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Division 39: Office of the Auditor General, $17 536 000 � 

Mr V.A. Catania, Chairman. 

Mr T.R. Buswell, Treasurer. 

Mr C. Murphy, Auditor General. 

Ms S. Godfrey, Assistant Auditor General, Strategy, Policy and Corporate Services. 

[Witnesses introduced.] 

The CHAIRMAN: I give the call to the member for Victoria Park. 

Mr B.S. WYATT: My first question is about the three per cent efficiency dividend under the subheading 
�Reduce Financial Audit Coverage and Costs�. Can the Treasurer provide a bit of information on the extent of 
the reduction in the financial audit coverage by the Auditor General? 

Mr T.R. BUSWELL: I thank the member for the question. I am happy to ask the Auditor General to provide his 
views to the committee on that matter. My understanding is that those views are well known publicly; indeed, 
the Auditor General has engaged in correspondence with me around that matter and I fully expect that we will 
engage in further dialogue around that matter. Rather than the member hear from me, I will ask the Auditor 
General to answer that specific question. 

Mr B.S. WYATT: That is much more preferable. 

Mr C. Murphy: I would be pleased to talk about that. 

Mr T.R. BUSWELL: Not too pleased! 

Mr C. Murphy: The implications of the three per cent efficiency dividend on the Office of the Auditor General 
present particular difficulties for us because financial audits are prescribed in legislation. The office is required 
to audit the accounts of every agency in government, and we do not have any scope to reduce that. Early in 
discussions about reductions in the budget of the office, we contemplated whether it would be possible to use a 
provision in the legislation to avoid doing some smaller low-risk audits. For a number of reasons we are not 
planning to proceed with that as a major savings initiative. We will therefore probably be looking to other areas 
to reduce the budget to accommodate the three per cent efficiency dividend. 

If I could amplify that, the difficulty that I face with the efficiency dividend is that 75 per cent of the resources of 
the office go to financial audits that are prescribed in legislation, and I have very limited discretion over that 
activity. I have complete discretion over the other 25 per cent of resources that go to performance auditing. It is 
therefore relatively easy for me to reduce the performance audit reporting, subject to staff attrition and other 
issues, and at this stage I believe that is likely to be the area that is most impacted by the three per cent saving. 

Mr B.S. WYATT: I have a further question through the Treasurer to follow up on the point the Auditor General 
made about 25 per cent of the time being spent doing performance auditing and that being a discretionary part of 
his work. Do all departments get a performance audit? 

Mr C. Murphy: No, not at all. 

Mr B.S. WYATT: Through the Treasurer, can the Auditor General outline the sorts of departments that do? 

Mr C. Murphy: I believe those questions should be addressed to me rather than to the Treasurer. 

The CHAIRMAN: No, they have to go through the Treasurer. 

Mr B.S. WYATT: Yes, through the Treasurer to you, Mr Murphy. 

Mr C. Murphy: Fine. The financial audits involve a significant amount of resources, which involves going 
through and auditing the accounts of the agencies, looking at their controls and looking at their performance 
indicators. They result in one or two reports a year. They provide significant information and feedback to the 
agencies about financial management issues, but relatively limited reporting to Parliament. The specific reports 
that we do into the performance of government agencies and their compliance with legislative and other 
requirements, such as the one we tabled last week on emergency services, are the ones that take up 25 per cent of 
our work and are generally of considerable interest to Parliament. I have observed that there is more interest and 
more comment on those performance audits in the Parliament than there is generally on the bulk of our work, 
which is directed to financial audits. That is why I believe it is a concern if I need to significantly reduce the 
extent of performance auditing. 
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Mr B.S. WYATT: Through the Treasurer, I have a further question: what will be the reduced number of 
performance audits in the next financial year at the very least or, if the Auditor General can say, over the full 
estimates? 

Mr C. Murphy: I can give an indication only because we will take whatever steps we can to achieve this saving. 

Mr B.S. WYATT: Yes, I understand. 

Mr C. Murphy: My indication is along the lines that our aim is to reduce the six larger performance audits a 
year. If the reduction is specifically in that area, we would reduce those six reports by two, which would be a 
third of our budget in that area. If the reduction is applied to our compliance audit, which produces more but 
smaller audit reports�about 10 reports a year�it would be reduced by half. It would therefore reduce those 
reports by five. That is an indication of the magnitude of the reduction. However, we still need to put in a lot of 
effort to achieve a way of applying those reductions. 

Mr B.S. WYATT: Again through the Treasurer, I have a further question: coming back to the non-discretionary 
part of the Auditor General�s job, being the financial audits required by legislation, through the three per cent 
efficiency dividend the Auditor General has somehow managed to reduce the non-discretionary part of his job; is 
that how I read that? 

Mr C. Murphy: No, we have not. That proposal has been put into the budget papers. It is not something that I 
have put into the budget papers. 

Ms R. SAFFIOTI: I have a further question to clarify that. The components of the three per cent efficiency 
dividend are therefore figures and components put into the budget papers by Treasury and have not been adopted 
or confirmed by the Office of the Auditor General. 

Mr T.R. BUSWELL: A point to note in respect of those specific items�the Auditor General can provide some 
follow-up information on this�is that those individual items were provided � 

Mr B.S. WYATT: Under the three per cent efficiency dividend? 

Mr T.R. BUSWELL: Yes; I am looking at page 507. The information was provided by the Auditor General�s 
office to the Department of Treasury and Finance as suggested areas�I think that is the term I could use�that 
may be looked at to apply the three per cent efficiency dividend. I think the point made is that the Auditor 
General made those suggestions and no further correspondence was entered into, which is probably the most 
polite way of putting it. 

Mr C. Murphy: That is correct. 

Mr T.R. BUSWELL: I just wanted to clarify that. These figures were not plucked out of the air by Treasury. 
They were suggestions made to Treasury, albeit reluctantly, I suggest, based on the Auditor General�s comments 
so far. I will now, therefore, ask the Auditor General to provide some additional information around those 
figures. 

The CHAIRMAN: I will vacate the chair now at 6.00 pm and we will resume at 7.00 pm. 

Mr B.S. WYATT: Remember what you were thinking there now, Mr Murphy! 

Mr C. Murphy: That is fine! 

Meeting suspended from 6.00 to 7.00 pm 
[Mr M.W. Sutherland took the chair.] 

The CHAIRMAN: The member for West Swan�s question was the last question. Was that answered? 

Mr B.S. WYATT: The Auditor General was about to answer. 

Mr C. Murphy: Essentially, I can confirm the Treasurer�s response. We put some ideas, suggestions and 
options to Treasury in January as part of the budget process and there was no further discussion on that matter. 
There are a number of reasons that reductions of that magnitude cannot be made to our financial audit program, 
one of which is simply the passage of time. 

Mr B.S. WYATT: That is $271 000? 

Mr C. Murphy: That is correct. Many of our audits for the current financial year are substantially in progress 
and are nearly completed. Those contracts have been let, or the work has been done. I have also had discussions 
with my peer Auditors General about the prospect of not doing financial audits with parliamentary committees, 
and I have not received any favourable feedback about the prospect of not doing financial audits. Essentially, 
every other jurisdiction in Australia has a mandatory requirement for all entities to be audited every year. It 
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would be a very serious step to take to start not doing audits in the Western Australian jurisdiction. For that 
reason, I am pursuing reductions in other parts of the office. 

Mr B.S. WYATT: Following on from the fact that the Auditor General has made the point that financial audits 
are set out in legislation, I note that in his evidence on that point in the Legislative Council�s estimates process, 
he questioned the legality of making those cuts. He had written to the Department of Treasury and Finance. Did 
the Department of Treasury and Finance answer his question on that point of legality? 

Mr T.R. BUSWELL: Before I ask the Auditor General to answer, I want to make another point. I think that the 
Auditor General has raised some concerns about the application of the three per cent efficiency dividend. I want 
to note for the record that the challenge for the government was that the three per cent efficiency dividend policy 
was inherited from the previous government. We have attempted to implement it. It is important that that is 
noted for the record; if this is an issue, it is not one that had been identified by the previous government, but if it 
had, it was ignored. That is an important point of fact; notwithstanding that, I am happy for the Auditor General 
to continue with the answer to that question. 

Mr B.S. WYATT: That may be the case, but the member for Vasse is the Treasurer of the day, and he has to 
wear the responsibility for implementing it. 

Mr T.R. BUSWELL: I will happily do that. 

Ms R. SAFFIOTI: I would like to make a further point to that. 

Mr T.R. BUSWELL: The Auditor General has not answered; I am happy for him not to answer, but I am also 
happy for him to answer. If the member wants to prevent him from answering, that is her call. 

Ms R. SAFFIOTI: I think the Treasurer does, but I do not. 

Mr C. Murphy: We questioned the legal authority in respect of the cuts that were made midyear 2008-09. 
Essentially, the Parliament had appropriated the budget. I do not respond to requests from either the government 
or the opposition; I receive my appropriation from the Parliament. I questioned the authority of anyone to 
interrupt the appropriation process midyear. That issue has essentially gone away; we have managed to achieve 
the savings. We had some fortuitous savings during the year. The legality issue was not resolved to my 
satisfaction, but it went away and there is no real need to raise it again. There is no question about the legality 
issue in future years. My appropriation comes from the Parliament and I will endeavour to live within whatever 
appropriation the Parliament gives me through the budgetary process. I am absolutely not challenging the 
legality of reductions of amounts appropriated by the Parliament through the budget process. 

Ms R. SAFFIOTI: The Auditor General�s situation now is that, unless the Treasurer reverses his decision to 
make those cuts�it was the government�s decision to cut the appropriation for the Auditor General by three per 
cent�there will be two fewer performance audits and five fewer compliance audits carried out this year. 

Mr C. Murphy: They were alternatives and indicative. If we were to make all of the reductions in the 
compliance audit area, it would result in five fewer compliance reports. If we were to make all of the reductions 
in the performance audit area, it would result in two fewer performance audits. They were the alternatives. The 
likely outcome is a mix of the two, and there may be other savings that we can make across the office; I am 
certainly hopeful that we can. I am really trying to give an indication of the likely magnitude, but it is probably 
correct to say that it is likely to result in a reduction in the number of performance audit reports to Parliament. It 
is very difficult to quantify the level of that reduction with any precision. 

Mr B.S. WYATT: I refer to the second dot point on page 508 of the Budget Statements, under �Significant 
Issues Impacting the Agency�. The second sentence in that paragraph states � 

The implementation of these changes has the potential to affect the public sector�s control and reporting 
practices and by extension, the level of audit risk. 

I assume that the Auditor General�s concern is that the efficiency dividend will effectively be applied not to 
front-line people, but to backroom people, and that management controls of public moneys will suffer as a 
consequence. Am I interpreting that correctly? 

Mr C. Murphy: I do not at all question the government applying a three per cent efficiency dividend. Asking 
government agencies to try to find efficiencies and economies is very consistent with the role of my office. We 
do not question the fact that the government is asking agencies to find savings. The way in which those savings 
are implemented will be an issue that we will need to take into consideration when we do our planning for our 
audits. When we audit government agencies, we do a risk assessment at the commencement of the planning 
process and we look at a range of issues, including whether there have been changes in the entity, staff changes, 
structural changes, and external factors impacting on the agency. The way in which the efficiency dividend has 
been applied will be one of the risk factors that we examine. We have noted that the intention is for the 
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efficiency dividend to be targeted at areas that are not front-line. That could carry with it the risk that agencies 
will reduce areas that involve controls, reporting and other sorts of issues that provide checks and balances in the 
system. We will look to see how those economies and efficiencies have been implemented, and assess whether 
there are any risks as a result of that. 

Mr B.S. WYATT: Was the Auditor General or his office consulted about how the three per cent efficiency 
dividend should be applied to government? 

Mr C. Murphy: Not at all, and nor should we. We are not involved in any way in government policy matters. 

Mr B.S. WYATT: I have one more question. I refer to the fourth dot point on page 508. It refers to the royalties 
for regions program as a significant initiative. The Auditor General raised concerns over the transparency of 
governance arrangements supporting this strategy. In light of the points made in the two bullet points above 
concerning the three per cent efficiency dividend and the creation of new agencies that will presumably have an 
impact on the activity of the Auditor General�s office, is the Auditor General concerned that he will not be able 
to monitor the governance arrangements surrounding the allocation of royalties for regions funds as a result?  

[7.10 pm] 

Mr T.R. BUSWELL: I will make a quick comment firstly and then the Auditor General will provide his view. It 
is proper and reasonable for a comment such as appears at the fourth dot point in the Auditor General�s section 
to be in the budget papers. Clearly royalties for regions is a new program, clearly there is a significant amount of 
money flowing into and out of the royalties for regions fund and/or funds, and clearly there is a need to make 
sure that that is monitored.  

Mr B.S. WYATT: I am not disputing that.  

Mr T.R. BUSWELL: I will let the Auditor General make his comment.  

Mr B.S. WYATT: Just to clarify, the two bullet points above it flow into that bullet point. Does the Auditor 
General think he can do his job in respect to royalties for regions as a result of the two bullet points above?  

Mr C. Murphy: In every year there are specific initiatives that impact on audit risk, audit workload and audit 
priorities. We have outlined here a number of factors in the current environment. Changes to agencies have a 
very specific impact. If an entity winds up, a final audit has to be done, and if a new entity is created, there are 
specific audit costs associated with that. That creates a workload for us. Similarly, these other spending 
initiatives�both the federal stimulus package and the royalties for regions program�involve significant 
amounts of money. They would attract our attention by way of materiality. I have significant scope to determine 
where our audit effort and audit priorities go. I can direct priorities to these areas if they are seen as material and 
warranting attention. I admit that there are a large number of them in the current environment. It will be a 
challenge for us in the coming year, but we have already acknowledged that.  

Mr B.S. WYATT: Has the government considered the prospect of departments funding their own audits? It may 
already have happened, I do not know.  

Mr T.R. BUSWELL: That is a very interesting question. The Auditor General and I had a discussion about that 
following the earlier session. His view was that from the point of view of the financial audits, that was not 
something�sorry, they do fund total cost � 

Mr B.S. WYATT: Cost recovery from the departments? 

Mr T.R. BUSWELL: Seventy-five per cent of the total cost of the Auditor General�s department is covered, if I 
could use that term, by the financial audits. That money flows straight to the administered consolidated account. 
We had a conversation about performance audits and whether agencies paid for or were charged for those audits. 
At this stage, they are not charged. My advice from the Auditor General is that that would be in the vicinity of 
$4.5 million of additional income�if I can call it income; it is from one area of government into another. That is 
a matter that I do not have a view on. I think the Auditor General has a view�I will let him explain in a 
second�that it is not entirely appropriate. That may well be a matter that we will have further discussions on.  

Ms J.M. FREEMAN: Before we do that, can I get some clarification: where is it shown in the accounts that 
there is a charge? Does it go straight to consolidated revenue without going through the office?  

Mr T.R. BUSWELL: I am pretty keen for the Auditor General to express his view in relation to this matter; I 
am respectful of his office. On page 514, under �Details of Administered Transactions�, there is an item 
�Income�. Members will see that the income flows in as user charges and fees�audit fees. It then promptly 
flows out�I am assured very promptly by the Auditor General�as receipts paid into the consolidated account. 
That particular funding flow is brought to account there. I ask the Auditor General to elaborate on his views 
about charging for performance audits.  
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Mr C. Murphy: I will briefly discuss charging for financial audits. I am very strongly in favour of charging for 
financial audits. It creates an interesting tension and dialogue with agencies about how that cost can be reduced. 
There is also a disincentive: if the agencies do not produce quality and timely financial statements, the costs of 
the audit can go up and I can, and I do, charge additional fees for that. The rationale behind having those funds 
go into administered revenue and directly into the consolidated account, rather than coming to my office, really 
provides me with the ability to say to clients that there is no advantage to me in increasing fees because I have to 
negotiate with Treasury to recover any additional fees. Additional fees do not automatically flow to me. I need to 
apply for supplementary funding through Treasury. There is some advantage in charging because it creates that 
dynamic between our office and the agencies. There is some advantage in treating that as administered revenue 
so that my office does not have the incentive to increase fees.  

Having talked about financial audit fees, over which there is very limited discretion, the agencies and I know that 
each year an audit will happen and what the size of that audit will be. In contrast, performance audits can happen 
without warning and without notice. They can be relatively large. A large performance audit can be applied to a 
relatively small entity. Agencies would argue and complain that they have no capacity to anticipate or refuse an 
audit and that it would be quite a burden for them. The other part of the rationale for that is that performance 
audits can be over a single agency or a number of agencies. Typically, we try to capture good practice, poor 
practice and ordinary practice, and provide messages across the sector. There is an argument that that is a value 
that is provided to the Parliament and to the sector as a whole. Some of the agencies would argue that it is not a 
particular benefit to them at all.  

Mr A.J. WADDELL: I refer to page 509, �Outcomes and Key Effectiveness Indicators�, with a sense of irony 
really. I take it that that is a new key performance indicator. My question is whether the Treasurer would 
determine that to be an adequate KPI in that the only thing he would need to do to meet the KPI is table a piece 
of paper in Parliament. It does not indicate what the actual performance would be. Treasurer, is this an adequate 
KPI? Is it not replacing a previous KPI, or what approach has been taken here?  

Mr T.R. BUSWELL: Is the member referring to �Outcome: An informed Parliament on public sector 
accountability and performance�? 

Mr A.J. WADDELL: Yes. It is the only one.  

Mr T.R. BUSWELL: It is an interesting question, which I will get the Auditor General to provide some light 
on.  

Mr C. Murphy: Providing KPIs for an office such as mine is quite challenging. We have spent quite a bit of 
time trying to come up with improvements to our KPIs. On the particular outcome, �an informed Parliament on 
public sector accountability and performance�, our view was that that could be measured in terms of volume and 
coverage. The number of reports is in fact the volume. The other measure that we introduced was coverage, to 
see if we had coverage across the different ranges of government. That is one of our indicators. That is the 
reason we have made that change. I also point out that there is a requirement for me to get agreement to the 
change from the Under Treasurer. That is a legislative requirement. There is also a requirement for me to have 
that KPI audited by an external auditor who is appointed by the Treasurer. There is an external scrutiny of our 
own KPI.  

Mr A.J. WADDELL: Does it just measure the number of reports tabled, not the value of the information in 
those reports?  

Mr C. Murphy: Quite separately, we survey members of Parliament and ask them whether they value the 
information in those reports. We have put, and will continue to put, that information inside our annual report. 
One of the concerns I have is that surveys of that nature make it very, very difficult to ensure that we get a 
sufficient response rate to meet the rigorous requirements that apply to KPIs. This year we achieved a 45 per 
cent response rate, which is not bad and would meet the standard, but it is a concern to me. It is one of the 
reasons for changing to this measure.  

Mr A.J. WADDELL: I did not respond to the survey because I felt, as a new member of Parliament, that it was 
not appropriate; I was not able to assess the office. I am wondering whether there is scope for perhaps some 
members of the Parliament�s committees to have input into the satisfaction rates for reports handed down. The 
committees that delve into that level of detail rely a great deal upon the advice provided by the office.   

[7.20 pm] 

Mr T.R. BUSWELL: I am very happy for the Auditor General to carry on answering these questions. 

Mr C. Murphy: We will continue to serve all members of Parliament and to report on that in our annual report. 
We have no intention to change that, and we will also continue to have regular dialogue both with the Public 
Accounts Committee and the Standing Committee on Estimates and Financial Operations, both about our 
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prospective work plan and work that we have conducted. We engage in discussions with those committees, and 
sometimes other committees, about reporting to Parliament.  

The appropriation was recommended.  
 


