Appendix 3 — Performance auditing

What are performance audits?

Performance audits assess whether the activities of state or local government entities are being
carried out effectively, economically, efficiently and in compliance with relevant laws.

The activities examined by a performance audit may include a government program, all or part of an
audited entity, or more than one entity. A performance audit can also consider particular issues that
affect the whole public sector and/or the whole local government sector. They cannot question the
merits of government policy objectives.

The Auditor-General’s mandate to undertake audits is set out in the Government Sector Audit Act 1983
for state government entities, and in the Local Government Act 1993 for local government entities.
This mandate includes audit of non-government sector entities where these entities have received
money or other resources (whether directly or indirectly) from, or on behalf of, a government entity for
a particular purpose (follow-the-dollar).

Why do we conduct performance audits?

Performance audits provide independent assurance to the NSW Parliament and the public.

Through their recommendations, performance audits seek to improve the value for money the
community receives from government services.

Performance audits are selected at the discretion of the Auditor-General who seeks input from
parliamentarians, state and local government entities, other interested stakeholders and Audit Office
research.

How are performance audits selected?

When selecting and scoping topics, we aim to choose topics that reflect the interests of Parliament in
holding the government to account. Performance audits are selected at the discretion of the Auditor-
General based on our own research, suggestions from the public, and in consultation with
parliamentarians, agency heads and key government stakeholders. Our 3-year performance audit
program is published on the website and is reviewed annually to ensure it continues to address
significant issues of interest to Parliament, aligns with government priorities and reflects
contemporary thinking on public sector management. Our program is sufficiently flexible to allow us
to respond readily to any emerging issues.

What happens during the phases of a performance audit?

Performance audits have 3 key phases: planning, fieldwork and report writing.

During the planning phase, the audit team develops an understanding of the audit topic and
responsible entities and defines the objective and scope of the audit.

The planning phase also identifies the audit criteria. These are standards of performance against
which the audited entity, program or activities are assessed. Criteria may be based on relevant
legislation, internal policies and procedures, industry standards, best practice, government targets,
benchmarks or published guidelines.

During the fieldwork phase, audit teams will require access to books, records or any documentation
deemed necessary in the conduct of the audit, including confidential information that is either Cabinet
information within the meaning of the Government Information (Public Access) Act 2009 or
information that could be subject to a claim of privilege by the State or a public official in a court of
law. Confidential information will not be disclosed, unless authorised by the Auditor-General.
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At the completion of fieldwork, the audit team meets with management representatives to discuss all
significant matters arising from the audit. Following this, a draft performance audit report is prepared.

The audit team then meets with management representatives to check that facts presented in the
draft report are accurate and to seek input into developing practical recommendations on areas of
improvement.

Afinal reportis then provided to the accountable authority of the audited entity(ies), which will be
invited to formally respond to the report. If the audit includes a follow-the-dollar component, the final
report will also be provided to the governing body of the relevant entity. The report presented to the
NSW Parliament includes any response from the accountable authority of the audited entity. The
relevant Minister and the Treasurer are also provided with a copy of the final report for state
government entities. For local government entities, the Secretary of the Department of Planning and
Environment, the Minister for Local Government and other responsible Ministers will also be provided
with a copy of the report. In performance audits that involve multiple entities, there may be responses
from more than one audited entity or from a nominated coordinating entity.

Who checks to see if recommendations have been implemented?

After the report is presented to the NSW Parliament, it is usual for the entity’s Audit and Risk
Committee / Audit Risk and Improvement Committee to monitor progress with the implementation of
recommendations.

In addition, itis the practice of NSW Parliament’s Public Accounts Committee to conduct reviews or
hold inquiries into matters raised in performance audit reports. The reviews and inquiries are usually
held 12 months after the report received by the NSW Parliament. These reports are available on the
NSW Parliament website.

Who audits the auditors?

Our performance audits are subject to internal and external quality reviews against relevant Australian
standards.

The Public Accounts Committee appoints an independent reviewer to report on compliance with
auditing practices and standards every 4 years. The reviewer’s report is presented to the NSW
Parliament and available on its website.

Periodic peer reviews by other Audit Offices test our activities against relevant standards and better
practice.

Each audit is subject to internal review prior to its release.

Who pays for performance audits?

No fee is charged to entities for performance audits. Our performance audit services are funded by the
NSW Parliament.

Further information and copies of reports

For further information, including copies of performance audit reports and a list of audits currently
in-progress, please see our website www.audit.nsw.gov.au or contact us on 9275 7100.
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