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Division 8:  Office of the Auditor General, $12 853 000 - 
Hon Barry House, Deputy Chairman. 

Hon Nick Griffiths, Minister for Housing and Works representing the Treasurer. 

Mr D. Pearson, Auditor General. 

Mr L. Johnstone, Manager, Financial and Administration Resources. 

[8.40 pm] 

The DEPUTY CHAIRMAN:  On behalf of the Legislative Council Estimates Committee, I welcome you to 
today’s hearing.  Government agencies and departments have an important role and duty in assisting Parliament 
to scrutinise the budget papers on behalf of the people of Western Australia.  The committee values that 
assistance. 

It will greatly assist Hansard if, when referring to the Budget Statements volumes or the consolidated fund 
estimates, members give the page number, item, program, amount, and so on in preface to their questions.  If 
supplementary information is to be provided, it is to be delivered to the committee’s clerk within five working 
days of receipt of the questions.  An example of the required Hansard style for the documents has been provided 
to your advisers.  The committee reminds agency representatives to respond to questions in a succinct manner 
and to limit the extent of personal observations. 

For the benefit of members and Hansard, I ask the minister to introduce his advisers to the committee, and for 
each adviser to please state their full name, contact address and the capacity in which they appear before the 
committee. 

At this time, I ask each of the witnesses whether they have read, understood and completed the “Information for 
Witnesses” form, and do the witnesses fully understand the meaning and effect of the provisions of that 
document? 

Mr PEARSON:  I do. 

Mr JOHNSTONE:  I do. 

The DEPUTY CHAIRMAN:  Does the minister want to say anything at the outset?  I particularly invite 
Mr Pearson, as an officer of the Parliament, to make an opening statement if he wishes.   

Hon NICK GRIFFITHS:  I understand I am here as a courtesy.  Mr Pearson is accountable to the Parliament and 
not accountable through me.  I will sit here and remain mute.   

Mr PEARSON:  Thank you, Mr Deputy Chairman, for the opportunity to brief the committee on the budget of 
the Office of the Auditor General for 2004-05.  Two or three things might be of interest to the committee in my 
introductory comments.  As Auditor General, I am grateful for the increase in baseline funding of $0.8 million 
for my office in the coming year.  As I noted in my annual report last year, things were getting pretty tight.  By 
the nature of an independent accountability office, we get caught up in the range of across-the-board cuts that 
apply in the public sector.  However, it is rare for us to get new policy proposals or a supplementation of 
funding.  Therefore, in that sense I am appreciative of the increase in baseline funding in the budget before the 
committee.  The other significant initiative in the budget is the extension of the charging of fees for the attest 
audits - the audits of financial statements and performance indicators - to encompass all agencies.  Until now, 
non budget dependent agencies have been subject to a real fee, but consolidated fund agencies have merely had a 
notional fee annotated.  The extension of fee charging increases the transparency of the fee and brings it more 
into focus.  It imposes a rigour on not only my office, but also the agencies in terms of problems with their 
financial statements or performance indicators.  There is a mutual incentive for people to work with us to get 
them right.  Finally, the check for the Parliament is that the funds do not come to the office; they go to the 
consolidated fund and are oversighted by Treasury, to keep the office honest.   

To go a bit more broadly into the significant issues affecting the office, two key developments will impact on the 
public sector in the next couple of years.  One is the implementation of the international financial reporting 
framework, which comes into full effect from 1 July 2005.  The implication of that, however, is that the sector 
must begin working on it with effect from 1 July this year, in areas such as determining the fair value of assets.  
During the 2004-05 year - we are still working through this with the Department of Treasury and Finance - in 
one sense agencies will be required to keep almost what amounts to a dual set of books; one will be in 
accordance with the current Australian accounting standards, and the second set will be based on the 
international standards.  That will require a degree of added effort by both agencies and my office in the routine 
annual audit process.  The second area is the financial reform initiatives the Government is initiating with the 
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corporate services cluster arrangements.  That begins to take effect in the 2004-05 financial year.  I think I have 
said to this committee before that auditors like continuity and no change, because that gives us a firmer basis on 
which to work forward.  When corporate services are being changed and converged down to five clusters, that 
involves a fundamental change in systems and procedures across all the agencies we audit.  That requires us to 
go back to basics and re-establish the framework within which we audit.  That is a significant challenge that will 
impact on us during the current year.   

A further area I will just touch on is to remind the committee of the nature of the audit task.  In illustrative terms, 
the staff of my office comprises just under 100 people and the public sector we audit comprises about 100 000 
people.  It is quite a task, and we use established methodologies for both our financial statement audits and our 
examinations.  We apply the Australian accounting and auditing standards, but we complement that with a 
degree of analysis and the application of materiality and judgments about significance.  I remind members at the 
outset that an audit can provide only reasonable assurance about the outcome or the conclusions reached.  It does 
not provide conclusive and absolute evidence at the end, so it is very much a judgment call.   

The last thing I will touch on is the broader implications facing the office.  As has been noted in the issues 
impacting our operations, the community expectations of accountability are such that we have noted a 24 per 
cent increase in approaches to my office from members of Parliament and the public, drawing accountability 
matters to our attention and requesting that we look at them.  Clearly, we do not have the resources, nor is it 
always appropriate for us, to look at everything, but we try to take on board representations made to us to see 
whether we can pick them up as part of our audit process.  That has been compounded in more recent times by 
the public interest disclosure legislation that came into effect in July last year.  While initially we did not receive 
a lot of approaches under that legislation, we now have four current disclosures that meet the tests of the 
legislation, and we are considering them.  It is also noted in the budget papers that such cases can have very 
significant resource implications.  We have noted one that, at the time of preparing these papers, was estimated 
to involve in the order of $100 000 worth of resources from my office.  I will leave my introductory comments at 
that.  

Hon GEORGE CASH:  Members of the committee will be aware that the reason the Auditor General is invited 
each year is not only to discuss his own budget, but also to offer the committee any advice he may wish about 
the committee’s oversight role of government agencies generally.  Rather than my asking specific questions - I 
am aware that some of my colleagues have specific questions - I indicate that the object of inviting the Auditor 
General to tonight’s hearing is to provide the Auditor General with a forum in the Parliament in which to raise 
any issue that he might see as relevant.  He has already done that, in part, in his opening comments.   

I will just make the additional comment that I was also pleased to see the increase in the Auditor General’s 
budget this year.  In past years the Auditor General has mentioned to the committee the pressures that have been 
on his office.  However, it is also interesting to see in the Auditor General’s notes that are within the budget 
documents the point that he has just made; that is, that one inquiry alone about the Public Interest Disclosure Act 
2003 is likely to cost his office $100 000, which is about one-eighth of his proposed increase.  That is obviously 
having a significant effect, and we will have to monitor that as time goes by to make sure that that does not get 
out of control, so to speak.  Mr Deputy Chairman, I am happy for any other colleagues to raise any issues they 
may wish to raise. 

[8.50 pm] 

The DEPUTY CHAIRMAN:  Mr Pearson, do you have any comment on the issues raised by Hon George Cash? 

Mr PEARSON:  One point of clarification that I should make is that the impact of public interest disclosures has 
already been recognised.  Although we do not have a final arrangement, there is a recognition that that is an 
indeterminate amount, and that will be kept under review in the first few years. 

Hon GEORGE CASH:  You will recoup, so to speak. 

Mr PEARSON:  Yes.  That is very much envisaged, so I should also be appreciative of that arrangement. 

Hon ED DERMER:  I will take the opportunity to ask Mr Pearson some specific questions arising from the 
Budget Statements.  Initially, I refer to page 182, which includes the list of major achievements for 2003-04.  In 
the last dot point, I was encouraged to read about the report that - 

. . . highlighted 16 agencies that were exemplars of better practice for the supporting working papers, 
timeliness and quality of their financial statements and performance indicators. 

I am interested to learn in what ways the Auditor General has used these exemplary agencies as a model to raise 
the standards in other agencies.   
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Mr PEARSON:  The primary way has been to name those agencies in my “Report on Ministerial Portfolios at 
November 25, 2003”, which was tabled in December last year.  That has been the primary way to give them 
public recognition.  The second level was at the principal accounting officers forum that the Department of 
Treasury and Finance and my office hosted in the past month, at which we again heralded those agencies as 
reference points for good practice.  Less formally, we draw the existence of those agencies to the attention of 
other agencies that have a way to go in lifting their standards. 

Hon ED DERMER:  Have the particular standards that those agencies have achieved provided the model for 
your officers to encourage the adoption of in other agencies? 

Mr PEARSON:  It is very much more a model of practice.  To be fair, the model already exists in the model 
financial statements put out each year by the Department of Treasury and Finance.  It is basic accounting and 
administrative practice to compile working papers.  The issue that I have made something of over a number of 
years is just the basic failure of agencies, for a variety of reasons, to not recognise that model and to not carry out 
prudent management practice.  The reason that I was so supportive of these agencies when we realised that they 
had performed and decided to give them recognition is that basically they were probably the most efficient 
because they were getting it right the first time. 

Hon ED DERMER:  I thank the Auditor General for that.  The other matter that I wanted to raise was mentioned 
by the Auditor General in his opening comments.  I was interested to read under the listing of significant issues 
and trends on page 179 about the application of internationally based financial reporting standards.  My first 
intention was to ask the Auditor General what work had been done in preparing agencies for this transition.  I did 
note the Auditor General’s comments about running a dual system for this coming financial year as part of the 
transition or passing of the baton, so to speak.  Therefore, that makes sense.  I am interested to learn anything 
further you might be able to tell us about preparation.   

Mr PEARSON:  Again, this is an area for which the primary responsibility rests with the Department of Treasury 
and Finance to foster.  However, my office has worked closely and in liaison with that department over the past 
12 months in this respect.  Probably the highlight of my office’s contribution was that, in consultation with other 
audit offices, in particular the Queensland Audit Office, we were able to issue a check list to agencies in calendar 
2003 to forewarn them of the sorts of things they would need to think about and begin work on.  Again, it was an 
issue that was addressed in the recent principal accounting officers forum to help agencies address it.  A 
complicating factor is that a number of the international standards have not yet been finalised.  Exposure drafts 
have been released and debate is occurring, but part of the challenge is that the Australian Financial Reporting 
Council determined that the date of implementation was 1 July 2005.  Australia, as a nation, has decided to push 
it, so it does require a degree of concurrent work and agencies to begin preparation, with an element of 
uncertainty about the final requirements.   

Hon ED DERMER:  The dual system, which will be in 2004-05, is a couple of weeks away from commencing. 

Mr PEARSON:  That is correct. 

Hon ED DERMER:  Yet you are still waiting for the finalisation of the international standards.   

Mr PEARSON:  Yes, for some.  They are being scheduled so that the ones that deal with, for instance, fair value 
of assets are either final or almost final, so that come 1 July, when people are supposed to make that judgment, 
they have firm guidance.  However, it is very much a real time development issue, and naturally that worries us.  
As an auditor, we prefer stability and more time for preparation.  

Hon ED DERMER:  Have you been given an indication of when the international standards may be finalised?   

Mr PEARSON:  There are indications, and I surmise that it will be very tight.  It is an extreme practice of the 
“just in time” principle.   

Hon ED DERMER:  Good luck with that.   

Hon PETER FOSS:  I have a slightly strange question.  You were appointed under the State Records Act as one 
of the State’s records commissioners.  Has that worked now that you have had a bit of a chance to look at it?  Do 
you think that the set-up is an effective one, and is it consistent with your role as an officer of the Parliament?   

Mr PEARSON:  I will answer the question with 50c each way.  From my perspective, the answer is in the 
affirmative.  I think it has worked.  It has been positive.  My colleagues the Information Commissioner and the 
Ombudsman speak for themselves, but its complementary benefit is that it has provided a forum whereby we 
work more closely and have a better appreciation.  If I bring it back to my core responsibilities, the issue was 
raised when my office selected records management as a topic for a control and compliance audit.  One 
consideration that was put to me was whether it involved a conflict of interest or whatever.  I appreciate that 
there is opportunity here to declare my judgment.  
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Hon PETER FOSS:  I would make a note of that person’s name!   

Mr PEARSON:  I am just being open with my judgment on that.  My response was that it was a good point to 
raise.  However, the Parliament consciously decided to appoint the Auditor General as State Records 
Commissioner and I saw it as a complementary enough role that did not impede my independence.  Equally, I 
did not feel that I was using my role as Auditor General to be an inappropriate advocate for the State Records 
Act.  I thought the objects were very complementary. 

Hon PETER FOSS:  Do you think the fact that there are three officers who are totally independent works as a 
system of ensuring that further independence functions properly?   

Mr PEARSON:  That is my judgment and I feel that very much so.   

Hon ED DERMER:  I return to the significant issues and trends on page 179.  The dot point at the bottom of 
page 179 continues on page 180.  It describes an improvement on previous years in agency compliance with 
statutory deadlines for submitting financial statements and performances indicators to audit in the 2003 audit 
cycle, and it states the positive expectation that the improvement will be consolidated in the 2004 audit cycle.  I 
am interested to learn more about what factors have led to this improvement.  

[9.00 pm] 

Mr PEARSON:  From my perspective there are two discernible factors.  The first is that I have observed over 
time that because of the scale and magnitude of the Western Australian public sector it takes about three years to 
achieve and consolidate any fundamental change.  When I say that, I am thinking of things such as the 
introduction of accrual accounting and other major machinery of government changes.  That is one area that I 
believe contributes significantly to the expectation that in 2003-04 we will achieve good gains.  The second 
factor is that I have taken a somewhat assertive management approach within my office whereby I am not 
depreciating the value of the annual attest audit of financial statements and performance indicators, but I am 
pushing my staff to capitalise on the history and experience that we have in doing the external audit, to 
consolidate and build on that, and to achieve earlier reporting.  To be honest, I suppose I am pushing my staff for 
earlier entrance interviews to start the audits with agencies and to set the terms of reference for the audits, and 
for earlier interim management letters so that if we find problems during the interim audit it is put on the record 
and the agency gets a chance to address it before we come to the financial statements.   

Hon ED DERMER:  So the feedback to the agency in that sense kicks in at an earlier time? 

Mr PEARSON:  Yes.  It is giving the agency more of an opportunity to address it in a timely fashion and is 
bringing forward the reporting line.   

Hon BRUCE DONALDSON:  I refer to page 183, major initiatives for 2004-05, which indicates that you will be 
tabling 10 reports.  It indicates also that, with an emphasis on earlier completion, you will be auditing the 
financial statements, controls and performance indicators of 37 government departments; 135 statutory 
authorities and corporate bodies; 38 request, subsidiary and cemetery audits; and the Treasurer’s annual 
statements and the consolidated financial statements for whole of government with reporting dates of 31 
December 2003 and 30 June 2004.  You have welcomed the additional funding.  Page 182 indicates that the 
number of full-time equivalents was estimated to be 98 in 2003-04, and that the target for 2004-05 is 100.  That 
is only two additional staff members.  How will you be able to manage that task with that very small increase in 
staff?  Is it because you contract out some of the services?  Is that the reason for the figure of $3.5 million for 
supplies and services at page 185? 

Mr PEARSON: Yes.  A significant part of that amount - about two-thirds - is for audit contractors, whether that 
be by contracting in firms, or contracting in individuals, to work on the doing the audit.  The projected FTE of 
100 is probably a conservative figure.  However, because our operation is solely an audit operation, and because 
the vast majority of the agencies have a 30 June balance date, we have a significant peak in demand, so our head 
count from July to October can be quite high, but when it is reduced to an FTE number, it may be a much 
smaller number.  I would have to say on reflection that an increase of two is probably conservative.  It might spin 
out to four or six.  Another side of trying to bring forward opinions involves putting a lot more effort into the 
planning stage and being analytical so that we are far more focused when we go in and do our field work.  In that 
sense we are probably using a higher level and quality of resource earlier and not the numbers later.   

Hon LOUISE PRATT:  Under major initiatives six single topic reports are listed to be done this year.  Since I 
have been a member, I have often had the opportunity to take an interest in the reports that have been tabled.  
The paragraph states that the examination is of issues that have been identified as matters of significance.  I was 
just wondering how the Auditor General goes about deciding what are matters of significance and keeping his 
ear to the ground generally. 



Extract from Hansard 
[COUNCIL - Wednesday, 9 June 2004] 

 p632b-637a 
Hon Nick Griffiths; Deputy Chairman; Hon George Cash; Hon Ed Dermer; Hon Peter Foss; Hon Bruce 

Donaldson; Hon Louise Pratt; Hon Norman Moore; Hon Ray Halligan 

 [5] 

Mr PEARSON:  Unfortunately it is a very inexact science, but matters of significance are the more significant or 
exceptional issues noted during the course of the examinations.  I cannot readily classify them for the member as 
involving so many dollars or whatever, but fundamentally it comes back to the point that when we do a 
performance examination or a financial statement audit, we are driven by criteria, such as what is the standard or 
reference one would use, and then we match what we see on the ground with those standards or criteria.  Where 
there are significant or material departures from what should occur or what the standards or rules prescribe, that 
is the first trigger to identifying matters of significance.  In practical terms, with the six stand alone reports, the 
matters of significance are normally the six or eight dot points at the head of the executive summary that distil 
the key issues that we see as warranting Parliament’s attention, and then the rest of the report elaborates on 
those. 

Hon NORMAN MOORE:  I read with some interest your report into Rottnest “Turning the Tide: The Business 
Sustainability of the Rottnest Island Authority”.  I have also read the executive summary and part of the report of 
the Rottnest Island Taskforce set up by the Government.  I want to quote a bit from the executive summary of 
the task force report and seek your comments.  I have obviously selected a quote from it because otherwise it 
would take all night.  It refers to the Auditor General’s report and reads -  

Its findings were that $50 million over five years would be required . . .  

The report said that, without urgent attention, the Rottnest Island Authority “will be left with little 
choice but to reconsider public access and the use of the Island.” 

The Taskforce has investigated the infrastructure needs on the Island for the utilities, accommodation, 
heritage, and environmental management . . .  But the picture is not as bad as has been painted. . . .  The 
Taskforce did not find any need to consider restricting public access or use of the Island. 

Which is right, your audit or the task force report? 

Mr PEARSON:  I am in a difficult position.  I would hope that they are both right.  The issue from my 
perspective is that at the time we did the audit and identified and reported on the issues, we felt we had evidence.  
As part of our procedural fairness, the authority and government were consulted on that and nobody disputed the 
fact.  The task force has done substantial additional work since our review.  It has sought additional expert 
advice and, as I read its report, has explored a range of alternative means of addressing the issue.  I do not intend 
to do an audit of the task force report, but one of the things I would look at when I did my routine follow-up 
review in about two to three years time would be to follow through from the conclusion of the recommendations 
that we made when we looked at it in October and November last year to see what has happened. 

One observation I make is that the task force recommends a range of matters in terms of timing and means of 
addressing issues.  These are the sort of things that concern us in an audit.  Matters that come to mind are gas 
reticulation and water and sewerage.  As auditors, we act on the information available at the time; we query it, 
and draw it to people’s attention.  To me, the ultimate test will be when the professionals evaluate the reports and 
what they do in relation to them.  An aspect I can read into the task force report is that either it has had further 
advice on the health and safety issues and a greater assurance that longer lead times are involved, or it has 
received alternative ways of addressing the matters.  At the point of audit, we effectively stop at the point of 
saying there is an issue.   

[9.10 pm] 

Hon RAY HALLIGAN:  I am thankful that Mr Pearson has this additional money available.  Considering that he 
is here for the benefit of Parliament, and at the creation of Parliament, it seems appropriate that he should 
possibly be funded through Parliament; that is, he could then negotiate with us, and members could determine, 
through the Auditor General, what is required.  I have some very gave concerns.  Before I go into them, would 
Mr Pearson be good enough to reconfirm that he audits neither the budget papers nor the output performance 
measures within the budget papers? 

Mr PEARSON:  I can confirm that we do not audit them.   

Hon RAY HALLIGAN:  That is our difficulty: members of Parliament must accept what is put before them 
unaudited.  When we make comparisons with budget papers from other years, we find that the figures are all 
over the place for a variety of reasons.  This is usually because the Government changes government 
departments as a result of the Machinery of Government Taskforce and the like.  We cannot compare like with 
like.  I put something to the Auditor General from this year’s budget papers.  The performance measures for the 
Commissioner of Main Roads on page 769 of volume three of the Budget Statements refer to “timeliness” 
relating to the level of customer service responsiveness.  The letter (a) appears under the 2002-03 actual, the 
2003-04 budget, the 2003-04 estimate and the 2004-05 target.  What does the letter (a) denote?  “A survey is 
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currently being developed for this measure.”  This has been the case since 2002.  How would the Auditor 
General react if he found something like this or it was brought to his attention?  Admittedly he only audits 
annual reports that may not contain - as he has said before - this performance measure.  Can Mr Pearson see the 
difficult members of Parliament face in looking at something like this knowing it has not been audited?  In fact, 
nobody has looked at it from an audit point of view. 

Mr PEARSON:  I acknowledge the difficulty.  On the positive side, the Department of Treasury and Finance has 
a body - I cannot recall its name at the moment - working on the key indicators of performance.  My office is 
represented on that body.  It is an example I would certainly draw to my representative’s attention to see what 
could be done to address it.  A problem arose when the output performance measures were introduced in that it 
was consciously decided that an audit on them was not achievable.  It was recognised a break in the nexus 
occurred between them and the key performance indicators that are included in annual reports and audited.  That 
issue has been recognised.  I assure the member that we are working to try and encourage that gap to be closed.   

Hon RAY HALLIGAN:  That is good; I am pleased to hear that.  I refer to the average cost per major audit 
under output performance measures on page 18 of the Budget Statements.  The reason for the increase in that 
average cost is that the variation reflects continued problems with the quality of financial statements and 
performance indicators following machinery of government changes and is compounded by more stringent 
auditing standards.  I think we have been down this path before.  At some stage will the Auditor General suggest 
to any number of agencies that further training might and probably should be undertaken by many of their staff?  
Is the Auditor General able to tell us whether that has progressed and whether any training has been undertaken?   

Mr PEARSON:  I cannot give the member an assurance about training being undertaken.  I draw two key 
considerations to the member’s notice.  The first is the change in focus, which we commenced with the 
December report on ministerial portfolios in which we decided to recognise the good performers and highlight 
them as a reference point.  That is on the positive side.  We are trying to build on the positives.  Secondly, on the 
challenge side with regard to training, there is a degree of flux in the sector with the transition to the corporate 
service clusters and the potential for staff being moved.  Realistically, I do not think the opportunity has been 
available to provide the training this year.  Equally, the office is seeing the move to clusters as an opportunity 
and we are looking for the opportunities to capitalise on the greater critical mass of expertise.   

Hon RAY HALLIGAN:  Looking for the cream to come to the surface, so to speak.   

Mr PEARSON:  Yes.  We are working through them.   

Hon RAY HALLIGAN:  As the Auditor General, are you in a position to suggest to the Government that 
Parliament has recommended that the Government generally should do something urgently about this matter?   

Mr PEARSON:  I am very happy to add that to the representations I make.   

Hon RAY HALLIGAN:  I would certainly appreciate that.   

Hon PETER FOSS:  I remember raising the issue with the Auditor General about commending the good 
performers and not just picking up on the bad things.  At that stage the Auditor General did not think that that 
could be done.  I am pleased to hear that the Auditor General now has a different view.  It is just a pity that he 
did not do that when I was one of the good performers!  

Hon RAY HALLIGAN:  I refer to the last dot point under major achievements for 2003-04 on page 183 of the 
Budget Statements, which reads “Began issuing audit opinions in a more reader friendly format”.  What does that 
mean?  Does it mean to take out the jargon?   

Mr PEARSON:  We have tried very strongly to do that.  We have included the template of the more user-
friendly format on page 36 in the tenth report of December 2003.  We managed to reduce it to one page.  We 
said what was the opinion up-front, whereas previously the Auditor General’s approach was to print a page of 
scoping and background context.  We have reduced the scope to two matters: what is the responsibility of the 
accountable officer or authority and what is the role of the Auditor General.  I will leave a copy with the 
member.  I would appreciate feedback from members.  We are one of the few Auditors General in the country to 
adopt this approach.  We judge that it will be more helpful to the Parliament than the previous very jargon loaded 
version.   

Committee adjourned at 9.20 pm 
__________ 

 


