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Hearing commenced at 9.30 am

PEARSON, MR DESMOND
Auditor General, examined:

CUNNINGHAME, MR DONALD JOHN
Acting Assistant Auditor General, examined:

STEPANOFF, MSJACQUELINE ADELE
Executive Officer, Planning and Coordination, Office of the Auditor General, examined:

The CHAIRMAN: Welcome. Before we can commence this part efidaring | am required to
advise you that the committee hearing is a proogedi Parliament and warrants the same respect
that the proceedings of the house itself demandenEhough you are not required to give evidence
under oath, any deliberate misleading of the cotemitnay be regarded as contempt of Parliament.
Have you completed the “Details of Witness” form?

The Witnesses: We have.
The CHAIRMAN: Do you understand the notes attached to it?
The Witnesses: We do.

The CHAIRMAN: Have you read the information for witnesses faagarding giving evidence
before committees?

The Witnesses: We have.

The CHAIRMAN: On behalf of the committee | take this opportyind thank you for taking the
time to appear before us today. As you are awagecommittee is conducting a review of the
Financial Management Bill 2005 and the Auditor Geh8ill 2005. | particularly thank you for
the very detailed and informative answers you pledito the questions we asked you prior to this
hearing. | appreciate that they would have caysedto divert valuable resources from other
significant responsibilities. Are there any parter issues you would like to bring to the
committee’s attention?

Mr Watson is attending this hearing as a membéhefLegislative Assembly. He has not been
elected by the Assembly to sit on the Public AcecsuDbommittee; he has been nominated as a
Labor Party nominee to sit on the committee to thilé position vacated by Mr Marlborough
following his appointment to the ministry. Mr Watscan ask questions but he cannot vote today.
He will be able to vote on the report after nexelwafter the Assembly has elected him.

The Auditor General Bill has fewer contentious esdor members of the Legislative Assembly
committee than does the Financial Management Bilose issues relate to the timing of the three
per cent overs and the reporting of them. The citieenhas met every week and after discussing
the legislation we sent you some indicative questio which we will direct today’s questions.

Mr Pearson: We appreciate receiving an indication of theaaref interest to help us prepare our
responses and we hope we are ready to answer yesti@ns.

The CHAIRMAN: Did you prepare any written responses to thediative questions or are you
happy for them to go straight to transcript?

Mr Pearson: We are prepared to put them straight to trapscri
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The CHAIRMAN: Does your jurisdiction cover all the bodies defi in the Government
Financial Responsibility Act 20007?

Mr Pearson: That is our understanding. We are aware thatesparties have raised that issue.
However, on reflection, we are fortunate in Westgustralia given the amendments to the FAAA
in about 1989 or 1990 that introduced universalecage of all entities subject to control of
departments or authorities. We have not experattaog exceptions in the past decade so we are as
confident as we can be that the bill adequatelyiges that cover.

The CHAIRMAN: We were concerned about corporate entities kstt@l under the control of
ministers.

Mr Pearson: They are in the same category. In our view,Mlitlerequires any entity to exercise
control by appointing the Auditor General as audito

Dr SC. THOMAS: Do you have concerns that any subentities witt@partments might not be
covered under the Auditor General Bill?

Mr Pearson: No.
Dr SC. THOMAS: So far you have not discovered any that mighatiresk.
Mr Pearson: That is right.

The CHAIRMAN: Some of the auditors in town asked whether gapgi company to which an
agency has outsourced one of its functions woulddvered.

Mr Pearson: | recall some discussions following the Comnaason Government that highlighted
this sort of concern. It is a matter of the defom of the audit. | consider that the bill allowse
Auditor General to track the dollar into the privantities’ accounts. However, the bill does not
empower the Auditor General to externally audit fhrévate sector organisation. That is the area in
which some confusion lies.

Dr S.C. THOMAS: | suspect that will be a fairly contentious issamong the private sector. To
allay any concerns, what can you recommend to erthbl Auditor General’s office to probe deals?
This could cut across a number of payments thahinbg questionable under the audit act but are
guite common in business.

Mr Pearson: The first step in allaying any fear would reguan exceptional power. However, on

the other hand | firmly believe the power is regdirto protect the public dollar. The issue of
whether a transaction might be acceptable in thafar sector but not under the act would need to
be considered on its merits on a case-by-case. baai® not aware that during my time as Auditor

General we have followed a dollar into a privatet@eorganisation. However, one | can think of

now has involved the full cooperation of a privaeetor contractor. At the contractor's behest my
staff were asked to check controls within that argation to provide assurance to the entity with
which it is contracting that the revenue due i§/fatcounted for.

The CHAIRMAN: So there is an incentive for the contractor @mdnstrate to the agency that it
enjoys the confidence of your office.

Mr Pearson: Yes.

Dr SC. THOMAS: Can you see that section being outsourcedtbatsexclusively the purview of
your department?

Mr Pearson: | can certainly see it being outsourced. Foaneple, | envisage that a highly
complex financial deal might prompt the Auditor @eal to invoke that power. However, | would
appoint a private firm to undertake that part & #udit. It is akin to some audits that we tend to
contract out. | could upskill my staff to do itthtiwould not be cost effective for a single clien
We would contract out that sort of audit and revibe work of the private provider. It works as a
very cooperative and complementary operation ictma.
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The CHAIRMAN: Do you envisage that it would track the dolla@oithe company’s account only
to make sure it went to the right company?

Mr Pearson: Yes. If the company were contracted to delaeservice, the audit would ensure it
was provided for that particular service or outcome

The CHAIRMAN: Concern was expressed in a submission thatithesilh enable you to start
trawling through a company’s books. What do youtsathat proposition?

Mr Pearson: That is an extremely difficult question. Firgte are too task-oriented and busy to go
on a general trawl. | do not have an answer tt tNde would have a specific purpose for doing
anything.

The CHAIRMAN: | do not think your office has that power.

Mr Pearson: We do not have the power and if we did, what ave do with it? Conversely, it is
one of those things that could raise our suspicitinan organisation did not want to show us
something that we would routinely expect the orgatidn to be on top of and proud of, | suppose it
would raise a query.

The CHAIRMAN: | refer to Parliament’s role. The questionssarérom recommendations made
some time ago by COG. We have had a conservatiwengstration in the state for eight years
since then - probably six since the establishmétiteoCOG - and a Labor administration for about
the same time. Some of these have not been pigkedVhy does the Auditor General Bill give

only two parliamentary committees - the PAC and 8tanding Committee on Estimates and
Financial Operations - the power to request auditd® not have a particular concern with that, but
are you happy with that?

Mr Pearson: Yes. As you say, it picks up the recommendationCOG and recognises the terms
of reference in the PAC and the Standing Committe&stimates and Financial Operations of the
Legislative Council, which specifically refer toethrelationship with the Auditor General. My

reading is that while that gives primary respongjbito those committees, given the close
relationship we have with committees, it does mop ®ther committees engaging with the Auditor
General nor does it stop the Parliament as a wteglaesting the Auditor General undertake an
audit.

The CHAIRMAN: It does not prevent those committees writinghe Chairman of the PAC.
[9.40 am]

Mr Pearson: | would have to defer to parliamentary adviceréh | am not sure whether they
would necessarily have to write to the Public AcdsuCommittee, but it is an explicit provision for
the PAC.

The CHAIRMAN: They could work through the PAC or seek the PA@ssistance and
persuasiveness in requesting assistance.

Mr Pearson: Yes. | point out that | think it was the saletbe Dampier to Bunbury pipeline
legislation in which the Parliament inserted a siwvequesting the Auditor General to review the
sale document and make a specific report. Itaiyrdormalising a power that has been there and
providing some structure to it.

Dr SC. THOMAS:. Does that work reasonably well?

Mr Pearson: Yes. | understand that in the informal arrangets it has worked well to mutual
advantage.

The CHAIRMAN: Question 2 refers to consulting the parliamenterader of each party
regarding the appointment of an Auditor Generatlo Inot know whether it is a question for you.
There are two definitions of what is a politicatyaunder the Electoral Act or what the Legislative
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Assembly and the Legislative Council recognise asudy by reason of the numbers they hold in
the chamber.

Mr Pearson: | would have to refer to legal advice on that.
The CHAIRMAN: You are probably indifferent as to whom they sulh

Mr Pearson: Effectively, yes, but | imagine the Electoral tAgould be more authoritative. |
would have to seek legal advice.

The CHAIRMAN: A provision in the bill gives the PAC the powter initiate the removing or
suspending of an Auditor General. The questionbeas asked whether it should be limited to the
PAC. This legislation seems to give the Public \otts Committee an enhanced role.

Mr Pearson: It recognises that primary relationship betwé®sn Public Accounts Committee and
the Auditor General, as | read it. Under the Wasster system the Legislative Assembly is the
chamber of the government, and from my lay undeditey of the separation of powers and the
parliamentary process, in the normal course of svilnings should be initiated in the Assembly and
reviewed in the Council.

The CHAIRMAN: By having the PAC initiate the process of makiangecommendation for the
removal, is it the appropriate committee to lookhait?

Mr Pearson: In principle, the PAC should be the most relé\ard informed committee if there is
an issue.

The CHAIRMAN: The final issue is: why does the bill give poveely to the PAC to make
recommendations concerning your budget?

Mr Pearson: Again, that is a separation of powers between ldyislature and the executive,
unless the Auditor General's Office became parthef Parliament. At the moment it sits off the
side somewhere between the executive and the Rania This recommendation power seems to
be a happy balance that provides the check andd®ia the process between the executive and
the office.

The CHAIRMAN: Thank you. Why does the Auditor General’s bdt give Parliament or one of
its committees the power to either recommend agrd@he the application for additional funding to
cover the costs requested by a parliamentary cdeefiit When a committee requests you to do an
audit, should it make a recommendation for add#idanding?

Mr Pearson: It is the degree to which it is explicit in tlaet. My expectation would be that if
there is a request to do a significant audit tmablved significant funds, it would become a
recommendation when we went to the Treasury tahgetesources to do that task. Again, it comes
back to the separation of powers.

The CHAIRMAN: Are you satisfied with that arrangement?

Mr Pearson: Yes and, again, it worked very well with the Daer to Bunbury pipeline audit,
which was a significant task. It was on the basithe parliamentary request that went to Treasury,
and it allocated resources to do the task.

Dr S.C. THOMAS:. There are other operating systems in terms efatmount of work that is
referred to an Auditor General’s Office by a Pament versus self-generated funds. | am thinking
of the eastern states, particularly New South Walas Victoria, where a lot of it is generated
through the Parliament. Obviously, you interacthwother Auditors General's offices. If
additional work is pushed through, does that havénancial and budgetary impact that is
adequately taken care of under those systems aritltend to strain resources? Do those systems
then have a system whereby the Public Accounts Gtieeror the Auditor General’'s Office can
seek additional funding?
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Mr Pearson: In essence it is working. | would see the eixterwhich parliamentary committees
or the Parliament asks for, it is to be done. t icithe rare exception, our current arrangements
would work. If it became a stream of requestst thavhen we would have to negotiate a mutual
agreement on the direction of the office, what éeds to cover and what the parliamentary
committees want covered. We would then look attivdrethere are sufficient resources to do that
or there is a need for supplementation.

Dr SC. THOMAS: Are those mechanisms sufficiently covered ingheposed bill?

Mr Pearson: | think so. We cannot foreshadow the futurecah point to one case in what is
arguably one of the largest democracies in thedwoHere it got out of hand; that is, the American
Congress and its Government Accountability Offiejch is equivalent to the Auditor General’s
Office. A stage was reached in the late 1980s &vlkd@mngress’s requests were coming faster than
the audit office could acquit them. They had atmgeof minds and got it back into balance. In
the normal course of events, my short answer ts yies, the provisions should be adequate.

The CHAIRMAN: We were asked to ask you about the appointnfeart external auditor to your
own office. How does that arrangement stand atrtbment? Do you appoint the external auditor
to your office?

Mr Pearson: No, the Governor appoints the external auditsirthe moment, the arm of executive
government that initiates that is the Departmentrefasury and Finance. It provides the advice in
consultation with us.

The CHAIRMAN: To the Governor?

Mr Pearson: Yes.

The CHAIRMAN: To appoint an external officer?

Mr Pearson: Yes.

The CHAIRMAN: And that works at reasonable arm’s length fraua%
Mr Pearson: Yes.

The CHAIRMAN: Do you think we need to look at the provisioatthrovides that the committee
can determine, in camera, whether a minister’'ssitatinot to provide certain information to the
Parliament is appropriate? | am talking about cemumal confidentiality and disclosing it to the
PAC committee. | trust that | am on the right sahj

Mr Pearson: Yes. | cannot think of a better arrangemenpriavide adequate review of such a
decision.

The CHAIRMAN: Which essentially is a confidential decision.
Mr Pearson: Yes.
The CHAIRMAN: It has to have some accountability.

Mr Pearson: Yes, there has to be some accountability foictimamittee to meet in camera. If they
concur with the minister, there is not a problelhthey disagree with the minister, then | imagine
that, in camera, that can be negotiated and artef the day democracy has to work.

The CHAIRMAN: That is right and the report can be made.
Mr Pearson: Yes.
The CHAIRMAN: The opposition can dissent to that report.

Dr S.C. THOMAS: That is right, but potentially there are dangex®lved. Whatever system of
review we have has some inherent dangers. | deg®that there is a better one floating around.

Mr Pearson: | am not aware of one.
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The CHAIRMAN: As the Auditor General of Western Australia, i@ happy with that
provision?

Mr Pearson: Yes.

The CHAIRMAN: The next subject is Parliament’'s access to im&tion. We dealt with clause
82 of the Financial Management Bill. There areasoans when the Treasurer has the ability not to
provide certain information to Parliament; nonediss| ultimately he has to advise the committee.

Mr Pearson: Yes.

The CHAIRMAN: What is your view of those provisions?

Mr Pearson: In today’s world you have got to have them.

The CHAIRMAN: When you say “you have got to have them”, thefidentiality -

Mr Pearson: There will always be a case for an exceptiowl, you need a due process to process
that exception. | cannot give a specific examplg,| can think of a circumstance that could arise
where there was particularly sensitive informatiegarding, for example, state security and very
sensitive personal information -

The CHAIRMAN: Commercial contracts?

Mr Pearson: Yes. The other category would be exceptiondltame - | stress “true” - commercial
in confidence, not just the first-curtain charade.

The CHAIRMAN: No, but where you will impact on another persocommercial enterprise.

Mr Pearson: Yes. | draw the analogy with the governmenteing process. There might be just
a window of time that needs to be kept sensitéhen | think of procurement - during the closing
of tenders and the evaluation process - it is pprapriate to make public the various tenders
received. Normally, once the decision is made thedcontract is let, there is not a problem with
the confidentiality of the bids. It needs to berkeml through in a reasonable and rational manner.

Dr S.C. THOMAS: The fact that this information is not being eded relates to both houses of
Parliament and the Auditor General's Office. Ofteiormation that lies in both houses of
Parliament tends to be ignored on occasions. \&hanue is there for the Office of the Auditor
General to take? What is its next step in thatgss if it feels there is an issue?

[9.50 am]

Mr Pearson: | read an obligation that if it is coming to wge should run the rule over it and
essentially agree that it should remain confidéniia which case there would be an added
assurance that it was justified or, if we ran tbke rover it and found a problem, it would be a
guestion of going back to the minister and chailegghe proposal. It is not always easy, but that
Is the role of the auditor.

The CHAIRMAN: | want to interpolate here over the run of theesfions as set out in the
indicative questions. My friend from Capel willtime with us all morning, because in 20 minutes
he has to go. | want to ask him a question out$iddlow of the indicative questions. Do you have
any other questions you want to fit in before yo@ g

Dr S.C. THOMAS:. No, | do not think so. The Auditor General'sfidé¢ has been intimately
involved in the preparation of the green paper.vi@Qisly we have raised some of the areas of
iIssue, but are there any areas that the Auditoefaés office feels have not been addressed or have
been inappropriately addressed within the greeempiat you would have done differently had you
had carte blanche?

Mr Pearson: Effectively, no. This bill has been a long tinmeits gestation. In most respects our
operational procedures are quite satisfactorym hat trying to put down what the bill is covering,
but in many respects it is formalising approacied are already operating. In other respects it is
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shoring up the operational independence of theaffind that is where, to me, the key aspects of it
are a statutory deputy and the proposal for thentittee to make recommendations in relation to
the budget resourcing and organisational structasglects of the office that impact on our
operational independence.

Dr SC. THOMAS:. On the question of the parliamentary input te &uditor General’s office,
which will be increased under this process, aregmufortable with that process?

Mr Pearson: Yes, | think it is important because that hdlpsus the operations of the office, and
really we are there to serve the Parliament. litsg®very positive.

The CHAIRMAN: This was raised in our indicative questions. aiVbther roles is the Auditor
General currently carrying out in the public seetdrdo not know what precipitated that question.

Mr Pearson: We are down to one other statutory appointmemt, rwhich is that, ex officio, the
Auditor General is a State Records CommissioneeviBusly the Auditor General was the chair of
the Premium Rates Committee under the Workers’ @msgtion and Rehabilitation Act, but that
has been overtaken by -

The CHAIRMAN: The state archives legislation?
Mr Pearson: Yes, the State Records Act.

Dr S.C. THOMAS: Are the paid positions in the accountabilitytledé Auditor General’s roles? If
they are paid positions, is there no conflict aérest going on with the ability to audit as well-a

Mr Pearson: No. In fact, the Premium Rates Committee ong maw been superseded and
finished, so it does not exist, but that was just total. It was chairing a committee that
oversighted an actuary reviewing rates, chargesvemders’ compensation insurance. It was
removed from the audit role. | understand the @tdence were for an independent person to chair
that committee. There is no remuneration spediickor the State Records Commissioner.
Clearly, I have drawn it to the attention of théa®ias and Allowances Tribunal that, aside from the
Auditor General function, you are also doing thtteo job. There is no fee or remuneration for
that. You just get your Auditor General’s salaggd that is it.

Dr SC. THOMAS: | was just thinking of avoiding a conflict oftarest, if your office happened to
audit another office in which you were employed.

Mr Pearson: No. The State Records Commission has beenpsefith that specifically in mind.
The commission is effectively only four people e tmbudsman, the Information Commissioner,
the Auditor General and a person with expertisartohival and records management. Effectively
that commission has no resources. It has a regaieto make a report to the Parliament, which
we do annually, but it is serviced and victualled the State Records Office from within the
Department of Culture and the Arts, so there areesources per se that it is accountable for.

The CHAIRMAN: A question was raised by members of the comajit@d unfortunately not all
members of the committee are here this morning usscaf other commitments, as to the
appropriateness of the controls and accountabilityelation to the Treasury’s power to transfer
excess amounts out of an agency’s special purposauat to consolidated accounts. You are
aware of that position in the financial managentegihtwhere there has to be an annual notification,
as | recall. Is that not the case?

Mr Pearson: That is my understanding of it, yes.

The CHAIRMAN: Someone raised the question of whether thisldhoappen in real time; in
other words, that there should be notificationealrtime. | pointed out to them that often your
reports are in anything but real time because tigé aeport might not come down until 18 months
or maybe two years after the actual event had oedubut your report still attracts a lot of
publicity.
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Mr Pearson: Clearly, timeliness is important. It is theegaf executive government to do things,
and it is primarily accountable for doing them pdp. | am very reluctant for the auditor or some
other review person to be brought into the maiastrebecause it would muddy the accountability.
The audit can get in the way.

The CHAIRMAN: The audit can get in the way?

Mr Pearson: If you are in there auditing before a transactias finished, | do not see that as
appropriate. | see clear rules needing to be kesteld. When we are talking about transfers such
as that, there will always be a range of views, ibuhere is a clear rationale for it, that is
documented and reported and there is a trail leftthe normal circumstances | would expect the
executive to be able to explain what they have dand the rationale would be self-evident.

The CHAIRMAN: And notify Parliament in a ministerial statenfent

Mr Pearson: That is right. For me, it is appropriate foe thuditor then to survey all those issues.
If there was an anomaly, we would draw it to Pankat’s attention.

Dr SC. THOMAS:. On a slightly different tangent, on the questdnthe ability of the Treasury to
transfer three per cent of the budget for experglitan you comment on the appropriateness of that
particular proposal?

Mr Pearson: | will declare my background as a resource manag a former life. A three per
cent flexibility, responsibly administered, | see a positive thing. | would hate us in the public
sector to go back to the very old days when monay appropriated for a particular, narrow, finite
purpose and you had to go back through Parlianemfet additional funds for something else
within a jurisdiction. | think it is a far more rmae and responsible approach to have the global
allocation, a clear purpose and management acdaerfta the management of those funds. In that
respect, in general, | would have thought thatehmer cent is moderate.

Dr SC. THOMAS:. Pretty reasonable?

Mr Pearson: Yes, a modestly reasonable discretionary elemant they have got to be
accountable for the exercise of it.

The CHAIRMAN: We have raised the question of subdepartméis.couched it in terms that
perhaps there is some inconsistency. | do not kwbether there is or not. In your submission
dated 20 February 2006 you noted that the reviseashg@ements of subdepartments in this bill will
require the directors general to identify and tf@ansesponsibility and accountability for financial
administration of a service of a subdepartmentaisply from all other aspects of responsibility
and accountability, which will remain with the diters general. The DTF has advised this
committee that the appointed accountable auth@igolely responsible for the operations of the
subdepartment, and discharges his or her accolitytddy submitting an annual report, through the
appropriate minister, to Parliament. Consequentig, CEO is no longer responsible for the
operations of the subdepartment. Is that how weuit®

[10.00 am]

Mr Pearson: That is literally how it works. We raised th&sue because of the normal auditor

caution that there needs to be clarity of respdlitgib As the saying goes, you can delegate
responsibility but not accountability. Too ofteegple have delegated responsibility and think that
it is someone else’s. We, as auditors, come admagsay, “No, they did that”. Legally, the person

who delegated it cannot delegate responsibility.

The CHAIRMAN: | will just tease this out for a moment. Thep@dament of Treasury and
Finance has advised that once that is delegatie teubdepartment, the head of that subdepartment
will be responsible, through the minister, to tlzellament.

Mr Pearson: That is how | understand it.
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The CHAIRMAN: Okay. | refer to something you said in yourmigsion. | do not think this is
an inconsistency, although we may have couched dre. In your submission you said that the
revised arrangements of the subdepartments retheralirector general to identify and transfer
responsibility and accountability to a subdepartimen

Mr Pearson: Yes.

The CHAIRMAN: - separately from all other aspects of respalityiland accountability, which
will remain with the director general. So, onceitientifies a part going to a subdepartment, he
remains responsible for the balance. Is that wbatare saying?

Mr Pearson: Yes. It comes down to us wanting a clear delioe. When there is a clear
delineation, people know where they stand.

The CHAIRMAN: You want to see on whose desk the buck is stgppi
Mr Pearson: Yes, very clearly.
The CHAIRMAN: That is right. So long as that is identified.

Mr Pearson: We appreciate that the world is not perfect, watdo not like any fuzziness around
the edge.

The CHAIRMAN: No, but in terms of the responsibility and aauability arrangements of
subdepartments, are you satisfied with the pronssmf the Financial Management Bill?

Mr Pearson: Yes.

The CHAIRMAN: Thank you. | welcome the member for Rivertorr, Mony McRae, to the
meeting.

Mr A.D. McRAE: Thank you, Mr Chairman.

The CHAIRMAN: We have asked some indicative questions andrevevarking through those.
Our friend from Capel, Dr Thomas, has to leave gaiater past 10. | asked him whether there was
anything outside these indicative questions thatvaeted to ask, and for about 10 minutes he
directed some questions to the Auditor Generakyill appear in the transcript. Otherwise, he is
pretty happy with the format. We are just workimgr way through that. We are halfway down
page 2 of the prepared questions on accountabiflitiye Auditor General. | refer to clause 14(2) of
the Auditor General Bill. In what circumstancesuldbyou envisage waiving audits? Would that
be for only non-functional entities?

Mr Pearson: Yes. Really this is one of the ones where weetgaring to clarify existing practice
and to ensure that it is specifically covered lmyidiation. At the moment, the only audits that we
do not do are about three company audits of dormalosidiary companies. In practice, we have
not been auditing them, but on review there is@estjan mark about whether we have the authority
to do that. It is common practice within commeaoel industry, but within the public sector -

The CHAIRMAN: When it is a dormant company with no transadion
Mr Pearson: Yes.

The CHAIRMAN: Under clause 36, you have the discretion to selthis committee about
whether you have waived that.

Mr Pearson: Yes.

The CHAIRMAN: Do you think you should do that as a matter afnf, so that there is
accountability by outlining that these are the opes are not bothering to audit, rather than that
being discretionary?

Mr Pearson: Yes, we probably should. | would have to chetlether we cover that under section
95 of the Financial Administration and Audit Act.
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The CHAIRMAN: That would mean that there would be somethinghenpublic record; that is,
that a letter had been delivered to the Public Aot® Committee setting out the ones that had not
been audited.

Mr Pearson: That is right. | see the Public Accounts Contegitas being like an audit committee
of a company.

The CHAIRMAN: If we came up with that recommendation, woulat tipset the applecart?
Mr Pearson: No. In fact, it would help me and my neat actant mind.
The CHAIRMAN: We will make a note of that one.

Mr Pearson: Sorry, Ms Stepanoff has just drawn my attentmthe provision under clause 14(4)
that already covers that.

The CHAIRMAN: Sorry; yes, it does.

Mr Pearson: We strive, in our section 95 reports to Parliatméo acquit all entities and provide a
separate index to their audit.

The CHAIRMAN: Someone had a question about clause 24(2)(ly) frikhd from Capel is now
excused. This comes under the heading “ReporntirRptliament” and “Reports on performance of
functions generally”. Clause 24(2) states -

Without limiting subsection (1), in a report undleat subsection the Auditor General -

(b) is to include particulars of any major chandeapproach made by the Auditor
General in relation to the extent or charactehefdudit function.

| do not know what would cause a major changeuppsse the evolution -

Mr Pearson: It concerns the evolution of accounting standaadd of the methodology we use.

Auditing, by nature, is subjective, so in some ee$p | value the opportunity to draw Parliament’s
attention to the discretion or approach | have sethp If somebody had an issue with that, | would
prefer that it be drawn to notice sooner rathentlser. | would argue that we have done it
reasonably well to date in our audit results repdoot Parliament. We put in an audit practice
statement that summarised our approach. Withripementation of the international financial

reporting standards, we have signalled in the pagtor three reports any developments in our
approach. The object is to keep Parliament apgutaa$ how it is being addressed.

The CHAIRMAN: Clause 27 covers the powers and duties of thditdwuGeneral. It sets out
your duties. Subclause (2) does not mention augiéind assurance standards. Having regard to
subclause (1)(a) -

Mr Pearson: Clause 27(1) does.

The CHAIRMAN: Clause 27(1) does.
Mr Pearson: Yes.

The CHAIRMAN: Subclause (2) states -

In carrying out an audit the Auditor General iscmnsider whether the requirements of
relevant enactments have been complied with.

It does not specifically spell out that it should Bn audit to the standard of the auditing and
assurance standards.

Mr Pearson: No. | suppose | read that as meaning that aubkel (1) deals with the application of
the accounting and assurance standards. SubgBusemes down to our legal compliance. That
is a particular requirement of public sector auditolt uses the term “relevant enactments”. An
extreme example is that when we are doing an arfmaaicial statement audit, we have regard to
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the Public Sector Management Act, the supply ad{ akearly, the financial management act; that
Is, to those acts that guide the financial adnmaigin and program administration. However, it
would not extend, for instance, to checking whetiher agency was complying with traffic laws.

We would say that while that is sort of relevanis iremote from financial management.

The CHAIRMAN: 1 raised that point because | recalled from yearlier submission that you
wanted a bit more specificity on the Australianusgaace standards.

Mr Pearson: No, we wanted to have regard to the standafse approach is that, in normal
circumstances, we would apply the Australian actiogrand auditing standards.

The CHAIRMAN: | see. | am sorry; | picked up the wrong sulsmis. It was the Australasian
Council of Auditors General that really wanted mepecificity about the standard you are auditing
to. | refer to clause 27(1)(a). You would be hardssed to be more specific than that, would you
not?

[10.10 am]

Mr Pearson: Yes. To be honest | suppose you could sayythatwill follow Australian auditing
and assurance standards, whereas my strong vidatithe inclusion of the words “having regard
to” makes us accountable for either following themif we have not followed them, explaining
why we have not followed them. 1 think that redpeibhe jurisdiction of the Western Australian
Parliament, because they are not legislation, ey are standards made under the Corporations
Act.

The CHAIRMAN: The difficulty with regard to the other partyatthas made a submission to us is
that if in the future those standards are amendedguded and it is a requirement that you follow
them, you are locked into something when you mayknow what a professional body or some
other person might prescribe as the appropriatelatd.

Mr Pearson: That is correct.

The CHAIRMAN: Whereas as the Auditor General you have a legbkdjation to carry out an
audit “in such manner as the Auditor General thiitk$raving regard to”.

Mr Pearson: To me that makes the Auditor General more acadla to the Western Australian
Parliament for either following them or explainindnyy we have not followed them. To be honest,
it would be very much the exception that we woubd ao that. Mr Cunninghame might remember
a situation in the mid-1990s when we ended up lgpwingive a two-part opinion on financial
statements. | think it was when net appropriatisese introduced, and there was an issue of
control. We gave a clear opinion under the FAAAJ a qualified opinion under the standards. In
that sort of situation, | think with hindsight weight advise the Parliament of the circumstances
and set an approach and give a straightforwardapin

The CHAIRMAN: Thank you for that. That enables us to deahwiat submission that has been
made to us.

Mr Cunninghame: | want to emphasise the point that Mr Pearsodarabout the mechanism for
informing the Parliament if there is a divergenaf the standards. | think the other party that ha
made a submission might be suggesting that thenddslbe a mechanism for doing that.

The CHAIRMAN: Are you saying that you should inform the Panlgant -
Mr Cunninghame: Yes, if we have diverged from the standards.

The CHAIRMAN: But that is not required here, is it? It statey that you are to have regard to
the standards as you think fit.

Mr Pearson: Yes, but | suggest it is a major change of apginp because our approach is to follow
the standards.




Public Accounts Monday, 27 February 2006 - SesSina Page 12

The CHAIRMAN: You are not suggesting this bill is a major aanf approach?
Mr Pearson: No. | am saying if we chose not to follow tharglards.
The CHAIRMAN: It requires you to have regard to the standasdgou think fit.

Mr Pearson: Yes. My interpretation is if we saw fit not follow an aspect of the standards, it
would be something that we should explain to thdidaent.

Mr A.D. McRAE: But you are not obliged to do that.

Mr Pearson: It might depend on the interpretation. | am spécifically obliged to, but I think it
would depend on the interpretation of clause 28§2Which states “any major change of approach
made by the Auditor General in relation to the eite character of the audit function”.

TheCHAIRMAN: Yes.
Mr Pearson: That is the one we dealt with earlier.

Mr A.D. McRAE: It would depend on your interpretation of mayariation. You could say it
was not a major variation, therefore you saw fidgpart from the standards; in other words, you
were of the view that it was not major, so you i report it.

The CHAIRMAN: That might be okay in theory. However, if aqaeof legislation required you

to have regard to a particular standard and youndichave regard to that standard, that would be a
major change of approach, because it would beratnee with what the legislation required, would
it not?

Mr Pearson: That is how | come at it. However, equally, teough | can point to one case in
the past 10 years in which it would have been békofid a lot more straightforward for the sector, |
must confess that as an auditor if | had regantheostandards and decided that an aspect of them
did not apply, that would be pretty major.

Mr A.D. McRAE: Why would you not prescribe a scheme that saidwditor General this is the
standard that | think should apply? In other wondly not declare what the specifications are
going to be, and in that declaration identify thaseas that you are not going to use as a standard
because you do not regard them as applicable icitbemstances? If you did that, everyone would
know precisely what you were using and what youewsst using, and that clause would make
some sense to me, because if you made any variationwhat you had indicated publicly, you
would be obliged to notify the Parliament about treriation. It seems to me that the scheme does
not require you to publicly inform everybody of thiandards that you are going to apply, because it
is assumed that you will apply the national stadslas they exist from time to time, and you will
decide which standards do not apply.

Mr Pearson: | would argue that | am already doing that.olrbt have an audit practice statement
with me, but we table our audit practice statenmerbe Parliament, and right up front it says that
when we do the audit we apply the Australian andiind assurance standards.

Mr A.D. McRAE: | know it says you apply the Australian standarolut it does not say which
aspects of the standards you are not going to dguguse the circumstances do not fit.

Mr Pearson: At the moment per se there is none that we ateapplying. | see this provision
about having regard to the standards as meaningf ihahe future the standards were amended in
a way that was not appropriate to the public semter

Mr A.D. MCRAE: Let us use a practical example. What do thet at@hdards say about public
sector companies that are non-operational?

Mr Pearson: | think they are silent on that.
Mr A.D. McRAE: So what do you say about them?
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Mr Pearson: We follow commercial practice, and if they arermiant and there are no
transactions, we do not do an audit.

Mr A.D. McRAE: That is an example of a variation from the nadicstandards.
Mr Pearson: No. The standards do not say anything abott tha
Mr A.D. McRAE: So you have introduced a new standard - a cogiaiene.

Mr Pearson: | think there is a difference between a practind a standard. The standards are all
about how to do an audit and the consideratiotaki® into account in reaching conclusions.

The CHAIRMAN: Are you saying it is not the practice to applgde standards to non-operational
entities?

Mr Pearson: Yes. ltis a bit like dividing by zero.
Mr A.D. McRAE: Mathematicians do do that, actually!

The CHAIRMAN: Can we move now to the independent auditingaafryoffice? Clause 37(2)
provides that the Governor may appoint an indepanaieditor to carry out audits of the Office of
Auditor General. Does that include efficiency afiigéctiveness audits of your office?

Mr Pearson: It is not my understanding that it does. It\pdes for the standard annual attest
audit.

The CHAIRMAN: But your office does efficiency and effectiveséssts of the other agencies?
Mr Pearson: It does. That is correct.

The CHAIRMAN: Is there any reason that your office is not solgd to effectiveness and
efficiency audits?

Mr Pearson: Not specifically. There are two approaches thaave observed nationally. From
memory, the external auditor of the Australian biaéil Audit Office has the power to do efficiency
and effectiveness audits per a mandate. Howenenther jurisdictions, generally speaking, the
external auditor does only a financial attest gt they have either compulsory or voluntary peer
reviews in which the operation of the office isiswved by an outside authority, and a report is
provided to the public accounts committee of theidgaent.

The CHAIRMAN: Anyway, it is clear that it does not includetthso that is a policy issue. Do
you have a view against an effectiveness and effayi audit?

Mr Pearson: Not specifically. If anything - | am gettingt;mpersonal views here - it is a hard call.
There is a strong argument for the external authiésting the same powers as the Auditor General.
However, if the external auditor has those powtbies) it is probably an overkill to have an external
peer review.

The CHAIRMAN: Yes. Thatis right.

Mr Pearson: It should be one or the other, because | hagemkd in some other jurisdictions in
which they have an external review once every tlyears that on a number of occasions the
subsequent review has started before the firshasdinished.

The CHAIRMAN: When was the external peer review of your offast carried out?
Mr Pearson: Our last one would have been in 2004.
The CHAIRMAN: Who carries out that review?

Mr Pearson: There is not a specific requirement in my offise we have done it voluntarily. In
the past we have used the standard Council of srsdiGeneral terms of reference. We have
sought PAC input to those terms of reference, eegidbge panel, had the report done, and then
provided a copy of the report to the PAC. In padtrespects we have mirrored the compulsory
ones elsewhere.
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[10.20 am]

The CHAIRMAN: In relation to the compliance by your office kithe principles set out in
sections 8 and 9 of the Public Sector Management Acopy of which | will have before me in a
moment - who do you envisage will submit a rep@dmyour compliance with those provisions?
They refer to the general principles of human ressumanagement and the general principles of
efficient conduct. They would normally come upain efficiency and effectiveness audit, would
they not?

Mr Pearson: Not normally, no.

The CHAIRMAN: Okay. Where do we look for an audit trail fauy office, for your compliance
with that?

Mr Pearson: | am not sure. | would put this provision insemilar context to sustaining the
operational independence of the audit office, i@ ffense that the office is not covered by the
Ombudsman, the Freedom of Information Act or theteSSupply Commission Act. | have just
taken this provision as a parallel one there. Gle&n operations we follow the requirements or
principles of those other pieces of legislatione see ourselves as being part of the public sector
and needing to perform at an appropriate levelt-ilmierms of someone explicitly reviewing an
audit -

The CHAIRMAN: | can think of another agency, now disbandedsrelihe human resources area
was a disaster. It was the Anti-Corruption Comioiss Someone in the Office of the
Commissioner for Public Sector Standards had a labkt and found there had been some
exploitation of some female staff there. It isa& fssue. How do you see your office assuring the
public that it is complying with sections 8 and 9?

Mr A.D. McRAE: It could be a bit Pythonesque, could it not?uM® not have any complaints,
but you do not have a complaints department either.

The CHAIRMAN: Would you like a little more time to mull thah® over and do a follow-up
letter? That is, unless anyone else has any stigges

Mr A.D. McRAE: Do you use the public sector standards peopddi’atDo they come in at all to
do HR, or to discuss the agency or act as a seagent?

Mr Pearson: | cannot recall; no.

Mr Cunninghame: All the rules of the public sector apply to ataff, and they therefore have the

protection of those rules. They also thereforeeh@vcomply with them. That all applies; there is
no exemption in that regard at all, as to the datampliance with all the requirements. It is just

the review function. It brings about the quandaryvhich one organisation is reviewing another
organisation which in its turn is auditing that angsation. That is where the independence of eithe
party can be impaired, and it could affect the mpiror the report.

Mr A.D. McRAE: Who checks the checker?
Mr Pearson: Yes.

The CHAIRMAN: You suggested in your original answer that rterahtive mechanisms are
proposed to monitor and report on this generalcgla of the office of the Auditor General and its
code of conduct, but the Auditor General remainsoantable to Parliament and must provide
Parliament with any information it may require abthe operations of his office, including the
current code of conduct. That requires parliantergo on some sort of probe, rather than just be
reassured. Is that how you see it occurring?

Ms Stepanoff: On a pragmatic level, the regular compliancertipg we are talking about here is
currently provided on an annual basis in a spremaisio the Public Sector Standards
Commissioner, and information on HR practices -k make-up of our office - is also provided
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in our annual report. In real terms, there is emson we could not continue to provide exactly that
information to the Parliament in our annual reparowever, we will do it without having to go
through an agency that we audit. | guess we hadyooe to the step of developing alternative
mechanisms for the Parliament’s consideration. tWira are saying is that Parliament could
continue to require us to report with exactly tlaens list of headings. However, we would be
doing that in a more appropriate way, through tadigmentary relationship, rather than through a
part of the public sector, which we are external to

The CHAIRMAN: Thank you, Ms Stepanoff. Do you have sometlyimg can hand up to us? Do
you have an example of that with you today?

Ms Stepanoff: No, but | can refer you to the appropriate sewiof our annual report for the
current year.

The CHAIRMAN: Thank you; we will touch on that in our repottwill flip over the page now,
because we have covered two of the three pageslichtive questions. | do not think this one will
take quite the same amount of time. When the tewoounts” is used in the Auditor General Bill
2005, rather than “financial report”, is there anggic in this?

Mr Cunninghame: | would have a view that “accounts” is probatblyoader than “financial
report”. To me, “financial report” has a connavatiof the actual financial statement, whereas
“accounts”, to me, extends beyond the financigkstents to the underpinning ledgers and records.
It is a more all-embracing term.

The CHAIRMAN: The next question is: why is “financial statensérused rather than “financial
reports” in some parts of the bill?

Mr Cunninghame: This is another semantic matter. Basicallyndhcial statements” and
“financial reports” are synonymous.

The CHAIRMAN: So they are synonymous, but you would see “atisdas being more widely
embracing?

Mr Cunninghame: Yes.
Mr A.D. McRAE: So why the variance? Is it just a drafting ¢%n

Mr Cunninghame: One of the reasons “financial statements” waslus that there are a number
of other references to other reports in the bilhere are annual reports and the reports we table i
Parliament. The term “financial statements” wasréifiore used. In actual fact, in the accounting
standards, in some instances the term “financiabnt& is used and in other instances “financial
statement” is used. At the moment they are quiterchangeable, but | feel that “financial report”
is becoming the contemporary terminology. It igaialy what they use in the private sector.

Mr A.D. McRAE: | guess the Chairman’s question goes to why weldvhave that variation in a
new bill. Why persist with the interchangeabildagpd why not just establish an expression that is
meaningful and consistent in the way that we watd be and that differentiates itself from those
other activities that you just talked about?

Mr Pearson: | agree with that. | think we should look aingsthe standard term.

The CHAIRMAN: Thank you. In relation to terminology, the firmaestion is: in relation to the
definition of a “subsidiary body”, are we applyirntge outdated definition of “control” for
accounting purposes? Let us get to that defintiidisubsidiary body”.

Mr Pearson: That is one thing that, on it being raised, vawéhfound that an outdated definition
has been used, and we now propose that the defirofi“subsidiary body” in clause 4 be amended
at paragraph (a)(ii) to read “over which the ageexgrts control, consistent with the definition of
control in Australian accounting standards AASB 12Tonsolidated and Separate Financial
Statements”.
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The CHAIRMAN: That is what you propose as the amendment?

Mr Pearson: Yes.

The CHAIRMAN: What is in the bill at the moment?

Mr Pearson: Paragraph (a)(ii) of the definition of “subsididoody” reads -

in respect of which the agency has the capacitgoiminate decision making, directly or
indirectly, in relation to the financial and openat policies of the body so as to enable the
body to operate with the agency in pursuing thenags objectives;

The amendment picks up a cross-reference to thdatds.

Mr Cunninghame: The standards are amended from time to time,tlisds what has happened
since we picked up that reading. In order to av@sling to amend the legislation every time the
standards change, that wording was suggested.cdligsiit was to have the wording refer to the
particular accounting standard AASB 127, “Consdbdaand Separate Financial Statements”, so
that it links in.

The CHAIRMAN: To effect that change?

Mr Cunninghame: Yes; to effect that change. That is an appaterthing to export to the
standards, because that is something that willgd&om time to time.

The CHAIRMAN: We are clear on that. | have not had a loakiat | should have looked at it
on the weekend. Can they claim legal-professigniilege against your office? They must be
able to.

[10.30 am]

Mr Pearson: The proposal is that they should not becaugefir the purpose of an audit and to
get the information. That was a recommendatio think, COG, if not the royal commission.

The CHAIRMAN: Okay.
Mr A.D. McRAE: That is a great idea, if that is the thinking, ®hairman.

The CHAIRMAN: In relation to the administration of public aoots, it is. Under this
legislation, do you think you have the right to icath documents?

Mr Pearson: | believe so. We have been given access to, daité this clause is probably
marginally tighter.

Ms Stepanoff: The drafting instructions and the cabinet subrois that | understand started this
all happening specifically directed that the biNeythis kind of access to information; that is, a
power that would override both cabinet and legatficentiality provisions. Whether or not it in
fact does, we understand that it does.

Mr A.D. McRAE: Does access mean disclosure authority as wiédu have access, does that
mean that all other responsibilities flow from thatwell?

The CHAIRMAN: | do not know that access casts upon them sporesibility to disclose.

Mr A.D. McRAE: That is what | am asking. If you have accessfarmation, do all other rights
and responsibilities for audit flow from that aceeght? In other words, if in the course of doing
that you find something, does that mean you argetlto disclose?

Mr Pearson: | think if we found something, we would be olddyto disclose, but in disclosing you
would have regard to the source of the information.

Mr A.D. McRAE: That is what | am trying to understand.

Mr Pearson: | am just trying to think now. It is difficulio say how it is to be used, but without
access to the information, you cannot effect thditau Nine times out of 10, access to the
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information confirms the authority, so you do naed to disclose other than to say there is
appropriate authority.

Mr A.D. McRAE: The decision was made with the -
Mr Pearson: With the appropriate authority.
Mr A.D. McRAE: - authority to make that decision, and thatliy@u need to know.

Mr Pearson: Yes. We might need to see that it was cabieetstbn number such and such of a
certain date or something, but in terms of repgrthre detail of the decision -

Mr A.D. McRAE: That is what | am trying to understand.

Mr Pearson: - we put ourselves in a position to say thatsitappropriately approved at an
appropriate level, or that appropriate informatieant into informing the decision, but this is the
audit. We do not question the decision unlessetlieia defect in the information leading to that
decision. If there were a material defect, we wagliery not so much the decision but the lack of
adequate basis for the decision.

Mr A.D. McRAE: That then becomes a value judgment.
Mr Pearson: Yes.
Mr A.D. McRAE: Whereas the other one is an audit of processatibrity.

Mr Pearson: That is straightforward. It is hard to haveeasaample, but what would you expect the
auditor to do if he asked what was the authoritysomething and he saw it and realised it was
blatant that only half the story was put? What ldowu expect the auditor to do?

Mr A.D. McRAE: I think that is the question | am rummaging a@with.

Mr Pearson: It has to be a judgment. It would have to bmeaderial and obvious flaw that you are
aware of. My natural intuition, if | saw that sat gross anomaly, would be to draw it to the
attention of the decision maker and give him toncleato revisit it.

Mr A.D. MCRAE: Let us take a slightly controversial historiestample. This one was publicly
disclosed so it is not a matter of whether thex@mkhhave been disclosure. A grant was given to
the Global Dance Foundation by the previous govemimIt was a cabinet decision to award that
contract. | am not using this example simply beseaall members present at the moment are of the
“red team”, Mr Chairman. It is historical enoughdat has been rummaged over enough to not be a
real concern. The question of authority was nehatlenged.

Mr Pearson: In that case, it was okay as long as there wesuatability for the decision, because
that is a value judgment decision.

Mr A.D. McRAE: That is right.

Mr Pearson: We have had cases in the past where -

Mr A.D. McRAE: There was never any suggestion that the contrastawarded inappropriately -
Mr Pearson: No.

Mr A.D. McRAE: - and nothing in your audit would have suggeshted? Even if you or any of
your officers personally hated dance companies,sh@ot material?

Mr Pearson: No. | agree with you a hundred per cent thdram not sure if the PAC looked at
that particular one.

Mr A.D. McRAE: | do not know; | was not here then.

Mr Pearson: There was a parallel example of financial aasis to industry. We did an audit and
found problems with the process, but that soredftb the question of whether the assistance was
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being directed in the right direction. Then the@picked up our report, and held an inquiry and
looked at the policy considerations of the direttio

Mr A.D. McRAE: What did it pick up? You said that these are igsues with the decision-
making process -

Mr Pearson: No; we found issues with the process for appsoaad acquittals and that sort of
stuff. The PAC then looked at it and said thatreower, it did not necessarily agree with the
direction in which the assistance was going.

Mr A.D. McRAE: Did it pick that up because of some commentiy@aule in your report?

Mr Pearson: No, it was not a lead from us, but was just madental follow-on from that report.

| am really looking at the mechanical side of it b | expect these are real exceptions - if we
looked at a decision and saw that there was anoabVilaw or hole in what went up, | would
probably, prima facie, see an obligation to sayt thaan obvious flaw and ask whether it was
addressed. If the answer was that the decisioremak

Mr A.D. McRAE: Is it not true that if something does not paridrow people were told it would
perform, there must have been a gap in the infoomahat went forward as a basis for making the
decision? That is nearly a truism, is it not?

Mr Pearson: No. We are very much of the process side it.

Mr A.D. McRAE: If something fails, you have to be able to gokband find the hole, or gap, in
the information.

Mr Pearson: Audits tend to look at the deficiencies in coidror applications of criteria or
guidelines, and tend not to revisit the guidelioethe content of it.

The CHAIRMAN: In the indicative questions that we forwardedytm, Mr Auditor General,
there were two points taken from submissions weived on which we would appreciate your
comments. They are in the middle of the third page

What is the Auditor General’s view on the followisgbmissions:

1. That the AG should have regard to all audit assurance standards including those
relating to section 227B of the Australian Secastand Investments Commission
Act 2001 and the Auditing and Assurance StandamisdBstandards?

| have a view that you can be confused with toolmbat you are required to go by the Australian -
Mr Pearson: That is the reference. We must have regardab t

The CHAIRMAN: Section 247

Mr Pearson: Yes.

The CHAIRMAN: Another submission has come in to say that ymull have regard to more
than that; you should have regard to this as w¥llhat do you say to the person making this
submission?

[10.40 am]
Mr Pearson: We agree, because we certainly have regarcetaullit and assurance standards.
The CHAIRMAN: That is a legislative requirement of section134(

Mr Pearson: Yes. Then section 227B of the ASIC Act - | thithey are extensions or
explanations of it.

The CHAIRMAN: The Auditing and Assurance Standards Board stais@
Mr Pearson: Yes. They are Australian auditing and assuratexedards.
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The CHAIRMAN: In other words, by reason of section 27(1), Baliament will require the
auditor to carry out his audit in such a mannethasauditor thinks fit, having regard to the aumjti
and assurance standards.

Mr Pearson: Yes.

The CHAIRMAN: Are we getting any more by putting it in ther® vaell as in the Australian
Securities and Investments Commission Act?

Mr Pearson: Yes. | have an extract from the Australian 3ges and Investments Commission
Act, and section 227B deals with the Australian #ind and Assurance Standards Board’s
functions and powers. Section 227B(1)(a) is to enakditing standards under section 336 of the
Corporations Act for the purposes of the corporetitegislation. That is the corporate section.
Then paragraph (b) is to formulate auditing andi@sse standards for other purposes; paragraph
(c) is to formulate guidance on auditing and asstganatters; and paragraph (d) is to participate in
and contribute to the development of a single Batiditing standards for worldwide use.

The CHAIRMAN: Or (b)?
Mr Pearson: Paragraph (b) is to formulate auditing assurataedards for other purposes.
The CHAIRMAN: That could be the public sector?

Mr Pearson: Yes. To me itis just an entrance door to whavailable. You go to the extent you
need to do your job.

The CHAIRMAN: The person making the submission thinks thaalse should be reporting, that
we should include the ASIC requirement as wellisTéwhat the person making the submission to
us submits, and we are just seeking your respohtgestates that under section 27(1) the Auditor
General is to carry out his audit in such a mamasene thinks fit having regard to (a) auditing and
assurance standards and (b) ASIC. Do you seelvanatsaying?

Mr Pearson: Yes. My initial reaction is that | think that & bit of an overkill, because in the
public sector the auditing and assurance standaelshe predominant reference and in Western
Australia the corporatised entities are not esthblil under corporations law like they are in some
other jurisdictions, but they draw in corporatidag. | think it would almost be not applicable.
Even if you put it in, it would not be applicable.

The CHAIRMAN: Because ASIC is dealing with corporations?
Mr Pearson: Yes.

The CHAIRMAN: You are dealing with the public sector?

Mr Pearson: Yes.

The CHAIRMAN: Even those corporations which come within yourveew are not formed
under the corporations law?

Mr Pearson: That is correct.

The CHAIRMAN: But some of their accounting -

Mr Pearson: Draws out of corporations law. We follow it \tize -

The CHAIRMAN: That is your response to that submission, anyway
Mr Pearson: Yes.

The CHAIRMAN: Another concern of an auditing body - this i$ my challenge or criticism of
you, but a submission we have received - is that poactice of making a report to the Parliament
that reports on financial, control and performaimfermation all in the same audit document may
confuse the users. That is not my criticism. Hiowou feel about that?
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Mr Pearson: | personally do not think it would confuse th&ets any more than the two separate
opinions. At the moment, in the course of draftthgs or working through it, we did it out of
practice. That is because when the FAAA came im,cantinued to give opinions on financial
statements but it was honoured in the breach watlopinions on performance indicators until the
early to mid-1990s. It just evolved that we depeld a second opinion. In talking with
parliamentary draftsmen it came to note that tlaelirey in of the FAAA is that it should be a single
opinion and not two separate opinions. We sorhefged them in. | think the Western Australian
public sector is familiar with financial statememid control and performance reporting.

The CHAIRMAN: Do you have any feedback - | am not concerndtl ¥hie public sector - on
how the public itself views your reports?

Mr Pearson: No, | am not aware of any.
The CHAIRMAN: So you are happy with the way that -

Mr Pearson: With the way it is proposed. The only time u@see it becoming any sort of issue,
but it always is, is if there is a qualification.

The CHAIRMAN: But in these reports you are required to incltide agency’s comments
concerning the performance examination?

Mr Pearson: Yes. Sorry, that is not on opinions. That giesis about the opinion on financial
statements and performance indicators.

The CHAIRMAN: Correct.
Mr Pearson: Butin reports -

The CHAIRMAN: | was trying to seamlessly move on to the nepid and you picked it. In
reports you are now required to include any ageecyments on your comments of performance of
that agency.

Mr Pearson: Yes. That is a natural progression. In factgmehrough a very exhaustive what we
call procedural fairness process with agencies aoavby and large | would expect in their current
circumstances their comment would be that we gégeancur with the conclusion.

The CHAIRMAN: Or if they do not concur, say so?

Mr Pearson: Yes. If they do not concur, we get to add aisadn where they say what they
think, whereas to date we have effectively managed

The CHAIRMAN: Silence them?
Mr Pearson: Well, | hope not. If anybody says that -
The CHAIRMAN: | am joking, if there are any members of thespngresent.

Mr Pearson: A director general has come to me and say thapart was terrible; look what
happened in the media and look at the questiotiseiParliament. You sort of say that we went
through procedural fairness and here is the leymu signed saying you agreed with the
conclusions. His reaction to the conclusion isth@omatter.

The CHAIRMAN: My experience as a legal practitioner is thahyneommissions of inquiry now
include the comments of the person about whom yeun@aking an adverse finding against or
making an adverse comment about.

Mr Pearson: That is right.

The CHAIRMAN: If we could include it in the same volume -

Mr Pearson: Itis more transparent.

The CHAIRMAN: Capital user charges have by and large gonbéway, have they not?
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Mr Pearson: Yes. Again for capital user charges to work -

The CHAIRMAN: Just for those following the transcript, we hde=n asked at committee level

at least to provide more detail regarding the yislk have mentioned of agencies manipulating the
cash balances to minimise their exposure to thesgeh because as we see it these have now been
largely put aside by the government, have they not?

Mr Pearson: | am not -

Mr Cunninghame: | suppose in the course of this year they haenlput aside, yes, but we were
asked for our views on whether that was an apptgrove, because that is one of the issues in
the Financial Management Bill. We commented thadoes create a bit of a risk of agencies
manipulating cash balances, and to answer thatopane question, there is a risk that you can do
things at year end, such as increase your prepagntenyour suppliers and pay your suppliers
further out into the future, thereby reducing ycash balance at the reporting date and then your
net assets at that point in time are lower. Jus$ a cash flow thing. They are lower and thenefo
you pay a lower capital user charge. The capsal €¢harge system has that inherent weakness.
We do not have any strong evidence of that hapgertitowever, it does create that risk.

[10.50 am]

The CHAIRMAN: Has the capital user charge not been put asidé this year?

Mr Cunninghame: Yes.

The CHAIRMAN: Will it be an ongoing concern?

Mr Cunninghame: No. From an audit perspective it seems to gea move to reduce that risk.
The CHAIRMAN: So do we not see that as an ongoing risk begtissa dead issue?

Mr Cunninghame: Itis a dead issue.

The CHAIRMAN: It was an historical concern rather than a comteday?

Mr Cunninghame: That is right.

The CHAIRMAN: Should the Auditor General be required to previdpies of audit certificates
and report on them to the Parliament or to the PAC?

Mr Pearson: We report on them to Parliament in our audiulssreport. A section at the back of
the report lists a summary of the certificatesassu

The CHAIRMAN: The question is a bit silly because you say glogady do it.

Mr Pearson: We already give a summary of the certificatessiésl. | would probably counsel
against tabling the actual certificate becauseltsem as an operation acquittal between an agency
and the funder.

The CHAIRMAN: An audit trail of certificates issued is pubkshin the Auditor General’s report.

Mr Pearson: That is right; it is covered in the report, @ imember of Parliament or anyone else
wants to know more about it -

The CHAIRMAN: They can ask a question of the Treasurer.
Mr Pearson: Yes; they can pursue it. | am suggesting a iegiven.

The CHAIRMAN: The public can pursue it through either theiRarént or the media. The final
guestion, concerning your resources, is one | dovaot to ask you.

Mr Pearson: Oh, yes.

The CHAIRMAN: This is the lollypop question | suppose. Thenputtee is aware of a number
of recent changes to your mandate - specificall.&A - and the new international accounting
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standards being introduced in agencies’ finandilesnents. Do you see the new arrangements
under this bill increasing the workload of yourio#?

Mr Pearson: Under FALAA, a new annual report on state firesds required. By the same

token, the Treasurer’s annual statement is remoiteaslill probably mean a marginal increase. The
international financial reporting standards areuedle that will create extra work in the transition

However, they should settle at the same level.

The CHAIRMAN: Once you get over the hump.

Mr Pearson: Once we get over the hump they should settleerd is a similar issue at the moment
with early reporting under FALAA requirements f@eacies to report within 90 days.

The CHAIRMAN: Once again, it is a matter of getting over toenp.

Mr Pearson: | have a slight reservation on that becausse & guestion of how much we can fit
into the window of 90 days. There is a physicaliti Indications are that it will create a bit arf
impost.

The CHAIRMAN: Itis a matter of suck it and see.
Mr Pearson: Very much. We have to work it through.

The CHAIRMAN: You cannot anticipate what extra resources yiaghtmeed until you have
worked it through.

Mr Pearson: We will do an estimate.

The CHAIRMAN: You are satisfied you have the resources atihrent.
Mr Pearson: We are negotiating on the final resources reglior that.
The CHAIRMAN: With the Department of Treasury and Finance?

Mr Pearson: Yes.

Mr A.D. McRAE: In any case, it is clear these are quite speaifid intense periods of resource
demand on people and people’s time.

Mr Pearson: An issue is developing because of the boomimgeamy. Our staff are well trained
and are therefore very attractive to other parth@fpublic service and to the private sector.

The CHAIRMAN: | was going to come to that. At a human resesitevel -
Mr A.D. McRAE: Itis a good problem to have.

Mr Pearson: Unless you are the recruiter and trainer.

Mr A.D. McRAE: Everybody has the problem.

The CHAIRMAN: It is a good problem in private enterprisesihot necessarily a great problem
in public sector auditing because not all resoueresavailable. We have heard submissions about
a dearth of really good, competent auditors incihe Is that right?

Mr Pearson: There is a great shortage.

The CHAIRMAN: Are there any concerns at human resources {d\&ippose at a financial level
also - about your office’s capacity to meet its me@sponsibilities under the Auditor General Bill
once it is enacted?

Mr Pearson: Some challenges exist at the moment. From @cttubFebruary we have lost about
15 per cent of our field staff. Effectively, sintee end of the last cycle - October through to
February - we have lost about 15 out of 45 staff.

Mr A.D. McRAE: It extrapolates out at about a 45 per cent gnoate.
Mr Cunninghame: Yes.
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Mr Pearson: Based on a straight pro rata basis.
Mr A.D. McRAE: That is spooky.

Mr Pearson: Itis. Hopefully, it will not be that bad. Opeople tend to be busy until October and
then staff turnover and recruitment occurs.

The CHAIRMAN: People might stay with you for an audit season.

Mr Pearson: Yes, following which they move. That is worrgin About three years ago we had a
similar run and 18 or 20 of our staff had fewernthlaree years’ experience. Although they now
have the experience, they are very marketable. prfblglem is that we are losing them when they
come on stream.

The CHAIRMAN: That is happening in all professions. Law firfimsl it difficult to keep staff
for longer than three to five years, as do accognprofessions.

Mr A.D. McRAE: Itis happening among not only professions wigkbut also tradespeople.

Mr Pearson: In light of public service pay rates, we loseaihalf our staff within the public
sector and half to the private sector. It is ndbdtaof assurance, but the big accounting practices
down the street have the same problem becauseatbdygsing staff to the mining companies. That
will put more pressure on us because the fundamissize is that we cannot get auditors off the
street and put them on the job tomorrow. They irequaining and working up. We will have to
rely a lot more on contract firms in the near fetwvhich is a dearer way of providing services.

The CHAIRMAN: Your answer is that you have the present cagagiiu are concerned about
how it will unfold over the next six months as yga into the audit season, but you do not see the
AG bill foisting so much extra responsibility onwdhat your current human resources cannot
handle it.

Mr Pearson: That is right. The problem is due to the West&ustralian labour market, not the
legislation.

Mr A.D. McRAE: The Treasurer will be alarmed!

The CHAIRMAN: [ invite you to make any other comments on #gdlation. You forwarded us
a submission, we previously forwarded written gest to which you responded, and we have
asked additional questions today and we are sisfith your answers. Do you have any other
comments to make before | conclude the hearingnioisiing?

Mr Pearson: | thank you for the opportunity to speak to tngestions. We think the Auditor
General Bill is an important development. It haef a long time coming and we hope the
momentum will continue.

The CHAIRMAN: Thank you, Mr Auditor General. This concludesiypart in today’s hearing.
The committee will send you a transcript of thedevice you have presented today along with a
letter that explains the process for making anyemtions. Alterations must be confined to only
corrections of errors. If there are points youéhavade in your evidence that you think may need
clarification or you have inadvertently admittecguymay if you wish forward this additional
information in writing to the committee. This wilbe incorporated into our records as a
supplementary submission. You will have 10 workdays to return your corrected transcript to
the committee office. If the transcript is notureted within this time, it will be deemed to be
correct. Thank you.

Hearing concluded at 10.58 am




