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Australian National

Audit Office

Canberra ACT
21 April 2022

Dear Mr President
Dear Mr Speaker

In accordance with the authority contained in the Auditor-General Act 1997, | have
undertaken audits of the annual performance statements in the Department of Social
Services, the Attorney-General's Department and the Department of Veterans’ Affairs.
The report is titled Audits of the Annual Performance Statements of Australian
Government Entities — Pilot Program 2020-21. Pursuant to Senate Standing Order 166
relating to the presentation of documents when the Senate is not sitting, | present the
report of this audit to the Parliament.

Following its presentation and receipt, the report will be placed on the Australian National
Audit Office’s website — http://www.anao.gov.au.

Yours sincerely

e

Grant Hehir
Auditor-General

The Honourable the President of the Senate

The Honourable the Speaker of the House of Representatives
Parliament House

Canberra ACT
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AUDITING FOR AUSTRALIA

The Auditor-General is head of the
Australian National Audit Office
(ANAQO). The ANAO assists the
Auditor-General to carry out his
duties under the Auditor-General
Act 1997 to undertake
performance audits, financial
statement audits and assurance
reviews of Commonwealth public
sector bodies and to provide
independent reports and advice
for the Parliament, the Australian
Government and the community.
The aim is to improve
Commonwealth public sector
administration and accountability.

For further information contact:
Australian National Audit Office
GPO Box 707

Canberra ACT 2601

Phone:(02) 6203 7300
Email: agl@anao.gov.au

Auditor-General reports and
information about the ANAO are
available on our website:
http://www.anao.gov.au
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Executive summary

1. The Public Governance Performance and Accountability Act 2013 (PGPA Act) places explicit
obligations on accountable authorities for the quality and reliability of performance information
and requires Australian Government entities to report their performance to Parliament in a way
that meaningfully reflects their organisation’s purpose and achievements. This is an important
aspect of the Australian Government’s public accountability system, enabling the Parliament and
the public to assess whether Australian Government entities deliver value for money and achieve
the outcomes for which they are funded.

2. Recognising that public value is not only concerned with financial performance, the PGPA
Act requires Australian Government entities to prepare annual performance statements.
Australian Government entities have prepared annual performance statements and included
those statements in their annual reports, with effect from the 2015-2016 reporting period.

3. The PGPA Act also makes provision for annual performance statements to be examined
by the Auditor-General. Following a request from the Minister for Finance in August 2019, the
Australian National Audit Office (ANAO) commenced a pilot program of performance statements
audits. During the pilot program there was improvement in the standard of performance
statements preparation and reporting for each of the audited entities!, demonstrating that
mandated audits of performance statements can drive more transparent and meaningful
performance reporting to Parliament.

4, Notwithstanding the progress made by entities during the pilot program, entities’
performance reporting functions and supporting systems will need to mature if they are to play a
more proactive role in strategic planning and quality assurance. In addition, the ANAO will need
to increase awareness within the sector of its methodology for conducting performance
statements audits and continue to refine the methodology to enable the Auditor-General to
provide the auditee with clear, concise and timely findings.

5. The ANAO was provided additional funding in the 2021-22 Budget to support the staged
roll-out of annual performance statements audits, from six audits in 2021-22 increasing to 19
audits in 2024-25 (comprising the material entities by income and expenditure). Implementation
of mandatory auditing of entities’ annual performance statements would give the Parliament the
same level of assurance over the quality and reliability of non-financial performance information
that it currently receives for financial information presented in financial statements.

6. The Joint Committee of Public Accounts and Audit (JCPAA) has played an active and
important role in the implementation of the PGPA Act through the Public Management Reform
Agenda (PMRA). The JCPAA has recommended amending the PGPA Act to enable mandatory
audits of annual performance statements by the Auditor-General to encourage the provision of
high-quality performance information to support parliamentary accountability of entity
performance? and amending the Auditor-General Act 1997 so that audits of annual performance

1 The Department of Social Services, the Attorney-General’s Department and the Department of Veterans’
Affairs participated in the performance statements pilot.

2 Joint Committee of Public Accounts and Audit, Report 469: Commonwealth Performance Framework — Inquiry
Based on Auditor-General’s Reports 31 (2015-16), and 6 and 58 (2016-17), December 2017, p. 49.
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statements are able to be initiated without the need for approval or direction from the committee
or Finance Minister.3

7. This report reflects on the outcome of the ANAO’s annual performance statements audit
pilot program and the ANAOQ’s preparation for the staged implementation of an annual
performance statements assurance audit program.

Performance reporting in the Australian Government

Developments in the Commonwealth Performance Framework

8. The requirement for Australian Government entities to prepare annual performance
statements under the PGPA Act took effect from 1 July 2015 with entities preparing and reporting
annual performance statements for the first time in the 2015-16 reporting period.

9. In August 2019, the Minister for Finance wrote to the Auditor-General requesting the
conduct of a program of pilot assurance audits of annual performance statements of Australian
Government entities subject to the PGPA Act in consultation with the JCPAA.

10. The Auditor-General agreed to the Finance Minister’s request and in 2020 commenced a
pilot performance statements audit program of 2019-20 performance statements of the
Department of Social Services (DSS), the Attorney-General’s Department (AGD) and the
Department of Veterans’ Affairs (DVA). The same three entities’ 2020-21 annual performance
statements were audited in 2021.

11. The performance statements pilot program has demonstrated that accessible and
understandable audit conclusions can be issued that clearly set out to the user the extent to which
the performance statements can be relied upon to assess the performance of the entity. It has
also demonstrated that the issuing of timely audit conclusions has been challenging. Ideally audit
conclusions on an entity’s performance statements and financial statements would be issued in
time to enable both to be included in the entity’s annual report. The framework does not currently
require the audited entity to include the performance statements audit conclusion in its annual
report.

12. The ANAO is conducting six performance statements audits in 2021-2022, which will
increase to 19 audits by 2024-25.

The benefits of high quality performance statements for the
Parliament and the sector

High quality performance information

13. High quality annual performance statements will deliver on the Parliament’s key objective
in establishing the performance framework requirements in the PGPA Act to improve the quality
and reliability of performance information in the Australian public sector. High quality annual
performance statements that comply with the framework will support the Parliament’s

3 Joint Committee of Public Accounts and Audit, Report 491: Review of the Auditor-General Act 1997, March
2022, p. 25,
https://parlinfo.aph.gov.au/parlinfo/download/committees/reportjnt/024665/toc_pdf/Report491Reviewofth
eAuditor-GeneralAct1997.pdf [accessed 7 April 2022].
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Executive summary

accountability and scrutiny function through the legislative process and parliamentary
committees.

14. High quality performance statements enable entities to show the Parliament and the
public whether policies and programs are delivering the results intended with the resources
provided. The information that supports high quality performance statements will also provide a
valuable evidence base for entities to justify new policy proposals and evaluate existing policy and
program settings.

15. The ANAQ’s performance statements audits are designed to align with the Parliament’s
expectations as established in the PGPA Act and the PGPA Rule (see Appendix 1). They provide
assurance to the Parliament and also facilitate high quality performance reporting across the
sector. Auditing contributes to the quality of preparation and presentation by entities and
provides independent assurance to the Parliament that the performance statements can be relied
upon.

Findings and recommendations from the Pilot Program

Audit themes

16. Five themes emerged from findings through the audit process in 2020-21, representing
opportunities for improvement and areas of focus for entities.

17. For composite measures — a performance measure with several targets — the entity’s
corporate plan needs to clearly set out how the results from each target will be weighted and the
proportion of targets that must be met for the measure to be considered achieved.

18. Measures based on case studies and surveys need to be supported by a clear
methodology that explains the basis for selecting case studies and identifies how surveys will be
conducted. Entities need to pay particular attention where there is a heightened risk of bias in
measuring and assessing performance.

19. A measure that is inwardly focused on what the entity does to enable an output to be
produced will generally be assessed as an ‘input’ or an ‘activity’ — not an output. If the measure
is assessed as an input or an activity, it would not normally meet the intent of the PGPA Rule.

20. Entities need to ensure there are appropriate disclosures in the performance statements
regarding key information, known limitations with source data and the methodology for
measuring results.

21. Entities need to ensure that processes are in place to keep records and provide their own
assurance over the systems and sources that inform their performance results.
Audit conclusions and findings

22. On 7 April 2022, the Minister for Finance tabled the Auditor-General’s Independent
assurance reports on AGD’s, DVA’s and DSS’ 2020-21 annual performance statements.*

4 Department of Finance, Publications, Reports, available from
https://www.finance.gov.au/publications/reports [accessed 8 April 2022].
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23. Across the three 2020-21 performance statements audits, entities’ annual performance
statements were largely compliant with the requirements of the performance framework and
fairly presented the performance of the entity. There were some exceptions where specific
measures did not meet those requirements. The ANAO made significant findings and reported
exceptions as qualifications to our audit conclusion for 14.9 per cent of the three entities’
performance measures.

Lessons learned and future opportunities

Progress and areas to improve

24, Overall, engagement with entities in this new audit function has been positive. Entities
have demonstrated their willingness to improve the quality of the annual performance
statements they present to Parliament. An emerging better practice is the development of
performance measure profiles and preparation manuals. These documents are designed to
underpin the performance measures included in the entity’s annual performance statements and
the process of preparation of the performance statements.

25. Entities’ performance reporting functions and supporting systems will need to mature and
play a more proactive role in strategic planning and quality assurance. This should include:

° ensuring performance measures meet the requirements of the PGPA Rule;

° having processes to gain assurance over the reliability and verifiability of the data source
and methodology, and the completeness and accuracy of results;

o keeping records to demonstrate why and how internal assurance processes are
undertaken; and

. constructing efficiency measures for outputs or results, which could involve linking money
spent and resources applied to the results achieved.

26. Consistent with their role for financial statements, audit committees have an important
role to play in supporting entities to improve the quality of their performance statements.

27. The 2020-21 audits showed that the ANAO needs to increase awareness within the sector
of its methodology for conducting performance statements audits. The current shortfall in
awareness may reflect the absence of a dedicated performance information function within
entities, similar to the Chief Financial Officer (CFO) function which includes preparation of annual
financial statements. Likewise, the absence of a network of performance reporting professionals
to build capability and confidence could be addressed as the audit program grows.

28. The Department of Finance and the ANAO have discussed the establishment of a
performance statements ‘Community of Practice’ to drive improvement in the effectiveness and
the efficacy of the process and improve the profile and professionalism of the performance
reporting function within the sector.

29. Performance statements audits will have a timeline consistent with financial statements
audits such that audit conclusions can be tabled in the entity’s annual report by the end of
October each year. Achieving this timeframe will require improvements in planning, systems and
processes for both the ANAO and entities.
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Executive summary

30. This report recognises the progress that has been made during the performance
statements pilot and the likely benefits for the Parliament and the sector as the audit program
matures. Nonetheless, the staged roll-out of performance statements auditing will be challenging
for the public sector. The disciplines applied to ensure informative and accurate financial
reporting, which have been developed over many decades, are largely absent from performance
reporting.

31. The ANAO will provide the Parliament with regular updates on the progress of the
performance statements audit program. The Finance Minister has noted that a JCPAA inquiry to
review the audit methods and outcomes each year during the roll-out of the performance
statements pilot program would inform incremental improvements in the program and practice
and inform the design of legislation going forward.>

5 Australian National Audit Office, Performance Statements Audit Pilot Program: Correspondence from Senator
the Hon Simon Birmingham [Internet], available from
https://www.anao.gov.au/sites/default/files/request for audit senator the hon simon birmingham 22 oc
tober 2021.pdf [accessed 27 January 2022].
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1. Performance reporting in the Australian
Government

Chapter coverage

This chapter describes the requirements of the Commonwealth Performance Framework and the
context and progress of the Australian National Audit Office’s (ANAO) performance statements
pilot program.

Developments in the Commonwealth Performance Framework

The requirement for Australian Government entities to prepare annual performance statements
under the PGPA Act took effect from 1 July 2015 with entities preparing and reporting annual
performance statements for the first time in the 2015-16 reporting period.

In August 2019, the Minister for Finance wrote to the Auditor-General requesting the conduct of
a program of pilot assurance audits of annual performance statements of Australian Government
entities subject to the PGPA Act in consultation with the Joint Committee of Public Accounts and
Audit.

The Auditor-General agreed to the Finance Minister’s request and in 2020 commenced a pilot
audit program of 2019-20 performance statements of the Department of Social Services, the
Attorney-General’s Department and the Department of Veterans’ Affairs. Audits of these three
entities’ 2020-21 annual performance statements were conducted in 2021.

The performance statements pilot program has demonstrated that:

e accessible and understandable audit conclusions can be issued that clearly set out to the user
the extent to which the performance statements can be relied upon to assess the
performance of the entity; and

e the issuing of timely audit conclusions has been challenging. Ideally audit conclusions on
entity’s performance statements and financial statements would be issued in time to enable
both to be included in the entity’s annual report. The framework does not currently require
the audited entity to include the performance statements audit conclusion in its annual
report.

Following the announcement in the 2021-22 federal budget for funding to support the staged
implementation of a program of performance statements audits, the ANAO is conducting six
performance statements audits in 2021-22, which will increase to 19 audits by 2024-25.

11 Performance reporting is the main way that Australian Government entities demonstrate to
the Parliament and the public how well they have used public resources to deliver programs and
services and achieve outcomes. It is also fundamental to good management, governance, and
decision-making. Effective performance reporting, therefore, plays an important role in maintaining
public trust and confidence in the public sector and the government.®

6 Office of the Auditor-General New Zealand, The problems, progress, and potential of performance reporting
[Internet], available from https://oag.parliament.nz/2021/performance-reporting/docs/performance-
reporting.pdf [accessed 7 January 2022].
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Performance reporting in the Australian Government

The Commonwealth Performance Framework

1.2 The intended benefit of performance reporting is to improve the efficiency and
effectiveness of program delivery, as well as to provide accountability for achieving results that
matter to the Parliament and the public. It allows entities to learn from experience, improve
program performance and allocate limited resources to where they have the most impact.

1.3 Historically, the emphasis has been on financial reporting and the preparation of financial
statements. Parliament, through the Public Governance, Performance and Accountability Act 2013
(PGPA Act), introduced new requirements for the preparation of performance information and
annual performance statements.

1.4 The Commonwealth Performance Framework (the framework) sets out requirements for
performance reporting and the preparation of annual performance statements. It consists of the
PGPA Act, the accompanying Public Governance, Performance and Accountability Rule 2014 (PGPA
Rule) and guidance issued by the Department of Finance (Finance). (See Appendices 1 and 2)

1.5 The framework aims to:
° improve both financial and non-financial performance information by placing obligations
on officials for the quality and reliability of performance information; and

. provide the Australian Parliament and the public with transparent and meaningful
information through a combination of financial and non-financial reporting.’

1.6 The framework is designed to enable greater parliamentary and public scrutiny and
accountability for improved performance. It also assists entities to prioritise policies and programs
and allocate resources accordingly.?

1.7 The requirement for Australian Government entities to prepare annual performance
statements under the PGPA Act took effect from 1 July 2015 with entities preparing and reporting
annual performance statements for the first time in the 2015—16 reporting period.

The requirements of the Commonwealth Performance Framework

1.8 While the framework is principles-based, it establishes requirements that entities must
meet. These relate to:

. preparing and publishing documents that plan and report against entity performance;

° establishing a basic structure to the performance information contained in these
documents;

. planning, assessing and reporting entity performance against stated purposes and key

activities with performance measures that meet specified requirements; and

° incorporating detailed analysis of results specifying impacts to intended outcomes.

1.9 A key objective of the framework is to establish a strong performance reporting system to
demonstrate to the Parliament and the public that resources are being used efficiently and

7 Explanatory Memorandum, Public Governance, Performance and Accountability Bill 2013, 8 [55].
8 Explanatory Memorandum, Public Governance, Performance and Accountability Bill 2013, 13 [85].
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effectively by Australian Government entities.’ To this end, the framework ‘aims to improve the line
of sight between what was intended and what was delivered’.’® A reader should be able to identify
each performance measure as it is presented in the Portfolio Budget Statements (PBS), the entity’s
corporate plan and the entity’s annual performance statements.

1.10 The clear line of sight between an entity’s planning documents and its key reporting
document is known as ‘the clear-read’ principle. In its March 2021 guide to preparing the 2021-22
PBS, Finance states:

...there must be a clear linkage from the Appropriation Bills to the PB statements, to individual
entities’ corporate plan and annual report. Entities should present performance information
clearly and consistently (and ensure it is reconcilable) between publications within and across
reporting cycles.™

1.11 To achieve a clear line of sight between planned and actual performance, the framework,
through a Finance Secretary’s Direction'?, establishes requirements for entities to clearly structure
their performance information in their PBS and corporate plan.

PBS requirements for performance measures in each program

1.12 The PBS framework requires entities to have performance measures that provide coverage
across the entity’s programs. The Finance Secretary’s Direction issued in December 2021 states that
for each existing program, the entity must ‘report at least one high level performance measure and
planned performance results, including targets where it is reasonably practicable to set a target’.
For new or materially changed programs, the entity is required to report all performance measures
and planned performance results, including targets where it is reasonably practicable to set a target.

1.13  The Australian National Audit Office (ANAQO)’s performance statements audit methodology
includes an assessment of entity performance measures in each program of the PBS.

Corporate plan requirements for performance measures

1.14 Subsection 16E(2) item 5 of the PGPA Rule requires that the entity’s corporate plan include
details of how the entity’s performance will be measured and assessed through ‘specified
performance measures for the entity that meet the requirements of section 16EA’ and ‘specified
targets for each of those performance measures for which it is reasonably practicable to set a
target’.

1.15 Section 16EA of the PGPA Rule states that the performance measures for an entity meet the
requirements of this section if, in the context of the entity’s purposes or key activities, they:

(a) relate directly to one or more of those purposes or key activities; and

(b) use sources of information and methodologies that are reliable and verifiable; and

9 Explanatory Memorandum, Public Governance, Performance and Accountability Bill 2013, 13 [85].
10 Department of Finance, Managing performance [Internet], available from
www.finance.gov.au/resourcemanagement/managing-performance, [accessed 12 June 2019].

11 Department of Finance, Guide to preparing the 2021-22 Portfolio Budget Statements, March 2021, [Internet],
available from https://www.finance.gov.au/sites/default/files/2021-04/guide-to-preparing-the-2021-22-
portfolio-budget-statement.pdf [accessed 20 December 2021].

12  The Finance Secretary’s Direction was issued in May 2017, and updated in December 2021.
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Performance reporting in the Australian Government

(c) provide an unbiased basis for the measurement and assessment of the entity’s performance;
and

(d) where reasonably practicable, comprise a mix of qualitative and quantitative measures; and

(e) include measures of the entity’s outputs, efficiency and effectiveness if those things are
appropriate measures of the entity’s performance; and

(f) provide a basis for an assessment of the entity’s performance over time.

1.16 Anintegral part of the ANAQO’s performance statements audit methodology is an assessment
of whether the entity’s performance measures meet each of the requirements of section 16EA of
the PGPA Rule, as well as the requirement for targets in subsection 16E(2). These requirements
form the test of whether an entity’s performance measures are ‘appropriate’ to measure and assess
the entity’s performance in achieving its purposes.

The ANAO’s role in auditing performance information

1.17 The Auditor-General’s functions include auditing the annual performance statements of
Australian Government entities in accordance with the PGPA Act as set out in section 15 of the
Auditor-General Act 1997. The ANAQ's role in conducting audits of annual performance statements
is currently subject to the request of the Minister for Finance or the responsible Minister for an
Australian Government entity rather than initiated by the Auditor-General.'® The series of audits
undertaken to date have been conducted at the request of the Finance Minister under section 40
of the PGPA Act.

1.18 The ANAO conducted three performance audits of selected entities’ 2015-16, 2016—17 and
2017-18 performance statements and three performance audits of selected entities’ 2015-16,
2016-17 and 2017-18 corporate plans.!* These audits were designed to assess entities’
performance against the framework and develop the ANAO’s methodology to support future
implementation of annual audits of performance statements.

1.19 The findings from these performance audits were mixed, with two of the 10 entities
examined having systems and assurance approaches in place to measure and report reliably and
the remaining eight requiring improvement to ensure performance information could be relied
upon to demonstrate performance against objectives and purposes. The common areas for
improvement included:

° meeting the performance reporting requirements of the PGPA Act and PGPA Rule;

13 Public Governance, Performance and Accountability Act 2013, section 40.

14  Auditor-General Report No.6 2016—17 Corporate Planning in the Australian Public Sector 2015-16, available
from https://www.anao.gov.au/sites/default/files/ANAO Report 2016-2017 6.pdf;
Auditor-General Report No.54 2016—17 Corporate Planning in the Australian Public Sector 2016—17, available
from https://www.anao.gov.au/sites/default/files/ANAO_Report 2016-17 54.pdf
Auditor-General Report No.36 2017—-18 Corporate Planning in the Australian Public Sector 2017-18, available
from https://www.anao.gov.au/sites/default/files/ANAO_Report 2017-2018 36.pdf;
Auditor-General Report No.58 2016—17 Implementation of the Annual Performance Statements Requirements
2015-16, available from https://www.anao.gov.au/sites/default/files/ANAO Report 2016-2017 58.pdf;
Auditor-General Report No.33 2017-18 Implementation of the Annual Performance Statements Requirements
2016—17, available from https://www.anao.gov.au/sites/default/files/ANAO Report 2017-2018 33.pdf;
Auditor-General Report No.17 2018-19 Implementation of the Annual Performance Statements Requirements
2017-18, available from https://www.anao.gov.au/sites/default/files/Auditor-General Report 2018-
2019 17.pdf.
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1.20

developing measures to report on efficiency;

revising audit committee charters to ensure they included the PGPA Rule requirement to
review the appropriateness of performance reporting;

improving results to ensure readers understand the connection between results, internal
and external influences and how these informed the assessment of progress against
purposes; and

including descriptions of information sources, targets and methodologies for
measurement and basis for assessment of performance.

In September 2017 at a hearing of the Joint Committee of Public Accounts and Audit

(JCPAA), the Auditor-General reflected on the experience of these performance audits:

The growing maturity of Commonwealth entities' annual financial statements can in part be
attributed to the regular external audit scrutiny applied by the ANAO. Engagement with entities
throughout a financial year provides the opportunity to resolve matters affecting the reliability of
financial statements in real time. This approach, accompanied by the ANAQO's bi-annual reporting
of significant and moderate audit issues to the parliament, has played a role in entities moving
towards the more mature financial reporting processes observed today. The introduction of
annual audits of performance statements could be expected to lead to similar improvements to
the maturity of entities' performance measurement and reporting. We will continue to build on
our audit methodology in this area and intend to position the ANAO to be able to audit the annual
performance statements of Commonwealth entities in a similar way to the audit of financial
statements, if required to do so...

[P]ast experience demonstrates leaving external review to periodic performance audits is unlikely
to drive the desired level of improvement. This in turn may result in the current reform agenda for
performance reporting going the same way as previous ones, with modest improvement and
ongoing frustration of the parliament with the quality of performance reporting by entities.’

The role of the Joint Committee of Public Accounts and Audit

1.21

The JCPAA has played an important role in overseeing the government’s implementation of

the PGPA Act through the Public Management Reform Agenda (PMRA).1® It held two inquiries and
made recommendations into the progress of the PMRA (JCPAA Reports 453 and 457) and
conducted a third inquiry and made recommendations into the framework in response to ANAO
reports (JCPAA Report 469).17

15 G Hehir, Auditor-General of Australia, Committee Hansard, 6 September 2017, p. 3.

16 The Public Management Reform Agenda was initiated in 2013 to implement the PGPA Act. Its aim was to

modernise the financial framework to support high quality resource management and performance.

17 Joint Committee of Public Accounts and Audit, Report 453: Inquiry into the Commonwealth Performance

Framework, December 2015, available from

https://www.aph.gov.au/Parliamentary Business/Committees/Joint/Public Accounts and Audit/Performanc

e Framework/Report 453 [accessed 5 December 2021];

Joint Committee of Public Accounts and Audit, Report 457: Inquiry into the Commonwealth Performance

Framework, May 2016, available from

https://www.aph.gov.au/Parliamentary Business/Committees/Joint/Public Accounts and Audit/2016 CPF/

Report 457 [accessed 5 December 2021];
Footnote continued on the next page...
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1.22 In its Report 469, tabled in December 2017, the JCPAA agreed with the Auditor-General’s
evidence that the growing maturity of Australian Government entities’ annual financial statements
can be attributed to the regular external audit scrutiny applied by the ANAO, and that the
introduction of mandatory annual audits of performance statements could be expected to lead to
similar improvements in the maturity of entity performance statements.’® The report
recommended that the government amend the PGPA Act to enable mandatory audits of annual
performance statements by the Auditor-General of entities selected by the Auditor-General for
review.!? In addition, the JCPAA recommended in March 2022 that the Auditor-General Act 1997 be
amended so that audits are able to be initiated without the need for approval or direction from the
committee or Finance Minister.?°

The review of the PGPA Act and the Finance Minister’s request

1.23  Inaccordance with section 112 of the PGPA Act, an independent review of its operation (and
the PGPA Rule) was required as soon as practicable after 1 July 2017. In September 2017, the
Minister for Finance appointed external reviewers. In September 2018, the reviewers provided a
report to the Minister for Finance that made 52 recommendations, eight of which related to
improving the quality of performance reporting.?! The Review found that:

[B]roadly speaking, Finance, the Auditor-General and the Joint Committee of Public Accounts and
Audit agree that the overall quality of published performance information is better than it was
before the framework was introduced, but that progress has been uneven, and in some cases
modest.??

1.24  The Independent Review recommended that:

The Finance Minister, in consultation with the Joint Committee of Public Accounts and Audit,
should request that the Auditor-General pilot assurance audits of annual performance statements
to trial an appropriate methodology for these audits. The Committee should monitor the
implementation of the pilot on behalf of the Parliament. (Recommendation 8)%

1.25 In August 2019, the Minister for Finance wrote to the Auditor-General requesting the
conduct of a program of pilot audits of annual performance statements of Australian Government
entities subject to the PGPA Act in consultation with the JCPAA. The Minister noted that a pilot will
allow the Auditor-General to further develop and refine an appropriate methodology prior to

Joint Committee of Public Accounts and Audit, Report 469: Commonwealth Performance Framework — Inquiry
Based on Auditor-General’s Reports 31 (2015-16), and 6 and 58 (2016—-17), December 2017, available from
https://www.aph.gov.au/Parliamentary Business/Committees/Joint/Public Accounts and Audit/CPF/Report 1
[accessed 5 December 2021].

18 Joint Committee of Public Accounts and Audit, Report 469: Commonwealth Performance Framework — Inquiry
Based on Auditor-General’s Reports 31 (2015-16), and 6 and 58 (2016—-17), December 2017, p. 48.

19 ibid., p. 49.

20 Joint Committee of Public Accounts and Audit, Report 491: Review of the Auditor-General Act 1997, March
2022, p. 25,
https:/p/parlinfo.aph.gov.au/parIInfo/downIoad/committees/report]nt/024665/toc pdf/Report491Reviewofth
eAuditor-GeneralAct1997.pdf [accessed 7 April 2022].

21 E Alexander AM and D Thodey AO, Independent Review of the Public Governance, Performance and
Accountability Act 2013 and Rule, Commonwealth of Australia, September 2018, p. 3.

22 ibid., p. 12.

23 ibid,, p. 3 and 17.
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potential introduction of mandatory assurance audits of Australian Government entities’ annual
performance statements.

1.26  In November 2019, the Auditor-General agreed to the Finance Minister’s request, noting
that the pilot would consist of an audit of three entities’ 2019—20 performance statements. The
Auditor-General notified the Finance Minister that:

While the Australian National Audit Office (ANAO) would meet the cost of conducting the pilot in
2019-20, costs could only be met through a reduction in the number of performance audits
undertaken; transition to full implementation of performance statements audits will require
additional budget funding; and that the scale and timing of full implementation will be informed
by the pilot.

The ANAO’s annual performance statements audit pilot

1.27 In February 2020, the Auditor-General advised the JCPAA that the Department of Social
Services (DSS), the Attorney-General’'s Department (AGD) and the Department of Veterans’ Affairs
(DVA) had been selected to participate in the pilot.

1.28 The 2020 audits were reasonable assurance engagements under Australian Standard on
Assurance Engagements (ASAE) 3000 Assurance Engagements Other than Audits or Reviews of
Historical Financial Information. The methodology was developed from the ANAO’s methodology
for auditing entities’ financial statements, and from the ANAO’s methodology for performance
audits of entities’ corporate plans and performance statements.?*

1.29 In December 2020, the Auditor-General provided his Independent assurance reports on
DVA’s and AGD’s 2019-20 annual performance statements to the Minister for Finance. The Minister
tabled these auditor’s reports in February 2021. The reports are published on Finance’s website.?

1.30 While both DVA’s and AGD’s 2019-20 performance statements were found to be largely
compliant with the requirements of the performance framework, the audit conclusion for each
entity included qualifications related to specific performance measures. Notwithstanding these
qualifications, both DVA and AGD’s performance statements provide an example for the sector of
how to align purposes with key activities and results, and transparently report these results based
on targets and different types of performance measure (outputs, effectiveness and proxies for
efficiency).

24 In 2018, the Independent Auditor of the ANAO undertook a performance audit and concluded that the
performance statements audit methodology aligns with the relevant high-level requirements of the PGPA Act
and Rule and RMG guidance, and aligns with ASAE 3000 and ASAE 3500 which are the relevant standards issued
by the Auditing and Assurance Standards Board (AUASB) for the conduct of an audit of performance statements.
P van Dongen, Review of the ANAO’s methodology to audit performance statements, February 2019, p. 8-9,
available from https://www.anao.gov.au/work/about/review-the-anao-methodology-to-audit-performance-
statements-status-update [accessed 18 February 2022].

To continue to advance the development of the ANAO’s methodology, the Auditor-General established the Pilot
Program Advisory Committee in November 2019. The Committee’s purpose was to provide the Auditor-General
with advice on the appropriateness of the methodology for performance statements audits, options to
maximise efficiency during scale up to full implementation and an assessment of the success of the pilot to
inform advice to the JCPAA. Ms Lyn Provost CNZM chaired the Advisory Committee with membership from the
ANAO, the Department of Finance and a senior representative from an audited entity participating in the pilot.

25 Department of Finance, Reports, available from https://www.finance.gov.au/publications/reports.
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1.31 The interim management letter issued to DSS in July 2020 identified that the department’s
performance measures included in the 2019-20 Corporate Plan are not sufficiently reliable — and
thereby not sufficiently appropriate — to measure the achievement of DSS’ purposes.?® By
agreement, in November 2020 the ANAO withdrew from the 2019-20 DSS audit engagement.

The 2021 pilot audits

1.32 To maintain the momentum from the 2020 pilot, in February 2021 the ANAO commenced
audits of the same three entities’ 2020-21 performance statements.

1.33  The Auditor-General provided his Independent assurance reports on AGD’s, DVA’s and DSS’
2020-21 annual performance statements to the Minister for Finance who tabled them on 7 April
2022. The reports are published on Finance’s website.?’

1.34 As with the previous year, the Auditor-General’s conclusion for all three entities’ 2020-21
performance statements included qualifications related to specific performance measures (see
chapter 4). Nonetheless, AGD demonstrated improvement in its internal processes, its engagement
with the ANAO, the readability of its statements and the department resolved previous year
findings. DVA also addressed previous year findings and implemented additional processes to
provide quality assurance over its performance results and the data and methodologies applied to
calculate results.

1.35 DSS made revisions to its performance measures from the previous reporting period. The
revised performance measures were mostly compliant with the Rule and were accompanied by
performance measure profiles that explain the context and rationale for each measure, key activity
and program (see chapter 4).

1.36  For both the 2020 and 2021 pilot audits, the ANAO demonstrated that, based on its audit
methodology, an accessible and understandable audit conclusion can be issued that clearly sets out
to the user of the performance statements what information in the statements can or cannot be
relied upon to inform an assessment of the entity’s performance.

1.37 For both the 2020 and 2021 pilot audits, the issuing of timely audit conclusions has been
challenging. Ideally audit conclusions on entity’s performance statements and financial statements
would be issued in time to enable both to be included in the entity’s annual report. The framework
does not currently require the audited entity to include the performance statements audit
conclusion in its annual report as is the case for financial statements audit opinions.

1.38 None of the five audit conclusions issued were prepared in time for publication with the
entities’ annual reports. The ANAO observes that there were several reasons for this, including
entities’ ability to address issues raised during the audit and provide timely evidence to meet
requirements for testing ‘completeness and accuracy’. The commencement date for the audits also
impacted timeframes — the work required in the audits far exceeded the planned timeframes.
These issues are discussed in chapters 3 and 4 of this report.

26  An Interim Management Letter is provided to the entity at the end of the interim audit phase. It indicates the
ANAQ’s assessment of the internal control environment, the ‘clear read’ of the performance information and
whether the entity’s measures meet the specific requirements of the PGPA Rule.

27 Department of Finance, Reports, available from https://www.finance.gov.au/publications/reports.
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Ongoing funding and support from the Parliament

1.39 As part of the 2021-22 Budget, the ANAO was provided additional funding to support the
staged implementation of a program of performance statements audits, from three audits in
2020-2021 increasing to six audits in 2021-2022, ten audits in 2022-2023 and 19 audits in
2024-25. Significantly, this funding builds into the core business of the sector assurance to the
Parliament of non-financial reporting information, closing this assurance gap.?®

1.40 AsFinance notes in its 2020—21 annual performance statements, the department is working
with the ANAO on the design and implementation of this expanded audit assurance program of
annual performance statements.?®

28 Australian National Audit Office, Annual Report 2020-21, p. 4.
29 Department of Finance, Annual Report 2020-21, p. 51.
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2. The benefits of high quality performance
statements for the Parliament and the sector

Chapter coverage

This chapter explains how the Parliament and public sector entities will benefit from high quality
annual performance statements that meet the requirements of the Commonwealth Performance
Framework.

High quality performance information

High quality annual performance statements will deliver on the Parliament’s key objective in
establishing the performance framework — to improve the quality and reliability of performance
information in the Australian public sector. High quality annual performance statements that
comply with the framework will support the Parliament’s accountability and scrutiny function
through the legislative process and parliamentary committees.

High quality performance statements enable entities to show the Parliament and the public
whether their policies and programs are delivering the results intended with the resources
provided. The information that supports high quality performance statements will also provide a
valuable evidence base for entities to justify new policy proposals and evaluate existing policy
and program settings.

The ANAQO’s performance statements audits are designed to align with the Parliament’s
expectations as established in the PGPA Act and the PGPA Rule. They provide assurance to the
Parliament and also facilitate high quality performance reporting across the sector.

Parliament’s expectation for high quality performance information

2.1 In enacting the PGPA Act and establishing the Commonwealth Performance Framework
(framework), Parliament has set the expectation that entities will develop and report high quality
performance information in their annual performance statements. The framework sets standards
in relation to the quality of performance information, performance monitoring, evaluation and
reporting.3°

2.2 Achieving high quality performance reporting has been an important but elusive issue for
decades, and there continues to be a strong interest in improving the quality and reliability of
performance information in the Australian public sector. Despite many initiatives3!, Australian
Government entities still struggle to tell their performance story easily and clearly, which can lead
to criticisms about public sector performance, transparency and accountability.

2.3 The Australian National Audit Office (ANAQO) provides assurance to the Parliament that
entities’ reporting meets the standards required by the framework. ANAO annual performance
statements audits are designed to provide the Parliament with assurance that its expectation for
high quality and meaningful information to measure and assess the performance of entities is being
met, and the integrity of the framework is upheld.

30 Explanatory Memorandum, Public Governance, Performance and Accountability Bill, p. 12.

31 The Outcomes and Outputs Framework (1999-2000 to 2008-09) and the Outcome and Programs framework
(2009-2010 to 2014-15)

Auditor-General Report No.23 2021-22
Audits of the Annual Performance Statements of Australian Government Entities — Pilot Program 2020-21

23



2.4 There are two main benefits from public sector entities producing high quality and
meaningful performance information in their annual performance statements. The first is to provide
effective public accountability by informing the Parliament and the public about how well taxpayer
money is being used and the outcomes being achieved. The second is to provide performance
information that entities can use to measure their impact and drive improvements in the efficiency
and effectiveness of policies and programs and how government allocates taxpayer funds.

How ANAO assurance should lead to higher quality and reliable
performance information

2.5 Since its establishment in 1901, the ANAO has provided the Parliament with assurance that
public sector entities’ financial statements have complied with the relevant accounting standards
and present fairly the financial position of the entity.

2.6 On the whole, through the regular annual auditing of financial statements, the Parliament
can be assured that financial reporting in the Australian public sector is robust. The number of audit
findings in financial statements has declined over the past five years, indicating ongoing
improvement in financial reporting and generally sound financial management within the sector.3?

2.7 Over time, entities have developed effective systems to plan and report their financial
performance in their financial statements. In conducting audits and providing assurance to the
Parliament, the ANAO has played an important role in increasing and maintaining the quality and
reliability of entities’ financial reporting.

2.8 The 2020 and 2021 pilot performance statements audits demonstrated that processes and
systems supporting the preparation of annual performance statements are not as robust as those
in place for the preparation of financial statements, which have been developed over many
decades. Consequently, each of the five audit conclusions related to the pilot audits contained
several findings and qualifications related to specific performance measures. Chapter 3 of this
report explains the type and the content of these qualifications.

2.9 Qualified audit conclusions are more likely to be issued in the early stages of implementing
the new audit framework for annual performance statements and as entities continue to improve
their performance reporting systems and processes. This will be an important part of the process
for improving the quality of entities’ performance information.

2.10 As with financial statements audits, regular auditing of annual performance statements will
assist entities to improve the quality and reliability of their annual performance statements and
provide Parliament with assurance that the quality of entities’ performance information is
consistent with the framework and Parliament’s expectations.

2.11 The quality of annual performance statements improved between the 2020 and 2021 pilot
audits, including a gradual shift from generic measures to targeted measures that better reflect the
impact of services and programs. Further progress will, however, be necessary before the audit
conclusions do not include significant findings and qualifications.

32 Australian National Audit Office, Annual Report 2020-21, p. 1.

Auditor-General Report No.23 2021-22
Audits of the Annual Performance Statements of Australian Government Entities — Pilot Program 2020-21

24



The benefits of high quality performance statements for the Parliament and the sector

A strategic roll-out

2.12  To drive higher quality performance information, the roll-out of the ANAO’s performance
statements audit program will be important. In the next four years, the ANAO will audit the same
entities as the previous year while adding additional entities. In 2022, for example, the same three
entities will be audited as in 2021 (Department of Social Services (DSS), Attorney General’s
Department (AGD) and Department of Veterans’ Affairs (DVA)) plus an additional three entities —
the Department of the Treasury, the Department of Agriculture, Water and the Environment and
the Department of Education, Skills and Employment. In 2023, these six entities will be audited plus
an additional four.

2.13  Entity selection will initially be drawn from the major portfolio entities in the Australian
public sector to align with the ANAQ’s parliamentary reporting focus for financial statements where
a yearly assessment of the key financial controls of major entities is published. The entities included
in the report are selected on the basis of their contribution to the income, expenses, assets and
liabilities of the sector. The 2020-21 Interim Report on Key Financial Controls of Major Entities
examined 25 entities, including all departments of state and other major Australian Government
entities.33

2.14  As demonstrated during the pilot program, this cumulative process will enable the ‘repeat’
entities to improve the quality and reliability of their performance statements, including to address
the issues that were identified the previous year. The ‘repeat’ entities will also be well placed to
share their knowledge and experience with ‘new’ entities and more broadly across the sector.

How the Parliament benefits from audit assurance and improved
performance reporting

2.15 A key objective of the Commonwealth Performance Framework (2015-16 to present) is to
provide the Parliament with meaningful performance information.3* The Explanatory
Memorandum to the Public Governance, Performance and Accountability Bill described this
objective as follows:

...for the Parliament to properly fulfil its oversight function, performance information is crucial to
assessing whether policy goals are being achieved. Performance information also shows how
effectively the public sector has performed. The quality of information is more important than the
quantity.®

2.16 The specific requirements of the Public Governance, Performance and Accountability Act
2013 (PGPA Act) and the Public Governance, Performance and Accountability Rule 2014 (PGPA Rule)
reflect that high quality, meaningful performance information for the Parliament is information
that:

° aligns the entity’s purposes, key activities and performance measures and targets;

. measures what was achieved against what the entity had planned to achieve;

33  Auditor-General Report No.40 2020-21 Interim Report on Key Financial Controls of Major Entities, available
from https://www.anao.gov.au/sites/default/files/Auditor-General Report 2020-21 40 0.pdf [accessed 18
February 2022].

34  Public Governance, Performance and Accountability Act, section 5.
35 Explanatory Memorandum, Public Governance, Performance and Accountability Bill, p. 13.
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° measures the impact and cost effectiveness of the entity in achieving its purposes and
policy goals; and

° measures what was achieved based on reliable data sources and methodologies.

2.17 The auditing of annual performance statements should offer the following benefits for the
Parliament.

° In the short-term, the Auditor-General’s audit conclusions provide Parliament with a clear
view on the extent to which performance statements can be relied upon to form an
assessment of an entity’s performance.

. In the medium to longer term, a program of performance statements audits will improve
the quality and reliability of performance information presented in annual performance
statements. It will also support informed legislative and parliamentary committee debate
on the quality of outcomes and the return on investment being achieved.

How the sector will benefit from audit assurance and improved
performance reporting

2.18 An audit program of entities’ externally reported performance information offers the sector
two main benefits. The first is to require quality and transparency about what programs and policies
have achieved and whether there has been a return on the government’s investment. The second
is to promote a culture of policy and program evaluation that can inform long-term strategic
planning and support evidence-based decision-making.

A return on investment

2.19 The private sector rigorously measures its performance and determines whether the return
is worth the investment of shareholder funds. Evaluation is an integral part of business models and
helps inform future resource allocation decisions, with analysis not only focusing on spending, but
testing effectiveness against ambition.

2.20 The ANAO’s program of performance statements audits will assist the sector to
demonstrate to the Parliament that policies and programs are delivering the results intended with
the resources provided.

2.21  High quality performance reporting and evaluation is essential as Australian Government
entities today are facing a new set of complex and longer-term challenges, including being impacted
by the COVID-19 pandemic.3® To support this focus, new approaches to performance and public
accountability are needed, including:

° developing new ways of reporting on the management of complex long-term issues that
matter to the public;

. explaining more clearly how public organisations use public money to generate value for
the Australian community; and

36 See also Office of the Auditor-General, The problems, progress, and potential performance reporting,
Commonwealth of New Zealand, October 2021, p. 31, available from
https://oag.parliament.nz/2021/performance-reporting/docs/performance-reporting.pdf [accessed 16
December 2021].
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. aligning the Australian Government entity’s funding requirements to the services and
outcomes being delivered to Australian citizens rather than only to the inputs and outputs
of its activities.

2.22  Given the cross-cutting nature of many complex problems, it may also require integrating
and sharing results between Australian Government entities to describe performance in a way that
includes outcomes, sectors, and the whole-of-government.3” For example, the Consolidated
Financial Statements provide a picture of the financial results of the whole of the government.
There is currently no equivalent approach for consolidating annual performance statements.

From compliance to strategic planning

2.23 The framework requires entities to report their performance information annually. Auditing
of this information will indicate to entities whether the information is accurate, current and able to
be relied upon to support decision-making. This information is thereby a platform for entities to
plan and improve future policy and programs and to better allocate their resources.

2.24  Without adequate performance information, entities can struggle to evaluate their policies
and programs to identify whether current settings are working as intended. ANAO performance
audits have highlighted the difficulties that entities have in evaluating their policies and programs,
especially where there is inadequate baseline data.3?

2.25 Current government guidance highlights the importance of entities obtaining and using high
quality evidence and information to develop and evaluate their policies and programs.

° In developing policy, it is an expectation of government that new policy proposals will be
supported by solid evidence that is established through impact analysis. Impact analysis
ensures decision-makers have confidence that proposed policies are well-designed,
well-targeted and fit-for-purpose.®®

° In December 2021, the Finance Minister endorsed a Commonwealth Evaluation Policy and
supporting toolkit.*° The aim of the Policy is to:

- embed an APS culture of evaluation and learning from experience;
- improve the impact of programs through evidence-based policy and delivery; and

- support Australian Government entities to improve the quality of performance
reporting through adherence to consistent, quality standards and approaches.

37 See H Vitalis and C Butler, ‘Organising for complex problems — beyond contracts, hierarchy and markets’,
presentation at the XXIII International Research Society for Public Management Annual Conference,
Wellington, available from https://www.publicservice.govt.nz/assets/SSC-Site-Assets/SAPG/Organising-for-
complex-problems-IRSPM-Conference-Paper.pdf [accessed 12 January 2022].

38 Auditor-General Report No.1 2018-19 The Implementation and Performance of the Cashless Debit Card Trial,
p. 38, available from https://www.anao.gov.au/sites/default/files/Auditor-General Report 2018-2019 1.pdf
[accessed 21 January 2022];

Auditor-General Report N0.9 2021-22 Regional Land Partnerships, p. 52, available from
https://www.anao.gov.au/sites/default/files/Auditor-General Report 2021-22 9.pdf [accessed 22 January
2022].

39 Department of Prime Minister and Cabinet, Impact Analysis 101, available from
https://obpr.pmc.gov.au/video-category/impact-analysis-101 [accessed 21 January 2021].

40 Department of Finance, Commonwealth Evaluation Policy and toolkit, available from

https://www.finance.gov.au/about-us/news/2021/commonwealth-evaluation-policy-and-toolkit [accessed 12
January 2022].
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2.26 The Department of Finance (Finance) has also been working with stakeholders in the sector
to embed evaluation planning in new policy proposals and regulation impact statements.*!

2.27 High quality performance statements can help entities to improve their policy development
and evaluation processes by providing information on outcomes and return on investment instead
of focussing only on costs. This in turn should assist to improve their performance and deliver
greater value for the public funds they have been entrusted to manage.

2.28 In this context, the pilot program has already had an impact, resulting in a maturing of
performance statements governance and preparation processes in entities that have been audited
(see chapters 3 and 4). While the entities generally have less well-coordinated processes compared
to the preparation of financial statements, it is consistent with the way financial statements
maturity evolved following the introduction of accrual accounting.?

2.29 Audit committees, Chief Financial Officers and finance teams are integral to good
governance of Australian Government entities. To tell their performance story well, Australian
Government entities may need to raise the profile of the planning and performance reporting
function.

2.30 When the audit program is fully implemented and mature, the ANAO would expect to see
that the information in entities’” annual performance statements is a key part of the entity’s
coordinated approach to policy and program design and planning strategically for the future,
including to help better target policies and programs and maximise the chance of achieving desired
results.

2.31 Finance and the ANAO will play a key role in moving the sector beyond a compliance
mindset. Finance’s work to build and embed a culture of evaluation and learning in the public sector
will complement the ANAQO’s performance statements audit program.

Public sector auditing of non-financial performance in Australia

2.32  The audit of performance information is not unique to the Australian public sector. Such
information is also audited in several state and territory jurisdictions.

2.33 In Western Australia, state agencies report their effectiveness and efficiency Key
Performance Indicators (KPIs) in their annual reports. The Auditor General then forms an audit
opinion on each agency’s KPIs as a whole. This opinion is based on whether the indicators fairly
represent the indicated performance for the audit period, and if they are relevant and appropriate

41 Department of Finance, Commonwealth Evaluation Policy and toolkit, available from
https://www.finance.gov.au/about-us/news/2021/commonwealth-evaluation-policy-and-toolkit [accessed 12
January 2022]. The evaluation toolkit was developed in response to the Government’s Australian Public
Service Reform Agenda.

42  Australian National Audit Office, Audit Report No.13 1995-96, Results of 1994-95 Financial Statements Audits

of Commonwealth Entities, available from https://www.anao.gov.au/sites/default/files/ANAO Report 1995-
96 13.pdf [accessed 19 January 2022].
The report found that there were more than 1500 recommendations made to management relating to issues
including the development of IT systems for financial statements preparation and record keeping. This is in
comparison to a total of 164 findings issued to entities as a result of the 2020-21 financial statements audits,
Auditor-General Report No. 14 2021-22, Audits of the Financial Statements of Australian Government Entities
for the Period Ended 30 June 2021, p.10.
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to assist users to assess the agency’s performance.*® This process occurs annually and the audit
opinion is published in the audited agency’s annual report.

2.34 Local Government Victoria (LGV) collects and publishes a range of information about council
performance. Councils are required to prepare a performance report in line with the Local
Government Performance Reporting Framework and reports are audited annually by the Victorian
Auditor-General’s Office.** LGV publishes councils’ performance results on a dashboard* annually.

2.35 Inthe Australian Capital Territory, territory authorities list objectives, performance criteria
and other measures in their annual ‘statement of intent’. They then assess their performance in
relation to this in their annual report and ‘statement of performance’. This statement is scrutinised
by the ACT Auditor-General who provides a limited assurance report to be attached to the
authority’s annual report.*®

2.36 Standards for the preparation and audit of non-financial performance information are not
set independently in Australia.*’” Rather, each jurisdiction has established its own framework,
mainly through primary and subordinate legislation. This contrasts with financial statements, where
accounting and auditing standards are independently set, both nationally and internationally, which
promotes consistency across jurisdictions.*® These issues are discussed in more detail below.

Auditing of non-financial performance in the public sector internationally

2.37 Several other jurisdictions have established national legislative frameworks with
comparable requirements for entity performance reporting. Canada, the United States of America
(USA), New Zealand, South Africa and the United Kingdom (UK) each have a framework similar to
the Commonwealth framework in terms of the characteristics of the framework, the quality of
information required and requirements for publishing performance measures, targets and results.

2.38 The Office of the Auditor-General New Zealand (OAG) has been conducting audits on how
entities can improve their performance and reporting for public accountability purposes. Results

43  Western Australia Auditor General Report, Beyond Compliance: Reporting and managing KPIs in the public
sector, Report 3, April 2012, p. 14, available from https://audit.wa.gov.au/wp-
content/uploads/2013/05/report2012 03.pdf [accessed 7 January 2022].

44  Victorian Auditor-General’s Office, Reporting on Local Government Performance, May 2019, available from
https://www.audit.vic.gov.au/sites/default/files/2019-05/20190523-LG-Performance 0.pdf [accessed 12
January 2022].

45  Victorian Auditor-General’s Office, Local Government Performance Reporting Framework Dashboard,
available from https://www.audit.vic.gov.au/report/reporting-local-government-
performance?section=33158--local-government-performance-reporting-framework-dashboard-#33158--local-
government-performance-reporting-framework-dashboard-m [accessed 12 January 2022].

46  ACT Government, Education Directorate, Annual Report 2020-21, December 2021, p. 230, available from
https://www.education.act.gov.au/ data/assets/pdf file/0008/1908665/EDU-2020-21-Annual-Report-
downloadable-version.pdf [accessed 12 January 2022].

47 In preparing the annual Report on Government Services (RoGS), which provides information on the equity,
effectiveness and efficiency of government services in Australia, the Productivity Commission uses a defined
methodology. This report is not subject to audit.

48 In Australia, standards are set by the Australian Accounting Standards Board (AASB) and Auditing and Assurance
Standards Board (AUASB). There are also international standards setters, including the International Public
Sector Accounting Standards Board® (IPSASB®) that works to improve public sector financial reporting
worldwide, and the International Accounting Standards Board.
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and observations from this process were published in a 2021 report by the OAG on ‘The problems,

progress, and potential of performance reporting’.*®

2.39 South Africa has a performance statements audit program. Canada, the USA and the UK do
not have the equivalent of a performance statements audit program. They do, however, have
central agencies that are engaged in improving performance reporting (see Appendix 3).

Accounting standards relating to performance information

2.40 In 2009, the Australian Accounting Standards Board (AASB) initiated a project on service
performance reporting to respond to feedback received about needs of not-for-profit (NFP) private
entities’ financial statements users.

2.41 In August 2015, the AASB issued an Exposure Draft (ED) 270 Reporting Service Performance
Information for comment. The ED proposed principles and mandatory requirements for NFP entities
in both the private and public sectors to report service performance information that is useful for
accountability and decision-making purposes. The proposals in the ED were not required to be
included as part of the financial statements; therefore, it did not specify whether service
performance information reported is required to be audited; this is a matter for each entity’s
regulator.

2.42 Feedback received generally agreed with the proposed objectives and principles of ED 270.
Since that time, the AASB has not significantly progressed on this topic. The AASB has noted in
consulting on its agenda for 2022-2026°° that it intends to recommence the service performance
reporting project in the period of 2022-2026 because of its priority and close relationship with the
sustainability reporting project (see below).

New Zealand accounting and auditing standards

2.43 In November 2017, the New Zealand Accounting Standards Board of the External Reporting
Board issued Public Benefit Entity Financial Reporting Standard 48 Service Performance Reporting
(PBE FRS 48). This standard establishes service performance reporting requirements with effect
from 1 January 2022. PBE FRS 48 reflects the view that service performance information is an
essential part of a general purpose financial report and that an entity should report its service
performance information alongside its financial statements.>* Consequently, a new audit standard,
New Zealand Auditing Standard 1 The Audit of Service Performance Information, was issued in
February 2019 by the New Zealand Auditing and Assurance Standards Board of the External
Reporting Board. This standard took effect from 1 January 2022.

Integrated reporting

2.44  The value of non-financial performance information is recognised in the private sector. A
growing number of companies are using the international framework for integrated reporting to

49 Office of the Auditor-General, The problems, progress, and potential performance reporting, Commonwealth
of New Zealand, October 2021, available from https://oag.parliament.nz/2021/performance-
reporting/docs/performance-reporting.pdf [accessed 16 December 2021].

50 AASB Invitation to Comment ITC 46 AASB Agenda Consultation 2022—-2026

51 Explanatory Guide A10 Service Performance Reporting
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The benefits of high quality performance statements for the Parliament and the sector

better communicate to their stakeholders how they create value over time. The framework goes
well beyond the traditional financial reporting requirements of companies.

2.45 Integrated reporting is designed to clearly show how an organisation’s strategy, governance,
performance, and prospects, in the context of its external environment, create value in the short,
medium, and long term.>?

2.46 The goal of integrated reporting is to provide investors with the information they need to
make more effective capital allocation decisions that facilitate better long-term investment returns.

2.47 Integrated reporting is gaining ‘traction’ from corporations and regulators. For example, it
is referred to in the ASX Corporate Governance Principles and Recommendations and the Australian
Securities and Investments Commission’s guidance in relation to the preparation of operating and
financial reviews.

Sustainability reporting in Australia and internationally

2.48 Sustainability reporting refers to the practice of corporations and other organisations
measuring and publicly reporting on their economic, social and environmental performance.>? In
the Australian private sector, there is not compulsory sustainability reporting as such. Companies
are required to disclose any information that shareholders would reasonably need to make an
informed assessment of an entity’s operations and business strategies. There are also
recommendations on corporate governance practices around environmental and social risks for
publicly listed companies in Australia. The current legal requirements for certain entities in terms
of disclosing non-financial information are related to specific federal Acts including the Modern
Slavery Act 2018, the Workplace Gender Equality Act 2012, and the National Greenhouse and Energy
Reporting Act 2007.

2.49 The annual reports of Australian Government departments, Parliamentary departments,
Commonwealth authorities, Commonwealth companies and other Australian Government agencies
must under section 516A of the Environment Protection and Biodiversity Conservation Act 1999, all
now include a report on environmental matters in their annual reports. These disclosures are not
subject to audit as they do not form part of the financial report of Australian Government entities.
They are also not part of entity annual performance statements.

2.50 International investors with global investment portfolios are increasingly calling for high
quality, transparent, reliable and comparable reporting by companies on climate and other
environmental, social and governance (ESG) matters. On 3 November 2021, the IFRS Foundation
Trustees announced the creation of a new standard-setting board — the International Sustainability
Standards Board (ISSB) — to help meet this demand.>*

52 International Integrated Reporting Council, International <IR> Framework, January 2021, p. 10, available from
https://www.integratedreporting.org/wp-
content/uploads/2021/01/InternationallntegratedReportingFramework.pdf [accessed 19 January 2022].

See also Value Reporting Foundation www.integratedreporting.org [accessed 21 December 2021].

53  Parliamentary Joint Committee on Corporations and Financial Services, Corporate responsibility: Managing
risk and creating value, June 2006, p. xv.
54  International Financial Reporting Standards Foundation, ‘About the International Sustainability Standards

Board’, 3 November 2021, available from https://www.ifrs.org/groups/international-sustainability-standards-
board/, [accessed 18 February 2022].
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2.51 The intention is for the ISSB to deliver a comprehensive global baseline of
sustainability-related disclosure standards that provide investors and other capital market
participants with information about companies’ sustainability-related risks and opportunities to
help them make informed decisions.

2.52 Inresponse to international developments, the Financial Reporting Council (FRC), AASB and
the Auditing and Assurance Standards Board (AUASB) recently released a Position Statement on
Extended External Reporting (EER) and Assurance.> This Position Statement outlines an approach
by which the AASB intends to develop reporting requirements for sustainability-related
information, simultaneously with the relevant assurance standards developed by the AUASB, rather
than via a separately established board at this time. The Boards announced their intention to
establish reporting requirements for sustainability-related information that will, as far as is
practicable, align with significant international developments in the same area.

2.53 The AUASB has adopted the guidance from the IAASB, Non-Authoritative Guidance on
Applying ISAE 3000 (Revised) to Extended External Reporting Assurance Engagements®®, for use in
Australia.>’

55  Financial Reporting Council, ‘FRC/AASB/AUASB Position Statement on Extended External Reporting And
Assurance’, 26 November 2021, available from https://frc.gov.au/publication/frcaasbauasb-position-
statement-extended-external-reporting-and-assurance [accessed 18 February 2022].

56 IAASB, Non-Authoritative Guidance on Applying ISAE 3000 (Revised) to Sustainability And Other Extended
External Reporting Assurance Engagements, available from https://www.iaasb.org/publications/non-
authoritative-guidance-applying-isae-3000-revised-extended-external-reporting-assurance.

57 Auditing and Assurance Standards Board, ‘AASB new guidance on assurance for non-financial reporting - AUASB
to issue a Bulletin to support the guidance and its application in Australia’, News, 21 April 2021, available from
https://auasb.gov.au/news/iaasb-new-guidance-on-assurance-for-non-financial-reporting-auasb-to-issue-a-
bulletin-to-support-the-guidance-and-its-application-in-australia/ [accessed 18 February 2022].
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3. Findings and recommendations from the
Pilot Program

Chapter coverage

This chapter sets out the planning, interim and final phases of a performance statements audit.
It further identifies five themes that have emerged from the findings issued to entities in
2020-21 and concludes with a discussion of the significant findings.

Audit themes
The following five themes are reflected in findings issued to entities in 202021, representing
opportunities for improvement and areas of focus for entities:

e For composite measures — a performance measure with several targets — the entity’s
corporate plan needs to clearly set out how the results from each target will be weighted and
the proportion of targets that must be met for the measure to be considered achieved.

e Measures based on case studies and surveys need to be supported by a clear methodology
that explains the basis for selecting case studies and identifies how surveys will be conducted.
Entities need to pay particular attention to these contexts where there is a heightened risk of
bias in measuring and assessing performance.

e A measure that is inwardly focused on what the entity does to enable an output to be
produced will generally be assessed as an ‘input” or an ‘activity’ — not an output. If the
measure is assessed as an input or an activity, it would not normally meet the intent of the
PGPA Rule.

e Entities need to ensure there are appropriate disclosures in the performance statements
regarding key information and the known limitations with source data and the methodology
for measuring results.

e Entities need to ensure that processes are in place to keep records and provide their own
assurance over the systems and sources that inform their performance results.

Audit findings

Across the three 2020-21 audits, entities’” annual performance statements were largely
compliant with the requirements of the performance framework and fairly presented the
performance of the entity. There were, however, some exceptions where specific measures did
not meet expected standards. The ANAO made significant findings and reported exceptions as
qualifications to our audit conclusion for 14.9 per cent of the three entities’ performance
measures.

3.1 Performance statements audits provide Parliament with assurance over the quality and
reliability of entities’ annual performance statements and also provide findings and
recommendations to entities. The aim of issuing findings and recommendations to each entity is to
drive improvement in the preparation of the performance statements and help entities to disclose
relevant, accurate and useful information regarding their performance. Entities can work to resolve
interim findings in the final phase of the audit and to use final findings to resolve matters for the
following year. In this way, performance statements audits are designed to improve transparency
and drive continuous improvement in the quality of performance information.
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Phases of a performance statements audit

3.2 Performance statements audits are structured similarly to financial statements audits with
a planning, interim and final phase. As in financial statements, the intent of this structure is to
enable the auditee to address matters identified at the interim phase of the audit and to reflect on
final findings in the following reporting year. (See Appendix 4)

Planning phase

3.3 To ensure an effective audit process, the nature, timing and extent of audit procedures must
be considered.® In the planning phase of a performance statements audit, auditors seek to gain an
understanding of the entity and the entity’s processes, its risk environment, and roles and
responsibilities for the production of the performance statements.

3.4 Auditors typically collect publicly available documentation and request internal entity
performance documentation to support this process. For example, material may be requested to
explain the context and the evidence base for each performance measure in the annual report,
corporate plan and Portfolio Budget Statements (PBS).

3.5 The entities audited in 2021 each developed this type of documentation. For example,
Department of Social Services (DSS) ‘Program Profiles’ establish a template for performance
information preparation in accordance with the requirements of the Public Governance,
Performance and Accountability Rule 2014 (PGPA Rule). For each program, DSS Program Profiles set
out:

° the alignment of the relevant purpose, outcome, key activity and performance measure(s)
and target(s);

° the policy or program context for the ‘key activity’;

o why the measure selected is important to report achievement of the key activity;

° why the target was chosen;

. the type (output, effectiveness, efficiency / qualitative, quantitative) and the timeframe
of the measure;

° the data source and methodology to support the measure including the data provider and
the source data owner;

° the calculation required to derive a result; and

° lines of responsibility and accountability for the receiving and storing source data and

calculating a result in accordance with the methodology.

3.6 An engagement letter to agree entity and audit processes and set out audit criteria, key
milestones and responsibilities is provided by the Australian National Audit Office (ANAO) and
acknowledged by the entity.

Interim phase

3.7 The interim phase of the audit occurs prior to the entity’s preparation of its annual
performance statements. During the interim phase, the audit assesses the corporate plan and the

58 Standard on Assurance Engagements ASAE 3000 Assurance Engagements Other than Audits or Reviews of
Historical Financial Information, paragraph 40.
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PBS and the internal control framework that supports the production of the performance
statements. This provides an understanding of the likelihood or risk of errors within the
performance statements and allows for detailed testing to be planned and undertaken.

3.8 At the conclusion of the interim audit phase an Interim Management Letter (IML) is provided
to the entity. The IML indicates the ANAQ’s assessment of the internal control environment, the
‘clear read’ of performance information, and whether each of the entity’s measures meet the
specific requirements of the PGPA Rule, especially the requirements set out in section 16EA of the
Rule and whether targets have been set in line with section 16E(2)(5)(b). The IML contains the
ANAOQ'’s findings and recommendations which are provided to the entity for comment and
response.

3.9 The IML is designed to assist the entity to address matters relating to the performance
statements and/or particular measures prior to the final phase of the audit, and to provide the
entity with an opportunity to produce performance statements on which the ANAO will be able to
provide an unqualified conclusion.

Final phase

3.10 Duringthe final phase of the audit, the ANAQ’s focus is on the performance information and
analysis contained in the entity’s performance statements. The audit concentrates on the following
questions.

. Do the performance measures meet the requirements of the PGPA Rule? This is based on
the information in the PBS, the corporate plan, the draft performance statements, the
entity’s internal documentation, and the ANAQO’s assessment of results in the performance
statements based on the entity’s methodology and the evidence obtained.

° Has the entity provided workpapers that sufficiently demonstrate how data sources,
evidence and the methodology were applied to calculate the reported result in the
performance statements?

° Is the ANAO able to obtain the evidence required to verify the reported result based on
the entity’s methodology for measurement and assessment?

. Can the entity provide adequate assurance over the systems used to report performance
information, and the evidence generated from these systems?

. Do the performance statements meet the requirements of section 16F of the PGPA Rule
and the requirements for the presentation of annual reports in section 17AC of the PGPA
Rule?

° Have the IML findings and recommendations been adequately addressed?

3.11 The audit process then assesses the overall results of testing and evidence obtained in order
to form the audit conclusion. Importantly, the audit conclusion aims to inform the user about the
quality and reliability of information presented in the performance statements (from which the user
forms a view about the entity’s performance) and does not provide an opinion about the
substantive performance of the entity.

3.12 The audit conclusion is normally discussed with the entity in advance of provision to the
accountable authority to ensure the results of the audit are clearly understood and to allow for any
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last details to be finalised. Once completed the Auditor-General provides his Independent
assurance report to the Finance Minister.

3.13 The ANAO also prepares a Final Management Letter (FML) which contains the ANAQO’s
findings and recommendations from the audit. Consistent with the approach for financial
statements, the FML categorises findings as significant (A), moderate (B) and minor (C) to emphasise
their relative importance and support entities to prioritise improvement efforts.

3.14 The FMLis provided to the entity for comment and response. The entity’s responses to, and
action on, the FML findings and recommendations are a key reference point for the ANAO in
commencing an audit of the entity’s performance statements for the following reporting year. Table
3.1 summarises audit findings presented to entities that participated in the 2020-21 pilot program.

Table 3.1: Performance statements audit findings 2020-21

S e owewe e

| 4 d 10]

Source: ANAO compilation of findings. See Appendix 5

Findings by theme

3.15 This section briefly discusses key themes identified during the pilot audit program, which
represent opportunities for improvement and areas of focus for entities. More detail is provided in
Appendix 6.

Use of composite measures and wording of measures and targets

3.16 The first theme relates to how entities construct a performance measure and target. It is
important that the following be considered when creating performance measures and targets.
° For composite measures — a performance measure with several targets:

- the entity’s corporate plan clearly sets out how the results from each target will be
weighted;

- the corporate plan explains the proportion of targets that must be met for the
measure as a whole to be considered achieved; and

- internal documents explain why the targets were chosen and where appropriate,
why they were chosen over other targets.

. The wording of the measure and the target align (for example, if the measure aims to
achieve a percentage, the target should also refer to a percentage).

° The target is able to assess a matter or matters that substantially address what the
measure aims to achieve; that is if the target is achieved, it should reflect that the aim of
the measure has been substantially achieved.

3.17 Appendix 6 shows that there was at least one significant (A), moderate (B) and minor (C)
finding relating to these matters.
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Case studies and surveys — meeting the requirements of sections 16E and 16EA
of the PGPA Rule

3.18 The second theme relates to entities ensuring that their performance measures meet the
specific requirements of the PGPA Rule. Appendix 6 shows that significant or moderate findings
were issued to entities where their performance measures did not meet the requirement for data
sources and methodologies to be reliable and verifiable and provide an unbiased basis for
assessment.

Unbiased basis for assessment

3.19 Entities need to pay particular attention where there is a heightened risk of bias in
measuring and assessing performance. The 2020-21 performance statements audits highlighted
the following:

° for measures based on case studies, the selection and scope of these case studies needs
to be clearly identified in the corporate plan;

o for measures based on surveys, internal documents created at the beginning of the
reporting period should identify the population, the sample size, how the survey will be
conducted (including controls over the survey process and data) and an acceptable
response rate;

° where survey measures are based on third parties self-reporting, there should be an
assessment of the risk of positive bias and how these risks will be addressed and disclosed;
and

° where measures are based on an internal measurement, the entity should ensure there

are adequate controls in place to demonstrate that the result was objectively assessed.
Reliable and verifiable

3.20 A biased basis for measuring and assessing the result of a measure may also be a sign that
the data source and methodology may not provide a reliable basis for assessment. Appendix 7
shows that several measures that were assessed as both biased and unreliable formed the basis for
a qualification.

The requirement for measures of output, effectiveness and efficiency

3.21 The third theme relates to whether the type of performance measure meets the intent of
the framework. The PGPA Rule requires measures of the entity’s outputs, efficiency and
effectiveness to be included if those things are appropriate measures of the entity’s performance
(subsection 16EA(e)).

3.22 A measure that is inwardly focused on what the entity does to enable an output to be
produced will generally be assessed as an ‘input’ or an ‘activity’>® — not an output. If the measure
is assessed as an input or an activity, it would not normally meet the intent of the PGPA Rule®® and
the ANAO would consider them as supporting information.

59 The ANAO assesses each performance measure on the basis of whether it is an ‘input’, an ‘activity’, an
‘output’, an ‘effectiveness’ measure, an ‘efficiency’ measure, or an ‘efficiency proxy’. An ‘activity’ is a distinct
effort undertaken to achieve a specific result.

60 Public Governance, Performance and Accountability Rule 2014, subsection 16EA(e).
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3.23 In the 2020-21 performance statements audits, 7 of the 107 (6.54 per cent) performance
measures across the three entities were assessed as ‘inputs’ or ‘activities’ and were therefore
excluded from a full assessment against the requirements of section 16EA of the PGPA Rule.
However, the results for these seven measures were still assessed for ‘completeness and accuracy’
during the final phase of the audit.

3.24 The exclusion of input and activity measures from testing against the full requirements of
section 16EA of the PGPA Rule is designed to drive performance reporting that measures the impact
that an entity makes. The presentation of input or activity-based measures does not automatically
attract a finding, although a finding may be made in cases where:

° input and activity measures account for a sizeable proportion of the entity’s total
performance measures; and

° an input or activity measure is all that the entity provides to explain its performance in
relation to a key activity or an outcome.

3.25 In these cases, the reader may have inadequate information to assess the entity’s
performance.

Disclosure and presentation

3.26 The fourth theme relates to the disclosure in the performance statements of key
information on source data and methodology, and how the results for measures are presented.

3.27 In general, the three entities’ 2020-21 performance statements clearly disclosed key
information and the known limitations with source data and the methodology. One finding was
issued where the entity did not disclose survey response rates. The following matters resulted in
significant and minor findings (see Appendix 6):

° failure to identify criteria for the selection of case studies in the corporate plan;

o non-disclosure of survey response rates and methodologies in the performance
statements; and

° failure to identify population and sampling approaches for survey-based measures.

3.28 Section 17AC of the PGPA Rule requires information in annual reports that is ‘relevant,
reliable, concise, understandable and balanced’.?! For performance measures where the movement
of several variables is being assessed, the use of a graph or a chart could supplement the narrative
in the annual report.

Providing assurance over completeness and accuracy of results

3.29 The fifth theme relates to how entities gain assurance over the completeness and accuracy
of reported results. Appendix 6 shows that there was at least one significant (A), moderate (B), and
minor (C) finding relating to these matters. These findings reflect the importance of entities’
processes to keep records and provide their own assurance over the systems and sources that
inform their performance results. These processes ensure that the reader can have confidence that

61 Department of Finance, Annual performance statements for Commonwealth entities, Resource Management
Guide 134, March 2020, p. 6, available from https://www.finance.gov.au/sites/default/files/2020-03/RMG-
134-19-03-2020.pdf [accessed 12 January 2022].
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the reported results are accurate. Chapter 4 discusses the role of audit committees to contribute to
this process.

Bases for qualification

3.30 As noted previously, the Auditor-General issued audit conclusions that included
qualifications related to specific performance measures for all three audits in 2020-21.5% These are
referred to as ‘except for’ audit conclusions on each of the three 2020-21 performance statements
audits, as the qualifications did not apply to the annual performance statements as a whole, but to
specific measures reported in the statements. This section explains an ‘except for’ qualification and
the specific context for the Attorney General’s Department (AGD), DSS and Department of
Veterans’ Affairs (DVA) conclusions.

Modified audit conclusions
3.31 An auditor’s conclusion may be ‘modified’ in one of three ways.

. A ‘qualified conclusion” may be expressed when the auditor, having obtained sufficient
appropriate audit evidence, concludes that the performance statements as a whole are
largely compliant with the PGPA Act or the PGPA Rule, but there are matters of
non-compliance that, individually or in aggregate, are material but not pervasive to the
performance statements. This could include where the auditor is unable to obtain
sufficient appropriate audit evidence for specific performance measures, which, while
material, is not pervasive to the performance statements. A qualified conclusion may also
be referred to as an ‘except for’ qualification.

° A ‘disclaimer of conclusion’ is expressed when the auditor, having been unable to obtain
sufficient appropriate audit evidence on which to base the conclusion, determines that
the possible effects on the [performance] statements of undetected non-compliance
could be both material and pervasive.

° An ‘adverse conclusion’ is expressed when the auditor, having obtained sufficient
appropriate audit evidence, determines that matters of non-compliance, individually or in
aggregate, are both material and pervasive to the [performance] statements.%3

3.32 As noted above the Auditor-General’s conclusion on each of the three 2020-21
performance statements audits was an ‘except for’ qualification, which is described as follows in
the auditor’s reports:

In my opinion, except for the effects and possible effects of the matters described in the Bases for
Qualified Conclusion section of my report, the attached 2020-21 Annual Performance Statements
of the Entity are prepared, in all material respects, in accordance with the requirements of
Division 3 of Part 2-3 of the Public, Governance, Performance and Accountability Act 2013 (the
Act).

3.33 The three qualified audit conclusions related to 16 of the 107 (14.9 per cent) performance
measures across DSS’, AGD’s and DVA’s 2020-21 performance statements.

62 Department of Finance, Publications, Reports, available from
https://www.finance.gov.au/publications/reports [accessed 8 April 2022].

63 Standard on Assurance Engagements ASAE 3000 Assurance Engagements Other than Audits or Reviews of
Historical Financial Information, paragraph A190.
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Attorney-General’s Department

3.34 The Attorney-General’s Department’s 2020-21 performance statements reported on 22
performance measures underpinned by 64 targets. The auditor’s report on the AGD’s annual
performance statements was qualified with respect to 12 targets relating to six of the 22
performance measures.

Misleading result from a composite measure

3.35 AGD’s performance measure relating to managing ‘significant legal issues and arrangements
for Australian Government legal services’ is a composite measure containing five targets. The ANAO
assessed that four of these five targets — all of which AGD had assessed as ‘achieved’ — did not
meet the requirements of section 16EA of the PGPA Rule.

3.36 Specifically, the ANAO assessed these targets as ‘activities’ and as such, they do not meet
the requirement in subsection 16EA(d) of the PGPA Rule for measures of outputs, effectiveness and
efficiency. The one target that AGD assessed as ‘not achieved’, the ANAO did assess as meeting the
requirements of section 16EA. The auditor’s report noted:

The inclusion of targets not complying with section 16EA(e) resulted in the Entity’s reporting of
the performance measure...being misleading as it has the effect of changing the overall result for
the achievement of this measure. If [these] targets ... had not been included in the determination
of the overall result it would have been assessed as not achieved.

Qualitative analysis through case studies — measures not free from bias

3.37 There were 34 targets based on work samples or surveys contributing to the overall
assessment of 18 performance measures. The department could not demonstrate that the work
samples or survey participants were selected in a way that was free from bias (subsection 16EA(c)
of the PGPA Rule) for seven of those targets relating to five performance measures. The
Auditor-General could not conclude whether the results for these measures accurately reflected
the performance of the key activities to which the measures relate.

3.38 AGD had 27 targets relating to 18 performance measures where methodology and
supporting evidence was provided to the ANAO which sufficiently mitigated the risk of bias. For the
seven targets relating to five measures® that formed the basis for the qualification, the department
could not provide this methodology. Further, it could not explain why pieces of work or survey
participants were excluded from the selected population.

3.39 Initsguidance on developing performance information, the Department of Finance explains
that the method to support case study-based measures should be made clear to the reader in the
corporate plan:

Case studies and details of information to be collected should ... be decided at the time the
corporate plan is developed and before information collection occurs. Sufficient information
should be included in the corporate plan to provide confidence to the reader that the selection of
case studies and reviews are unbiased.®

64 AGD’s performance measures were supported by a number of targets. There were instances where a
performance measure included targets where the risk of bias was mitigated and targets where the risk of bias
was not sufficiently mitigated.

65 Department of Finance, Resource Management Guide 131, paragraph 47.
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Department of Social Services

3.40 The auditor’s report on the DSS 2020-21 annual performance statements was qualified with
respect to eight out of 42 performance measures.

Inappropriate performance measures

3.41 DSS’' 2020-21 annual performance statements contain the key activity ‘Family Safety’ and a
performance measure aimed at contributing to a reduction in violence against women and their
children. The target for this measure relates to the ‘successful implementation of departmental
actions’ to contribute to this goal. The auditor’s report states:

The target is a measure of the Entity’s activity and does not relate directly to the achievement of
the Entity’s purposes related to [the] performance measure ... which is contributing to a reduction
in violence against women and their children. Furthermore, | was unable to obtain sufficient
appropriate evidence over the completeness and accuracy of the Entity’s records in regard to the
reported achievement of this measure.

3.42 In part, this example demonstrates that entities need to be able to assess what the measure
seeks to achieve. In this case, where the measure aims to contribute to a reduction in violence
against women and their children, the target must be able to assess whether and how this occurred.
In addition to this problem with the construct of the measure, DSS could not provide evidence to
explain the methodology it used to assess the ‘successful implementation of departmental actions’.

3.43 DSS' performance measure relating to volunteer grants recipients in the ‘Volunteering and
Community Connectedness’ key activity is based on a survey of grants recipients. The survey
guestion asks: ‘Did the grant make it easier for your organisation to achieve its goals?’. However,
prior to the survey volunteer grant recipients were required to sign an agreement with DSS to
confirm that the grant funding would be used to purchase items ‘consistent with the purpose of
your organisation’. The auditor’s report concludes:

Given that the terms of the agreement under which the grant payments were made required
recipients to commit to using grant funds to achieve their goals, | have assessed that the survey
guestion and target is not free from bias.

Ineffective supporting frameworks to develop, gather, assess, monitor, assure
and report

3.44 DSS’' 2020-21 annual performance statements contain six performance measures that rely
on information provided by third party service providers who are in receipt of grant funding from
the department. The auditor’s report noted that DSS did not have adequate internal controls in
place to validate the accuracy of the results reported by service providers and mitigate the risk that
the reported results were not unbiased. The ANAO was not able to perform alternative audit
procedures to determine whether the results reported against these six measures were accurate
and complete, and supported by appropriate records.

3.45 Four of these six measures are based on information from DSS’ Data Exchange (DEX). Third
party service providers enter information into DEX based on their judgment of their clients’ progress
or their clients’ requests for assistance. DSS does not ensure that these judgments or data are
accurate. Without controls in place to validate the accuracy of the results reported by service
providers, there is a risk that the reported results may contain bias (subsection 16EA(c)).
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3.46 Two of the six measures are based on surveys conducted by peak bodies. DSS does not
assess the survey methodology prior to the survey being conducted, nor does it receive the source
data from the peak bodies to ensure that the result provided is accurate. For these measures, DSS
collates the results received from surveys conducted by different organisations using different
survey questions and structures to report a single result. They are not an unbiased basis for
measuring and assessing a result (subsection 16EA(c)).

Department of Veterans’ Affairs

3.47 The auditor’s report on DVA’s 2020-21 annual performance statements was qualified with
respect to two out of 43 performance measures.

Inability to obtain sufficient evidence to support the result

3.48 DVA’s 2020-21 performance statements contain a measure relating to students’ progress
through their education or career training. DVA’s records to support the result were incomplete
with the department unable to provide evidence to support the current or previous year enrolment
details for sampled students. The reported result was based on the presumption that students had
progressed through the relevant level of education.

3.49 For the performance measure relating to support through Open Arms (a telephony contact
centre), DVA was unable to provide records to show it had appropriate controls to assure the
reliability of the underlying systems from which the performance measure was reported. The ANAO
was therefore unable to obtain sufficient appropriate audit evidence to assess the completeness
and accuracy of those records, and unable to conclude whether the results reported against this
measure were accurate and complete, and supported by appropriate records.
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4. Lessons learned and future opportunities

Chapter coverage

This chapter highlights areas of progress and improvement for entities in preparing their
performance statements and for the Australian National Audit Office (ANAO) in planning and
conducting performance statements audits. The chapter then identifies opportunities to enhance
the roll-out of the performance statements audit program.

Progress and areas to improve

Entities have demonstrated their willingness to improve the quality of the annual performance
statements they present to Parliament. Performance measure profiles (preparation manuals)
that some entities have developed to underpin the performance measures included in annual
performance statements offer ongoing benefits for the entity.

Entities’ performance reporting function and supporting systems will need to mature and play a
more proactive role in strategic planning and quality assurance. This should include:

e ensuring performance measures meet the requirements of the Rule;

e having processes in place to gain assurance over the reliability and verifiability of the data
source and methodology, and the completeness and accuracy of results;

e keeping records to demonstrate why and how internal assurance processes are undertaken;
and

e constructing efficiency measures for outputs or results, which could involve linking money
spent and resources applied to the results achieved.

Consistent with their role for financial statements, audit committees have an important role to
play in supporting entities to improve the quality of their performance statements.

The 2020-21 audits showed that the ANAO needs to increase awareness within the sector of its
methodology for conducting performance statements. The current shortfall in awareness may
reflect the absence of a dedicated performance information officer function within entities,
similar to the Chief Financial Officer (CFO) function which includes preparation of annual financial
statements. Likewise, the absence of a network of performance reporting professionals to build
capability and confidence could be addressed as the audit program grows.

Performance statements audits will have a timeline consistent with financial statements audits
such that audit conclusions can be tabled in the auditee’s annual report in October each year.
Achieving this timeframe will require improvements in systems and processes for entities and the
ANAO.

The Department of Finance and the ANAO have discussed the creation of a performance statements
Community of Practice to drive improvement in the effectiveness and the efficacy of the process
and improve the profile and professionalism of the performance reporting function within the sector.

41 This chapter highlights the progress that entities have made during the 2020-21 audits and
the lessons for the sector as a whole in how to prepare and report their performance statements.
The chapter then notes the progress that the ANAO made in 2021 to prepare for the expansion of
the performance statements audit program, and the lessons the ANAO has gained to improve its
processes and its engagement with the auditee.
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Progress made by entities in 2021

Audit plans and performance measure documents

4.2 Entities were better prepared to prepare their 2020-21 annual performance statements
than in the previous reporting period. In 2021 each entity prepared a plan and developed profiles
(manuals) for their performance measures (chapter 3). These documents were important for
producing higher quality performance statements for the Parliament. This is a positive development
and gave entities greater confidence in the process of preparing the performance statements.

4.3 The performance measure profiles that were developed during the 2020-21 performance
statements audits offer ongoing benefits for both the entity and the audit.

. Performance measure profiles will serve as a central source of performance information
for the entity to plan and prepare its performance statements and to assist divisions to
plan internally. The specific detail of each measure’s data sources, methodology and
assurance processes should feed into the preparation plan’s schedule for the calculation
of results, assurance activities and delivery of information to the ANAO. Entities’
preparation plans need more detail of this nature.

° For the audit, the receipt of this performance documentation at the outset of the
engagement will enable the ANAO to provide its interim assessment sooner. This in turn
will provide the entity with more time to consider revising its corporate plan in response
to the ANAQ’s findings.

Areas for entities to improve

4.4 In addition to the themes identified in chapter 3, the following are areas for entities to
consider when preparing performance statements.

Governance and preparation processes

45 CFOs of Australian Government entities have a clearly defined role and set of
responsibilities. The function and authority of the CFO is well-established within entities and is
expressed clearly in Finance’s guidance. To fulfill their responsibilities, CFOs have a range of
professional support networks to develop and build their skills and experience.

4.6 For performance management and reporting, there is no CFO-equivalent function. While
there is generally a senior officer responsible for preparation of the entity’s annual performance
statements, the authorising environment and systems and support structures are not as
well-defined as for financial reporting. To provide Parliament and the public with high quality
performance information, the performance reporting function and supporting systems will need to
develop further and play a more proactive role in strategic planning and quality assurance. This
would include:

. engaging with policy areas when programs are being designed to ensure quality
performance measures are developed during the design process that meet the
requirements of the Commonwealth Performance Framework;

° providing clear and consistent direction to business areas about the framework’s
requirements for records to support results; and
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. implementing and executing formal quality assurance processes of the draft performance
statements and supporting evidence pack before this material is provided to the ANAO.

Record keeping

4.7 The Public Governance, Performance and Accountability Act 2013 (PGPA Act) requires the
entity to gather and retain accurate records to support the preparation of an entity’s annual
performance statements.®® Each of the three entities received an audit finding relating to
inadequate record keeping.

4.8 Entities’ plans should consider the risks associated with records being unavailable,
incomplete or unreliable. The experience of the 2020—-21 audits shows that these risks will be higher
where a measure is based on:

. data and records administered by other entities or service providers;
° a jointly administered program that is due to close or closes during the period;
. an assessment by a third party, particularly where there is no agreement in place to

provide records to the entity; and

° record-keeping without adequate controls in place, such as spreadsheets without clear
protocols on use.

49 To alleviate these risks, entities should construct performance measures with record
keeping requirements in mind. Measures reliant on third party data should be based on an
agreement with the third party to provide the entity with timely access to records. Performance
measure profiles should identify the processes and agreements in place to receive and verify the
records to support each performance measure in time for the preparation of the performance
statement.

Internal assurance processes

4.10 Entities should have processes in place to gain assurance over the reliability and verifiability
of the data source and methodology, and the completeness and accuracy of results. The 2020-21
performance statements audits have highlighted the need for entities to improve their internal
processes to gain this assurance.

411 Entities should keep records to demonstrate why and how internal assurance processes are
undertaken. These records should assess whether the final data to inform the reported result was
a complete and accurate reflection of the records in source systems.

4.12 Entities with performance measures that rely on third party systems and third-party
assessments need to consider the risks associated with reporting an incomplete or inaccurate result
against these measures in their performance statements. The risks will be higher where the third
party is reporting (wholly or in part) on its own performance and where there are few, if any, checks
of its assessments. Internal assurance records should set out these risk assessments.

66  Public Governance, Performance and Accountability Act 2013, section 37. See Appendix 1.
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The role of audit committees to drive improved performance reporting

4.13 The ANAOQ’s pilot program and the findings issued to the entities have highlighted the
important role of audit committees in assurance of performance statements audits. Consistent with
their role for financial statements, audit committees are well placed to question:

° whether each performance measure in the corporate plan meets requirements of the
Public Governance, Performance and Accountability Rule 2014 (PGPA Rule), paying
particular attention to the findings in the Interim Management Letter (IML) and the
themes in chapter 3 of this report, and ensuring that they are addressed prior to the end
of the year;

° the adequacy of the entity’s record keeping (as above);
° the entity’s quality control processes (as above); and
o the entity’s processes to provide assurance over the completeness and accuracy of results.

4.14 In considering these matters, it is important that audit committees also take into account
final management and internal audit assurances.®’

Efficiency measures and the use of proxies

415 The 2019-20 and the 2020-21 performance statements audits have highlighted the
difficulty that entities have in identifying and presenting efficiency measures. Most of the efficiency
measures that have been presented have been ‘proxies’ for efficiency — they have not been
measures of inputs invested for the outputs produced. Timeliness was a common efficiency proxy
measure. Consistent with findings in the ANAQ’s performance audit work, the development of
efficiency measures is an opportunity for improvement across the public sector.

4.16 Entities need to consider how they can construct efficiency measures for outputs or results,
which could involve linking money spent and resources applied to the results achieved. In the
short-term, this may be based on the input and output data that is currently available to calculate
a result. In the medium-term, entities could focus on constructing efficiency measures that relate
to those parts of their business that are most important to driving the entity’s efficiency.

4.17 Finance guidance states that where proxies for efficiency measures are used, they should
be identified as proxies in the corporate plan along with an explanation of why they are being used
and why a proxy is suitable. In addition, the corporate plan should outline the entity’s approach to
developing effectiveness and/or efficiency measures in the longer term.%®

Progress made by the ANAO in 2021

Applying an updated methodology and issuing timely auditor’s reports

4.18 Following the introduction of section 16EA of the PGPA Rule in February 2020, the ANAO
incorporated these requirements into its audit methodology. As paragraph 1.36 noted, the

67 The first line of assurance is management’s advice to the accountable authority. The second line is internal
audit’s advice to the accountable authority. The audit committee provides a third line of assurance.

68 Department of Finance, Resource Management Guide 131, paragraph 59.
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2020-21 performance statements audits demonstrated that, based on its audit methodology, an
accessible and understandable independent assurance report can be issued.

4,19 The ANAO will continue to refine its audit methodology to enable the Auditor-General to
provide the auditee with clear, concise and timely findings and Independent assurance reports in
accordance with the framework. In particular, the ANAO will build into the methodology an
assessment of the efforts that the entity is making toward resolving previous year findings where
these findings are likely to take more than one reporting period to resolve. It will also include
managing the audit process to ensure that Independent assurance reports are available to be
included in entity annual reports.

4.20 The ANAO has established a new service group to build the performance statements audit
practice. The Performance Statements Audit Services Group (PSASG) will build capability within the
ANAO to deliver the phased implementation of the annual performance statements audit program
and continue to refine the audit methodology.

Materiality

421 Materiality is an important consideration for both financial statements and performance
statements audits. Information is material where, if omitted, misstated or not disclosed, it has the
potential, individually or in aggregate, to influence the decisions of the users of the performance
statements.

4.22 ANAO Auditing Standards require the auditor to consider materiality when planning and
performing the audit engagement and evaluating whether the performance statements comply
with the PGPA Act and the PGPA Rule.

4.23  While there is an accepted approach to assessing materiality for the purpose of preparing
and auditing financial statements, the concept requires further consideration in relation to
performance statements with experience. This recognises that performance reporting involves a
mixture of measures (outputs, efficiency and effectiveness) over key activities (the activities that
address the purposes of the entity) such that there is no central single driver of performance (unlike
financial reporting where the overall performance and position of the entity can be summarised in
monetary terms).

4.24  Notwithstanding, for the purposes of forming the Auditor-General’s audit conclusion, every
performance measure identified in the PBS and the corporate plan that relates directly to the
entity’s purposes or key activities is presumed to be material to the performance statements, unless
otherwise specified by the entity in its PBS or corporate plan. This recognises that the entity has
informed the Parliament of its purposes and intended results through the budget process.

Areas for the ANAO to improve

The need for the ANAO to establish communication protocols

4.25 The 2020-21 audits showed that the ANAO needs to increase awareness within the sector
of its methodology to audit performance statements. In part, the current shortfall in awareness
reflects the absence of a dedicated performance information officer function within entities and
the relatively new requirements for entities’ performance information in sections 16E and 16EA of
the PGPA Rule.
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426 The 2020-21 audits also indicated that the ANAO needs to improve the way it
communicates with entities on areas of potential qualification. Where qualifications are presented
to the accountable authority, they should not come as a surprise. The onus is on the audit team to
communicate the issues with the entity’s preparation team well in advance.

4.27 The ANAO will put in place communication protocols to ensure the entity understands how
to address interim findings, particularly significant (A) and moderate (B) level findings. In the final
phase of the audit, the protocol will direct ongoing ANAO communication with the preparation
team to indicate whether the entity’s efforts to remediate the issues are adequate to resolve the
findings.

Independent assurance reports in the entity’s Annual Report

4.28 Performance statements audits will have a timeline consistent with financial statements
audits such that the Independent assurance report can be tabled in the auditee’s annual report by
the end of October each year. Achieving this timeline will require:

° ongoing communication with the entity about what is required to meet each milestone;

. early engagement with the entity to flag areas of potential concern with the structure and
content of the performance information in the corporate plan. This will enable the entity’s
current (and the forthcoming) corporate plan to be amended;

. early receipt of performance measure profiles from the entity;
. an IML provided to the entity in March;
o communicating with entities to ensure they provide a quality assured evidence pack

containing draft performance statements and supporting records; and

° the ANAO to indicate a milestone of signing the audit opinion by 30 September.

The need for the sector to collaborate

4.29 To date, there has been limited communication between entities about how to develop
good performance information and how to plan and engage with a performance statements audit.
However, the Department of Social Services (DSS) provided support and examples of program
profiles to the Attorney General’s Department (AGD) as part of the 2020-21 cycle. DSS’
development of performance measure profiles was better practice and the support provided to
AGD a leading example within the Australian public sector. It is important that entities have a forum
where they are able to discuss these matters with other entities.

430 Finance and the ANAO have discussed the establishment of a performance statements
Community of Practice. A Community of Practice will drive improvement in the effectiveness and
the efficacy of the process and improve the profile and professionalism of the performance function
within the sector.

431 A performance statements Community of Practice would be a forum for entities to discuss:

o constructing performance measures and targets;

. preparing an audit plan and performance measure profiles;

° providing assurance over the completeness and accuracy of results;
o keeping complete and accurate records;
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o addressing the themes identified in chapter 3 of this report and the areas for improvement
discussed in this chapter; and

. the best governance arrangements to engage in a performance statements audit.

The possibility of an annual JCPAA inquiry

4.32 For more than a decade, an annual Joint Committee of Public Accounts and Audit (JCPAA)
inquiry into the prior year’s Major Projects Report (MPR) — prepared jointly by the Department of
Defence and the ANAO — has enabled the Parliament to understand the progress and the risks
associated with the largest Defence acquisition projects. Parliamentary scrutiny has also developed
the quality of the MPR as a product for the Parliament.

4.33 The performance statements audit program and methodology are still in an early stage. The
Finance Minister has noted that a JCPAA inquiry to review the audit methods and outcomes each
year during the roll-out of the performance statements pilot program would inform incremental
improvements in the program and practice and inform the design of legislation going forward.®®

4.34  Any findings on the approach and scope of performance statements audits arising from the
JCPAA inquiries could inform the design of legislation to permanently embed them as part of the
audit program.

O A sl

Grant Hehir Canberra ACT
Auditor-General 21 April 2022

69 Australian National Audit Office, Performance Statements Audit Pilot Program: Correspondence from Senator
the Hon Simon Birmingham [Internet], available from
https://www.anao.gov.au/sites/default/files/request for audit senator the hon simon birmingham 22 oc
tober 2021.pdf [accessed 27 January 2022].
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Appendix 1 PGPA Act requirements to prepare key documents

Public Governance, Performance and Accountability Act 2013

Division 2—Planning and budgeting

35 Corporate plan for Commonwealth entities

Commonwealth entities

(1) The accountable authority of a Commonwealth entity must:

(a) prepare a corporate plan (however described) for the entity at least once each reporting
period for the entity; and

(b) give the corporate plan to the responsible Minister and the Finance Minister in
accordance with any requirements prescribed by the rules.

(2) The corporate plan must comply with, and be published in accordance with, any requirements
prescribed by the rules.

3) If:
(a) a statement of the Australian Government’s key priorities and objectives is published
under section 34; and
(b) the purposes of the Commonwealth entity relate to those priorities and objectives;

then the corporate plan must set out how the activities of the entity will contribute to
achieving those priorities and objectives.

(4) However, if the Commonwealth entity has enabling legislation, then subsection (3) applies
only to the extent that compliance with that subsection is not inconsistent with compliance
with that legislation.

Subsidiaries

(5) If the Commonwealth entity has subsidiaries, the corporate plan must cover both the entity
and its subsidiaries. In particular, for each subsidiary the corporate plan must include details
of any matters prescribed by the rules, so far as they are applicable.

Variation of corporate plan

(6) If the accountable authority varies the plan, the authority must comply with any requirements
relating to variations of corporate plans that are prescribed by the rules.

36 Budget estimates for Commonwealth entities

(1) The accountable authority of a Commonwealth entity must:

(a) prepare the budget estimates covering the entity’s activities for each reporting period
for the entity, and for any other periods directed by the Finance Minister; and

(b) give the budget estimates to the Finance Secretary in accordance with any directions
under subsection (3).

(2) The budget estimates must:
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(a) fairly present the estimated financial impacts of the entity’s activities for the reporting
period or other period; and

(b) comply with any directions under subsection (3); and

(c) be accompanied by any information relating to the budget estimates for the entity that is
required by any direction under subsection (3).

(3) The Finance Secretary may give written directions to the accountable authority of a
Commonwealth entity for the purposes referred to in paragraph (1)(b) or subsection (2).

(4) A direction made under subsection (3) is not a legislative instrument.

Division 3—Performance of Commonwealth entities

37 Records about performance of Commonwealth entities

(1) The accountable authority of a Commonwealth entity must cause records to be kept that
properly record and explain the entity’s performance in achieving its purposes.

(2) The accountable authority must ensure that the records are kept in a way that:
(a) complies with any requirements prescribed by the rules; and
(b) enables the preparation of the annual performance statements required by section 39.

(3) The responsible Minister and the Finance Minister are entitled to full and free access to the
records kept under this section. However, those Ministers’ access is subject to any
Commonwealth law that prohibits disclosure of particular information.

38 Measuring and assessing performance of Commonwealth entities

(1) The accountable authority of a Commonwealth entity must measure and assess the
performance of the entity in achieving its purposes.

(2) The measurement and assessment must comply with any requirements prescribed by the rules.

39 Annual performance statements for Commonwealth entities

(1) The accountable authority of a Commonwealth entity must:

(a) prepare annual performance statements for the entity as soon as practicable after the end
of each reporting period for the entity; and

(b) include a copy of the annual performance statements in the entity’s annual report that is
tabled in the Parliament.

Note: See section 46 for the annual report.

(2) The annual performance statements must:
(a) provide information about the entity’s performance in achieving its purposes; and
(b) comply with any requirements prescribed by the rules.
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Public Governance, Performance and Accountability Rule 2014

Division 1—Planning and budgeting

16E Corporate plan for Commonwealth entities

Guide to this section

The purpose of this section is to set out matters that the accountable authority of a
Commonwealth entity must include in the entity’s corporate plan.

The corporate plan may also include other matters and, for some Commonwealth
entities, the Act (see subsections 35(3) and (5)) or the entity’s enabling legislation may
require that other matters be included in the plan.

A corporate plan is prepared for a single reporting period for a Commonwealth entity.
However, each plan must cover at least 4 reporting periods: the reporting period for

which the plan is prepared and at least the following 3 reporting periods.

This section is made for subsections 35(1) and (2) of the Act.

Period corporate plan must cover

(1) The corporate plan for a Commonwealth entity must cover a period of at least 4 reporting
periods for the entity, starting on the first day of the reporting period for which the plan is
prepared under paragraph 35(1)(a) of the Act.

Matters that must be included in corporate plan

(2) The following table sets out the matters that must be included in the corporate plan:

Matters to be included in a Commonwealth entity’s corporate plan

Item Topic Matters to be included

1 Introduction The following:
(a) a statement that the plan is prepared for paragraph 35(1)(b) of the Act;
(b) the reporting period for which the plan is prepared;
(c) the reporting periods covered by the plan.

2 Purposes The purposes of the entity.

Key activities

For the entire period covered by the plan, the key activities that the entity will
undertake in order to achieve its purposes.

4 Operating context

For the entire period covered by the plan, the following:
(a) the environment in which the entity will operate;

(b) the strategies and plans the entity will implement to have the capability it
needs to undertake its key activities and achieve its purposes;

(c) a summary of the risk oversight and management systems of the entity,
and the key risks that the entity will manage and how those risks will be
managed;
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Matters to be included in a Commonwealth entity’s corporate plan
Item Topic

Matters to be included

(d) details of any organisation or body that will make a significant
contribution towards achieving the entity’s purposes through cooperation
with the entity, including how that cooperation will help achieve those
purposes;

(e) how any subsidiary of the entity will contribute to achieving the entity’s
purposes.

5 Performance For each reporting period covered by the plan, details of how the entity’s

performance in achieving the entity’s purposes will be measured and assessed
through:

(a) specified performance measures for the entity that meet the requirements
of section 16EA; and

(b) specified targets for each of those performance measures for which it is
reasonably practicable to set a target.

Corporate plan must be published

(3) The corporate plan must be published on the entity’s website by the last day of the second
month of the reporting period for which the plan is prepared.

(4) However, if the accountable authority considers that the corporate plan contains information
that:

(a) is confidential or commercially sensitive; or
(b) could prejudice national security;

then only so much of the corporate plan that does not contain that information must be
published under subsection (3).

Corporate plan must be given to Ministers

(5) The corporate plan, and any version of the plan referred to in subsection (4), must be given to
the responsible Minister and the Finance Minister:

(a) as soon as practicable after the plan is prepared; and
(b) before the plan, or the version, is published under subsection (3).

Variation of corporate plan

(6) If the corporate plan is varied during the reporting period for which the plan is prepared and
the accountable authority of the entity considers that the variation is significant, then:
(a) this section applies to the plan as varied; and

(b) subsection (3) applies as if it requires the plan to be published as soon as practicable after

the plan is prepared (instead of it requiring the plan to be published by the day specified
in that subsection).

Corporate plan for new entity
(7) If the entity is established at the start of, or during, the reporting period for which the plan is

prepared, then subsection (3) applies as if it requires the plan to be published as soon as

practicable after the plan is prepared (instead of it requiring the plan to be published by the
day specified in that subsection).
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16EA

Performance measures for Commonwealth entities

Guide to this section

The purpose of this section is to set out the requirements for the performance measures
for a Commonwealth entity.

The performance measures must be included in the entity’s corporate plan (see
subsection 16E(2)) and are used to measure and assess the entity’s performance in a
reporting period (see subsection 16F(1)).

The performance measures for an entity meet the requirements of this section if, in the context of the

entity’s purposes or key activities, they:

(a) relate directly to one or more of those purposes or key activities; and
(b) use sources of information and methodologies that are reliable and verifiable; and

(¢) provide an unbiased basis for the measurement and assessment of the entity’s performance; and
(d) where reasonably practicable, comprise a mix of qualitative and quantitative measures; and

(e) include measures of the entity’s outputs, efficiency and effectiveness if those things are
appropriate measures of the entity’s performance; and

(f) provide a basis for an assessment of the entity’s performance over time.

Division 2—Performance of Commonwealth entities

16F Annual performance statements for Commonwealth entities

Guide to this section

The purpose of this section is to set out matters that the accountable authority of a
Commonwealth entity must include in the entity’s annual performance statements.

The annual performance statements may also include other matters and, for some
Commonwealth entities, the entity’s enabling legislation may require that other

matters be included in the performance statements.

A Commonwealth entity’s corporate plan and any Portfolio Budget Statement,
Portfolio Additional Estimates Statement or other portfolio estimates statement for a

achieving the entity’s purposes in the reporting period. The entity’s annual

are included in the entity’s annual report for the reporting period. The measurement
and assessment relate only to that particular reporting period, even though the

at least 4 reporting periods.

This section is made for subsection 38(2) and paragraph 39(2)(b) of the Act.

reporting period set out how the entity’s performance will be measured and assessed in

performance statements, which set out the results of that measurement and assessment,

corporate plan sets out how the entity’s performance will be measured and assessed for
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Measuring and assessing entity’s performance

(1) In preparing the annual performance statements for a Commonwealth entity for a reporting

period, the accountable authority of the entity must measure and assess the entity’s
performance in achieving the entity’s purposes in the reporting period in accordance with the
method of measuring and assessing the entity’s performance in the reporting period that was
set out in the entity’s corporate plan, and in any Portfolio Budget Statement, Portfolio
Additional Estimates Statement or other portfolio estimates statement, that were prepared for
the reporting period.

Note: Annual performance statements for a Commonwealth entity must be prepared for a reporting period
for the entity and included in the entity’s annual report for that reporting period (see subsection 39(1)
of the Act).

Matters that must be included in annual performance statements

(2) The following table sets out the matters that must be included in the annual performance

statements for a Commonwealth entity:

Matters to be included in a Commonwealth entity’s annual performance statements

Item

Topic Matters to be included

1

Statements The following:

(a) a statement that the performance statements are prepared for
paragraph 39(1)(a) of the Act;
(b) a statement specifying the reporting period for which the performance
statements are prepared,
(c) a statement that, in the opinion of the accountable authority of the entity,
the performance statements:
(1) accurately present the entity’s performance in the reporting period;
and
(i1) comply with subsection 39(2) of the Act.

Results The results of the measurement and assessment referred to in subsection (1) of

this section of the entity’s performance in the reporting period in achieving its
purposes.

Analysis An analysis of the factors that may have contributed to the entity’s

performance in achieving its purposes in the reporting period, including any
changes to:

(a) the entity’s purposes, activities or organisational capability; or
(b) the environment in which the entity operated;

that may have had a significant impact on the entity’s performance in the
reporting period.
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Appendix 2

The Commonwealth Performance Framework

Commonwealth Performance Framework
Key components of relevant publications

Portfolio Budget Statements (May)
Portfolio based

Supports Annual Appropriations. Informs
Senators and Members of Parliament of the
proposed allocation of other resources to
government outcomes and programs.

Provides links to relevant programs undertaken
by other Commonwealth entities.

Provides high level performance information
for current, ongoing programs, particularly a
forecast of performance for the current year.

Provides detailed prospective performance
information for proposed new budget measures
that require a new program or significantly
change an existing program.

Corporate Plan (August)
Entity based

Primary planning document of a
Commonwealth entity.

Sets out the purposes of the entity, the
activities it will undertake to achieve its
purposes and the results it expects to achieve
over a minimum four year period.

Describes the environment in which the entity
operates, the capability it requires to undertake
activities and a discussion of risk.

Explains how the entity's performance will be
measured and assessed.

'

Annual Performance Statement (October following year)

Entity based

Included in the Commonwealth entity's Annual Report. Focuses on recent

performance.

Reports on the actual performance results for the year against the forecasts
made in the corporate plan and Portfolio Budget Statements, and provides
other performance information relevant to the entity.

Provides an analysis of the factors that contributed to the entity's performance

results.

Source: Department of Finance, Commonwealth Performance Framework. Reproduced in Portfolio Budget Statements

2020-21
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Appendix 3  Central agency guidance on performance reporting

1. Central agencies in the UK, New Zealand and South Africa have produced handbooks to
guide entities through the performance statements process. This includes guidance on how to
design compliant performance measures, how to ensure the quality of performance data and how
to evaluate policies and programs.

2. In the UK, for example, the Public Value Framework’® guides public organisations in their
planning, everyday decision-making and reporting processes. Instead of focusing on quantifying
the inputs and outputs of departments and observing the relationship between them, the
framework focuses on the process of improving the value of public money expenditure.

3. The objective of the South African National Treasury’s Handbook is to ‘provide guidance
to improve the appropriateness, availability and quality of programme performance information
(P1).”’t At a minimum, organisations must comply with National Treasury Regulations which
require a quarterly report on programme performance to be delivered to the Executive.”?

4, Central agencies in Canada and the USA are developing policy and program support for
the legislative framework. In Canada this has taken the form of the Treasury Board of Canada
Secretariat amending its directives in 2016 to introduce a Policy on Results and a Directive on
Results. The objective of this Policy is ‘improving the achievement of results across government;
and enhancing the understanding of the results government seeks to achieve, does achieve, and
the resources used to achieve them.””3

5. In the USA, the Office of Management and Budget (OMB) worked with 35 government
agencies to support the process of implementing the Government Performance and Results
Modernization Act of 2010.74 This resulted in the publication of a Federal Program Inventory that
centrally collates information on government programs with the goal of achieving greater
transparency.””

6. The USA and Canada have prioritised publication and the making of individual entity
performance and whole-government performance information accessible to the public. This

70 HM Treasury, The Public Value Framework: with supplementary guidance, 2019, available from
https://www.gov.uk/government/publications/public-value-framework-and-supplementary-guidance
[accessed 16 December 2021].

71 National Treasury of South Africa, Performance Information Handbook, 2011, p. 1, available from
http://www.treasury.gov.za/publications/guidelines/Performance%20Information%20Handbook.pdf
[accessed 16 December 2021].

72 ibid,, p. 3.

73  Treasury Board of Canada Secretariate ‘Policy on Results’, 3: Objectives, 2016, [Internet], Canada, available
from https://www.tbs-sct.gc.ca/pol/doc-eng.aspx?id=31300&section=html| [accessed 16 December 2021].

74  United States Office of Management and Budget, Federal Program Inventory: Additional Background
[Internet], USA, available from https://fpi.omb.gov/background/additional-background/ [accessed 14
December 2021].

75 United States Office of Management and Budget, Memorandum for the Heads of Executive Departments and
Agencies, and Independent Regulatory Agencies, [Internet], USA, available from
https://obamawhitehouse.archives.gov/sites/default/files/omb/memoranda/2012/m-12-07.pdf [accessed 14
December 2021].
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includes the Canadian government’s interactive website InfoBase’® which collates and reports
every performance measure result.”’

76  Government of Canada, Infographic for Government of Canada, available from https://www.tbs-
sct.canada.ca/ems-sgd/edb-bdd/index-eng.html#infographic/gov/gov/results [accessed 14 December 2021].

77 Infographic for Government of Canada, available from https://www.tbs-sct.gc.ca/ems-sgd/edb-bdd/index-
eng.html#infographic/gov/gov/results [accessed 7 January 2022].
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Appendix4  The performance statements audit process

Interim Phase Final Phase

o
—
e
——

Source: ANAO analysis



Appendix 5  Audit findings rating scale

Rating Description

Significant (A) Findings that pose a significant risk to the entity’s performance statements
preparation; these include findings that could result in material misstatement of
the entity’s performance statements.

Moderate (B) Findings that pose moderate risk to the entity’s performance statements
preparation; these may include prior year findings that have not been
satisfactorily addressed.

Minor (C) Findings that pose a low risk to the entity’s performance statements
preparation; these may include findings that, if not addressed, could pose a
moderate risk in the future.

L1 Instances of significant potential or actual breaches of the Constitution,
instances of significant non-compliance with the entity’s enabling legislation,
legislation that the entity is responsible for administering, and the PGPA Act.

L2 Instances of non-compliance with subordinate legislation, including the PGPA
Rule.
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Appendix 6

Findings by theme — 2020-21 audits

Minor

Main areas of weakness

Theme of qualification

Wording and
construct of the
measure and
supporting
methodology
are inherently
biased

Significant | Moderate

Target and supporting
methodology unable to
support an objective
assessment of the measure
as it is worded

Unclear
alignment of
purposes, key
activities and

There is not a clear and
understandable link between
the purpose, the key
activities that assist in

measures achieving the purpose and
the performance measures.
Use of Multiple targets reported
composite against a performance
measures measure and there is no
without . additional information
adequate provided to the reader to
explanation outline how the targets will

be assessed and weighted.

Construct of
measure

Vague wording
of measures
and targets

Reference to the word timely
without providing expected
timeframes to be assessed
against. Target is not
providing a reader with an
understanding of what is
required to achieve
performance.

Measure and
target not
aligning —
target not able
to assess the

Performance measure and
the target do not align.
Wording of measure and
target are unable to be
supported by evidence.

aim of the

measure

Explanation Failure to articulate the
and disclosure proxies that are being used
of efficiency and demonstrate why the
proxies proxy measure is suitable

and outline the entity's
approach to the
development of
effectiveness and/or
efficiency measures in the
longer term.
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Performance

measures not
meeting the
intent of the
framework

Auditor-General Report No.23 2021-22

16EA(b)

Inadequate controls in place

Reliable to validate the accuracy of
the results reported by third
16E_A(b) . parties and mitigate the risk
Verifiable that the reported results may
16EA(c) contain bias. The basis for
Unbiased measuremeqt and
assessment is therefore
unreliable.
Failure to identify the
population.
Failure to implement a
suitable method for selecting
case study parameters
increases the risk of bias, as
does poorly defined targets.
Inadequate processes to
manage and maintain
records
16EA(d)
Qualitative Absence of qualitative and
and quantitative measures, and
Quantitative efficiency and effectiveness
Measures measures at an identified
16EA(e) Ievgl_(Outcome level, key
Measures of activity Ievgl_). Need to_
Outputs, re_place_ e_fﬁcnency proxies
Effectiveness with efficiency measures.
and Efficiency
16EA(e) Composite measures
Measures containing targets that are
assessed as . assessed as activities rather
activities than outputs.
Non- Non-disclosure of survey
disclosure of response rates and
survey methodologies. Failure to

response rates
and
methodologies

identify population and
sampling approaches for
survey-based measures.

Presentation
of
performance
information not
meeting
requirements
of the Rule

Performance statements not
consistent with the 'concise
requirement' of PGPA Rule
subsection 17AC(2).

Presentation of performance
statements would benefit
from use of tables, graphs,
diagrams, charts.
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Appendix 6

Inadequate
processes for
corporate plan

Inadequate processes to
identify need for, and timing
of, variation to corporate

Completeness
and Accuracy?

revision plan.

Inability to Inability to provide

provide assurance over the accuracy
assurance and completeness of the
over result and ANAO unable to

completeness
and accuracy
of results

perform alternative audit
procedures to determine
whether the results reported
were accurate and complete.

Inadequate risk-based
quality assurance framework
to ensure reported results
are reliable, verifiable and
unbiased.

Inability to
provide
assurance
over systems

Inability to identify systems
used by third parties to
report results. Inability to
provide assurance over
systems used by third
parties to provide results.

Inability to
provide
sufficient and
timely
evidence to
support result

Insufficient records to verify
the completeness and
accuracy.

Poor record
keeping
processes
including
inadequate
oversight by
management

Inadequate evidence that
management has overseen
record keeping and
processes to establish the
methodology for
performance measures.

Note a: Completeness and accuracy relates to the audit procedures for testing the reported results
Source: ANAO analysis
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Appendix 7  Qualified measures by theme, 2020-21 audits

Theme of qualification Number of measures by theme?

Construct of the
measure is
inherently biased

16EA(b) Reliable

16EA(b) Verifiable =..

16EA(c) Bias

Construct of
measure

DSS — 3rd party surveys

AGD — selection of work
samples and survey
participants

Performance 16EA(e) Measures
Measures not assessed as
meeting the intent of | activities

the framework
Inability to provide |1 e e

assurance over
completeness and
accuracy of results

Inability to provide .
assurance over
systems

Inability to provide ..

sufficient evidence
to support result

8/42 measures formed the basis for a qualified Department of Social Services
conclusion

6/22 measures formed the basis for a qualified Attorney General's Department
conclusion

2/43 measures formed the basis for a qualified Department of Veterans' Affairs
conclusion

Note a: Single measures may have been qualified under multiple themes

Note:  Some measures are composite measures and are represented twice on the basis of assessments of multiple
targets
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