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Under section 12A of the Annual Reports (Statutory
Bodlies) Act 1984, | have pleasure in submitting for
the information of members this report of the activities
of the Audit Office of New South Wales for the year
ended 30 June 2018.

Margaret Crawford
Auditor-General

18 October 2018

Cover: Orchard Hills, Penrith - the Audit Office
audited the Penrith City Council for the first time in
2017-18

During 2017-18 our people travelled extensively throughout New South Wales,
including metropolitan, regional and rural areas, to undertake the first audits of
local and county councils under our new local government mandate.

The history of the Auditor-General

1824

William Lithgow appointed Colonial Auditor-General,
to compile and examine the colony’s accounts and
report on government departments to the Governor.

1855

The UK Constitution Act 1855 formalised government
in New South Wales, and the Auditor-General was
made a member of the government.

1870

Powers and duties of the Auditor-General first set
in legislation, in the Audit Act 1870.

1902

Audit Act 1902 prohibited the Auditor-General from
being a member of the Executive Council or of the
parliament.

1929

Audit (Amendment) Act 1929 changed the tenure
of office of the Auditor-General from life to ceasing
at 65.

1984

Public Finance and Audit Act 1983 established the
Auditor-General’s Office (6 January 1984).

1989

Auditor-General’s Office declared a statutory body,
allowing it to be both more independent and more
commercial.

1991

The Public Finance and Audit Act 1983 expanded the
Auditor-General’s role to include performance audits,
limited tenure to seven years (no age limit), and
prevented acceptance of any other post in the NSW
public service.

2001

Auditor-General’s role expanded to report on issues
of waste, probity and financial judgement.

2004

Auditor-General given power to employ staff directly,
and set wages and conditions.

2013

Tenure of Auditor-General extended to eight years.

2016

The Local Government Act 1993 expanded the
Auditor-General's mandate to include financial and

performance auditing of local government.
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Our organisation

Built on strategic foundations

Our vision

Our insights inform and challenge government to improve outcomes for citizens.

Our purpose

To help parliament hold government accountable for its use of public resources.

Our values

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.

Our main stakeholders
0 NSW Parliament

o NSW citizens

0 NSW government entities

O NSW universities

0 NSW councils.

Audit Office
of New South

Report — Parliament
Wales*

Audit and Review Accountability

!

Auditees

NSW government entities
NSW universities

NSW councils

* The Audit Office of New South Wales sits independently from
government, alongside other integrity bodies.

CO

Who we are

The Audit Office of New South Wales

is a statutory authority, established under
the Public Finance and Audit Act 1983,

that conducts audits for the Auditor-General.

These audits help parliament hold government
accountable for its use of public resources.

What we do

The Auditor-General reports to the
NSW Parliament and is responsible for audits
and related services.

The Audit Office conducts financial and
performance audits, principally under the Public
Finance and Audit Act 1983 and the Local
Government Act 1993.

Financial audits provide an independent opinion
on NSW government entities', universities' and
councils' financial statements. They identify
whether their financial statements comply

with accounting standards and relevant laws,
regulations and government directions.

Performance audits review whether public
money is spent efficiently, effectively,
economically and in accordance with the law.

Special audits are sometimes conducted to
confirm that specific legislation, directions and
regulations have been adhered to.

The Auditor-General also provides certain
assurance services over Commonwealth grants
and payments to the NSW government and local
government under Commonwealth legislation.

Our resources

278 full-time equivalent staff at the Audit Office
at 30 June 2018.

$48 million revenue from government entities,
councils and universities for audits of their financial
statements.

$10.3 million from the government for our
performance and compliance audits and reports to
parliament.

33 per cent of our financial audit work is delivered in
partnership with external audit service partners.
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2017-18 in summary

Parliament

92 per cent of parliamentarians agreed we
operate independently from government.

89 per cent agreed we perform audits with
integrity.

89 per cent agreed our reports and services
help improve public sector administration.

87 per cent satisfied with the Audit Office’s
reports and services.

92 per cent agreed our reports and services
provide valuable information on public sector
performance.

100 per cent of audits reported to parliament
on time.

20 performance audits followed up by
parliament's Public Accounts Committee.

O Refer to page 10

Overall satisfaction %
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Government entities,
universities and councils

Overall performance index for performance
audits 81.

People

66 per cent staff satisfaction.

69 per cent staff engagement.

Overall CFO performance index for financial
audits 76.

78 per cent of staff report reasonable to very
high morale.

93 per cent of performance audit
recommendations accepted.

71 per cent of staff describe the Audit Office
as 'a great place to work'".

95 per cent of financial audit
recommendations accepted.

19 performance audits or compliance audits
completed, including 3 under our new
mandate to audit local government.

550 financial audits completed, including
139 under our new mandate to audit local
government.

12 per cent staff turover.

58 per cent of middle management are
women.

50 per cent of executive and senior
leadership are women.

5 notifiable injuries and 2 new workers'
compensation claims.

91 per cent of financial audit opinions issued
within ten weeks.

O Refer to page 18

Overall performance index
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5-star greenhouse building rating maintained.

O Refer to page 38
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Profession

Finances

Benchmarks

59 presentations made, 31 more than
last year

18 submissions made on proposed changes
to accounting and auditing standards.

O Refer to page 48

Presentations delivered

59
32 30 30
o7 28
|-
w
)
=
=
< 0 © N~ 2o} o
- - - - - -
&« & & & ]/ @
—/

Governance

The Audit Office received 1 formal GIPA
access application.

We received and examined 17 public interest
disclosures.

O Refer to page 52
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$0.7 million cumulative surplus (excluding
superannuation adjustments) over a four year
period, close to our break-even target

$0.2 million result for 2017-18 (excluding
superannuation adjustments)

99 per cent of our creditors were paid
on time.

O Refer to page 64

Operating result 2017-18/$m
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Our costs compare favourably with other
Australian audit offices

We benchmark ourselves against the national
average for audit offices.

Total audit costs (excluding payroll tax)
per $°000 of public sector transactions $

Audit Office of New South Wales
Average of all Australian audit offices

(2014 |.26
(2015 |.26
(2016 |.25
(2017 |.26
(2018 |.28

Total audit costs (excluding payroll tax)
per $°000 of public sector assets $

Audit Office of New South Wales
Average of all Australian audit offices
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Auditor-General’s message

Our vision and commitment is to provide insights that inform and challenge government to

Improve outcomes for citizens

This report covers the second full year of my
term as Auditor-General and marks a time of
considerable challenge and achievement.

We have fully established our new local
government mandate as an integral part of
our business, released a new approach to
setting our forward audit program, improved
our parliamentary reporting, created an Office
of the Auditor-General, and consolidated

a new executive team. These adjustments
aim to achieve our vision of providing the
Parliament of New South Wales and the
entities we audit with accurate, timely and
relevant insights that inform and challenge
government to improve outcomes for
citizens.

First full year of local
government audits

Following our appointment on 1 October
2016 as the auditor of NSW local
government councils, we completed our first
full year of audits of all NSW local council’s
financial statements. We also released three
performance audits of the local government
sector. Importantly, we tabled our first whole-
of-sector report on local government in April
2018 — a ground breaking report in that it
presents, for the first time, a consistent view
of financial performance across the NSW
local government landscape.

| am particularly proud of these significant
achievements. Adding to this, my staff have
continued their considerable efforts of the
previous year to build an understanding

of, and relationships with, councils and the
many organisations that make up the local
government sector. Our partnership with
the audit service providers we engage to
conduct audits on our behalf has continued
to mature and provide increasing value to
the councils we audit, the communities they
serve; and to parliament.

A new annual work plan

Throughout the year we worked with
stakeholders to refine our approach to
choosing audits for the coming year, leading
to the publication in July 2018 of our 2018
19 Annual Work Program. This audit work
plan explains how we decide what to focus
on, what we intend to cover in the next year
and broad areas of audit for the following two
years. It also gives parliament, the entities
we audit and the broader community some
certainty over future topics and the timing of
our reports.

We plan to publish this annually and will
continue to refine our approach, listen
to feedback, and adapt to changing
circumstances or requests for audits.

Improved reporting to
parliament

During the year we introduced two new
reports and standardised the look and feel of
our regular reports to parliament.

The first of these new reports was dedicated
to internal controls and governance. It was
designed to help parliament understand
broad issues affecting the public sector,

and help agencies to compare their own
performance against their peers. The report
covered the findings and recommendations
from our 201617 financial audits of the 39
largest agencies in the NSW public sector.
These agencies are a large enough group to
identify common issues and insights.

We also released a report on performance
audit insights. In this report, we presented
common findings and lessons from the

past four years of performance audits and
offered insights on elements of effective
performance. We analysed the key findings
and recommendations from 61 performance
audits tabled in the Parliament of New South
Wales between July 2014 and June 2018,

spanning varied areas of government activity.

These two new reports supplement

our regular reports on our financial and
performance audits that were redesigned
during the year to provide a more
contemporary look and ease of read.

In combination, | hope the new reports and
design will add clarity to our findings and
lead to demonstrable improvements to public
administration in New South Wales.

New structure and executive
team

In late 2017, | created an Office of the
Auditor-General to better support my deputy
and | to manage workflow and engage more
effectively with external stakeholders. The
Office of the Auditor-General is separate
from the operational audit and corporate
service areas. In this way, it is able to provide
assurance over the quality of the work we
produce in addition to providing governance
and technical functions.

The Director of the Office of the Auditor-
General and the Executive Director Quality
and Innovation attend all meetings of the
Office Executive to challenge and offer
alternative views to enrich discussions.

Quadrennial review of the Audit
Office

Once in every parliament, the Legislative
Assembly Public Accounts Committee
undertakes a quadrennial review of the
performance of my office. This review was
undertaken at the end of 2017 and the
outcomes were tabled in parliament in
February 2018.

The review concluded that:

‘the Audit Office has demonstrated that the
Auditor-General has in place methodology
and tools to effectively, economically and
efficiently deal with its core business and

CO
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achieve compliance with the appropriate
standards.’

This supports my view that the Audit Office

is a very professional office that continues to
provide valued audit services to parliament,
the organisations we audit and the citizens of
New South Wales.

The review went on the say that:

‘Without affecting our conclusion, we have
made a number of recommendations to
assist in further strengthening and improving
the effectiveness and efficiency of the
AONSW [Audit Office of New South Wales].’

[t recommended:

0 that a ‘follow the dollar’ mandate is
required in order to restore the oversight
that the Auditor-General has traditionally
had over public spending

0 the staged introduction of a mandate
to provide assurance over performance
measures, and that

o the Audit Office should conduct an
independent review of the NSW Budget
annually as a formal requirement.

These recommendations recognise
contemporary approaches in public
sector management, like commissioning,
and would ensure greater accountability
and transparency over the use of public
resources.

IMPACT Conference

In March 2018, we hosted IMPACT — the
International Meeting for Performance Audit
Critical Thinkers.

This biennial conference was held in Sydney
and brought together performance auditors
and public sector leaders from around

CO

Australasia and other nations for two days
of thought-provoking discussion about
the changing nature of government and
the contribution performance auditors can
make. We heard from leading international
and Australian speakers on public

sector management, transparency and
accountability.

To host a conference of this scale and profile
was a major undertaking for our office. The
feedback we received from the conference
was very positive and the professional
connections made between our staff and
those who travelled to Sydney will be lasting.

Challenging year for the staff of
the Audit Office

This year more than ever | want to thank and
recognise the dedication, professionalism
and resilience of all staff in the Audit Office.

The impact our expanded local government
mandate has had should not be
underestimated, in addition to the many
other challenges and achievements of this
year. This is reflected in our People Matter
survey results which are down on previous
years. This will be a key area of focus for
myself and my executive over the coming
year to ensure the Audit Office remains a
high performing organisation and a great
place to work.

Margaret Crawford Auditor-General
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Office Executive

Experience and performance

The Office Executive provides the leadership necessary for the Audit Office to achieve its
strategic direction and goals. The Office Executive is led by the Auditor-General and draws
on the expertise of other staff when required.

Margaret Crawford
Auditor-General

Bachelor of Arts

Graduate Diploma of Recreation
Management

Master of Business Administration

Margaret has many years of experience as a
senior executive across large, complex public
sector organisations — local, state and the
Commonwealth governments — including the
Victorian Department of Human Services, the
Australian Taxation Office, the former NSW
Roads and Traffic Authority and Australia's
largest local government, Brisbane City
Council. Before becoming Auditor-General,
she held the position of Deputy Secretary

at the NSW Department of Family and
Community Services.

Margaret has worked across a diverse
range of sectors, including housing and
homelessness, community and disability
services, road transport policy and
regulation, taxation administration, and
gaming regulation.

lan Goodwin
Deputy Auditor-General

Bachelor of Business
Chartered Accountant Fellow

lan's early career was in banking and
capital markets, working at the Reserve
Bank of Australia, a ‘Big Four’ accounting
firm and the International Monetary Fund
in Washington DC. Returning to Australia,
lan joined the Australian National Audit
Office (ANAO) and as a Group Executive
Director was responsible for leading the
ANAQ’s Assurance Audit Services Group
and the audit of the Australian Government's
Consolidated Financial Statements. lan is
a Chartered Accountant Fellow and was
an ACT Regional Councillor for Chartered
Accountants Australia and New Zealand.
lan is also a commissioned officer in the
Australian Army and dedicates time to his
role as a Squadron Commander in the
Australian Army Reserve.

Alison Gatt

Assistant Auditor-General,
Financial Audit

Bachelor of Commerce
Chartered Accountant Fellow

Alison Gatt has had audit and finance roles in
both the private and public sectors. Prior to
joining the Audit Office, Alison worked at the
Australian National Audit Office, Westpac and
KPMG'’s Orange County Office in California.
Alison’s most recent role was Director of the
Audit Office's Audit Support Team, providing
specialist technical support to the Office’s
financial audit teams. Alison contributes
strongly to the profession, the sector and the
community through her roles on boards and
advisory panels.

Steven Martin

Assistant Auditor-General,
Financial Audit (see note below)

Bachelor of Business

Chartered Accountant

Graduate Australian Institute of Company
Directors

Steven Martin joined the Audit Office in 2008
after 18 years with a ‘Big Four’ accounting
firm where he was responsible for delivering
audit services to clients. This included

ten years in Europe where he specialised

in advisory on cross-border transactions
and acquisitions. He also worked as the
commercial accountant in the head office of
a blue chip multinational logistics company
based in Sydney.

Scott Stanton

Assistant Auditor-General,
Financial Audit

Bachelor of Commerce

Fellow Certified Practising Accountant
Graduate Australian Institute of Company
Directors

Scott Stanton joined the Audit Office in 1987,
and has significant experience in leading

the delivery of audit services to a diverse
range of public sector clients including those
in the transport, electricity and university
sectors. Scott has previously served on CPA
Australia's NSW Divisional Council and is a
past Chair of CPA Australia’s NSW Public
Sector Committee.

Claudia Migotto

Assistant Auditor-General,
Performance Audit

Bachelor of Arts (Honours)
Master of Public Health
Master of Policy Studies

Claudia has over 15 years experience
across Commonwealth and NSW
government agencies in policy and program
development, implementation and evaluation.
Claudia has also recently held leadership
roles in agencies tasked with providing
independent information to the community
on the performance of governments —
including the COAG Reform Council and
the National Mental Health Commission.
Her work in reporting on the performance
of governments has touched on a diverse
range of sectors, including health system
performance, disability, mental health and
drug and alcohol issues, gender equity,
Indigenous communities regulation and
housing.

Lyndal Hayward

Executive Director, Corporate
Services

Bachelor of Arts

Graduate Diploma of Editing and
Publishing

Master of Business Administration
Executive Master of Public Administration

Lyndal's early career was in publishing where
she worked for some of the world's leading
book publishing houses in Sydney, London
and Tokyo. Lyndal joined the Audit Office in
2009 and has worked in a variety of roles
across communications, reporting, records
and information management, human
resources, business administration and
project management.

Note: Steven Martin resigned from the Audit
Office on 17 August 2018. Karen Taylor has
been acting as Assistant Auditor-General,
Financial Audit with permanent recruitment to
the role to take place in the second quarter

of 2018-19.
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oodwin, Claudia Migotto, Lyndal Hayward, Scott Stanton, Alison Gatt

garet Crawford, Steven Martin

Organisational structure at 30 June 2018

Audit Office of New South Wales

Office of the Auditor-General

Auditor-General

Director
Margaret Crawford  office of the Auditor-General
‘ Barry Underwood
Executive Director Deputy Auditor-General
Quality and Innovation lan Goodwin
Chris Clayton
| 1 |
Performance Financial Corporate
Audit Audit Services
Assistant Assistant Executive
Auditor-General Auditors-General Director
Claudia Migotto Alison Gatt Lyndal Hayward

Steven Martin (resigned August 2018)
Scott Stanton

CO
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The year ahead

Our activity in 2018-19 will be driven by our Corporate Plan

Corporate planning framework
Our activity in 2018-19 will be driven by our
corporate planning framework comprised of:
0 Corporate Plan 2017-2020

O Future State Roadmap

O branch business plans

O individual staff performance agreements.
Together, these plans support the Audit
Office to achieve its vision:

Our insights inform and challenge
government to improve outcomes for
citizens.

Strategic initiatives

Six strategic initiatives are focussed on
building the organisational capabilities
needed to achieve our vision. All the activities
in these initiatives are included in what we
call our Future State Roadmap.

Local Government

The Local Government Amendment
(Governance and Planning) Act 2016
appointed the Auditor-General as the auditor
of local government entities from 2016-17.

In 2017-18, we completed 139 financial
audits of local and county councils which we
reported in our inaugural Report on Local
Government 2017, and three performance
audits. Reviewing lessons learnt from these
audits, we will continue to improve the
delivery of high quality audit services to the
local government sector. A key focus in
2018-19 will be finalising and implementing
a Commissioning Strategy. This strategy will
inform how we engage with the market when
procuring and managing our external audit
service partners.

See pages 16, 20, 22, 37, 50 and 54 for
further details.

Influencing for Impact

The Audit Office has a strong desire to
engage effectively with all our stakeholders
to ensure we deliver audits that are of a high
quality and lead to improved public sector
reporting and performance.

Our immediate focus over the 2018-19
year will include developing a Stakeholder
Engagement Strategy and delivering a new,
upgraded and more functional website.

See pages 12, 14, 20, 22, 53, 54 and 63 for
further details.

Reporting Process

In this initiative we are building streamlined,
efficient processes that support the
production of clear, concise and insightful
reports. During the 2017-18 year, significant
enhancements were made both to the
reporting process and the format of our
reports.

Building on work to date, in 2018-19

we will review and respond to external
stakeholder feedback on the new format

of our reports and continue to improve the
reporting process. As part of this work, we
will begin work to identify a suitable software
solution to support a more streamlined and
collaborative authoring and review process.

See pages 11, 12 and 22 for further details.
Working Better, Working Together

This initiative is focused on defining what
our work will look like in the future, the
capabilities we will need, and the culture and
conditions we will need to create.

A key focus for 2018-19 is creating a
new, modern office space that enables
collaboration, integration and more agile
ways of working. Our Future Workplace
Project will be our largest and most
significant project for the year ahead.

We will also develop a future-focused
Workforce Strategy that ensures we have the
right people in the right jobs at the right time.

Another key area for this initiative will be the
implementation of a Leadership Framework,
and the continued implementation of our

Diversity Framework. This will also continue
our work to ensure our people work in an

environment of diversity and empowerment,
supported by clear and focused leadership.

See pages 22, 39, 42, 45, 46 and 54 for
further details.

Data Analytics

We live in a digital world and the mass of
data now available to governments present
opportunities to deliver better services more
efficiently and economically. This initiative
seeks to use data analytics to improve the
risk focus of audits and create better quality
insights.

In 2017-18, we developed a local
government data visualisation dashboard
that accompanied our local government
Auditor-General’s Report to Parliament

on financial audits. In 2018-19, we will
build on this experience to produce other
sector dashboards, as well as develop an
overarching Data Analytics Strategy.

We will also in 2018-19 implement the
innovation roadmap we developed in
2017-18.

See pages 16 and 54 for further details.
Technology and Process Innovation

Continuously improving our systems

and processes is crucial to ensure our
sustainability, and the efficiency and
effectiveness of our work. The key areas of
focus for this initiative in 2018-19 will be to
uplift our cyber security maturity, enhance our
corporate reporting framework — including
implementing performance reporting
dashboards to support management
decision-making — and implement a mobile
expense management tool.

See pages 40 and 54 for further details.

CO
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Port of Newcastle - the Audit Office audited the Newcastle City Council for the first time in
2017-18

Parliament

Regularly seeks and uses our advice

The Auditor-General and the Audit Office of New South Wales

provide assurance on the performance and accountability of
NSW government entities, universities and local government by:

o reporting to the Parliament of New South Wales on our audits

o working closely with parliamentary committees




Satisfaction

Parliamentarians satisfied overall with our reports and services

95% of parliamentarians agreed we provide high quality reports and services
92% of parliamentarians agreed we operate independently from government

Surveying our parliamentarians

Our purpose is to help parliament hold
government to account for its use of public
resources. It is critical that we understand
parliamentarians’ views on our performance
through their direct feedback on our reports
and services.

We continually strive to ensure
parliamentarians value our work and that we
meet their expectations. We are committed
to enhancing our public sector knowledge
to ensure our work is relevant and impactful.
This was driven by our ‘Influencing for
Impact’ strategic initiative in 2017-18 (see
page 54).

In the 2018 survey, of the 135
parliamentarians invited to complete the
survey, 28 per cent responded, the same
response rate as in 2017.

Overall satisfaction down
slightly

Although parliamentarian satisfaction with
the Audit Office’s reports and services

is high, satisfaction is down slightly
compared to 2017. Eighty-seven per cent
of parliamentarians were satisfied overall in
2018, a decrease from 92 per cent last year.
Parliamentarians believe:

0 in general, the Audit Office provides high
quality reports and services, 95 per cent
agreeing, down on 100 per cent in 2017

0 the Audit Office’s reports and services
provide valuable information on public
sector performance, with 92 per cent in

agreement, down slightly on last year's 96
per cent result

0 the Audit Office’s reports and services help
improve public sector administration, with
89 per cent agreeing, down from 96 per
centin 2017

o the Audit Office performs audits with
integrity, with 89 per cent agreeing, down
on 94 per cent in 2017

o the Audit Office operates independently
from government, with 92 per cent
agreeing, broadly consistent with 94 per
centin 2017.

Satisfaction with financial audit
reports improved

Although overall parliamentarian satisfaction
with the Audit Office's reports and services
is down slightly on 2017, satisfaction with
financial audit reports specifically has
improved — in some areas significantly.

The percentage of parliamentarians who
agreed our financial audit reports clearly
communicated the significant issues and
their implications improved from 89 per cent
in 2017 to 95 per cent in 2018. There was a
similar increase in the number who agreed
that the reports were easy to understand,
from 89 per cent in 2017 to 95 per cent.

Our ‘Reporting Process’ strategic initiative
implemented a new, more modern and
accessible design for our financial audit
reports in 2017-18 which seems to have
improved parliamentarians’ satisfaction with
the layout and design of these reports, as
well as how easy they are to understand.

The number of parliamentarians who agreed
our reports were presented effectively in
terms of layout and design improved from 85
per cent to 89 per cent. The most significant
improvement was in the area of monitoring
the accountability and financial performance
of the NSW public sector, with 85 per cent of
parliamentarians agreeing our financial audit
reports help them do this, compared to 73
per centin 2017.

Satisfaction with financial audit reports %

Survey not conducted in 2015 due to election year.
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Performance audit satisfaction
improved

Similar to the satisfaction results for our
financial audit reports, parliamentarians
have rated the Auditor-General’s Reports to
Parliament for performance audits higher,
with results generally improved on 2017.
Ninety-five per cent agreed the reports
were easy to understand, up from 84 per
cent in 2017. Similarly, 93 per cent of
parliamentarians agreed the reports clearly
communicated significant issues and their
implications, up from 87 per cent in the
previous survey. Agreement that the reports
were effectively presented in terms of layout
and design also improved, with 92 per cent
agreeing compared with 87 per cent in 2017.

As with our financial audit reports above,
our ‘Reporting Process’ strategic initiative
implemented a new, more accessible
design for our performance audit reports in
2017-18 which seems to have improved
parliamentarians’ satisfaction with the
accessibility and clarity of these reports also.

In regards to parliamentarians feeling our
performance audits addressed their key
areas of interest to a high or very high extent,
57 per cent agreed up from 49 per cent in
2017. Consistent with our financial audit
reports above, a significant increase was in
the area of monitoring the performance of
the NSW public sector, with 88 per cent of
parliamentarians agreeing our performance
audit reports help them do this, compared to
76 per centin 2017.

Our reports and services
compare well to other audit
offices

Since 2005, we have been comparing our
parliamentarian survey results against results
from other participating Australian audit
offices.

On an overall measure of satisfaction

with reports and services, 87 per cent of
parliamentarians were satisfied. This is a
decrease from 92 per cent in 2017 but
consistent with the 88 per cent average of
participating audit offices.

We rated above the average of the other
audit offices on three key measures. Eighty-
nine per cent agreed that our reports help
improve public sector administration, above
the average of 85 per cent. In regards to our
reports being easy to understand, the 95
per cent result for financial audits was above
the 89 per cent average for participating
audit offices, and the 95 per cent result for
performance audits was above the 90 per
cent average for other offices. In regards

to our reports clearly communicating the
significant findings and implications, the 95
per cent result for financial audits was above
the 88 per cent average for participating
audit offices, and the 93 per cent result for
performance audits was above the 88 per
cent average for other offices.

The year ahead

In 2018-19, through our ‘Influencing for
Impact’ strategic initiative, we will:

O develop a stakeholder engagement
strategy that enables us to better engage
with parliamentarians and ensure our
reports are impactful and relevant

O build a new website to ensure our reports
are delivered in a way that meets the
needs of varied audiences

O strengthen government accountability
through our collaborative relationship with
parliament's Public Accounts Committee
(PAC) (see page 17 for further details on
our relationship with the PAC)

O support other parliamentary committees
as required.

Through our ‘Reporting Process’ strategic
initiative, we will:

O continue to evolve our Auditor-General’s
Reports to Parliament to further improve
the look, layout and readability of our
reports to better meet the needs of our
stakeholders, including parliamentarians.

(See page 9 for further details on our
2018-19 strategic initiatives.)

Satisfaction compared with other participating Australian audit offices

Overall satisfaction with reports
and services

Help improve public administration

Our financial audit reports are easy to
understand

Our performance audit reports are easy to
understand

CO
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Assurance on government finances

Our financial audits provide assurance to parliament

550 financial audits and 583 other assurance audits and reviews completed

8 modified audit opinions issued

Providing an independent
opinion

Parliament requires reliable information on
the operation of NSW government entities.
We provide parliament with independent
audit opinions on these entities’ financial
statements, increasing confidence in their
reliability. Our audits comply with professional
quality and independence requirements as
parliament needs to be assured our audits
are of a high quality and objective. Our
mandate further assures our independence
by restricting us from providing non-audit
services.

We completed 550 financial audits this year
compared to 426 last year. This significant
increase was due to our new mandate to
audit local government with 139 audits
completed under this new mandate.

In addition to audits of individual state

and local government entities, we audit

the financial statements at a whole-of-
government level, the Total State Sector
Accounts. These accounts provide financial
information to parliament on a state-wide
basis, for example total state borrowings.

We also provided 583 other assurance
audits and reviews (79 last year) to help
entities attest compliance or acquit their
grant revenues. This significant increase in
the number of other assurance audits and
reviews is largely due to our new mandate to
audit local government.

Number of financial audits

550

425 436 419 426

(2018

Modified auditor’s opinions
and conclusions

During 2017-18, we issued eight modified
audit opinions and conclusions in our
Independent Auditor’s Reports (for details see
pages 24-26). This represented one per cent
of the 1,133 total assurance engagements
we conducted. Modified opinions and
conclusions included:

0 1 disclaimed opinion on an entity's financial
statements

0 1 disclaimed opinion on an entity’s special
purpose financial statements

0 3 qualified opinions on an entity's financial
statements

0 1 qualified opinion on Basic Financial
Statements prepared under the United
States of America’s Generally Accepted
Accounting Standards

0 2 qualified conclusions on a review of
financial information.

Modified audit opinions or review conclusions
can be qualified, adverse or disclaimed:

O Qualified opinions and conclusions are
issued when financial statements contain
material misstatements or sufficient
appropriate audit evidence is not available;
and the impact is material but not
pervasive

0 Adverse opinions and conclusions are
issued when misstatements in the financial
statements are material and pervasive

0O Disclaimed opinions and conclusions are
issued where sufficient appropriate audit
evidence is not available and the effects
may be material and pervasive.

Repeat modifications

During 2017-18, we repeated three

modifications, one fewer than last year. One

modification relates to an engagement that is
only performed every three years.

We continue to notify parliament of these
modifications and encourage the entities
concerned to act on our recommendations to
address the underlying causes.

New modifications

We issued five new modified opinions and
conclusions in 2017-18.

Modified audit opinions and conclusions
as a % of total assurance engagements

4 4

2014
2015
2016
2017

Comparing costs with other audit offices

We compare our financial costs with other Australian audit offices. In
2017-18, our cost per financial audit was $89,594 compared with
$75,305 across other Australian audit offices. This includes the cost
of auditing the state, university and the local government sectors. The
significant difference between our cost and the average is due to the
inclusion of the cost of auditing the local government sector for the
first time. The prior year comparisons exclude the local government
sector.

* Prior to 2018, figures include state and university costs only as these were the
only sectors we audited. From 2018, our costs also include local government costs,
and our costs are compared only to other audit offices who audit local government
in their jurisdictions.

Cost per financial audit opinion ($’000)

Audit Office of NSW Average of other Australian audit offices

92 g9 89 g7 | 90"
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| 75*
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Our financial audit volumes

The results of our 2017 financial statement
audits were reported to parliament in 12
volumes of the Auditor-General’s Reports to
Parliament in 2017-18.

Nine volumes focused on particular NSW
state government clusters. One volume
focused on internal controls and governance
of the 39 largest agencies in the NSW public
sector, and another volume focused on the
university sector. We also released our first
volume on the outcomes of our financial
audits of the local government sector under
our new mandate.

The nine state cluster-based volumes
covered:

O Planning and Environment

O Transport

O Education

O Industry

o Family and Community Services
O Health

O Justice

0 Central Agencies

o State Finances.

Timeliness of reporting
to parliament

We recognise parliament and other
stakeholders need timely reports to allow
prompt scrutiny of government entities’
financial position and performance. For state
government entities with a 30 June balance
date our internal benchmark is to report to
parliament before the end of the calendar
year. For our local government auditees,
who also have a 30 June balance date, we
reported to parliament by 20 April 2018 in
accordance with transitional legislation. Our
other financial audits (mainly universities)
have a 31 December balance date and our
reporting to parliament benchmark is by the
end of May each year.

In 2017-18, we reported 100 per cent of our
financial audits to parliament on time.

Financial audits reported to parliament on time

97 100 100 100* 100
79
-
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* Local government financial audits were reported to
parliament on 20 April 2018 in accordance with transi-
tional legislation allowing that our report not be tabled
before 31 March 2018.

The year ahead

In 2018-19, we will continue to provide
assurance to parliament. In addition, we will
strive to provide greater insights to increase
our impact on the entities we audit.

Under our strategic initiative 'Influencing for
Impact' we will improve engagement with
our external stakeholders, and find more
innovative ways to present our reports on a
new, modern website.

We will also explore alternate audit
approaches that improve the relevance, value
and impact of our financial and performance
audits.

(See page 9 for further details on our
strategic initiatives for 2018-19.)
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Effectiveness, efficiency and economy

Our performance audits help parliament assess entity performance

18 performance audits and 1 compliance review completed

Helping to improve

public administration

Performance audits provide information to
the New South Wales Parliament and public
about how well government programs and
services are delivered. Ultimately, they aim to
improve public administration. Performance
audits examine whether programs and
services are delivered efficiently, effectively,

economically and in accordance with the law.

In 2017-18, the Auditor-General tabled

18 performance audit reports on the
effectiveness, efficiency and economy of
the NSW public sector. These reports made
a total of 96 recommendations to improve
public administration.

The reports looked at operations, service
delivery, governance, project implementation
and government advertising across a range
of NSW government agencies and local
councils. Some audits considered particular
issues across a number of entities.

The extracts in the box below from
published responses to our reports indicate
the value the entities we audit attach to

our recommendations in improving public
administration, and the collaborative
approach we adopt.

Opportunities to improve value
to parliament

Parliament is our primary stakeholder

and our work supports its role in holding
the government to account. Our reports
are frequently referred to in parliamentary
debates and in budget estimates hearings.

Parliament is an important source of
suggestions for performance audit topics.

Although we add value to the parliamentary
process, there are always areas to improve.
Comments in our most recent parliamentary
survey provide insights into the value we
provide to parliament, as well as gap areas.
Most of the comments from Members of
Parliament (MPs) who completed the survey
were complimentary:

Well-presented reports which give great
insight into Government services and
delivery.

Thank you for the work and the detailed
reports.

Its independence and integrity of the audit
reports are an important part of good
public administration.

We also received some criticisms which

can help us improve, as well as comments

Published agency responses to our reports

Office of Local Government, 'Shared services in local government'

The Office of Local Government welcomes the Audit Office’s observations on strengthening
local government performance in shared service delivery . . . in particular, we note and
support the report’s recommended practices for councils to efficiently and effectively

undertake shared services.

Environment Protection Authority, 'Regulation of water pollution in drinking water
catchments and illegal disposal of solid waste'

| welcome the opportunity that the performance audit provides to identify prospects for the
EPA to improve its regulatory operations. | would like to express my appreciation for the
significant work of your audit team and their ongoing commitment to working through this

process with my team.

NSW Treasury, ‘Managing risks in the NSW public sector: risk culture and

capability’

Strong risk culture and capabilities are essential to ensuring risk management is effective
throughout an organisation and | welcome the Auditor-General’s focus on such an
important area. This audit has provided valuable input on how the audited agencies have
embedded risk management into their organisational cultures.

NSW Health, ‘Healthroster Benefits Realisation’

| appreciate the efforts of the NSW Audit Office in conducting performance audit and for

your ongoing engagement with NSW Health.

on our resource base and mandate:

The reports have become far less detailed,
far less useful and far less important over
the past few years

Need to lift profile.

The only suggestion would be more
resources for the Auditor-General's
office so that the Government and Public
Service delivery can be MORE closely
scrutinized across more topics.

The AG [Auditor-General] needs to be able
to follow the (public) money even when it
goes into the pockets of private entities.

Full details of our parliamentary survey results
can be found on page 11.
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Average cost of performance
audits was below target

The average cost of performance audits
and special reports published in 2017-18
was $287,420. This was below the target of
$330,000 and six per cent higher than the
201617 result of $272,166.

The small cost increase of our performance
audit work can be attributed to our new role
in auditing the local government sector. This
new role has entailed additional work to gain
a good grounding in the issues facing the
sector, and in engaging with a new group of
stakeholders to communicate our role and
purpose.

Choosing performance audit
topics

We recently analysed the key findings and
recommendations from 61 performance
audits and special reports tabled in the
NSW Parliament between 2014 and 2018,

spanning varied areas of government activity.

We will use this analysis to help determine
areas of unaddressed risk across all parts of
government, and to shape our future audit
priorities.

We also continue to work with parliament’s
Public Accounts Committee, senior
members of agencies, ministers and other
key stakeholders (see pages 37 and 62),

to identify important issues and areas of
concern to help define and focus the scope
of our audits.

In addition, we work collaboratively across
the organisation to draw together insights
from financial, performance and compliance
audits to help formulate our program and
add to our understanding of key risks.

Leveraging internal and external
expertise

For highly specialised and in more complex
performance audits, required expertise can
be drawn from across the organisation,
senior members of staff and external
advisors/consultants. In 2017-18, seven
audits used external advisors/consultants
leveraging expert advice and industry
knowledge in data analytics, health
planning, cyber security best practice, risk
management culture and frameworks,
best practice in probity principals, local
government and facilitation of surveys.

Number of performance
audits and compliance reviews

Average cost
of performance

completed audits $°000
23 330
308
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The year ahead

In 2018-19, we plan to:

O build on our first audits in the local
government sector and focus our audits
on specific issues and some individual
councils

O use the analysis from our Performance
Audit Insights report to help determine
areas of unaddressed risk across all parts
of government, and to shape our future
audit priorities

O investigate ways of harnessing relevant
information held by agencies on our
performance audit topics — such as data
mining — whilst reducing the administrative
burden on agencies in sourcing and
producing it

0O seek further opportunities to use data
analytics to support audit insights.

*includes one compliance review conducted under section 38E of
the Public Finance and Audit Act 1983
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Parliamentary response to our work

Promoting improvements

Supported the Public Accounts Committee in following up 20 earlier performance audits

Parliament follows up on
progress in implementing our
recommendations

The Public Accounts Committee (PAC)

holds the entities we audit to account for
implementing the recommendations in our
reports. It does so through follow-up inquiries
conducted a year after the reports are
tabled. The PAC may hold a public inquiry

to seek further information from agencies
regarding our reports and can make

further recommendations for action when it
considers them necessary.

In 2017-18, the PAC has sought our
comment on agencies’ progress in
implementing recommendations from 20 of
our completed performance audit reports.
Four of these reports were also subject to a
public inquiry.

The PAC’s report on its examination of these
audits noted that ‘with some exceptions,
the Committee is generally satisfied that the
responsible agencies are now implementing
the Auditor-General’s recommendations,
while identifying areas where more action is
required.’

The process has proven to be an

effective means of testing action taken on
performance audits and maintaining a high
level of scrutiny of the agencies under review.

This PAC report made ten recommendations
designed to improve the performance of
government entities, building on matters
already identified by the Auditor-General.

The year ahead

In 2018-19, we plan to further strengthen our
support to parliament and the PAC by:

O led by the Auditor-General, continuing to
pbuild on our strong relationship with the
Public Accounts Committee

O continuing to respond promptly and
thoroughly to all requests from NSW
Parliament for Audit Office support,
including all audit suggestions

O producing 22 performance audit reports
on issues of importance to parliament, and
through them, the community.
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Parkes Observatory - the Audit Office audited the Parkes Shire Council
for the first time in 2017-18

Government
entities, universities
and councills

Act on our recommendations and seek our advice

o We work collaboratively with the entities, universities and
councils we audit

0 \We identify opportunities to improve financial reporting
and management through our financial statement audits

0 Our performance audits examine government programs critically
in order to identify potential improvements




Auditee response to our work

Our audits continue to be well regarded

Overall CFO performance index for financial audits 76, compared to 78 last year
Overall performance index for performance audits 81, compared to 71 last year

Surveying our auditees

Each year, we measure our auditees’
satisfaction with our services through a
survey. The survey results and feedback
provide valuable information on our
performance. We use an independent
research company to conduct the survey
and clients have the option of responding
anonymously.

In 2017-18, for our financial audit clients, we
invited 388 Chief Financial Officers (CFOs)

or General Managers (GMs) from our state
government, local government and university
auditees to participate in the survey.

This was the first year we surveyed local
government General Managers on the audits
performed under our new local government
mandate. We also invited 181 Audit and Risk
Committee Chairs (ARC Chairs) from our
state government and university auditees to
participate. The response rates were similar
to last year, with responses from 72 per

cent of CFOs/GMs and 78 per cent of ARC
Chairs.

For our performance audit auditees, we
invited 24 agency contacts to respond to the
survey and received a response rate of 71
per cent, again similar to last year.

Overall performance indices

The overall CFO performance index for
financial audits remained similar to last year,
at 76 compared to 78 in 2016-17. ARC
Chairs’ satisfaction decreased from 86 last
year to 81. The overall performance index for
performance audits increased significantly,
from 71 last year to 81.

Satisfaction with audit process

Financial audit satisfaction improves
across key measures

The CFO performance index for our audit
process decreased slightly from 82 to 79.
CFOs were particularly positive about:

O our auditors meeting agreed deadlines,
the 89 per cent result similar to 92 last
year

O our auditors conducting themselves
professionally during the audit, the 98 per
cent result similar to 100 last year

O senior staff being appropriately involved
in the audit, although down on last year’s
result of 97 per cent, still very positive at
91

O our auditors having the professional skills
and knowledge required to conduct the
audit, remaining at 94 per cent

0O our client service plan adequately
informing them about audit strategy, key
milestones and cost, the 95 per cent result
similar to last year’s 98.

CFOs were less positive about:

O our auditors communicating effectively,
down to 87 per cent from 96

O our auditors adequately understanding
their organisation, down to 81 per cent
from 92

O being promptly informed of significant

issues identified during the audit, down to
80 per cent from 90

O their organisation’s staff members’ time
being used efficiently, down to 82 per cent
from 88.

ARC Chairs’ ratings of our audit process
were similar or improved from last year
across all areas except one. Ninety-eight

per cent of ARC Chairs agreed that we
promptly informed them of significant issues,
99 per cent agreed our auditors adequately
understood their organisation, and 99 per
cent agreed our auditors had the professional
skills and knowledge to conduct the audit.
However, the percentage of ARC Chairs who
agreed our auditors met agreed deadlines
decreased significantly from 99 to 84.

Satisfaction with the performance
audit process significantly increased

The audit process performance index for
performance audits was 81, a significant
increase on last year's 72 and representing
a five-year high for this measure. Ninety-four
per cent agreed our auditors communicated
effectively, up from 78. Seventy-seven

per cent agreed our auditors adequately
understood their organisation, up significantly
from 39. Another area of significant
improvement was auditees agreeing we
promptly informed them of the significant
issues/findings as they arose during the
audit, up from 71 per cent last year to 94.

An area for improvement includes our
auditors meeting agreed deadlines, the result
decreased significantly from 82 per cent last
yearto 71.

Satisfaction with audit process %
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Satisfaction with audit reporting
Financial audit results steady

The CFO performance index result of 79 for
audit reporting was similar to 81 last year.
CFOs were particularly positive about our:

O management letters communicating the
audit findings clearly, the 96 per cent result
on par with 97 last year

0 Client Service Reports communicating
audit findings and issues clearly, up from
97 per cent to 99

O having adequate opportunity to comment
on audit findings and issues, up from 91
per cent to 94.

CFOs were less positive about audit opinions
being issued in a timely manner, down from
98 per cent to 94, and management letters
being balanced and fair, down from 93 per
cent to 89.

Ninety-nine per cent of ARC Chairs were
positive about our Client Service Reports
and management letters communicating
findings and issues clearly. ARC Chairs were
less positive about our management letters
and Client Service Reports being issued in
a timely manner, with management letters
down to 82 per cent from 96, and Client
Service Reports down to 86 per cent from
98.

Performance audit reporting
satisfaction at a five-year high

The performance index for performance audit
reporting increased from 71 in 2017 to 83.
This is a five-year high for this measure and
well above our target.

All reporting survey areas improved. The
number of auditees who agreed the tabled
audit report was factually accurate improved
from 74 per cent to 94, and agreement the
report was balanced and fair improved from
70 per cent to 77. Ninety-four per cent of
auditees agreed our reports communicated

the findings and issues clearly, up significantly
from 70 last year.

Media releases in particular had significant
increases in auditee satisfaction. Ninety-
four per cent agreed our media releases
communicated the key audit findings and
issues clearly, up from 71, and 82 per cent
agreed they were balanced and fair, up from
57.

Satisfaction with audit value
Financial audit value down

Our CFO performance index for financial audit
value is 71, similar to 73 in 2017. However,
there were decreases across all value
measures. Ninety per cent of CFOs agreed
they value the assurance obtained from our
financial statement audits, down from 98,

and 53 per cent of CFOs agreed our financial
audit services provide value for money, down
from 64.

Our financial audit services providing value
for money also decreased with ARC Chairs,
with 66 per cent agreeing, down from 75 last
year and representing a five-year low for this
measure. However, ARC Chairs continue

to value the assurance they obtain from our
statutory financial statement audits, improved
from 97 per cent in 2017 to 100 per cent this
year.

Performance audit value
improves

The audit value performance index for
performance audits improved from 69

in 2016, to 79, a five-year high for this
measure and significantly above our target.
Ninety-four per cent of respondents agreed
that the timing of the performance audit
was appropriate, up from 57, while 88

per cent agreed that the audit provided a
balanced assessment of the management
of the activity, up from 74. When it came

to respondents agreeing that the audit will
help improve the performance of the audited

activity, there was a significant increase in the
results, from 70 per cent in 2017 to 94 per
cent this year.

In line with other audit offices

We have been comparing our auditee
satisfaction with other Australian audit offices
since 2005. In 2017-18, our results were in
line with other audit offices for our financial
audit auditees. The overall performance index
for the Audit Office is 78, compared to 80
across all offices. We are also in line with the
other audit offices on audit process, with

the Audit Office index at 77 and the average
also 77, and on audit reporting, with the
Audit Office index at 79 and the average also
79. However, we are below the other Audit
Office’s on audit value, with the Audit Office
index at 79 and the average 84.

For our performance audit auditees, our
results are significantly ahead of the other
audit offices. The overall performance index
for Audit Office performance audits is 83
compared to 73 across all offices.

The year ahead

In 2018-19, we will:

0 under our ‘Local Government’ strategic
initiative, work harder to ensure our audit
process, reporting and perceptions
of value in this sector are improved
as we undertake our second year of
local government audits under our new
mandate

0 in our ‘Influencing for Impact’ strategic
initiative, develop a strategy for better
engaging with our external stakeholders,
including our auditees. This aims to ensure
we deliver insights in our reports that are
of a high quality, are valued, and lead
to improved public sector reporting and
performance.

See page 9 for further details on our strategic
initiatives for 2018-19.

Satisfaction with audit value %
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Influencing for impact

Our work is topical, relevant and has high impact

95% of our financial audit recommendations accepted

93% of our performance audit recommendations accepted

Improving public sector
accountability and performance

Our audits identify opportunities for
improving public sector accountability and
performance. We develop recommendations
in consultation with the entities we audit

in response to our audit findings. Our
recommendations are reported to the entities
involved and, for the more significant matters,
to parliament. Most entities agree with our
recommendations.

Of the 335 recommendations we made to
the 39 financial audit entities included in our
governance and controls volume in 2017-18,
319 (95 per cent) were accepted, meeting
our target of 95 per cent.

Ninety-three per cent of performance audit
recommendations were accepted either in
full, or in principle, a significant improvement
on last year's result and above our target of
90 per cent.

In regards to the recommendations we have
made, it is pleasing we continue to make an
impact through these recommendations, as
the following case studies highlight.

Case studies

Detecting and Responding to
Cyber Security Incidents

Tabled in February 2018, this report
advised that given current weaknesses
identified, the NSW public sector’s ability
to detect and respond to incidents needs
to improve significantly and quickly.

In June 2018, the NSW government
announced $20 million in funding for
cyber security.

Planning for School Infrastructure

Following the tabling of this report, the
government allocated an additional
$4.2 billion over the next four years for
school infrastructure. It also established
the School Infrastructure NSW unit
within the Department of Education to
implement the School Assets Strategic
Plan, a blueprint for the future of school
infrastructure in New South Wales.

Implementation of the NSW
Government’s Program Evaluation
Initiative

Tabled in November 2016, this report
concluded that the NSW government
was not receiving sufficient information
from the initiative to make evidence-
based investment decisions, and

there was little assurance that the

right programs were being evaluated.

NSW Treasury advised that it has since
developed an evidence bank to collect
data from completed program evaluations
across government. The evidence bank will
contain comparative analysis of program
effectiveness, costs and benefits so that
Treasury can provide evidence-based
advice to the NSW government on agency
funding bids for evaluated programs.

The Treasury and the Department of
Premier and Cabinet have also advised
that they have improved their oversight of
agencies’ proposed programs nominated
for evaluation to ensure these reflect NSW
government priorities.

Planning and Evaluating Palliative
Care Services in NSW

The audit report concluded that there was
not effective planning and evaluation of
palliative care services. It also concluded
that there is a limited understanding of
the quantity and quality of palliative care
services, making it difficult for Health to
plan for future demand and the workforce
required to deliver it. The NSW government
announced a record $100 million funding
boost to palliative care shortly before our
report was tabled in parliament.

Recommendations accepted %
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Timeliness

Timeframes for reporting to agencies

91% of financial audit opinions issued within ten weeks, up from 86% last year

Financial audit timeliness needs
to improve

Under the Public Finance and Audit Act
1983, we are required to issue all NSW
government entity financial audit opinions
within ten weeks of receiving entities'
financial statements. Ninety-one per cent
of our opinions were issued within ten
weeks in 2017-18, an increase from 86
per cent. The earlier we give entities our
audit opinions and management letters, the
sooner they can make a decision around our
recommendations.

In our first year auditing the financial
statements of local government entities, we
provided 73 per cent of audit opinions by 31
October 2017. Our target for the 2018-19
year is 100 per cent.

While we issue interim management letters
throughout the audit, we aim to issue our
final management letters within six weeks
of issuing our respective audit opinions.

In 2017-18, we achieved 61 per cent,
compared to last year's 67 per cent.

We continue to develop and implement
strategies to improve the timeliness of our
management letters.

State and university entities

Performance audit timeliness
remains steady

Our average time to complete performance
audits was 11 months, which is consistent
with previous years’ averages of 10-11
months. We have achieved this while taking
on a new mandate and exploring new ways
to present insights from our reports.

Taking on a new mandate to conduct
performance audits of the local government
sector entailed important work developing

a good understanding of the issues in

the sector, and taking appropriate time to
respond to questions and concerns from key
stakeholders.

Local government entities

The year ahead

In 2018-19, we will focus on the
timeliness of our audit output through
innovation, collaboration and streamlined
processes. This includes:

o working with NSW government entities,
central agencies and the Office of
Local Government to achieve improved
quality and timeliness of financial and
performance audit reports

0 using stakeholder feedback to maintain
effective relationships through our
‘Influencing for Impact’ strategic initiative

O improving our resource capacity by
spreading the timing of audit work and
partnering better with audit service
providers external to the Audit Office

O our branches working together better to
improve efficiency and enhance skills and
knowledge transfer though our “Working
Better, Working Together’ strategic
initiative

O exploring opportunities to make greater
use of technology to speed up and
simplify reporting processes through our
‘Reporting Process’ strategic initiative.

(See page 9 for further details on our
strategic initiatives for 2018-19.)
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Our financial audits

Providing value to the entities we audit

5 new modifications issued and 4 modifications cleared

What are financial audits?

Our financial audits provide independent
opinions on the financial statements of
NSW government entities, universities and
councils. Our opinions provide assurance
about whether these financial statements
comply with accounting standards, relevant

laws, regulations and government directions.

Additional financial audits are undertaken
each year on the General Government

and Total State Sector Accounts. Financial
statement audits also highlight opportunities
where entities can improve their accounting
and financial systems.

Our audit base

We completed 550 financial audits of NSW
government entities and local government
councils in 2017-18 (see Appendix Two for
the full list of entities we audited over this
period). These entities provide a diverse
range of services and vary in size from large
government departments, universities, state

superannuation entities and utilities, and local

and county councils, to small boards and
trusts.

NSW state government entities as a whole
collected income of approximately $110

billion, spent approximately $93 billion and
managed more than $430 billion in assets.

Number of new modifications

NSW General Government and
Total State Sector opinion

For the fifth consecutive year, the General
Government and Total State Sector
Accounts received an unqualified auditor’s
opinion following more than a decade of
qualifications. This outcome shows the
government’s commitment to improve the
quality of financial reporting across the
NSW public sector. Over the past five years,
the number of significant errors in financial
statements of agencies has generally fallen
largely due to identifying and resolving
complex accounting issues early.

Financial audits per sector
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Modified auditor’s opinions and conclusions
We issued eight modified auditor’s opinions and conclusions on assurance engagements in 2017-18 (20 modified audit opinions in 2016-17).

Of the 20 modifications from the previous year, three remain unresolved. Two of these assurance engagements have not yet been finalised.
Thirteen modifications have not been repeated as they were one-off modifications related to a compliance audit conducted in 2016-17.

New/repeat e e e
w_ - B . Type of modification Reason for modification
modification

Modified opinions on financial statements

Former City of Botany Bay Council | New Disclaimer of opinion Significant breakdowns in administrative, financial
and governance internal controls affected the
reliability of financial reporting of the former Council.
A significant fraud involving former management was
also identified in the reporting period.

General purpose financial
statements

Consequently, councillors and management were
unable to provide written representation that the
financial statements present fairly the financial
performance and position of the Council. As a result,
Australian Auditing Standards require a disclaimer of
opinion to be issued.

The Hills Shire Council New Qualified opinion The method used by the Council to value land
under roads did not appropriately reflect external
restrictions on the use of this land as required by
Australian Accounting Standards.

Junee Council New Qualified opinion Council could not demonstrate that roads, bridges,
footpaths and bulk earthworks were reported at fair
value, as it did not value these asset classes during
the year. The last valuation was conducted in 2012.

Yass Valley Council New Quialified opinion Council did not record the receipt of financial
assistance grants from the Australian Government
as revenue in the year received, as required by
Australian Accounting Standards

The University of Sydney Repeat Quialified opinion The University accounted for certain property, plant
and equipment at fair value, which complies with
Australian Accounting Standards. However, US

This engagement GAAP requires measurement of these assets at
is performed once historical cost.

every three years.

Basic Financial Statements
prepared in accordance with
United States of America’s
Generally Accepted Accounting
Standards (US GAAP)
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Our financial audits continueq

Providing value to the entities we audit

Modified opinions and conclusions (continued)

New./r_epe_at Type_ (.)f - Reason for modification
modification modification

Modified opinions and conclusions on other assurance engagements

Former City of Botany Bay Council

Special purpose financial statements of the Council's
Declared Business Activities

New

Disclaimer of
opinion

Significant breakdowns in administrative,
financial and governance internal controls
affected the reliability of financial reporting
of the former Council. A significant fraud
involving former management was also
identified in the reporting period.

Consequently, councillors and
management were unable to provide
written representation that the financial
statements present fairly the financial
performance and position of the Council.
As a result, Australian Auditing Standards
require a disclaimer of opinion to be
issued.

Department of Industry

Review of the Summary of Australian Vocational
Education and Training Management Information
Statistical Standard (AVETMISS) Financial Data for New
South Wales for the year ended 2016

Repeat

Qualified conclusion

Ongoing systems limitations of the
student revenue system prevented us
from obtaining sufficient and appropriate
evidence to support the amounts
recorded for student revenue and related
transactions.

Department of Industry

Review of the Summary of Australian Vocational
Education and Training Management Information
Statistical Standard (AVETMISS) Financial Data for New
South Wales for the year ended 2017

Repeat

Qualified conclusion

Ongoing systems limitations of the
student revenue system prevented us
from obtaining sufficient and appropriate
evidence to support the amounts
recorded for student revenue and related
transactions.
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Modified opinions cleared

We work closely with agencies to resolve qualification issues. This year we resolved four previous modifications.

removed

Financial statements

Former Gosford Water Supply Authority

Disclaimer of
opinion

The previous disclaimer of opinion arose for the Authority because control
weaknesses in the finance system prevented management from attesting
that all transactions had been properly recorded and reflected in the
financial statements.

Office of the NSW State Emergency Service

Qualified opinion

The previous qualification arose because we were unable to form an
opinion on the completeness of received donations and fundraising
revenues due to the internal controls at the point of collection not
operating for the full financial year. The modification was removed as
controls over donations and fundraising operated effectively for the full
financial year.

Other assurance engagements

The Sydney Children’s Hospitals Network
(Randwick and Westmead) (incorporating
the Royal Alexandra Hospital for Children)

Review of compliance with specified
requirements of the Health Insurance Act
1973, and the Health Insurance (Approval of
Billing Agents) Guidelines (No.1) 2004

Qualified conclusion

The previous qualification arose as upfront deposits by self-funded and
overseas patients to the Network, as a Billing Agent, were not paid
directly into the Network's compartmentalised bank account.

The modification was removed as confirmation was received from the
Department of Human Services that upfront deposits by self-funded

and overseas patients should not be treated as a transaction with the
Department and therefore not required to comply with the Guidelines.

The Sydney’s Children's Hospital Network
(Randwick and Westmead) (incorporating
the Royal Alexandra Hospital for Children)

Audit of the Acquittal Statements for the
National Centre for Immunisation Research
and Surveillance activities

Quialified opinion

The previous qualification arose as we could not verify the unexpected
funds brought forward at 1 July 2014 because the acquittal statements
were not audited from the commencement of the funding agreement on
14 September 2010 until 30 June 2014.

The modification was removed as opening balances for the current year
were subject to audit with no exceptions noted.
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Our performance audits

Addressing issues of public concern

What is a performance audit?

Performance audits are in-depth
assessments of whether government entities
are achieving effectiveness, efficiency and
economy in the programs and services they
deliver.

A performance audit may cover:

0O the whole of an entity's operations

O one particular entity activity

O an activity across a number of entities.

We report the results of these audits to the
head of each entity, the responsible minister,
the Treasurer and the NSW Parliament. We
also publish our findings publicly on our
website.

Choosing a topic

There are a multitude of government activities
and programs which we could audit. But
our resources are limited, so we undertake
a robust process to identify the matters we
focus on in our audits and to determine the
performance audits we undertake. When
selecting and scoping topics, we combine
our own research with suggestions from
parliamentarians, agency CEOs, councillors
and members of the public. We aim to
choose topics that reflect the interests of
parliament in holding the government to
account.

We also identify one area a year to test
compliance with a law and/or a government
direction and report it under the performance
audit mandate of our legislation.

Our audit work program is published on our
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.

For an overview of our performance audit
work program, see page 37.

This year's performance audits

On the following page is a table detailing all
of the performance audit reports we tabled in
parliament in 2017-18. Pages 29-36 provide
a summary of the content of each report, as
well as a summary of the response provided
by each auditee.

The future performance audit program is
discussed on page 37.
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Entities audited

Performance audit report

Tabled in parliament

0 Department of Education ICT in schools for teaching and learning 6 July 2017
0 Department of Planning and Environment Office of Strategic Lands 10 August 2017
0 NSW Health Planning and evaluating palliative care services in NSW 17 August 2017

O Department of Planning and Environment

Energy rebates for low income households

19 September 2017

O Department of Education

Sharing school and community facilities

1 November 2017

O Department of Premier and Cabinet
o Office of Local Government

0 Department of Justice

Government Advertising: Campaigns for 2015-16 and
2016-17

2 November 2017

o NSW Ambulance
O NSW Ministry of Health

Managing demand for ambulance services

13 December 2017

O NSW Local Government sector

Council reporting on service delivery

1 February 2018

0 Department of Finance, Services and Innovation

Detecting and responding to cyber security incidents

2 March 2018

O Ministry of Health Managing risk in the NSW public sector: risk culture and 23 April 2018
© NSW Fair Trading capability

0 NSW Police Force

0 NSW Treasury Corporation

O NSW Treasury

O Department of Education Grants to non-government schools 3 May 2018
0 Infrastructure NSW Regional assistance programs 17 May 2018
O Transport for NSW

O Department of Premier and Cabinet

O NSW Health HealthRoster benefits realisation 7 June 2018

o Office of Local Government

Shared services in local government

21 June 2018

0 Office of Local Government Fraud control in local councils 22 June 2018

0 Department of Finance, Services and Innovation Evaluation of a training program (special report) 27 June 2018

O Service NSW

O Environmental Protection Authority Regulation of water pollution in drinking water catchments 28 June 2018
and illegal disposal of solid waste

0 NSW public sector Performance audit insights (special report) 29 June 2018
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This year’s performance audits

Addressing issues of public concern

ICT in schools for teaching and learning

This audit assessed how well NSW
public schools are using information and
communications technologies (ICT) to
improve teaching and learning.

In making this assessment, we examined:

Greater monitoring and reporting on
technology use in schools is required.
We made seven recommendations to the
Department of Education to:

0O review whether resources allocated to

Response

The Department of Education accepted the
report’s recommendations.

I~ Report release date:

6 July 2017
O department and school level planning for ICT z'ire adequate for modern school Y
requirements
ICT
0 teacher use of ICT in the classroom © develop alprogram to improve wireless
networks in all NSW schools
O student learning with ICT. ) »
o O target assistance to schools requiring
Some specific findings included: support with forward planning for ICT
O old equipment and wireless networks are 0 improve the evidence base on ICT
not keeping pace with modern demands in schools to inform future plans and
o the central funding model for ICT in strategies
schools is not meeting current needs 0 improve teacher access to devices for use
O many teachers are not provided with outside of the classroom
devices for use outside of the classroom 0 improve teacher professional learning
o there is limited teacher professional in ICT through more online learning
learning in the use of ICT. opportunities
O provide teaching resources to help
develop student ICT skills and monitor
their achievement.
Office of Strategic Lands
This audit assessed whether the Office of We made three recommendations to OSLto:  Response

Strategic Lands (OSL) effectively fulfils its
role, and whether it is sustainable over the
long-term. We asked the two following
questions:

0 Does OSL fulffil its role to identify, acquire,
manage and dispose of land?

0 Does OSL ensure it is sustainable over the
long-term, to meet its objectives?

Overall, we found that OSL effectively fulfils
most aspects of its defined role, but is not
supporting strategic land planning through
proactive identification and acquisition of
land for future public use.

OSL is diligent in its financial management
over the short and medium terms. However,
it has identified that relying on the sale of
surplus land to continue funding its ongoing
operations is not sustainable, and it is yet to
finalise a strategy to address this.

O clarify and document its long-term
purpose, role and goals in line with its
mandate

O develop and implement an approach for
working with NSW government agencies
to improve its efficacy in strategic land
identification, acquisition and management

O improve the transparency of its
operations, and its communication
and engagement with all stakeholders.
This includes developing engagement
strategies appropriate for different
stakeholder groups.

The Department of Planning and
Environment (Office of Strategic Lands)
accepted the report’s recommendations.

= Report release date:
10 August 2017
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Planning and evaluating palliative care services in NSW

This audit assessed whether NSW Health is
effectively planning and evaluating palliative
care services in the context of rising demand,
increasingly complex needs, and the