, now and in the future. Risks and challenges are, by their
very nature, always present in one form or another. They do, however, change
over time. One of our challenges is to identify those changes and factor them into
our strategic audit planning processes.

While many of these strategic influences impact upon the public sector in a
variety of ways, we have grouped them under 3 broad headings:

¢ Challenges and risks to meeting community needs. This includes issues such
as the growth and ageing of the population; changes in urban and regional
areas; and higher expectations of government services especially for health,
education and public safety.

¢ Challenges and risks to public sector capability and resources. This includes
issues such as human resource capability; maintenance, replacement and
development of new infrastructure, and information and communication
technology; and sustainability of natural resources and the environment.

e Challenges and risks to sound economic, financial and performance
management, and accountability. This includes considering Commonwealth/
state funding arrangements; changing patterns in delivery of public services
through outsourcing and public-private partnerships; impact of the volatility
of investment markets on the state’s finances; and the quantum of public
indebtedness and government commitments, and assessing the financial
effects of any changes.

Figure 1C illustrates these influences.

9
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FIGURE 1C: STRATEGIC INFLUENCES ON THE PERFORMANCE AND
ACCOUNTABILITY OF THE VICTORIAN PUBLIC SECTOR

Challenges and risks
to public sector

;: capability and resources

Challenges and risks
to meeting

community needs g

Public sector
performance and
accountability

a

Challenges and risks
to sound economic, financial and
performance management,
and accountability

The analysis of strategic influences and potential risks to public sector
performance and accountability is an inherently complex process as there are
many inter-relationships between strategic influences and public sector programs.

For example, demographic changes within the population present a challenge to
meeting the needs of the community (increasing demand for a learning
community, and health and human services); a challenge to public sector
capability (appropriate public infrastructure to meet changing needs); and a
challenge to sound financial management (government expenditure growth has
been significantly influenced by wage growth).

Similarly, any one public sector program may be affected by several strategic
influences. A program that is challenged in meeting the needs of the ageing
population may also be challenged by constraints associated with
Commonwealth/state funding arrangements, and by challenges to its capacity
and capability because of ageing infrastructure or a shortage of staff with
appropriate skills.

As part of the strategic audit planning process, we identify the key challenges to
the public sector and prioritise areas of audit interest.
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Identification and prioritisation of areas of audit interest

As indicated previously, our strategic audit planning process seeks to identify key
challenges or risks and assess the extent to which these risks have been covered
either through a response by agencies to mitigate the risk or through other
initiatives.

Our strategic audit planning processes identify more areas of audit interest than
we are able to review in any given year, hence the development of a 3-year rolling

audit plan. We use selection criteria to prioritise the areas of audit interest to
guide the development of the annual plan.

The selection criteria used in prioritisation are:

e potential financial, environmental and social risks to the community
e high public interest and/or materiality of public resources

e potential for improved resource/financial management

e potential for enhanced accountability.

Part 2 of this annual plan presents the results of our strategic audit planning
process. It provides our assessment of the current strategic influences on the
performance and accountability of the Victorian public sector and areas of audit
interest that we consider a priority.

In addition to the areas of audit interest identified in Part 2, we will also
undertake audits or investigations in response to specific matters that are in the
public interest, as they arise during the year.







LR 2R JE JEE NN 2R 2R 2B 2K JNE 2NN 2NN 2N

2. Strategic
influences and
areas of major
audit interest

L2BE 2ER 2NN 2NN NN 2NE JNR 2NN 2N JNE 2NR 2NN N

13






2.1
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Strategic influences on the public sector and
our response

2.1.1

We follow a structured strategic planning process to enable us to effectively plan
audit coverage over a forward 3-year planning period, and to identify issues that
need to be addressed in our annual audit and assurance program. This process
was described in Part 1.3 of this annual plan.

This annual plan identifies our assessment of the key challenges and risks across
the public sector and the audit response that we will take to provide parliament
and the community with an independent assurance about the best and proper use
of public resources.

In this part of the annual plan, we show how our analysis of these key challenges
and risks has informed our assurance response, and our program of planned
audits for 2006-07.

Challenges and risks to meeting community needs

The Victorian Government is responsible for delivering, funding and regulating a
wide range of programs to meet community needs. The majority of these
programs are aimed at servicing the wellbeing of Victorians; fostering a skilled,
creative and learning community; and protecting the community. The services
made available to the public include health care, aged and home care, children’s
services, housing, education and training, transport, police and emergency
services, and justice services. Some of these services are also provided by the
private sector within a regulatory framework established by the government.

The most significant challenge now and in the longer-term for the public sector in
meeting community needs is the growth and ageing of the Victorian population.
Victoria currently has 5 million people and is projected to reach 6 million by 2026.
In 1971, around 8.5 per cent of the population were aged 65 or more, but by 2001
this figure had risen to 13 per cent and by 2031 is estimated to be 22.8 per cent.

These changes, particularly the ageing of the population, are well known and
action is already being taken by government to respond. Areas of major impact in
the public sector will include a greater need for health and community services
including care, treatment and prevention to meet the needs of older people; an
ongoing requirement for a knowledge society, particularly in relation to work
force participation and productivity; and a need for effective planning and
development of public infrastructure to meet future service requirements.
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Changes in the geographic distribution of the population are also taking place
with growth in outer urban, coastal and regional areas, and decline in some rural
areas. This has implications for planning of public sector infrastructure to meet
future needs, regional development and urban planning.

In addition to demographic changes, there are social trends that have implications
for public sector services. Agencies report an increase in people with complex
health and social needs, and a decline in traditional community support. With the
majority of services provided through de-institutionalised programs, there are
more people in the community with serious health or social welfare problems
including mental illness, substance abuse and homelessness. If services are not
delivered effectively to these people in need, then there can be a flow-on impact
on emergency services, voluntary community organisations and the justice
system.

Young people represent about one-fifth of the population, but the proportion is
declining as the population grows and ages. In a changing community and
technological environment, the challenge is to ensure that young people develop
life skills and knowledge to lead meaningful and productive lives. This has
implications for the education, health, justice and community services provided
to young people.

Overall, these demographic and social challenges are contributing to significant
increases in demand on the public sector to provide treatment, care,
accommodation, support and education particularly for the aged, disadvantaged
people and people with complex conditions or disabilities.

Community expectations are also changing and public services need to respond
to increased expectations for high quality, timely, accessible and connected
services in metropolitan, regional and local communities.

Advances in industry, science and technology also present a challenge to the
public sector in meeting community needs. The manufacturing and service
sectors depend upon a skilled, knowledgeable and trained work force. The
education and training sector needs to be responsive to changing requirements in
the community.

In response to these challenges, some agencies seek a more sustainable solution to
the pressures of increasing demand. They seek to lessen future demand by
understanding the causes of specific community needs and implementing
strategies to prevent those needs from arising. There is a growing body of
research about the economic and social value of preventative programs.

We have identified the following areas where we consider our independent
assurance role can provide best value in evaluating the performance of the public
sector’s response to the challenges of meeting community needs.
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Evaluating services for which there are high community
expectations of government services

School performance - Student learning outcomes

Victorians understand that student achievement, school performance, self-esteem
and adult life chances are all linked. Increasingly, parents expect that schools will
assist children and young people to develop the skills, knowledge and personal
gualities to lead happy and productive lives.

The Blueprint for Government Schools initiative released in November 2003 includes
a major focus on school improvement as one of its key strategies. The school
review and accountability program designed to drive school improvement was
introduced by the Department of Education and Training in 1996. There is now
substantial data available on which to evaluate the performance of government
schools as measured by student learning outcomes.

Diagnostic reviews are undertaken where student outcomes and other indicators
fall below expected levels. These reviews are conducted by skilled independent
reviewers engaged by the department, and are designed to identify the
underlying causal factors that affect performance and recommend improvement
strategies. It is timely to examine trends in school performance and assess the
adequacy of the measures being taken to identify and support schools where
performance is poor.

Learning technologies in government schools

The importance of learning technology is recognised in the National Goals for
Schooling in the Twenty-first Century that indicated that when students leave school
they should be “confident, creative and productive users of new technologies,
particularly information and communication technology and understand the
impact of those technologies on society”.

Since 1998-99, successive Victorian Government budgets have provided
additional funding totalling $204 million for initiatives to support the use of
learning technologies in Victorian government schools. Initially aimed at
increasing student-to-computer ratios in government schools, subsequent
initiatives have focused on using learning technologies in the curriculum,
providing technical support to schools, providing notebook computers for
teachers and principals, and enhancing associated infrastructure and support.
Although considerable funding for learning technologies is provided by the
Victorian Government, schools report the need to utilise locally-raised funds to
meet costs associated with maintaining and updating such programs and
infrastructure.
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Given the significance of computerisation in the educational context, we propose
to examine the availability and utilisation of computer resources dedicated to
student education in government schools.

Evaluating services for which there is increasing or changing
need

Access to public hospitals - In-patient flow and bed management

With the growth and ageing of the population, demand for acute hospital services
has continued to increase in recent years. Public expectations about the quality,
availability and timeliness of public hospital services continue to be high.

Our 2 recent performance audit reports Managing emergency demand in public
hospitals, tabled in May 2004, and Access to specialist medical outpatient care, tabled
in June 2006, have focused on the factors that affect access to public hospital
services for emergency and ambulatory patients. Our audit of emergency services
identified the management of patient flow and in-patient beds as key factors
impacting upon the admission of patients.

In order to adequately manage elective surgery workloads and demand for
emergency services, new ways of managing admissions, hospital beds, patient
flow and patient discharges are being developed and evaluated in Australia and
around the world. Some Victorian public hospitals have recently undertaken
initiatives in this area.

Based on the results outlined in our May 2004 report and the initiatives being
introduced in some public hospitals associated with in-patient admission, patient
flow and bed management practices, we consider that it is timely for audit work
to be undertaken in this area.

Housing and accommodation support services for people with a disability

The Department of Human Services provides a range of housing and
accommodation support services for people with disabilities. With the growth in
the population and the ageing of carers of people with a disability, the number of
disabled people who need housing and accommodation support services is
increasing.

The Victorian State Disability Plan 2002-2012 identified the need to provide options
to enable people with a disability to be able to exercise more choice, and to be able
to live independently in the community, if they choose to do so. A number of
housing and accommodation support initiatives have been introduced by the
department, under this plan, which involve the public sector and community-
based organisations.
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This audit will focus on the department’s housing and accommodation support
programs for people with a disability and its strategies to address the demand for
those services.

Evaluating strategies to act sooner in order to prevent or
minimise harm and improve health and wellbeing

Services to young offenders

An effective juvenile justice system must provide an adequate response to young
people’s needs and aim to reduce the number of young offenders. Victoria’s
Juvenile Justice Reform Strategy, released in late 2000, has a 3-pronged focus on
prevention, early intervention and graduated sanctions within a continuum of
services that aim to develop the life skills of young offenders, support their
rehabilitation and link them into their communities.

Victoria has a “dual track” system in which young offenders may receive services
in the juvenile justice system managed by the Department of Human Services or
in the adult correctional system managed by the Department of Justice. A range of
court-based diversionary programs aimed at breaking the cycle of re-offending
are available in the adult court system for young offenders aged 18 to 20 at the
time of sentencing and in the Children’s Court.

In recent years, there have been serious operational incidents reported in juvenile
justice centres and a number of independent reviews have been conducted to
investigate these matters.

Programs made available to young offenders need to be provided in a timely and
effective way to improve young people’s wellbeing, maintain community security
and reduce future demand on the police, the court and prison systems, and
welfare sectors. We consider it is timely to examine aspects of these programs.

Challenges and risks to public sector capability and
resources

The quality of human resources, infrastructure, and information and
communication technology deployed and utilised by the public sector is critical to
the success of government programs and services in meeting the needs of the
Victorian community and economy. This is true in all areas of government activity
including health, education, transport and justice.

The public sector also has a key role to play in the protection of our environment
and natural resources, and the physical and cultural amenity of local
communities, while responding to increased development and economic growth.
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The availability of an appropriately skilled, motivated and performing work force
which is effectively deployed is critical to ensuring that the public sector is able to
deliver high quality and responsive services into the future.

The work force represents a key resource of the public sector, with annual
employee-related expenditure by the state (excluding local government) totalling
around $12 000 million, or 37 per cent of total state expenditure.

The ageing of the population, together with advances in science and technology,
present the public sector with key challenges to maintain the capacity and
capability of its work force. These challenges include ensuring the adequacy of
program, project and contract management skills, and addressing skill shortages
and limitations in certain sectors and geographic areas. Failure to adequately
address these challenges will compromise the ability of the public sector to
deliver programs and projects effectively and efficiently.

Information and communication technology (ICT), and its effective use, is integral
to the operation and success of most public sector agencies in pursuing their
objectives. Advances in ICT in the wider economy have implications and create
risks for the public sector.

For instance:
¢ traditional infrastructure may not be suitable for future use

e security risks may arise from the use of information technologies and through
the introduction of new systems

e |CT systems or projects may fail to deliver expected outcomes
e appropriate ICT skills and resources may not be available

e malicious software (e.g. viruses, spam and spyware) may threaten the integrity
of agency systems and networks.

The public sector needs a strategic and planned response to advances in ICT. Such
an approach needs to ensure that service delivery to the community and
integration of systems across government are primary drivers when considering
investments in enhancing the public sector’s existing technology, or projects
involving the replacement of ICT systems and infrastructure. The government has
established the positions of Chief Information Officer and Chief Technical Officer
to drive public sector investment in ICT.

A key challenge faced by the public sector is to ensure that new or replacement
ICT projects are delivered on time and on budget as delays in accessing new
equipment and ICT infrastructure may result in less effective public services.

The quality of life of any community is largely dependent on the quality of basic
infrastructure such as water supply, sewers, roads, public transport systems,
schools, hospitals, public buildings, parks and recreational facilities. This basic
infrastructure is also critical to the growth and efficiency of the economy.
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Our past audit coverage suggests that substantial issues remain in relation to
ageing infrastructure and its maintenance and replacement. There is currently a
backlog of economic and social infrastructure projects that is gradually being
addressed. The government has announced that it plans to spend around

$10 000 million on capital investments over the next 4 years.

Ageing public infrastructure presents the public sector with risks and challenges
around the planning, funding and delivery of investments in maintaining,
renewing and replacing infrastructure. Key challenges facing the public sector
include:

e ensuring that ageing public infrastructure is “fit for purpose” and capable of
meeting community needs now and in the future. Advances in science and
technology, and changes in the profile and needs of the community may also
mean that traditional infrastructure is not suitable for future methods of
service delivery

¢ identifying and planning required maintenance activities together with new
and replacement projects which will ensure the ongoing capacity of the state’s
infrastructure to facilitate and cope with growth in economic activity and the
population

e delivering infrastructure projects on time and on budget, while ensuring that
proper tendering and contract management practices are applied. Delays in
providing access to new infrastructure and equipment can lead to less effective
public services

e addressing risks to service delivery and financial performance arising from
infrastructure maintenance and replacement backlogs. Higher recurrent costs
are incurred in maintaining aged and inadequately maintained equipment and
infrastructure

e selecting and justifying, from a cost-benefit and probity perspective, the
method of acquiring or accessing infrastructure and associated service delivery
(including lease, public-private partnerships and debt financing)

e protecting and maintaining the state’s heritage and cultural collections while
making the collections accessible to the community.

In response to these challenges, the government has progressively introduced a
number of initiatives aimed at improving the planning and delivery of
infrastructure projects.

Changes in the geographic distribution of the population taking place in outer
urban, coastal and regional areas have implications for the state’s urban planning
system and for the planning of public infrastructure and regional development.
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Sustainability issues relating to natural resources, waste disposal, pollution,
climatic changes and energy mean that there is a need to balance the desire to
facilitate increased development, economic growth, and higher standards of
living with the protection of the environment and natural resources, and the
physical and cultural amenity of local communities.

As indicated earlier, the public sector has a key role to play in the protection of
our environment and natural resources. This role is played out in terms of the
public sector’s own activities and the impact of its policies and regulatory
activities on the wider community.

We have identified the following areas where we consider our independent
assurance role can provide best value in evaluating the performance of the public
sector’s response to the challenges and risks to public sector capability, assets and
resources.

Assessing the effectiveness of public sector asset investment and
management

Information and communication technology

All public sector agencies face the challenge of ensuring that information and
communication technology (ICT) is utilised effectively in undertaking their
functions.

We have conducted a broad range of audits on ICT aimed at addressing key
associated risk areas. Consistent with our strategies in previous years, we will
continue to:

e conduct detailed examinations of specific ICT projects which go across
government such as Project Rosetta (a project designed to provide a secure
whole-of-government electronic directory service within agencies), and key
projects within specific agencies such as HealthSMART (a project designed to
provide information systems for health care services)

e examine how specific areas of the public sector respond to advances in ICT
relating to service delivery and communication, such as wireless networking

e assess the impact of ICT as part of the conduct of major performance audits,
and where the impact is significant, conduct audits over relevant systems,
processes and data

e examine agency ICT systems that produce annual financial reporting
information, including those contracted or outsourced to third party suppliers

o utilise computerised audit techniques to analyse agency financial data.

Our 2006-07 work program will also focus on the following major audits.
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Integrity and protection of data in selected information technology
systems

Information and communication technology is integral to the operations of most
public sector agencies. Advances in ICT have implications and create potential
security risks for the public sector. Given the level of information held by
government agencies about members of the public, risks to privacy and
confidentiality of personal information may arise if there is a lack of appropriate
controls around the operation of public sector ICT systems.

The audit will assess, in relation to selected ICT systems, the adequacy of controls
in place over the integrity and protection of data.

Physical infrastructure

Over the years, we have continued to examine and report on capital infrastructure
projects with a particular emphasis on the probity of tendering arrangements and
the extent to which projects are delivered on time and on budget. We have also
reported on the results of our examinations of infrastructure, and associated
management practices, covering the quality of asset management systems,
maintenance practices and infrastructure restoration programs.

We will continue to examine projects which impact on the maintenance, renewal
and replacement of infrastructure that are important to the delivery of services to
the community, and the adequacy of the response by agencies to ageing
infrastructure.

Our 2006-07 work program will include examinations of significant projects (such
as regional fast rail, the Melbourne Convention Centre development, the
Wimmera Mallee pipeline project and the deepening of shipping channels in Port
Phillip Bay).

Our focus on specific projects will be complemented by the following audits.

Tendering and contract management practices in local government

Tendering and contract management practices are central to the delivery of many
services and projects in the local government sector. High standard tendering and
contract management practices are critical to ensuring council objectives are
achieved in a manner which delivers value-for-money to ratepayers.

Poorly managed tendering and contract management practices can impact
adversely on the reputation of local government agencies and the cost and quality
of infrastructure, facilities and services delivered to the community.

Tendering practices employed by local governments need to be compliant with
relevant legislative requirements and should also be consistent with better
practice.



24

Strategic influences and areas of major audit interest

Our 2005-06 work program included an audit on tendering and contract
management practices in government departments. In 2006-07, we will leverage
off that audit work and examine the adequacy of tendering and contract
management practices in selected councils.

Maintaining the state’s regional arterial road network

VicRoads is responsible for the management and maintenance of Victoria’s
arterial road network (22 000 kilometres of roads, valued at approximately
$16 800 million).

This network provides the state’s principal routes for private and commercial
travel and on-road public transport. The effective development and maintenance
of the network contributes to the community by increasing safety and reducing
travel times, fuel usage and pollution.

Almost 19 000 kilometres of the arterial road network is located in regional
Victoria. To achieve its objectives associated with regional road network
maintenance, VicRoads needs mechanisms which enable it to monitor road
condition, identify and prioritise required maintenance interventions, and
efficiently and effectively manage the delivery of its maintenance activities.

Parliament’s Road Safety Committee’s May 2005 report Inquiry into the Country
Road Toll raised a number of issues and recommendations of relevance to
VicRoads’ management of the regional arterial road network.

The audit will focus on how well the state’s regional arterial road infrastructure is
maintained to meet safety and amenity standards.

Maintenance and replacement of water infrastructure

Around 450 000 million litres of water a year are delivered through a network of
treatment plants, pumping stations and 20 000 kilometres of pipelines in
Melbourne’s metropolitan area.

As the metropolitan water wholesaler, Melbourne Water is responsible for the
large delivery pipelines, 20 pumping stations and about 25 water treatment
plants. The 3 water retailers, City West Water, South East Water and Yarra Valley
Water are responsible for maintaining the smaller branch pipelines and some
150 pumping stations.

With some $21 400 million worth of assets, and capital expenditure of several
hundred million dollars each year, the challenge for the water sector is to avoid
unplanned service interruptions and threats to water quality.

The audit will examine whether Melbourne’s metropolitan water infrastructure
assets are adequately maintained to meet service reliability and quality standards.
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Assessing the effectiveness of public sector response to
environmental risks

Environmental management in Victorian parks

Victoria has more than 4 million hectares covering 14 per cent of the state in
wilderness, national, state or regional parklands and reserve areas. Victoria's park
system includes some 20 000 built assets such as roads, walking tracks, lookouts,
and picnic and other visitor facilities at approximately 1 450 sites across the state.

The most significant parks and reserves in Victoria are governed under the
National Parks Act 1974 and managed by Parks Victoria. The objectives of the Act
focus on the protection, preservation and study of park environments. The Act
also encourages appropriate visitor activities and requires each national park to
be managed according to a management plan development by the government
after public consultation.

Most of the parklands and reserves have been established in the past 30 years and
the majority are affected by previous land uses such as forestry, grazing, mining
and agriculture, which have modified the natural ecosystems.

An ongoing challenge is the control of animal pests and weeds in our parks and
reserves. The 2005-06 state budget provided an additional $102 million over

6 years to improve the management of this important state asset. The audit will
focus on the management of animal pests and weeds in Victoria's parks.

Biosecurity - Adequacy of primary industry and health planning

Victoria has an exceptional global reputation for its safe “clean” food, which has
played an important role in the profitable growth of jobs, investments and exports
for the state's agricultural production. The ability to effectively monitor, detect,
and respond to animal and plant pest and disease threats has been central to
securing this position, giving consumers assurance and confidence in the food
they eat. As a result of outbreaks overseas in recent years, there is now an
increased need to be vigilant in tackling the risks posed by diseases such as foot
and mouth disease, mad cow disease and, more recently, avian influenza.

In June 2004, the Department of Primary Industries formed a new business group
called "Biosecurity Victoria" to further enhance Victoria's ability to effectively
respond to pest and disease incidents that are likely to affect our primary
industries. Government allocated $6 million to establish a national biosecurity
centre in Victoria plus an additional $8.4 million over 4 years to employ
regionally-based officers.

We consider it is timely to examine primary industry planning for responding to
animal diseases. Due to the potential implications of animal diseases on the
community, health service planning to respond to such incidents would also be
examined.
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2.1.3

Assessing the effectiveness of the public sector in protecting
communities, natural resources and the environment while
responding to developmental needs

Urban planning

An effective land-use planning system is needed to protect the physical and
cultural amenity of communities, natural resources and the environment while
responding to developmental needs. Mounting pressure has been placed on the
planning approval process by a persistently strong property market and new
strategic land-use planning initiatives such as Melbourne 2030. These planning
initiatives have created new demands for housing strategies, growth area plans,
activity centre plans and rural strategies which add to the pressures placed on the
tools and available resources of the planning system.

Delays in responses to planning applications lodged with local councils have been
caused, in part, by the continued high levels of building activity. In addition, the
number of applications received by the Victorian Civil and Administrative
Tribunal regarding council planning decisions has increased over recent years
from around 3 000 in 1999-2000 to around 3 500 in 2004-05.

In recent years, the government has commissioned a number of reviews of the
planning system with a view to improving the efficiency of the planning
approvals system. This audit will focus on the development of, and compliance
with, the relevant urban land-use planning requirements and will include work at
both the state and local government levels.

Challenges and risks to sound economic, financial
and performance management, and accountability

Members of the community expect the government to use public money
prudently, and to exercise due process and propriety in its spending. Setting
objectives, keeping track of what it has done and the results it has accomplished,
and informing parliament are the building blocks of good governance and
accountability.

Good governance in the public sector extends beyond sound financial
management, although a strong and secure financial base provides an essential
foundation to long-term economic, social and environmental wellbeing. It also
includes transparency of decision-making, probity and integrity of decisions and
actions of government, and effective risk management.
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Strong management accountability requires, among other things, information on
what is being spent to achieve specific objectives; information on what has been
accomplished; and reporting of that information by departments and agencies,
and to parliament. Robust performance information is a primary means of
providing assurance to parliament and the public that the government’s objectives
are being met.

The performance information in annual reports of agencies includes the audited
financial statements and performance indicators. The adoption of International
Accounting Standards, and proposals to converge Generally Accepted
Accounting Principals (known as GAAP) with Government Finance Statistics
(known as GFS) will have wide-ranging implications for reporting by public
sector agencies, and for whole-of-government reporting in the 2006-07 reporting
period.

The development of performance indicators that link resource allocation to
agency objectives and to government outcomes is of high importance. While
performance indicators are included in agency annual reports, progress remains
slow in requiring agencies to include audited performance statements in such
reports. Municipal councils and water bodies are the only agencies currently
required to submit their performance statements for audit examination, although
TAFE institutes have agreed to develop common performance indicators which
will be subject to audit in the 2006 reporting period.

Public services are now much more complex, both in their nature and in their
organisation. Over the last decade, there have been significant changes to the way
government conducts its activities and provides services. These changes include
privatisation of government activities, the use of public-private partnerships,
outsourcing, alliances and franchising, and the joining-up of programs across
government. The state’s operating and lease commitments, including those for
public-private partnership arrangements and outsourcing arrangements, total
around $14 600 million.

The changes to the way the government operates has given rise to additional
challenges and demands for public accountability and transparency, because new
approaches to funding and delivery of government programs require fresh
thinking about performance and risk management, and public accountability. As
a result, there is increased dependency upon sound contract management and
performance review. There is also a need for effective regulation and risk
management to ensure continuity and cost-effectiveness of services.
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The government has moved to strengthen governance arrangements across the
public sector. The Public Administration Act 2004, among other things, outlines
public sector values and employment principles, and established the State
Services Authority. The authority has a brief to ensure that the principles of merit
and equity are strengthened to foster improvements to service delivery and work
force development, and promote high standards of governance, accountability
and performance for agencies.

A number of factors impact on the state’s financial position. These include the
level and conditions attached to Commonwealth/state funding arrangements, the
effectiveness of the processes for the collection of taxes and charges, and the
management of government programs and projects.

The state’s current financial position is sound, but continues to be significantly
impacted by the growth in state spending, and external factors including the
performance of equity markets.

Since 1999-2000, revenue has grown on average by a rate of 6.1 per cent a year
and expenditure has increased on average by a rate of 4.7 per cent a year. Revenue
growth has been significantly influenced by the performance of the state and
Australian economy, and domestic and international equity markets. Expenditure
growth has been significantly influenced by wages growth, and over the past 2
financial years the impact of the performance of equity markets has reduced
superannuation expenses.

The state’s liabilities, including interest-bearing liabilities, outstanding insurance
liabilities and unfunded superannuation, total around $48 100 million. As
government revenues are required to service these liabilities and off-balance sheet
financing obligations, it is important that they are effectively managed.

One of the government’s key priorities is promoting economic growth and
development across the state. One of the strategies employed by the government
in seeking to achieve this priority is the provision of financial assistance to
industry and major events. A key challenge is to ensure that the provision of such
assistance is based on a comprehensive assessment of the relevant economic,
social and environmental impacts.

Following consideration of the challenges and risks to sound economic, financial
and performance management and accountability outlined above, we have
identified the following areas where we consider our independent assurance role
can provide best value in evaluating the public sector’s response to these
challenges and risks.
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Evaluating programs that stimulate economic growth

Primary industry research

Agricultural research has the potential to generate significant benefits for
Victoria’s agricultural industry. A key challenge for the public sector is to ensure
that agricultural research services are delivered in a cost-effective manner.

Around $120 million is provided each year for agricultural research services.
These services are primarily provided by the Department of Primary Industries’
19 research centres. These centres cover a broad range of areas from sustainable
production systems, pastures and crops, fisheries, pest control and food
processing, to forest use and conservation.

Our 2004-05 annual plan identified our interest in primary industry research. We
consider that this is still a matter requiring an assurance response and have
carried forward this area of interest into our 2006-07 work program.

Ensuring sound management and accountability in the public
sector

Accountability is integral to the performance of public agencies. The community
and parliament both expect that agencies will have in place robust governance
arrangements and management processes that ensure that their functions are
carried out efficiently and effectively.

As part of our ongoing financial audit process we will continue to examine
agencies and provide comment where necessary about the adequacy of their
governance and financial management processes. We plan to examine aspects
associated with the administration of courts.

Administration of courts

Victoria’s court system includes the Supreme Court, County Court, Magistrates
Court (including Children’s Court and the Coroner’s Court) and the Victorian
Civil and Administration Tribunal (VCAT).

Court administration agencies provide a range of services integral to the effective

performance of the judicial system. The primary functions of court administration

agencies are to:

e manage court facilities and staff, including buildings, court security and
ancillary services such as registries, libraries and transcription services

e provide case management services, including client information, scheduling
and case flow management

e enforce court orders through the Sheriff’s Office or a similar mechanism.
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In 1996, the Solicitor-General advised that the Auditor-General had no jurisdiction
to undertake performance audits in relation to any functions of Victorian courts.
As a result, there has been no scrutiny by our Office of the efficiency of
management of public funds in non-judicial activities in courts since that time.

A protocol has now been developed and endorsed by Victoria’s courts to enable
our Office to undertake audits of the administration of the non-judicial functions
of courts. During 2006-07, we propose to examine the efficiency and effectiveness
of the administration of selected courts.

Victorian WorkCover Authority - Claims management

As government moves more and more to delivery of services by arms-length
entities, it is essential that it does so with provisions for sound control and
accountability.

The Victorian WorkCover Authority, as the manager of Victoria’s workplace safety
system, has 3 main areas of responsibility: prevention, compensation and
rehabilitation. One of the key areas of focus of the authority has been the
development and implementation of a more effective claims management model.
At 30 June 2005, insurance claims liabilities managed by the authority totalled
around $7 250 million.

Our November 2001 report Management of claims by the Victorian WorkCover

Authority identified a need to:

e address several issues associated with the new claims management model

o closely monitor the impact of strategies aimed at improving the management
of common law claims

o determine the future strategic direction of the authority’s coordinated care
program.

We propose to examine the efficiency and effectiveness of the claims management
system. We have carried forward this area of interest into our 2006-07 work
program.

Records management in the public sector

Significant risks exist if public sector agencies do not establish and implement
sound policies and practices for the creation, maintenance and security of public
records. The pervasive use of information technology in public administration
means that public sector agencies need to ensure the proper capture and retention
of electronic records to meet their obligations under the Public Records Act 1973.

The audit will assess, in selected areas of the public sector, whether effective
records management processes are in place to capture and retain public records.
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Systems and processes

Accountable officers in the public sector are responsible for maintaining proper
accounts and records. Management is responsible for establishing a robust
internal control framework with cohesive policies, processes and procedures that
ensure risks are well-managed and business objectives are met in an effective,
efficient and ethical manner. We will continue to maintain our focus on elements
of public sector agencies’ core business operations. During the coming year, we
will examine the systems and processes in place to effectively manage specific-
purpose funds across selected public sector agencies.

Compliance with legislation

It is the responsibility of public sector agencies to have policies, procedures and
guidelines to comply with legislation. This year, we will examine agencies’
compliance with conditions attaching to the provision of specific-purpose funds.

Performance information

We continue to encourage the enhancement and publication of audited
performance indicators, in cooperation with agencies, and provide value-adding
feedback.

Probity, fraud and waste

The Audit Act 1994 provides that we have regard to whether there has been any
wastage of public resources, or any lack of probity or financial prudence in the
management or application of public resources.

As part of our ongoing financial audit process, we will continue to review agency
transactions from this perspective.
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2.2

Areas of major audit interest for 2006-07

As a result of our assessment of the key challenges and risks to public sector
performance and accountability, we have identified several areas of major audit
interest. These include some areas of interest carried forward from the previous
planning cycle that either remain under consideration or work is in progress.

Areas of interest carried forward from 2005-06 annual plan
e Victorian WorkCover Authority - Claims management
e Primary industry research.

New areas of interest for 2006-07

e School performance — Student learning outcomes

e Learning technologies in government schools

e Access to public hospitals - In-patient flow and bed management

e Housing and accommodation support services for people with a disability
e Services to young offenders

e Integrity and protection of data in selected information technology systems
e Tendering and contract management practices in local government

e Maintaining the state’s regional arterial road network

e Maintenance and replacement of water infrastructure

e Environmental management in Victorian parks

e Biosecurity — Adequacy of primary industry and health planning

e Urban planning

e Administration of courts

e Records management in the public sector.

Based on available resources, 12 reports on the results of major audits (including

those relating to performance audits) are planned to be completed during the
coming year — with the selection of audits to be undertaken based on assessed
priority closer to the time when audits are due to commence.

An area of interest identified in the 2005-06 audit program, namely, leasing of
assets in selected agencies, will not proceed in the current year as a range of
actions have commenced in this area. We will monitor this area and will
reconsider it when determining future audit programs.

Major audits undertaken in 2004-05 and 2005-06, and audits identified for
consideration in 2006-07 are presented in Appendix 1 of this annual plan.
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3.1 Introduction

A program of products and services has been developed in response to the key
strategic influences that may impact on public sector performance and
accountability as outlined in this section.

The products and services included in our work program for 2006-07 are funded
through 2 output groups, namely:

e parliamentary reports and services (output 1)
e audit reports on financial statements (output 2).

3.2 Output 1: Parliamentary reports and services

As mentioned in Part 1.2.1, we report to parliament on matters arising from our
program of performance audits, our analysis of the state’s finances, the results of
annual financial statement audits of public sector agencies, and other audits and
investigations that we regard to be in the public interest.

In addition, we provide a range of services that complement our parliamentary
reporting products. These services include the provision of advice and
commentary on contemporary issues to key parties, such as parliamentary
committees, central government and peak professional bodies involved in
promoting accountability and advancing the quality of resource management in
the public sector.

3.2.1 Parliamentary reports

Drawing on our strategic directions of improved reporting and delivering an effective
product mix outlined in our 2004-05 to 2006-07 corporate plan, our work program
aims to provide assessments to parliament, over time, of the performance of
public sector agencies. Our goal is to deliver high-quality, independent audit
reports that advise parliament on accountability issues and the management of
public resources, and support the application of best practice by agencies within
the Victorian public sector.

We expect to table 16 reports in parliament in 2006-07, encompassing the results
of:

e 12 major audits, including performance audits and significant investigations
e our examination of the state’s finances
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¢ financial statement audits for departments and most public bodies that report
as at June 2006, and mainly educational bodies that report as at December 2006
(2 reports). These reports will also include the outcome of a range of other
audits and investigations on matters of sufficient significance to warrant
examination on behalf of parliament

e our review of compliance with legislation, governance issues and controls over
core systems and processes.

Reports on the results of major audits

As outlined in Part 2 of this annual plan, we have identified a number of areas for
consideration as potential major audits in 2006-07. Details of the areas of audit
interest are presented in Part 2.2. Based on available resources, 12 reports
outlining the results of major audits, including performance audits and significant
investigations, are planned to be completed during the coming year.

Other audit activity to be conducted by our Office during 2006-07 will focus on
specific issues that are in the public interest identified through our strategic audit
planning process. Potential areas for examination are also identified throughout
the year from inquiries directed to our Office by members of parliament and the
public. We will also undertake follow-ups on selected audits previously reported
to parliament and outline the status of matters raised in those reports.

The audits may include coverage of a number of government programs and
administrative processes, including major information and communication
technology projects and major capital expenditure projects.

The final selection of areas for examination will be influenced by developments
and issues identified throughout the period covered by this annual plan.

Report on the state’s finances

This report will provide an independent assessment of the state’s finances for
2005-06 and will address issues of significance arising from:

¢ the annual audit of the whole-of-government financial statements

e emerging trends and developments impacting on the state’s financial
performance and position

e major activities of the state, including infrastructure developments and
financing arrangements.

The report will be presented to parliament during the latter half of 2006 and as
close as practicable to the tabling of the government’s Annual Financial Report.
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3.2.2 Other services provided in parliament’s interest

In line with our strategic directions of working with agencies to optimise our
effectiveness and shaping awareness and direction in the public sector identified in our
2004-05 to 2006-07 corporate plan, we will continue to focus our leadership role in
the coming year on the service elements of our activities. We will use our skills and
knowledge to actively assist parliament and government in bringing about
sustainable improvement in public sector management and reporting practices.

The services that we intend to provide over the course of 2006-07 will encompass:

Provision of assistance to parliament

Our work under this category includes briefings to members of parliament on our
reports and provision of formal submissions and/or evidence at public hearings
for inquiries of parliamentary committees. It also includes actions that flow from
our close relationship with the Public Accounts and Estimates Committee. These
actions include discussions about past performance audit reports where they are
being considered by the committee for follow-up inquiry, and research assistance
to the committee through the secondment of staff.

Management of inquiries from members of parliament, agencies and
the public

Around 130 inquiries are received by our Office each year. These inquiries will
usually relate to concerns expressed about the management of public resources
and often include a request for the Auditor-General to undertake an audit. While
we may not always be in a position to fully satisfy concerns raised with us, we
aim to acknowledge all inquiries within 7 days and to provide a final response
(including whether we intend to carry out an audit or investigation) to the
inquirer within 4 weeks.

We anticipate that a number of the matters raised directly with us by members of
parliament, agencies and the community during 2006-07 will lead to the conduct
of a specific audit or investigation, and form part of our reports to parliament.

The Ombudsman continues to refer matters subject to the Whistleblowers
Legislation to our Office for examination.
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Contributions to enhancing accountability and resource management
in the public sector

Our activities in this area in 2006-07 will incorporate advice to government and
individual agencies on emerging issues such as draft legislation, new financial
management proposals and directions in financial reporting. We make
presentations at external conferences and seminars, and furnish commentary to
peak professional bodies on draft accounting and auditing pronouncements, and
other contemporary public sector developments.

Where opportunities exist to improve practices in the public sector through the
provision of good practice guidance, we will convert the audit criteria and lessons
learned from particular audits into good practice guidance in specific areas of
management, governance and accountability. These guides will be made available
to public sector agencies.

Liaison with international delegations and interstate organisations

From time-to-time, we are asked to host visits from international delegations
(including parliamentary representatives of overseas jurisdictions) and to liaise
with interstate organisations to share our knowledge and experiences on
particular public sector issues and, where applicable, provide related training.

Examination and certification by the Auditor-General of warrants
authorising the expenditure of public funds by government

The preparation of warrants in Victoria is required under the provisions of the
Constitution Act 1975 and the Financial Management Act 1994. These documents
provide constitutional authority for the government of the day to progressively
expend funds for public purposes. Warrants examined and certified by the
Auditor-General during 2005-06 had an aggregate expenditure value in excess of
$28 500 million.
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3.2.3 Output targets and estimated costs (Output 1)

Our performance targets for 2006-07 and the related expected outcomes in
2005-06 for Output 1, Parliamentary reports and services are outlined below.

Output 1: Parliamentary reports and Unitof  2004-05  2005-06  2005-06 2006-07
services measure actual target expected target
Performance measures outcome
Quantity -
Major audit reports expected to be (number) 16 16 16 16
completed
Quality -
Overall level of external satisfaction with  (per cent) 82 80 80 80
reports and services ()
Timeliness -
Inquiries from members of parliament (per cent) 70 95 80 95

and the public acknowledged within 7
days and responded to within 4 weeks

Reports completed on time (per cent) 81 100 80 100
Cost -
Application of output appropriations for ($million) 10.38 10.80 10.80 11.28

the delivery of reports and services

(a) An important element of our continuous improvement strategies involves obtaining, after the
tabling of each report, feedback from key stakeholders. This feedback process seeks comment from
senior management within audited agencies. A targeted satisfaction level of 80 per cent has been set
for measuring the quality of this core aspect of our performance for 2006-07. It is also our practice to
periodically survey individual members of parliament to seek their views regarding the relevance
of audit topics and the quality of our reports, and selected external organisations or individuals
with a specific interest in the subject matter of a report.

The anticipated cost of the various parliamentary products and services we expect
to deliver in 2006-07 is presented below.

Output 1: Parliamentary reports and services 2005-06  2005-06  2006-07
target expected target
Product outcome
($m) ($m) ($m)
Parliamentary reports -
Performance audits 6.69 6.69 6.93
Other audits, investigations and results of annual financial 2.40 2.40 2.54
statement audits
Report on the state’s finances 0.38 0.38 0.40
Parliamentary services -
Provision of assistance to parliament 0.30 0.30 0.32
Management of inquiries from members of parliament and the 0.21 0.21 0.22
public
Contributions to enhancing accountability and resource 0.70 0.70 0.74
management in the public sector
Liaison with international and interstate organisations 0.09 0.09 0.10
Examination and certification of warrants 0.03 0.03 0.03
Aggregate Output 1 costs 10.80 10.80 11.28
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3.3

Output 2: Audit reports on financial
statements

3.3.1

Each year we audit the government’s Annual Financial Report and the financial
statements of state public sector and local government agencies. We also audit
non-financial performance statements prepared by municipal councils and certain
water bodies. The Estimated Financial Statements incorporated within the annual
state budget papers are also subject to review by our Office.

Audit opinions

The audit opinions we express on financial statements and non-financial
performance statements provide independent assurance about the fair
presentation of those statements to parliament and to public sector chief
executives, boards and other governing bodies.

The Auditor-General has responsibility for the audit of 657 financial statements
and 113 performance statements. These agencies collect income of approximately
$46 000 million, incur about $41 000 million in expenditure and hold in excess of
$174 000 million in assets.

The audited agencies include government departments and other public sector
entities including public hospitals and ambulance services, universities and other
educational institutions, water authorities and public sector superannuation
funds. We are also responsible for the audit of local government councils and
companies, trusts and joint ventures that are controlled by public sector agencies.

Our approach to financial audit has been integrated into our electronic audit
toolset, known as “ipsam”, which was co-developed with the Queensland Audit
Office and released in December 2005. Our financial audit approach is designed
to enable us to form audit opinions on agencies’ financial statements and
performance statements. We also have regard to the appropriateness of the use of
public resources, and compliance with laws and regulations when undertaking
our financial audits.

To address these dual objectives, we gain an understanding of significant financial
reporting and financial management risks facing agencies. The adequacy of the
internal control structures put in place by agencies to deal with these risks are
examined as part of the financial audit process.

Weaknesses in internal control structures or aspects of wastage or misuse of
public resources identified in our financial audits are reported to agency
management as part of our audit process. A summary and analysis of significant
issues arising from these audits is included in our reports to parliament.
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3.3.2 Resources for financial statement audits

It has been a long-standing practice to use a combination of in-house resources
and contracted external audit service providers in the conduct of financial
statement audits.

We plan to use in-house resources on around 35 per cent of agencies in each
sector. This practice ensures that we maintain a representative audit presence and
capability in each sector across all designated risk categories and geographically
across the state.

Our policy of rotating the external audit service providers engaged for each audit
agency every 5 years will continue to be applied during 2006-07 as audit contracts
with audit service providers expire. This approach supports the maintenance of
audit independence, and ensures the application of a fresh and objective
perspective by external audit service providers to the audit task.
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3.3.3 Output targets and estimated costs (Output 2)

Our performance targets for 2006-07 and the related expected outcomes in 2005-06
for Output 2, Audit reports on financial statements are outlined below.

Output 2: Audit reports on financial Unitof  2004-05  2005-06  2005-06  2006-07
statements measure actual target expected target
Performance measures outcome
Quantity -
Audit opinions issued on the financial (number) 606 627 627 657
statements of agencies (a)
Audit opinions issued on non-financial (number) 94 94 94 113
performance indicators (a)
Quality -
Overall level of external satisfaction with  (per cent) 77 80 80 80
the conduct of audits (b)
Timeliness -
Audit opinions issued within statutory (per cent) 99 100 100 100
deadlines (c)
Management letters to agencies issued (per cent) 76 100 70 100
within established time frames (c)
Cost -
Application of output appropriations for ($million) 14.27 15.07 15.07 15.52

the delivery of services

(a) The expected number of 657 audit opinions has increased due to new audit responsibilities added to
the Auditor-General’s legislative mandate, and comprises:

e 267 opinions for audits to be undertaken by our staff (includes the audit opinion on the
government’s Annual Financial Report and the review of the Estimated Financial Statements
forming part of the state budget).

e 390 opinions for audits where external audit service providers will be engaged under contractual
arrangements to carry out the necessary field work.

A full listing of all financial statement audits at 30 June 2006 will be included in our annual report for
2005-06.

The projected increase in the number of audit opinions to be issued on the financial statements of
agencies relates to the planned commencement of the audit of community health centres in 2006-07.

The projected increase in the number of audit opinions to be issued on non-financial performance
statements relates to TAFE institutes submitting such statements to audit for the first time in 2006-07.

(b) Each year, we obtain feedback from audited agencies on the extent of their satisfaction with the
conduct of financial statement audits. This action reflects our aim of continuous improvement in all
aspects of our audit practices.

An annual survey document circulated to agencies at the conclusion of each audit round invites

executive management to assess financial statement audit services against a number of individual key
attributes and to provide an overall rating of satisfaction. These attributes include: the professionalism,
knowledge and skill of audit staff; effectiveness of communications with the audited agency; level of
understanding of the agency’s business; and the degree to which the Office’s financial audit services
make a valuable contribution by providing audited agencies with a sense of assurance.
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(b) - continued

In addition to this external source of quality assurance, we arrange for an independent post-audit
quality assurance review on a percentage of audits each year, using qualified external parties. Our
internal procedures require that all recommendations arising from these reviews are acted upon
within specified time frames.

(c) Inrecognition of the importance of completing all financial statement audits expeditiously, it will be
our aim during 2006-07 to:

e express all opinions on financial statements of agencies within the statutory deadline (set out in the
Audit Act 1994) of 4 weeks of receipt of acceptable financial statements

o send management letters to agencies within 4 weeks of the issue of the audit opinion on the
financial statements.

The products that we expect to deliver in 2006-07 under this output category, and
their estimated costs are shown below.

Output 2: Audit reports on financial statements 2005-06 2005-06 2006-07
target expected target
Product outcome

Gm)  (Gm)  (Gm)  (Gm)  ($m)  ($m)

Audit opinions on financial statements -

Audits conducted by internal resources 7.59 7.57 7.91

Audits involving external service providers 710  14.69 710  14.67 718  15.09
Audit opinion on the government’s Annual Financial Report 0.21 0.20 0.21
Review of Estimated Financial Statements in state budget 0.17 0.20 0.22

Aggregate Output 2 costs 15.07 15.07 15.52
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Corporate governance

Because of the nature of the Auditor-General’s responsibilities in reporting to
parliament on how others in the public sector use the resources entrusted to them,
it is important that we conduct our affairs with maximum efficiency and
effectiveness. We, therefore, aim to be exemplary in managing our Office and our
people.

Our focus on quality in the management of our Office underpins all aspects of our
operations — from the soundness of our strategic audit planning and the
effectiveness of our quality assurance practices, our success in attracting and
retaining sufficient numbers of skilled people and providing them with adequate
opportunities for professional growth — through to the stewardship in
administering the funds assigned to us.

We are committed to the highest standards of governance in managing our
human and physical resources, and pursuing opportunities for continuous
improvement.

Our governance framework comprises 4 specific elements, namely:
e strategy and direction

e structures, relationships and policies

o compliance and accountability

e performance monitoring.

The first 2 elements of the framework constitute the organisational context for our
governance policies and practices, while the latter 2 focus on the accountability
obligations arising from implementation of those policies and practices.

The 4 elements and their underlying components are presented in Figure 4A and
show the interaction of the elements with the central pillars of the governance
framework, including the increasingly important area of risk management.
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FIGURE 4A: GOVERNANCE FRAMEWORK

Strategy and direction Compliance and accountability

e Corporate plan e Annual report

® Business plan ¢ Delegations

® Operational plans ¢ Office policies and procedures
o Strategic, IT, HR and asset plans * Audit Committee

e Annual plan ¢ Audit methodologies

¢ |nternal audit

t Stewardship t

Auditor-General

Senior Management Group

Risk management

Structures and relationships

Performance monitoring

Client surveys
Training program

* Organisation structure ¢ Monthly financial statements
e Core competency criteria e Balanced scorecard

e Ethical standards ¢ Performance management
L]

L]

Our approach to risk management

In recent times, we have devoted a great deal of attention to the critical area of
risk management across all aspects of our business. All of our activities are now
undertaken in the context of our risk management policy and an annual risk
management plan.

Those risks assessed as requiring treatment in order to reduce their potential
impact to acceptable levels, whether they be of a strategic, audit or business
operational nature, are subject to specific Office actions. We also have in place a
process for capturing and considering any new risks or changes to existing risks
that may emerge in the light of varying external and internal circumstances.

Risk management coordinators have been appointed within each operational
group of the Office to help ensure that risk issues are strongly integrated with
ongoing decision-making. They play a valuable role in coordinating the
identification of emerging risk developments in their areas so that relevant
information is brought to the Auditor-General’s attention and shared with the
Office’s Senior Management Group in a timely manner.
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In effect, our risk management strategies are aimed at ensuring that the results of
our work, through reports to parliament, opinions expressed on financial
statements of client agencies, or commentary and advice on emerging issues
provided to parliamentary committees, government and professional bodies, are
always viewed by those parties as value-adding, reliable and timely.

Business improvement initiatives for 2006-07

As part of our continuous improvement strategies, we have earmarked a number
of business improvement initiatives for attention in 2006-07. These initiatives are
designed to strengthen our planning, reporting, audit practice and internal
business capabilities.

In December 2004, the report on the result of the independent performance audit
of our Office was tabled in parliament. The report made a number of
recommendations covering our audit and management processes. Since that
report, we have taken action on the matters raised in that report. During 2006-07,
our business improvement efforts will ensure that we complete implementation
of the performance audit’s recommendations where deemed appropriate.

Major improvement initiatives to be completed in 2006-07 include:

e ongoing enhancement of our new financial audit toolset to further improve the
efficiency and effectiveness of our financial audit processes. As outlined
previously in this Annual Plan, this toolset was developed in partnership with
the Queensland Audit Office and was implemented on target in November
2005

o finalisation of our project to substantially upgrade our performance audit
processes and methods

e continuing implementation of our plain English initiative through advanced
training programs for staff

¢ implementing our knowledge management plan with particular emphasis on
better linkages of our internet and intranet

e implementing the strategies outlined in our human resources plan to further
foster and develop our staff, and plan for the future through ongoing
succession planning

e continuing to upgrade and implement our learning and development program
to ensure that it meets the needs of our staff and our Office
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e improving management reporting for both our senior management team and
line managers within the Office to assist in monitoring our performance
against our plans and targets

e continuing to work with our staff to reduce the environmental impact of our
activities, with a major focus on reducing our energy consumption, purchasing
more green power, reducing our waste and recycling more paper.

During 2006-07, our lease on our current office accommodation will expire. We
are currently examining various options relating to our future accommodation.
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Consultation with the Public Accounts and
Estimates Committee

Section 7D of the Audit Act 1994 provides that the Auditor-General’s budget for

each financial year must be determined in consultation with the Public Accounts

and Estimates Committee. Through this requirement the committee, as the

representative body of parliament, is able to:

e consider the soundness of the Auditor-General’s assessed budgetary needs for
the coming year

e convey to the government its views on the level of financial resources that
should be allocated within that year’s state budget to the Auditor-General as
parliament’s appointed auditor.

In its consideration of our Office’s budgetary needs for 2006-07, the committee
was provided with a draft of the annual plan in March 2006, and we met with the
committee in April and May 2006. The estimated cost of the planned work
program for 2006-07 is $26.8 million, made up of:

Output 2005-06 2006-07 Increase
target target

($m) ($m) ($m)

Output 1. Parliamentary reports and services 10.80 11.28 0.48

Output 2. Audit reports on financial statements 15.07 15.52 0.45

Total (a) (b) 25.87 26.80 0.93

(a) Does not include special appropriation of $321 000 and resources received free of charge for the
audit of our Office.

(b) Does not include the impact of funding that may be sought from the government for possible
office relocation, which must be finalised during 2006-07.

An agreement under section 29 of the Financial Management Act 1994 has again
been used in 2006-07 as the basis for quantifying the appropriation for Output 2,
Audit reports on financial statements. Under the agreement, the cost of financial
statement audits recouped by way of audit fees are deemed to have been
appropriated by parliament. Any increase in the appropriation for Output 2 is,
therefore, cost neutral to the Consolidated Fund.

The estimated cost of the planned work program for 2006-07 represents an
increase of $930 000 over the previous year’s appropriation. The change in
Output 1 reflects the normal adjustment for CPI increases. The change in
Output 2 reflects the net changes associated with the increase in our audit client
base and efficiencies in our financial audit processes.

For 2006-07, the total output and special appropriations requirement is
$27.12 million.
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5.2

Forecast financial statements for 2006-07

The forecast financial statements have been prepared in the context of the state’s
annual budgetary process and reflect the financial projections developed for
2006-07 based on the allocated appropriation for the year.

The financial statements provide information on our estimated revenue, expenses,
assets, liabilities and cash flows for 2006-07, together with the actual 2004-05 and
budgeted and forecast data for 2005-06. The purpose of the forecast financial
statements is to facilitate parliamentary consideration of the impact of the 2006-07
budgetary allocation on the Office’s financial operations and financial position.

These forecast financial statements have been prepared on the basis of
assumptions about future events that are reasonably expected to occur during
2006-07, having regard to information available at the date of preparation of the
statements.
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5.2.1 Forecast statement of financial performance

2004-05 2005-06 2005-06 2006-07
actual target (a) expected target (b)
outcome
CONTROLLED ITEMS $) ($) ($) ($)
Revenue -

Output appropriations 24647084 25866000 25860934 26797000

Special appropriations 276 000 276 000 321000 321000

Revenue from other parties 79 085 - -

Resources received free of charge 241 075 - 26 400 26 400
Total revenue 25243244 26142000 26208 334 27 144 400
Expenses -

Employee-related expenses 12236 078 13120655 14183643 14631622

Contract auditing 7207 930 7465000 7360000 7590000

Purchases of supplies and services 3758 558 4166345 3717368 3906778

Depreciation 971 851 1200 000 842 175 875000

Capital assets charge 102 220 190 000 105 148 141 000
Total expenses 24276637 26142000 26208 334 27 144 400
Operating surplus/(deficit) 966 607 - -
ADMINISTERED ITEMS
Revenue -

Revenue from operating activities which is

paid to the Consolidated Fund 14233170 15065000 15065000 15517000

(a) This column reflects our estimate for 2005-06 determined at 1 July 2005.

(b) This statement does not include the impact of funding that may be sought from the government
for possible office relocation, which must be finalised during 2006-07.
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5.2.2 Forecast statement of financial position

2004-05 2005-06 2005-06 2006-07
actual target (@)  expected target (b)
outcome
%) (%) %) (%)
Current assets -
Cash and deposits 900 (134 000) 900 900
Receivables 3021454 3114565 2599 000 2705000
Prepayments 121320 69 500 151000 151000
Total current assets 3143 674 3050065 2750900 2 856 900
Non-current assets -
Receivables 6712 342 5551265 6977 594 7167 594
Property, plant and equipment 1563 645 2273450 1818 000 1698 000
Total non-current assets 8275987 7824715 8795594 8 865 594
Total assets 11 419 661 10874780 11546494 11722494
Current liabilities -
Payables 1456 072 1094164 1133000 1195 000
Interest-bearing liabilities 31100 9430 185000 191 000
Provisions 1293 246 1980200 1281000 1319000
Total current liabilities 2780418 3083794 2599000 2705000
Non-current liabilities -
Interest-bearing liabilities 212 098 76 300 256 000 264 000
Employee entitiements 1791651 2045786 2056 000 2118 000
Total non-current liabilities 2003 749 2122086 2312000 2382000
Total liabilities 4784 167 5205880 4911000 5087 000
Net assets 6 635 494 5668900 6635494 6 635 494
Equities -
Contributed capital 350 127 350 100 350 127 350 127
Accumulated surplus 6 285 367 5318800 6285367 6 285 367
Total equity 6 635 494 5668900 6635494 6 635 494

(a) This column reflects our estimate for 2005-06 determined at 1 July 2005.

(b) This statement does not include the impact of funding that may be sought from the government
for possible office relocation, which must be finalised during 2006-07.
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5.2.3 Forecast cash flow statement

2004-05 2005-06 2005-06 2006-07
actual target (a) expected target (b)
outcome
% %) $ %
CASH FLOW FROM OPERATING ACTIVITIES
Operating payments -
Receipts from government 24921722 25990070 25134419 25623 222
Receipts from other parties 112 325
Payments to suppliers and employees (25204 695)  (25842620) (25293 708) (25952 400)
Capital assets charge (102 220) (190 000) (105 148) (141 000)
GST recovered from the ATO 1175980 1298 000 1201437 1225178
Net cash flows from operating activities 903 112 1255 450 937 000 755000
CASH FLOW FROM INVESTING ACTIVITIES
Payments for property, plant and equipment (903 112) (1255 450) (937 000) (755 000)
Redemption of investments
Net cash (outflow) from investing activities (903 112) (1 255 450) (937 000) (755 000)
CASH FLOW FROM FINANCING ACTIVITIES
Proceeds from capital contributions by the
government
Net cash flows from financing activities
Net increase/(decrease) in cash held
Cash at beginning of period 900 (134 000) 900 900
Cash at end of period 900 (134 000) 900 900

(a) This column reflects our estimate for 2005-06 determined at 1 July 2005.

(b) This statement does not include the impact of funding that may be sought from the government
for possible office relocation, which must be finalised during 2006-07.
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Major audit program coverage, 2004-05 to
2006-07

Major audits undertaken in 2004-05 and 2005-06, and audits identified for
consideration for 2006-07 are presented in this appendix. The final selection of
major audits to be undertaken and completed in 2006-07 will be based on an
assessment closer to the time when planning for the audit is scheduled to
commence.

The overall assurance response to the 3 strategic influences upon public sector
performance and accountability is presented in Part 2 of this annual plan.
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MAJOR AUDIT PROGRAM COVERAGE 2004-05 TO 2006-07

MAJOR AUDITS

Strategic
influence

2004-05

2005-06

2006-07 (in progress or
under consideration)

Challenges and
risks to meeting
community
needs

Managing school
attendance

Managing patient
safety in public
hospitals

Our children are our
future: Improving
outcomes for
children and young
people in Out of
Home Care

Access to specialist
medical outpatient care

Vocational education
and training: Meeting
the skill needs of the
manufacturing industry
(a)

Making travel safer;
Victoria’s speed
enforcement program

(a)

Giving Victorian children
the best start in life (b)

Investment in health
promotion and
prevention (b)

Education programs for
students with a
disability (b)

School performance -
Student learning
outcomes

Learning technologies
in government schools

Access to public
hospitals — In-patient
flow and bed
management

Housing and
accommodation support
services for people with
a disability

Services to young
offenders

Challenges and
risks to public
sector capability
and resources

Meeting our future
Victorian Public
Service workforce
needs

In good hands:
Smart recruiting for a
capable public sector

Management of
occupational health
and safety in local
government

Managing intellectual
property in
government
agencies

Regulating
operational rail safety

Managing
stormwater flooding
risks in Melbourne

Measuring the
success of the Our
Forests, Our Future

policy

Planning for a capable
Victoria Police
workforce

Protecting our
environment and
community from failing
septic tanks

The condition of public
sector residential aged
care facilities (a)

Community planning
services in Glenelg
Shire Council: 1998-
2005

Progress of the
EastLink project

Management of the
Commonwealth Games
Athletes’ Village project

Maintaining Victoria’s
rail infrastructure assets
(b)

Integrity and protection
of data in selected IT
systems

Tendering and contract
management practices
in selected government
departments (b);

and in local government
Maintaining the state’s
regional arterial road
network

Maintenance and
replacement of water
infrastructure

Environmental
management in
Victorian parks

Biosecurity — Adequacy
of primary industry and
health planning

Urban planning
Specific ICT projects
Specific capital projects
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MAJOR AUDIT PROGRAM COVERAGE 2004-05 TO 2006-07 - continued

MAJOR AUDITS - continued

Strategic
influence

2004-05

2005-06

2006-07 (in progress or
under consideration)

Challenges and
risks to sound
economic,
financial and
performance
management and
accountability (c)

Administration of
grants by local
governments

East Gippsland Shire
Council - Proposed
sale of Lakes
Entrance property

Review of
Warrnambool City
Council financial
management
practices

Cheltenham and
Regional Cemeteries
Trust — Review of
expenditure and
related matters

Health procurement in
Victoria

Franchising
Melbourne’s train and
tram system

Geelong Magistrate’s
Court: Investigation into
alleged misuse of court
funds

Review of major public
cemeteries (a)

Victorian WorkCover
Authority — Claims
management (d)

Primary industry
research (d)

Privately provided
public bus services (b)

State investment in
major events (b)

Administration of courts

Records management
in the public sector

Specific compliance
audits and reviews of
systems and processes

(a) Audit work completed and the related report is expected to be available for tabling in parliament

in July 2006.

(b) Work in progress at 30 June 2006.
(c) Audit coverage each year in this area includes an analysis of the state’s finances.

(d) Area of audit interest carried forward from 2005-06 annual plan.
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