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Auditor General's Overview

This is the first Public Sector Performance report for 2011. These reports address performance by public

sector agencies across a broad spectrum of government operations. This report contains the results of

two audits:

Agency compliance with procurement requirements

Managing the Priority Start Building Policy

The results of both audits indicate that government agencies can do more to ensure that the State gets

the best return for taxpayer's dollars.

In our first audit we assessed nine agencies against four principles of good procurement practice.

The Western Australian public sector spends billions of dollars each year to buy goods and services.
It is important agencies ensure their procurements result in value for money and fair access for
suppliers. Government policies and guidelines set out good practice principles for procurement. Good

procurement practices also reduce the likelihood of fraud and misconduct.

The audit found that only two of the agencies applied these principles consistently and some agencies

failed against most of the principles. This was a disappointing result given the regular attention that is

given to instances of poor practice by my Office, other integrity agencies, the Parliament and the media.

The second audit looks at how well government building contracts are used to support the employment

of apprentices and trainees in the construction industry. Creating opportunities and places for
apprentices and trainees helps to build a skilled labour force that is vital to Western Australia's economic

development.

The Priority Start Building policy is one way the government expresses its commitment to apprentices

and trainees. Under this Policy, builders who win government construction contracts with an estimated

labour component of more than $300 000 are required to provide employment opportunities for
apprentices and trainees. The Policy has been applied to 259 contracts with a total contract value of
$2 billion since June 2007.

My audit found that the Policy was not fully applied and that a lack of oversight by the Department
of Training and Workforce Development meant that many employment opportunities for apprentices
were missed.
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Agency Compliance with Procurement Requirements

Overview
The public sector spends many billions of taxpayer dollars a year on procurement of goods and services.

Agency procurement is guided by a framework of government policies, procedures and good practice

guidelines.

The framework seeks to achieve good value for money for the taxpayer, maintain the integrity
of government procurement and reduce exposure to risks such as fraud and misconduct. The
main approaches underlying the procurement framework are efficient, effective and transparent
procurement, fair and equitable access to all government procurement for all potential suppliers, and

sound management of the whole procurement process.

We identified four core principles of how well agencies were implementing the framework.

Open and effective competition. This is the key to getting good value for money and usually involves

some testing of the market. Examples include getting verbal and written quotes or a public tender.

The method to be used often depends on the value of the procurement. Market testing also helps

suppliers get fair access to government procurement opportunities.

Managing strategically.This also ensures value for money. Agencies need to analyse past procurement

spending to identify whether they can combine individual purchases to achieve volume discounts or

cut administrative costs. For the same reason they also need to know whether they can collaborate

with other agencies to achieve better value for money.

Having good probity and accountability controls. Agencies need to have good procedures for such

things as handling confidential information and conflicts of interest, to ensure the integrity of
procurement processes. Good accountability arrangements help demonstrate compliance with

those procedures.

Public reporting of all awarded procurement contracts valued at over $20 000. This is one of the best

ways of ensuring transparency of decision-making.

We tested compliance at the following nine agencies:

Botanic Gardens and Parks Authority (BGPA)

Chemistry Centre Western Australia (CC)

Department of Culture and the Arts (DCA)

Department of Water (DoW)

Department of State Development (DSD)

Perth Market Authority (PMA)

Subiaco Redevelopment Authority (SRA)

Western Australian Institute of Sport (WAIS)

Western Power (WP)

WAIS and WP are exempt from State Supply Policies, however we assessed them against the first three

core principles as representing good practice in procurement.
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Conclusion
Compliance with government policy and good practice was inconsistent. Agencies may be missing

opportunities to get best value for taxpayer dollars. Less than half the agencies we looked at managed

procurement strategically and only two agencies DoW and DSD complied consistently with all four

principles of good practice. Five agencies complied consistently with some but not all of them. Two
agencies PMA and WAIS did not comply consistently with any of the principles relevant to them.

Key Findings
Five agencies BGPA, DCA, DoW, DSD and SRA consistently used the right method to buy goods and

services. The other four agencies frequently used methods of procurement that did not adequately

demonstrate they were seeking value for money.

Seven of the nine agencies we audited had granted themselves exemptions on at least one occasion

from competitive market testing. Twelve per cent of all the procurements we examined were made

using exemptions. Testing of the exemptions found that about 22 per cent did not satisfy all the
requirements for granting of sole source of supply and a value for money procurement could
therefore not be assured. WP was responsible for most of these inappropriate exemptions.

Four agencies DCA, DoW, DSD and WP managed procurement strategically. The other five did
not, which meant they did not identify all opportunities to get best value for money.

Seven agencies BGPA, DCA, DoW, DSD, SRA, CC and WP maintained reasonable probity controls.

Two did not. The most common weakness related to poor controls for identifying and managing

conflicts of interest. However, we found no instances of improper activity at the individual
procurement level.

Six agencies BGPA, DCA, DoW, DSD, SRA and WP maintained reasonable accountability controls.

Three agencies did not. There were several common control weaknesses, the main one being poor

recordkeeping which meant some agencies could not demonstrate good procurement practices.

Three agencies BGPA, DoW and DSD consistently reported publicly on their awarding of
procurement contracts valued at over $20 000. Four did not. This reduced the transparency of their

procurement activities. Two agencies were exempt. Consistent reporting was defined as reporting
at least 90 per cent of all relevant procurements.
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What Should Be Done?
Agencies should follow State Supply Policies and good practice principles. Specifically, they should:

value procurements correctly so they use the right method

analyse procurement data as part of strategic management

use conflict of interest declarations and registers consistently

maintain all key records, including quotes, evaluation reports and contracts

publicly report all relevant procurement.

Agency Responses

Botanic Gardens and Parks Authority
The Authority seeks to comply with best practice procurement processes and appreciates the review

undertaken and the recommendations provided by the Office of the Auditor General in this report.

The Authority will continue to implement improvements in procurement processes, and in particular
will review and ensure ongoing compliance with the requirements of the State Supply Commission
exemption.

Chemistry Centre Western Australia

ChemCentre had already identified many of the non compliances, which were a legacy from its time as

a Division of a line Agency in 2007. ChemCentre established the position of Procurement Officer about

18 months ago and the appointee is systematically addressing the issues specific to ChemCentre to

ensure future compliance.

Department of Culture and the Arts
The Department has accepted the findings and will work towards strengthening its controls.

Department of Water

The recent audit of procurement in the Department of Water highlights significant long-term
commitment and investment in people, policy and process improvement. It involved:

recognition of the need to improve

commitment and support from management

utilisation of the right skill sets

collaboration between DTF Procurement, Auditors, DoW and the Chief Financial Officer.
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Perth Market Authority
While PMA is essentially a landlord, with the majority of expenditure related to tenants' independently

audited variable outgoings, we acknowledge substantial operation improvement is required to comply

with Government Procurement Standards.

The new CEO and executive group are strengthening procurement controls, policy documentation, and

have commissioned a private sector audit firm to review the accounting operating system.

Subiaco Redevelopment Authority
The Subiaco Redevelopment Authority has considered the findings of the procurement audit and has

undertaken or scheduled improvements to systems and processes to appropriately resolve the issues

identified. Improvements will coincide with work SRA is currently undertaking in reviewing business
processes and supporting systems for the scheduled transition to the Metropolitan Redevelopment
Authority.

Western Australian Institute of Sport
WAIS was provided exemption from State Supply Policies due to the uniqueness of the industry in which

WAIS operates and its size. Supporting world class athletes requires that WAIS have dynamic and flexible

procurement policies. WAIS has chosen to manage the relatively minor financial risk associated with its

discretionary procurement through organisational culture aligned to its purpose.

Western Power

WP recognises the value of such audits and has already implemented operational improvements
including changes to its Waiver of Competition process and supplier feedback to improve governance

and reduce conflict of interest risk. With regards to Open and Effective Competition WP is pleased that

64 of the 65 procurements audited were examples of good practice and acknowledge the single event

was previously raised and responded to in the Office of the Auditor General management letter 2010.

Combining the outcome of the audit findings and these improvements WP is confident that it now
would achieve a 'Good' rating across all four relevant lines of inquiry.
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Background
Public authorities spent about $7 billion on procurement of goods and services in 2009-10.
Procurement by Government Trading Enterprises would have added several more billion to that total.

Agency procurement is guided by a framework of government policies, procedures and good practice

guidelines.

Numerous high level government policies regulate the procurement process. The main ones are
State Supply Commission policies. There are also guidelines and procedures such as the Department

of Treasury and Finance's (DTF) Procurement Practice Manual. Together, these incorporate the main

elements of good practice and are routinely reviewed and updated as good practice changes.

The primary objectives of the public sector procurement framework are to achieve value for money for

the taxpayer, maintain the integrity of government procurement and reduce public sector exposure to

procurement risks such as fraud and misconduct. The main approaches to achieving these objectives are

efficient, effective and transparent procurement, fair and equitable access to government procurement

for all potential suppliers, and sound management of the procurement process through all its phases.

With these considerations in mind we identified four key principles of how well agencies were
implementing the framework:

open and effective competition

managing strategically

having good probity and accountability controls

public reporting of all awarded procurement contracts valued at over $20 000.

In 2008 almost all responsibility for implementing the framework, including the power to exempt
individual procurements from compliance, was transferred from the State Supply Commission
to individual agencies. In 2009 the State Supply Commission merged with DTF. The Government
Procurement Division of DTF is now responsible for strategic management and oversight of public
sector procurement policies at the whole-of-government level.

What Did We Do?
Our objective was to determine how well a sample of nine agencies complied with State Supply Policies

and guidelines and other relevant principles of good practice. Our lines of inquiry addressed the four
core principles mentioned above, namely:

1. Did agencies use the right method to procure goods and services?

2. Did they manage procurement strategically?

3. Did they maintain good probity and accountability controls?

4. Did they publicly report awarded procurement contracts?

We did not examine ongoing management of procurement contracts.
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We reviewed nine agencies. Seven were directly covered by State Supply Policies. Two were not: WP

because it is a government trading entity and WAIS because it is not a public authority as defined in the

State Supply Commission Act 1991. WP had adopted most of the principles voluntarily and in some cases

it set tougher thresholds. Where this was so we audited its performance using its own thresholds, rather

than State Supply Policy ones. We assessed WAIS against the first three core principles of good practice.

We interviewed staff at the agencies and scanned internal policies and procedures. We also sampled

procurements to test methods used, public reporting and how probity and accountability controls were

being applied.

We rated agency performance as Poor, Fair, Average or Good. Ratings reflected both quantitative and

qualitative measures. Generally speaking, an agency was rated Average if it complied with the relevant

principle consistently. Assessment against the last principle was determined by quantitative measures

only.

The audit was conducted in accordance with Australian Auditing and Assurance Standards.

What Did We Find?
Compliance with the core procurement principles was inconsistent. Only two agencies DoW and DSD

complied consistently with all of them. Five other agencies complied consistently with at least one but

not all of the principles. Two PMA and WAIS did not comply consistently with any of the principles
relevant to them. Our findings by agency and against each indicator are set out in Table 1. More detail

is provided below.

Agency
Open and
effective

competition

Managed
strategically

Maintained
probity
controls

Maintained
accountability

controls

Publicly
reported
contracts

BGPA Good Fair Average Average Good

CC Poor Fair Average Fair Poor

DCA Average Average Average Average Poor

DoW Good Good Good Good Good

DSD Average Average Good Good Average

PMA Fair Poor Poor Poor Fair

SRA Good Fair Average Average Fair

WAIS Fair Fair Poor Poor Exempt

WP Fair Good Good Average Exempt

Table 1: Summary of agency performance

The Department of Water rated good on all our indicators.
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Open and effective competition use of the right procurement method
Promoting open and effective competition is a key State Supply objective. The relevant policy requires

agencies to use particular methods to buy goods and services. We found four agencies consistently

used the right method to buy goods and services, four did not. WAIS was assessed against different

criteria as they are not required to apply the State Supply procurement methods.

We defined consistent as using the right method more than 90 per cent of the time and for all very
high value procurements (those valued at more than $150 000). Six agencies used the right method

90 per cent of the time. Five of these BGPA, DCA, DoW, DSD and SRA also used the right method for

very high value procurements.

The right method

Using the right method to procure generally means either testing the market or getting an exemption

on a case by case basis. Testing the market means:

using a Common Use or Agency Specific Arrangement (CUAs or ASAs). CUAs are whole-of-
government contracts developed by DTF that allow agencies to buy commonly required goods and

services direct from pre-qualified suppliers. ASAs are similar to CUAs but cover goods and services

that are regularly needed by one agency only.

if no CUA or ASA is relevant, using the method determined by the value of the procurement,
including federal Goods and Services Tax (GST):

up to $5 000 one quote

$5 001-$20 000 (called low value) sufficient verbal quotes

$20 001-$150 000 (high value) sufficient written quotes

above $150 000 (very high value) Public Tender

State Supply Policies generally consider 'sufficient' as between two and five quotes. We therefore

defined 'sufficient' to mean at least two quotes. Table 2 shows agency results.
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Agency Poor Fair Average Good Right method used for

BGPA

50 of 50 across all values

6 of 6 very high value

27 of 27 high value

CC

24 of 56 across all values

1 of 2 very high value

6 of 11 high value

DCA

62 of 65 across all values

1 of 1 very high value

5 of 7 high value

DoW

50 of 50 across all values

5 of 5 very high value

24 of 24 high value

DSD

42 of 45 across all values

4 of 4 very high value

18 of 19 high value

PMA
10 of 20 across all values

1 of 1 very high value

SRA

14 of 14 across all values

2 of 2 very high value

4 of 4 high value

WAIS
Our assessment was based on WAIS's ability to

demonstrate how they obtained value for money

WP

64 of 65 across all values

31 of 32 very high value

33 of 33 high value

Table 2: Use of right method

Key

Poor: Used the right method for less than half of all procurements.

Fair: Used the right method for at least half of all procurements.

Average: Used the right method for at least 90% of procurements AND

Used the right method for all very high value procurements

Good: Used the right method for at least 90% of all procurements AND

Used the right method for all very high value procurements AND

Used the right method for all high value procurements

Overall, the right method was used for 316 or 86 per cent of the 365 procurements we tested. For high

value procurements, the rate was 94 per cent (117 of 125). For very high value procurements it was 96

per cent (51 of 53).
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Failure to include GST in the procurement value

We found several instances at several agencies where GST was not included in the estimated value

of the procurement. As a result the agencies avoided applying a level of rigour and accountability
applicable to higher threshold procurements. In most cases this meant they sought verbal quotes
when they should have sought written quotes. DTF advised that agencies commonly fail to include GST

despite regular reminders.

Lack of a record showing sufficient verbal quotes

At several agencies we found instances where records of verbal quotes were missing. We were often

told that staff had sought a quote but had merely forgotten to keep a record. Keeping these records is a

simple exercise that enhances integrity and reduces the risk of fraud or misconduct.

If a record is not kept, agencies lack the means of demonstrating that they have used the right method.

DTF's website provides templates that can be used, though an exchange of emails, faxes or office

memos of meetings with suppliers may also suffice.

Western Power

Even with the best controls, agencies need to remain vigilant. For instance, WP has similar policies to

State Supply, but uses tougher thresholds. For example, it requires written quotes above $5 000, and

tenders above $100 000. It used the right method for 64 of 65 procurements we sampled. However, the

individual exception involved several significant departures from its policies and general good practice.

The procurement, which originated in 2006, was for strategic consultancy to senior management valued

at $1.7 million in our audit period. We found:

no business case was developed prior to the first payment being made in 2006

no evidence of who approved the procurement or when

no risk assessment

the wrong procurement method was used no request for tender or for an exemption

no Confidentiality or Conflict of Interest declarations by key decision-makers

no written contract until March 2009. Payments up to then totalled $3.6 million

payments for service after the 2009 contract expired.
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Managing exemptions from open and effective competition.

Agency chief executive officers (CEOs) have the power to exempt procurements from market testing

on a case-by-case basis. This enables purchasing directly from the preferred supplier without the need

to seek bids or quotes from other suppliers. CEOs can delegate this power to staff. Eight of the nine

agencies had done so by using their agency's standard Financial Delegations Register. This meant staff

authorised to procure items also had the power to exempt them from market testing. We found the use

of exemptions was quite high and the practices in place at WP were often not in compliance with its

policy.

Use of exemptions

Agencies should assess how often they use exemptions and look for trends and patterns.The results can

be used to improve procedures and identify unusual exemptions.

We found only WP had recently assessed how often it was exempting procurements from market
testing. Prior to our audit it had determined procurements with a total estimated value of $293 million
had been exempted from market testing. It plans to reduce exemptions by creating and monitoring a

register of Non-contested Procurements.

Our testing found 45 exempted procurements equivalent to 12 per cent of all the procurements we

examined:

no exemptions were granted at PMA and WAIS

one exemption was granted at CC, DoW and SRA

multiple exemptions were granted at four agencies. DCA exempted four procurements from our

sample of59 (seven per cent); DSD five from 42 (12 per cent); WP 18 from 64 (28 per cent) and BGPA

15 from 50 (30 per cent).

Reasons

We examined the 45 internally approved exemptions granted by the seven agencies. We found 10
exemptions where the reasons were inadequate. Eight of these were at WP, and two at DCA.

Misuse or incorrect use of exemptions can undermine the principle of open and effective competition.

State Supply Policies say they should be granted only where 'exceptional circumstances' exist such as

where there is a bona fide sole source of supply or an emergency.

At DCA, we saw no evidence of an emergency situation where life, property or equipment was
threatened, or that there had been market testing proving the supplier was a sole source of supply or

that their quote was competitive.

While exempt from complying with State Supply Policies, WP also requires extraordinary circumstances

to support exemption requests. We found no extraordinary circumstances for eight of the18 exemptions

we audited.
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A register of exemptions

State Supply requires exemptions from tender to be recorded in a register. We found registers at four

of the seven agencies required to comply with State Supply (BGPA and the three departments). Our

samples at two of these agencies included two procurements valued at more than $150 000. Both were

recorded in a register.

WP required exemptions to be recorded for any procurements valued at more than $10 000.There were

18 of these in our sample. Only five were recorded. The agency has since added the other 13 to the

register.

Perth Market Authority

PMA's rating here and for other key findings warrants further comment. The Authority underwent
significant changes in the way it conducted its business prior to our audit period (2009-10). Previously

it outsourced key administration functions related to procurement (property management, finance
and reporting, and human resources). These were brought back in-house prior to our audit period.
An internal audit in June 2009 highlighted continuing deficiencies in a number of areas, including
procurement. We noted very few improvements since the internal audit. Our audit was also significantly

affected by a lack of records and was further complicated by recent changes in key staff.

Western Australian Institute of Sport

We rated WAIS as fair in its approach to promoting open and effective competition. WAIS demonstrated

competitive procurement practices and value for money considerations when engaging specialist
coaching staff and purchasing specialist sports equipment.

However WAIS also has a number of long standing sole supplier relationships, including one that has

been in place for 23 years. Some of these are sponsorships that provide significant discounts for items

such as clothing, IT services and travel. We found:

there was no requirement to document decisions to award or renew these arrangements

key details like measurable performance criteria were missing

no evidence that WAIS tested the market for these sponsorships on a regular basis.

This limits the transparency of the process and makes it difficult for WAIS to demonstrate it is getting

value for money.
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Strategic management of procurement
Managing procurement strategically is critical for getting value for money for the taxpayer. We found
four of the agencies managed procurement strategically. Five did not.

We tested agency use of three strategic management practices:

analysis of past procurement spending. This provides a detailed picture of the goods and services
being procured, from whom and how

use of aggregated procurement arrangements and standardisation to minimise piecemeal buying,

cut administrative cost and complexity and provide better value for money

regular monitoring of procurement activity. State Supply Policies require regular internal audits of
this process; good practice also requires it.

We found DoW and WP used all three of these practices.Table 3 shows the results by agency.

Agency Poor Fair Average Good Practices in place

BGPA Aggregated arrangements

CC Aggregated arrangements

DCA
Aggregated arrangements
Monitoring

DoW

Aggregated arrangements
Monitoring
Procurement data analysis

DSD
Aggregated arrangements
Monitoring

PMA None

SRA Aggregated arrangements

WAIS Aggregated arrangements

WP

Aggregated arrangements
Monitoring
Procurement data analysis

Table 3: Managing strategically

The Department of Water and Western Power were using all three practices to manage their procurement
strategically.

Key

Poor: Used none of the identified practices

Fair: Used one

Average: Used two

Good: Used three
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Analysis of past procurement spending

To manage procurement well, agencies should manage it strategically.This meansadopting a systematic,

whole-of-agency approach to procurement. Two agencies were analysing their procurement spend.

Seven were not.

A good starting point is to analyse past procurements to get a detailed picture of the goods and services

being procured, how, from whom and at what price.The results can help agencies to match expenditure

with identified needs and planned spend. They may also help agencies identify opportunities to:

reduce the range of items they buy or rationalise their number of suppliers

negotiate discounts for volume

compare their spend profile with other agencies.

Use of aggregated procurement arrangements and standardisation

We noted all agencies regularly procured particular types of goods and services. In some cases they

also procured these goods and services from particular suppliers. However, we found one agency did

not aggregate or standardise arrangements in such cases. Eight agencies did so to varying degrees. We

believe there is significant room for agencies to improve in this regard.

Aggregating and standardising procurement arrangements can significantly improve efficiency and
effectiveness. It involves consolidating small, regular procurements of the same goods and services

into larger, less frequent procurements. This helps to minimise piecemeal buying as well as the higher

administrative costs usually associated with such buying.

Irregular monitoring

State Supply Policies require regular monitoring of procurement activity both to benefit individual
agencies and enable strategic thinking at whole-of-government level. Specifically agencies are required

to audit their compliance with State Supply Policies bi-annually and report the results to DTF. We found

three of the agencies had done this, but four had not. Two were exempt but one was still regularly
monitoring its activity.

The value of analysing procurements

The Chemistry Centre did not perform well in this audit. However, it did undertake a targeted analysis

of one type of procurement which identified poor controls. Prior to our audit the Centre became
concerned about the high cost of IT maintenance services provided by one of its suppliers. To test its

concerns it analysed its payments to this supplier. It discovered that many of the supplier's invoices

were not supported by agency requests for assistance. As a result, the Centre advised the supplier

that it would not pay any future invoices without a prior agency requisition. It also instructed line
management to determine a reasonable monthly retainer to cover maintenance. The Centre advised

that it will use this figure to determine the relative costs and benefits of employing someone to do the

work rather than use a contractor.
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Probity controls
Seven agencies had Average or Good controls for ensuring probity.Two did not. We found no instances

of improper activity at the individual procurement level.

We audited the agencies against four elements identified in State Supply as promoting and
demonstrating high standards of probity. They were:

staff training

consistent communications with all potential suppliers

management of conflicts of interest

protecting confidential commercial information.

Table 4 sets out the results by agency.

Agency Poor Fair Average Good Probity Controls in place

BGPA

Staff Training

Consistent communication with potential suppliers
Protection of confidential information

CC

Consistent communication with potential suppliers
Management of conflicts of interest
Protection of confidential information

DCA

Staff Training

Consistent communication with potential suppliers
Protection of confidential information

DoW

Staff Training

Consistent communication with potential suppliers
Management of conflicts of interest
Protection of confidential information

DSD

Staff Training

Consistent communication with potential suppliers
Management of conflicts of interest
Protection of confidential information

PMA None

SRA

Staff Training

Consistent communication with potential suppliers
Protection of confidential information

WAIS Staff Training

WP

Staff Training

Consistent communication with potential suppliers
Management of conflicts of interest
Protection of confidential information

Table 4: Probity controls

The Department of Water, the Department of State Development and Western Power were using all four control
elements to maintain high standards of probity in procurement.

Key

Poor: None or only one category of controls was in place Average: Three controls were in place

Fair: Two controls were in place Good: Four controls were in place

Auditor General Western Australia Public Sector Performance Report 2011



CONTENTS

Agency Compliance with Procurement Requirements

Training

Training is an important control over procurement quality, especially as State Supply Policies and good

practice are constantly evolving. We found seven agencies had adequate controls and regular training.

The controls and practice at two agencies were rated poor or fair:

in our audit period PMA relied on on-the-job training. No staff had received formal training

the main staff involved in procuring goods and services at CC laboratory secretaries had been

offered training but declined it because of work commitments. CC had a staff member employed to

handle procurement activity at a whole-of-agency level. She had formal training and was available

to give advice on request.

Consistency of communications with potential suppliers

Seven agencies had communicated appropriately and consistently with potential suppliers. The lack of

competitive procurement at the PMA and WAIS meant we could not include them in our tests. At the
other agencies the results were uniformly good. Consistent communication with potential suppliers

helps ensure that they are treated fairly and equitably. It also helps reduce the risk of agency fraud or
misconduct.

Management of Conflicts of Interest

We found most agencies complied with the standard controls in this area, namely:

staff should take the initiative and declare any interests if and when their personal interests did or
might conflict with their public duties

members appointed to evaluation panels should sign a declaration that they have no conflicts of
interest.

However, not all agencies had registers to record declared interests and actions taken to mitigate
them. Without such registers agencies limit their ability to assess the risks from conflicts of interest and

monitor how they handled them.

In addition, sufficient guidance was not always provided about the types of personal interest that can

create potential conflicts. We considered definitions that referred only to staff financial benefits as
inadequate given the risk of gifts and hospitality in procurement. Definitions should also recognise that

conflicts can arise when immediate family have investments in or are employed by potential suppliers.

Agencies should also require that those staff recommending an exemption from State Supply or good

practice make a declaration of interest. The risk of fraud or misconduct in the procurement process is

highest at key decision points and recommending an exemption is one of these.
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Protecting confidential commercial information

The lack of competitive procurement at PMA and WAIS meant we were unable to test whether the
arrangements they had for protecting this sort of information were applied in practice. For the other
agencies the results were uniformly good.

Accountability controls
Six agencies had Average or Good accountability controls. Three did not. The most common control

weaknesses related to managing supplier complaints and recordkeeping. We found no instances of
improper activity in individual transactions.

We audited the agencies against four elements identified by the State Supply Commission as promoting

and demonstrating accountability. One of the elements public reporting became the basis for a
separate finding. The other three were:

clear responsibility for decisions

adequate records

management of supplier complaints.

The results by agency for the other three are set out in Table 5.

Agency Poor Fair Average Good Accountability controls in place

BGPA
Responsibility for decisions

Management of supplier complaints

CC Responsibility for decisions

DCA
Responsibility for decisions

Records

DoW f Responsibility for decisions

Records

Management of supplier complaints

DSD f Responsibility for decisions

Records

Management of supplier complaints

PMA f None

SRA
Responsibility for decisions

Records

WAIS f None

WP
Responsibility for decisions

Records

Table 5: Accountability controls

The Departments of Water and State Development were using all three control elements to maintain high
standards of accountability

Key
Poor: No control in place

Fair: One control in place

Average: Two controls in place

Good: Three controls in place
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Clear responsibility for decision-making

Seven agencies had Average or Good controls over procurement decision-making. They had policies

and procedures that clearly identified which staff could do what at each stage of a procurement.
Importantly, there was no overlap of decision-making authority within these procedures. We also found

the policies and procedures were generally being implemented in individual transactions. Th is was not

so at two agencies:

PMA had a Delegations Schedule but a lack of key historical and current records meant that they

could not demonstrate that it was being implemented.

WAIS had not documented its process for authorising procurements valued at more than $100 000.

As noted earlier, the circumstances and procedures for deeming a supplier a sponsor were also
inadequate.

Procurement records

Five agencies had Average or Good procurement records controls. This meant we could locate key

records such as contracts and evaluation reports that were of a suitable standard. The main problem at

the other four agencies was a lack of, or inadequate key records. We were particularly concerned that

agencies:

engaged suppliers without confirming key terms and conditions in writing. In most cases these
informal arrangements were the exception, not the rule. This was not the case at CC or PMA. CC has

an internal procurement catalogue, that allows purchase of pre-approved items. However CC lacked

documents to verify that some items on the catalogue had been pre-approved. The lack of written

terms and conditions of supply increases the risk of misunderstandings and poor outcomes. It also

increases the risk of supplier capture and can undermine accountability.

could not provide evaluation reports for very high value procurements. Evaluating market responses

before making a decision to buy is critical to demonstrating that value for money was achieved and

maintaining the integrity of the procurement process. It usually involves weighing agency needs

against the costs and benefits of more than one bid. The evaluation report is a key record that this

part of the process has been carried out. WP was unable to provide an evaluation report for one of

its 32 top value procurements (those above $100 000). Two BGPA evaluation reports for top value

procurements (those above $150 000) were inadequate because they compared bids solely in terms

of price.

did not have contract databases showing all their current procurements valued above $20 000. A

database is required under the State Supply framework. It also helps senior management to monitor

how their procurement needs are being met and how contracts are being managed. Two agencies

the PMA and WAIS did not have a database. Seven agencies did have a database but only the

BGPA database was complete.
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Management of Supplier Feedback and Complaints

Three agencies had Average or Good controls for managing supplier feedback and complaints. Four

agencies had policies though the policy of one of these agencies contained significant flaws. Of the five

agencies without policies, two WP and CC were drafting them. WAIS claimed it did not need such a

policy because it was exempt.

The common approach to handling supplier feedback and complaints was to keep a record in the
relevant procurement file. Better practice is to also maintain a register. This allows agencies to identify

trends and patterns, to improve processes and procedures and monitor how line managers handle
feedback and complaints. We found only two agencies DoW and DSD maintained a register of

supplier feedback and complaints.

Public reporting
Five of seven agencies failed to publicly report on all their procurement contracts over $20 000. Two

agencies were exempt. In total, 82 of 101 relevant procurements or 78 per cent were publicly reported.

However, all but one procurement valued above $150 000 were reported.

State Supply requires agencies to publish procurement details for all awarded contracts valued at
$20 000 or more on the Tenders WA website. Agency CEOs can approve exceptions when they consider
release of the details may compromise security or otherwise present a significant risk to operations. We
found no such approvals given. Table 5 shows our findings by agency.
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Agency 0-49% 50-79% 80-89% 90-100% Reporting by value

BGPA

33 of 33 all values > $20k

6 of 6 very high value

27 of 27 high value

CC

2 of 13 all values > $20k

1 of 2 very high value

1 of 11 high value

DCA

6 of 8 all values > $20k

1 of 1 very high value

2 of 7 high value

DoW

28 of 29 all values > $20k

4 of 4 very high value

24 of 25 high value

DSD

10 of 12 all values > $20k

3 of 3 very high value

7 of 9 high value

PMA if 1 of 2 all values > $20k

Unable to further analyse sample

SRA

3 of 4 all values > $20k

2 of 2 very high value

1 of 2 high value

WAIS Exempt

WP Exempt

Table 6: Public Reporting

The Botanic Gardens and Parks Authority and Department of Water were the only agencies to consistently report
all contracts they awarded that were over $20 000 in value.

Public reporting improves transparency, one of the core State Supply principles. We accepted that
applying the State Supply Policies to the WAIS and WP conflicted with their general exemption from
State Supply Policies.
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Overview
The construction industry plays a key role in Western Australia's economy. In 2009-10 it contributed
approximately $18.5 billion or 9.8 per cent of the gross state product. It employed 10.7 per cent of the

state's workforce, some 129 100 people. There are over 100 different occupations in the industry, with

tradespeople and technicians making up 50 per cent of the workforce.

The construction industry is a major employer of apprentices. In December 2010 there were 12 788
apprentices and trainees in the industry. The attrition rate is high, with many moving to higher paid
work in the resource sector. Nevertheless the industry employs an estimated 32.8 per cent of Western

Australian apprentices and trainees.

One of the ways the State Government demonstrates its commitment to apprentices and trainees is
through the Priority Start Building policy (the Policy).

The Policy's objective is 'to ensure that Government achieves a significant contribution in the
engagement of apprentices in the building and construction industry' by:

rewarding head contractors that maintain minimum levels of apprentice engagement

increasing head contractors' responsibilities

ensuring government contracts with an estimated labour component of more than $300 000 result

in employment opportunities for apprentices and trainees (apprentices).

Since implementation in June 2007, the Policy has been applied to 259 contracts with a total contract

value of $2 billion.

The Department of Training and Workforce Development, relevant agencies and their head contractors

are responsible for different activities that together make the Policy effective.

A strategy related to the Policy is the Industry Training Program (the Program) that is managed by the

Department of Treasury and Finance, through Building Management and Works (BMW). The Program,

which works in conjunction with the Policy, subsidises apprentices who can be deployed by small
contractors on BMW contracts where the estimated labour value is less than $6 million.

Our audit assessed whether agencies were meeting the objectives of the Policy by applying Policy
requirements in their building and infrastructure construction contracts. We examined whether the
required numbers of apprentices were employed for the life of the contracts, and if Policy implementation

was reviewed and improved where necessary.
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Conclusion
Agencies were not meeting the objectives of the Priority Start Building policy to support the
employment of apprentices in the construction industry. In 2009-10, key Policy requirements were fully

applied to only three of 58 contracts examined. As a result the Department of Training and Workforce

Development cannot provide assurance that head contractors have offered employment opportunities

to an estimated 141 apprentices. The then Department of Education and Training identified problems

with the Policy in a 2009 review of its implementation but did not fully address them.

Key Findings
The Department of Training and Workforce Development's oversight of the Priority Start Building

policy was poor. The then Department of Education and Training's review of the Policy in January

2009, was superficial. Without adequate monitoring and review, flaws in the Policy and its operation

may not be identified and addressed. Inconsistencies in Policy implementation may continue.

Agencies were not consistent in their implementation of the Priority Start Building policy. Consistent

implementation maximizes the number of employment opportunities available to apprentices and
is fair to all contractors. Of 58 contracts examined:

o five contracts did not require contractors to employ apprentices either in the preceding year or

for the duration of the contracts, as required by the Policy

o agencies awarded five contracts without ensuring that head contractors had current registration

with the Department of Training and Workforce Development. These contractors did not show
they had employed any apprentices in the preceding year

o 19 contracts did not require contractors to employ an appropriate number of apprentices.
Contracts are the means by which agencies are able to enforce compliance with the Policy

o agencies did not advise the Department of Training and Workforce Development when 22
contracts were awarded. The Department did not record three contracts for which it had been

sent advice. The Department requires a complete record of contracts to monitor compliance

o the Department of Training and Workforce Development did not adequately follow up head
contractors who did not provide acceptable training plans. Training plans allow the Department

to check whether apprentices are being employed as required

o the Department of Treasury and Finance did not provide the 2009-10 annual report to the
Department ofTraining and Workforce Development to demonstrate the Program met the intent

of the Policy. The failure to report was not followed up

o the Department of Training and Workforce Development did not check whether the required
number of apprentices was employed for the duration of each contract. Contractors may not be

replacing apprentices who leave before contracts are complete. Head contractors should advise

the Department when apprentices are replaced.
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What Should Be Done?
Works agencies should improve implementation of the Priority Start Building policy. They should:

ensure the Policy is applied to all eligible contracts

require all successful bidders to have current registration with the Department of Training and
Workforce Development

correctly specify in contracts the appropriate number of apprentices to be employed

promptly inform the Department of Training and Workforce Development when contracts are
awarded.

The Department of Treasury and Finance should provide the Department of Training and Workforce

Development with all data and reports required.

The Department of Training and Workforce Development should:

conduct a thorough review of the operation and effectiveness of the Policy

improve procedures for ensuring that complete and accurate records are kept

develop risk based monitoring plans and procedures to identify potential non-compliance

establish regular management reporting and monitoring processes to ensure Policy implementation

is efficient and effective.
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Agency Responses

Department of Training and Workforce Development

The Department of Training and Workforce Development acknowledges that there are issues with the

administration and monitoring of the Priority Start Building Policy. These were identified early in 2008.

At the time, the then Department of Education and Training advised the Minister for Education and
Training accordingly.

The Department's administration of the policy was never adequately resourced. This was further
compounded in the demerger of DTWD from DET where many systems and processes were not clearly

identified nor resourced.

Some contracting arrangements such as panel and staged contracts make the application of the policy

difficult and costly for government and contractors. This is a major disincentive to an otherwise useful
strategy.

The Department welcomes the opportunity to review the policy and its administration.

Department of Housing
The Department acknowledges the importance of providing training opportunities from its contracting

and has reviewed its processes in regard to the requirements and application of the policy. The
Department has initiated an agreement to provide training opportunities for the Department of
Treasury and Finance training program and in addition to the requirements of the policy, provides
training opportunities for indigenous workers in its EBI contracting arrangements in the Kimberley and
from its New Living programs.
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Background
The Priority Start Building policy applies to all Western Australian State Government building and
construction contracts with an estimated labour component of more than $300 000. This includes
contracts entered into by agencies and government trading enterprises for site works, construction,
renovation, maintenance and demolition.

The Policy replaced three previous policies relating to government building and construction tenders.

It continues the Government's commitment to ensuring an adequate supply of skilled workers in the
industry. It was implemented on 1 June 2007.

Under the Policy, head contractors must be registered with the Department of Training and Workforce

Development (DTWD) before they are awarded government construction contracts. To become
registered, contractors must provide evidence that they, or one of their sub-contractors, have indentured

or hosted an apprentice or trainee during the previous 12 months. Registration is valid for a year.

Once contracts are awarded, contractors must provide employment opportunities to a specific number

of apprentices or trainees (apprentices) for the duration of the contract. Employment opportunities
can be provided through direct indenture, indenture by a sub-contractor or by acting as host employer

for an apprentice contracted by a Group Training Organisation. Apprentices can be placed on other
construction projects.

Contractors engaged by Building Management and Works, a division of the Department ofTreasury and

Finance (DTF), may be asked to host apprentices through the Industry Training Program (the Program).

These apprentices are employed by partnered Group Training Organisations. DTF subsidises their
employment costs. The Program allows contractors to take on government work when they do not
otherwise have the capacity to employ apprentices. This arrangement is governed by the Policy and an

agreement between DTWD and DTF.

Since June 2007 the Policy has been applied to 259 contracts with a total contract value of $2 billion.

These contracts have potentially provided 539 employment opportunities. Currently there are 56 active

contracts providing 156 employment opportunities. The Program employs a further 183 apprentices,
some but not all on contracts governed by the Policy.
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What Did We Do?
We examined agencies'implementation of the Policy and whether Policy implementation was reviewed

and improved where necessary.

Our objective was to determine if government agencies met the objectives of the Priority Start
Building policy and the Industry Training Program for the employment of apprentices and trainees
through government infrastructure and building construction contracts.

Specifically we asked:

Do all government works contracts above the $300 000 labour component threshold apply Policy or

Program requirements and employ apprentices and trainees as required?

Are Policy and Program requirements implemented consistently?

Are the required number of apprentices and trainees employed for the duration of government
works contracts?

Are mechanisms for encouraging the employment of apprentices and trainees on government
works contracts reviewed and improved when necessary?

We examined Policy administration in the DTWD. We tested implementation of the Policy by the three

agencies responsible for works contracts and by a selection of government trading enterprises:

Department of Housing

the Transport portfolio including Main Roads WA, Public Transport Authority and Department of
Transport

Department of Treasury and Finance including Building Management and Works, and Strategic
Projects

Geraldton Port Authority

Regional Power Corporation (Horizon Power)

Water Corporation.

We interviewed staff and examined documents in all agencies. We tested documents and records for 58

contracts to which the Policy applied. The total value of these contracts was $540 million.

The audit was conducted in accordance with Australian Auditing and Assurance Standards.
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What Did We Find?
Agencies applied the Policy to many different types of construction. In 2009-10, for example, we found

the Policy applied to:

the construction and refurbishment of schools and colleges, prisons, medical and sporting facilities

(BMW)

civil construction such as roads, bridges, stations, depots, wharves and jetties (Transport)

dwellings (Department of Housing)

dams, pump stations and pipelines (Water Corporation)

a major strategic project (the State Rehabilitation Centre at Fiona Stanley Hospital DTF Strategic

Projects).

We note that, under its Act, the Water Corporation is not obliged to apply the Policy, but has adopted

an internal policy with similar intentions to create training opportunities and a skilled workforce in their

sector.

The Policy did not apply in some circumstances. We found:

Geraldton Port Authority advised it had no construction contracts within the Policy's scope during

2009-10. Infrastructure and buildings were constructed on port land by leaseholders for their own

use

Horizon Power advised that 11 construction contracts during 2009-10 related to the construction or

maintenance of network assets such as power poles and generating equipment where apprentices

were not permitted on site

the redevelopment of the Joondalup Health Campus (DTF Strategic Projects) is a public private

partnership. The contract defines the procurement as "not a public work" and not regulated by
state legislation or government policy, "including the requirement to engage apprentices': We were

advised that the head contractor was employing apprentices on the project.

While we noted the above instances where the Policy was not applied, we also noted an instance where

an opportunity to provide apprenticeships was taken up in another way:

DTWD advised that, in general, the Policy does not apply to panel contracts. However, in 2009 the

Department of Housing awarded a panel contract that required 20 per cent of the contract value to

be spent on the employment and training of local indigenous workers.
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Agencies were not consistent in their implementation of the Policy so there was
no assurance that employment opportunities were provided to an estimated 141
apprentices
There were deficiencies in how agencies applied the Policy to contracts and in DTWD's follow-up of
non-compliance. Proper procedures were followed at all stages for only three of 58 contracts examined.

DTWD cannot provide assurance that head contractors offered employment opportunities to an
estimated 141 apprentices.

The Policy was not applied to five contracts. Three were awarded by Horizon Power. Horizon Power

advised that it had not developed appropriate procedures to apply the Policy.

The Policy details a number of activities required to ensure objectives are met. Different agencies are

responsible for different steps in the process. We identified five key steps (Figure 1) where failure to

carry out an activity increases the risk of a contract not meeting Policy objectives.

1

Works agency

awards contract

to tenderer

with current

registration

4

2

Works agency

includes Policy

requirements

in contract,

specifying an

agreed number

of apprentices

4

3

Works agency

advises DTWD

or DTF which

registers

contract

4

4

Works agency

requires

contractor to

employ or host

the agreed

number of

apprentices

4

5

Head

contractor

employs

required

number of

apprentices

for duration of

contract

Figure 1: Key steps agencies must take to meet the Priority Start Building policy's objectives

Failure to carry out any one step increases the likelihood that there will be failure at following steps and reduces
assurance that apprentices are being provided with employment.

Under the Policy:

head contractors must:

o register with DTWD

o provide employment opportunities to a specified number of apprentices for the duration of
contracts

o advise DTWD which apprentices are employed
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agencies must:

o include Policy requirements in their tender and contract documents

o ensure successful tenderers are registered with DTWD

o advise DTWD of contracts

DTWD must:

o register eligible contractors

o approve head contractors' nomination of apprentices

o monitor Policy compliance

o record all compliance data.

Agencies awarded five contracts without ensuring that head contractors had current
registration with the Department of Training and Workforce Development

Four agencies awarded five contracts without ensuring that the head contractors had current
registration with DTWD.These contractors did not have to supply evidence that they, or a sub-contractor,

employed at least one apprentice in the preceding year. Agencies are not rewarding contractors who

employ apprentices. DTWD has no way of knowing if employment opportunities were provided to five

apprentices.

Of the five contracts:

two were awarded where agencies' tender conditions did not require registration

three were awarded to contractors without current registration. Agencies may not have known
whether these registrations had expired before awarding the contracts. We noted that DTWD's
internet enquiry portal, used by agencies to verify registrations, did not show whether a registration

was current or expired.

Nineteen contracts did not require contractors to employ an appropriate number of
apprentices

Works agencies awarded 19 contracts that did not require contractors to employ an appropriate
number of apprentices. This makes it difficult to enforce compliance with the Policy. We estimate that

14 employment opportunities may have been lost. We found:

nine contracts did not require contractors to comply with the Policy. Contractors were not asked to

provide employment to any apprentices

five contracts required contractors to comply with the Policy but did not specify how many
apprentices should be employed

five contracts specified a number of apprentices that was not aligned with the Policy. While four
contracts overstated the number of apprentices, the fifth understated it.
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Not all contracts were correctly recorded on the Priority Start database

The Policy requires agencies to advise DTWD when they award eligible contracts. DTWD is responsible

for recording the contracts. We found:

agencies did not advise DTWD when 22 contracts were awarded

DTWD did not record three contracts for which it had been sent advice.

Because contracts were not recorded on DTWD's Priority Start database, DTWD has no way of knowing

if contractors provided employment opportunities to an estimated 68 apprentices. DTWD requires
a complete record of contracts to monitor head contractors' compliance, including the names of
apprentices to be employed.

We also found seven contracts that appeared on both DTWD's Priority Start database and DTF's
Program register. This creates a risk that contractors will be approached by two agencies with different

requirements.

The Department of Training and Workforce Development did not adequately follow up
head contractors and the Department of Treasury and Finance when they did not provide
acceptable plans

Head contractors are required, within four weeks of contract award, to provide to DTWD the names

of apprentices they will employ. Seventeen of 27 contractors whose projects were recorded by
DTWD submitted plans that were overdue or inadequate. DTWD did not follow these up in a timely
way. If contractors' plans are not approved early in the contract, DTWD cannot then monitor whether

apprentices are employed for the duration of the contract. Forty-nine nominations were affected.

Specifically:

DTWD did not adequately follow up 13 plans that were not received or were received late. Of the 13:

o four plans were approved after the contract had ended

o three plans were approved less than six weeks before contracts ended.

DTWD did not promptly follow up four plans where fewer apprentices were named than was
required or where nominated employees were not eligible. Employees cannot be nominated for
more than one contract at a time.

DTF is required to submit to DTWD a list of apprentices employed by the Program at 30 June each year.

DTF did not provide DTWD with the 30 June 2009 list. DTWD did not adequately follow up the non-
compliance.

The agreement between DTWD and DTF requires DTF to provide apprentices' names to DTWD as
evidence that the Program is meeting Policy requirements. These names also allow DTWD to check

that apprentices are not nominated for more than one contract at a time. Not having the names means

DTWD could not check five additional employment opportunities.
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The Department of Training and Workforce Development did not check whether the
required number of apprentices was employed for the duration of each contract

DTWD did not monitor the employment of apprentices. The Policy requires specified numbers of
apprentices to be employed for the duration of contracts. If contractors or their sub-contractors do not

replace apprentices who complete their apprenticeships or change employers, others may miss out on

an employment opportunity. We found, in 2009-10:

there was no record of DTWD monitoring to ensure apprentices were employed for the duration of

contracts. This could have been done through checks of apprenticeship records or site visits

when assessing training plans provided by contractors, DTWD did not identify apprenticeships
ending before contract completion dates. This would have enabled it to schedule compliance
checks and ensure the apprentices were being replaced. We found four contracts where nominated

apprentices were scheduled to complete their apprenticeships before contract completion. Five
employment opportunities may have been lost.

Oversight and review of the Policy was poor
DTWD does not routinely monitor the Policy's implementation or assess its effectiveness. Without
adequate monitoring and review, flaws in the Policy and its operation may not be identified and
addressed. DTWD needs reliable evidence to support decisions about the Policy and whether it is
achieving its objectives.

DTWD does not adequately monitor the Policy's implementation. Specifically, it does not:

check that data on the Priority Start database are correctly entered and maintained. We found
inaccuracies, gaps and inconsistencies in the information recorded. DTWD's use of the database to

generate correspondence and track compliance monitoring is inefficient. It cannot automatically

generate reliable management reports

make use of the Priority Start database to monitor compliance. DTWD established a database
that allows it to identify, schedule and report on activities such as following up overdue plans and

checking if apprentices who have completed their apprenticeships were replaced. DTWD did not

use this monitoring function during 2009-10

routinely extract and analyse data from the Priority Start database or from Program reports provided

by DTF. DTWD does not have evidence to assess the efficiency and effectiveness of the Policy and

support decisions about its administration.

The then Department of Education and Training (DET) reviewed the Policy in January 2009, 18 months

after it was introduced. DET concluded that, overall, stakeholders were supportive of the Policy but did

not believe the Policy had increased the engagement of apprentices and trainees.
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We found the review did not address issues DET had identified as adversely affecting Policy
implementation. These were:

more complex contracting arrangements

labour and contractor shortages.

It also did not consider:

the level of compliance with Policy requirements by agencies, contractors and DET itself

similar policies in other jurisdictions

the cost of implementing the Policy.

We note that while the Policy directs DTWD to review the Policy's effectiveness, it does not specify when

or how reviews should be carried out. It does not define effectiveness and does not include measurable

outcomes.

DET revised the Policy following the 2009 review. The most substantial change was the introduction

of agency training arrangements such as the Program. The revised Policy was implemented in March

2010.

The review identified issues with the Policy's operation. Some of these were addressed in the revised

Policy, but others were not. DET did not document why these issues were not addressed.
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