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Following a financial audit the Audit Office
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We also conduct performance audits. These
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Significant ltems

This summary shows those matters | identified during my audits that | believe are the most
significant issues agencies need to address.

Page
Overview of 2011
Most of my 2010 financial audit recommendations were either fully actioned or partially
implemented in 2011 8
I made 99 recommendations to improve the control environment of agencies in eight of my
2011 financial audit reports. Twenty-nine were repeat recommendations 11
The most common issues across agencies are: not following processes or regulations; not
having supporting documentation; accounting errors or incorrect treatments 13
There are insufficient suitably qualified finance personnel in many agencies 16
Agencies’ 30 June 2011 financial statements contained 25 individual errors exceeding
$20.0 million 20
| identified 1,256 misstatements, 540 of which needed to be corrected by the agencies before
| could issue my audit opinions 20
The risk management culture is a key factor in agencies managing risk well 22

I recommend agencies assess whether their risk management culture supports effective risk
management 23

| could only find limited published information to ascertain whether NSW agencies’ asset
management strategies improve, maintain or erode their overall asset base 23

My follow-up of 2010 information system issues indicated that only 38 per cent of issues had
been entirely resolved by agencies 26

My review raised concerns over the State’s readiness to recover its financial systems from a
catastrophic event 26

Eighteen per cent of the 76 largest agencies do not have a disaster recovery plan for their
key financial systems 27

Forty-five per cent of agencies with disaster recovery plans for their financial systems had not
tested a significant portion of their plans in the last 12 months 27

Report on Complaint Investigation

Of seven specific allegations, four were not fully explained to my satisfaction 36
Rebates for the contractor’s failure to meet minimum performance levels not claimed 36
RTA paid for services that were not provided 37
RTA does not have a contract management plan in place for either contract 38
Value for money in doubt 38
Sixty-three per cent of annual spend is on additional services under one contract 39

RTA has essentially set up a monopoly arrangement for the provision of these services 39

Health Reform Transitional Organisation Southern

The Organisation needs to improve the timeliness and quality of its financial reporting 51

The Organisation did not establish an audit and risk committee 51




Health Reform Transitional Organisation Western

The Organisation needs to improve the timeliness and quality of its financial reporting 54
The Organisation did not establish an audit and risk committee 54
lllawarra Shoalhaven Local Health Network

The timeliness and quality of financial reporting needs to improve 57
South Eastern Sydney Local Health Network

The timeliness and quality of financial reporting needs to improve 59
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Recommendations

This summary shows my more significant recommendations to agencies to address issues |
identified during my audits.

Page
Overview of 2011

In Volume Three, | recommended the Department of Premier and Cabinet and Treasury
continue to drive implementation of the Public Accounts Committee’s recommendations to
improve the quality and timeliness of financial reporting. | reiterate this recommendation. 17

In Volume Three, | recommended the Treasury and the Department of Premier and Cabinet
take a lead role in monitoring, supporting and reporting on the implementation of common
financial reporting and support systems within the new Departments. | reiterate this
recommendation. 20

Agencies should assess whether their risk management culture supports effective risk
management. 23

A common set of asset management ratios for the public sector should be developed and
published annually in agency annual reports. Agencies should measure, compare and
report these ratios against better practice benchmarks as well as internal targets. 23

The whole-of-government electronic information security guidelines currently under
development should be finalised, issued, and supported by a communication and training
plan. 27

The government should finalise its shared services framework, procedures and guidelines so
agencies can more effectively manage the risks and costs of integrating their businesses with
shared service entities. Agencies transitioning to shared service functions should also

ensure appropriately skilled staff manage the transition successfully. 27

Whole-of-government better practice project governance and data migration procedures
should be developed and communicated to all agencies. 28

Whole-of-government policies should be developed so agencies can effectively manage
and control the risks of outsourced activities. These documented policies should include: 28

e clear roles and responsibilities for agencies and suppliers
e clear performance, management monitoring and reporting requirements
e contract clauses that include the ‘right to audit’ by an agency

e transparent cost and billing information.

I recommend that large government agencies and universities regularly review their
governance frameworks against the Governance Lighthouse’s 17 points, published in my
Financial Audit Volume Two, 2011. 29




Report on Complaint Investigation

RMS and Transport for NSW should: 40

e by December 2012, review its contract management framework against the better practice
framework and ensure it has structures in place to effectively manage all IT services
contracts, including purchases through State contracts. In particular, RMS and Transport
for NSW should ensure they have:

— an effective governance structure, which includes oversight outside the business unit
that owns the contract

— independent internal monitoring of individual contracts
— arisk based contract management plan for all services contracts

e by December 2012, consider extending its contract management framework and
structures to cover all services contracts it manages

e by June 2012, complete a risk assessment of existing services contracts and prepare
contract management plans for those contracts identified as high risk.

RMS should: 40
e by June 2012, the RMS IM&T unit report to the RMS Audit and Risk Committee on:

— progress in implementing the actions proposed in the RMS report on the complaint
investigation

— how it proposes to address the findings and recommendations in this report, including
the requirement for obtaining bank guarantees (or equivalent) to offset the risk of
payments in advance, regardless of the value

— what it has done or proposes to do to address its failure to exercise key contractual
provisions relating to rebates and over payments.

e by December 2012, the RMS governance unit report to the RMS Audit and Risk
Committee on the scale and value for money of additional services provided under these
contracts, including an end to end business process audit of a representative sample of
additional services, and the adequacy of invoice supporting information.

Transport for NSW should: 40

e Transport for NSW is transitioning existing IT services contracts from RMS and RailCorp
to establish whole of Transport arrangements. | recommend that, before establishing
whole of Transport IT services contracts, Transport for NSW undertake a detailed review
of the IT services contracts in place in both RMS and RailCorp to understand and address
issues raised in RMS’ report to me on this complaint, as well as my findings in this
investigation.

Office of the Protective Commissioner — Common Fund

The Office of the Protective Commissioner (the Office) should fully address control
deficiencies in the payment of client expenses. 42

Health Professional Councils

The Health Professional Councils Authority (the Authority) and Councils should finalise and
approve 2011-12 service level agreements and review them regularly. 49

The health restructure was a significant, one-off event, which significantly impacted the
preparation and audits of Councils’ financial statements in 2011. Nevertheless, the Councils
should prepare for next year’s financial statement and audit processes earlier to ensure
compliance with appropriate standards, legislation and frameworks and that deadlines are
met. 49

Health Reform Transitional Organisation Southern

The Organisation should improve the timeliness and quality of its financial statements and
supporting work papers. 51
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Health Reform Transitional Organisation Western

The Organisation should improve the timeliness and quality of its financial statements and
supporting work papers. 54

The Organisation, together with the Ministry of Health, should develop more effective
processes for recording, reconciling and settling intrahealth transactions. 54

lllawarra Shoalhaven Local Health Network

The LHD should improve the timeliness and quality of its financial statements and supporting
work papers. 57

South Eastern Sydney Local Health Network

The LHD should improve the timeliness and quality of its financial statements and supporting
work papers. 59

Department of Trade and Investment, Regional Infrastructure and Services

The Department review the extent and quality of procedures and resources utilised for
financial reporting. 64




Section One

Overview

Overview of 2011
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Most of my 2010
financial audit
recommendations
were either fully
actioned or
partially
implemented in
2011

Overview of 2011

Last year, | tabled ten Volumes of my financial audit report and nine performance audit reports
in the New South Wales Parliament. Financial audit Volumes are discussed below and
performance audit reports are discussed later in this overview.

Key Insights
My 2011 financial audits highlighted:

. agency restructures significantly impacted agency financial reporting processes

« agencies are having difficulty establishing and enforcing compliance with their own
policies and procedures

. agencies experienced problems complying with regulations and providing adequate
documentation to support their financial statements

. the poor quality of some financial statements with 1,256 misstatements identified, 540 so
significant they had to be corrected

. deficiencies in information security exist across many agencies

. computer system disaster recovery plans not existing or outdated, do not align with
agencies’ business recovery requirements, do not properly identify and assess critical
systems and processes and testing is incomplete

. only 38 per cent of my recommendations for improving information systems have been
resolved

. the risk management culture in agencies is key to good risk management.

Financial Audit Reports
| tabled ten financial audit volumes in parliament in 2011

« Volume One — Overview of 2010, Electricity Sale Transactions and other reports
« Volume Two — Universities

« Volume Three — Total State Sector

« Volume Four — Electricity

« Volume Five — Superannuation, Compensation and Housing

« Volume Six — Environment, Water and Regional Infrastructure

« Volume Seven — Law, Order and Emergency Services

« Volume Eight — Transport and Ports

« Volume Nine — Education and Communities

« Volume Ten — Health

My office performed 450 financial audits in 2010-11 and | included commentary and analysis
on 121 audits of significant agencies in my 2011 financial audit volumes, which | believe is
sufficient to identify common themes across the public sector.

These included 375 significant items and 131 recommendations, which | will review during
2012 to establish the progress made in resolving the issues and implementing the
recommendations. Most of my 2010 financial audit recommendations were either fully
actioned or partially implemented in 2011 (Volume Three, page 39).

This overview is a summary of my 2011 financial audit report, volumes three to ten, which
focussed on my 30 June 2011 audits. It analyses 99 recommendations and summarises the
key themes and messages arising from those audits to help readers understand common
findings. The overview can be used by agencies and audit and risk committees to self assess
and identify issues that may be relevant to their organisation.

An important component of my financial audits is my review of controls over agencies’
computerised information systems. | have summarised common issues arising from my
information system audits in this report.




Administrative Restructure

The restructure of government agencies in 2010-11 resulted in substantial changes, which
significantly impacted agencies’ financial reporting processes, contributed to issues
highlighted under ‘Key Insights’ and to some agencies not meeting Treasury’s timetable for
earlier financial reporting.

The New South Wales Parliament’s Public Bodies Review Committee has highlighted the
challenges faced by principal departments in adapting performance evaluation and annual
reporting processes to incorporate new areas of responsibility. Complex agencies have a
particularly onerous task presenting large volumes of information clearly, concisely and
meaningfully to users with widely varying information needs and interests.

Many agencies have been restructured in recent years and some functions have been
transferred more than once during the same year.

The Public Sector Employment and Management (Departmental Amalgamations) Order 2009
significantly impacted agencies’ financial reporting processes in 2009-10. The order
amalgamated government agencies and offices into 13 new clusters with principal or ‘super
departments’ with effect from 27 July 2009.

The Public Sector Employment and Management (Departments) Order 2011 further
amalgamated agencies into nine ‘principal departments’ with effect from 4 April 2011. This
order was amended further by the Public Sector Employment and Management (Departments
and Ministers) Amendment Order 2011 on 2 June 2011.

The clusters, principal departments and some bodies within clusters which remain as
separate reporting entities for statutory and other purposes are:

Cluster Principal Department(s) Other Bodies
Attorney General and Department of Attorney General NSW Trustee and Guardian, Information
Justice and Justice and Privacy Commission, Legal Aid

Commission, Office of the Director of
Public Prosecutions, Fire and Rescue
NSW, NSW Crime Commission, NSW
Police Force, Rural Fire Service, Ministry
for Police and Emergency Services

Education and Communities Department of Education and  TAFE (including Community Education
Communities and Public Schools), Institute of
Teachers, Office of Board of Studies,
NSW Institute of Sport, Sydney Olympic

Park Authority
Family and Community Department of Family and Housing NSW, Aboriginal Housing
Services Community Services Office, Home Care Service, NSW
Businesslink Pty Ltd
Finance and Services Department of Finance and WorkCover Authority, NSW Land And
Services Housing Corporation (jointly with Family

and Community Services),
Superannuation Corporation (Pillar,
SAS,FSS, PCSF), Sydney Water

Corporation,
Trade and Investment, Department of Trade and State Development, Regional
Regional Infrastructure and Investment, Regional Development, Office of Water, Food
Services Infrastructure and Services Authority, Forests NSW, Catchment

Management, Art Gallery, State Library,
State Water, Energy Corporations,
Department of Primary Industries

Health Department of Health Local Health Districts, Ambulance
Service of NSW, Cancer Institute,
Justice Health, Health Administration
Corporation

NSW Auditor-General's Report
Volume One 2012
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Cluster Principal Department(s) Other Bodies
Premier and Cabinet Department of Premier and Office of Environment and Heritage,
Cabinet ICAC, IPART, Ombudsman, NSW

Electoral Commission, Historic Houses
Trust, Taronga Conservation Society,
Luna Park Reserve Trust, Department of
Planning and Infrastructure

Transport Department of Transport Roads and Maritime Services (RTA and
NSW Maritime), RailCorp, State Transit,
Country Rail Infrastructure Authority,
Sydney Metro, Sydney Ferries,
Transport Construction Authority and
Port Corporations

Treasury The Treasury Crown Entity, Electricity Tariff
Equalisation Ministerial Corporation,
Liability Management Ministerial
Corporation, NSW Self Insurance
Corporation, NSW Treasury Corporation

For further details on the allocation of New South Wales Government agencies to clusters
refer to the following website:

http://www.dpc.nsw.gov.au/ _data/assets/pdf file/0005/126086/NSW _Public _Sector Principa
| Departments _and Other Bodies as at 17 August 2011.pdf.

Control Environment

Agencies are responsible for developing and maintaining adequate systems of internal control
to ensure financial records and other information are complete and accurate, assets are
adequately safeguarded, and errors and other irregularities are prevented or detected.
Internal control procedures reduce variations in processes and procedures, leading to more
predictable outcomes.

A strong system of internal control substantially reduces the risk of fraud and error and
provides assurance to management and auditors that the amounts reported by entities’
systems and financial statements are materially correct.

An integral part of the audit process is assessing the adequacy of an entity’s internal control
processes and identifying any weaknesses. In accordance with Australian Auditing Standards,
these weaknesses and my recommendations for improvement are brought to the attention of
management.

Weaknesses in internal controls identified during an audit will not necessarily result in a
qualified auditor’s opinion of an agency’s financial statements as there are often other control
procedures in place to compensate for these weaknesses. Audit processes can be used to
determine the level of risk of a material error occurring. A qualified auditor’s opinion may only
be required where a lack of appropriate internal controls causes significant uncertainty about
the financial information being reported.



http://www.dpc.nsw.gov.au/__data/assets/pdf_file/0005/126086/NSW_Public_Sector_Principal_Departments_and_Other_Bodies_as_at_17_August_2011.pdf
http://www.dpc.nsw.gov.au/__data/assets/pdf_file/0005/126086/NSW_Public_Sector_Principal_Departments_and_Other_Bodies_as_at_17_August_2011.pdf

Recommendations in my 2011 Reports to Parliament

I made 99 recommendations to improve the control environment of agencies in volumes three
to ten of my 2011 financial audit report to Parliament. Twenty-nine of these were repeat
recommendations. The recommendations and the clusters they relate to were:

Cluster Number of Repeat
Recommendations Recommendations
Attorney General and Justice 14 7
Education and Communities 3 1
Family and Community Services 1 --
Finance and Services 11 2
Health 19 9
Premier and Cabinet 15 2
Trade and Investment, Regional Infrastructure and Services 7 2
Transport 15 6
Treasury 14 --
Total 99 29

The Health, Attorney General and Justice, and Transport clusters had the highest number of
repeat recommendations.

| take the need to repeat recommendations seriously, particularly if this reflects an agency’s
lack of commitment to rectify an issue. Some recommendations may take substantial time and
resources to implement because of the breadth and complexity of the issue and the impact on
agency operations. If warranted, | will make my concerns known to agency management, the
agency’s Audit and Risk Committee and the Public Accounts Committee, which is interested
in ensuring repeat recommendations are actioned efficiently and effectively.

Categories of Recommendations

The 99 recommendations are grouped in the following categories:

Categorisation of Financial Audit Recommendations

Client Specific

Asset 11%
Management
9% 00—
HR Issues
11%
Review of
Organisation
Structure/ Viability
16% Other
6%
Reporting and . _
Disclosure Accounting Policy,
Improvement Process or Control

20% 27%
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Accounting Policy, Process or Control
| made 26 recommendations to agencies in seven of the nine agency clusters, covering:

. agencies not having appropriate policies and procedures or having policies and
procedures that needed updating or clarification

. agencies not following their own policies and procedures

. Treasury not providing sufficient guidance to agencies, especially in the areas of revenue
and provisions, and failing to implement better processes to identify and resolve
accounting issues for significant transactions

. weaknesses in reconciliation processes and uncleared transaction backlogs

. poor controls over recording of accounting transactions and production of financial
reporting data.

If procedures in accounting manuals and Treasury Circulars are not followed the risk of fraud
increases.

Reporting and Disclosure

I made 20 recommendations to agencies in six clusters covering the need for:

. them to improve the timeliness and quality of financial statements and supporting work
papers

. Treasury to mandate early close procedures for agencies’ 2011-12 year end reporting,
and earlier dates for submitting financial statements for audit and for annual report tabling.

Review of Organisation Structure/Viability
I made 16 recommendations to agencies in six out of nine clusters covering the need:

. for them and Treasury to review organisational structures to confirm efficiencies are likely
to be achieved through consolidation or restructuring of entities in a particular group

. to monitor the viability of agency provided services and built infrastructure to ensure public
resources are not being used for services/projects with low public demand or need

. for agencies to closely monitor their financial positions and liquidity to ensure they have
adequate funds to meet their financial and statutory responsibilities.

Human Resource Issues
In 2010, | reviewed human resource issues across the public sector and found:

. alack of contractor registers and monitoring of the use and reliance on contractors
. employees working and accruing excessive overtime

. ineffective management of annual leave and flex leave

. alack of strategies to manage an ageing workforce.

In 2011, | reviewed whether my 2010 recommendations had been acted on and found more
work was needed in these areas.

Asset Management

I made nine recommendations to agencies in six out of nine clusters relating to:

. agencies not having adequate systems and controls to manage assets effectively, ranging
from asset identification to the review of assets’ useful lives

. issues around the recording, depreciation, revaluation and maintenance of assets.




Other
I made 18 recommendations across the nine clusters relating to:

. agencies not implementing oversighting bodies’ recommendations (e.g. recommendations
by the Ombudsman, Public Accounts Committee or arising from a sustainability review)

. the need for agencies to have formal service level agreements, where applicable,
detailing the respective parties responsibilities.

Recommendations in 2011 Management Letters

In addition to the recommendations in my reports to Parliament, | made recommendations in
management letters sent to the Chief Executive Officer/Department Head or Chair of the
Board (where applicable) of many agencies. The recommendations were designed to help
agencies address issues identified during their audits. The management letters also included
issues identified during previous audits, which had not been satisfactorily resolved by
management (repeat issues).

To identify common issues for this overview, | have analysed 623 issues and
recommendations made to 70 of 342 agencies with 30 June 2011 year ends. This sample
includes 36 large statutory bodies and State owned corporations (SOCs), 14 departments and
20 small agencies. Of the 623 issues, 59 were assessed to be high risk, 275 moderate risk
and 289 low risk.

The common issues are summarised in the table below:

Common Management Letter Issues
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Compliance with Processes or Regulations

Of the 623 recommendations, 110 related to agencies not complying with their own policies
and procedures, including expenditure limits, legislative requirements or Treasurer’s
Directions, increasing the risk of fraud and error.

Supporting Documentation

Ninety-six recommendations related to agencies not having adequate documentation to
support significant account balances in their financial statements, including:

. lack of reconciliations between general ledgers and subsystems

. incorrect reconciliations

. reconciling differences not being cleared or explained

« no documentation to support account balances

. lack of formal agreements to support transactions

. absence of compliance registers (e.g compliance with legislative requirements).

Accounting Errors or Incorrect Accounting Treatments

Ninety-one recommendations related to accounting misstatements, incorrect accounting
treatments or deficiencies in financial statement disclosures.

Misstatements occurred most frequently where agencies did not quality review important
reconciliations, had no documentation to support account balances, or did not have
appropriate segregation of duties.

In many agencies, misstatements result from a combination of control weaknesses which, if
not properly addressed, increases the risk of misstatements in reported results and fraud.
Agencies must proactively implement appropriate business process level controls to establish
effective internal control environments.

IT Data and Risk Management

I made 81 recommendations to agencies that are not managing their IT control environments
adequately. The recommendations covered agencies’ processes for addressing IT Security,
Data Centre Management and IT user management. For further details, refer to the
Information Systems Audit section later in this overview.

Asset Management

I made 76 recommendations to agencies without the necessary checks in place to effectively
control and manage their assets, including acquisitions, disposals, recording, depreciation,
revaluations, and stocktakes.

Segregation of Duties, Review and Approval of Transactions

I made 71 recommendations to agencies where the segregation of duties, review and
approval of transactions and maintenance of supporting documentation were inadequate. |
found reconciliations were not being independently reviewed and changes to financial
systems, such as accounts payable and payroll master files, were not being monitored and
approved. Intentional or unintentional errors in data can significantly impact the accuracy and
validity of transactions, increasing the importance of management oversight and independent
checks and verification.

Some small agencies were unable to satisfactorily segregate incompatible duties in the
revenue, payments and payroll areas. Whether by design or because of resource constraints,
poor segregation of duties increases the risk of fraud. Compensating controls need to be
introduced.

Accounting Policies and Procedural Manual

I made 42 recommendations to agencies to develop or update formal accounting manuals and
policies and procedures, including formal fraud control plans. Having up-to-date accounting
policy and procedural manuals improves the effectiveness of an agency’s control
environment.




Human Resources Management
I made 28 recommendations, some were repeat recommendations to address human
resource issues, including inadequate management of:

. contract staff

. excessive overtime

. excessive annual leave balances
« an ageing workforce

. flex leave.

Procurement Control Procedures

I made 21 recommendations where agencies had weaknesses in their controls over
expenditure and accounts payable, including: poor procurement practices; inadequate checks
of expenditure transactions processed; and poor controls over purchase orders and receipting
goods.

Procurement is an area which requires strong controls to mitigate against the high inherent
risk of fraud.

Other (Agency Specific)

The remainder of my recommendations (seven) were for agency specific issues.

70 - Common Management Letter Findings by Agency Type

60
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Common Management Letter Findings

Process or
regulation not followed
documentation
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Lack of supporting
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Accounting errors or
incorrect treatment
Inadequate asset
management processes
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Lack of Accounting Policies
and Procedural Manual
Inadequate human
resources management
procurement procedures
Other (Agency specific)

B Statutory Bodies and State Owned Corporations B Departments Small Agencies
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There are
insufficient
suitably qualified
finance personnel
in many agencies

The chart shows that of the 623 issues identified, 320 related to the 36 statutory bodies and
SOCs (approximately nine management letter points per agency), 201 to the 14 Departments
(14 per agency), and 102 to the 20 small agencies (five per agency).

Departments have a disproportionately high level of findings compared to statutory bodies and
SOCs relating to:

. processes or regulations not being followed

. lack of supporting documentation

. accounting errors or incorrect accounting treatments
. inadequate asset management processes.

| believe factors such as the quality of accounting and finance personnel, poor risk
management processes and poor cultural practices may have contributed to these findings
and are worthy of review by central agencies.

Agency Heads should also consider whether they have access to sufficient resources and
expertise to comply with the requirements of the Public Finance and Audit Act 1983 and other
legislative and regulatory requirements

In my view, there are insufficient suitably qualified finance personnel in many agencies, which
limits their ability to establish and maintain robust internal control environments, to correctly
interpret accounting standards and to produce high quality financial statements. The most
common issue for small agencies related to the number of errors and incorrect accounting
treatments | detected. Agencies should review their human resource strategies to retain and
attract appropriately skilled personnel.

The chart also highlights that statutory bodies and SOCs have a disproportionately high level
of IT risk and data management issues compared to other agencies, possibly due to the
complexity of systems used in these agencies. Further analysis of the underlying reasons for
this should be undertaken so the causes can be addressed.

Quality and Timeliness of Financial Reporting

In previous years, | have expressed concerns about the quality and timeliness of financial
reporting. | believe high quality and timely financial reporting by agencies is essential for the
government to make informed and timely decisions based on accurate information. This also
enables more effective, efficient and timely management of public funds by government
agencies and improves the accountability of public expenditure.

The quality and timeliness of whole-of-government financial reports (General Government and
Total State Sector) largely depends on:

. the quality and timeliness of financial information provided by agencies
. Treasury's year end processes, including coordination and guidance to agencies
. the competency of those preparing and providing financial information.




In Volume Three of my 2011 report, | referred to the October 2010 Public Accounts
Committee (PAC) report on the Quality and Timeliness of Financial Reporting. | have included
a summary of that report below because of its importance to improving this area.

No. Public Accounts Committee Recommendation Government Response

1 The Treasurer require all agencies to After relevant consultation, Treasury concluded
conduct a hard close of their accounts a full hard close was impracticable, and instead
at 31 March from 2011. started strongly encouraging large and medium

sized agencies to perform ‘early close
procedures’ via its Circular 11/01 ‘Early
Reporting Program — Strategy’. This involved
agencies performing various aspects of their
year-end reporting processes before 30 June
2011.Though encouraged, it was not
mandatory.

2 The Treasurer propose amendments to the Treasury requested all chief financial officers to
Public Finance and Audit Act 1983 formally assert that their agency had effective
requiring chief financial officers to certify systems and processes to generate the financial
their financial reporting systems. information required by Treasury.

3 The Premier ensure that accountability for =~ Recommendation to be incorporated as part of a
accurate and timely financial reporting is broader reform of accountability of chief
included in all chief executive officers' executive officers.
performance agreements. Treasury advises that CEO performance

agreements for principal departments now
reflect their accountability for accurate and
timely financial reporting.

4 The Treasurer develop and implement a ‘Early close procedures’ designed to facilitate
program to bring forward the deadline for earlier tabling of annual reports.
the tabling of annual reports in parliament
to three months after the end of the
financial year by 2013 at the latest.

5 The Treasurer consider proposing Premier’s Circular 99-69 ‘Qualifications for
amendments to prescribe minimum Senior Financial Management and Accounting
qualifications of chief financial officers in Positions’ is still current and the government
the Public Finance and Audit Act 1983. believed this issue could be managed more

flexibly through current arrangements rather
than legislative amendment.

Recommendation

In Volume Three, | recommended the Department of Premier and Cabinet and Treasury
continue to drive implementation of the Public Accounts Committee’s recommendations to
improve the quality and timeliness of financial reporting. | reiterate this recommendation.

More needs to be done to implement the PAC’s recommendations to improve the quality and
timing of financial reporting. For example:

Treasury should expand its ‘early close procedure’ requirements and make them

mandatory

Treasury should help agencies improve monthly financial reporting processes and
streamline the process agencies use to provide financial data to Treasury

accountability for accurate and timely financial reporting should be strengthened by
including relevant requirements in all Chief Executive Officers’ performance agreements

limitations in Premier’s Circular 99-69 minimum qualification requirements for Chief
Financial Officers, now 12 years old, should be updated to address the fact the
requirements are mandated for government departments, but only encouraged for
statutory bodies, only apply to future recruitment and include many exemptions.
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Treasury’s requirement for annual certification of financial systems by Chief Financial Officers
would benefit from more guidance to agencies and rigorous oversight by audit and risk
committees.

Most agencies were required to submit their 30 June 2011 financial statements to the Audit
Office by 11 August 2011 so the audits could be completed within ten weeks, or by
20 October 2011.

Whilst almost all agencies met the legislative submission deadline in 2011, almost half did not
meet other aspects of the earlier timetable set by Treasury.

For further details, refer to my Financial Audit Volume Three (pages 31-38).

The table below details the number of audit opinions signed and issued by month and by
cluster in 2011. More needs to be done to bring the signing of audit opinions forward from
October/November to meet an earlier reporting regime for the State as a whole. | will continue
working with Treasury to achieve this objective.

The table shows that 80 per cent of my audit opinions were signed by the end of October and
18 per cent were signed from November onwards. At 31 December, eight per cent
(two per cent) were outstanding, of which about half were signed shortly thereafter.

Cluster July/August September  October November December Outstanding*  Total

Attorney General and

Justice 1 - 14 -- -- 1 16
Education and

Communities -- 1 18 2 2 1 24
Family and Community

Services -- 1 8 -- -- -- 9
Finance and Services 4 10 30 -- 1 -- 45
Health -- 7 38 29 7 1 82
Premier and Cabinet -- 2 43 5 -- -- 50

Trade and Investment,
Regional Infrastructure

and Services 3 25 42 4 6 5 85
Transport -- 4 14 2 1 -- 21
Treasury -- 6 2 2 -- -- 10
Total * 8 56 209 44 17 8 342

1 The table above excludes University audits which have a 31 December year end and the Total State Sector
financial statements which are a consolidation of individual agencies.

*  Qutstanding at 31 December 2011.

Audit Opinions
| issued the following types of audit opinions on 30 June 2011 financial statements:

. ‘unqualified’ opinions, which indicated | was satisfied the financial statements were
prepared, in all material respects, in accordance with the applicable financial reporting
framework and relevant standards and obtained reasonable assurance as to whether the
financial statements as a whole are free from material misstatement, whether due to fraud
or error

. ‘qualified’ opinions, which indicate | concluded that, based on the audit evidence obtained,
the financial statements as a whole were not free from material misstatement or that | was
unable to obtain sufficient appropriate audit evidence to conclude that the financial
statements as a whole are free from material misstatement.

Some opinions included an emphasis of matter paragraph to highlight a matter affecting the
financial statements, which did not affect my overall opinion.




The following table summarises the types of audit opinions | issued for 30 June 2011 financial
statement audits by cluster.

Cluster Unqualified Qualified Unqualified with Outstanding* Total
Emphasis of
Matter

Attorney General and Justice 15 - -- 1 16
Education and Communities 23 -- -- 1 24

Family and Community

Services 9 - -- - 9
Finance and Services 44 1 - - 45
Health 79 2 -- 1 82
Premier and Cabinet 46 4 - - 50

Trade and Investment,
Regional Infrastructure and

Services 78 1 1 5 85
Transport 21 -- -- -- 21
Treasury 7 2 1 -- 10
Total 322 10 2 8 342

*  Qutstanding at 31 December 2011.
My reasons for qualifying opinions included:

« being unable to obtain all relevant information required to recognise and value assets,
such as land and investments

« being unable to conclude on the completeness of income from fund raising, voluntary
contributions and donations

. agencies incorrectly including in their financial statements transactions and balances of
another agency

« agencies incorrectly accounting for contractual or lease arrangements resulting in material
misstatement of assets and liabilities.

Financial Reporting Systems

As | reported under ‘Administrative Restructure’, various orders resulting in restructures
significantly impacted agencies’ financial reporting processes for the year ended
30 June 2011.

In my view, the April 2011 order and subsequent amending order created uncertainty in
agencies’ understanding of the impacts of the government’s decisions.

Following the April and subsequent order, the Department of Premier and Cabinet did not
update the government structure it publishes on its website until 17 August 2011, which was
in my view indicative of the complexities associated with the impact of the restructures.

The restructures and changes to financial reporting systems and processes had negative
consequences for the quality, timing and audit of agency financial statements and associated
costs.

This was especially so because the restructures occurred part way through the financial year
and meant agencies had to prepare financial reporting information for two reporting periods
within the same financial year, both of which had to be audited.

Amalgamating agencies creates dislocation risks and uncertainty for the organisation, its staff,
suppliers, clients and customers.
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Agencies’

30 June 2011
financial
statements
contained 25
individual errors
exceeding
$20.0 million

| identified 1,256
misstatements,
540 of which
needed to be
corrected by the
agencies before |
could issue my
audit opinions

| believe advance notice of amalgamations and restructures would give agencies the
opportunity to better plan for any associated risks; implement strategies to mitigate negative
impacts; achieve the desired outcomes, and enable them to effectively measure the success
of the restructure.

Recommendation

In Volume Three, | recommended the Treasury and the Department of Premier and Cabinet
take a lead role in monitoring, supporting and reporting on the implementation of common
financial reporting and support systems within the new Departments. | reiterate this
recommendation.

My 2011 audits of agencies identified that:

. many of the agencies impacted by restructures are yet to make significant progress
implementing common financial reporting and support systems to achieve the benefits
expected from the restructures

. additional costs associated with the amalgamations are not readily identifiable

. systems have not been put in place to capture and report cost savings achieved by the
restructures

. agencies’ 30 June 2011 financial statements contained 25 individual errors exceeding
$20.0 million.

The financial reporting process is complicated by the structure and number of reporting
entities in the New South Wales public sector, which was exacerbated by the 2011
restructures. The Public Accounts Committee has recognised the challenges faced by
principal departments in reporting comprehensively and succinctly on several diverse
functions, which in turn impacts the objective of improving the timeliness of government
reporting.

For further details on restructuring activities during the year, and my recommendations, refer
to Volume Three of my 2011 report.

The importance of implementing quality financial reporting systems is further emphasised
when the number and dollar value of misstatements identified in my 2011 financial audits is
considered. The number and value of misstatements needs to decrease significantly if the
public sector is to improve the timeliness and quality of its reporting. | identified 1,256
misstatements, 540 of which needed to be corrected by the agencies before | could issue my
audit opinions.

Five of the nine clusters had more than 100 individual misstatements, which are summarised
by cluster in the table below:

Clusters Numper of corrected Numbf_ar of uncorrected Total
misstatements misstatements

Attorney General and Justice 21 64 85
Education and Communities 34 28 62
Family and Community Services 12 23 35
Finance and Services 48 64 112
Health 251 287 538
Premier and Cabinet 62 52 114
Trade and Investment, Regional

Infrastructure and Services 67 113 180
Transport 32 73 105
Treasury 13 12 25
Total 540 716 1,256




The impact of the misstatements in dollar terms on net assets and income is summarised
below:

Corrected misstatements  Uncorrected misstatements* Total
Cluster Net assets Income Net assets Income Net assets Income
Increase/ Increase/ Increase/ Increase/ Increase/ Increase/
(decrease) (decrease) (decrease) (decrease) (decrease) (decrease)
$000 $000 $000 $000 $000 $000
Attorney General and (2,521) 2,521 21,099 3,063 18,578 5,584
Justice
Education and (12,483) 12,207 (545) 3,461 (13,028) 15,668
Communities
Family and Community 43,643 (346) 2,824 (1,238) 46,467 (1,584)
Services
Finance and Services 1,745 775 38,416 (41,924) 40,161 (41,149)
Health 55,776  (155,237)  (52,930)  (29,828) 2,846  (185,065)
Premier and Cabinet (13,828) 3,365 507 (2,538) (13,321) 827

Trade and Investment, 68,277 (17,370) 51,816 (39,784) 120,093 (57,154)
Regional Infrastructure
and Services

Transport (34,486) 19,949 5,252 (3,881)  (29,234) 16,068
Treasury (67,472) 67,472  (155,169) (494)  (222,641) 66,978
Total 38,651  (66,664)  (88,730) (113,163)  (50,079) (179,827)

*  Uncorrected misstatements were considered immaterial to the individual agencies’ financial statements.

The table above aggregates individual agency errors within each cluster, and shows the net
impact for the cluster (eliminations have not been made for related entity relationships).

Generally, users of financial statements will accept a level of errors as a trade off to receiving
timely financial information, as long as that level is not significant enough to affect their ability
to make sound decisions based on that information.

The nature and extent of errors in agencies’ financial statements provides insights into the
quality of their financial reporting. Agencies’ 2010-11 financial statements submitted for audit
contained 25 individual errors exceeding $20.0 million.

Number of Errors

2010-11 2009-2010
$20-$50 million 14 11
$50-$100 million 4 5
$100 million—$1 billion 6 6
Greater than $1 billion 1 2
Total errors greater than $20 million 25 24

Agencies’ financial statements were corrected as necessary to ensure compliance with
Australian Accounting Standards and the requirements of the Public Finance and Audit Act
1983.
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The risk
management
culture is a key
factor in agencies
managing risk
well

My review of these errors identified the following common causes:

. mistakes in spreadsheet formulae and data entry when calculating carrying values of
property, plant and equipment

. errors in applying Australian Accounting Standard requirements applicable to revenue,
resulting in recognition of revenue in the wrong financial year

. deficiencies in determining year-end accruals
. use of inappropriate and inaccurate assumptions when calculating provision balances

. errors in inter-agency payables and receivables, indicating agencies do not regularly
reconcile these balances as part of effective monthly reporting processes.

These issues indicate insufficient review mechanisms in agency financial reporting processes
and insufficient expertise in accounting standard requirements when accounting for complex
transactions.

Risk Management

My financial statement audits require an understanding of each agency’s approach to risk
management.

Most Government agencies are required to comply with Treasury’s Policy and Guidelines
Paper 09-05 ‘Internal Audit and Risk Management Policy for the New South Wales Public
Sector’ which was released in August 2009. The six core requirements of the policy are aimed
at meeting the minimum internal audit and risk management standards. The policy is currently
being reviewed by Treasury, as outlined in my financial audit report (Volume Three 2011,
page 41).

Ineffective risk management within agencies is a concern to me. | hope to review agency
compliance with the Treasury’s policy once revisions to the current policy have been issued. |
previously surveyed agencies on their readiness to attest to their compliance with the current
policy in 2010 (Volume Eleven 2010, page 3). That survey concluded most agencies had
implemented policies and procedures to address the six core requirements, with larger
agencies appearing to be better prepared than smaller agencies.

Both Treasury’s policy guidance and risk management standards emphasise the importance
of an appropriate risk management culture to achieve effective risk management. The risk
management culture is a key factor in agencies managing risk well.

Agencies that manage risks well often display the following characteristics:

. committed leadership — significant risks are actively and regularly discussed at
Board/executive/senior management levels of the agency, and risk owners are committed
and responsible for managing those risks. Risk management is closely linked to strategic,
business and project plans

. regular review of risks — the agency CEO/executive conduct quarterly or biannual reviews
of key agency risks with their risk owners to ensure all significant risks are identified,
understood and are being managed

. focus on effective mitigating controls — the CEO/executive quarterly or biannual review
with risk owners includes a reassessment of the effectiveness of risk mitigating controls

. reporting and discussion - regular reporting and discussion of top agency risks at the
Board/executive level of agencies

. responsibility — risk management is shared throughout the agency and is not just the
responsibility of the agency risk manager

. active learning — successes and failures are reviewed to understand root causes, enabling
action to replicate successes and prevent future failures

. risk management is a day to day activity — the assessment of risk is part of the
decision-making process that happens on a day to day basis.




Effective risk management cannot be achieved by focusing on compliance and ‘box ticking’.
Developing a culture of risk management is a key element in effectively managing agency
risk.

Recommendation

Agencies should assess whether their risk management culture supports effective risk
management.

Sustainable Asset Management

The reported value of built assets across the public sector at 30 June 2011 exceeded
$200 billion. These assets are crucial for the State to function. The replacement and
maintenance of these assets is an expensive and major undertaking, requiring effective
monitoring of the State’s asset portfolio to achieve sustainable asset management.

| could only find limited published information to ascertain whether NSW agencies’ asset
management strategies improve, maintain or erode their overall asset base. Without such
information | am unable to readily assess the performance of agencies in managing their
asset base in a sustainable way.

Recommendation

A common set of asset management ratios for the public sector should be developed and
published annually in agency annual reports. Agencies should measure, compare and report
these ratios against better practice benchmarks as well as internal targets.

The Australian Infrastructure Financial Management Guidelines (2010) and the Guide to
Integrated Strategic Asset Management (Australian Asset Management Collaborative Group,
2011) have been published, both promoting sustainable asset management practices. The
Australian Infrastructure Financial Management Guidelines in particular promote a range of
asset sustainability, consumption and renewal funding ratios aimed at providing improved
information on organisations’ sustainable asset management practices.

NSW Local Government Councils are now disclosing their buildings and infrastructure
renewals ratios, along with other financial ratios in their annual reports and their audited
financial statements as a means of providing information on the sustainability of their asset
management strategies. NSW public sector agencies are not required to provide equivalent
information in either their annual reports or audited financial statements.

Information Systems Audit

The New South Wales public sector spends over $2.0 billion each year on information,
communications and technology (ICT) tools, applications and services. It is essential that
strong information and communication technology management and control processes
operate effectively across the State’s agencies.

Recommendations to Improve Controls

My reports recommended that agencies:

. implement effective IT security governance, awareness and administration processes
. establish minimum security standards, policies and rules to mitigate the risks identified

. implement monitoring and review procedures so that all parties involved in supporting the
IT environment, including external and shared providers, are effectively and appropriately
managed

. establish and adhere to formal change management procedures
. establish comprehensive disaster recovery plans that are tested on a periodic basis.
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The GCC audits address four areas:

GCC Audit Area Description

Information Security Review of controls that prevent or detect unauthorised use of, and
changes to data, systems or programs including establishing of
system-based segregation of duties

Data Centre and Network Review of controls that ensure the integrity of information as it is
Operations processed, stored, or communicated

Disaster Recovery Planning Review of controls surrounding establishing and testing of plans
relating to disaster recovery (including back-up), protecting the
capability of critical systems availability and recovery

System Change Control Review of change controls over application systems, database
management systems, network and communication software, systems
software, and hardware, i.e. verifying that they have been effectively
acquired, developed, implemented, and maintained

General Computing Controls

| identified issues across all four GCC areas, most of which pertain to information security
management, system change control and disaster recovery planning as shown in the graph

below.
General Computer Controls - Issues by Audit Area 2011
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I noted improvements since last year, particularly in data centre security and network
operations, but again observed the following deficiencies:
Security
. conflicts in segregation of duties for core financial systems (e.g. SAP, ORACLE,
PeopleSoft)
. ineffective management oversight of firewall security
. dormant network accounts that had not been used for over a year
. users who had never changed or do not regularly change their passwords
. unauthorised users granted potent administrative access to the financial system
. network users with administrative access that could permit installation of unlicensed
software
. external service and shared service providers with unrestricted access to privileged user
accounts.

Change Management
. non-adherence to formal change management procedures for software revisions
. incomplete documentation.
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State’s readiness
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catastrophic
event

Disaster Recovery Planning
. incomplete disaster recovery plans and inappropriate levels of disaster recovery testing.

The chart below shows that the 2011 issues are fairly evenly spread across agency clusters
with no particular cluster significantly better or worse in this respect.

Issues Raised by Agency Cluster

10%

HAttorney General and Justice
14%

H Education and Communities

13% Family and Community Services

Finance and Services
EHealth
HPremier and Cabinet

Trade and Investment, Regional
Infrastructure and Services

12%/

Transport

14% ETreasury

My follow-up of 2010 information system issues indicated that only 38 per cent of issues had
been entirely resolved by agencies

While some agencies needed more than 12 months to address identified risks, | am
concerned many 2011 issues are ‘repeat’ or partially repeat issues requiring further work. I will
revisit these issues and continue to report them until they are appropriately resolved.

The key repeat issues are in disaster recovery planning, data security and shared services:

Disaster Recovery Planning
Disaster Recovery Plans Managed In-House
| noted disaster recovery plans:

. were outdated

. did not align with the agency’s business recovery requirements

. did not properly identify and assess critical systems and processes
. had incomplete testing that did not ensure the plan’s effectiveness.

These findings are of some concern and reflect on the readiness of our State’s agencies to
recover information systems in the event of a catastrophe.

Lack of senior management buy-in and involvement in disaster recovery planning has resulted
in insufficient allocation of resources to disaster recovery activities. There is scope for
agencies to improve staff awareness of disaster recovery plans and procedures.




My review of the 76 largest agencies’ disaster recovery planning indicated:

Disaster Recovery Planning Yes No
(%) (%)

Does the agency have a Disaster Recovery Plan? 82 18

Have significant portions of the plan been tested within the last twelve months? 55 45

Does the agency have any type of arrangement to recover its computer processing

ability in the event of an emergency? 95 5

Are backup copies of all significant application system programs and data files stored

at an off-site location? 100 --

| am concerned that 18 per cent of these agencies do not have a disaster recovery plan. It is
pleasing to note that major agencies backup their data, but concerning that 45 per cent had
not tested a significant portion of their disaster recovery plans. | also found five per cent have
no arrangements in place to recover their computer processing ability.

Disaster Recovery Plans Outsourced

An increasing number of agencies are transitioning to shared service entities, with disaster
recovery infrastructure and support provided by an external organisation. Several agencies
had not formally established disaster recovery service agreements, while others had
insufficient accountability processes established and poor monitoring of outsourced disaster
recovery arrangements. | specifically noted insufficient documentation of key processes on
how services will be recovered, the timeframes for recovery and whether these are acceptable
to agencies.

Data Security

Some agencies had not established an effective security framework which adequately
addressed risk and mitigating controls indicating they had not sufficiently understood their
electronic information security risks.

For agencies transitioning to a shared services model, data security service agreements had
not been formally established, with little accountability and monitoring performed in relation to
data security risk. | also found there are no formal whole-of-government security policies to
guide agencies and to establish accountability for security management.

Recommendation

The whole-of-government electronic information security guidelines currently under
development should be finalised, issued, and supported by a communication and training
plan.

Shared Services

In recent years, shared service entities have been established to support many government
agencies and in 2011 this initiative continued to grow. There were no guidelines to help
agencies transition to these entities. In some cases the transition has resulted in agency
frustration and a perceived reduction in service levels. Some shared service functions were
unable to initiate effective communications and establish processes to manage IT risks,
particularly logical security and disaster recovery controls.

Recommendation

The government should finalise its shared services framework, procedures and guidelines so
agencies can more effectively manage the risks and costs of integrating their businesses with
shared service entities. Agencies transitioning to shared service functions should also ensure
appropriately skilled staff manage the transition successfully.
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Project Governance and System Migrations

Better project governance over system implementations is required. This was highlighted in
2011 when an agency had to defer a major system replacement project pending a review of
how to best meet its business needs. Inadequate skills, resources and knowledge to support
the system in a shared service centre environment, poor testing and inadequate training of
new users compounded the issue.

In 2011, | reviewed data conversion and migration activities where agencies were upgrading
and replacing core financial systems. | found:

. ownership of data migration activities remained with IT departments instead of the
business data owners

- key stakeholders were not appropriately engaged in decision-making
- ownership of risks and issues were not clearly identified

. ineffective data migration management resulted in data integrity issues leading to financial
errors and operational problems.

Specific guidelines for agencies to manage data migration activities do not exist.
Recommendation

Whole-of-government better practice project governance and data migration procedures
should be developed and communicated to all agencies.

Management of Outsourcing Arrangements

Nineteen per cent of the 76 largest agencies audited in 2011 outsourced some of their IT
needs to external service providers. In many instances contracts were poorly managed and
not adequately understood by agencies which meant they were unable to effectively manage
risks, activities, deliverables and costs relating to the services delivered. Poor reporting and
transparency between agencies and external suppliers was also evident, adding to the cost of
managing the contracts.

Recommendation

Whole-of-government policies should be developed so agencies can effectively manage and
control the risks of outsourced activities. These documented policies should include:

. clear roles and responsibilities for agencies and suppliers

. clear performance, management monitoring and reporting requirements
. contract clauses that include the ‘right to audit’ by an agency

. transparent cost and billing information.

Landscape for 2012

Agencies’ plans and efforts to streamline infrastructure, systems and processes into common
platforms continue. Shared service developments continue to interest me and my audits will
consider related risk exposures in 2012.

| also plan to focus on:

. the development of strategies and processes to target procurement fraud

. in-depth system access reviews to identify segregation of duties issues across operational
functions

. automated controls within key financial applications to ensure the accuracy, validity and
completeness of data

. the governance and effectiveness of project management.




Performance Audit Reports

Performance audits — shining the light on governance

Over the last 12 months | have tabled ten performance audit reports:

. Effectiveness of Cautioning for Minor Ccannabis Offences (April 2011)
« Transport of Dangerous Goods (May 2011)
. Two Ways Together - NSW Aboriginal Affairs Plan ( May 2011)

« Government Expenditure and Transport Planning in Relation to Implementing
Barrangaroo (June 2011)

. Improving Road Safety: Speed Cameras (July 2011)

. Prequalification Scheme: Performance and Management Services (September 2011)
« Improving Road Safety: Young Drivers (October 2011)

« Responding to Domestic and Family Violence (November 2011)

. Visiting Medical Officers and Staff Specialists (December 2011)

« Managing IT Services Contracts (February 2012)

Many of the findings and recommendations in these reports highlight the need for good public
sector governance.

Simply put, good corporate governance promotes public confidence in government and its
agencies. The better governed agencies are, the better they will perform and the more
satisfied the public will be.

Well governed agencies will encounter a public more willing for its public sector to explore
opportunities to improve or add to its services. Prices paid by the taxpayer for services or
capital provided by the private sector and NGOs will be more favourable for a public sector
that is well governed.

Sound corporate governance is about identifying and addressing emerging risks and
opportunities. It is paramount to service delivery and the efficient use of taxpayers’ money.

In 2011, | introduced my model, the Governance Lighthouse. Governance is there to shine a
light. Sometimes it is a warning, sometimes it is there to attract attention, and sometimes it is
there to guide.

Recommendation

I recommend that large government agencies and universities regularly review their
governance frameworks against the Governance Lighthouse’s 17 points, published in my
Financial Audit Volume Two, 2011.
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KEY STAKEHOLDER
MANAGEMENT
17. KEY STAKEHOLDER
COMMUNICATION PLAN

RISK MANAGEMENT

16. CEO AND MANAGEMENT
SIGN-OFF ON INTERNAL CONTROLS

15, RISK MANAGEMENT PROGRAM

EXECUTIVE REMUNERATION

14, EXECUTIVE PERFORMANCE
EVALUATION

DISCLOSURE
13. A CONTINUOUS DISCLOSURE POLICY
12. ANNUAL REPORT PUBLISHED

FINANCIAL REPORTING
11. CEO AND CFO SIGN-OFF
10. INTERNAL AND EXTERNAL AUDITS
9. AUDIT COMMITTEE

ETHICS
8. DIVERSITY POLICY
7. COMPLIANCE MANAGEMENT
6. FRAUD AND CORRUPTION CONTROL
5. CODE OF CONDUCT

STRUCTURE
4. WELL DEFINED SET OF KEY COMMITTEES

MANAGEMENT AND OVERSIGHT

3. CLEAR ACCOUNTABILITY AND DELEGATIONS
2. REGULAR REPORTING AGAINST PLANS
1. STRATEGIC AND BUSINESS PLANS

| am particularly concerned about the need for the lighthouse to have strong foundations and
for regular reporting against plans and clear accountability.

My audits in 2011 found some common trends in governance arrangements that present risks
and opportunities for government. They also found some common weaknesses in tools that
support good governance.




( Trends \ ( Tools \

Devolution Regular Reporting

Right Sourcing — Good Govemance — Robust Monitoring

Collaboration Clear Accountability

\_ J \_ J

Devolution

Decision-making is increasingly being devolved to those providing the services — the front line
workers and those supporting them. When devolving decision making it is important that
agencies do not confuse loosening the reins with letting go of the reins completely.

In my IT Services Contracts report | recommended that the State Contracts Control Board and
the Department of Finance and Services enhance their Agency Accreditation Scheme and
develop better guidance to agencies on managing IT services contracts. | also recommended
they extend such guidance to other service contracts. | made similar recommendations in my
audit of the Prequalification Scheme.

Right sourcing

Right sourcing is deciding whether to undertake a particular activity within the agency or
whether to outsource the activity. Robust business cases are usually completed before a
decision is made.

Where there has been an increase in contracting out, agencies must ensure they are
receiving value for money. My audits on domestic and family violence, the prequalification
scheme for consultants and IT service contracts provide valuable insights for agencies when
contracting out services.

In my Prequalification Scheme report the Department of Finance and Services was unable to
assess the performance of all consultants, as only five per cent of the required reports on
consultant performance were prepared by agencies.

In my IT Services Contracts audit | found that the Ministry of Health and the NSW Police
Force could not demonstrate continued value for money in the long term IT services contracts
| reviewed.

Agencies must demonstrate that they achieve value for money from contractors, not just when
signing a contract, but over the life of the arrangement. Unfortunately, some agencies are
putting all their effort into signing the contract, but not managing it for the long term.

Collaboration

Collaboration is the ‘glue’ that keeps many government programs together. Government
programs are often complex and involve many organisations working together — Government,
NGOs and the private sector.

My Two Ways Together and Domestic Violence reports made a number of recommendations
about agencies and NGOs establishing better protocols, meeting regularly and better
integrating their services.

31
NSW Auditor-General's Report
Volume One 2012

OVERVIEW OF 2011




32
NSW Auditor-General's Report
Volume One 2012

OVERVIEW OF 2011

My Domestic and Family Violence report recommended that government and non-government
organisations adopt a common framework to identify domestic and family violence, assess
risk, prioritise need and refer people to services. | also recommended that Government needs
to resolve problems around the sharing of information so government and non-government
staff can work together locally to help victims and perpetrators.

My Transport of Dangerous Goods report found little evidence that the Office of Environment
and Heritage and WorkCover share information on those transporting dangerous goods and
whether they breach any regulations. Agencies who share responsibility for regulating the
transportation of dangerous goods must work more closely to better use their resources and
target areas of greatest risk.

Regular Reporting

Regular public reporting by agencies on their performance is essential. The public has a right
to know on what and how well the Government is spending their money.

In my Domestic and Family Violence report | recommended that the Chief Executives of the
NSW Police Force, Department of Family and Community Services, NSW Ministry of Health
and the Department of Attorney General and Justice report on:

. the impact and the estimated cost of domestic and family violence on their operations
. what they are doing, or funding other organisations to do and what this is achieving.

In my Speed Camera report | recommended that the RTA (now Roads and Maritime Services)
publicise trends in crashes, revenue, and speeding or infringement data, for each speed
camera, and update this annually.

My Barrangaroo report recommended that the Authority should continue to ensure ongoing
disclosure of financial information currently withheld for commercial reasons.

Robust monitoring
Monitoring is fundamental to good governance and management.

In my report on Two Ways Together, | commented on the many indicators reported and the
lack of effective monitoring. | recommended an annual program of reviews against specific
outcomes and timelines; and public reporting of the results.

In my Speed Cameras audit | recommended that the RTA annually monitor the effectiveness
of individual speed cameras.

In my Visiting Medical Officers and Staff specialist report | recommended that NSW Health
develop consistent guidelines to assist AHS and hospitals when verifying payments to VMOs.

Clear Accountability

The Department of Premier and Cabinet and Treasury need to ensure that there are clear
guidelines for agencies and that a governance framework exists to ensure agencies are
implementing their policies and directions.

My 2010 Electronic Information Security report found that the government is not able to
provide assurance on safeguarding its holdings of sensitive personal information because its
policy has not been properly implemented. This is likely to remain the case until there are
clear, mandatory, minimum standards that agencies sign up to.

My Two Ways Together report highlighted that the aim of the NSW Aboriginal Affairs Plan was
to ensure agencies were held accountable for results and for achieving specific outcomes for
Aboriginal people. However weaknesses in its original framework and changes in
performance measures over the life of the Plan meant that accountability was not clear.
Agencies given money to improve the wellbeing of Aboriginal people must be able to show at
the end of the year how they spent it and what has been achieved. There needs to be clear
recognition that the local community is best placed to understand its own needs and be
responsible for its own future.




The Way Ahead

| intend to continue emphasising the need for good governance and for central agencies to
take a leadership role in setting overall policy and standards for the public sector. Central
agencies should be also be ensuring that high quality, comparative information on agency
performance and conformance is collected and communicated both to the agencies and the
general public.
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Report on Complaint Investigation

Contract Management Practices at the former Roads and Traffic
Authority (now Roads and Maritime Services)

| received correspondence from a complainant in April 2011, alleging waste and
mismanagement by the Roads and Traffic Authority (RTA), nhow known as Roads and
Maritime Services (RMS), on two large, long term Information Technology (IT) services
contracts with a combined estimated expenditure of over $28.0 million per year.

There were 15 specific allegations with supporting materials. Thirteen were about waste and
mismanagement. Not all of these were serious or substantial enough to warrant specific
investigation. However, together they suggested some further enquiries were needed.

The complainant also sent the correspondence to the Chief Executive RTA, who advised me
that RTA was investigating the complainant’s allegations. | agreed that RTA would provide a
report on its investigation to me. On presentation of this report in December 2011, | sought to
verify its major findings by requesting RTA provide me the evidence that supported them.

Of seven specific allegations | examined, | was satisfied that RTA dealt with two of them
satisfactorily, another needed further enquires by my staff. The remaining four issues were not
fully explained to my satisfaction and should be further examined by Roads and Maritime
Services (RMS) and Transport NSW.

My findings on these are:

1. RTA did not exercise some key contractual provisions. These were:
(@) Rebates for the contractor’s failure to meet minimum performance levels not claimed:

The contract contains service level requirements and outlines rebates payable to RTA for
the contractor’s failure to meet these performance levels. The contractor produces
monthly reports with key performance information, including failure to meet contractual
service level requirements. Failure to meet service levels will not trigger a rebate
entitlement in all cases, for example where the service interruption is caused by factors
outside the responsibilities of the contractor.

The complainant alleged that the contractor failed to credit RTA with performance rebates
to which it was entitled. In the six year duration of this contract, RTA advised that it could
only find evidence that one performance rebate was paid in July 2011.

The annual audit of the contract conducted by RTA’s Contract Management Unit (CMU),
completed in November 2011, reported there was no process for performance rebate
calculations, reporting and payments. This was noted as a major non-compliance issue.
Effectively it left the contractor responsible for judging its own performance. In response,
RTA is instigating changes to the monthly contractor report to require more detailed
information to assist the assessment of rebates. RTA has reported that a thorough review
of 2011 incidents is needed, and it should require the contractor to provide better
justification for not crediting a rebate.

The CMU audit report finding indicates that RTA had not previously addressed this issue
and had not required the contractor to provide all the relevant technical information to
assess its rebate entitlements.

I note that the complainant had raised this issue with RTA management before the
contract was renewed in late 2010. Earlier attention to this issue may have allowed RTA
to review incidents in the previous contract period, not just in the current contract period
from calendar year 2011.




(b) RTA paid for services that were not provided:

One contractor was entitled to be paid $4,494.60 each month for providing a temporary
service for the initial two years of its contract. The complainant alleged that the contractor
continued to invoice RTA for this service after the two year period expired in January 2009
and RTA continued to make payments up until February 2011. | estimate this constituted
a potential overpayment of up to $112,000 over two years.

RTA reported that this arrangement was varied to continue the temporary services and
payments. RTA was not able to advise when the need expired, and provide the supporting
documentation. RTA has yet to reach a resolution of this issue with the contractor.

While this amount is only around two per cent of the contract value over two years, it still
indicates a weakness in RTA’s contract management approach.

RTA did not examine some allegations in enough detail to satisfy me that the risks were
mitigated.

RTA took a decision to investigate in detail two allegations that it regarded as most
critical. It also did a more general review of the other allegations, focussing on processes,
procedures and controls. | reviewed some of these other allegations raised by the
complainant and found:

a) The complainant provided RTA with five examples of potential excessive pricing of
additional services provided by a contractor in 2010 and paid for by RTA. The
complainant also provided RTA with a schedule of 78 quotations submitted by the
contractor for the individual additional services it quoted on in 2010, and alleged many
of these demonstrated overpricing. RTA did not investigate these specific examples
because, it said, the costs of doing so would exceed the benefit, given the
often-technical judgements involved, and its effort would be better spent on ensuring
there were robust procedures and controls in place. In relation to the latter, RTA
advised that it had reviewed and updated its procedures for managing additional
services in February 2011.

RTA estimated the total expenditure on these additional services in financial year
2010-11 was nearly $5.0 million or 22.5 per cent of one contract, and $4.0 million or
nearly 63 per cent of the other contract. This indicates there is a significant spend on
additional services under both contracts. In my view it is worth regularly testing if
RTA'’s procedures and controls are effective in achieving value for money in a
situation where RTA must get these services from these contractors. As part of my
regular financial audits | will review the adequacy of these procedures and controls
going forward.

b) RTA'’s review of a sample of paid invoices found there was insufficient detail given by
the contractor to understand what services RTA had paid for. It did not look further
and did not make recommendations to address the weakness identified. As part of my
regular financial audits | will review the adequacy of the information provided on
supplier invoices.

37
NSW Auditor-General's Report
Volume One 2012

REPORT ON COMPLAINT
INVESTIGATION

RTA paid for
services that were
not provided



NSW Auditor-General's Report
Volume One 2012

REPORT ON COMPLAINT
INVESTIGATION

RTA does not
have a contract
management plan
in place for either
contract

Value for money
in doubt

3. My additional inquiries identified some good features, but also some weaknesses in its
contract management framework.

In my review | was able to access additional documentation and information that was not
considered in RTA’s limited review. These included contract management documents
showing ongoing annual benchmarking, and documents supporting annual price reviews
and payment of rebates. Based on my review, | found that RTA was able to demonstrate it
had many elements of a good contract management framework in place to manage these
complex and long term IT services contracts. However, in addition to the failure to
exercise some key contractual conditions noted in section 1, | found the following
weaknesses:

a) RTA does not have a contract management plan in place for either contract. One of
the benefits of a contract management plan is to outline clearly the contract
governance structure and how operational clauses are managed so that there is
consistent practice. Without it there is an increasing risk of misinterpretation.

This is illustrated by the complainant’s allegations about the “double-payment” of
project management fees for the provision of additional services. RTA advised that
there had been a consistent practice since 2004 that project management fees for
additional services were not covered by the core service fee, and could be claimed as
a fee component for additional services. | found that the original interpretation and
consistent application of this practice relied on the knowledge of staff involved, as it
was not documented in RTA’s contract management procedures. RTA advises that its
most recent legal advice confirmed some potentially ambiguous and contradictory
terms in the contract that may have been the basis for the complainant’s views.

b) Under the terms and conditions of one contract, 40 per cent of the labour component
for additional services is invoiced in advance of services being provided and paid by
RTA 30 days from the date of the invoice. RTA advised these were for additional
services where there was a substantial fixed price labour component (greater than
$5,000). RTA advises that the monthly average payment in advance for this contract
is $72,000. Treasurer’s Direction 180.5 requires bank guarantees (or equivalent) to
offset the risk of payments in advance, regardless of the value. RTA advises that it
does not request these guarantees.

c) Management and accountability for additional services are scattered amongst many
different business units and managed by different project managers. No one person
appears to have overall day to day accountability for these particular contracts as a
whole.

These findings on two significant contracts put in doubt whether RTA was effectively
managing its IT services contracts more generally, and therefore whether it was getting value
for money.

Background

Of the contracts the subject of the allegations, one was awarded at the start of 2004, and had
an initial contract period of three years commencing after completion of a transition period of
two years. The contract had two renewal options, each with a maximum period of two years,
thus making the maximum duration seven years plus the transition period. This contract was
most recently renewed in late December 2010 until 2013. In 2010-11 the total value of the
contract was just over $22.0 million.

The other contract commenced at the start of 2006 and had an initial contract period of two
years, with two extension options for periods of two years each, thus making the maximum
contract duration six years. The contract was most recently renewed on a month by month
basis in June 2011, and expired on 31 December 2011. In 2010-11 the total value of the
contract was nearly $6.5 million.




Both contracts have two main parts. One part consists of the provision of a range of core and
other specific services for fixed prices over a 12 month period. The other part consists of an
arrangement whereby any additional services which were not included in the core and specific
services would be carried out as variations, each with a separately negotiated scope and
price. Under the terms of the contracts, RTA could not procure these additional services from
other contractors.

RMS advises that responsibility for the services under these contracts will transition to
Transport for NSW as they expire. This has already occurred with the contract that expired in
December 2011, with the other contract transitioning on its expiry in 2013.

Commentary

State government agencies are becoming increasingly reliant on private sector IT contractors
to provide core operational services. It is therefore very important to have strong contract
management in place for agencies to extract value for money from these often complex and
long term arrangements. The risk of agency ‘capture’ by a contractor in these arrangements is
great, which can put value for money at risk in the long term.

The Commonwealth Auditor-General, in his report titled ‘Direct Source’ issued in 2010 made
the point that when agencies seek to continue an existing contractor relationship rather than
approach the market, the state of the competition and value for money cannot be assessed.
This comment is particularly pertinent to long term and complex IT services contracts where
even if the initial arrangement is established after a competitive process, the contract may be
renewed or extended over a long period with the original contractor.

The failure to conduct proper value for money assessments results in agencies not knowing
whether they are getting value for money. This was borne out by findings | made in my
February 2012 report titled ‘Managing IT services contracts’, where agencies failed to
effectively manage the contracts including performance of contractors. My findings of the IT
services contract management arrangements at RTA serve to reinforce some of the
recommendations | made in that report for improvements in the way that agencies manage
and demonstrate value for money in such contracts.

My February 2012 report also provided a good practice framework for agencies to help them
manage their contracts effectively. Key components of that framework are:

. the need for a risk based comprehensive contract management plan for individual
contracts

. an effective governance structure, which includes oversight outside the business unit that
owns the contract

. independent internal monitoring of individual contracts, through internal audit programs to
check compliance with contractual obligations and the agency’s contract management
framework.

I am concerned that there has been a significant amount of the annual spend under one
contract (nearly 63 per cent) on additional services. Under the contract, the types of services
that can be provided as additional services (variations) is defined for this contractor and RTA
can only obtain these services from that one contractor. RTA has essentially set up a
monopoly arrangement for the provision of these services. The problem with this is there is no
competitive tension to drive down prices or at least demonstrate value for money.
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Recommendations

RMS and Transport for NSW should:

by December 2012, review its contract management framework against the better practice
framework and ensure it has structures in place to effectively manage all IT services
contracts, including purchases through State contracts. In particular, RMS and Transport
for NSW should ensure they have:

— an effective governance structure, which includes oversight outside the business unit
that owns the contract

— independent internal monitoring of individual contracts
— arisk based contract management plan for all services contracts

by December 2012, consider extending its contract management framework and
structures to cover all services contracts it manages

by June 2012, complete a risk assessment of existing services contracts and prepare
contract management plans for those contracts identified as high risk.

RMS should:

by June 2012, the RMS IM&T unit report to the RMS Audit and Risk Committee on:

— progress in implementing the actions proposed in the RMS report on the complaint
investigation

— how it proposes to address the findings and recommendations in this report, including
the requirement for obtaining bank guarantees (or equivalent) to offset the risk of
payments in advance, regardless of the value

— what it has done or proposes to do to address its failure to exercise key contractual
provisions relating to rebates and over payments.

by December 2012, the RMS governance unit report to the RMS Audit and Risk
Committee on the scale and value for money of additional services provided under these
contracts, including an end to end business process audit of a representative sample of
additional services, and the adequacy of invoice supporting information.

Transport for NSW should:

Transport for NSW is transitioning existing IT services contracts from RMS and RailCorp
to establish whole of Transport arrangements. | recommend that, before establishing
whole of Transport IT services contracts, Transport for NSW undertake a detailed review
of the IT services contracts in place in both RMS and RailCorp to understand and address
issues raised in RMS’ report to me on this complaint, as well as my findings in this
investigation.




Section Three

Agencies with Individual Comments

Attorney General
Minister for Health

Minister for Primary Industries

ional Infrastructure and Services
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Office of the Protective Commissioner

— Common Fund
Audit Opinion

The audit of the Office of the Protective Commissioner — Common Fund’s financial report for
the year ended 30 June 2009 resulted in an unmodified audit opinion within the Independent
Auditor’s Report.

Key Issues

Control Deficiencies

Recommendation

The Office of the Protective Commissioner (the Office) should fully address control
deficiencies in the payment of client expenses.

The Office’s financial control deficiencies, discussed below, have contributed to the
considerable delay in finalising the 2009 audit.

The audit of the 2010 financial statements is expected to be finished in the first half of 2012
and the 2011 audit by 31 December 2012.

Serious control weaknesses relating to the payment of client expenses were identified in
2007, which increased the risk of fraudulent and/or invalid payments. The weaknesses
included inappropriate segregation of duties, ineffective client budgets, insufficient access
controls within the Office’s Client Information System (CIS) and inadequate policies and
procedures over processing client payments.

The weakness prevented me from placing reliance on the Office’s internal controls. As a
result, | had to perform additional audit work to gain assurance over the validity of client
expense payments. This work did not identify any fraudulent or invalid payments.

The Office has made progress in addressing these weaknesses and in implementing my
recommendations to improve controls. Due to the nature of some of the weaknesses,
however, remedial actions have required lengthy implementation, extending into 2012.




Performance Information

Management of client investment funds is outsourced to a private sector custodian and fund
manager. The funds are invested on an index basis and benchmarked to financial market
indices as shown below.

30 June 09 2008-09 2008-09 30June 08  2007-08
Investment Fund Benchmark Total client Benchmark Fund Total client Fund
funds Return* Return* funds Return*
% % % % %

Access** UBS Australian

90 day Bank Bill

Index 39 4.98 5.95 33 6.7
Australian Cash UBS Australian

90 day Bank Bill

Index 13 4.98 5.95 13 6.7
Australian Cash UBS Australian
Plus 0-3 year Composite

Bond Index 9 9.58 9.71 9 5.4
Australian Fixed UBS Australian All
Interest Maturities

Composite Bond

Index 6 10.32 9.16 6 3.86
Australian Shares  S&P/ASX 200

Accumulation Index 20 (20.73) (20.28) 24 (13.56)
Australian Listed S&P/ASX 200
Property Securities Listed Property
Fund Trust Accumulation

Index 3 (42.77) (39.38) 4 (34.96)
International Bonds JP Morgan Global

Bond (ex-Australia)

Index 1 10.98 10.25 1 8.14
International MSCI World (ex-
Shares Australia) Index 9 (16.74) (15.88) 10 (21.09)

Source: Office of the Protective Commissioner (unaudited)

* Net of fees.

**  Clients’ day to day working account invested in Australian Cash
Most funds performed better than their 2009 benchmark, although actual revenue was only

$83.0 million in 2008—09 ($100 million in 2007—-08). The fall in earnings reflects the
unfavourable market conditions over this period.

Investment performance since 30 June 2009 has varied considerably, but the fund’s

investment value had increased by $84.0 million (unaudited) or 7.5 per cent to $1.2 billion at

30 June 2011.
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Other Information

Merger of the Office with the Public Trustee

On 1 July 2009 under the NSW Trustee and Guardian Act 2009, the Office merged with the
Public Trustee NSW Common Fund to form NSW Trustee and Guardian Common Fund —
Financial Management. NSW Trustee and Guardian will continue to provide a full range of
services.

Independent Pricing and Regulatory Tribunal (IPART) Review of Fees of the
Office

During 2008, IPART reviewed the fees charged by the Office. It made recommendations
about fee levels, which were accepted by the NSW Government, and included that:

. the four per cent annual income fee for privately managed clients be capped at $2,000
from 1 April 2009

. the annual cap on the management fee for directly managed clients be lowered from
$50,000 to $15,000 from 1 July 2009

. the cap on the establishment fee be increased from $2,200 to $3,300 from 1 July 2009

. the fee for account keeping be increased from $100 to $200, or $300 for complex clients,
from 1 July 2009.

The full report is available on the IPART website at www.ipart.nsw.gov.au.

Financial Information

Abridged Statements of Comprehensive Income

Year ended 30 June 2009 2008
$°000 $°000
Investment income 82,736 100,272
Total Revenue 82,736 100,272
Management Fees 20,371 22,431
Other expenses 1,759 2,445
Unrealised loss in market value investments 126,560 151,060
Total Expenditure 148,690 175,936
Deficit (65,954) (75,664)
Net transfer from/(to) equity 185 (2,007)
Distributions to clients 60,672 74,521
Change in Net Assets Attributable to Clients (126,441) (151,192)

Total revenue decreased by $17.5 million largely due to a $13.3 million decrease in realised
gains on the sale of investments compared to the previous year. Total expenditure decreased
by $27.3 million predominately due to the fall in unrealised losses in the value of investments.

The decrease in distributions to clients reflected investment market performance in this
period, especially in relation to the Australian Share Fund.



http://www.ipart.nsw.gov.au/

Abridged Statements of Financial Position

At 30 June 2009 2008
$°000 $°000
Cash assets 24,095 24,208
Receivables 674 24,420
Investments 1,137,052 1,209,657
Total Assets 1,161,821 1,258,285
Payables 1,149 1,965
Other liabilities 2,539 2,334
Assets attributable to clients 1,141,671 1,237,245
Other non-current liabilities 122 156
Total Liabilities 1,145,481 1,241,700
Net Assets 16,340 16,585

The $23.7 million decrease in receivables is due to a fall in accrued income of $23.8 million.
The $72.6 million decrease in investments reflects the investment market performance in the

period.

Office Activities

The Common Fund consists of funds received by the Protective Commissioner from the
estates of protected persons. The Protected Estates Act 1983 outlines how the Protective
Commissioner should manage the estates of protected persons. The main principles for all

current accounts in the trust fund (Common Fund) are:

. the funds are to be invested in accordance with the Trustee Act 1925

. to maintain one or more investment funds and a reserve fund
« money in an investment fund may be used to purchase investments, make payments to

the reserve fund, make payments for the operation of the Office or make periodic

payments to clients’ accounts

. anyincome from an investment fund is to be divided equally amongst clients’ accounts

. any capital profit or loss is to be divided equally amongst clients’ accounts.

For further information on the Office of the Protective Commissioner and the Office of the
Public Guardian, see www.lawlink.nsw.gov.au/opc and www.lawlink.nsw.gov.au/opg

respectively.
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NSW Trustee and Guardian Common

Fund - Trustee
Audit Opinion

The audits of the NSW Trustee and Guardian Common Fund — Trustee (the Common Fund)
financial statements for the years ended 30 June 2009 and 2010 resulted in unmodified audit
opinions within the respective Independent Auditor's Reports.

The audit of the Common Fund financial statements for the year ended 30 June 2011 is in
progress.

Operational Snapshot

The Common Fund comprises monies received from an estate, trust or power of attorney held
by the NSW Trustee and Guardian. At 30 June 2010, net assets attributable to clients stood at
$1.4 billion ($1.4 billion at 30 June 2009).

The money earns interest calculated on daily balances and is credited to each account in
June and December. Distributions to clients during 2010 totalled $87.5 million ($13.5 million).
The NSW Trustee and Guardian invests these funds in cash and fixed interest securities,
such as bonds and term deposits.

Performance Information

The Common Fund has two portfolios. The primary portfolio invests in fixed interest securities,
such as bonds, commercial mortgages and term deposits. The growth portfolio invests in the
Indexed Australian Shares Sector Trust managed by the New South Wales Treasury
Corporation.

Investment Benchmark Benchmark Actual Actual Actual Actual
Return Return Return Return Return
2010 2010 2009 2008 2007

% % % % %

Primary Portfolio

— Bonds UBS 0+Yr Composite Bond

Index 7.9 8.8 10.9 4.0 4.0
— Mortgages UBS 0-5 Composite Bond

Index 6.6 6.1 12.2 7.3 6.9
— Deposits RBA Cash Target Rate 3.8 4.5 55 7.3 6.4
Growth Portfolio  ASX200 Accumulation Index * 11.27 (22.5) (13.8) 27.9

Source: NSW Trustee and Guardian Common Fund - Trustee (unaudited).

*  The Public Trustee Common Fund Growth Portfolio Trust (PTCFGPT) could not be benchmarked for 2008—09
and 2009-10. The portfolio commenced 1 August 2008 with the intention over time of achieving an asset
allocation on 70 per cent Indexed Australian Shares and 30 per cent Indexed International Shares. Until that
asset allocation is reached, performance will not be comparable to the benchmark. The asset allocation was
reached in November 2010.

Investment performance was in line with benchmarks in 2010. At 30 June 2010, 74 per cent
(70 per cent) of investments were in bonds, six per cent (six per cent) in mortgages,
four per cent (nine per cent) in deposits and 16 per cent (15 per cent) in the growth portfolio.

Other Information

Continuation of the Common Fund

The NSW Trustee and Guardian Act 2009 (the Act) replaced the Public Trustee Act 1913 from
1 July 2009. The Act merged the Public Trustee NSW with the Office of the Protective
Commissioner to form the NSW Trustee and Guardian. It directs NSW Trustee and Guardian
to establish one or more common funds and provides for the existing Public Trustee NSW —
Common Fund (Common Fund) to continue indefinitely with some changes to the operations
of the Primary portfolio.




In 2010-11, work started on establishing the NSW Trustee and Guardian Common Fund and
harmonising the Common Fund with the Financial Management — Common Fund (previously
the Office of the Protective Commissioner — Common Fund). NSW Trustee and Guardian
moved towards implementing a new investment approach and closing the Interest Suspense
Account as required under the Act.

Financial Information

Abridged Income Statement

Year ended 30 June 2010 2009
$°000 $°000
Investment income 82,392 81,336
Amortisation of investments 1,410 1,520
Unrealised Gain in Market Value of Investments 17,546 --
Total Revenue 101,348 82,856
Management Fees 11,924 10,219
Unrealised losses -- 59,961
Other expenses 109 145
Contribution to operating costs for NSW Trustee and Guardian 3,345 -
Total Expenditure 15,378 70,325
Surplus before distribution 85,970 12,531
Distributions to clients 87,487 13,461
Net Operating Deficit 1,517 930

Total revenue increased due to $17.5 million unrealised gains ($60.0 million loss) from the
growth portfolio as the market started to recover from the 2008—09 global financial crisis. An
additional expense of $3.3 million relates to the contribution to the operating costs of NSW
Trustee and Guardian in accordance with the Act.

Abridged Balance Sheet

At 30 June 2010 2009
$’000 $’000
Cash and cash equivalents 54,452 108,046
Financial Assets 1,368,659 1,307,547
Receivables 20,132 21,811
Total Assets 1,443,243 1,437,404
Payables 6,057 5,507
Net assets attributable to clients 1,365,332 1,358,526
Total Liabilities 1,371,389 1,364,033
Net Assets 71,854 73,371

The decrease in cash is largely due to a $72.3 million distribution to trust accounts.
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TRUSTEE
The Common Fund was established under the NSW Trustee and Guardian Act 2009 (the Act)
and is managed by the NSW Trustee and Guardian in accordance with the provisions of the
Act. The NSW Trustee and Guardian provides:

. trustee services to the people of New South Wales
. financial management services to people with impaired decision-making abilities

. lifestyle decision-making services through the Public Guardian to people with impaired
decision-making abilities.

Section 103 of the Act directs that the NSW Trustee must keep a separate account in a
common fund with respect to each trust matter of the NSW Trustee and each estate for which
the NSW Trustee is the manager.

The Act:

« authorises the NSW Trustee and Guardian to invest the Common Fund in securities
authorised by the Trustee Act 1925

« requires the interest received on investments to be credited to an account called the
Retained Earnings Account and allocated as provided in Section 106:

— investments authorised by the Act
— payment into the Reserve Fund

— payment of costs incurred by the NSW Trustee and Guardian in exercise of functions
under the Act

— payments in respect of the accounts from which the fund is derived.

For further information on NSW Trustee and Guardian, see www.tag.nsw.gov.au.



http://www.tag.nsw.gov.au/

Health Professional Councils

Audit Opinion

The audits of the ten New South Wales health professional councils (the Councils) financial
statements for the year ended 30 June 2011 resulted in unmodified audit opinions within the
Independent Auditor’'s Reports.

Key Issues

Health Structural Changes

Recommendation

The Health Professional Councils Authority (the Authority) and Councils should finalise and
approve 2011-12 service level agreements and review them regularly.

The Authority is currently drafting service level agreements (SLA) between Councils and
related parties including the Australian Health Practitioner Regulation Agency and the Ministry
for Health. During 2010-11, the Councils operated without a SLA for financial, human
resources, information technology, legal and administration services, increasing the risk of
operational issues arising.

2011 Financial Reporting

Recommendation

The health restructure was a significant, one-off event, which significantly impacted the
preparation and audits of Councils’ financial statements in 2011. Nevertheless, the Councils
should prepare for next year’s financial statement and audit processes earlier to ensure
compliance with appropriate standards, legislation and frameworks and that deadlines are
met.

Issues with the financial statements submitted for audit in 2011 included:

. delayed submission of financial statements for audit. However, the financial statements
were submitted within an extended deadline granted by Treasury because it was the first
time financial statements had to be prepared

. errors and deficiencies in note disclosures.

Council Activities

The Councils were established on 1 July 2010 with the commencement of the National
Registration and Accreditation Scheme. The Councils are:

«  Chiropractic Council of New South Wales

. Dental Council of New South Wales

. Medical Council of New South Wales

« Nursing and Midwifery Council of New South Wales
« Optometry Council of New South Wales

« Osteopathy Council of New South Wales

. Pharmacy Council of New South Wales

. Physiotherapy Council of New South Wales

. Podiatry Council of New South Wales

. Psychology Council of New South Wales

The Councils regulate health practitioners and are self funded from annual registration fees
paid by health practitioners practising in New South Wales. The Australian Health Practitioner
Regulation Authority collects registration fees and is responsible for registering health
practitioners on behalf of the New South Wales Councils.
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The Council’s staff are employed by the Director General of the Ministry for Health. The
legislation governing the practice of registered health practitioners in New South Wales is the
Health Practitioner Regulation National Law (NSW) No 86a.

The Authority administers the Health Administration Corporation and provides business,
regulatory and legislative support for the Councils. The Authority’s primary role is to protect
the public.

For more information on Health Professional Council's Authority, refer to
http://www.hpca.nsw.gov.au/.



http://www.hpca.nsw.gov.au/

Health Reform Transitional

Organisation Southern
Audit Opinion

The audits of Health Reform Transitional Organisation Southern and its controlled entities’
financial statements for the period ended 30 June 2011 resulted in unmodified audit opinions
within the Independent Auditor's Reports.

Unless otherwise stated, the following commentary relates to the consolidated entity.

Operational Snapshot

The Health Reform Transitional Organisation Southern commenced on 1 January 2011,
primarily in response to the national health reform. Net liabilities transferred to the
Organisation from the former Greater Southern and South Eastern Sydney and lllawarra Area
Health Services totalled $38 million.

The Organisation had 2,451 full-time equivalent staff at 30 June 2011 and in the six month
period to that date, it earned revenue of $200 million and incurred costs of $247 million.

Key Issues

Timeliness and Quality of Financial Statements and Supporting Work Papers

Recommendation

The Organisation should improve the timeliness and quality of its financial statements and
supporting work papers.

The restructure of the former Greater Southern and South Eastern Sydney and lllawarra Area
Health Services was a significant, one-off event that stretched the Organisation’s resources.
As a result, key reconciliations were not performed on a timely basis, which affected the
quality of the financial statements and supporting work papers, and delayed the audit. The
Organisation should review the lessons learned and make changes to address the timeliness
and quality issues.

Audit and Risk Committee

A strong governance structure requires an effective audit and risk committee, which meets
regularly and on a timely basis to discharge its governance responsibilities. The organisation
did not establish such a committee.

Dissolution of the Organisation

A revised governance framework, endorsed by the minister in August 2011, will dissolve the
Organisation and assign the majority of its staff and services to the respective Local Health
Districts. It is unclear when the Organisation will be dissolved and the transition will occur.
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Financial Information

Abridged Statement of Comprehensive Income

Period ended 30 June Consolidated Parent
2011 2011
$°000 $’000

Employee related 122,297 --

Personnel services - 122,297

Visiting medical officers 3,101 3,101

Other expenses 121,217 121,217

Total Expenses 246,615 246,615

Corporate services revenue 83,540 83,540

Medical services revenue 62,265 62,265

Patient inflows from interstate 18,264 18,264

Infrastructure fees 18,335 18,335

Other Revenue 17,569 17,569

Total Revenue 199,973 199,973

Net Cost of Services 46,642 46,642

Government Contributions 70,226 70,226

Surplus 23,584 23,584

Other Comprehensive Income - -

Total Comprehensive Income 23,584 23,584

Employee related expenses represented 49.6 per cent of total expenses. Other expenses
included $11.0 million for contracted pathology and medical imaging services, $39.1 million for
contracted patient services and $8.8 million for information management expenses.

Abridged Statement of Financial Position

At 30 June Consolidated Parent
2011 2011
$°000 $°000

Current assets 102,399 102,399

Non-current assets 40,656 40,656

Total Assets 145,055 145,055

Current liabilities 153,052 153,052

Non-current liabilities 4,617 4,617

Total Liabilities 157,669 157,669

Net Liabilities (14,614) (14,614)

Current assets include $10.0 million cash, $13.4 million in investments and $72.3 million in
receivables. Of the $10.0 million cash, $3.2 million was in special purpose and trust funds,
which the Organisation can only use for restricted purposes.

Current liabilities include $36.9 million in employee provisions, $40.6 million owed to external
creditors, $15.4 million of accrued salaries and payroll costs and $56.7 million owed to other
health entities.




Entity Activities

The Organisation is responsible for providing certain functions transferred to it from the former
Greater Southern and South Eastern Sydney and lllawarra Area Health Services. It provides
medical imaging, pathology, population, health and planning and corporate services to the
local health districts in the southern cluster.

Controlled Entities

The following controlled entities have not been reported on separately as they are not
considered material by their size or the nature of their operations to the consolidate entity.

Entity Name Website

South Eastern Sydney and lllawarra Area Health  *
Service Special Purpose Service Entity

Greater Southern Area Health Service Special *
Purpose Service Entity

*  This entity does not have a website.
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Health Reform Transitional

Organisation Western
Audit Opinion
The audits of the Health Reform Transitional Organisation Western and its controlled entities

financial statements for the six months ended 30 June 2011 resulted in unmodified audit
opinions within the Independent Auditor’s Reports.

Unless otherwise stated, the following commentary relates to the consolidated entity.

Operational Snapshot

The Health Reform Transitional Organisation Western commenced on 1 January 2011
primarily in response to the national health reform. Net assets transferred to the Organisation
from the former Sydney South West, Sydney West and Greater Western Area Health Services
totalled $178 million.

The Organisation had 5,283 full-time equivalent staff at 30 June 2011 and in the six month
period to that date earned revenue of $372 million and incurred costs of $354 million.

Key Issues

Timeliness and Quality of Financial Statements and Supporting Work Papers

Recommendation

The Organisation should improve the timeliness and quality of its financial statements and
supporting work papers.

The restructure of the former Area Health Services was a significant, one-off event that
stretched the resources of the Organisation. As a result, the financial statement preparation
process was protracted, which significantly delayed the audit and increased costs. The
Organisation should examine lessons learned to significantly improve next year’s financial
reporting process.

Intrahealth Transactions

Recommendation

The Organisation, together with the Ministry of Health, should develop more effective
processes for recording, reconciling and settling intrahealth transactions.

The Organisation engages in transactions with other health entities and had not fully
reconciled the balances at 30 June 2011.

Audit and Risk Management Committee

A strong governance structure requires an effective audit and risk committee, which meets
regularly and on a timely basis to adequately discharge its governance responsibilities. The
organisation did not establish such a committee.

Dissolution of the Organisation

A revised governance framework, endorsed by the Minister in August 2011, will dissolve the
Organisation and assign the majority of its staff and services to the respective Local Health
Districts. It is unclear when the Organisation will be dissolved and the transition will occur.




Financial Information

Abridged Statement of Comprehensive Income

Period ended 30 June Consolidated Parent
2011 2011
$000 $°000

Employee related 219,824 --

Personnel services - 219,824

Visiting medical officers 1,500 1,500

Other expenses 132,556 132,556

Total Expenses 353,880 353,880

Sale of Goods and Services 351,970 351,970

Other Revenue 19,822 35,556

Total Revenue 371,792 387,526

Surplus Before Government Contributions 17,912 33,646

Government Contributions 81,501 65,767

Surplus 99,413 99,413

Other comprehensive income - -

Total Comprehensive Income 99,413 99,413

Employee related expenses represent 62 per cent of the Organisation’s total expenses.

Other expenses include payments to affiliated entities of $16.1 million, grants and subsidies of
$13.9 million and special services costs (which include services for pathology) of
$32.6 million.

Sale of Goods and Services includes service charges to Local Health Networks of
$162 million, infrastructure fees of $39.5 million and revenue from commercial activities of
$56.4 million.

Abridged Statement of Financial Position

At 30 June Consolidated Parent
2011 2011
$°000 $°000

Current assets 337,186 337,186

Non-current assets 162,770 162,770

Total Assets 499,956 499,956

Current liabilities 222,650 222,650

Non-current liabilities 302 302

Total Liabilities 222,952 222,952

Net Assets 277,004 277,004

Current assets include cash of $179 million and intra-health receivables of $96.1 million.

Non-current assets include $108 million of land and buildings and $44.8 million of plant and
equipment.

Current liabilities include intra-health payables of $52.9 million and employee benefits of
$63.7 million.
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Organisation’s Activities

The Organisation is responsible for providing functions transferred to it from the following
former Area Health Services:

. Sydney South West
« Sydney West
. Greater Western.

The Organisation’s functions include:

. corporate services

. medical imaging

. sterilising

. pathology

. mental health

. interpreter services

. population health

. information management and technology
« education and training

. financial accounting and reporting.

Controlled Entity

The following controlled entities have not been reported on separately as they are not
considered material by their size or the nature of their operations to the consolidated entity.

Entity Name Website

Sydney South West Area Health Service Special  *
Purpose Service Entity

Sydney West Area Health Service Special Purpose *
Service Entity

Greater Western Area Health Service Special *
Purpose Service Entity

This entity does not have a website.




lllawarra Shoalhaven Local Health

Network
Audit Opinion

The audits of lllawarra Shoalhaven Local Health Network and its controlled entity’s financial
statements for the six months ended 30 June 2011 resulted in unmodified audit opinions
within the Independent Auditor's Reports.

Unless otherwise stated, the following commentary relates to the consolidated entity.

Operational Snapshot

The lllawarra Shoalhaven Local Health Network commenced on 1 January 2011, primarily in
response to the national health reform. Net assets transferred to the Network from the former
South Eastern Sydney and lllawarra Area Health Service totalled $346 million. The Network
was renamed the lllawarra Shoalhaven Local Health District and is referred to as the LHD
throughout this report. Its board was appointed on 1 July 2011.

The LHD had 4,310 full-time equivalent staff at 30 June 2011. In the six months to that date, it
provided 152,049 acute bed days and its net cost of services was $284 million.

Key Issues

Timeliness and quality of financial statements and supporting work papers

Recommendation

The LHD should improve the timeliness and quality of its financial statements and supporting
work papers.

The restructure of the former South Eastern Sydney and lllawarra Area Health Service was a
significant, one-off event that stretched the LHD’s resources. As a result, key reconciliations
were not performed on a timely basis, which affected the quality of the financial statements
and supporting work papers, and delayed the audit. The LHD should review the lessons
learned and make changes to address the timeliness and quality issues.

Financial Information

Abridged Statement of Comprehensive Income

Six months ended 30 June Consolidated Parent
2011 2011
$°000 $°000

Employee related expenses 200,534 --

Personnel expenses - 200,534

Other expenses 125,659 125,659

Total Expenses 326,193 326,193

Patient fee revenue 19,575 19,575

Other revenue 22,246 22,246

Total Revenue 41,821 41,821

Net Cost of Services 284,372 284,372

Government contributions 284,326 284,326

Deficit 46 46

Other comprehensive income - —

Total Comprehensive Expense 46 46

Employee related expenses represented 61.5 per cent of total expenses. Other expenses
included $36.5 million for services such as pathology, information technology and corporate
services from the Health Reform Transition Organisation Southern. The LHD also spent
$28.7 million on drugs, medical and surgical supplies and $7.3 million on food supplies.
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Abridged Statement of Financial Position

At 30 June Consolidated Parent
2011 2011
$°000 $°000

Current assets 48,338 48,338

Non-current assets 385,850 385,850

Total Assets 434,188 434,188

Current liabilities 88,061 88,061

Non-current liabilities 195 195

Total Liabilities 88,256 88,256

Net Assets 345,932 345,932

Current assets include $2.2 million cash, $12.1 million in investments and $27.4 million in
receivables. All the cash was in special purpose and trust funds, which can only be used for
restricted purposes. Non-current assets include land and buildings valued at $335 million.

Current liabilities include $49.7 million in employee provisions, $26.4 million owed to external
creditors, $8.4 million accrued salaries and payroll costs and $3.7 million owed to other health
entities.

Entity Activities

The LHD is responsible for providing health care services to approximately 390,000 people in
New South Wales and comprises:

. Bulli Hospital

« Coledale District Hospital

. David Berry Hospital

. Kiama Hospital and Community Health Service
« Milton-Ulladulla Hospital

. Port Kembla Hospital

« Shellharbour Hospital

« Shoalhaven Hospital

« Wollongong Hospital.

For more information on the LHD, refer to http://www.health.nsw.gov.au/islhd/index.asp.

Controlled Entity

The following controlled entity has not been reported on separately as it is not considered
material by its size or the nature of its operations to the consolidated entity.

Entity Name Website

lllawarra Shoalhaven Local Health Network Special *
Purpose Service Entity

*  This entity does not have a website.
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South Eastern Sydney Local Health

Network
Audit Opinion

The audits of South Eastern Sydney Local Health Network and its controlled entity’s financial
statements for the six months ended 30 June 2011 resulted in unmodified audit opinions
within the Independent Auditor’s Reports.

Unless otherwise stated, the following commentary relates to the consolidated entity.

Operational Snapshot

The South Eastern Sydney Local Health Network commenced on 1 January 2011, primarily in
response to the national health reform. Net assets transferred to the Network from the former
South Eastern Sydney and lllawarra Area Health Service totalled $923 million. The Network
was renamed the South Eastern Sydney Local Health District and is referred to as the LHD
throughout this report. Its board was appointed on 1 July 2011.

The LHD had 7,833 full-time equivalent staff at 30 June 2011. In the six months to that date, it
provided 256,981 acute bed days and its net cost of services was $545 million.

Key Issues
Timeliness and Quality of Financial Statements and Supporting Work Papers
Recommendation

The LHD should improve the timeliness and quality of its financial statements and supporting
work papers.

The restructure of the former South Eastern Sydney and lllawarra Area Health Service was a
significant, one-off event that stretched the LHD’s resources. As a result, key reconciliations
were not performed on a timely basis, which affected the quality of the financial statements
and supporting work papers and delayed the audit. The LHD should review the lessons
learned and make changes to address the timeliness and quality issues.

Financial Information

Abridged Statement of Comprehensive Income

Six months ended 30 June Consolidated Parent
2011 2011
$°000 $°000

Employee related expenses 396,934 --

Personnel expenses - 396,934

Other expenses 256,129 256,129

Total Expenses 653,063 653,063

Patient fee revenue 47,207 47,207

Other revenue 60,824 60,824

Total Revenue 108,031 108,031

Net Cost of Services 545,032 545,032

Government contributions 509,633 509,633

Deficit 35,399 35,399

Other comprehensive income = -

Total Comprehensive Expense 35,399 35,399

Employee related expenses represented 60.8 per cent of total expenses. Other expenses
included $70.9 million for services such as pathology, information technology and corporate
services from the Health Reform Transition Organisation Southern. The LHD also spent
$64.7 million on drugs, medical and surgical supplies and $11.2 million on food supplies.
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Abridged Statement of Financial Position

At 30 June Consolidated Parent
2011 2011
$°000 $°000

Current assets 152,385 152,385

Non-current assets 989,905 989,905

Total Assets 1,142,290 1,142,290

Current liabilities 240,165 240,165

Non-current liabilities 14,783 14,783

Total Liabilities 254,948 254,948

Net Assets 887,342 887,342

Current assets include $7.6 million cash, $68.3 million in investments and $62.6 million in
receivables. All the cash was in special purpose and trust funds, which can only be used for
restricted purposes. Non-current assets include land and buildings valued at $826 million.

Current liabilities include $122.5 million in employee provisions, $63.2 million owed to external
creditors, $19.5 million accrued salaries and payroll costs and $33.5 million owed to other
health entities.

Entity Activities

The LHD is responsible for providing health care services to approximately 840,000 people in
New South Wales and comprises:

« Calvary Health Care Sydney (affiliated health organisation)
« Gower Wilson — Multiple Purpose Service

« Prince of Wales Hospital

. Royal Hospital for Women

. St George Hospital

. Sydney and Eye Hospital

« Sutherland Hospital

. War Memorial Hospital (affiliated health organisation).

For more information on the LHD, refer to http://www.health.nsw.gov.au/seslhd/index.asp.

Controlled Entity

The following controlled entity has not been reported on separately as it is not considered
material by its size or the nature of its operations to the consolidated entity.

Entity Name Website

South Eastern Sydney Local Health Network *
Special Purpose Service Entity

*  This entity does not have a website.
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Wyong Water Supply Authority

Audit Opinion

The audit of the Wyong Water Supply Authority’s financial statements for the year ended
30 June 2011 resulted in an unmodified audit opinion within the Independent Auditor’'s Report.

Operational Snapshot

The Authority, with the Gosford Water Supply Authority, manages the urban water supply
system on the Central Coast. It is the third largest urban water supply system in New South
Wales after Sydney and Hunter. The system includes three dams, three weirs, two water
treatment plants, 40 reservoirs, and 1,900 kilometres of pipelines. It serves an urban
population of approximately 300,000 people.

Key Issues

Central Coast Water Corporation

The Central Coast Water Corporation Act 2006 commenced in late 2010. Under this Act, the
water supply and sewerage activities of Wyong Shire and Gosford City Councils will merge
into a single entity, the Central Coast Water Corporation (the Corporation). Each council owns
50 per cent of the issued shares in the Corporation.

The Corporation is developing its business model. Wyong Shire Council and Gosford City
Council agreed in principle to transfer their Water Supply Authority businesses to the
Corporation from 1 July 2013. The councils will continue to provide water, sewer and relevant
drainage services until 1 July 2013.

On 15 December 2011, the NSW Governor endorsed the appointment of five directors to the
Corporation’s Board. The Board is responsible for the governance of the Corporation and will
have its first official meeting in February 2012.

The Corporation has not yet obtained an operating licence to supply water and other water
related services on the Central Coast.

The merger is expected to increase efficiencies in areas such as planning, environmental
issues and drought management whilst maintaining benefits to the Central Coast community.

Performance Information

The table below shows the Wyong Water Supply Authority’s performance over the past five
years on some key indicators.

Year ended 30 June 2011 2010 2009 2008 2007
Average volume of water consumed (kilolitres)

per residential property 157 153 141 146 139
Water quality complaints per 1,000 properties 16.5 4.9 4.9 34 7.2
Average frequency of unplanned water supply

interruptions per 1,000 properties 85.0 59.9 58.8 39.0 33.0
Water main breaks per 100 km of water main 9.6 6.0 8.6 4.0 4.0
Water losses (kilolitres/water main

kilometre/day) 1.7 15 15 15 14
Total connection sewer main breaks and

chokes per 100 kilometres of sewer main 57.1 47.4 47.7 46.6 38.0
Percentage of sewage treated to a secondary

level 93.7 93.0 91.0 92.0 91.0
Percentage of sewage treated to a tertiary

level 6.3 7.0 9.0 8.0 10.0

Source: Indicators for 2007 to 2009 from National Water Commission Reports. Wyong Water Supply Authority provided the 2010 and 2011
indicators (unaudited).

61
NSW Auditor-General's Report
Volume One 2012

WYONG WATER SUPPLY
AUTHORITY



62
NSW Auditor-General's Report
Volume One 2012

WYONG WATER SUPPLY
AUTHORITY

The increase in the average volume of residential water usage in 2010-11 reflects a
continuing recovery in usage since the recent drought..

The one-off system adjustments in the commissioning of new works at the Mardi Water
Treatment Plant and Mardi Dam caused the significant increase in water quality complaints
per 1,000 properties in 2010-11. The works resulted in variable water quality in the
reticulation system. The situation has now stabilised and the Authority expects no further
complaint spikes.

The new works also caused rapid and irregular pressure variations within the systems pipes.
These variations lead to an increase in pipe breakages particularly in older pipes and an
increase in the average frequency of unplanned water supply interruptions.

Sewage treated to a tertiary level is for a number of uses predominantly the outdoor watering
of facilities such as ovals and golf courses. Sewage treated to a tertiary level is highly weather
dependent and can vary from year to year.

Other Information

Review of Major Capital Projects

In 2010-11, the Authority incurred capital expenditure of $72.5 million for water supply
projects and $5.2 million for sewerage projects. Its capital expenditure targets were

$80.6 million for water supply projects and $6.1 million for sewerage projects. The main
reasons for variances between original and current cost estimates and service delivery dates
are contingency allowance savings for water supply projects and development process delays
of sewerage projects.

The original and current cost estimates and service delivery dates for capital projects with an
original cost above $10.0 million are listed in the table below.

Project Original Cost Current Cost  Original Service Achieved/
Estimate Estimate Delivery estimated Service
(and year) Date Delivery Date
$m $m

Completed at 30 June 2011:
Mardi Suite of Works 59 (2008) 56 August 2010  November 2010
In progress at 30 June 2011:
Mardi to Mangrove Link 110 (2008) 120 June 2010 December 2011

Source: Wyong Water (unaudited).

The current cost estimates represent the successful tender prices achieved for these projects.
Increases in delivery dates are due to the preconstruction delays and normal site delays, such
as wet weather.

The Mardi Suite of Works project provides additional water transfer capacity between Mardi
Dam and Mardi Water Treatment Works and a larger capacity to transfer bulk water to
Gosford.

The aim of the Mardi to Mangrove Link project is to increase yield and drought security on the
Central Coast. It includes a 21.1 kilometre buried water pipeline, new pumps and other
associated works.

The Authority considers the overall risk profile of its capital program is low.




Financial Information

Abridged Statement of Comprehensive Income

2011 2010
Year ended 30 June $°000 $°000
Service charges 39,408 37,485
Usage charges 22,147 22,464
Other 37,734 27,236
Total Revenue 99,289 87,185
Total Expenses 83,365 79,262
Surplus 15,924 7,923
Other comprehensive income
Gain on revaluation of infrastructure, property, plant and equipment 27,224 91,017
Total Other Comprehensive Income 27,224 91,017
Total Comprehensive Income 43,148 98,940

The increase in other revenue is mainly due to $27.7 million ($12.8 million in 2009-10) in
grants to fund the Mardi-Mangrove link project.

The Authority revalued water and sewerage assets at 30 June 2011 using cost indexation
factors provided in the NSW Office of Water's Rates Reference Manual. This increased the
values of these assets by $27.2 million ($91.0 million).

Abridged Statement of Financial Position

At 30 June 2011 2010
$°000 $°000
Current assets 88,333 82,534
Non-current assets 1,200,684 1,145,900
Total Assets 1,289,017 1,228,434
Current liabilities 34,905 32,990
Non-current liabilities 177,835 161,949
Total Liabilities 212,740 194,939
Net Assets 1,076,277 1,033,495

The increase in current assets is due to increased grants and additional funds borrowed
during the year.

The increase in non-current assets was due to the revaluation of water and sewerage assets
and infrastructure additions.

The increase in liabilities was mainly due to increases in accrued expenses and interest
bearing loans of $16.2 million for the capital works program.

Authority Activities

Wyong Water Supply Authority is part of Wyong Shire Council and provides water, sewerage
and related services.

For further information on Wyong Shire Council, refer to www.wyong.nsw.gov.au.
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Department of Trade and Investment,

Regional Infrastructure and Services
Audit Opinion

The audit of the Department of Trade and Investment, Regional Infrastructure and Services
(Department) financial statements for the year ended 30 June 2011 resulted in an adverse
audit opinion within the Independent Auditor's Report.

The adverse audit opinion was because transactions and balances for the Department of
Primary Industries (DPI) for the period 4 April 2011 to 30 June 2011 were included in the
Department’s financial statements. For this period the DPI was a separate entity and not part
of the Department.

The inclusion of the DPI transactions and balances resulted in the Department’s financial
position at 30 June 2011 and financial performance and its cashflows for the year being
materially misstated.

On 4 April 2011, DPI was established as a separate entity. It comprised certain functions
previously conducted by the Department, the former Land and Property Management
Authority and the former Department of Environmental Climate Change and Water. The
Department planned to separate the two entities, whilst seeking formal re-integration of DPI
with the Department prior to 30 June 2011. However, this did not occur until 1 July 2011. The
Department decided not to prepare separate financial statements for DPI for the period 4 April
to 30 June 2011. Comments on DPI have been included within this comment.

Key Issues

Restructure of the Department

The restructure created financial reporting challenges as the Department was required to
liaise with a number of former agencies and include a portion of their 2010-11 financial results
and operations.

In 2011, the Department of Industry and Investment’s name was changed to the Department
of Trade and Investment, Regional Infrastructure and Services. At 30 June 2011 the
Department incorporated certain functions of the former Communities New South Wales and
former Department of Services, Technology and Administration.

Information System Control Deficiencies

| reported last year on deficiencies in general information system controls. These deficiencies
still existed in 2010-11. Management has recently advised that upgrades have now occurred
to rectify the deficiencies.

Financial Statements
Recommendation

The Department review the extent and quality of procedures and resources utilised for
financial reporting.

The quality over the preparation of the financial statements and supporting documentation
requires improvement. The financial statements submitted for audit contained many
accounting issues including, inconsistent classification of expenditure.

The transfer of other agencies’ functions to the Department brought in accounting issues
unresolved by the former agencies. For example, inappropriate accounting for joint ventures.

For some areas it was not possible to conclude whether there was an error or the value of the
error.

Management has recruited two new senior financial staff and commenced work on improving
the quality of financial information and reporting.




Improving Internal Controls (Repeat Issue)

Last year | identified opportunities to improve internal controls, which were discussed and
reported to the Department. These included:

. reconciling the Department’s land holdings to the Government Property Register
maintained by the former Land and Property Management Authority (LPMA), now with the
Department of Finance and Services

. general journal control deficiencies.
Management is now reviewing its processes and procedures.

Crown Land

The restructure of the Department included the responsibility for Crown land transferring from
the former LPMA to the Department on 1 July 2011. Uncertainty remains over the control of
certain parcels of this land and related infrastructure. The Department has continued the
former LPMA’s project to identify and value that land and infrastructure which may be
controlled as Crown Reserves and therefore should be recognised in the financial statements.
The Department has also created a working party with an independent chair to oversee this
project. Representatives of my Office and NSW Treasury are part of the working group.
Estimates of the value of land not recognised, but potentially controlled, range between

$3.0 billion and $4.0 billion, and the related infrastructure between $4.0 billion and $5.5 billion.

Derelict Mines

| recommended last year the Department seek adequate funding to identify, assess and
rehabilitate derelict mine sites.

Management has advised that that funding is sought on a regular basis by the Department,
however is not always approved by the government. Supplementary funding of $6.3 million
over three years was granted for rehabilitation works on Woodsreef Asbestos Mine.

Aboriginal Land Claims

The transfer of certain activities on 1 July 2011 from the former LPMA to the Department
included the updating of land records for successful Aboriginal land claims. Since 2007, | have
been recommending to the former LPMA that the time taken to process Aboriginal land claims
be significantly reduced and that legal title over land granted to successful Aboriginal land
claimants be issued as soon as practicable. In December 2011, there was a backlog of
26,000 Aboriginal land claims.

The Department has directed more resources to these matters, including the recruitment of an
additional 14 positions. The Registrar of Land Claims is developing a pilot to progress a new
approach among agencies in dealing with this issue.

Department Response

The Department advises they will continue to be committed to working through these issues to
reach practical and agreeable solutions.
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Performance Information

Key Performance Indicator (KPI) Targets

Management of natural resources and safety, health and biosecurity measures have been in

line with forecasts for the 2011 financial year.

Management of Natural Resources

Year ended 30 June Forecast# Actual

2011 2011* 2010 2009
Mines operating to agreed operation plans and
management subsidence
plans (%) 97 97 97 97
Primary/target and secondary fish species
harvested at biologically sustainable levels (%) 90 90 20 90
Source: Department of Industry and Investment, Regional Infrastructure and Services Annual Report 2011 (unaudited).
#  Current estimates at 30 June 2011.
* 2011 Estimate of Actual.
Safety, Health and Biosecurity
Year ended 30 June Forecast# Actual

2011 2011* 2010 2009
Fatal injury frequency rate per million hours in the
mining industry
Coal five year average 0.03 0.03 0.02 0.02
Non- coal five year average 0.03 0.02 0.02 0.04

Source: Department of Industry and Investment, Regional Infrastructure and Services Annual Report 2011 (unaudited).
#  Current estimates at 30 June 2011.
* 2011 Estimate of Actual.

Other Information

Last year, | reported on the following human resources issues:

. employee age profile to identify the number of employees nearing retirement age and

actions taken to address any risks arising
. management of annual leave balances in excess of threshold policies
. management of excessive flex leave balances
. extent of overtime
. extent of contract staff.

Due to the restructure in 2011, | have not reported on these issues this year.




Financial Information

The restructure in 2011 has caused significant variances from the previous year’s financial
performance and financial position. The comments in the Audit Opinion section need to be

considered in reviewing the following financial information.

Abridged Statement of Comprehensive Income

Year ended 30 June 2011 2010
$°000 $°000

Employee related 441,270 361,014
Other operating expenses 177,920 143,377
Depreciation and amortisation 43,347 23,428
Grants and subsidies 382,816 223,884
Finance costs (352) 1,276
Other expenses 129,133 102,408
Operating Expenses 1,174,134 855,387
Sales of Goods and Services 95,804 71,688
Investment Income 22,488 4,511
Retained taxes, fees and fines 13,351 13,257
Grants and Contributions 96,978 84,950
Other revenue 21,246 7,660
Personnel services revenue 104,961 66,505
Operating Revenue 354,828 248,571
Gain/(loss) on disposal (16,963) 473
Other gains 23,041 346
Net Cost Of Services 813,228 605,997
Government contributions 807,993 641,136
(Deficit)/Surplus (5,235) 35,139
Other Comprehensive Income

Increase in Property Plant and Equipment Asset Revaluation Reserve 22,516 5,056
Other net increases/(decreases) in equity 50,385 923
Total Other Comprehensive Income 72,901 5,979
Total Comprehensive Income 67,666 41,118
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Department Activities

The Department of Trade and Investment, Regional Infrastructure works with and supports a
range of businesses and industries across New South Wales with the aim of advancing
investment, innovation, activity and business improvement across all sectors.

The Department’s activities include:

. promoting trade and investment within the state and key international markets

. providing business support, technical knowledge and science and research capabilities to
industries

. developing and sustaining profitable food and fibre industries, and best practice natural
resource management

. securing and regulating energy and mineral resources for the State
. supporting tourism, hospitality, racing and cultural sectors

For further information on the Department, please refer to www.trade.nsw.gov.au.



http://www.industry.nsw.gov.au/

Appendix 1

Agencies not reported elsewhere in this volume by Minister

The following audits resulted in unqualified independent auditor’s reports and did not identify

any significant issues or risks.

Entity name Website

Period/year ended

Minister for Regional Infrastructure and Services

Upper Parramatta River Catchment ~ www.uprct.nsw.gov.au
Trust

Upper Parramatta River Catchment ~ *
Trust Division

30 June 2011

30 June 2011

Minister for Sport and Recreation

Hunter Region Sporting Venues www.huntervenues.com.au

Authority

Hunter International Sports Centre *
Club

30 June 2011

30 June 2011

*  This entity does not have a website.

NSW Auditor-General's Report
Volume One 2012

APPENDIX 1






Index

A

Aboriginal Affairs, Minister for Vol 9 2011
Aboriginal Affairs NSW Vol 9 2011
Aboriginal Housing Office Vol 5 2011
Aboriginal Land Council,

New South Wales Vol 9 2011
Access Macquarie Limited Vol 2 2011
accessUTS Pty Limited Vol 2 2011
ACN 125 694 546 Pty Ltd Vol 2 2011
Adult Migrant English Service,

NSW Vol 9 2011
Agencies not commented on in

this Volume, by Minister 69
Agency for Clinical Innovation Vol 10 2011
Agricultural Business Research

Institute Vol 2 2011
Agricultural Scientific Collections

Trust Vol 6 2011
AGSM Limited Vol 2 2011
Albury Base Hospital Vol 10 2011
Albury Wodonga Health Vol 10 2011
ANZAC Health and Medical Research

Foundation Vol 10 2011

Architects Registration Board, NSW Vol 5 2011

Art Gallery of New South Wales

B

Bandwidth Foundry International

Pty Ltd Vol 2 2011
Barangaroo Delivery Authority Vol 6 2011
Barangaroo Delivery Authority,

Office of the Vol 6 2011
Belgenny Farm Agricultural Heritage

Centre Trust Vol 6 2011
Biobank Pty Ltd Vol 2 2011
Board of Studies, Office of the Vol 9 2011
Board of Studies Casual Staff

Division Vol 9 2011
Board of Surveying and Spatial

Information Vol 5 2011
Board of Vocational Education and

Training, NSW Vol 9 2011
Border Rivers-Gwydir Catchment

Management Authority Vol 6 2011
Bosch Institute, The Vol 2 2011
Brett Whiteley Foundation, The Vol 9 2011
Building the Education Revolution Vol 9 2011
Building Insurers’ Guarantee

Corporation Vol 5 2011
Building Professionals Board Vol 5 2011
Bureau of Health Information Vol 10 2011
Bureau of Health Information Special

Purpose Service Entity Vol 10 2011
Buroba Pty Ltd Vol 5 2011
Bush Fire Co-ordinating Committee Vol 7 2011
Businesslink Pty Ltd, NSW Vol 9 2011
C

C.B. Alexander Foundation Vol 6 2011
CADRE Design Pty Limited Vol 2 2011
CADRE Design Unit Trust Vol 2 2011
Cancer Institute NSW Vol 10 2011
Cancer Institute Division Vol 10 2011
Casino, Liquor and Gaming Control

Authority Vol 9 2011
CCP Holdings Pty Limited Vol 4 2011
Centennial Park and Moore Park

Trust Vol 6 2011
Centennial Parklands Foundation Vol 6 2011

Central Coast Local Health Network Vol 10 2011

Central Coast Local Health Network

Special Purpose Service Entity Vol 10 2011

Central Coast Regional Development

Foundation Vol 9 2011
Art Gallery of New South Wales

Trust Vol 9 2011
Arts Education Foundation Trust Vol 10 2010
Arts, Minister for the Vol 9 2011
Attorney General 42
Ausgrid Vol 4 2011
Ausgrid Pty Limited Vol 4 2011
AustLii Foundation Limited Vol 2 2011
Australian Centre for Advanced

Computing and Communications

Pty Ltd Vol 5 2011
Australian Education Consultancy

Limited Vol 2 2011
Australian Institute of Asian Culture

and Visual Arts Limited, The Vol 9 2011
Australian Museum Trust Vol 9 2011
Australian Plant DNA Bank Limited Vol 2 2011
Australian Proteome Analysis Facility

Limited Vol 2 2011
Australian Technology Park Sydney

Limited Vol 6 2011
Australian Water Technologies

Pty Ltd Vol 6 2011
AWT International (Thailand)

Limited Vol 6 2011

Corporation Vol 6 2011
Central West Catchment Management

Authority Vol 6 2011
Charles Sturt Campus Services

Limited Vol 2 2011

71
NSW Auditor-General's Report
Volume One 2012

INDEX



72
NSW Auditor-General's Report
Volume One 2012

INDEX

Charles Sturt Foundation Limited Vol 22011 Corrective Services Vol 7 2011
Charles Sturt Services Limited Vol 2 2011 Country Rail Infrastructure Authority Vol 8 2011
Charles Sturt University Foundation Cowra Japanese Garden Maintenance

Trust Vol 2 2011 Foundation Limited Vol 6 2011
Charles Sturt University Vol 2 2011 Cowra Japanese Garden Trust Vol 6 2011
Chief Investigator of the Office of Crime Commission, New South Wales Vol 7 2011
Transport Safety Investigations Vol 8 2011 Crime Commission, Office of the

Chipping Norton Lake Authority Vol 6 2011 New South Wales Vol 7 2011
Citizenship and Communities, Crime Commission Division,

Minister for Vol 9 2011 New South Wales Vol 7 2011

Chiropractic Council of New South
Wales 49

Crown Employees (NSW Fire Brigades
Firefighting Staff, Death and Disability)

Superannuation Fund Vol 5 2011

City West Housing Pty Limited Vol 5 2011
Clinical Education and Training Crown Entity Vol 7 2011
Institute Vol 10 2011 Cultural Overview Vol 9 2011
Clinical Excellence Commission Vol 10 2011 Cystemix Pty Limited Vol 2 2011
Clinical Excellence Commission D
Special Purpose Service Entity Vol 10 2011 Dams Safety Committee Vol 6 2011
CMBF Limited VoI22011  pojta Electricity Vol 4 2011
Cobar Water Board Vol 6 2011 Delta Electricity Australia Pty
Cobbora Coal Mine Pty Limited Vol 4 2011 Limited Vol 4 2011
Cobbora Coal Unit Trust Vol 4 2011 Dental Council of New South Wales 49
Cobbora Holding Company Pty Director of Public Prosecutions,
Limited Vol 42011  Office of the Vol 7 2011
Cobbora Management Company Pty Downtown Utilities Pty Limited Vol 4 2011
Limited Vol 4 2011 .
Dumaresqg-Barwon Border Rivers

Cobbora Rail Company Pty Limited Vol 4 2011 Commission Vol 6 2011
Cobbora Unincorporated Joint E
Vent Vol 4 2011

enure = Education and Communities,
COH Property Trust Vol 22011 Department of (formally Department of Education
Coffs Harbour Technology Park and Training) Vol 9 2011
Limited Vol 92011  Education, Minister for Vol 9 2011
Combat Sports Authority of NSW Vol 9 2011 Education Training Community
Commission for Children and Young Television (ETC TV) Limited Vol 2 2010
People, NSW Vol 92011  Election Funding Authority of
Communities NSW Vol 92011  New South Wales Vol 6 2011
Community Relations Commission Electoral Commission,
for a Multicultural New South Wales Vol 9 2011 New South Wales Vol 6 2011
Compensation Authorities Staff Electricity Industry Overview Vol 4 2011
Division Vol 52011  Electricity Sale Transactions Vol 1 2011

Compliance Review Report — Procurement

Electricity Tariff Equalisation Ministerial

Reform of eProcurement and Corporation Vol 4 2011
eTenderin Vol 12011

9 Electronic Information Security Vol 1 2011
Cooks Cove Development Corporation Vol 6 2011 . .

v veop porat Emergency Services Overview Vol 7 2011
Corporate Governance — Strategic Early Warning
System Vol 2 2011 Endeavour Energy Vol 4 2011
Corporation Sole ‘Minister gnﬁrgy Industries Superannuation Vol 5 2011
Administering the Environmental cheme 0
Planning and Assessment Act, Energy Industries Superannuation
1979’ Vol 6 2011 Scheme Vol 5 2011
Corporation Sole ‘Minister Administering Energy Investment Fund Vol 5 2011
the Heritage Act, 1977 Vol 6 2011 Environment, Minister for Vol 6 2011




Foundation for the Historic Houses

Trust of New South Wales Limited Vol 9 2011
Foundation for the Historic Houses

Trust of New South Wales Vol 9 2011
G

Game Council of New South Wales Vol 6 2011
Game Council Division Vol 6 2011
Gosford Water Supply Authority Vol 2 2011
Government Telecommunications

Authority (Telco), New South Wales Vol 5 2011
GraduateSchool.com Pty Limited Vol 2 2011
H

Hamilton Rouse Hill Trust Vol 9 2011

Hawkesbury-Nepean Catchment Management
Authority Vol 6 2011

Health Administration Corporation Vol 10 2011

Environment Overview Vol 6 2011
Environment and Heritage,

Office of Vol 6 2011
Environment Protection Authority Vol 6 2011
Environmental Trust Vol 6 2011
eProcurement Review Vol 12011
Eraring Energy Vol 4 2011
Essential Energy Vol 4 2011
Events New South Wales

Pty Limited Vol 6 2011
F

Fair Trading Administration

Corporation Vol 5 2011
Far West Local Health Network Vol 10 2011
Far West Local Health Network Special

Purpose Entity Vol 10 2011
Film and Television Office,

New South Wales Vol 6 2011
Family and Community Services,

Department of Vol 9 2011

Health Care Complaints

Commission Vol 10 2011

Family and Community Services — Community
Services, Department of Vol 9 2011

Health Care Complaints Commission,

Family and Community Services - NSW
Businesslink, Department of Vol 9 2011

Family and Community Services — Ageing
Disability and Home Care,

Department of Vol 9 2011
Family and Community Services,

Minister of Vol 9 2011
Finance and Services,

Department of Vol 5 2011
Finance and Services, Minister for Vol 6 2011
Financial Counselling Trust Fund Vol 5 2011
Financial Statements Not Received

by Statutory Date

(at 23 November 2010) Vol 10 2011
Financial Statements Received but

Audit Incomplete by Statutory Date

(at 23 November 2010) Vol 10 2011
Fire Brigades Superannuation Pty

Limited, NSW Vol 5 2011
Fire Brigades (Fire and Rescue NSW),

New South Wales Vol 7 2011

Office of the Vol 10 2011
Health Foundation,

New South Wales Vol 10 2011
Health, Department of Vol 10 2011
Health, Minister for 49
Health Overview Vol 10 2011
Health Professional Councils 49
Health Reform Transitional

Organisation Northern Vol 10 2011
Health Reform Transitional

Organisation Southern 51
Health Reform Transitional

Organisation Western 54
Health Support Services Vol 10 2011
Heritage, Minister of Vol 9 2011
Historic Houses Trust of

New South Wales Vol 9 2011
Home Care Service of

New South Wales Vol 9 2011
Home Care Service Division Vol 9 2011
Home Warrenty Insurance Fund Vol 7 2011
Hunter Development Corporation Vol 6 2011

Flesh Footed Shearwater Coastal Habitat

Hunter International Sports Centre

Club 69
Hunter New England Local Health
Network Vol 10 2011

Hunter New England Local Health

Recovery Vol 6 2011
Food Authority, NSW Vol 6 2011
Food Authority, Office of the NSW Vol 6 2011
Forensic Mental Health Network Vol 10 2011
Forestry Commission Division Vol 6 2011
Forestry Commission of

New South Wales

(Trading as Forests NSW) Vol 6 2011

Network Special Purpose Entity Vol 10 2011
Hunter Region Sporting Venues

Authority 69
Hunter Regional Sporting Venues Vol 2 2011
Hunter Water Australia Pty Limited Vol 6 2011

73
NSW Auditor-General's Report
Volume One 2012

INDEX



74
NSW Auditor-General's Report
Volume One 2012

INDEX

Hunter Water Corporation Vol 6 2011 John Lewis and Pamela Lightfoot
Hunter-Central Rivers Catchment Trust Vol 2 2011
Management Authority Vol 6 2011 John Williams Memorial Charitable
I Trust Vol 9 2011
lllawarra Health and Medical Research ‘;lléd'usa(lj Ctﬁn\;vrzlsezon of Vol 7 2011
Institute Limited Vol 10 2011 W .S0u
lllawarra Shoalhaven Local Health \I]Dustlmi anthtftorney General, Vol 7 2011
Network 57 epariment o 0
lllawarra Shoalhaven Local Health Justice Health Vol 10 2011
Network Special Purpose Entity 58 Justice Health Special Purpose
lllawarra Technology Corporation Service Entity Vol 10 2011
Limited Vol 2 2011 Juvenile Justice NSW Vol 7 2011
lllawarra Venues Authority Vol 9 2011 L
Independent Commission Against Lachlan Catchment Management
Corruption Vol 6 2011 Authority Vol 6 2011
Independent Pricing and Regulatory Lake lllawarra Authority Vol 6 2011
Tribunal Vol 62011 | AMs Foundation Limited Vol 2 2011
Independent Pricing and Regulatory .
Tribunal Division Vol 6 2011 LAMS International Pty Ltd Vol 2 2011
Land and Housing Corporation
Independent Transport Safety NSW 9 P ' Vol 5 2011
Regulator Vol 8 2011
Landcom Vol 6 2011

Independent Transport Safety
Regulator Division Vol 8 2011 Law and Order Overview Vol 7 2011
Information Commissioner, Legal Aid Commission of
Office of the Vol 6 2011 New South Wales Vol 7 2011
Infrastructure Implementation Legal Aid Commission, Office of the Vol 7 2011
Corporation Vol 6 2011 | ggal Aid Temporary Staff Division Vol 7 2011
Insearch Limited Vol 22011 | egal Opinions Provided by the
Institute of Psychiatry, Crown Solicitor Vol 32011
New South Wales Vol 102011 | ggal Profession Admission Board Vol 7 2011
Institute of Sport, New South Wales Vol 9 2011 | ggjslature, The Vol 6 2011
Institute of Sport Division Vol 92011 | egislature (Audit of Members’ Additional
Institute of Teachers, NSW Vol 92011  Entitlements), The Vol 1 2011
Institute of Teachers, Office of the Vol 92011  Liability Management Ministerial

. Corporation Vol 5 2011
Internal Audit Bureau of
New South Wales Vol 6 2011 Library Council of New South Wales Vol 9 2011
International Film School Sydney Lifetime Care and Support Authority
Pty Ltd Vol 2 2011 of New South Wales Vol 52011
International Livestock Resources and Long Service Corporation Vol 5 2011
Information Centre Ltd Vol 22011 | ord Howe Island Board Vol 6 2011
Intgrr]ational School of European Lower Murray-Darling Catchment
Aviation Pty Ltd Vol 22011  Management Authority Vol 6 2011
ITC Aviation Pty Ltd Vol 22011 | yna Park Reserve Trust Vol 6 2011
ITC (Middle East) Ltd Vol22011
ITC (NeW Zealand) Limited Vol 2 2011 Macquarie Generation Vol 4 2011
ITC Education Ltd Vol 22011 \acquarie Graduate School of
ITC Emirates Limited Vol 22011  Management Pty Limited Vol 2 2011
J Macquarie University Medical Research
Jenolan Caves Reserve Trust Vol 6 2011 Foundation Limited Vol 22011
Jenolan Caves Reserve Trust Macquarie University Medical Research
Division Vol 6 2011 Foundation Vol 2 2011




Macquarie University Private Hospital
Trust Vol 2 2011

Macquarie University Professorial

MUPI Holding Trust No. 4 Vol 2 2011
MUPI Holding Trust No. 5 Vol 2 2011
MUPI Holding Trust No. 6 Vol 2 2011
MUPIT Sub-Trust No. 1 Vol 2 2011
MUPIT Sub-Trust No. 2 Vol 2 2011
MUPIT Sub-Trust No. 3 Vol 2 2011
MUPIT Sub-Trust No. 4 Vol 2 2011
Murray Catchment Management

Authority Vol 6 2011
Murrumbidgee Catchment

Management Authority Vol 6 2011
Murrumbidgee Local Health

Network Vol 10 2011
Murrumbidgee Local Health Network

Special Purpose Entity Vol 10 2011
N

Namoi Catchment Management

Authority Vol 6 2011
National Art School Vol 10 2011
National Marine Science Centre

Pty Ltd Vol 2 2011
Natural Resources Commission Vol 6 2011
Natural Resources Commission

Division Vol 6 2011
Nepean Blue Mountains Local Health

Network Vol 10 2011
Nepean Blue Mountains Local Health

Network Special Purpose Entity Vol 10 2011
Newcastle Innovation Limited Vol 2 2011
Newcastle Port Corporation Vol 8 2011
NewSouth Four Pty Ltd Vol 2 2011
NewSouth Global (Thailand) Limited Vol 2 2011
NewSouth Innovations Pty Ltd Vol 2 2011
NewSouth Seven Pty Ltd Vol 2 2011
New South Wales Treasury

Corporation Vol 5 2011
Norsearch Limited Vol 2 2011
Northern NSW Local Health

Network Vol 10 2011
Northern NSW Local Health Network

Special Purpose Entity Vol 10 2011
Northern Rivers Catchment

Management Authority Vol 6 2011
Northern Sydney Local Health

Network Vol 10 2011
Northern Sydney Local Health

Network Special Purpose Entity Vol 10 2011
NorthPower Energy Services Pty

Limited Vol 4 2011
NSW Self Insurance Corporation Vol 7 2011

Superannuation Scheme Vol 2 2011
Macquarie University Property

Investment Company No. 2 Pty

Limited Vol 2 2011
Macquarie University Property

Investment Company No. 3 Pty

Limited Vol 2 2011
Macquarie University Property

Investment Company Pty Limited Vol 2 2011
Macquarie University Property

Investment Trust Vol 2 2011
Macquarie University Vol 2 2011
Marine Parks Authority Vol 6 2011
Maritime Authority of NSW Vol 8 2011
Maritime Authority of NSW Division Vol 8 2011
Medical Council of New South Wales 49
Mid North Coast Local Health

Network Vol 10 2011
Mid North Coast Local Health Network

Special Purpose Entity Vol 10 2011
Mid West Primary Pty Ltd Vol 4 2011
Midwest Development Corporation

Pty Limited Vol 4 2011
Milk Marketing (NSW) Pty Limited Vol 6 2011
Mine Subsidence Board Vol 6 2011
Minerals Industry/University of

New South Wales Education Trust,

The New South Wales Vol 2 2011
Motor Accidents Authority of

New South Wales Vol 5 2011
Motor Vehicle Repair Industry

Authority Vol 5 2011
MU Hospital Pty Limited Vol 2 2011
MU Private Hospital Pty Ltd Vol 2 2011
MU Property Investment Company Pty

Ltd Vol 2 2011
MU Property Investment Company

No. 2 Pty Ltd Vol 2 2011
MU Property Investment Company

No. 3 Pty Ltd Vol 2 2011
MUH Operations No. 2 Limited Vol 2 2011
MUH Operations Pty Limited Vol 2 2011
MUPH Clinic Pty Limited Vol 2 2011
MUPH Clinic Sub-Trust Vol 2 2011
MUPH Hospital Pty Limited Vol 2 2011
MUPH Hospital Sub-Trust Vol2 2011
MUPI Holding Trust No. 1 Vol 2 2011
MUPI Holding Trust No. 2 Vol 2 2011
MUPI Holding Trust No. 3 Vol 2 2011

75
NSW Auditor-General's Report
Volume One 2012

INDEX



76
NSW Auditor-General's Report
Volume One 2012

INDEX

NSW Trustee and Guardian

Public Transport Ticketing

Common Fund - Trustee 46 Corporation Vol 8 2011
Nursing and Midwifery Council of Public Trustee NSW — Common
New South Wales 49 Fund Vol 8 2010
o Q
Ombudsman’s Office Vol 6 2011 Qualified Independent Audit Reports
Optometry Council of New South Issued Vol 10 2011
Wales 49 Qucor Pty Ltd Vol 2 2011
Osteopathy Council of New South R
Wales. 49 Rail Corporation New South Wales Vol 8 2011
Overview of 2011 8 Redfern-Waterloo Authority Vol 6 2011
Ovine Johne’s Disease Transaction .
oo Redfern Waterloo Authority,
Based Contribution Scheme, NSW Vol 6 2011 Office of the Vol 6 2011
P Regional Infrastructure and Services,
Pacific Industry Services Corporation Minister for 64
Pty Limited Vol 6 2011 Rental Bond Board Vol 5 2011
Pacific Power (Subsidiary No. 1) . .
R I H A F Vol 52011
Pty Ltd Vol 4 2011 ental Housing Assistance Fund ol 520
o - Reporting of the State's
Pacific Solar Pty Limited Vol 4 2011 Peﬁorm:nce Vol 12011
Parklands Foundation Limited Vol 9 2011 Residual Business Management
Parliamentary Contributory Corporation Vol 4 2011
Superannuation Fund Vol 5 2011 Responsible Gambling Fund Vol 9 2011
Parramatia Park Trust Vol 6 2011 Rice Marketing Board for the State of
Parramatta Stadium Trust Vol 2 2011 New South Wales Vol 6 2011
Pharmacy Council of New South Resources and Energy, Minister for Vol 4 2011
Wales 49 Risk Frontiers Flood (Australia) Pty LtdVol 2 2011
Physiotherapy Council of New . .
South Wales 49 Risk Frontiers Group Pty Ltd Vol 2 2011
. Riverina Citrus Vol 6 2011
Planning and Infrastructure,
Department of Vol 6 2011 Roads and Traffic Authority of
. New South Wales Vol 8 2011
Planning and Infrastructure,
Minister for Vol 9 2011 Roads and Traffic Authority Division Vol 8 2011
Podiatry Council of New South Wales 49  Rocky Point Holdings Pty Ltd Vol 4 2011
Police Force, NSW Vol 7 2011 Rouse Hill Hamilton Collection Pty
Limi Vol 9 2011
Police Integrity Commission Vol 7 2011 ted ol9 20
. . o o Royal Botanic Gardens and Domain
Police Integrity Commission Division Vol 7 2011 Truyst Vol 6 2011
IE)/I(')“'Cf ar;d Emergency Services, Vol 7 2011 RTA M2 Motorway — Update Contract
inister tor 0 Summary Vol 8 2011
Port Kembla Port Corporation Vol 8 2011 RTA Special Purpose Financial Statements
Ports Overview Vol 8 2011 on Commonwealth Grant Acquittals Vol 8 2011
Premier Vol 6 2011 Rural Assistance Authority,
Premier and Cabinet, Department of Vol 6 2011 New South Wales Vol 6 2011
Primary Industries, Minister for 61 Rural Assistance Authority,
Office of the Vol 6 2011
Protective Commissioner — Common ] ]
Fund, Office of the 42 Rural Fire Service, NSW Vol 7 2011
Protective Commissioner and Public Guardian, S
Office of the Vol 8 2009  SAS Trustee Corporation Vol 5 2011
Psychology Council of New SAS Trustee Corporation - Pooled
South Wales 49  Fund Vol 52011
Public Health System Support Division SAS Trustee Corporation Division of
Special Purpose Service Entity Vol 10 2011 the Government Service of NSW Vol 52011




Services UNE Ltd Vol 2 2011 Sydney Catchment Authority
Sesquicentenary of Responsible Division Vol 6 2011
Government Trust Fund Vol 6 2011 Sydney Children’s Hospital Network,
SGSM Limited Vol22011 The Vol 10 2011
Small Business Development Sydng)ll Children's Ho§p|tal Netwohrk |
Corporation of New South Wales Vol 6 2011 Special Purpose Service Entity, The Vol 10 2011
South Eastern Sydney Local Health Sydney Cricket and Sports Ground
Network 59 Trust Vol 9 2011
South Eastern Sydney Local Health Sydney Cricket and Sports Ground
Network Special Purpose Entity 60  1rustDivision Vol 9 2011
South Western Sydney Local Health S_yd_ney Desalination Plant Pty
Network Vol 102011  Limited Vol 6 2011
South Western Sydney Local Health Sy d,neé' Educational Broadcasting 1220
Network Special Purpose Entity Vol 102011  Limite Vo 11
Southern Cross University Vol 2 2011 Sydney Ferries Vol 8 2011
Southern NSW Local Health Sydney Harbour Foreshore Authority Vol 6 2011
Network Vol 10 2011 Sydney Harbour Foreshore Authority
Southern NSW Local Health Network Casual Staff Division, Vol 6 2011
Special Purpose Entity Vol 10 2011 Sydney Local Health Network Vol 10 2011
Southern Rivers Catchment Sydney Local Health Network
Management Authority Vol 6 2011 Special Purpose Entity Vol 10 2011
Sport and Recreation, Minister for 69 Sydney Metro Vol 8 2011
Sport Knowledge Australia Pty Sydney Metropolitan Catchment
Limited Vol 2 2011 Management Authority Vol 6 2011
Sport UNE Limited Vol 2 2011 Sydney Metropolitan Development
Sporting Injuries Committee Vol 5 2011 Authority Vol 6 2011
State Emergency Service Vol 7 2011 Syd“eY Metrc_)polltan Development
Authority, Office of Vol 6 2011
State Infrastructure Holdings (Sea Gas) . .
Pty Ltd Vol 5 2011 Sydney Olympic Park Authority Vol 9 2011
State Infrastructure Trust Vol 6 2011 Sydney Opera House Trust Vol 9 2011
State Library of New South Wales Sydney Pilot Service Pty Ltd Vol 8 2011
Foundation Vol 9 2011 Sydney Ports Corporation Vol 8 2011
State Property Authority Vol 6 2011 Sydney Talent Pty Limited Vol 2 2011
State Rail Authority Residual Holding Sydney Water Corporation Vol 6 2011
Corporation Vol 5 2011 SydneyLearning Pty Limited Vol 2 2011
State Records Authority of T
New South Wales Vol 5 2011
Taronga Conservation Society
State Rescue Board Vol 7 2011 Australia Vol 6 2011
State Super Financial Services . .
T Taronga Conservation Society
Australia Limited Vol 5 2011 Australia Division Vol 6 2011
State Transit Authority of . o
New South Wales Vol 8 2011 TCorp Nominees Pty Limited Vol 5 2011
. . I Teacher Housing Authority of
State Transit Authority Division Vol 8 2011 New South Wales Vol 5 2011
State Water Corporation Vol 6 2011 Technical and Further Education
Statement of the Budget Result Vol 3 2011 Commission, New South Wales Vol 9 2011
Superannuation Administration Technical and Further Education
Corporation Vol 5 2011 Commission Division,
Superannuation Industry Overview Vol 52011  New South Wales Vol 9 2011
Sydney Business School Pty Ltd, Technical Education Trust Funds Vol 9 2011
The Vol 22011  Television Sydney Foundation
Sydney Catchment Authority Vol 62011  Limited Vol 2 2011
Television Sydney Foundation Trust Vol 2 2011

77
NSW Auditor-General's Report
Volume One 2012

INDEX



78
NSW Auditor-General's Report
Volume One 2012

INDEX

Television Sydney (TVS) Limited Vol 2 2011 University of Sydney, The Vol 2 2011
Timber and Carbon Plantation University of Sydney Professorial
Pty Ltd Vol 9 2010 Superannuation System Vol 2 2011
Total State Sector Accounts Vol 3 2011 University of Technology, Sydney Vol 2 2011
Tourism, Major Events, Hospitality and Racing, University of Western Sydney Vol 2 2011
Minister for Vol 9 2011 University of Western Sydney
Trade and Investment, Regional Foundation Limited Vol 2 2011
gfrasttructLirefand Services, 64 University of Western Sydney

epartment o Foundation Trust Vol 2 2011
Trainworks Limited Vol 8 2011 University of Wollongong Vol 2 2011
TransGrid Vol 4 2011 University of Wollongong Recreation
Transport Department of Vol 8 2011 Aquatic Centre Limited Vol 2 2011
Transport, Minister for Vol 8 2011 UNSW Asia Vol 2 2011
Transport Construction Authority Vol 8 2011 UNSW Asia School Limited Vol 2 2011
Transport Overview Vol 8 2011 UNSW & Study Abroad —
Treasurer Vol 5 2011 Friends and U.S. Alumni, Inc. Vol 2 2011
Treasury, The Vol 7 2011 UNSW (Thailand) Limited Vol 2 2011
Treasury Corporation Division of the U_N‘_Q’W Global (Singapore) Pte
Government Service Vol 5 2011 Limited Vol 2 2011
Trustees of the ANZAC Memorial UNSW Global India Private Limited Vol 2 2011
Building Vol 2 2010 UNSW Global Pty Limited Vol 2 2011
Trustees of the Farrer Memorial UNSW Hong Kong Foundation
Research Scholarship Fund Vol 2 2011 Limited Vol 2 2011
Trustees of the Museum of Applied UNSW Hong Kong Limited Vol 2 2011
Arts and Sciences Vol 9 2011 UON Foundation Ltd Vol 2 2011
U UON Foundation Trust Vol 2 2011
U@MQ Limited Vol22011  oN services Limited Vol 2 2011
UNE Foundation Ltd Vol 2 2011 UON, Singapore Pte Ltd Vol 2 2011
UNE Foundation Vol 22011 ypper parramatta River Catchment
UNE Partnerships Pty Limited Vol 2 2011 Trust 69
UNILINC Limited Vol 2 2011 Upper Parramatta River Catchment

Trust Division 69
Uniprojects Pty Limited Vol 10 2010 UWS College Pty Limited Vol 2 2011
United States Studies Centre UWS Residential Colleges Limited Vol 2 2011
Limited Vol 2 2011 uwsconnect Limited Vol 2 2011
Universities Admissions Centre \%
(NSW & ACT) Pty Limited Vol 9 2011 Valley Commerce Pty Limited Vol 5 2011
Universities Overview Vol 22011 Veterinary Practitioners Board Vol 6 2011
University of New England Vol 2 2011 Vocational Education and Training
University of New England Sports Accreditation Board, NSW Vol 2 2011
Association Vol 2 2011 W
University of New South Wales Vol 2 2011 Warren Centre for Advanced
University of New South Wales Engineering Limited, The Vol 2 2011
Foundation Vol 2 2011 Waste Assets Management
University of New South Wales Corporation Vol 6 2011
Foundation Limited Vol 2 2011 . .
Waste Recycling and Processing

University of New South Wales Corporation Vol 6 2011
International House Limited Vol 2 2011 Water Overview Vol 6 2011
University of New South Wales Press -
Limited Vol 2 2011 Wayahead Pty Limited Vol 2 2011
University of Newcastle Vol 2 2011 Wentworth Annexe Limited Vol 2 2011




Wentworth Park Sporting Complex

Trust Vol 9 2011
Western Catchment Management

Authority Vol 6 2011
Western NSW Local Health

Network Vol 10 2011
Western NSW Local Health Network

Special Purpose Entiry Vol 10 2011

Western Research Institute Limited Vol 2 2011

Western Sydney Buses Division Vol 8 2011

Western Sydney Local Health
Network Vol 10 2011

Western Sydney Local Health
Network Special Purpose Entity Vol 10 2011

Western Sydney Parklands Trust Vol 6 2011

Whitlam Institute Within the University

of Western Sydney Limited Vol 2 2011
Whitlam Institute Within the University

of Western Sydney Trust Vol 2 2011
Wild Dog Destruction Board Vol 2 2011
Wild Dog Destruction Board Division Vol 2 2011
Wine Grapes Marketing Board Vol 2 2011
Wollongong UniCentre Limited Vol 2 2011
WorkCover Authority of

New South Wales Vol 5 2011
Workers Compensation Commission

of New South Wales Vol 5 2011
Workers’ Compensation

(Dust Diseases) Board Vol 5 2011
Workers Compensation Nominal

Insurer Vol 5 2011

Wyong Water Supply Authority 61

79
NSW Auditor-General's Report
Volume One 2012

INDEX



audit
office

OF NEW SOUTH WALES

Qur vision
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To perform high quality independent audits
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Purpose — we have an impact, are
accountable, and work as a team.

People — we trust and respect others
and have a balanced approach to work.

Professionalism — we are recognised
for our independence and integrity
and the value we deliver.
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