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Australian National

Audit Office

Canberra ACT
17 June 2022

Dear Mr President
Dear Mr Speaker

In accordance with the authority contained in the Auditor-General Act 1997, | have
undertaken an independent performance audit in the Commonwealth Superannuation
Corporation. The report is titled Effectiveness of Public Sector Boards — Commonwealth
Superannuation Corporation. 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

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
(ANAO). 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

Audit team
Michelle Page
Peter Bell
Susan Ryan
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é Audit snapshot

Auditor-General Report No.35 2021-22
Effectiveness of Public Sector Boards — Commonwealth Superannuation Corporation

e Why did we do this audit?

» Boards play a key role in the effective
corporate governance of an entity, by
maintaining a focus on organisational

performance and conformance with relevant

requirements such as the Commonwealth
finance law and enabling legislation.

» The Commonwealth Superannuation

Corporation (CSC) has not been subject to an
in-depth performance audit in recent years.

» This audit provides the Parliament with
independent assurance regarding board
governance at the CSC.

» (CSCis a corporate Commonwealth entity
established under the Governance of
Australian Government Superannuation
Schemes Act 20T1.

» (CSC manages 11 government
superannuation schemes and provides
superannuation services to members.

» (CSC's governing legislation establishes the
role of the board. The board of CSC is the
accountable authority.

$11 billion

funds expended by CSC
under defined benefit
schemes in 202021

P vhotia oz

» The governance board in the CSC is
largely effective, however there is a need
for additional board focus on the
requirements of the Commonwealth
finance law.

] s
§= What did we recommend?

» There were five recommendations made
to: improve compliance with the
Commonwealth finance law and other
requirements; improve oversight of fraud
risks; establish CSC's corporate plan as its
primary planning document; and
implement arrangements to receive
assurance over performance reporting.

» The CSC agreed to all five
recommendations.

$3.2 billion A

net after tax contributions
received by CSC for defined
contribution and hybrid schemes

committees to assist the CSC board
in carrying out its functions




Summary and recommendations

Background

1. The governing board of a corporate Commonwealth entity is the accountable authority
for the entity under the Public Governance, Performance and Accountability Act 2013 (PGPA Act)?,
with responsibility for ‘leading, governing and setting the strategic direction’ for the entity.?

2. Around 59 corporate Commonwealth entities subject to the PGPA Act have governing
boards, comprising a total of approximately 600 board positions.> Corporate Commonwealth
entities with governance boards vary significantly by function, and governance boards may also
vary in their composition, operating arrangements, independence and subject-matter focus,
depending on the specific requirements of their enabling legislation and other applicable laws.

Boards and corporate governance

Duties and roles

3. Boards play a key role in the effective corporate governance of an entity. Corporate
governance is generally considered to involve two dimensions, which are the responsibility of the
governing board:

Performance — monitoring the performance of the organisation and CEO. This also includes
strategy — setting organisational goals and developing strategies for achieving them, and being
responsive to changing environmental demands, including the prediction and management of risk.
The objective is to enhance organisational performance;

Conformance — compliance with legal requirements and corporate governance and industry
standards, and accountability to relevant stakeholders.

it is important to understand that governing is not the same as managing. Broadly, governance
involves the systems and processes in place that shape, enable and oversee management of an
organisation. Management is concerned with doing — with co-ordinating and managing the
day-to-day operations of the business.*

4, In the Australian Government sector context, boards must govern the entity in a way that
complies with the requirements of any enabling legislation, the Commonwealth finance law

1 Public Governance, Performance and Accountability Act 2013, section 12.

2 Department of Finance, Duties of Accountable Authorities (RMG 200), April 2021, available from
https://www.finance.gov.au/government/managing-commonwealth-resources/managing-risk-internal-
accountability/duties/duties/duties-accountable-authorities-rmg-200 [accessed December 2021].

3 Under the PGPA Act, the accountable authority of a Commonwealth entity may be a single person or group of
persons (section 12). This total is based on the Department of Finance’s List of Commonwealth entities and
companies under the Public Governance, Performance and Accountability Act 2013 as at 30 June 2021. It
includes those entities that have a collective accountable authority and includes governing bodies which have
the title of board, authority, commission, corporation, council, or trust.

4 M Edwards and R Clough, Corporate Governance and Performance: An Exploration of the Connection in a
Public Sector Context, Corporate Governance ARC Project, Paper No. 1, January 2005, pp.2-3.

Auditor-General Report No.35 2021-22
Effectiveness of Public Sector Boards — Commonwealth Superannuation Corporation

7



(which includes the PGPA Act and the Public Governance, Performance and Accountability Rule
2014 (PGPA Rule)), and other applicable laws and requirements.

5. Sections 15 to 19 of the PGPA Act impose duties on accountable authorities in relation to
governing the corporate Commonwealth entity for which they are responsible. As the
accountable authority, members of Commonwealth governing boards are also officials under the
PGPA Act and subject to the general duties of officials in sections 25 to 29 of the PGPA Act.

Commonwealth Superannuation Corporation

6. The Commonwealth Superannuation Corporation (CSC) is a corporate Commonwealth
entity established on 1 July 2011 under the Governance of Australian Government Superannuation
Schemes Act 2011 (GAGSS Act). CSC manages eleven government superannuation schemes and
provides superannuation services to current and former Australian Government employees and
members of the Australian Defence Force. CSC’s primary function is to administer the schemes and
to manage and invest the funds in the best interests of its customers in accordance with the
provisions of the various legislation and trust deeds that govern the schemes. Under CSC'’s
governing legislation, the function of the board is to ensure that CSC performs its functions as
outlined in the governing legislation in a proper, efficient and effective manner. The board of CSCis
the accountable authority.

Rationale for undertaking the audit

7. This topic was selected for audit as part of the ANAQO’s multi-year audit program that
examines aspects of the implementation of the PGPA Act. Amongst other things, the PGPA Act
requires the accountable authority of an entity to establish and maintain an appropriate system
of risk oversight and management, and an appropriate system of internal controls.

8. This audit is part of a series of performance audits of board governance which provides
independent assurance to the Parliament on whether the selected boards have established
effective arrangements to comply with the audited legislative and policy requirements and
adopted practices that support effective governance. The audits also focus on any examples of
better practice which may be worth highlighting as a learning for other boards.>

9. Four entities were included in the ANAO’s 2018-19 board governance audit series.® For
this second tranche of audits, the ANAO selected three corporate Commonwealth entities’ with
enabling legislation (statutory authorities) that had no performance audit coverage in recent
years. This enabled the ANAO to examine selected aspects of legal compliance and board
governance in entities not often subject to in-depth performance audit, to ensure the selected
entities were getting the basics right.

10. This report outlines the audit of the CSC in the Finance portfolio.

5 In addition to this series of governance audits, an upcoming Auditor-General report titled Reporting on
Governing Boards of Commonwealth Entities and Companies will be presented for tabling in June 2022. This
information report prepared by the ANAO will provide transparency and insights on the governing boards of
Commonwealth entities and companies and the membership of these boards.

6 The previous audits are discussed in paragraphs 1.7 to 1.8 of this report.
7 The related audits are listed in paragraph 1.19 of this report.
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Summary and recommendations

Audit objective and criteria

11. The objective of the audit was to assess the effectiveness of the governance board in the
Commonwealth Superannuation Corporation (CSC).

12. To form a conclusion against this objective, the following high-level criteria were adopted.

. The board’s governance and administrative arrangements are consistent with relevant
legislative requirements and the board has structured its own operations in a manner that
supports effective governance.

° The board has established fit-for-purpose arrangements to oversight compliance with key
legislative and other requirements, and the achievement of entity purposes.

13. The audit examined the period July 2019 until March 2022. This is referred to as the review
period.

Conclusion

14. The governance board in the Commonwealth Superannuation Corporation (CSC) is largely
effective, however there is a need for additional board focus on the requirements of the
Commonwealth finance law.

15. The board has been largely effective in ensuring that its governance and administrative
arrangements are consistent with relevant legislative requirements and partly effective in
structuring its own operations in a manner that supports effective governance. In the period
reviewed by the ANAO the board’s arrangements were effective except for: alignment of the
CSC’s Fit and Proper Policy with the relevant Australian Prudential Regulation Authority (APRA)
standard; documenting the reporting lines and processes of some governance committees; and
including finance law requirements in the audit committee charter.

16. The board has established largely fit-for-purpose arrangements to oversight compliance
with key legislative and other requirements, and the achievement of entity purposes. In the
review period the board’s arrangements were effective except for: the alignment of elements of
fraud risk planning with finance law requirements; compliance with the corporate plan
requirements of the finance law; and obtaining assurance over the content of the 2019-20 or
2020-21 annual performance statements.

Supporting findings

Board governance and structure

17. Board members and the chair were appropriately appointed, and acting arrangements
were properly conducted. The decision-making processes for fit and proper assessments were not
set out in the relevant CSC policy as required by APRA Prudential Standards. (See paragraphs 2.3
to 2.18)

18. The board approved an external advisor to be allocated as a board committee member
and this person was recorded in committee meeting papers and minutes as a ‘member’. CSC
advised that the person was not a member of the committee and did not participate in the
decision-making of the committee during the review period. (See paragraphs 2.21 to 2.24)

Auditor-General Report No.35 2021-22
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19. With a few exceptions, board meetings were minuted and the minutes recorded decisions
made by the board. Board committee terms of reference outline that a record of proceedings of
each meeting are to be retained and that the minutes of each meeting are to be circulated to the
board. The committee terms of reference do not outline the process for approval of minutes
before being tabled at the board and do not outline the process for out-of-session decisions. (See
paragraphs 2.25 to 2.33)

20. The board has established a fit-for-purpose charter, sets expectations for entity
management and the board secretariat, and assesses its own performance. The audit committee
terms of reference do not specifically address its Public Governance, Performance and
Accountability Rule 2014 (PGPA Rule) obligations, or mention the audit committee’s role,
relationship, authority or the reporting lines between it and the risk committee. At the board and
senior management level, CSC prioritises compliance with APRA Prudential Standards over Public
Governance, Performance and Accountability Act 2013 and PGPA Rule (finance law) requirements.
(See paragraphs 2.34 to 2.67)

21. The board has oversight of the internal audit function and the entity’s response to internal
audit findings and recommendations, through its audit committee. The effectiveness of this
oversight is reduced by the limitations of the audit committee’s terms of reference. (See
paragraphs 2.68 to 2.75)

Oversight of compliance and the achievement of entity purposes

22. The board has oversight of compliance with the elements of enabling legislation selected
for ANAO review. The oversight arrangements include a compliance policy, a monitoring system,
a compliance team which conducts checks of compliance attestations, and quarterly reporting to
the audit committee and board on compliance. (See paragraphs 3.3 to 3.11)

23. There is oversight of, and compliance with, the PGPA Act corporate governance
requirements selected for ANAO review with the exception of fraud risks. The risk committee (or
audit committee or board) have not been provided with a plan that outlines how CSC will deal
with specific fraud risks which are outside of the board’s risk appetite. A fraud and corruption risk
assessment and fraud control plan have not been reviewed by the board, risk committee or audit
committee during the period examined by the ANAO. (See paragraphs 3.12 to 3.41)

24. The corporate plan is not fully established as the CSC’s primary planning document. The
ANAO made a similar finding on this matter in 2016. The corporate plan does not fully address
three of the five minimum requirements of the PGPA Rule, or cover four reporting periods as set
out in the PGPA Rule. (See paragraphs 3.42 to 3.53)

25. Board meeting minutes did not evidence consideration of whether performance
information included in the corporate plan continued to provide meaningful information to the
Parliament and the public on the use of resources and CSC’s efficiency and effectiveness in
delivering outcomes. (See paragraphs 3.54 to 3.61)

26. The board undertakes regular review of financial and non-financial performance
information. (See paragraphs 3.64 to 3.68)

27. The PGPA Rule requires the audit committee to review the appropriateness of
performance reporting. This was not performed by the audit committee. Corporate Plans,

Auditor-General Report No.35 2021-22
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Summary and recommendations

performance reporting and annual performance statements were provided directly to the board
for review and approval. The board did not obtain assurance over the content of the 2019-20 or
2020-21 annual performance statements. (See paragraphs 3.69 to 3.73)

Recommendations

Recommendation no. 1
Paragraph 2.19

Recommendation no. 2
Paragraph 2.47

Recommendation no. 3
Paragraph 3.30

Recommendation no. 4
Paragraph 3.62

Recommendation no. 5
Paragraph 3.74

The CSC board:

(a) amend CSC’s Fit and Proper Policy to comply with the
Australian Prudential Regulation Authority Prudential
Standard; and

(b) ensure board committees operate within the limits of their
authority and terms of reference.

Commonwealth Superannuation Corporation response: Agreed.

The CSC board ensure that charters/terms of reference for the
board and its committees include sufficient information on roles,
relationships, authority and expectations to meet Public
Governance, Performance and Accountability Rule 2014
requirements.

Commonwealth Superannuation Corporation response: Agreed.

The CSC board review its arrangements for preventing, detecting
and dealing with fraud to ensure alignment with its responsibilities
under section 16 of the Public Governance, Performance and
Accountability Act 2013 and section 10 of the Public Governance,
Performance and Accountability Rule 2014.

Commonwealth Superannuation Corporation response: Agreed.

The CSC board ensure that the corporate plan:

(a) is fully established as CSC’s primary planning document to
provide a firmer basis for reporting to the Parliament; and

(b) meets all minimum requirements of the Public Governance,
Performance and Accountability Rule 2014 and provides
meaningful information to the Parliament and the public on
the use of resources and the entity’s efficiency and
effectiveness in delivering outcomes.

Commonwealth Superannuation Corporation response: Agreed.
The CSC board implement arrangements to receive assurance over

performance measures identified in the corporate plan and
reporting on performance against entity purposes.

Commonwealth Superannuation Corporation response: Agreed.

28. The ANAO also suggested five areas of improvement related to board governance in CSC.

Auditor-General Report No.35 2021-22
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Summary of entity responses

29. A summary response from the CSC is provided below and the CSC’s full response can be
found at Appendix 1. An extract of the draft report was also provided to the Department of
Finance (Finance). A summary response from Finance is provided below and Finance’s full
response can be found at Appendix 1.

Commonwealth Superannuation Corporation

CSC appreciates the in-depth review and independent assessment of CSC’s performance as a
corporate Commonwealth entity. CSC is pleased with the ANAO determination that the CSC board
is largely effective and notes the recommendations and areas of improvement suggested.

CSC will use this report to further strengthen those areas where recommendations have been
made and will continue to align its practice with the requirements of superannuation law as well
as the PGPA Act and Rule. CSCis committed to ensuring that we have leading governance practices
as expected of a trustee in the superannuation industry and also as expected of a corporate
Commonwealth entity. CSC will continue to adapt our practice as appropriate to the changing
landscape.

Department of Finance
The Department of Finance (Finance) welcomes this report.

As the ANAO notes, accountable authorities have certain duties and responsibilities under the
Public Governance, Performance and Accountability Act 2013 (PGPA Act). To assist accountable
authorities in understanding and meeting these duties, Finance provides all new accountable
authorities with PGPA framework guidance and an offer of in-person briefings with Finance
officials. These in-person briefings are also provided to boards, councils and senior executives
where requested.

Key messages from this audit for all Australian Government entities

30. This audit is part of a series of governance audits that have applied a standard
methodology to the governance of individual boards. Key messages from this ongoing series of
audits will be drawn on to update the ANAO Insights product on Board Governance available on
the ANAO website.?

8 Australian National Audit Office, Audit Insights: Board Governance, 17 May 2019, available from
https://www.anao.gov.au/work/audit-insights/board-governance [accessed 22 February 2022].
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Audit findings
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1. Background

Introduction

11 The governing board of a corporate Commonwealth entity is the accountable authority for
the entity under the Public Governance, Performance and Accountability Act 2013 (PGPA Act)®, with
responsibility for ‘leading, governing and setting the strategic direction’ for the entity.°

1.2 Around 59 corporate Commonwealth entities subject to the PGPA Act have governing
boards, comprising a total of approximately 600 board positions.!! Corporate Commonwealth
entities with governance boards vary significantly by function, and governance boards may also vary
in their composition, operating arrangements, independence and subject-matter focus, depending
on the specific requirements of their enabling legislation and other applicable laws.

Boards and corporate governance

1.3 Sections 15 to 19 of the PGPA Act impose duties on accountable authorities in relation to
governing the corporate Commonwealth entity for which they are responsible (see Box 1).1% As the
accountable authority, members of Commonwealth governing boards are also officials under the
PGPA Act and subject to the general duties of officials in sections 25 to 29 of the PGPA Act.*3

Box 1: Department of Finance, Duties of Accountable Authorities (RMG 200), April 2021

Your general duties as an accountable authority

The additional duties imposed on you as an accountable authority are to:

° properly govern your Commonwealth entity

° establish and maintain appropriate systems relating to risk management and oversight
and internal controls

° encourage officials to cooperate with others to achieve common objectives

° take into account the effects of imposing requirements on others

° keep your minister and the Finance Minister informed.

Governing your entity

You are responsible for leading, governing and setting the strategic direction for your entity.
Governing your entity includes:

9 Public Governance, Performance and Accountability Act 2013, section 12.

10 Department of Finance, Duties of Accountable Authorities (RMG 200), April 2021, available from
https://www.finance.gov.au/government/managing-commonwealth-resources/managing-risk-internal-
accountability/duties/duties/duties-accountable-authorities-rmg-200 [accessed December 2021].

11 Under the PGPA Act, the accountable authority of a Commonwealth entity may be a single person or group of
persons (section 12). This total is based on the Department of Finance’s List of Commonwealth entities and
companies under the Public Governance, Performance and Accountability Act 2013 as at 30 June 2021. It
includes those entities that have a collective accountable authority and includes governing bodies which have
the title of board, authority, commission, corporation, council, or trust.

12  For full details of the general duties as an accountable authority, refer to Appendix 3 of this audit report.

13  For full details of the general duties as an official, refer to Appendix 4 of this audit report.
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Background

° promoting the proper (efficient, effective, economical and ethical) use and
management of the public resources for which you are responsible

° promoting the achievement of the purposes of your entity

° promoting the financial sustainability of your entity

° importantly, taking account of the effect of your decisions on public resources generally

° establishing appropriate systems of risk management and internal control, including

measures directed at ensuring officials comply with the finance law (such as
accountable authority instructions and delegations).

1.4 Boards play a key role in the effective governance of an entity. Corporate governance is
generally considered to involve two dimensions, which are the responsibility of the governing
board:

Performance — monitoring the performance of the organisation and CEO. This also includes
strategy — setting organisational goals and developing strategies for achieving them, and being
responsive to changing environmental demands, including the prediction and management of risk.
The objective is to enhance organisational performance;

Conformance — compliance with legal requirements and corporate governance and industry
standards, and accountability to relevant stakeholders.

it is important to understand that governing is not the same as managing. Broadly, governance
involves the systems and processes in place that shape, enable and oversee management of an
organisation. Management is concerned with doing — with co-ordinating and managing the
day-to-day operations of the business.

15 The relationship between effective corporate governance and organisational performance
is summarised in Box 2.

Box 2: The relationship between corporate governance and organisational performance

Narrowly conceived, corporate governance involves ensuring compliance with legal obligations,
and protection for shareholders against fraud or organisational failure. Without governance
mechanisms in place — in particular, a board to direct and control — managers might ‘run away
with the profits’. Understood in this way, good governance minimises the possibility of poor
organisational performance ... more recent definitions of good governance emphasise the
contribution good governance can make to improved organisational performance by
highlighting the strategic role of the board. Legal compliance, ongoing financial scrutiny and
control, and fulfilling accountability requirements are fundamental features of good corporate
governance. However, a high-performing board will also play a strategic role. It will plan for the
future, keep pace with changes in the external environment, nurture and build key external
relationships (for example, business contacts) and be alert to opportunities to further the
business. The focus is on performance as well as conformance. The board is not there to simply
monitor and protect but also to enable and enhance.?

14 M Edwards and R Clough, Corporate Governance and Performance: An Exploration of the Connection in a
Public Sector Context, Corporate Governance ARC Project, Paper No. 1, January 2005, pp.2-3.
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In summary, research conducted by those working closely with boards suggests that:

° The ‘hard attributes’ of governance such as board independence may be necessary but
are not sufficient. At best, they form minimal standards of good governance. More
accurately, it is the interplay of these ‘hard’ but easy to measure attributes and ‘soft’
attributes that lead to good governance.

° The ‘soft attributes’ of governance such as the chair/CEO relationship, board behaviours
and board culture are critical to good governance.?

Note a: M Edwards and R Clough, Corporate Governance and Performance: An Exploration of the Connection in a
Public Sector Context, Corporate Governance ARC Project, Paper No. 1, January 2005, pp.4-5.

Note b: ibid., p.14.

Culture and governance

1.6 The interplay of the ‘hard’ and ‘soft” attributes of governance — and the criticality of board
and organisational culture to an entity’s performance, values and conduct — have been central
themes in notable Australian inquiries into organisational misconduct. These have included the
2003 Royal Commission into the failure of HIH Insurance®®, the 2018 Australian Prudential
Regulation Authority (APRA) Prudential Inquiry into the Commonwealth Bank of Australia’® and the
2019 Royal Commission into the financial services industry.l” While the specific focus of these
inquiries was on financial institutions, their key insights on culture and governance (Box 3) have
wider applicability and provide lessons for all accountable authorities, including governance
boards.!®

Box 3: Key insights for governance boards — Hayne Royal Commission, APRA Prudential
Inquiry, HIH Royal Commission

The 2019 Hayne Royal Commission emphasised the need for boards to get the right information
about emerging non-financial risks; to seek further or better information where what they had
was clearly deficient; and ensure they use information to oversee and challenge management’s
approach to these risks. The 2019 Hayne Royal Commission further emphasised that every
entity must ask the questions raised by the 2018 APRA Prudential Inquiry:

° Is there adequate oversight and challenge by the board and its gatekeeper committees
of emerging non-financial risks?

° Is it clear who is accountable for risks and how they are to be held accountable?

° Are issues, incidents and risks identified quickly, referred up the management chain,

and then managed and resolved urgently? Or is bureaucracy getting in the way?

15 N Owen, The Failure of HIH Insurance Volume 1: A Corporate Collapse and its Lessons, The HIH Royal
Commission, 4 April 2003 (all references in this audit are to vol. 1 of the report).

16  Australian Prudential Regulation Authority, Prudential Inquiry into the Commonwealth Bank of Australia (CBA)
Final Report, 30 April 2018.

17 K M Hayne, Royal Commission into Misconduct in the Banking, Superannuation and Financial Services Industry,
Final Report, 1 February 2019 (all references in this audit are to vol. 1 of the report).

18 For additional information on these inquiries, refer to Auditor-General Report No.34 2018-19 Effectiveness of
Board Governance at Old Parliament House, paragraphs 1.7 to 1.16.
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Background

The 2019 Hayne Royal Commission recommended that entities should, as often as reasonably
possible, take proper steps to:

The earlier HIH Royal Commission similarly warned in 2003 of the dangers of a ‘tick the box’
mentality towards corporate governance and highlighted the benefits of periodic review by
boards of corporate governance practices to ensure their suitability.

Is enough attention being given to compliance? Is it working in practice? Or is it just ‘box
ticking’?

Do compensation, incentive or remuneration practices recognise and penalise poor
conduct? How does the remuneration framework apply when there are poor risk
outcomes or there are poor customer outcomes? Do senior managers and above feel
the sting?

assess the entity’s culture and its governance;
identify any problems with that culture and governance;
deal with those problems; and

determine whether the changes it has made have been effective.

Source: ANAO, Audit Insights: Board Governance, 17 May 2019, available from htips://www.anao.gov.au/work/audit-

1.7

insights/board-governance.

Many Auditor-General reports have made findings consistent with those appearing in the

reports of these inquiries.’® In April and May 2019, the Auditor-General presented a series of
performance audits that reviewed whether the boards of four corporate Commonwealth entities
had established effective arrangements to comply with selected legislative and policy requirements,
and adopted practices that support effective governance:

Report No.34 2018-19 Effectiveness of Board Governance at Old Parliament House —
published on 18 April 2019;

Report No.35 2018-19 Governance of the Special Broadcasting Service Corporation —
published on 26 April 2019;

Report No.36 2018-19 Effectiveness of Board Governance at the Australian Institute of
Marine Science — published on 30 April 2019; and

Report No.37 2018-19 Effectiveness of Board Governance at the Sydney Harbour
Federation Trust — published on 2 May 2019.%°

19

20

With particular reference to the importance of culture in risk management, see G Hehir (Auditor-General),
Strategic governance of risk: Lessons learnt from public sector audit, [Internet], Australian National Audit
Office, August 2018, available from https://www.anao.gov.au/work/speeches-and-papers/strategic-
governance-risk-lessons-learnt-public-sector-audit [accessed February 2022].

A specific aspect of board governance — relating to the role played by a number of boards in promoting

probity — was also examined in Auditor-General Report No.21 2019-20 Probity Management in Rural
Research and Development Corporations. The report was published in December 2019.
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1.8 The ANAO also published an audit insights product from this series of audits, which outlined
a number of key messages that may be relevant to the operations of other Commonwealth boards
as well as broader governance arrangements in Commonwealth entities.?! 22

The Public Governance, Performance and Accountability Act 2013 (PGPA Act)

1.9 The objects of the PGPA Act include: to establish a coherent system of governance and
accountability across Commonwealth entities; and to require the Commonwealth and
Commonwealth entities to meet high standards of governance, performance and accountability.

1.10 As discussed in paragraph 1.3, the PGPA Act includes both general duties of accountable
authorities and general duties of officials. It also establishes obligations relating to the proper use
of public resources (that is, the efficient, effective, economical and ethical use of resources).?* In so
doing, the PGPA Act establishes clear cultural expectations for all Commonwealth accountable
authorities and officials in respect of resource management.

1.11 The Department of Finance (Finance), which supports the Finance Minister in the
administration of the PGPA Act framework, has also issued a range of guidance documents on the
technical aspects of resource management under the framework.

1.12  In April 2019 the Auditor-General made an agreed recommendation to Finance to update
its guidance to accountable authorities having regard to the key insights and messages for
accountable authorities identified in recent inquiries and reviews (the Hayne Royal Commission and
APRA Prudential Inquiry).?®

1.13 In November 2019 Finance released a two-page paper titled: Lessons learned from the
private sector: Royal Commission into Misconduct in the Banking, Superannuation and Financial
Services Industry. This paper highlights that accountable authorities should be mindful of inquiries
and reviews undertaken in the private sector and should consider any lessons that could be learned
in their entity’s context. The paper also states the following.

21 Australian National Audit Office, Audit Insights: Board Governance, 17 May 2019, available from
https://www.anao.gov.au/work/audit-insights/board-governance [accessed 22 February 2022].

The key audit insights were: establish a board charter; periodically evaluate board performance; actively
consider current and future board skill requirements; recognise and manage conflicts of interest; retain
adequate documentation and records of decisions and actions; actively question and challenge management;
review key strategic risks in corporate risk registers and set risk appetite; ensure that the audit committee and
its operating arrangements support the board obtaining the external advice and assurance it requires;
approve and periodically review key policies and frameworks particularly those that relate to the duties of an
accountable authority; provide appropriate induction to assist board members' understanding of their
obligations; seek management assurance regarding internal controls and compliance; and seek consolidated
progress reports on results against all performance targets in the corporate plan.

22 In addition to this series of governance audits, an upcoming Auditor-General report titled Reporting on
Governing Boards of Commonwealth Entities and Companies will be presented for tabling in June 2022. This
information report prepared by the ANAO will provide transparency and insights on the governing boards of
Commonwealth entities and companies and the membership of these boards.

23 Public Governance, Performance and Accountability Act 2013, section 5.

24 Public Governance, Performance and Accountability Act 2013, section 8.

25 Auditor-General Report No.34 2018-19 Effectiveness of Board Governance at Old Parliament House,
recommendation 1, p.22.
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Background

. The accountable authority cannot simply rely upon the information presented by senior
executive staff, they have the responsibility to request more information where necessary
to fulfil their duties.

. The delegation of its powers does not discharge the duties of the accountable authority
to ensure that those powers are being exercised correctly.

. The practical effectiveness of an entity’s governance model and internal controls should
be periodically tested. Technically ticking every best practice box is not functional as
culture and governance are never ‘fixed’.26 %’

1.14 Relevantly, Finance also released A guide for corporate Commonwealth entities on the role
of audit committees in September 2021.%8 The guide states that:

Audit committees are integral to good corporate governance. They provide advice to accountable
authorities, assist them to meet their duties and obligations, and support the development of key
practice and capacity within [corporate Commonwealth entities] CCEs.?

1.15 In December 2021 Finance advised the ANAO that:

. it monitors the appointment of new accountable authorities on a regular basis;

° to support accountable authorities in meeting their responsibilities under the PGPA Act,
the Finance Secretary issues a new accountable authority with an introductory email
providing guidance material, tools and resources available on the Finance website. These
emails also offer in-person briefings from senior officials on their duties under the PGPA
Act;

° it also provides broader PGPA framework briefings to senior executives and officials of
PGPA Act entities and companies on request; and

. during 2020-21, it provided 17 new accountable authority introductory emails and
delivered 14 in-person briefings. The briefings delivered by Finance officials in 2020-21
were to a combination of accountable authorities, officials and board members. Of the 14
in-person briefings, six were delivered to board members.

26 Department of Finance, Lessons learned from the private sector: Royal Commission into Misconduct in the
Banking, Superannuation and Financial Services Industry, November 2019, p.2, available from
https://www.finance.gov.au/sites/default/files/2019-
11/Lessons%20learned%20from%20the%20Banking%20Royal%20Commission.pdf [accessed 22 February
2022].

27 In December 2019 Finance also updated its guidance for the directors of Government Business Enterprises
(GBEs). The guide is intended to assist directors in familiarising themselves with GBE governance
requirements. It is available from https://www.finance.gov.au/business/government-business-
enterprises/role-directors-commonwealth-gbes-guidelines [accessed 6 June 2022].

28 Australian National Audit Office, Audit Insights: Board Governance, 17 May 2019, available from
https://www.anao.gov.au/work/audit-insights/board-governance [accessed 22 February 2022].

The ANAO observed, in its May 2019 audit insights publication on board governance, the importance of
ensuring that the audit committee and its operating arrangements support the board obtaining the external
advice and assurance it requires.

29 Department of Finance, A guide for corporate Commonwealth entities on the role of audit committees,
September 2021, p.5, available from https://www.finance.gov.au/sites/default/files/2020-
06/A%20guide%20for%20CCEs%200n%20the%20role%200f%20audit%20committees.pdf [accessed 22
February 2022].
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Rationale for undertaking the audit

1.16 This topic was selected for audit as part of the ANAO’s multi-year audit program that
examines aspects of the implementation of the PGPA Act. Amongst other things, the PGPA Act
requires the accountable authority of an entity to establish and maintain an appropriate system of
risk oversight and management, and an appropriate system of internal controls.

1.17 This audit is part of a series of performance audits of board governance which provides
independent assurance to the Parliament on whether the selected boards have established
effective arrangements to comply with the audited legislative and policy requirements and adopted
practices that support effective governance. As discussed in paragraph 1.8, the audits also focus on
any examples of better practice which may be worth highlighting as a learning for other boards.

1.18 As discussed in paragraph 1.7, four entities were included in the ANAO’s 2018-19 board
governance audit series. For this second tranche of audits, the ANAO selected three corporate
Commonwealth entities with enabling legislation (statutory authorities) that had no performance
audit coverage in recent years. This enabled the ANAO to examine selected aspects of legal
compliance and board governance in entities not often subject to in-depth performance audit, to
ensure the selected entities were getting the basics right. Each entity in this series of audits will be
subject to a separate audit with three audit reports to be tabled.

1.19 The three entities included in the ANAQ'’s 2021-22 board governance audit series are:

° Commonwealth Superannuation Corporation (CSC) in the Finance portfolio;
° Australian Hearing Services (Hearing Australia) in the Social Services portfolio; and
° Australian Film, Television and Radio School (AFTRS) in the Infrastructure portfolio.

Commonwealth Superannuation Corporation (CSC)

1.20 CSCis a corporate Commonwealth entity established on 1 July 2011 under the Governance
of Australian Government Superannuation Schemes Act 2011 (GAGSS Act). CSC manages eleven
government superannuation schemes and provides superannuation services to current and former
Australian Government employees and members of the Australian Defence Force. CSC’s primary
function is to administer the schemes and to manage and invest the funds in the best interests of
its customers in accordance with the provisions of the various legislation and trust deeds that
govern the schemes.

1.21 Under CSC’s governing legislation, the function of the board is to ensure that CSC performs
its functions as outlined in the governing legislation in a proper, efficient and effective manner.3°
The board of CSC is the accountable authority.

1.22  From 1 July 2020, the GAGSS Act required the board to consist of a chair and eight other
directors. A director is appointed by the Finance Minister (minister) by written instrument. A
director must not hold office continuously for more than nine years. All directors are appointed on
a part-time basis. A director is to be paid the remuneration that is determined by the Remuneration
Tribunal.

30 Governance of Australian Government Superannuation Schemes Act 2011, subsection 10(1).
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Background

1.23 The board has four standing committees to assist it carrying out its functions: the audit
committee, the risk committee, the board governance committee and the remuneration and HR
committee.3! It has also established other committees to assist with its decision review obligations
under other legislation.

1.24 At 30 June 2021, the CSC workforce was 490 full and part-time staff which were organised
into three primary functions: Investments, Customer Innovation and Services, and Corporate. There
were also stand-alone Transformation and Technology, Risk and General Counsel units which
reported directly to the Chief Executive Officer.

1.25 CSCis responsible for the management of a range of defined benefit, defined contribution
and hybrid superannuation schemes. The defined benefit schemes are funded through special
appropriations to the Department of Finance, the Department of Defence and the Department of
Foreign Affairs and Trade. CSC, as an agent, has third party access rights to these special
appropriations. In 2020-21 the total payments made from these special appropriations were
approximately $11 billion. In relation to CSC’s defined contribution and hybrid superannuation
schemes, the 2020-21 net after tax contributions received by CSC were approximately $3.2 billion.

Audit approach

Audit objective, criteria and scope

1.26 The objective of the audit was to assess the effectiveness of the governance board in the
Commonwealth Superannuation Corporation (CSC).

1.27 To form a conclusion against this objective, the following high-level criteria were adopted.

° The board’s governance and administrative arrangements are consistent with relevant
legislative requirements and the board has structured its own operations in a manner that
supports effective governance.

° The board has established fit-for-purpose arrangements to oversight compliance with key
legislative and other requirements, and the achievement of entity purposes.

1.28 The audit examined the period July 2019 until March 2022. This is referred to as the review
period.

Audit methodology
1.29 Inundertaking the audit the ANAO:

° reviewed board and committee papers and minutes from July 2019 to March 2022;

° reviewed a range of relevant documentation including entity corporate plans, strategy
documents, board and committee charters, risk registers, conflict of interest declarations
and other key policy and process documentation;

. held discussions with the current board chair, Chief Executive Officer and other staff;

31 Before November 2021 the board was supported by five committees. In November 2021 the board dissolved
the member outcomes committee which had been established in August 2019 to help the board develop and
implement practices to ensure that CSC met the requirements of the APRA Prudential Standard SPS 515:
Strategic Planning and Member Outcomes.
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° observed one board meeting, one audit committee meeting and one risk committee
meeting in November 2021;

° reviewed relevant guidance and reviews on board and corporate governance; and
° examined internal audit and assurance reports.

1.30 The audit was conducted in accordance with ANAO Auditing Standards at a cost to the ANAO
of approximately $170,000.

1.31 The team members for this audit were Michelle Page, Peter Bell and Susan Ryan.
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2. Board governance and structure

Areas examined

This chapter examines if the board’s governance and administrative arrangements are consistent
with relevant legislative requirements, including the Commonwealth finance law, and the board
has structured its own operations in a manner that supports effective governance.

Conclusion

The board has been largely effective in ensuring that its governance and administrative
arrangements are consistent with relevant legislative requirements and partly effective in
structuring its own operations in a manner that supports effective governance. In the period
reviewed by the ANAO the board’s arrangements were effective except for: alignment of the
CSC’s Fit and Proper Policy with the relevant Australian Prudential Regulation Authority standard;
documenting the reporting lines and processes of some governance committees; and including
finance law requirements in the audit committee charter.

Areas for improvement
The ANAO made two recommendations aimed at the board:

e amending CSC’s Fit and Proper Policy to comply with the Australian Prudential Regulation
Authority Prudential Standard; and ensuring that board committees operate within the limits
of their authority and terms of reference; and

e ensuring that charters/terms of reference for the board and its committees include sufficient
information on roles, relationships, authority and expectations to meet Public Governance,
Performance and Accountability Rule 2014 requirements.

The ANAO also suggested five areas of improvement related to:
e more strategic use of the Board Skills Matrix;

e ensuring that charters/terms of reference for the board and its committees include sufficient
information and process to guide the recording and approval of decisions, including
out-of-session decisions;

e confirming that terms of reference requirements are satisfied and that committees report to
the board on the adequacy of the discharge of their responsibilities;

e reviewing the governance framework to ensure that the board approves key policies that
impact the board’s legislative responsibilities, as a means of supporting the organisational
culture it wishes to promote; and

e encouraging behaviours promoting compliance with all relevant legal obligations.

2.1 Board governance and structure encompasses how the entity establishes and manages the
board in accordance with its duties and responsibilities under the Commonwealth finance law —
which includes the Public Governance, Performance and Accountability Act 2013 (PGPA Act) and
Public Governance, Performance and Accountability Rule 2014 (PGPA Rule) — its enabling legislation
and other regulatory requirements. To assess the effectiveness of the governance board in the
Commonwealth Superannuation Corporation (CSC), the ANAO examined whether:
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° the board’s governance and administrative arrangements are consistent with relevant
legislative requirements; and

° the board has structured its own operations in a manner that supports effective governance.

2.2 The CSC’s enabling legislation is the Governance of Australian Government Superannuation
Schemes Act 2011 (GAGSS Act). CSC also holds both a Registerable Superannuation Entity (RSE)
licence and an Australian Financial Services (AFS) licence, which means it is regulated by the
Australian Prudential Regulation Authority (APRA) under the Superannuation Industry (Supervision)
Act 1993 (SIS Act) and the Australian Securities and Investments Commission (ASIC) under the
Corporations Act 2001. The board must establish fit-for-purpose governance arrangements to
uphold the conditions of both its RSE and AFS licences and to comply with financial services law.

Are the board’s governance and administrative arrangements
consistent with relevant legislative requirements?

Board members and the chair were appropriately appointed, and acting arrangements were
properly conducted. The decision-making processes for fit and proper assessments were not set
out in the relevant CSC policy as required by the Australian Prudential Regulation Authority (APRA)
Prudential Standards.

The board approved an external advisor to be allocated as a board committee member and this
person was recorded in committee meeting papers and minutes as a ‘member’. CSC advised that
the person was not a member of the committee and did not participate in the decision-making of
the committee during the review period.

With a few exceptions, board meetings were minuted and the minutes recorded decisions made
by the board. Board committee terms of reference outline that a record of proceedings of each
meeting are to be retained and that the minutes of each meeting are to be circulated to the board.
The committee terms of reference do not outline the process for approval of minutes before being
tabled at the board and do not outline the process for out-of-session decisions.

2.3 To assess if CSC's governance and administrative arrangements were consistent with
legislative requirements, the ANAO examined the structure, membership, nomination, appointment
and reappointment of board directors, the constitution of board meetings and the transparency of
board decision-making. The audit examined the period July 2019 until March 2022. This is referred
to as the review period.

Were board members and the chair appropriately appointed, and were acting
arrangements properly conducted?

2.4 From 1 July 2020, the composition of the board under the GAGSS Act was a chair and eight
other directors. CSC directors are appointed, on a part-time basis, by the Finance Minister (minister)
by way of a written instrument.

2.5 Four of the eight directors are nominated as follows:

° two directors are nominated in writing by the President of the Australian Council of Trade
Unions (ACTU); and
. two directors are nominated in writing by the Chief of the Defence Force.
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Board governance and structure

2.6 The minister chooses the four remaining directors. The appointment of the chair is
undertaken by the minister in consultation with the other directors. CSC documentation indicates
that during the period reviewed, the board chair discussed the appointments of new directors with
the minister and the potential contribution of individuals to the required skills of the board.

2.7 A person is not eligible for appointment as a director if the person’s appointment would
result in a contravention of a fitness and propriety standard under the SIS Act.3? Fitness and propriety
standards are outlined in CSC’s Fit and Proper Policy.

2.8 CSC’s Fit and Proper Policy states that prior to appointment, the board governance
committee will conduct a fit and proper assessment of the candidate. The assessment is provided to
the minister as part of the appointment process. This assessment includes: a review of the director’s
declarations; self-assessment against a Board Skills Matrix; personal resume and relevant police and
solvency checks. CSC has identified ten skills within the Board Skills Matrix to reflect the board’s
collective skills and experience required to effectively and prudently manage the operations of CSC,
in order to fulfil its duties and to deliver member outcomes. These include experience in: leadership,
the finance services sector, risk management, technology and digital, public policy and
understanding CSC’'s members and customers.

2.9 The Board Skills Matrix is used to assess the collective skills of the current board membership.
CSC documentation did not evidence its use as a mechanism to assist with: succession planning or to
support the nomination of new board directors (to address any skills gaps of the board); or the
allocation of directors, non-director members or external advisors to board committees. The use of
a skills matrix can provide a more disciplined approach to the assessment of desirable skills and a
firmer basis for advising the minister.

2.10 The board has also approved a Board Renewal Policy. This policy sets out how the board will
seek to communicate with the minister, and those who are able to nominate directors, in order to
achieve board renewal objectives. The policy states that the board seeks ‘to ensure that over any
three-year period no more than three directors reach the end of their terms in any one year’.

2.11  Since July 2019, five directors were reappointed for a range of time periods up to three years,
and four new directors were appointed. CSC maintained correspondence from the minister related
to the reappointments and appointments. Evidence was also maintained on the fit and proper self-
assessments performed by directors, and resolutions made by the board governance committee on
the fit and proper assessments performed. In all instances, the board governance committee
‘resolved to declare’ that the director met the fit and proper requirements for reappointment or
appointment to the board.

2.12  APRA Prudential Standard SPS 520: Fit and Proper sets out minimum requirements in
determining the fitness and propriety of individuals to hold positions of responsibility. It states that
the ultimate responsibility for ensuring the fitness and propriety of the responsible person rests with
the board of directors.

2.13  Section 26 of SPS 520 requires an entity’s fit and proper policy to include the processes to be
undertaken in assessing whether a person is fit and proper. This process must include the decision-

32  Governance of Australian Government Superannuation Schemes Act 2011, subsection 12(2).
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making processes that will be followed. CSC’s Fit and Proper Policy does not outline the decision-
making processes that will be followed.33

2.14 The policy states that the board governance committee will ‘conduct’ the fit and proper
assessment, but it does not indicate who is the decision maker or the decision-making process. In all
reappointments and appointments examined by the ANAO, the board governance committee
‘resolved to declare’ that reappointment and appointment requirements were met. While the board
governance committee has an advisory role, it is not evident that it has decision-making authority
on this matter.

2.15 The board charter and board governance committee terms of reference both state that the
purpose of the board governance committee is to ‘assist the board by advising and making
recommendations on issues relevant to the governance of CSC and the identification, education and
evaluation of directors’.

2.16 In February 2022 the board approved a revised board governance committee terms of
reference that updated the authority of the committee. The updated terms of reference still do not
provide the committee with the authority to make decisions about the fit and proper assessments
that it carries out.

2.17 The ANAO has made a recommendation on this matter below.

Opportunity for improvement

2.18 Thereisan opportunity forimprovement for the board to use the Board Skills Matrix more
strategically to assist with succession planning and the identification of skills gaps on the board.

Recommendation no. 1

2.19 The CSC board:

(a) amend CSC'’s Fit and Proper Policy to comply with the Australian Prudential Regulation
Authority Prudential Standard; and

(b) ensure board committees operate within the limits of their authority and terms of
reference.

Commonwealth Superannuation Corporation response: Agreed.

2.20 CSC maintains that the Fit and Proper Policy is consistent with the relevant prudential
standard. However, CSC has already made changes to the Policy to ensure the matter is free from
doubt in future. CSC will update the Board Governance Committee Terms of Reference and Board
Charter at their next schedule review to address part b of the recommendation.

2.21 InJune 2020 the board approved the ‘board committee composition 2020’ which sets out
the allocation of directors to board committees. By approving this paper, the board approved an
external advisor to be allocated as a board committee ‘member’. This person was recorded as a risk

33 In December 2019 the Australian Prudential Regulation Authority identified a number of areas in CSC’s Fit and
Proper Policy that could be further developed. These areas did not include commentary on the decision-
making process.
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committee ‘member’ in all meeting minutes and papers from July 2020 to November 2021. The
individual was also recorded as a risk committee ‘member’ in CSC’s Annual Report 2020-21, which
included a note that the person was a ‘consultant to committee’. CSC advised the ANAO that the
person was not a member of the risk committee and did not participate in the decision-making of
the committee during this period.3* In November 2021 the board approved the ‘board committee
composition 2021-22’ paper which indicated that this person was an ‘external advisor’ to the audit
committee and the risk committee.3 This was 17 months after the June 2020 board approval.

2.22  The rationale for board decision-making on the allocation of directors and external advisors
to its committees is not documented. As discussed in paragraph 2.18, there is an opportunity for
improvement for the board to use the Board Skills Matrix more strategically, including to inform
and support decision-making and activities related to the nomination of directors, director
succession planning and the allocation of directors, non-director members and external advisors to
its committees.

2.23  Since 25 July 2021 the CSC audit committee has not met the desired skill level of ‘at least
one member with relevant professional accounting, auditing and/or assurance qualification (CA,
CPA etc)’ as outlined in the CSC’s Fit and Proper Policy.

2.24  Acting arrangements for directors, including for board committee membership were
appropriately recorded and approved in board and committee meeting minutes.

Were meetings properly constituted, and is there a mechanism enabling decisions
to be taken without meetings?

Board meetings

2.25 The board should hold such meetings as are necessary for the performance of its
functions.3® CSC’s board charter identifies that it has been the practice that the board holds at least
eight meetings a year. A calendar is prepared each year to outline meetings and proposed coverage
at each meeting. A quorum for a board meeting is six directors.?’ For voting, a question is decided
by the agreement of six directors. Quorum requirements were met during the period reviewed.

2.26 Quorum requirements for the board committees are outlined in the relevant terms of
reference documents. Quorum requirements for board committees were met during the period
reviewed.

2.27 Board meetings are minuted, and the minutes record decisions made and actions to be
taken. Board meeting papers include draft minutes of the previous meeting for board approval.

2.28 CSC’s board charter outlines procedures for the preparation of minutes and outlines the
mechanisms to facilitate decisions without meetings. Out-of-session decisions are made if the

34  CSC advised the ANAO that this was an ‘inadvertent issue compounded by COVID and other matters at the
time resulting in the incorrect recording of the advisor as a member in the minutes.’

35 The initial appointment of the external advisor, in August 2019, was through a services contract with an
external firm (PricewaterhouseCoopers). From April 2021 until November 2021 the external advisor provided
the services, and was paid, in an individual capacity. There was no services contract with the external advisor
as an individual until November 2021. Between April and November 2021 the external advisor was paid
approximately $20,000.

36 Governance of Australian Government Superannuation Schemes Act 2011, section 19.

37 Governance of Australian Government Superannuation Schemes Act 2011, section 21.
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required quorum of directors indicates agreement with the proposed decision in the manner
requested.

2.29 In April 2020 the board held a special meeting to consider a short list of candidates and to
agree on a preferred candidate for appointment as CSC’s Chief Executive Officer (CEO). There are
neither minutes nor records of decisions made by the board during this meeting. Since April 2020
and until the end of the review period, CSC maintained records of out-of-session board meetings
and decision-making.

Board committees

2.30 The board has approved terms of reference for each of its committees. The terms of
reference documents require the preparation of minutes which are provided to the board. Each
committee prepared meeting minutes for the period reviewed. The committee papers included
draft minutes of the previous meeting for approval. The committee meeting minutes were tabled
at subsequent board meetings.

2.31 Board committee terms of reference outline that a record of proceedings of each meeting
is to be retained and that the minutes of each meeting are to be circulated to the board. The
committee terms of reference do not outline the process for approval of minutes before they are
tabled at the board, or the process for out-of-session decisions.

2.32  Until February 2022, the risk committee and audit committee terms of reference required,
amongst other things, that the committees review the adequacy of their reporting to the board
annually and report to the board on their performance annually. This process of review and
reporting is important for the transparency of committee operations and to demonstrate
achievement of the objectives of the committees. These requirements were not discharged
annually by the committees in the review period. In February 2022, CSC updated the terms of
reference for the risk committee and the audit committee and (amongst other things) removed
these reporting requirements. The omission of these reporting requirements is not consistent with
guidance from the Department of Finance.3®

Opportunities for improvement

2.33  There are opportunities for improvement for the board to:

) ensure that charters/terms of reference for the board and its committees include
sufficient information and process to guide the recording and approval of decisions,
including out-of-session decisions; and

. confirm that terms of reference requirements are satisfied and that committees report
to the board on the adequacy of the discharge of their responsibilities.

38 Department of Finance, A guide for corporate Commonwealth entities on the role of audit committees,
September 2021.
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Has the board structured its own operations in a manner that supports
effective governance?

The board has established a fit-for-purpose charter, sets expectations for entity management
and the board secretariat, and assesses its own performance. The audit committee terms of
reference do not specifically address its Public Governance, Performance and Accountability
Rule 2014 (PGPA Rule) obligations, or mention the audit committee’s role, relationship,
authority or the reporting lines between it and the risk committee. At the board and senior
management level, CSC prioritises compliance with APRA Prudential Standards over Public
Governance, Performance and Accountability Act 2013 and PGPA Rule (finance law)
requirements.

The board has oversight of the internal audit function and the entity’s response to internal audit
findings and recommendations, through its audit committee. The effectiveness of this oversight
is reduced by the limitations of the audit committee’s terms of reference.

2.34  During the period reviewed, the board was supported by five committees.

° Audit committee — assists the board by providing an objective non-executive review of CSC’s
financial reporting. The committee is made up of a minimum of three directors and all
committee members must be directors.

° Risk committee — assists the board in discharging its responsibilities by oversighting risk
culture, risk frameworks and management of non-financial risk. The committee is made up of
a minimum of three directors and is chaired by a director appointed by the board.

. Board governance committee — assists the board by advising and making recommendations
on issues relevant to the governance of CSC and the identification, education and evaluation
of directors. The committee is made up of a minimum of three directors and is chaired by a
director appointed by the board.

° Remuneration and HR committee — assists the board by advising and making
recommendations on issues relevant to its Remuneration Policy and human resource
obligations. The committee is made up of a minimum of three directors, all committee
members must be directors and the committee is chaired by a director appointed by the
board.

° Member outcomes committee — assisted the board to develop and implement practices to
ensure that CSC meets the requirements of Prudential Standard SPS 515: Strategic Planning
and Member Outcomes. The committee was dissolved by the board in November 2021.

2.35 The board has also established other committees to assist with its decision review
obligations (reconsideration committees). The governance structure of the board and its high-level
committees is illustrated in Figure 2.1.
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Figure 2.1: Board committees

CSC Board
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Board Governance Remuneration and Member Outcomes
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Note a: Member Outcomes Committee was dissolved in November 2021.

Source: ANAO analysis of CSC’s board and committee charters, meeting minutes and papers.

2.36 To assess if the board has structured its own operations in a manner that supports effective
governance, the ANAO examined the charters, committee arrangements, oversight of key policies,
induction, board performance assessments and arrangements for the establishment and operation
of the internal audit function. The ANAO also considered behavioural observations of the operation
of the board.

Does the board have a fit-for-purpose charter, set expectations for entity
management and the board secretariat, and assess its own performance?
Charter

2.37 Aboard charter is a written document that sets out such things as:

° the functions, powers, and membership of the board;

° role, responsibilities and expectations of members, both individually and collectively, and
of management?’;

) role and responsibilities of the chairperson?;

° procedures for the conduct of meetings*!; and

° policies on board performance review.

2.38 A charter can provide a single reference point that clearly sets out the functions, powers
and membership of the board, as well as roles, responsibilities and accountabilities, consistent with
relevant legislative requirements. Board charters can also articulate the desired culture of the board
and address the ‘soft attributes’ of governance discussed in Chapter 1 of this audit relating to board
culture and behaviours, which are critical to good governance.*?

39 This can include: requiring members to act ethically and in the best interests of the entity; manage and
declare conflicts of interest; conduct themselves in a professional and respectful manner; devote sufficient
time to undertaking the required duties (for example, by reading papers prior to meetings and attending
meetings); participate fully in meetings; apply due diligence; maintain confidentiality over information and
provide guidance on how members can raise concerns outside board meetings; and protocols for dealing with
media, politicians and lobbyists.

40 This can include: promoting full participation by all members; ensuring meetings are conducted in a
professional and constructive manner; summing up to obtain clarity of decisions made; ensuring adequate
reporting of key decisions and relationship management with the entity, minister and key stakeholders.

41 Relating, for example, to the agenda, papers, minutes, powers of the chair, voting procedures, and frequency
of meetings.

42  This discussion begins at paragraph 1.5.
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2.39 The Australian Institute of Company Directors has indicated that:

In most organisations the governance framework is determined by the legislation that it has been
created under ... However, there are many aspects of modern governance which the board must
consider and act upon that lie outside legal requirements. The board charter is one way of
documenting these matters.*?

2.40 CSC's board charter outlines the legislation under which the CSC was established and the
legal requirements of directors, including obligations under the PGPA Act. The charter has been
designed to address APRA’s Prudential Standard SPS 510: Governance, particularly with respect to
the stated roles of the audit committee and remuneration committee. The audit committee role is
focused on providing ‘an objective non-executive review of the financial reporting’. The board
charter does not refer to the audit committee’s range of functions under section 17 of the Public
Governance, Performance and Accountability Rule 2014 (PGPA Rule). The PGPA Rule provides that:

(1) The accountable authority of a Commonwealth entity must, by written charter, determine
the functions of the audit committee for the entity.

(2) The functions must include reviewing the appropriateness of the accountable authority’s:
(a) financial reporting; and
(b) performance reporting; and
(c) systems of risk oversight and management; and
(d) system of internal controls for the entity.**

2.41  While the audit committee terms of reference refer to the above activities, they do not
specifically address the PGPA Rule obligations of the audit committee in relation to those activities.
For example, the terms of reference do not outline the audit committee’s responsibility to review
the appropriateness of performance reporting and systems of internal controls.

2.42 The relevant Department of Finance guidance, A guide for corporate Commonwealth
entities on the role of audit committees, notes the following regarding the relationship between
audit and risk committees:

If an accountable authority establishes a separate risk committee there needs to be clarity
regarding the roles of the risk committee, the Chief Risk Officer (if one is appointed) and the audit
committee and clear lines of communication between them. Any such arrangements should not
dilute the statutory functions of the audit committee to review the appropriateness of the
accountable authority’s system of risk oversight and management, nor the responsibility of the
accountable authority, senior management and other officials to manage and engage with risk as
an integral part of their responsibilities.*

43  Australian Institute of Company Directors, Director Tools: Board charter Role of the board [Internet],
Australian Institute of Company Directors, July 2016, p. 1, available from
https://aicd.companydirectors.com.au/-/media/cd2/resources/director-resources/director-tools/pdf/05446-
5-3-mem-director-rob-board-charter a4-web.ashx [accessed February 2022].

44 Public Governance, Performance and Accountability Rule 2014, subsections 17(1) and 17(2).

45 Department of Finance, A guide for corporate Commonwealth entities on the role of audit committees (RMG
202), April 2021, p.10.
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2.43  The CSC audit committee’s terms of reference (including the terms of reference that were
approved by the board in February 2022) do not mention its role, relationship, authority or the
reporting lines between it and the risk committee.

2.44  The risk committee’s terms of reference outline the following purpose:

The purpose of the Risk Committee (Committee) is to assist the Board of CSC in discharging its
responsibilities by oversighting the frameworks and management of risk included in the following

areas:

° Strategic and tactical risk: operational risk, business operations, technology, fraud,
business continuity and recovery

. Counterparty risk

. Insurance risk

. Other non-investment risks that may have a material impact on the RSE’s operations, such

as customer and reputational risks.

The Committee does not oversee material investment and liquidity risks. These are reported
directly from the Investment Team to the Board. The Committee reports to the Audit Committee
and the Board of the appropriateness of CSC’s non-investment risk oversight and management.

2.45 The ANAOQ’s review of board and committee meeting minutes for July 2019 to March 2022
indicates that the risk committee reported directly to the board, including providing regular oral
updates and tabling of meeting minutes. The risk committee also referred a number of
recommendations to the board via the audit committee.*® The audit committee did not review (or
conclude) on the appropriateness of the systems of risk oversight and management, which is a core
audit committee function under section 17 of the PGPA Rule. The board should ensure that its
committees, including the audit committee, are aware of such statutory functions.

2.46 A consolidated meeting schedule for the board and its committees is maintained by CSC’s
General Counsel and is included in board meeting papers. Workplans have also been prepared for
board committees to outline the areas of coverage and the meeting/quarter in which the coverage
will be provided by management to the committee. Workplans cover either one or two calendar
years. The audit committee workplans for 2020-21 and 2021-22 do not mention performance
reporting or oversight of risk management.

46 The risk committee terms of reference, updated and approved by the board in February 2022, state that the
risk committee is a sub-committee of the audit committee. The terms of reference also include provision for
the risk committee to report to the board both directly and through the audit committee. The terms of
reference are unclear about the roles, relationships, authority and expectations of these two committees.

Auditor-General Report No.35 2021-22
Effectiveness of Public Sector Boards — Commonwealth Superannuation Corporation

32



Board governance and structure

Recommendation no. 2

2.47 The CSC board ensure that charters/terms of reference for the board and its committees
include sufficient information on roles, relationships, authority and expectations to meet Public
Governance, Performance and Accountability Rule 2014 requirements.

Commonwealth Superannuation Corporation response: Agreed.

2.48 (CSC’s Board Charter and various committee terms of reference already provide extensive
content to establish the broad roles and responsibilities of the Board and its Committees.
Additional content will be included to expand on this specifically in relation to the PGPA Act and
Rule requirements at the next scheduled reviews.

Board expectations for entity management and the board secretariat
2.49 CSC’s Governance Framework (August 2021) states that it:

sets out how the Board oversees and exercises its authority in relation to Commonwealth
Superannuation Corporation’s (CSC’s) business operations, which encompass the totality of
systems, structures, policies, processes and people that underpin accountability within CSC’s
business operations.

2.50 The framework was designed to meet APRA Prudential Standard SPS 510: Governance. This
document includes an appendix which lists the policies that are approved by the board. This
includes a list of 29 frameworks, policies and documents.?’ It includes policies related to risk
management, fraud control, conflicts management, compliance and investments governance.

2.51 The list does not include other key policies that relate directly to the PGPA Act, and other
key legislative responsibilities. For example, the Complaints Policy and Work Health and Safety
Policy (2017) are not approved by the board. Policies such as these enable boards to influence
behaviours and can be an important mechanism in communicating the desired culture within the
entity. Reviews such as the 2018 APRA Prudential Review*® and the 2019 Hayne Royal Commission*®
have highlighted that boards need to be alive to how incentives in organisations can drive
inappropriate behaviours. Periodic board review of these policies can assist a board in its messaging
to the entity about the organisational culture it wishes to promote. In June 2021 the board agreed
to an action to perform a ‘comprehensive reporting and agenda review’, which would include
consideration of what policies should be approved by the board and its committees. Initial results
of this review were scheduled to be discussed at the April 2022 board meeting.

2.52 The board charter outlines the ‘relationship with and access to management’. This includes
an approach to constructive and respectful relations with management, open access to
management and operational management. The board has also set expectations of management
through its forward workplans for itself and its committees.

47  In March 2022, the board governance committee endorsed changes to CSC’s Governance Framework that
included changes to the policies to be approved by the board and its committees. At the time of this audit
report, the changes were yet to be approved by the board.

48 Australian Prudential Regulation Authority, Prudential Inquiry into the Commonwealth Bank of Australia (CBA)
Final Report, 30 April 2018.

49 K M Hayne, Royal Commission into Misconduct in the Banking, Superannuation and Financial Services Industry,
Final Report, 1 February 2019 (all references in this audit are to vol. 1 of the report).
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2.53 The board charter outlines arrangements and expectations for the board secretariat
through the identification of the General Counsel Team to assist with developing agenda and
minute taking.

Opportunity for improvement

2.54 There is an opportunity for improvement for the board to review the Governance
Framework to ensure it includes board approval of key policies that impact the board’s legislative
responsibilities, as a means of supporting the organisational culture it wishes to promote.

Board induction, education, and performance

2.55 In the past, CSC has provided induction to new directors through a welcome email which
included an induction pack and relevant key documents and a briefing with the CEO. This induction
material outlined CSC’s core functions, board structure, strategic focus and industry issues. In June
2021, the board agreed to an action plan to improve induction. This followed an External Board
Performance Review (April 2021) prepared by consultants (Lintstock), which highlighted that ratings
for board director induction and training were ‘somewhat mediocre in nature, and it would seem
that a more structured induction programme would be beneficial — including, for example, a
briefing on the schemes by the General Counsel and on the investment approach by the CIO’.

2.56 A two-day induction program has been developed by CSC’s General Counsel and CEO. This
induction program was ‘trialled and tested’ between December 2021 and February 2022 for new
board directors who commenced at CSC in September 2021 and October 2021.

2.57 To assist the board in understanding the entity’s strategic environment and risks the board
has established a number of standard meeting agenda items covering these areas including the
chair'sreport, CEQ’s report, finance report, risk management and strategy reporting. The board also
holds strategy days during which the board can engage with management on the direction of the
entity. Board strategy days were held in February 2020, March 2021 and March 2022.

2.58 To promote continuous education of board directors, the board has established ‘voluntary’
one-hour sessions before board meetings in which directors engage with management on relevant
education topics. For example, in November 2021 there was a voluntary session on understanding
CSC’s risk appetite and this was attended by all board directors.

2.59 CSC’s Fit and Proper Policy requires CSC directors to undertake professional development
of at least 40 hours in a rolling three-year period and at least ten hours annually. The board
governance committee reviewed director professional development in November 2021 and found
that ‘most directors ... remain on track or have already met the three-year rolling targets’.
Professional development hours are monitored annually by the board governance committee.

2.60 The board charter requires board performance evaluation to be conducted annually and to
examine the board as a whole, the chair, individual directors and board committees. CSC’s Board
Evaluation Policy (September 2019) sets out how evaluations may be conducted. The policy states
that the means of assessment will be determined by the board, on the recommendation of the
board governance committee.

2.61 In March 2020 a short survey was completed by members of the board and its committees
on performance. Action plans were identified and discussed at the June 2020 board governance
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committee meeting. As part of this process, the chair of the board conducted individual
performance discussions with directors between September 2019 and April 2020. Actions arising
from the board performance evaluation process included: providing the board with a better
understanding of cyber security; reconsideration of committee composition; and monitoring the
number, duration and content of board and committee meetings to ensure they are fulfilling the
duties as set out in relevant terms of reference.

2.62 In 2021, the board governance committee engaged consultants (Lintstock) to conduct a
‘board development programme’ over the next three years. The initial survey and reports were
provided to CSCin April 2021. The April 2021 survey was completed by board members. The survey
assessed individual performance of the chair of the board but not the chairs of the board’s
committees.

2.63  Action plans to address improvement areas arising from the board evaluation have been
developed and were approved at the June 2021 board meeting. Actions related to undertaking a
comprehensive reporting and agenda review, development of an induction and training program,
improving communication with customers, and changes to the committee review process.

Behavioural observations

2.64 The ANAO attended one board meeting, one audit committee meeting and one risk
committee meeting in November 2021. The ANAO interviewed the chair of the board in February
2022. Interviews were also held with members of the General Counsel Team. In those meetings,
and through a review of board and committee papers and minutes, the ANAO observed board
directors collectively displaying a range of qualities and behaviours that indicate a positive
governance culture at the board level.>° These included:

° an openness to declaring conflicts of interest;

° an ability to conduct meetings in a professional, collegiate and respectful manner;

° a willingness to undertake sufficient preparation to enable meetings to be conducted in a
productive manner;

. a desire and commitment to act in the best interest of the CSC;

. a willingness to invest in their own understanding of issues and CSC operations, including

participation in voluntary training sessions; and
° direct engagement with the CSC executive on key areas of interest.

2.65 However, the ANAO noted that at the board and senior management level, CSC prioritised
compliance with APRA Prudential Standards over PGPA Act and PGPA Rule (finance law)
requirements, because of the perceived relative severity of the impacts of non-compliance.>! As
outlined in Chapter 1, the responsibility of the board encompasses the ‘soft’ attributes of
governance.> This includes the need for behaviours promoting compliance with all relevant legal
obligations.

50 Afulllist of director qualities and behaviours considered by the ANAO is included in Appendix 4.

51 CSC advised the ANAO in March 2022 that ‘CSC seeks to ensure compliance with all obligations, though
usually starts with APRA requirements and then adds to those where PGPA requires something additional ...
CSC generally seeks to comply with PGPA requirements as well as APRA requirements.’

52  This discussion begins at paragraph 1.5.
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2.66 Asdiscussed in paragraphs 2.37 to 2.46 of this audit, board charter and committee terms of
reference should provide sufficient information about roles, relationships, authority and
expectations of the board to meet finance law requirements.

Opportunity for improvement

2.67 There is an opportunity for improvement for the board to encourage behaviours
promoting compliance with all relevant legal obligations.

Is there an internal audit function that provides assurance to the board and does
the board have oversight of internal audit and the entity’s response to internal
audit findings and recommendations?

2.68 The audit committee terms of reference outline specific responsibilities related to the
oversight of internal audit. These include:

. to appoint and monitor the Internal Audit Provider;

. to approve the internal audit plan and ensure internal audit projects are adequately
resourced;

. to ensure there is appropriate interaction between management and internal and external
auditors;

. to meet with the internal auditor, without management being present, to discuss any

issues arising from internal audit work; and

. to ensure that the internal auditor has free and unfettered right of access to the
Committee.

2.69 In November 2021 the audit committee approved the continuation of KPMG as the internal
audit provider for the next three calendar years commencing 1 January 2022. KPMG has been the
internal audit provider for CSC since 2018.

2.70 The audit committee approves an annual audit plan in February each year. The internal audit
plan is prepared to reflect the requirements of the APRA Prudential Standards, changes to CSC'’s
business and the practice of rotating through CSC’s identified material risks. The audit plan includes
a three-year strategic view of internal audit activities. Each of the approved audit plans for 2020
and 2021 included 12 internal audit activities.

2.71 The audit committee approves the scopes of individual assurance activities. The audit
committee reviews the outcomes of internal audit activities. This includes management responses
to audit findings and recommendations.

2.72 CSC management prepares a status of internal audit recommendations document which is
provided regularly to the audit committee. This outlines management responses to
recommendations and when recommendations are closed or whether there are changes to
expected recommendation implementation dates.

2.73 In September 2021, the audit committee prepared a report to the board on non-audit
services provided in 2020-21. This provided a retrospective look at work performed by both the
internal audit provider and the service provider contracted by the ANAO. This report was prepared
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to confirm that the audit committee was satisfied that the provision of these services during the
2020-21 financial year was compatible with the general standard of independence for auditors.

2.74 At each board meeting the audit committee chair has provided an oral report on the
activities of the committee and has tabled the minutes of the previous meeting, including a listing
of matters considered.

2.75 During the review period the board, through the audit committee, had effective oversight
of the internal audit function and management’s response to internal audit findings and
recommendations.
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3. Oversight of compliance and the
achievement of entity purposes

Areas examined

This chapter examines if the board has established fit-for-purpose arrangements to oversight
compliance with key legislative and other requirements, including the Commonwealth finance
law, and the achievement of entity purposes.

Conclusion

The board has established largely fit-for-purpose arrangements to oversight compliance with key
legislative and other requirements, and the achievement of entity purposes. In the review period
the board’s arrangements were effective except for: the alignment of elements of fraud risk
planning with finance law requirements; compliance with the corporate plan requirements of the
finance law; and obtaining assurance over the content of the 2019-20 or 2020-21 annual
performance statements.

Areas for improvement
The ANAO made three recommendations aimed at:

e reviewing CSC’s arrangements for preventing, detecting and dealing with fraud to ensure
alignment with its responsibilities under section 16 of the PGPA Act and section 10 of the
PGPA Rule;

e ensuring that the corporate plan is established as CSC’s primary planning document and
meets all minimum requirements of the PGPA Rule; and

e the board implementing arrangements to receive assurance over performance measures
identified in the corporate plan, and reporting on performance against entity purposes.

3.1 Accountable authorities have a duty to establish and maintain an appropriate system of
internal control for the entity, including by implementing measures directed at ensuring officials of
the entity comply with the Commonwealth finance law.>® To assess the effectiveness of the
governance board in the Commonwealth Superannuation Corporation (CSC), the ANAO examined
whether the board has established fit-for-purpose arrangements to oversight:

° compliance with key legislative and other requirements; and

° the achievement of entity purposes.

Has the board established fit-for-purpose arrangements to oversight
compliance with key legislation and other requirements?

The board has oversight of compliance with the elements of enabling legislation selected for
ANAO review. The oversight arrangements include a compliance policy, a monitoring system, a
compliance team which conducts checks of compliance attestations, and quarterly reporting to
the audit committee and board on compliance.

53  Public Governance, Performance and Accountability Act 2013, section 16.
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There is oversight of, and compliance with the PGPA Act corporate governance requirements
selected for ANAO review, with the exception of fraud risks. The risk committee (or audit
committee or board) have not been provided with a plan that outlines how CSC will deal with
specific fraud risks which are outside of the board’s risk appetite. A fraud and corruption risk
assessment and fraud control plan have not been reviewed by the board, risk committee or
audit committee during the period examined by the ANAO.

3.2 To assess if the board has established fit-for-purpose arrangements to oversight compliance
with key legislation and other requirements, the ANAO examined processes to identify, monitor
and report on relevant enabling legislation, and actions to address any identified breaches. The
audit examined the period July 2019 until March 2022. This is referred to as the review period.

Is there oversight of compliance with elements of enabling legislation?

33 The Commonwealth Superannuation Corporation’s (CSC) Compliance Policy (August 2021)
states that:

CSC operates in a complex regulatory environment where effective compliance is the meeting of
obligations set out in laws, regulations, rules, self-regulatory organisation standards, and codes of
conduct applicable to CSC’s activities.

Ineffective compliance may give rise to legal or regulatory sanctions, financial loss, or damage to
CSC’s reputation. As such, CSC must have strong systems and controls in place to ensure its
compliance obligations are met, and compliance incidents appropriately managed.

34 As a corporate Commonwealth entity, an Australian Financial Services (AFS) licensee and a
Registrable Superannuation Entity (RSE) licence holder, CSC has a range of legal and regulatory
obligations with which it must comply. This includes, but is not limited to, complying with
obligations under:

. the Governance of Australian Government Superannuation Schemes Act 2011 (GAGSS Act);

o the Public Governance, Performance and Accountability Act 2013 (PGPA Act) and Public
Governance, Performance and Accountability Rule 2014 (PGPA Rule);

° the Superannuation Industry (Supervision) Act 1993 (SIS Act) and associated regulations;

° the Corporations Act 2001 and associated regulations;

° the Australian Prudential Regulation Authority (APRA) Prudential Standards;

° the Anti-Money Laundering and Counter-Terrorism Financing Act 2006 and Rules;

° scheme legislation, trust deeds and governing rules;

. taxation legislation; and

° privacy and data protection laws.

3.5 CSC’s regulatory environment, including relevant legislation with which it must comply, is
outlined in CSC’s Compliance Policy, which was updated in August 2021. This policy provides an
overview of the approach that CSC has established that will be followed when breaches are
identified. It outlines CSC’s approach to compliance which uses a three lines of defence compliance
model. The model that is applied is that CSC’s business areas have primary responsibility for
compliance in relation to the activities of the business area. Business areas are supported by the
second line of defence (General Counsel Team and Risk Team) and third line of defence (audit) in
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performing their responsibilities. Business areas are also supported in their broader management
of risks by the Risk Team.

3.6 CSC’s General Counsel has principal oversight of compliance and compliance frameworks
within CSC’s business operation, including:

° developing the compliance framework and associated policies and processes;

° reporting to the board and audit committee on compliance matters;

° providing compliance training and advice, including on legal and regulatory developments;

. undertaking monitoring and oversight activities, including through breach and incident
reporting processes and compliance attestation processes;

. reviewing and assessing incidents and overseeing incident remediation, including
providing legal analysis as required;

° identifying and reporting to the board and executive on emerging compliance issues; and

° breach reporting to regulators as required.

3.7 CSC uses a web-based compliance monitoring system (OSCAR). The Compliance Team uses
this system in the monitoring and management of compliance including for:

° self-assessment style attestation reporting by CSC and its services providers;
. reporting, recording, assessing and managing compliance incidents within the system; and
° capturing compliance data and reporting on compliance performance over time.

3.8 The board receives quarterly reporting on compliance. Quarterly compliance reports
provide a summary of compliance issues and their management since the last report. This includes:
new significant or reportable breaches, CSC breaches open for over six months, overdue
management compliance audit recommendations, and feedback recommendations from General
Counsel.

3.9 The audit committee receives more detailed quarterly compliance information, including
detailed analysis of compliance breaches and an incident analysis dashboard.>* For example, for the
September 2021 reporting period, there were 201 reported incidents, 157 were closed and 44
remained active incidents. The audit committee also receives a legal and regulatory update as part
of its standing agenda items.

3.10 Internal audit status updates and reports provided to the audit committee also identify any
non-compliance identified as part of internal audit activities and relevant actions to address
non-compliance.

3.11 During the review period the board, through the audit committee, had effective
arrangements for the oversight of compliance with the key elements of its enabling legislation.

54  The CSC Compliance Policy states that a compliance incident includes a breach, a likely breach, an
unavoidable breach, an information security incident or privacy data breach. Under the policy a breach means
a failure to comply with compliance obligations such as those related to: legal, regulatory, contract,
delegations, scheme rules or policies.
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Is there oversight of, and compliance with, selected PGPA Act requirements?

3.12 The PGPA Act sets out requirements for the governance, reporting and accountability of
Commonwealth entities. The PGPA Act is principles based and the accountable authority has the
flexibility to establish the systems and processes that are appropriate for their entity. The
Department of Finance (Finance) provides entities with guidance on how to meet the various
requirements of the PGPA Act and PGPA Rule including providing examples of how entities can
demonstrate compliance.

3.13 The ANAO examined if the board had established fit-for-purpose arrangements for oversight
of, and compliance with, the following parts of the PGPA Act and PGPA Rule relating to corporate
governance: the general duties of an accountable authority and the duties of officials.

General duties of an accountable authority

3.14 The general duties imposed on an accountable authority in the PGPA Act, which are
considered in the following section, are to:

. govern the Commonwealth entity (section 15);

° establish and maintain appropriate systems relating to risk management and oversight
and internal controls (section 16);

. encourage officials to cooperate with others to achieve common objectives (section 17);

° take into account the effects of imposing requirements on others (section 18); and

° keep their minister, and the Finance Minister, informed (section 19).

3.15 The ANAQ's assessment in relation to CSC’s compliance with these requirements has been
detailed below.

Duty to govern the entity

Box 4: PGPA Act — duty to govern the entity (section 15)

(1) The accountable authority of a Commonwealth entity must govern the entity in a way that:

(a) promotes the proper (efficient, effective, economical and ethical) use and management
of public resources for which the authority is responsible; and

(b) promotes the achievement of the purposes of the entity; and

(c) promotes the financial sustainability of the entity.

(2) In making decisions for the purposes of subsection (1), the accountable authority must take
into account the effect of those decisions on public resources generally.

3.16 The board has developed a charter for how the board performs its functions ‘in a proper,
efficient and effective manner’. As outlined in Chapter 2 of this report, the board has also structured
its own operations to include the use of board committees to support its decision-making and assist
it in meeting its responsibilities. This includes providing oversight and reporting on the use and
management of public resources for which the accountable authority is responsible.

3.17 The board approves the strategic direction of the entity through the corporate plan,
strategic plan and delivery plan. These documents, taken together, outline the entity’s purposes
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and activities it will engage in to achieve those purposes. The documents outline strategic priorities
and key business initiatives, including performance measures and financial considerations.

3.18 The board approves financial budgets for the entity and receives regular financial reporting
to track the use and management of public resources and to monitor the financial sustainability of
the entity. The board regularly approves Financial Delegations and Authorities instruments. The
board also receives regular reporting on the achievement of financial and non-financial
performance measures. Other policies reviewed by the board are described in paragraphs 2.49 to
2.51.

Duty to establish and maintain systems relating to risk and control

Box 5: PGPA Act — duty to establish and maintain systems relating to risk and control
(section 16)

The accountable authority of a Commonwealth entity must establish and maintain:
(a) an appropriate system of risk oversight and management for the entity; and
(b) an appropriate system of internal control for the entity;

including by implementing measures directed at ensuring officials of the entity comply with the
finance law.

3.19 The board has approved a Risk Management Strategy (November 2021). This document
describes the strategy CSC has in place for managing risks and the key elements of the risk
management framework that give effect to this strategy. The framework is designed with reference
to ISO 31000:2018 Risk Management — Guidelines, APRA’s Prudential Standard SPS 220 Risk
Management and APRA’s Prudential Practice Guide SPG 220 Risk Management.

3.20 The board has approved a Risk Appetite Statement (November 2021) which documents the
board’s view on how much risk CSC is prepared to accept in pursuit of its objectives. The Risk
Appetite Statement outlines operating boundaries to guide management on the application of the
board’s risk appetite. This document states that ‘zero appetite for a particular event is articulating
an operational boundary rather than a risk (there is no risk/reward/cost trade-off to be evaluated)’.
In a risk management update provided to the risk committee in March 2022, it was noted that in a
recent risk culture survey ‘employees either do not understand risk appetite or how to apply it as
part of their decision making ... almost half of respondents (54%) indicating the boundaries of
acceptable risk taking are unclear.’

3.21 As part of its planned agenda items, the board receives regular reports on the top
non-investment risks, investment risks, emerging risks and a general risk management update. The
risk management update includes a CSC risk dashboard examining enterprise category risks and
remediations.

3.22 Under section 10 of the PGPA Rule the accountable authority has explicit governance
responsibilities in relation to the management of fraud risks.>® The board has approved a Fraud and

55 The stated purpose of section 10 is to ensure that there is a minimum standard for accountable authorities for
managing the risk and incidents of fraud. The accountable authority must take all reasonable measures to
prevent, detect and deal with fraud relating to the entity, including by taking specified steps such as
developing and implementing a fraud control plan.
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Corruption Control System (November 2021), which CSC has indicated is its fraud control plan. This
document outlines the systems for controlling the risk of fraud and corruption. It states that it has
been designed to comply with AS 8001:2021 Fraud & Corruption Control, APRA SPG 223 — Fraud
Risk Management and the Commonwealth Fraud Control Framework.

3.23  CSC’s Fraud and Corruption Control System states that the board ‘has an awareness of the
CSC’s fraud and corruption exposures and demonstrates a high level of commitment to controlling
the risks of fraud and corruption both against CSC and by CSC'. The following statement of risk
attitude is included in CSC’s Risk Appetite Statement:

CSC has no tolerance for internal fraud, inadequate governance processes to manage conflicts of
interest, or deliberate material regulatory breaches.

3.24 A fraud risk register has been prepared as part of the business-as-usual risk register. The
December 2021 risk register identified ten external fraud risks and twenty-three internal fraud risks.
Two of the internal fraud risks had a residual risk rating of ‘medium’, which is above the board’s ‘no
tolerance’ for internal fraud. These were:

° ID 053 — Third party payment from fund (internal event); and
° ID 140 — Fraudulent diversion of superannuation contributions (cheque or SuperStream).

3.25 The risk committee (or audit committee or board) has not been provided with a plan that
outlines how CSC will deal with specific fraud risks including those which are outside of the board'’s
risk appetite.

3.26 InJune 2021 CSC engaged consultants (MW Consulting) to perform an Independent Review
of the Fraud and Corruption Risk Assessment. This report was tabled at the risk committee in
September 2021. Management provided information to the risk committee that outlined changes
management had made to the Fraud and Corruption Control System based on the
recommendations contained in the report. The report made recommendations to management to
update the fraud risk register including changes to risk descriptions, risk ratings, articulation of
controls, and owners. The report also provided observations and recommendations on a number
of fraud risks. It did not include a fraud risk assessment or fraud control plan.

3.27 Neither the risk committee nor audit committee considered whether the changes made by
management to the risk register, as a result of the consultancy report, were consistent with the
accountable authority’s obligation to ensure there were appropriate mechanisms for dealing with
identified fraud risks.

3.28 Section 10 of the PGPA Rule requires that the accountable authority of a Commonwealth
entity must take all reasonable measures to prevent, detect and deal with fraud relating to the
entity, including by: conducting fraud risk assessments regularly and when there is a substantial
change in the structure, functions or activities of the entity; and developing and implementing a
fraud control plan that deals with identified risks as soon as practicable after conducting a risk
assessment. During the review period, neither a fraud and corruption risk assessment nor a fraud
control plan which dealt with identified fraud risks was reviewed by the board, risk committee or
audit committee.

3.29 As part of its planned agenda items, the risk committee receives reports for noting on
potential fraud referrals, including a potential fraud referral analysis outlining allegation type,
referral source and how many referrals/cases have been referred externally for further
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investigation. During the review period thirteen updates were provided. The most recent update
was provided in March 2022, this identified that there were 85 potential fraud referrals over the
rolling 12-month period to 31 January 2022. The most frequent allegations identified in this update
were: member identity theft alert; benefit abuse; illegal early release; and online account
compromised. The report also identified one internal fraud allegation.

Recommendation no. 3

3.30 The CSC board review its arrangements for preventing, detecting and dealing with fraud
to ensure alignment with its responsibilities under section 16 of the Public Governance,
Performance and Accountability Act 2013 and section 10 of the Public Governance, Performance
and Accountability Rule 2014.

Commonwealth Superannuation Corporation response: Agreed.

3.31 The alignment of CSC’s risk management frameworks will be reviewed in detail as part of
the biennial Fraud and Corruption Control Assessment scheduled for 2023. To remove potential
confusion CSC also proposes to make amendments to the Risk Appetite Statement to clarify that
tolerance thresholds for fraud risk need to be commercial, as with other risks.

3.32  For information related to establishing and maintaining an appropriate system of internal
control for the entity, refer to paragraphs 2.68 to 2.75 on the oversight of the internal audit function
and paragraphs 3.3 to 3.11 on arrangements for the oversight of compliance with key legislation.

Duty to encourage cooperation with others and duty in relation to requirements imposed on others

Box 6: PGPA Act — duty to encourage cooperation with others (section 17) and duty in
relation to requirements imposed on others (section 18)

17. The accountable authority of a Commonwealth entity must encourage officials of the entity
to cooperate with others to achieve common objectives, where practicable.

18. When imposing requirements on others in relation to the use or management of public
resources for which the accountable authority of a Commonwealth entity is responsible, the
accountable authority must take into account:

(a) the risks associated with that use or management; and

(b) the effects of imposing those requirements.

3.33 The Corporate Plan 2021-22 outlines CSC’s mission, values and customer promise. The
values include: ‘focus on customers, be fair, listen openly and talk straight, work together and think
broadly’.

3.34  CSC’s customer promise is underpinned by three customer commitments:

1. Guiding you towards your personal super goals
2. Empowering you with the confidence to take the next step
3. Sharing our expertise to secure your financial future.>®

56 Commonwealth Superannuation Corporation, 2021-22 Corporate Plan, p. 4.
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3.35 A stakeholder engagement strategy and stakeholder engagement management plan are
currently being developed by CSC. There is no date scheduled for when these documents will be
approved by the board.

3.36 The Risk Management Strategy (November 2021) recognises the importance of
communication and consultation at each step of the risk management process. It encourages
dialogue with key stakeholders to be focused on consultation rather than a one-way flow of
information, to ensure those accountable for implementing the risk management process and the
stakeholders understand the basis on which decisions are made, and the reasons why particular
actions are required.

Duty to keep responsible Minister and Finance Minister informed

Box 7: PGPA Act — duty to keep responsible Minister and Finance Minister informed (section
19)

The accountable authority of a Commonwealth entity must do the following:
(a) keep the responsible minister informed of the activities of the entity and any
subsidiaries of the entity;

(b) give the responsible minister or the Finance Minister any reports, documents and
information in relation to those activities as that minister requires;

(c) notify the responsible minister as soon as practicable after the accountable authority
makes a significant decision in relation to the entity or any of its subsidiaries;

(d) give the responsible minister reasonable notice if the accountable authority becomes
aware of any significant issue that may affect the entity or any of its subsidiaries;

(e) notify the responsible minister as soon as practicable after the accountable authority
becomes aware of any significant issue that has affected the entity or any of its
subsidiaries.

3.37 Each board meeting includes a general business item of ‘Board Correspondence’. This
provides a summary, and includes relevant attachments, of any correspondence with the minister
on the activities of the entity and what information has been provided and/or received. At each
board meeting there is also a chair’s report.

General duties of officials

3.38 Inaddition to the general duties of an accountable authority discussed above, the PGPA Act
specifies duties applicable to all officials (which include the accountable authority). Officials are
required to exercise a duty:

° of care and diligence (section 25);

° to act honestly, in good faith and for a proper purpose (section 26);
° not to misuse position (section 27);

° not to misuse information (section 28); and

° to disclose material personal interests (section 29).

3.39 Officials also have a responsibility to:

° comply with the finance law;
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° comply with the governance arrangements in the entity, for example, internal controls on
the proper use and management of public resources; and

° meet high standards of governance, performance and accountability.

3.40 Officials who breach their duties or responsibilities under the PGPA Act can be subject to
employment sanctions (including termination of appointment for board members) or criminal
sanctions for intentional or serious misuse of public resources. For more details of the duties that
apply to all officials under the PGPA Act, refer to Appendix 4 of this audit.

3.41 The CSC has a range of policies and procedures that describe the general duties of officials.
These are summarised in Table 3.1.
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Table 3.1: Analysis of CSC policies to address the general duties of officials

General duties of officials (PGPA Act sections 25-29)

CSC policies that cover aspects of the PGPA Act
requirement

Board charter v v v v v
Code of Conduct v v v v v
Conflicts Management Policy v v v v v
Compliance Policy v v v v
Financial Delegations and Authorities v v

Fraud and Corruption Control System v v v
\é\g?ii;tlleblower Protection and Public Interest Disclosure v v v v
Regist.er of dutie.s and. interests (taken from board and v v
committee meeting minutes)

Source: ANAO analysis of CSC policies and procedures.



Has the board established fit-for-purpose arrangements to oversight
the achievement of entity purposes?

The corporate plan is not fully established as the CSC’s primary planning document. The ANAO
made a similar finding on this matter in 2016. The corporate plan does not fully address three
of the five minimum requirements of the PGPA Rule, or cover four reporting periods as set out
in the PGPA Rule. Board meeting minutes did not evidence consideration of whether
performance information included in the corporate plan continued to provide meaningful
information to the Parliament and the public on the use of resources and CSC’s efficiency and
effectiveness in delivering outcomes.

The board undertakes regular review of financial and non-financial performance information.

The PGPA Rule requires the audit committee to review the appropriateness of performance
reporting. This was not performed by the audit committee. Corporate plans, performance
reporting and annual performance statements were provided directly to the board for review
and approval. The board did not obtain assurance over the content of the 2019—-20 or 2020-21
annual performance statements.

3.42 The corporate plan is the primary planning document published by an entity>’, setting out
its purposes, the operating context in which it will operate, the key activities it intends to pursue,
and how performance will be measured and assessed over at least four reporting periods.>8

3.43 The annual performance statements are the mechanism by which an accountable authority
provides information about the entity’s performance in achieving its purposes.®® The annual
performance statements are intended to complete the cycle of performance reporting that
commenced at the start of the reporting period with the Portfolio Budget Statements (PBS) and
corporate plan. An entity’s annual performance statements should report the actual results
achieved against the performance measures and targets set for the entity in its corporate plan and
PBS. %0

3.44 Performance measurement involves collecting, analysing and reporting information about
the performance of an entity against its purposes. Having effective performance reporting and
monitoring arrangements is a key aspect of good governance. Finance guidance states that:

Effective performance measurement enables entities to:

. measure and assess their progress toward achieving their purposes;

57 The following statement — ‘The corporate plan is the primary planning document of an entity’ — appeared in
the Explanatory Memorandum (para. 226), Replacement Explanatory Memorandum (para. 231) and Revised
Explanatory Memorandum (para. 231) of the Public Governance, Performance and Accountability Bill 2013.
Available from https://www.aph.gov.au/Parliamentary Business/Bills Legislation/Bills Search Results/
Result?bld=r5058 [accessed 6 June 2022].

58 Section 16E of the PGPA Rule requires an entity’s corporate plan to state the entity’s purpose over the next
four years. The PGPA Act defines purpose as including the objectives, functions or role of an entity. The aim of
the purpose statement is to give context to the significant activities that the entity will pursue over that
period.

59  Public Governance, Performance and Accountability Act 2013, section 39.

60 Department of Finance, Annual performance statements for Commonwealth Entities, Resource Management
Guide No.134, March 2020, para. 4.
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. drive desired changes in the efficiency and effectiveness of services;

. demonstrate whether the use of public resources is making a difference and delivering on
government objectives;

. make decisions about how best to deploy its resources to achieve competing priorities;
and
. demonstrate and promote their achievements and explain any variance from expectations

or reference points/enables entities to identify and report on their achievements.®!

3.45 To assess if the board has established fit-for-purpose arrangements to oversight the
achievement of entity purposes, the ANAO examined the content of the corporate plans and the
annual performance statements and assessed whether these documents complied with the PGPA
Rule and reflected Finance resource management guidance. The level of assurance sought by the
board over the content of these documents was also considered. In addition, the ANAO assessed
the arrangements for monitoring by the board of financial and non-financial performance.

Is there oversight of entity performance against the purposes and performance
measures identified in the corporate plan?

3.46 The audit committee terms of reference includes in its purpose to provide an assessment of
Commonwealth performance reporting requirements. However, corporate plans, performance
reporting and annual performance statements are not provided to, or assessed by, the audit
committee, rather they are provided directly to the board for review and approval. This does not
align to the role of an audit committee as set out in the PGPA Rule (discussed in paragraphs 2.37 to
2.46 of this audit report).5?

Corporate plans

3.47 Each year the board approves CSC’s business plan. The business plan comprises three
components:

° the corporate plan — this section details the required corporate plan information to be
provided to the minister and published on CSC’s website. The contents of this section are
driven by PGPA Act and PGPA Rule requirements;

. the strategic plan — this section details CSC’s strategic objectives and how CSC will
operationalise its strategic priorities. The strategic priorities are specific and measurable
and linked to the achievement of member outcomes. This section includes a suite of key
business initiatives that have been developed to achieve the strategic targets, details
other significant business as usual projects, and provides information on financial and risk

61 Department of Finance, Developing good performance information, Resource Management Guide No. 131,
May 2020, para 4.

62 CSC advised the ANAO in March 2022 that ‘the PGPA Rule requirements appear to have been primarily
designed [for] non-corporate entities where the accountable authority of the entity is an employee, and
independent oversight can therefore not be exercised by the accountable authority but is the purview of the
audit committee. This is not the case for CSC, where the accountable authority is the board, which contains
no employees. As such CSC considers it reasonable and practical for these plans, reports and statements to be
provided directly to the board rather than going through the audit committee, which would involve undue
delay and duplication of effort.’
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management matters relevant to the achievement of the strategy. It also includes how
initiatives will contribute to sound and prudent management of business operations; and

° the delivery plan — this section provides more detailed information on key business
initiatives and will be used by management to track activities. It includes how certain
activities will be funded and how they will progressively impact CSC’s financial projections.
Material risks are also identified.

3.48 The corporate plan has not been fully established as CSC’s primary planning document, as it
is one component of an overarching business planning framework which consists of a number of
planning processes and documents. The ANAO made a similar finding on this matter in 2016.%3

3.49 The nature and complexity of an entity determines the scope and complexity of its internal
planning processes and, by extension, the content of its corporate plan. However, the PGPA Rule
provides that the corporate plan must cover a period of at least four reporting periods and there
are another five PGPA Rule minimum requirements that must be addressed in the corporate plan.
Table 3.2 summarises the ANAQO’s assessment of the CSC Corporate Plan 2021-22 document against
these minimum requirements. Results of the assessment are further analysed below.

Table 3.2: Analysis of CSC’s compliance with corporate plan requirements

PGPA Rule 16E . Compliance
Requirement
component assessment

A corporate plan is prepared for a single reporting
period; however, each plan must cover at least four
reporting periods: the reporting period for which the |
plan is prepared and at least the following three
reporting periods.

Period corporate plan
must cover

A statement that the plan is prepared for paragraph

1. Introduction 35(1) of the PGPA Act, the reporting period for which ‘
) the plan is prepared and the reporting periods covered
by the plan.
2. Purposes The purposes of the entity. ‘

63 The ANAO reported, in Auditor-General Report No.6 2016—17 Corporate Planning in the Australian Public
Sector, at paragraph 13 and p.29, that CSC had not positioned its first corporate plan as the primary planning
document and had continued to use pre-existing planning frameworks. The audit is available from
https://www.anao.gov.au/work/performance-audit/corporate-planning-australian-public-sector-2015-16
[accessed 6 June 2022].

CSC’s August 2016 response to the ANAO in that audit was that:
CSC took a compliance approach to developing its 2015—16 Corporate Plan so as to meet the
requirements under the PGPA Act by the required deadline of 31 August 2015. This was primarily due
to CSC's focus on the merger of ComSuper into CSC on 1 July 2015, legislation for which only passed
in late June 2015.

Given the Department of Finance’s policy expectations that the PGPA plan is the primary planning
document, the CSC Board agreed at its 12 May 2016 meeting that the 2016—17 PGPA corporate plan
be regarded as the principal planning document for delivering on CSC’s purpose, and will contain
performance criteria and targets that indicate achievement of that purpose (p.15 and pp.62-3).

The ANAO has made similar findings in respect of other entities. See Auditor-General Report No.36 2017-18
Corporate Planning in the Australian Public Sector 2017-18, paragraphs 2.4 to 2.10, available from
https://www.anao.gov.au/work/performance-audit/corporate-planning-australian-public-sector-2017-18
[accessed 6 June 2022].

Auditor-General Report No.35 2021-22
Effectiveness of Public Sector Boards — Commonwealth Superannuation Corporation

50



Oversight of compliance and the achievement of entity purposes

PGPA Rule 16E : Compliance
Requirement
component assessment

The key activities that the entity will undertake in order

3. Key activities to achieve its purposes.

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;

¢) 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 B

4. Operating context
managed;

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.

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:

5. Performance 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.

Key: @ Fully compliant 4 Partially compliant B Not compliant

Source: ANAO analysis of CSC Corporate Plan 2021-22.

3.50 In the following section, the ANAO has set out details of the ‘not compliant’ and ‘partially
compliant’ assessments in the table above.

Not compliant results

3.51 The Corporate Plan 2021-22 only covered a three-year period to 2023-24.

3.52 Interms of ‘operating context’, the Corporate Plan 2021-22 does not provide the following
information. Strategies and plans the entity will implement to have the capability it needs to
undertake its key activities and achieve its purposes. The Corporate Plan 2021-22 identifies the
current capabilities to deliver its core functions including: organisational governance, risk
management, people and culture, data management and corporate -effectiveness and
infrastructure. It does not identify strategies and plans it is implementing, or planning to implement
during the reporting period, to develop its capabilities to achieve its purposes. For example, the
strategic plan provides information on how the strategic objectives of the transformed customer
operating model and changes to technology infrastructure and information security will provide the
needed platform for greater innovation in customer products and improved net promoter scores.
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This information has been approved by the board as part of the broader business plan document,
but it has not been described in the corporate plan that is provided to the minister and the public.

3.53 In addition, the Corporate Plan 2021-22 did not include 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. The
draft stakeholder management strategy highlights that CSC has a range of external stakeholders
that make a significant contribution towards achieving the entity’s purposes and that their
cooperation is critical to the success of CSC’s activities. The draft stakeholder engagement strategy
identifies a range of external stakeholders, including the Department of Defence, employer
agencies, fund managers and partners that assist with the administration and delivery of CSC’s
operations.

Partially compliant results

3.54 The Department of Finance’s guidance on developing good performance information states
that:

Accountable authorities are required to measure and assess the performance of the entity in
achieving its purposes. One of the objects of the [PGPA] Act is to require Commonwealth entities
to provide meaningful information to the Parliament and the public to assist them in
understanding how entities are performing, and how they are using the resources that have been
entrusted to them.%

3.55 For its key activities and performance requirements, CSC has included limited information
in the Corporate Plan 2021-22. The information included focuses on the delivery of its core
functions to achieve member outcomes. These are the activities and performance measures
identified in the PBS.

3.56 The key activities and performance measures (criteria and targets) included in CSC’s
corporate plans have remained the same for more than five years. During this time CSC has faced,
and responded to, environmental and regulatory challenges to its operations and how it is using the
public resources that have been entrusted to it to achieve member outcomes.

3.57 The board is engaged in the development of CSC’s business plan and strategic directions.
The board also approves CSC’s corporate plan. However, board meeting minutes did not evidence
consideration or review of the appropriateness of the type and level of information on key activities
and performance measures included in the corporate plan. Similarly, board meeting minutes did
not evidence consideration of whether this information continued to provide meaningful
information to the Parliament and the public on the use of resources and CSC'’s efficiency and
effectiveness in delivering outcomes.

3.58 CSC has identified four performance criteria and five performance targets in its Corporate
Plan 2021-22 to assist the Parliament and the public in assessing its performance. Section 16EA of
the PGPA Rule requires an entity’s performance measures to use sources of information and
methodologies that are reliable and verifiable and to provide an unbiased basis for the
measurement and assessment of the entity’s performance. The ANAO identified that performance
targets included in CSC’s Corporate Plan 2021-22 did not always provide sufficient information on

64 Department of Finance, Developing good performance information, Resource Management Guide No. 131,
May 2020, p.5.

Auditor-General Report No.35 2021-22
Effectiveness of Public Sector Boards — Commonwealth Superannuation Corporation

52



Oversight of compliance and the achievement of entity purposes

the measures to meet these requirements. Table 3.3 below outlines, by way of example, the
performance criteria and target to measure the activity ‘Administer the Schemes’ in the corporate
plan.

Table 3.3: Corporate Plan 2021-22 performance information

Activity Performance criteria Target 2021-22

Administer the Schemes Achievement of operational 90% of each operational
Core function: Ease, Efficiency, | opjectives for contributions objective achieved
Effectiveness processing and benefit/pension

payments

Source: CSC Corporate Plan 2021-22.

3.59 The performance criteria and targets in Table 3.3 do not provide sufficient information to
the Parliament and the public on what will be measured (for example, what the key operational
objectives to be achieved are) or the methodologies and data sources to support the measurement.
Without sufficient supporting material CSC cannot demonstrate that the measure is unbiased.

3.60 In addition, this target is a composite target, and does not provide any pre-determined
weighting or approach to assessing the final result. Without a pre-determined approach to the
calculation of a composite result CSC cannot demonstrate that the measure and target, read
together, are unbiased.

3.61 Section 16EA of the PGPA Rule requires that, where reasonably practicable, performance
measures should comprise a mix of qualitative and quantitative performance measures and include
measures of the entity’s outputs, efficiency and effectiveness. There are no measures of efficiency
evident in the corporate plan. CSC did not provide the ANAO with evidence of the board considering
the number, type and balance of performance information included in the Corporate Plan 2021-22.
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Recommendation no. 4
3.62 The CSC board ensure that the corporate plan:

(a) is fully established as CSC’s primary planning document to provide a firmer basis for
reporting to the Parliament; and

(b) meets all minimum requirements of the Public Governance, Performance and
Accountability Rule 2014 and provides meaningful information to the Parliament and
the public on the use of resources and the entity’s efficiency and effectiveness in
delivering outcomes.

Commonwealth Superannuation Corporation response: Agreed.

3.63 CSC notes that the PGPA Act and Rule do not specify that the corporate plan must be the
primary planning document and also notes CSC’s significant other legislative requirements for
planning as set out in APRA’s SPS 515 Strategic Planning and Member Outcomes. The APRA
requirements in relation to business planning are far greater in volume, detail and complexity than
the PGPA requirements such that in complying with both regimes CSC’s Business Plan must
necessarily contain more than what is required by the PGPA Act and Rule in regard to corporate
plans. CSC notes that its business plan contains significant confidential and commercially sensitive
information so publication of the business plan in full is not appropriate. Notwithstanding these
challenges, CSC agrees to review the content of the existing corporate plan to ensure that it meets
PGPA Requirements for reporting on performance measures wherever reasonably practicable.?

Note a: ANAO comment: As discussed in paragraph 3.42 and footnote 57 of this report, successive versions of the
Explanatory Memorandum for the Public Governance, Performance and Accountability Bill 2013 stated that:
‘The corporate plan is the primary planning document of an entity’. As noted in paragraph 3.48 and footnote
63 of this report, the CSC advised the ANAO in August 2016, in response to an audit finding that it had not
positioned its first corporate plan as the primary planning document, that: ‘Given the Department of Finance’s
policy expectations that the PGPA plan is the primary planning document, the CSC Board agreed at its 12 May
2016 meeting that the 2016—17 PGPA corporate plan be regarded as the principal planning document for
delivering on CSC'’s purpose, and will contain performance criteria and targets that indicate achievement of
that purpose.’

Performance monitoring

3.64 The board monitors quarterly management reporting on the achievement of corporate plan
performance targets, business plan milestones and key business initiatives. Progressive
performance information is provided. Status information is provided on the achievement of key
business initiatives, including information on risk, schedule, budget and resources. An operational
performance dashboard is also provided to the board for noting. The board receives regular reports
on customers and complaints which include progress against its strategy and elements of its
performance measures. Every quarter, the board receives a finance report which includes a
summary of financial position against budget and an analysis of variances.

3.65 CSC management performs an Annual Business Performance Review. The 2020 review was
reported to the board in June 2021. This review is prepared to meet APRA Prudential Standard SPS
515: Strategic Planning and Member Outcomes requirement to review CSC’s performance in
achieving its strategic objectives. It draws on the information included in the quarterly performance
reporting.
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Annual performance statements

3.66 Annual performance statements are approved by the board as part of its approval of the
annual report. Board minutes indicate that annual reports for 2019-20 and 2020-21 were reviewed
and approved by the board.

3.67 There are three PGPA Rule minimum requirements that must be addressed in an entity’s
annual performance statements. Table 3.4 summarises the ANAQ’s assessment of compliance for
CSC’s annual performance statements included in the Annual Report 2020-21.

Table 3.4: Analysis of CSC’s compliance with annual performance statement
requirements

PGPA Rule 16F b Compliance
assessment

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;

1. Statements c) a statement that, in the opinion of the accountable ‘
authority of the entity, the performance statements:

(i) accurately present the entity’s performance
in the reporting period; and

(ii) comply with subsection 39(2) of the Act.

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.

2. Results

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 ‘
3. Analysis 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.

Key: @ Fully compliant 4 Partially compliant B Not compliant

Source: ANAO analysis of CSC Annual Report 2020-21.

3.68 The quality of the annual performance statements and their ability to provide informative
results for an entity’s performance stems from the quality of the performance measures (criteria
and targets) included in the corporate plan. Refer to paragraphs 3.54 to 3.61 for an assessment of
the performance measures included in CSC’s corporate plans.

Are there arrangements to provide the board with assurance relating to entity
performance against the purposes and performance measures identified in the
corporate plan?

3.69 Finance provides a range of guidance and suggestions for audit committees to consider
when addressing the PGPA Rule requirements for reviewing the appropriateness of performance
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reporting. This includes considering the efficiency of undertaking a rolling approach to detailed
review of performance reporting.®°

3.70 The board did not obtain assurance over the content of the 2019-20 or 2020-21 annual
performance statements. The annual performance statements were prepared by management and
provided to the board for approval.

3.71 The audit committee has responsibility for providing assurance over the internal control and
compliance systems. This includes the approval of the internal audit plan (refer to paragraphs 2.68
to 2.75 for additional detail on the internal audit function).

3.72 The internal audit plan included two reviews performed by the internal auditor (KPMG)
which related to the data collection and survey processes used within CSC. These processes are
used to prepare information which is included in the annual performance statements related to
customer satisfaction and net promoter scores (NPS). The following internal audits were completed.

. Voice of the Customer Program Review, June 2019. The objective of the review was to
assess the independence, completeness and accuracy of the voice of the customer
program and scoring system. Twelve opportunities for improvement were identified in
this report.

. NPS Survey Assessment, December 2020. The objective of this review was to assess
progress in implementing improvement opportunities in the above-mentioned June 2019
Voice of the Customer Program Review. This report identified five findings and nine
performance improvement opportunities.

3.73 The annual performance statements include information related to investment
performance. Although there were no internal audits which specifically assessed investment
performance information and the data collection process, the board has relied on annual ANAO
limited assurance reports on APRA reporting forms and on controls and compliance to indicate if
management reporting was complete and accurate for the period, including performance
reporting.®

65 Department of Finance, A guide for Corporate Commonwealth entities on the role of audit committee (RMG
202), September 2021, p. 32.

66 CSC advised the ANAO that management also obtains assurance over investment performance from the
mandatory reporting provided to the investment team by outsourced providers.
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Oversight of compliance and the achievement of entity purposes

Recommendation no. 5

3.74 The CSC board implement arrangements to receive assurance over performance
measures identified in the corporate plan and reporting on performance against entity purposes.

Commonwealth Superannuation Corporation response: Agreed.

3.75 CSC notes that it has a comprehensive internal and external audit program providing
assurance across a vast range of CSC’s activities, reviewed and planned each year using a risk
based approach. Noting this already extensive assurance, the CSC Board will consider what
additional assurance it may require over performance measures, noting that there is no PGPA Act
or Rule requirement to receive assurance.

O A sl

Grant Hehir Canberra ACT
Auditor-General 17 June 2022
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Appendix 1 Entity responses

Australian Government

Commonwealth Superannuation Corporation

26 May 2022

Mr Grant Hehir
38 Sydney Ave,
Forrest ACT 2603
Australia

Dear Mr. Hehir

Re: Response to Proposed Report under s.19 of the Auditor-General Act 1997 - Effectiveness of Public Sector
Boards — CSC

Thank you for providing the Australian National Audit Office (ANAO) draft report on the Effectiveness of Public
Sector Boards — Commonwealth Superannuation Corporation pursuant to section 19 of the Auditor-General
Act 1997. Commonwealth Superannuation Corporation (CSC) appreciates the opportunity to respond to this
report.

As a corporate Commonwealth entity operating within the financial services industry, CSC operates in highly
regulated environment, meeting the expectations of APRA, ASIC, and other regulators in the financial services
sector. In addition, CSC is also held to the standards as required of a body corporate established by
Commonwealth legislation and so we welcome the independent assessment of CSC’s performance as a
corporate Commonwealth entity.

CSC agrees to each of the five recommendations presented in the report and has already commenced
planning to implement each recommendation.

CSC agrees with Recommendation 1. CSC has a robust fit and proper assessment process which has been
discussed with the Australian Prudential Regulation Authority (APRA) and with CSC’s external auditors. CSC's
and the ANAQ’s interpretation of the wording of the Fit and Proper Policy differ slightly and CSC does not
agree that it is not complaint with the APRA standard. However, CSC has already made changes to the Policy
to ensure the matter is free from doubt in future. CSC will also update the Board Governance Committee
Terms of Reference and Board Charter at their next schedule review to ensure the clarity recommended.

CSC agrees with Recommendation 2. CSC’s Board Charter and various committee terms of reference already
provide extensive content to establish the broad roles and responsibilities of the Board and its Committees.
Additional content will be included to expand on this specifically in relation to the PGPA Act and Rule
requirements at their next scheduled review.

CSC agrees with Recommendation 3. CSC has sound risk management and controls in relation to fraud and
corruption which has been verified through independent assessments. CSC provided clarity around these

Canbetra

Commonwealth GPO Box 2252
H Canberra ACT 2601
Superanr?uutlon TR
Corporation P. 4612 6275 7000
Sydney
Commonwealth Superannuation Corporation (CSC) GPO Box A2614
ABN: 48 822 817 243 AFSL: 238063 Sydney South NSW 1235
RSEL: 10001397 Australia
P. 461 2 9240 4888

csc.gov.au
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Appendix 1

matters through the audit. CSC recognises that there is room for amendments in relation to the Risk Appetite
Statement to increase clarity of appetite on fraud risks and will review the relevant documents accordingly.

CSC agrees with Recommendations 4 and 5 and will review the arrangements in relation to the corporate plan,
including assurance over performance measures, for upcoming planning periods.

| acknowledge the work of the ANAO and thank you for providing the independent insights set out in the
report.

Thank you again for the opportunity to provide comment on the proposed report.
C"’D

Mr Garry Hounsell
Chair, Commonwealth Superannuation Corporation
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Australian Government

Department of Finance

Rosemary Huxtable PSM
Secretary

Our Ref: EC22-000220

Mr Grant Hehir
Auditor-General

Australian National Audit Office
PO Box 707

CANBERRA ACT 2601

Gfo. .\’E
Dear Mr}ﬂ&

Thank you for the opportunity to respond to the extract relating to the Department of
Finance (Finance) from your draft report on the effectiveness of public sector boards in
the Commonwealth Superannuation Corporation, Hearing Australia and the Australian
Film, Television and Radio School respectively.

As the ANAO notes, accountable authorities have certain duties and responsibilities
under the Public Governance, Performance and Accountability Act 2013 (PGPA Act). To
assist accountable authorities in understanding and meeting these duties, I write to all
new accountable authorities and provide PGPA framework guidance and an offer of
in-person briefings with Finance officials. These in-person briefings are also provided to
boards, councils and senior executives where requested.

As requested, please find attached a ‘summary response’ for inclusion in the report.

Yours sincerely

Rosemary Huxtable
Secretary

2k May 2022

One Canberra Avenue, Forrest ACT 2603 « Telephone 02 6215 3445
Internet www.finance.gov.au

Auditor-General Report No.35 2021-22
Effectiveness of Public Sector Boards — Commonwealth Superannuation Corporation

62



Appendix 2 Improvements observed by the ANAO

1. The existence of independent external audit, and the accompanying potential for scrutiny
improves performance. Improvements in administrative and management practices usually
occur: in anticipation of ANAO audit activity; during an audit engagement; as interim findings are
made; and/or after the audit has been completed and formal findings are communicated.

2. The Joint Committee of Public Accounts and Audit (JCPAA) has encouraged the ANAO to
consider ways in which the ANAO could capture and describe some of these impacts. The ANAQO’s
2021-22 Corporate Plan states that the ANAO’ s annual performance statements will provide a
narrative that will consider, amongst other matters, analysis of key improvements made by
entities during a performance audit process based on information included in tabled performance
audit reports.

3. Performance audits involve close engagement between the ANAO and the audited entity
as well as other stakeholders involved in the program or activity being audited. Throughout the
audit engagement, the ANAO outlines to the entity the preliminary audit findings, conclusions
and potential audit recommendations. This ensures that final recommendations are appropriately
targeted and encourages entities to take early remedial action on any identified matters during
the course of an audit. Remedial actions entities may take during the audit include:

. strengthening governance arrangements;

. introducing or revising policies, strategies, guidelines or administrative processes; and

° initiating reviews or investigations.

4, During the course of the audit, the ANAO did not observe changes in the Commonwealth

Superannuation Corporation’s approach to board governance.
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Appendix 3  General duties as an accountable authority

General duties as an accountable authority

Duty to govern the
Commonwealth entity

1. The accountable authority of a Commonwealth
entity must govern the entity in a way that:

a) promotes the proper (efficient, effective,
economical and ethical) use and management of
public resources for which the authority is
responsible; and

b) promotes the achievement of the purposes of the
entity; and

c) promotes the financial sustainability of the entity.

2. In making decisions for the purposes of

subsection (1), the accountable authority must take

into account the effect of those decisions on public
resources generally.

Section of
PGPA Act

15

Duty to establish and maintain
systems relating to risk and
controls

The accountable authority of a Commonwealth entity
must establish and maintain:

a) an appropriate system of risk oversight and
management for the entity; and

b) an appropriate system of internal control for the
entity; including by implementing measures
directed at ensuring officials of the entity comply
with the finance law.

16

Duty to encourage cooperation
with others

The accountable authority of a Commonwealth entity
must encourage officials of the entity to cooperate
with others to achieve common objectives, where
practicable.

17

Duty in relation to requirements
imposed on others

When imposing requirements on others in relation to
the use or management of public resources for which
the accountable authority of a Commonwealth entity
is responsible, the accountable authority must take
into account:

a) the risks associated with that use or
management; and

b) the effects of imposing those requirements.

18

Duty to keep responsible
Minister and Finance Minister
informed

This includes keeping the responsible Minister
informed of the activities of the entity and providing
any reports, documents and information in relation to
those activities as that Minister requires.

19

Source: ANAO analysis of sections 15—19 of the Public Governance, Performance and Accountability Act 2013.
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Appendix 4  General duties of an official

Section of

General duties of an official

PGPA Act

You must exercise your powers, perform your
functions and discharge your duties with the
Duty of care and diligence degree of care and diligence that a reasonable 25
person would exercise if the person had the same
responsibilities as you.

You must exercise your powers, perform your
functions and discharge your duties honestly, in 26
good faith and for a proper purpose.

Duty to act honestly, in good faith
and for a proper purpose

You must not improperly use your position, or
information you obtain in that position:

a) to gain, or seek to gain a benefit or an

Duty in relation to use of position advantage for yourself or any other person; or

27

b) to cause, or seek to cause, detriment to the
entity, the Commonwealth or any other person.

You must not improperly use information:

a) to gain, or seek to gain a benefit or an
advantage for yourself or any other person; or 28

b) to cause, or seek to cause, detriment to the
entity, the Commonwealth or any other person.

Duty in relation to the use of
information

You must disclose material personal interests that
Duty to disclose interests relate to the affairs of your entity and you must 29
meet the requirements of the finance law.

Source: ANAO analysis of sections 25-29 of the Public Governance, Performance and Accountability Act 2013.
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Appendix 5 Director qualities and behaviours

1.

The ANAO sought to determine whether board directors demonstrated corporate

governance better practice qualities and behaviours drawn from key themes in recent reviews of
corporate governance. These included:

2.

an openness to declaring conflicts of interest;
an ability to conduct meetings in a professional, collegiate and respectful manner;

a willingness to undertake sufficient preparation to enable meetings to be conducted in a
productive manner;

an understanding of their obligations as the accountable authority under the Public
Governance, Performance and Accountability Act 2013 and the challenges facing the
entity;

a desire and commitment to act in the best interest of the entity;

a willingness to invest in their own understanding of issues and entity operations,
including participation in voluntary training sessions; and

direct engagement with the entity executive on key areas of interest.

A comparable list of qualities and behaviours was adopted in the ANAQO’s 2019 audit series

on board governance discussed in paragraph 1.7 of this report.
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