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1.

INTRODUCTION

Risk management is relevant to Public Accounts Committees because of our responsibilities
for looking at the effectiveness of public sector agencies on behalf of the Parliament. Risk
management is a central component of good management practice as well as being an
important means by which organisations demonstrate accountability to their stakeholders.
It is particularly timely for me as Chairman of the NSW Public Accounts Committee (PAC) to
consider risk management in light of the recent release of the new Australian Standard for
risk management, AS/NZS 4360:2004. 1
The continuing importance of risk management is also highlighted by recent notable
corporate collapses in the public and private sectors, both here in Australia and
internationally.
The theoretical framework for risk management has not been altered in the new standard.
Rather, it refines the theory, placing a greater emphasis on issues of practical
implementation. It is that which I would like to concentrate on in this paper.
Despite the growing acceptance of risk management as being central to the good corporate
governance and accountability, there are still ample examples of failures in risk management
practice. These examples provide useful lessons which serve to increase knowledge and
understanding of risk management and to identify key areas for the further development of
risk management practice.
I propose to draw on three examples from current and recently completed inquiries by the
PAC to highlight some of the key risk management principles raised in the new standard,
including:
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(i)

examination of the risk management failings which arose during the relocation of
the NSW Infringement Processing Bureau;

(ii)

consideration of the key role played by Audit Committees in relation to risk
management; and

(iii)

the increasing role of sustainability (or triple bottom line) reporting in highlighting
that risk management is not just about the management of financial risks.

AS/NZS 4360:2004 Risk Management, (31 August 2004).
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2.

RISK MANAGEMENT IN CONTEXT

Recent corporate collapses illustrate the continuing importance of effective risk management
and good corporate governance in both the public and private sectors.
As the NSW Auditor General points out: 2
When businesses fail, the public forgets that risk-taking and entrepreneurship are fundamental
to the market economy we live in. Failures are inevitable. Small companies fail everyday and
people get hurt financially.
But when large companies fail, particularly those that deal with the public, the impacts are
more widely spread and visible. So the cry goes out to label someone as responsible. The
failures of Enron and WorldCom in the United States, Harris Scarfe, One-Tel, HIH and Ansett
in the private sector in Australia and the NSW Grains Board in the public sector have focussed
public attention as never before on the role of managers, directors and auditors.
3.

THE NEW STANDARD

As those who have reviewed the new standard will be aware, it does not vary the risk
management model outlined in previous versions of the standard. Rather, the standard and
accompanying Risk Management Guidelines seek to refine the model, placing a greater
emphasis on issues of practical implementation .3 The revised standard incorporates the
insights gained through the application of the 1999 edition and current thinking on risk
management.
The standard provides a generic framework for establishing the context, identifying,
analysing, evaluating, treating, monitoring and communication risks.4
The two main changes from the 1999 edition of the standard are:5
•

a greater emphasis on the importance of embedding risk management practices in the
organisation's culture and processes; and

•

a greater emphasis on the management of potential gains as well as potential losses.

This emphasis on the positive aspects of managing risk is reflected in the standard's
definition of risk management, namely:6
The culture, processes and structures that are directed towards realizing potential
opportunities whilst managing adverse effects.

2
'Integrating Business Planning and Financial Management to Drive the Budget Dollar Further". Speech by NSW AuditorGeneral, Bob Sendt, to the 11R Conference on Public Sector Performance and Reporting, 20 April 2004, p 4. Available at
www.audit.nsw.gov.au.
3
HB 436:2004 Risk Management Guidelines - Companion to AS/NZS 4360:2004 (31 August 2004).
4
AS/NZS 4360:2004, op cit No.l, p iii.
5
Ibid.
6
Ibid, p 4.
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4.

THE RELATIONSHIP BETWEEN PLANNING, RISK MANAGEMENT AND ACCOUNTABILITY

As the new standard highlights, there is a critical relationship between planning, risk and
accountability because all three are essential components of effective management and good
corporate governance.
No longer can planning, risk management and accountability operate in isolation from one
another. Rather, they should be seen as part of one continuum, as follows:
•

effective organisational planning requires a thorough understanding of the organisation's
key risks: both positive and negative risks;

•

risk management must be considered in light of the organisation's overall planning
framework and strategic objectives;

•

risk management is an essential component of good corporate governance and therefore
accountability to stakeholders:7 and

•

ensuring appropriate accountability to the organisation's stakeholders requires an
understanding that risks include a variety of both financial and non-financial risks e.g.
organisational reputation and public trust.

5.

RISK MANAGEMENT ISSUES HIGHLI6HTED BY RECENT PAC INQUIRIES

I would now like to draw on examples from current and recently completed PAC inquiries to
illustrate some of the risk management principles raised by the new standard.
5.1

Infringement Processing Bureau

One the key inquiries recently completed by the NSW Public Accounts Committee which
illustrates the failures of risk management practice was the Inquiry into the Infringement
Processing Bureau (IPB).8
This Inquiry concerned problems associated with the relocation of the IPB from Sydney to
Maitland in September 2002 and the simultaneous implementation of a new computer
system for the processing of fines. The relocation of the IPB occurred as part of the state
government's policy of relocating 400 public service positions from Sydney to rural NSW and
was consistent with the state government's Office Accommodation Reform Program.9
As a consequence of management failings during the relocation, the State government lost
$41 million in potential revenue from fines for the period 1 September 2002 to 31 January
2004.

7

The key components of good corporate governance include (a) management structure, (b) management environment, (c)
conformance and compliance, (d) monitoring and reporting, (5) accountability, and (f) risk management. Source: 'Achieving Best
Practice Corporate Governance in the Public Sector". Speech by the NSW Deputy Auditor-General, Tony Whitfield, to the
Chartered Secretaries Australia's Public Sector Governance Forum 2003, 24 September 2003, p 5, available at
8

NSW Public Accounts Committee, Inquiry into Infringement Processing Bureau, Report No. 6/53 (14), September 2004.
Available at www.parliament,nsw-gQV.au/publicaccQunts,
'Ibid, p6.
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The NSW Police Service was responsible for managing the office relocation and
implementation of the new computer system. The Inquiry found that the financial losses
associated with this project were the result of poor management practices by NSW Police.
Effective organisational control was not restored until 1 October 2003 when the Office of
State Revenue took over responsibility for the IPB.
The majority of lost revenue related to fines which had become statute barred as a
consequence of not having been processed within the required 6 month period. The actual
financial costs associated with this project included:10
•

$29 million unrecovered revenue for government agencies (e.g. the Roads and Traffic
Authority and the NSW Police);

•

$12 million unrecovered revenue for non-government entities e.g. local councils - the
state government was required to pay $9.6 million compensation to such agencies
because fines had become statute barred; and

•

an $8 million cost-overrun for the project itself.

In addition to the above, the PAC found that there was a significant human cost in terms of
moral and well being of current and former employees of the IPB and NSW Police. There is
also a question of the loss of public confidence and trust in the fines administration system.
Some of the key findings from this Inquiry which have direct relevance to our consideration of
risk management include:11
(i)

Business cases" and plans should be regarded as flexible 'live' documents with clear
accountabilities and should be reviewed regularly.
Whenever an underlying assumption changes due to external factors the business case
and plans need to be updated or they become unrealistic and hence irrelevant.
In this instance, the original business case for the project assumed the annual level of
fines would be 1.7 million, requiring 150 staff for processing. In actual fact the level
of fines for the IPB in 2003/04 was 2.8 million. The business case and relocation
plans, were never reviewed to take account of this significant change to one of the key
assumptions in the original business case. The Office of State Revenue later
estimated that, rather than the 150 positions that existed after the relocation, IPB
should have had 239 positions.
This highlights the importance of ensuring that risk management plans are seen as
'live' documents which need to be continuously monitored and updated to take
account of changed circumstances.

10

Ibid, pviii.
" Ibid, pp vii-viii.
" A 'Business Case' is defined in 'Business Case Guidelines', NSW Premier's Department, 2000 (p 1) as a form of advice to
executive decision-makers. It is a substantiated argument for a project, policy or program proposal requiring resource investment.
The Business Case should set out, amongst other things, the problem or situation addressed by the proposal; the features and
scope of the proposed initiative; the options considered and the rationale for choosing the solution proposed; the implementation
plan; the expected costs; the anticipated outcomes and benefits and the expected risks associated with the proposal's
implementation.
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(ii)

Senior Management should only make changes that will impact on business cases or plans
after they have fully investigated the consequences from a cost benefit point of view, over
the fife of the project.
This was particularly illustrated in the case of the IPB, where decisions were made to
'save money' in the short term which resulted in project outcomes which were
significantly different to that assumed in the original business case e.g. a decision by
the NSW Police not to implement electronic hand held devices module within the
Infringement Management Processing System. The hand held device was designed to
replace handwritten notices thereby eliminating the need to re-type details of the
infringement. As a result of the decision to dispense with the hand held device, a
number of the efficiency savings forecast in the original business case were not
realised.

(Hi)

If after commencing to Implement a project, Senior Management assess the approved
funding as insufficient to implement the full business case, they should not automatically
assume that additional funding is unavailable.
If this occurs, Senior Management should prepare an updated business case together
with a financial and economic appraisal, and seek further funding from the
appropriate source.
In this case, despite significant changes to the underlying assumption in the original
business case, the NSW Police failed to seek additional funding for the project,
instead attempting to make up the budget shortfall by neglecting to implement key
aspects of the business case. The assumption was that no further funding was
available, even though NSW Treasury was not approached for additional funding.

(iv)

Senior Management should manage organisational change so that agency service delivery
is not adversely affected.
In other words, there needs to be effective business continuity planning, change
management planning and risk management performed prior to and throughout any
major organisational change. This did not occur in the case of the IPB.

(v)

Adequate reporting mechanisms must be established so that Senior Management can
effectively monitor and control the operations for which they are responsible.
In this case, the management reporting to NSW Police was deficient and requests for
additional resources to address the problems were refused without the implications
being fully considered. NSW Police did not receive adequate management reports on
the extent of the backlog of fines nor the risks of fines becoming statute barred.

As can be seen, the IPB case provides some invaluable lessons in relation to risk
management practice, most notably:
•

The key role of the business case as a key instrument in effective risk management;

•

the importance of regularly checking core assumptions in business cases and risk
management plans and the need to consult external stakeholders about the validity of
those assumptions;

•

the importance of clear, concise and timely management reports to ensure key risks
are regularly monitored; and

•

the need for continual review and updating of business cases and risk management
plans throughout the life of a project.

I hope the PAC's report goes some way to improving the effectiveness of risk management in
government agencies and preventing similar situations occurring again.
5.2

Audit Committees

Another of our current inquiries which has particular relevance to risk management is the
PAC's Inquiry into the Review of the Operation of Audit Committees13.
This Inquiry was commenced in June 2004 and is a follow up audit on issues raised in the
New South Wales Auditor-General's Compliance Review of the Operation of Audit Committees
in May 2002.14
The purpose of the current PAC Inquiry is to examine whether New South Wales' government
agencies are aware of the Auditor- General's report on the Operation of Audit Committees and
how agencies have responded to the recommendations in that report.
The Auditor-General's 2002 Compliance Review highlighted that Audit Committees can play
an important role in relation to risk management and that risk management is an essential
component of good corporate governance. The Auditor General comments:15
An effective audit committee can help the CEO of a department or the board of directors of a
statutory authority or State Owned Corporation with financial reporting, internal control system,
risk management and the internal and external audit functions....
The audit committee provides an opportunity where the CEO or the directors, the management
and the auditors can meet to deal with issues relating to the management of risks and with
financial reporting obligations.

The view that Audit Committees play a critical role in relation to risk management is
supported by industry best practice. For example, the national Audit Committee Best Practice
Guide notes that:16
•

the audit committee can play a key role in assisting the board of directors to fulfil its
corporate governance and overseeing responsibilities in relation to an entity's financial
reporting, internal control structure, risk management systems, and the internal and
external audit function;17 and

13
NSW Public Accounts Committee, Review of the Operation of Audit Committees (current inquiry). Terms of Reference for the
Inquiry are available at: www.parliament.nsw.gov,au/publicaccounts
14
Auditor-General's Report to Parliament 2002 (tabled 28 May 2002), Volume Three: Section One - Special Reviews Compliance Review of the Operation of Audit Committees, pp 3-6. Available at www.audjt, nsWi.gOV.au.
15
Ibid, p 6.
16
Audit Committees: Best Practice Guide (1997), Australian Accounting Research Foundation, Australian Institute of Company
Directors and the Institute of Internal Auditors - Australia, p 2.
17
Ibid, p 2.
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•

an audit committee is unique in that it provides a forum where directors, management
and auditors can deal together with issues relating to the management of risk and with
financial reporting obligations.18

As part of our current inquiry we surveyed 33 agencies in relation to the role and operation of
Audit Committees (including a mix of government departments, state owned corporations and
statutory authorities). We also held public hearings at which 7 agencies provided evidence on
the operation of Audit Committees.19
The key risk management findings from our current inquiry into the Operation of Audit
Committees are:
(i)

Risk management is one of the key areas of responsibility for Audit Committees: where
agencies previously had separate risk management committees, these are increasingly
being incorporated into Audit Committee functions.

(ii)

There is a need for greater clarification on the roles and responsibilities of Audit
Committees, particularly in relation to Audit Committees' risk management functions.
The need for clarification of the roles and responsibilities of Audit Committees is
highlighted in best practice guidelines:20
The clarification of roles and subsequent improved communication between auditors
and audit committees should result in audit committee members who are better able
to form management judgements about the appropriateness of the entity's external
financial reporting and the quality of its risk management and internal control
processes - matters which are increasingly seen to be within the purview of audit
committees.

(iii)

Where risk management is not a responsibility of the Audit Committee, there should be
clear lines of communications and reporting on risk management issues between the
Audit Committee and the relevant body/ies responsible for risk management. The
challenge is to ensure that the Audit Committee maintains a 'big picture' view of the
organisation's risks and that it has the capacity and authority to recommend actions
and investigate risks as necessary.

(iv)

Risk management is handled better in State Owned Corporations (SOCs) and Public Trading
Enterprises (PTEs) than in government departments. This view is highlighted in the NSW
Audit Office's 2002 Performance Management Audit on Risk Management in the
NSW public sector21 and was reinforced in the Auditor-General's evidence to the
current inquiry,22
Certainly our last performance audit on risk management indicated that risk management
was handled better in the State Owned Corporations and GTEs [PTEs]. As you moved

18

Ibid, p 2.
The following agencies provided evidence at the public hearings in October 2004 for the PAC's Inquiry into the Review of the
Operation of Audit Committees: Department of State and Regional Development, NSW Police, Sydney Harbour Foreshore
Authority, Audit Office of New South Wales, Energy Australia, Integral Energy and Department of Community Services.
Transcripts from Public Hearings held 20 October, 22 October and 27 October 2004 are available at:
www.parliament.nsw.gov.au/publicaccounts
M
O p c i t N o . 16, p 2.
21
'Performance Audit Report: Managing Risk in the NSW Public Sector", Audit Office of New South Wales (tabled June 2002),
p2. Available at: www.audit.nsw.gov.au
22
Evidence of the Auditor-General of New South Wales, proceedings before the Public Accounts Committee Inquiry into the
Operation of Audit Committees, 22 October 2004. Transcript available at: M w j M l i M i e j i J i s j f i L g Q i i l ^ ^
19
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across the spectrum of public sector organisations to departments it tended to take more
of an insurance focus. It tended to become more risk aversion and risk minimisation
rather then risk management.
I think to some extent that is understandable. When people make mistakes in the public
sector, even if they make the right decision in taking the risk, if something goes wrong
they are roundly criticised by Auditors General and the Parliament and the media and one
can understand the tendency to be risk averse in those circumstances.

(v)

State Owned Corporations and PTEs tend to take a more positive view of risk - this view
was highlighted in evidence given by the Chairman of the Sydney Harbour Foreshore
Authority to the current inquiry.23 The Chairman commented:
I think the issue for an Audit Committee is not just to reflect about the internal
controls that are applying [within an organisation] and the issues of making sure that
Government is getting value for money. That is obviously an important thing for it to
do, but the issue of risk 1 think is something which does have to be elevated because
management of risk is not simply a negative. It is not simply a cost, it is actually an
opportunity to see how you can do things better.... The constant pressure especially
now is about how do you get a better outcome with less resources...
It is a matter of how you manage that need to demonstrate entrepreneurship and
hence risk taking in what is essentially a risk averse environment.
I think the issue of risk is an important matter because it is a driver of activity and
operational efficiency and you have to do that in a way which is intelligent, sensible
and [which] minimises risk.

It may well be that SOCs and PTEs are more advanced and have a positive view in
relation to risk management because those organisations more closely mirror the
structure, practices and views of the private sector. Unlike the General Government
Sector, which is mostly dependent on the Budget, these agencies have a stronger
relationship with the market.
(vi)

The Audit Committee can play an invaluable role in promoting a positive internal culture,
supportive of risk management principles and internal control procedures. This can
greatly assist in ensuring that risk management is 'owned' by everyone in the
organisation and becomes part of everyday decision-making.

These findings highlight some of the key principles in the new standard, including:
•

the need to view risk in both positive and negative terms i.e. risk opportunities as well
as risk minimisation;

•

the importance of ensuring risk management is 'owned' by everyone in the organisation
and that it becomes part of everyday decision making; and

•

the need to ensure an internal culture is fostered which is supportive of risk
management principles and practice so that risk management becomes embedded in
organisational practices and processes.

23

Evidence of Mr Jonathon Isaacs, Chairman, Sydney Harbour Foreshore Authority, proceedings before the Public Accounts
Committee Inquiry into Operation of Audit Committees, 22 October 2004. Transcript available at:
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5.3

Sustainability Reporting

Finally, I also wanted to briefly mention another of our current inquiries which has relevance
to risk management, namely the PAC's inquiry into Sustainability Reporting in the New South
Wales Public Sector.24
This Inquiry commenced in September 2004 and involves:
•

Reviewing the current requirements for sustainability reporting within and across NSW
government agencies;

•

Considering whether sustainability reporting should be linked to other reporting
mechanisms to Parliament; and

•

Considering appropriate processes for auditing or verifying sustainability reports.

In conducting this inquiry, the PAC is studying the processes agencies are using to achieve
integration between the dimensions of social, economic and environmental sustainability and
core principles of sustainability.
This inquiry is only at the preliminary stages. However, based on our current research and
submissions received to date, it is clear there is a growing recognition that triple bottom line
reporting is emerging as a key issue for the public sector in New South Wales.
The growing importance of sustainability reporting in Australia mirrors international
experience, where sustainability reporting is increasingly being adopted in both the public
and private sectors.25
It is interesting to note that, in some of the agencies we have been dealing with as part of our
current inquiry, particularly those that are performing better at integrating sustainability
reporting into their core business, officers with responsibility for sustainability reporting are
having their role titles changed to titles such as 'Manager, Culture and Governance'.
The relevance of developments in sustainability reporting to risk management is the
recognition that organisational 'risks' are not just about financial risks. Rather, effective risk
management in the public sector should be about the management of both financial and nonfinancial risks, e.g:
•
•
•
•
•

environmental risks;
strategic risks - failure of a project to reach its objectives and/or changes to an
organisation's operating environment;
management of stakeholder expectations;
client dissatisfaction or loss of public trust; and
unfavourable publicity.

24

NSW Parliament Public Accounts Committee, Inquiry into Sustainability Reporting in the New South Wales Public Sector,
(current inquiry). Terms of Reference for the Inquiry are available at: www.parliament.nsw.gov.au/publicaccounts
25
As an example of the growing development of sustainability reporting in the public sector, it is interesting to note that the
Global Reporting Initiative, an independent agency formed as an initiative of the United Nations Environment Program to
facilitate the development of sustainability reporting worldwide, has recently developed a draft set of Sustainability Reporting
Guidelines and suggested indicators for public sector agencies, www.globalreporting.org
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Importantly, sustainability reporting also recognises that our consideration of risks should not
just be limited to identifiable risks in the next budget period. Rather, that we should take a
long term view of risk: one which takes account of the interests of both current and future
generations.
The private sector is increasingly recognising the critical relationship between sustainability
and risk management as illustrated by the multinational Shell's comments on the reasons it
became an organisational stakeholder of the international Global Reporting Initiative:26
At Shell, we firmly believe that our efforts to contribute to sustainable development create
value for our shareholders by lowering business risk, generating new business opportunities
and maintaining our licence to operate and to grow...
Transparent and honest reporting in this area has an important role to play in building trust,
rewarding progress and spurring individual companies and sectors to improve performance.

Such comments clearly recognise sustainability as an essential component of Shells' core
business and risk management philosophy. Preliminary research for our current inquiry
suggests government agencies are increasingly viewing sustainability in similar terms,
particularly those agencies with responsibilities for resource management e.g. Sydney Water.
6.

Conclusion

As the new risk management standard suggests:27
Risk management involves managing to achieve an appropriate balance between realizing
opportunities for gains while minimising losses. It is an integral part of good management
practice and an essential element of good corporate governance.

Risk management can no longer be approached as an exercise in isolation from the other core
activities of the organisation. Planning, risk management and accountability should be seen
as part of the one continuum,28
To be most effective, risk management should become part of an organization's culture. It
should be embedded into the organization's philosophy, practices and business processes
rather than be viewed or practiced as a separate activity. When this is achieved, everyone in
the organisation becomes involved in the management of risk.

By taking a positive, proactive and holistic approach to risk management organisations will
reap the many benefits risk management has to offer, including29
•
•
•
•
•
•

improved planning, performance and effectiveness;
economy, efficiency and exploitation of opportunities;
improved stakeholder relationships and enhanced reputation;
improved information for decision making;
director/executive protection; and
accountability, assurance and governance.

26
Comments by Shell on its reasons for becoming an organisational stakeholder of the Global Reporting Initiative:
www.globalreporting.org/organisations/details.as,p?Qrganjs.atip.n, (accessed 5 November 2004).
" O p c i t N o . l , pv.

28
29

Ibid.
HB 436:2004, op cit No. 3, p 8-9.
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In this paper I have examined the relationship between planning, risk management and
accountability. I have drawn on the example of recent NSW PAC inquiries to demonstrate
this relationship and to highlight some of the key risk management principles
contained in the new standard.
By examining examples of the failures of risk management implementation we can all work
towards the development of better risk management practice. Risk management must be seen
as more than just a 'tick box' exercise.
The NSW PAC recognises that risk management is an essential component of good corporate
governance and accountability to stakeholders. With this in mind, we will be undertaking an
inquiry in 2005 to examine how public sector agencies are implementing the new risk
management standard and the development of risk management practice generally. I look
forward to providing a progress report on this inquiry at our next meeting.
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Introduction
Good afternoon Sadies and gentlemen. As Wayne mentioned, Kevin Brady is unable
to be here but is my pleasure on behalf of Kevin to present to you today on the topic
of performance audit, also known as value for money audit, efficiency and
effectiveness audits. I would like to give you a brief summary of the key themes
emerging from the 19th Commonwealth Auditors-General Conference held in
Wellington from 31 st January - 2 February 2005. in relation to performance audit. I
will also touch on some of the current issues in performance audit in New Zealand.

Commonwealth Auditors-General Conference
As part of the Commonwealth Conference, we heard about stakeholder expectations
of Auditors-General from several speakers - the Prime Minister of New Zealand, Rt
Hon Helen Clark; the Deputy Leader of the Opposition National Party; Gerry
Brownlee; a Chief Executive of a major Crown entity and Sir Geoffrey Palmer (a
previous Prime Minister and constitutional law expert).
We also had a workshop on performance audits. The key themes to emerge from the
workshop were:
•

Different jurisdictions are at different stages of performance audit development.
Performance auditing is a relatively new phenomenon for some members of the
Commonwealth, in particular the smaller nations. However, most countries have
some experience or background in inquiries, even if it is only in the financial area.

•

Funding for performance audits can be an issue. Performance audits can be
expensive, especially when they are wide-ranging. Prioritisation therefore needs
to be done well. In some countries, the auditee is charged for the performance
audit. Agreeing the fee can be timeconsuming and difficult. Views were
expressed that this could have a limiting effect on the scope of the audit.

•

It is important that all stakeholders understand what performance audit is and why
we do it. The engagement of stakeholders in the process of selecting which
performance audits to undertake is important. In New Zealand, we ask our
Parliamentarians to give us their views when we consult on our draft annual plan this gives us feedback not only on what is there but what isn't there. We also
involve the auditees in the risk assessment that we carry out in developing our
work programme. The Office's independence is still maintained because the
Auditor-General has the final say.

•

Topic selection is critical to the success of performance audit. Performance audits
should be chosen with the aim of improving the public sector.

•

Last but not least, an area that generated a lot of debate - the level of engagement
with the media on peformance audits - participants talked about the use of media

releases, press conferences, TV and radio interviews etc. Some countries were in
favour of a high level of engagement with the media. Others not.

Current Issues In New Zealand - Performance Audit
I would now like to briefly talk about some of the current issues facing us in
performance audit in New Zealand.
•

Firstly, last year I am pleased to say, we received a significant increase in funding
from Parliament - a key area of extra funding was to increase the number of
performance audits we carry out each year from 12 to 20.

•

In return, Parliament asked for evaluation of performance audits. We have always
followed-up our reports and done internal checks to make sure they have been
successful. Parliament has now asked us to provide greater assurance and
evidence that we have achieved what we seek to achieve. This is an important
development that fits with the increased focus on outcomes and impact evaluation
in the New Zealand public sector, and we support it.

•

To deliver the additional performance audits, we have had to recruit a number of
new staff. Getting quality staff in a tight labour market can be an issue.

•

Getting a good balance and integration of audit interventions in our work
programme is also important - the Auditor-General has a range of tools that can
be used, performance audit is just one of them. Others are financial audit,
assurance work, research and development, best practice guides, working with
central agencies, working with Select Committees etc.

•

Finally, clearance processes for performance audits still take some time. There is
a balance that needs to be achieved between natural justice and efficiency.

To close, thank you for the opportunity to share with you some of the themes
emerging from the Commonwealth Conference last week and discuss some of the
issues facing New Zealand in performance audit.

PAPER PMlSEMTEl: AT 2§i§ A€PA€: CONFIWNCI AUSTRALIA

BY DM H. E. MATEME

FROM

LACK

OF

ACCOUNTABILITY

TO

ACCOUNTABILITY;

EXPERIENCE OF THE LIMPOPO PROVINCE IN THE REPUBLIC OF
SOUTH AFRICA 1994-2004

1.

INTRODUCTION

Initially Limpopo Province was called Northern Transvaal, then changed to
Northern Province after 1994. In 2002 the name changed to Limpopo.

Before 1994 the Limpopo Province was deeply fragmented because of the policy
of separate development.

Black communities were separated according to

language and were largely grouped into three homelands.

Other than the three

homelands, there were administrations for Whites, Coloured, Indians and for the
Tswana-speaking in some of the areas near the North West Province.

The Exchequer Act of the Republic of South Africa applied to the white areas and
those homelands that did not opt for independence (Gazankulu and Lebowa). The
Republic of Venda had its own laws.

1994-1999 can be considered the amalgamation period in our province.
Accountability as we know it today, was virtually non-existent. In one of its
reports on activities relating to the first term of democratic government, Standing
Committee on Public Accounts (SCOPA) recommended as follows:

"...that criminal charges be brought against the official. The committee also
expresses its concern on money paid out, embezzled or lost. Officials should be
made aware of such situations and prevent similar situations from recurring.

Proof of recovery of the amount, with interest, should be submitted to the
committee."

Further, In the same report, Standing Committee on Public Accounts
(SCOPA) remarked as follows:"...The Committee wishes to express its serious concern regarding the Province's
lack of ability to attract suitably qualified people to fill critical positions in the
Treasury. The Committee also finds the non-implementation by Departments of
the Committee's resolutions as tabled in the Legislature, unacceptable. "

What was more frustrating is the fact that the pre-1994 Exchequer Acts were
different. To create a system of accountability for the Province, Limpopo had to
enact a new Exchequer Act. This law helped bring financial issues under one roof,
but despite this Act the issue of accountability remained a serious challenge until
the enactment of the Public Finance M anagement A ct (PFMA) b y the National
government in 1999. As a result of this Act, Departments are more focused and
reports have become thinner.

For accountability to prevail there has to be effective oversight by the Legislature
over the Executive. For effective oversight certain basics have to be in place.

2.

REQUIREMENTS FOR EFFECTIVE OVERSIGHT

Sadig Rashed maintains that the nature of the state and governance and
commitment at the highest political level are crucial prerequisites for any
successful oversight activity. It is also my view that effective oversight needs
certain basics in place. Some of these basics are: -

(a)

A conducive legal framework i.e. the constitution of the country and
other laws;

(b)

Appropriate institutions and structures for implementation;

(c)

Other mstraments to enhance implementation of the law.

The Republic of South Africa has the appropriate legal

framework,

supportive institutions, structures and instruments required,

•

•

Acts of Parliament are:(i)

The Constitution

(ii)

PFMA (Public Finance Management Act)

(iii)

MFMA (Municipal Finance Management Act)

(iv)

DoRA (Division of Revenue Act)

Institutions and Structures
(i)

The National Assembly

(ii)

The National Council of Provinces

(iii)

The Auditor-General

(iv)

National Treasury

(v)

Provincial Treasury

(vi)

Provincial Legislatures

(vii)

Finance Committees

(viii) Portfolio (Sectoral) Committees - Ex ante Committees

•

(ix)

Public Accounts Committee - Ex Post Facto Committees

(x)

MTEF (Medium Term Expenditure Framework)

Some Instruments that Enhance Oversight

(i)

Constituency Work (Constituency offices)

(ii)

People's Fora

(iii)

Interpellations

(iv)

Committee Public Hearings

(v)

Oversight Visits to Government Funded Projects

(vi)

Special Reports to the Legislature

(vii)

Performance Contracts.

(viii) Strategic Plans by Departments.
(ix)

3.

Chief Financial Officers (CFO's)

OBSERVATIONS

As a result of the above machinery, accountability in our province is emerging.
Presence of Chairpersons of Portfolio Committees at some SCOPA meetings
enhances accountability through the Sectoral committees.

After the 2004

elections, the Premier of our Province attended the SCOPA meeting where
transversal issues (leave, telephone account, subsidized transport etc) were being
addressed. His presence greatly enhanced the message of SCOPA and proved
correct what Sadig Rashed said about the impact of commitment to good
governance at the highest political level. Employment of Chief Financial Officers
and use of strategic plans have made oversight even simpler.

4.

CONCLUSION

Globalization demands of countries and their provinces that resources be used
effectively and efficiently. Our province is no exception. Despite the chaotic past
we started from, Limpopo is well on its way to an accountable government.

During the second decade of democracy, we hope that systems will get better and
government will be more accountable to the citizens.
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Terms of reference
The Finance and Expenditure Committee is one of 13 subject committees established at
the commencement of each Parliament. Their subject jurisdictions are broadly related to
ministerial portfolios so as to cover all government activity. Each subject committee
considers bills, petitions and other matters referred by the House or otherwise under
Standing Orders and may examine matters related to their subject areas identified in
Standing Orders.
The Finance and Expenditure Committee's subject area is the audit of the Crown's and
departmental financial statements, Government finance, revenue and taxation. The
departments and offices of Parliament that administer government policy in this area are:
•
•
•

Inland Revenue Department
The Treasury
Office of the Auditor-General.

The Reserve Bank of New Zealand, a public organisation, also operates in this area.
The committee also conducts afinancialreview of the Crown's financial statements.

Committee business
Legislation
In the 2003 and 2004 calendar years, the Finance and Expenditure Committee
considered and reported to the House on seven pieces of legislation:
•
•
•
®
•
•
•

Reserve Bank of New Zealand Amendment Bill
Taxation (Annual Rates, GST, Trans-Tasman Imputation and Miscellaneous
Provisions) Bill
Income Tax Bill
Supplementary Order Paper 195 (relating to the Income Tax Bill)
Taxation (Annual Rates, Venture Capital and Miscellaneous Provisions) Bill
Public Finance (State Sector Management) Bill
Customs and Excise (Motor Spirits) Amendment Bill.

Estimates
The committee considered a total of 14 Estimates of Appropriations over these two
years.
Following the presentation of the Budget, all Votes (67) are referred to the Finance and
Expenditure for subject committee consideration. The committee is able to retain or
allocate the Votes to other subject committees as it chooses. While Votes are typically
distributed according to the defined subject areas of each committee, the Finance and
Expenditure Committee can and did retain Votes for consideration that fell outside of its
own subject area.
The committee also considers the annual Supplementary Estimates of Appropriations,
which adjust the spending plans contained in the main Estimates for the current year,
and are presented as part of the Budget. Depending on the time available, the committee
may allocate the Votes in the Supplementary Estimates to select committees to be
examined. The Appropriation (Supplementary Estimates) Bill must be passed by the end
of the financial year. For the two year period I am reporting on, the committee chose to
retain the Supplementary Estimates for consideration.
Financial reviews
As well as reporting on the 2002/03 and 2003/04 Estimates of Appropriations, the
committee conducted 14financialreviews. Financial reviews compare the actual
performance of an organisation in the previous financial year, as set out in its annual
report and financial statements, with its expected performance as set out in the Estimates
and statement of intents for that year. Select committees also examine current
operations.
The Finance and Expenditure Committee allocates the task of conducting financial
reviews to the subject select committees. Thefinancialreviews of departments and
Offices of Parliament are usually allocated on the same basis as the Estimates.

As part of its examination of The Treasury, the Finance and Expenditure Committee has
the additional responsibility of examining the annual combined financial statements of
the Crown. The Controller and Auditor-General reports on the statements and the
Office of the Auditor-General briefs the committee on significant issues arising from the
report. The committee then examines the Treasury on the statements and reports to the
House.
Budget Policy Statement
The committee has examined two Budget Policy Statements over the two year period.
The committee is required to report on the Budget Policy Statement within 6 weeks of its
publication, or within 4 weeks of the first sitting day in the next year. Within that period
the committee may hear public submissions on the statement and the Treasurer is
required to attend the committee, if requested.
Monetary Policy Statement
The Finance and Expenditure Committee has further responsibility under the Reserve
Bank of New Zealand Act 1989. Pursuant to section 15 of that Act, the Bank's
3-monthly Monetary Policy Statements stand referred to the committee. Over the past
2 years the committee has examined eight Monetary Policy Statements. There is no
requirement for the committee to report to the House on the examination of the
Monetary Policy Statement but the committee usually decides to do so. The committee
examines the Governor of the Bank on the contents of the document.
Other work
In addition, the committee has prepared two Standard Estimates Questionnaires. The
committee sends this questionnaire to Ministers prior to the presentation of the Budget.
The questionnaire is designed to be brief and high level, and asks only for information
supplementary to that supplied in the Estimates.
Six international taxation agreements and three petitions were also considered by the
committee. The committee also assisted the Controller and Auditor-General in
developing his or her annual work plan.

Address to the Australasian
Council of Public Accounts

Committees Conference
Brisbane 8 February 2005
Mike Seloane
Chairperson
SCOPA
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Structural Matters
Size of Parliament
m 73 MPLs plus 8 National Council of
Provinces Representatives (NCOP
is South Africa's version of a
Senate)
R Overseeing 13
Budget/Departmental Votes
a 18 Standing Committees, of which
SCOPA (Standing Committee on
Public Accounts) is one

Membership of Committee
® All parties in the Legislature
can second members to
SCOPA
• 8 full time members from
three political parties
• 3 Alternates

Substantive Matters
Role and Function of Committee, including
its investigative powers:
• Reviews the financial and regulatory
audits of the Auditor-General, referred to
it by the Speaker of the House.
• Must produce a report on each report of
the Auciitor-General,
» Also scrutinizes the financial statements
of each department in the Annual
Reports

Sybstantlve Matters (Continued)
• Role and Function
• Has the power to call on any source for
the purposes of its hearings, but as a
matter of course the Office of the
Auditor-General, Treasury, Oauteng
Shared Services Centre and the
Committee's support staff are always in
attendance to provide any expertise
necessary.

Substantive Matters (Continued)
• Role and Function of Committee, including
its investigative powers (continued)!
a The role of SC0i*A in Oauteng is not defined iii
Isolation, we are breaking down silos between
other oversight committees.
H SCOPA produces reports with the immediate aim
of ensuring accountability but also reports that
empower other, budgetary oversight committees.
Therefore, SCOPA's reports are received by other
oversight committees during their consideration
of Annual Reports.
• The Legislature operates in an oversight system
that ImBihes the ideas of performance
management/budgeting expectations, sin^ this
means that SCOPA reports resonate with the
issues in portfolio committees and empower
them to also do their worts better.

Substantive Matters (Continued)
Types of inquiries Conducted:
• Regulatory and Financial Audits are the mainstay of
our work.
e
We have not yet taken on many performance audits
because the Office of the Auditor-General Is not
producing a substantial amount of such reports.
Number of Times SCOPA Meets:
* There is no predetermination oft the number of
meetings.
• we meet onee every fortnight, as a matter of
course.
* However, there are peak times where we can meet
everyday for two weeks

Conclusion
Current Issues Being Looked at by the
Committee:
9

Concretizing and Increasing the
effectiveness of SCOPA's role vis-a-vis
other oversight committees.
• Enhancing the effectiveness of the
relationship with the Auditor-General.
• SCOPA's role in overseeing Auditor-General
reports on Local Government.
° Relationship with Audit Committees

2005 AUSTRALISIAN COUNCIL OF PUBLIC ACCOUNTS
COMMITTEES (ACPAC) 8™ BIENNIAL CONFERENCE,
PARLIAMENT HOUSE, BRISBANE : 6-8 FEBRUARY 2005
PUBLIC ACCOUNTS COMMITTEE TOWARDS
TRANSFORMATION NORTH WEST PROVINCE :
HON. MN MATLADI

The North West Provincial Legislature comprises thirty-three (33) Members
constituted by twenty-seven (27) ANC Members, three (3) UCDP, two 2 (DA) and
1 FF Member. Out of these thirty-three (33) Members, ten (10) are Women.

The Legislature has ten (10) Executive members, who lead respective
departments. The Provincial Public accounts Committee is made of ten (10)
members. In keeping with the Parliamentary convention, the PPAC is chaired by
a member of the official opposition party.

The role of the Public Accounts Committee is to enhance financial Management
standards in public sector institutions. Sections 55 and 114 of the constitution
state that Legislatures are expected to hold all organs of state accountable. This
means that the work of the Public Accounts committee is not limited to those
institutions that are audited by the Auditor-General but also entities in receipt of
public money or authorized to receive money for public purpose.

The Legislature usually refers the following reports to the Public Accounts
Committee:

Financial reports
Audit reports
Other reports submitted by the Auditor General.

Section 133 (20) on accountability and responsibility dictates that Members of
the Executive Council of the Province are accountable collectively and individually
to the Legislature for the exercise of their powers and the performance of their
functions. This has to be enforced by the Public Accounts Committee.

ENFQRCEMEMTJIOUTE

DEPAEIMENI

SECTION 40 (1)C

SECTION 40 (1) D

PFMA

PFMA

AUDITOR GENERAL

EXCO

LEGISLATURE

referred by the Speaker

PUBLIC ACCOUNTS COMMITTEE

As part of their mandate, the Public Accounts Committee has a duty to assist the
Legislature in ensuring that Public Sector institutions:

remain within their budget and spend according to the purposes
determined by the Legislature;

are held accountable if they do not comply with the law and
regulations concerning their financial Management.
Provide value for money in the services provided to the public and the
State, and
Develop and implement the necessary financial management capability
and good Governance practices.

Presently public hearings are mainly used by the Provincial Public Accounts
Committee, which are followed by the resolutions being tabled in the house. In
most cases follow-ups are made on these resolutions. To hold these public
hearings verified financial information supplied by the Auditor General is used to
engage the Departmental Officials. Queries can be settled without the direct
involvement of the MEC. However it is the Member of the Executive council
(MEC) who is accountable to the Provincial Legislature not the Departmental
Accounting Officer or other officials.

The Committee has a minimum of five (5) meetings per term which normally
increase due to the business of the committee during a particular period, e.g
Time for public hearings on quarterly reports and annual reports.

The North West Public Accounts Committee is currently dealing with the
outstanding work from the previous term, including public hearings on local
municipalities and Government Entities.

Thank you.

