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Division 10:  Office of the Auditor General, $7 891 000 - 
Hon George Cash, Chairman. 

Hon N.D. Griffiths, Minister for Racing and Gaming. 

Mr D. Pearson, Auditor General. 

Mr K. O’Neil, Deputy Auditor General. 

The CHAIRMAN:  At this time, I ask each of the witnesses whether they have read, understood and completed 
the Information for Witnesses form.   

Mr PEARSON:  I have, Mr Chairman. 

Mr O’NEIL:  Yes, I have. 

The CHAIRMAN:  I am obliged to direct my comments directly to the Auditor General.  Mr Auditor General, 
you are an officer of the Parliament and perform both a necessary and important role in providing Parliament 
with independent and impartial information in respect of public sector accountability and performance.  Before I 
invite members to ask questions, I want to provide the Auditor General with an opportunity to make any 
comments he wishes in respect of his role, or any other issue he may care to raise.  My invitation provides the 
Auditor General, as an independent and impartial officer of the Parliament, with an opportunity to raise any 
issue.  I emphasise that if he believes there are areas of concern that warrant parliamentary intervention or 
investigation, this Committee would appreciate his advice.  We, like the Auditor General, have a role in ensuring 
that there is public confidence in the operations of the public sector. 

Mr PEARSON:  It might be helpful if I give a brief overview of my office in my introductory comments.  The 
Office of the Auditor General employs just under 100 people and has a budget of around $11 million.  In broad 
terms, two-thirds of those resources go into an annual attest audit cycle to review the financial statements and 
performance indicators of each agency.  About one-third of my resources are available to undertake controls and 
compliance work and efficiency and effectiveness reviews.  Generally speaking, in Western Australia attest audit 
cycle reflects a sound system of administration.  The extreme necessity for a qualified audit opinion is 
exceptional, there being about only four to six a year and they are generally for technical reasons. 

There were a couple of areas of concern in my general report to Parliament at the end of last year.  The 
timeliness of appointments to constitute boards, which is an authority issue, was one area of concern.  Other than 
that, the exceptions that warranted qualification were not such as to warrant referral to the Parliament.  I note that 
we have a close working relationship with parliamentary committees in which we discuss those matters in 
addition to briefings that we provide when we table our reports. 

We strive in a systemic way, with limited resources and subject to analytical review, to cover the higher risk 
areas of controls and compliance work and efficiency and effectiveness reviews in addition to having overall 
coverage across the public sector.  We try therefore to cover the central government area; health, welfare and 
education as a group; and the infrastructure areas.  We also have another focus in selecting topics by keeping an 
eye out for new and emerging programs.  We try to examine them early in their life so that if there are problems, 
we can raise concerns before too much water has run under the bridge.  Equally, we have an obligation to 
monitor ongoing programs to ensure that they remain reasonably on track.  The third area to which we pay 
attention, which I believe is important in the public sector, is the basic accountability and probity dimension.  We 
therefore have a strong eye on those issues. 

I will single out a couple of areas on which we are currently focusing attention.  I stress that it is not a reflection 
on policy.  The system has undergone a significant machinery of government change.  The very positive side of 
that change was that it took effect from 1 July last year so that it did not result in a duplication of effort in part 
periods.  However, audit relies very much on the stability of systems.  If one compares my office’s staff of 
approximately 100 with the staff in the public sector of 100 000, our coverage is obviously at a very high level 
and limited.  That imposes a real impost on us in the current year and I would expect that to extend for around 
three years, until we synchronise the systems and overcome the dislocation that occurs as people move into 
different areas of departments with a different focus.  That is not a criticism; it is a comment.  However, I believe 
it is worthy of Parliament’s being aware of it.  As well as that, I am concerned at two levels.  Firstly, in recent 
years, a couple of reports have referred to agencies departing from legislative requirements.  My personal view is 
that none of that is sinister.  However, it is an operational issue and I draw it to the attention of the Parliament.  
Obviously, the longer it takes to pass amended legislation, the greater the risk for that drift to occur.  We have 
pointed that out in a couple of reports.  Secondly, and this is grist to the mill for an auditor, it is important that 
the system of integrity is maintained from basic records management through to reconciliations at the other end.  
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If the program managers are not routinely doing that, they are not in a position to know how well they are 
managing and, when we audit, our job is nigh on impossible because we do not have a reliable system to test.  

[5.00 pm] 

The CHAIRMAN:  I am not trying to cut out the minister, but my first comment had to be directed to the 
Auditor General in that capacity.  On behalf of this committee, but also on behalf of committees generally in the 
Legislative Council, do the Estimates Committee and other committees of the Legislative Council provide the 
Auditor General with sufficient opportunities to address Parliament when and if required?   

Mr PEARSON:  I think they do.  I am satisfied with the access I get to committees.  I welcome their invitations 
and I appreciate their response when I consider it necessary to talk to them.  

Hon RAY HALLIGAN:  I refer to government influences under significant issues and trends on page 180 of the 
Budget Statements.  The first dot point states in part - 

From an audit perspective the amalgamations will pose particular challenges as a result of the different 
computer systems in place, the different locations of the combined agencies -  

I am concerned about the conclusion of that sentence, which states -  

and ‘blurred’ lines of accountability and/or responsibility during the initial stages of amalgamations.   

As has already been said, Parliament looks to the Auditor General to show us that this accountability and 
responsibility is in place.  If the situation is blurred, is the Auditor General in a position to tell us, firstly, when 
the situation will no longer be blurred, and, secondly, whether the Auditor General will advise Parliament to that 
effect?  

Mr PEARSON:  The reference to the blurred lines of accountability is very much a transitional issue.  We have 
identified that as a risk, but we are not in a position to say chapter and verse where it will occur.  When two or 
three former departments merge into one and bring together different systems, there is a period of overlap and 
duplication.  The public sector being what it is, people move around and to other avenues.  We are addressing the 
issue in what we consider to be a proactive way by specifically targeting that issue in our entrance interviews 
with agency management at the start of the audit process.  If they have not already begun to address the issue, 
they will address it by the time we conduct the audit.  We will check for the blurred lines of accountability in the 
audit process and any exceptions will be reported to Parliament.  I am reticent to say that in three or four years I 
will be able to sign off and say that it is fixed and finished.  However, I expect to maintain a close watching brief 
over that issue for about three years.  

Hon RAY HALLIGAN:  I ask the Auditor General to elaborate on the second dot point that refers to the 
proposed changes to the Financial Administration and Audit Act and the proposed establishment of a separate 
audit Act that are likely to have a significant impact on the operation of the office.  Considering the Auditor 
General’s independence, I would like him to explain what that means.  

Mr PEARSON:  My motivation recognises that there is a proposal to amend the Financial Administration and 
Audit Act.  The current trend is to separate the audit provisions from the financial administration provisions.  My 
office is an operational audit office and is not resourced to provide policy advice on the drafting of legislation.  
However, the reality is that my office will inevitably be involved in any process of review of audit legislation.  
Although the office does not have an executive role, it impacts on it.  Those sorts of exercises can be resource 
intensive relative to the number of people employed in the office and at the higher levels.  That is a potential 
drain on the resources of the office.  

Hon RAY HALLIGAN:  Will the Auditor General please advise how many reports his office will present to 
Parliament in the current financial year, which will conclude in a couple of weeks? 

Mr PEARSON:  I will ask Mr O’Neil to assist me.  In the past we have accounted for our reports on a calendar-
year basis.  We are in the process of changing that to a financial-year basis.   

The CHAIRMAN:  We can take that on notice if there is a need for some calculations to be done.  Mr O’Neil 
may wish to comment. 

Mr O’NEIL:  In broad terms, five performance examinations have been tabled and a further one will be tabled 
next week.  We are hoping to table a performance examination early in the new financial year.  We have also 
tabled two public sector performance reports, which contain the smaller compliance reports that normally cover 
between four and five separate topics.  In addition, we have tabled our normal portfolio report.  The reports are 
listed on page 62 of the office’s annual report.  
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Hon RAY HALLIGAN:  That is up to June 2001.  We are now in June 2002.  I am talking about this current 
financial year. 

Mr O’NEIL:  I have provided the member with details of the reports for the current year.  The annual report 
contains information on the previous year.   

Mr PEARSON:  We can provide the member with a list. 

[Supplementary Information No 101]  

Hon RAY HALLIGAN:  I will raise an accounting matter with the Auditor General, as he audits the books.  I 
refer to footnote (b), which attaches to the item on the total cost of the output less operating revenue on page 182 
of the Budget Statements, which states in part “and resources received free of charge”.  That is mentioned in all 
of the divisions.  The way that is written suggests that a value is being placed by each agency on resources that 
are received free of charge.  Is the Auditor General aware whether that is the case?  

Mr PEARSON:  I am sorry, but I am not aware.  My suspicion is that the member is correct and that the footnote 
should stop after “other revenues”.  

Hon RAY HALLIGAN:  Will the Auditor General check that and get back to me? 

Mr PEARSON:  Yes. 

[Supplementary Information No 102] 

Hon LOUISE PRATT:  As a new member of Parliament, I appreciated the brief outline given on the areas that 
the Office of the Auditor General investigates.  I have some understanding of the objectives of the organisation.  
Can the Auditor General perhaps provide some further statement on that?  I am not sure whether this is an 
inappropriate question, but in the context of the outline the Auditor General gave on how the office works out 
what it is looking at, what types of areas will the office look at in the near future? 

[5.10 pm] 

Mr PEARSON:  We are about to go into our very busy season.  About 260 of the approximately 280 agencies 
that comprise the Western Australian public sector have a 30 June balance date.  From July through to November 
we are extremely busy with the routine audit of those agencies. 

Work is under way in the controls, compliance, efficiency and effectiveness areas and we are doing a significant 
exercise on the public hospital so-called trust accounts in response to issues that have been raised in the past 12 
or 18 months.  We are advanced on a review of fringe benefits tax, procurement of medical equipment, 
utilisation of common-use contracts and a follow-up examination of a performance report we tabled on fisheries 
management a couple of years ago for acquitting what happened to the recommendations.  In terms of the 
efficiency and effectiveness reviews, I expect to table a report on the administration of mining titles next week.  
In August I will table a report on aspects of the management of nursing resources.  I also expect to table a report 
on the tertiary education sector, which will cover the four public universities and the technical and further 
education colleges.  We are finalising that report at the moment.  Those agencies have 31 December balance 
dates, but their due date for the final issue of an opinion was 31 May.  We are tidying that up now.  We are at a 
much earlier stage of examining the administration of restraining orders issued by the courts as applied by police 
and family and children’s services, the operation of call centres by a number of agencies and related agencies.  
We are at a much earlier stage in looking at an environment-related area for contaminated sites administered or 
controlled by public sector agencies, and a broad one on capital asset acquisition.  Those last couple of issues are 
at a very early stage and would depend upon the nature of our preliminary findings as to whether we proceed to a 
full examination. 

Hon LOUISE PRATT:  I am familiar with the way the information is presented in the reports that are tabled in 
Parliament.  Is that the standard way to present the information, or is that advice presented and used in other 
ways? 

Mr PEARSON:  That is the primary way we present our information, and those reports go on our web site on the 
day we table the report.  We offer briefings to members of Parliament, usually on that day, to explain the 
findings.  More broadly, apart from a link with parliamentary committees where once or twice a year we give an 
overview on the audit reports, we are receptive to requests for briefings from a member or a committee which we 
do not normally deal with and which has an interest. 

Hon KEN TRAVERS:  The Auditor General mentioned the so-called trust accounts in hospitals.  How would he 
work with, say, a parliamentary committee that was also looking at that issue?  
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Mr PEARSON:  Clearly there is a fine line at which my office has to be careful not to get in the way of the 
business of a parliamentary committee.  Equally, the parliamentary committee goes to lengths not to get in the 
way of the Office of the Auditor General.  We have found that through formal hearings where I have presented 
the approach the office is proposing to take and what we see as the considerations, complemented by informal 
liaison between the secretariat and my staff, that has worked quite well.  In one case we were overlapping with a 
committee of the Legislative Assembly, and as a backdrop some years ago we entered into a memorandum of 
understanding between a former committee and this office, but that memorandum - which was only one-and-a-
half pages - distilled out the respective roles.  It was of assistance to my office in communicating the terms of 
reference of the parliamentary committee and the probity issues involved. 

Hon NORMAN MOORE:  The Auditor General mentioned in his earlier comments that he was seeking to have 
some legislation brought forward.  Bearing in mind that the legislative priorities are set by the Government, can 
the Auditor General indicate to me which legislation he believes must be passed to meet some requirements of 
his?  

Mr PEARSON:  An example that comes immediately to mind relates to a report on explosives and dangerous 
goods a year or so ago.  It was a dated piece of legislation, and the department had adopted operational 
arrangements that were not consistent with that legislation.  That area is still being canvassed, and I would prefer 
not to go into it until the report is finalised.   

Hon NORMAN MOORE: How does the Auditor General decide which inquiries his office carries out, other than 
those it is required to do by virtue of the office?  Does the Auditor General take into account, for example, 
parliamentary debates?  Does he respond to requests from members of Parliament to do a report?  Does he take 
any notice of media controversy about issues?  Are these the sort of things that might influence the Auditor 
General to carry out an inquiry?  

Mr PEARSON:  In essence, all of those things, and others, can play a part.  We maintain a watching brief on the 
issues that come up in parliamentary debates and questions.  We receive a range of representations to the office 
to undertake work, not only from parliamentarians, but also from members of the public.  While we take those 
into account, out primary mechanism for selection is based upon attempting to achieve a spread of investigations 
across agencies, to reflect the nature of programs, and to get across a range of new and established programs.  It 
is a complex task to achieve that balance of considerations reflected in our program, but it is also impacted on by 
available resources and other developments, such as initiatives adopted by agencies.  For instance, from time to 
time a topic will come up which presents a number of indicators and becomes a high priority, but the agency 
may, before we start, undertake a new approach to that program, in which case we would hold back and come 
back in a couple of years and evaluate how effective the revised approach is.   

Hon RAY HALLIGAN:  Throughout the budget, we find, where capital items are being purchased, that one 
method of funding those purchases is from funds in holding accounts.  Has part of the audit process revealed 
these holding accounts?  The difficulty I have found with the budget papers is that there is no indication that I 
have seen of what balances are in these holding accounts for each of the agencies.  During audits, has the 
Auditor General found that there are separate holding accounts, or is there just one account in Treasury?  

Mr PEARSON:  I need some clarification about the holding account.  Because agencies are able to carry over 
funds from one year to another, there can be a balance that is carried and applied with subsequent years’ 
appropriations to fund purchases.  While we have regard, in the audit cycle, for instances of accelerated 
procurement to beat a balance day, or delayed procurement, there have not been any notable instances of either 
of those in the course of audits in recent years.  My observation is that there is still a peak of procurement 
towards the end of a financial year, notwithstanding the ability to carry over funds.  That carryover provision has 
been successful to date in avoiding the rash expenditure of funds at the end of the year.   

[5.20 pm] 

We have a way to go yet to overcome the culture of holding moneys until the end of the year is in sight, when 
one is more able to project cash flows and then commit large amounts.  That is part of the development of using 
the investment that we have made in accrual accounting and this ability to carry over, but we also have to keep in 
mind the cash management dimension.   

Hon RAY HALLIGAN:  In addition to that normal carry over of unspent moneys, it appears that funds are set 
aside - I do not know whether within Treasury or within the agency - for non-cash items, mainly depreciation, 
and those funds can be called upon at a later date when assets need to be replaced. 

Mr PEARSON:  My understanding - I may need to confirm this - is that non-cash costs such as depreciation are 
not funded.  
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Hon RAY HALLIGAN:  Is it your suggestion that this holding account is purely unspent cash from previous 
periods?  

Mr PEARSON:  Can you point to a holding account in the budget papers? 

Hon RAY HALLIGAN:  Yes, page 249 of volume 1. 

Mr PEARSON:  I will have to take that on notice and give you explicit advice on that. 

[Supplementary Information No 103]  
Hon BRUCE DONALDSON:  I refer to page 181, external influences, and to the statement that the community 
interest is reflected in the continuing flow of inquiries, complaints and requests from members of Parliament, 
government agencies and the general public for the office to investigate a range of performance and 
accountability issues.  Obviously a number of requests come to your office and you have to sort them out.  Is 
there a typical type of complaint or request for an investigation?  What has been the success rate when a member 
of Parliament or a member of the public has asked your office to investigate something in a government agency?  
Do you adhere strictly to the financial and audit provisions or do you look at the accountability of an agency and 
the way it has acted, or do you pass that to the Public Sector Standards Commissioner?  

Mr PEARSON:  We get at least 80 to 100 approaches a year, but they are not sufficient to be able to classify.  
They cover a broad range.  The first port of call is whether it is appropriate for our agency to deal with the 
matter.  We have an informal liaison with other accountability officials, because sometimes these approaches 
come to more than one of us at the same time, and if it appears to be more a matter of public sector standards 
than audit, we will agree that that is where it should be handled, and I will advise the complainant accordingly.  
The next filter we put across the approach is that by nature, in performing an external audit function, we deal 
with systemic issues.  If the issue is not systemic or not financially material or significant, we tend to avoid 
getting involved.  

Although we advise the person that we do not have the resources and it does not fit within our guidelines, we 
invariably refer them to our attest auditors and ask them to have a weather eye out when they are next auditing.  
The next categories fit our mandate, but do not justify diverting resources.  We routinely refer them to the 
agency auditors and ask them to acquit them when we next do the audit cycle.  The most recent example of a 
significant issue was the hospital trust accounts.  I decided there was no way my office would avoid it.  There is 
a role for the office and very significant resources would need to be committed to that project.  

To the extent we find that a matter is of significance, it will be reported to Parliament in due course.  We do not 
do a separate report.  However, I have noticed that amendments to the New Zealand legislation provide for a 
range of alternative reporting options for the Auditor General.  In essence, my mandate provides for either a 
management letter to the agency, which occurs routinely, and matters of significance that are referred to 
Parliament.  However, there is no middle ground.  That is an emerging trend.  I notice that elsewhere a discretion 
is available.  In New Zealand, for instance, the Auditor General can choose to take it up with the minister.  I 
interpret that as something that does not warrant being reported to Parliament; it is nevertheless a serious issue 
that can be contained in a very serious management letter and sent to the minister.  I also interpret that policy to 
mean that if the Auditor General was satisfied with the minister’s response, that might be the end of it.  
Conversely, if having tried that avenue the Auditor General was not satisfied with the situation, it could be 
reported to Parliament. 

Hon NORMAN MOORE:  With regard to holding accounts, I have been looking at the Auditor General’s budget 
papers.  Most of the capital requirements come from the same holding account of $379 000 this year.  

Mr PEARSON:  That is our cash available as working capital. 

Hon NORMAN MOORE:  Is this holding account in many other agencies? 

Mr PEARSON:  We will provide advice on that rather than speculate. 

Hon RAY HALLIGAN:  You audit not only the financial aspects of agencies, but also their performance.  I am 
thinking of universities.  We have been down this path before.  Are students being progressed from one year to 
the next in accordance with appropriate criteria?  Are those issues being audited or might they be audited in the 
future?  

Mr PEARSON:  They would not be audited by me.  However, that is an issue I have raised with a quality 
assurance regime called, I think, the Australian University Quality Agency, which has been established to audit 
universities.  I recall raising that issue with the director of that unit.  It is not on my performance examination 
schedule. 
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Hon RAY HALLIGAN:  Do you believe it is your position to report on that aspect even though you may not 
undertake the work?   

Mr PEARSON:  I am not in that position at the moment.  Although we have considered it on a couple of 
occasions, we have not been able to establish a firm basis that warrants our resources and time.  

[5.30 pm] 

Hon BARBARA SCOTT:  My question is a simple one, but it may not be appropriate.  Government agencies 
invariably put in place pilot programs, which are not necessarily evaluated or assessed.  A pilot program is a test 
program.  Does the Auditor General have any appropriate intervention abilities over, or responsibility for, 
government agencies to evaluate pilot programs?   

Mr PEARSON:  No.  As Auditor General, I have no executive power.  Such pilots could be subjected to an audit 
by my office, but the reality is that invariably they would not meet the criteria of significance or materiality 
routinely.  It is a difficult area.  We are very reliant on management information systems or executive 
information systems within agencies.  We have thought about how we audit those, but we have not identified 
reliable criteria to apply to them.  That would be my problem with pilot programs.  We encourage post-
implementation reviews and cost-benefit studies.  However, short of using that as a by-product of the 
recommendations we make, we have not done particular work. 

Hon BARBARA SCOTT:  Is there no obligation to evaluate a pilot project? 

Mr PEARSON:  I am not aware of an explicit obligation.  There is a high level of obligation that the Financial 
Administration and Audit Act imposes on the accountable officer or authority to be accountable and to manage 
public resources carefully.  However, I am not aware of a specific requirement.  From my perspective, it is an 
issue of materiality.  

Hon BRUCE DONALDSON:  Has any Government ever asked the Auditor General to audit a set of budget 
papers.  I do not think there is anything wrong with the figures etc.  I know the accounting system has changed, 
but I wonder whether some of the programs could be highlighted and identified, even in supplementary papers, 
which is what used to happen.  I am not being critical.  We changed it during our time in government as well.  
Members of Parliament, including me - maybe I am a little less intelligent - have said that it is becoming more 
difficult every year to understand clearly what is happening.  We see sets of figures, but there is no real meat 
behind them.  Have people or members of Parliament approached the Auditor General?   

Mr PEARSON:  To my knowledge, we have never been requested by a Government to do it.  A number of 
members have raised that issue with me.  We have engaged in some discussion with Treasury.  I have passed on 
the comments I have received and have offered to be involved in or consulted on any action that it proposes to 
take on that issue.  I had a discussion with a senior Treasury official on another matter early this week and it is 
certainly on its agenda.  I have indicated that we are ready and willing to contribute. 

Hon BRUCE DONALDSON:  The federal Parliament provides very comprehensive documents with its budget 
papers.  It would assist members of Parliament, as well as members of the general public who may be interested.  
The minister can shake his head, but people are interested.   

Mr PEARSON:  I appreciate where the member is coming from on that issue.  I cannot promise to do something, 
but I can take on board and be more observant of what other jurisdictions are doing.  I am well aware of the 
degree of unease felt by members of Parliament.  From my perspective, it is an issue that warrants addressing.   

The CHAIRMAN:  I thank the minister, the Auditor General and the Deputy Auditor General for their 
attendance.   

Before I close the Estimates Committee, I advise that I have received a letter from Hon Peter Foss in my capacity 
as Chairman of the Estimates Committee in respect to some answers given, or not given, to questions on the 
Perth urban rail development.  I will consider that letter over the next few days, and no doubt it will be reported 
to the House in due course when the Estimates Committee reports on these hearings.   

Thank you for your attendance.   

Committee adjourned at 5.35 pm 
__________  

 


