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DUTIES OF THE COMMITTEE

The Public Accounts and Estimates Committee is a joint parliamentary committee constituted
under the Parliamentary Committees Act 2003.

The Committee comprises seven members of Parliament drawn from both Houses of
Parliament.

The Committee carries out investigations and reports to Parliament on matters associated
with the financial management of the State. Its functions under the Act are to inquire into,
consider and report to the Parliament on:

any proposal, matter or thing concerned with public administration or public sector
finances;

the annual estimates or receipts and payments and other budget papers and any
supplementary estimates of receipts or payments presented to the Assembly and
the Council; and

any proposal, matter or thing that is relevant to its functions and has been referred
to the Committee by resolution of the Council or the Assembly or by order of the
Governor in Council published in the Government Gazette.

The Committee also has a number of statutory responsibilities in relation to the Office of the
Auditor-General. The Committee is required to:

recommend the appointment of the Auditor-General and the independent
performance and financial auditors to review the Victorian Auditor-General’s Office;

consider the budget estimates for the Victorian Auditor-General’s Office;

review the Auditor-General’s draft annual plan and, if necessary, provide comments
on the plan to the Auditor-General prior to its finalisation and tabling in Parliament;

have a consultative role in determining the objectives and scope of performance
audits by the Auditor-General and identifying any other particular issues that need to
be addressed;

have a consultative role in determining performance audit priorities; and

exempt, if ever deemed necessary, the Auditor-General from legislative
requirements applicable to government agencies on staff employment conditions
and financial reporting practices.
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CHAIRMAN’'S FOREWORD

The Public Accounts and Estimates Committee’s Inquiry into the 2009-10 and 2010-11
Financial and Performance Outcomes examined the many achievements of the public sector in
those two years, along with how those achievements were reported. The Committee has been
particularly interested in this topic to ensure that appropriate accountability mechanisms are

in place for the large expenditure of the public sector, which exceeded $50 billion in 2009-10
and 2010-11.

In conducting the inquiry, the Committee has been particularly interested in how the actual
achievements compared to what had been planned at the start of each year. The reporting loop
that begins with a preceding year’s budget papers and ends with annual reports is a critical
component of accountability and transparency for the Government.

This is the second and final report produced by the Committee as part of the inquiry. The first
report, the Review of the 2009-10 and 2010-11 Annual Reports was tabled in February 2012
and examined departments’ and selected agencies’ annual reports. This report complements
that first report, by focusing on what was delivered and what was achieved by the two
different State Governments in that period.

This report examines the Governments’ performance in a number of areas, including overall
financial performance, how the income and expenditure of departments compared to the
budget estimates, what outputs were delivered, how departments’ performance compared to
the targets in their performance measures, how asset investment projects have progressed
compared to timeliness and cost targets and what outcomes were achieved. The report also
includes a chapter looking at the performance of the Victorian Auditor-General’s Office

in 2010-11. This report comments on the Victorian Auditor-Generals Office establishing
measures to quantify the impact of performance audits on efficiency gains from public sector
entities. The committee is keen in future to explore the issue of “Value for Money” audits
demonstrating measureable benefits to the community.

This investigation has provided the Committee with an overview of Government performance
in 2009-10 and 2010-11. From this overview, the Committee has been able to make a variety
of recommendations. Most recommendations are related to improving the disclosure made by
government entities in their reporting. The Committee has identified improvements that could
be made to the budget papers, the annual Financial Report for the State and to departments’
annual reports. These improvements are designed to assist the Parliament and the community
gain a better understanding of what is planned for a year and how that is actually achieved.

Assessing the achievements and performance of government departments and agencies

in a meaningful way which can be readily understood by members of Parliament and the
community, is the implicit key performance task of the committee. Terms such as inputs and
outputs are generally understood, and relate to resources (or financial investments) producing
estimated or measurable units of products or services. Whereas outcomes relate to measures
of actual impact on the community which can be regarded as the achievement judged against
the objectives and commitment of resources (or financial investments).

In this context and based on data reported in the Budget Papers and Questionnaire responses
provided by departments it is surprising that the previous government only met 36% of the
measures set under the “GrowinG Vicroria ToGerHER VisioN” (refer chapter 7). Some 25%
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were not met and 20% only partially met. Given the widely proclaimed central objective

of its vision “to make Victoria a better place in which to live, work and raise a family” this
demonstrates the challenge for governments to show a meaningful impact (outcome) of their
vision, strategy, input and investment. This example must be regarded as disappointing in any
retrospective analysis of the previous Government and a signal to the current Government to
ensure the integrity of future visions and objectives achieving measurable outcomes for the
benefit of the community.

The final chapter reviews the previous government’s responses to the Report on the 2008-09
Financial and Performance Outcomes, produced by the former Committee during the
56" Parliament.

I consider this inquiry to have been productive and commend this report, along with the
Review of the 2009-10 and 2010-11 Annual Reports, to all members of Parliament.

An important element in this inquiry has been the departments’ and agencies’ responses to

the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes Questionnaire.
This is a detailed questionnaire requiring responses on a large range of topics. I thank the
Presiding Officers, Premier, Deputy Premier, Treasurer, Assistant Treasurer, Attorney-General,
ministers, departmental secretaries and their staff in preparing responses to this questionnaire.

Prior to the preparation of this report, the committee adopted a scoping paper to establish the
framework for the research task of the secretariat. The secretariat staff have again provided
impartial and high level analysis to enable the committee to prepare and adopt this report,

| thank the secretariat staff for the quality of their research and advice. Members of the
Committee had an extended period for consideration, comment and suggested amendments
during the drafting process. It is important that the integrity of the objective analysis by the
secretariat is not influenced by differing policy views of committee members. Further it is
fundamental that the committee itself is prepared to set aside partisan differences to provide
transparent analysis and advice to the Parliament.

| also express my gratitude to the staff of the Secretariat. Their assistance in producing two
substantial reports, with limited resources in a short time frame has been appreciated by both
myself and the Committee.

Philip R. Davis MP
Chairman
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ACRONYMS AND GLOSSARY OF TERMS

Accrual basis

A way of calculating financial figures for a year in which income,
expenditure, assets, liabilities and equity are included in the year
to which they relate, regardless of when the cash was received or
paid for them. Distinct from a ‘cash basis’.

AFR

Annual Financial Report for the State of Victoria

Agency

Government entities which generally receive their funding through
‘departments’ and for which ‘departments’ are responsible for
reporting. Examples include Victoria Police, hospitals and TAFEs.
Agencies, like ‘departments’, are directly accountable through one
or more ministers to Parliament.

Asset investment

Expenditure on assets (generally infrastructure such as roads or
hospitals) as opposed to expenditure on the delivery of products
and services (‘outputs’).

Basis of
consolidation

Which entities have been included in calculating figures.

Budget
estimates

Forecasts for future years made in the budget papers about
matters such as income, expenditure, assets, liabilities and goods
and services to be delivered.

Cash basis

A way of calculating financial figures for a year in which income,
expenditure, assets, liabilities and equity are included in the year
in which the cash was received or paid for them, regardless of
which year they relate to. Distinct from an ‘accrual basis’.

Department

Large government entities. There are currently 11 departments

in Victoria, plus the Parliamentary Departments. Funding for

most ‘agencies’ is generally provided through departments

and departments are required to report on the financial

and performance results of the agencies for which they are
responsible. Departments, like ‘agencies’, are directly accountable
through one or more ministers to Parliament.

DHS

Department of Human Services

DIIRD

Department of Innovation, Industry and Regional Development

DOT

Department of Transport

DTF

Department of Treasury and Finace

XV



Report an the 2009-10 and 2010-11 Financial and Performance Outcomes ... ...

Entity Either a ‘department’ or an ‘agency’.

EPA Environmental Protection Agency

FRD Financial Reporting Direction

General Government ‘entities’ which provide services either with no charge
government to the user or with charges significantly below the cost of providing
sector the services. This includes all ‘departments’ and many ‘agencies’.
GSP Gross state product

LMA Linking Melbourne Authority

NDIS National Disability Insurance Scheme

Net debt A calculation based on the difference between the value of

selected categories of financial assets and financial liabilities.
Essentially, the difference in value between what the Government
owes and assets that it could easily convert to cash. Not all
financial assets and liabilities are included.

Net result A measure of a body’s financial performance in a year which is
calculated by taking the ‘net result from transactions’ and then
adding other economic flows, such as revaluations and changes
in the volumes of assets and liabilities. The net result is different
to the ‘net result from transactions’ (see below). ‘Asset investment’
is not included in either the net result or the ‘net result from
transactions’.

Net result from A measure of a body’s financial performance in a year which is
transactions calculated by subtracting an entity’s expenses in the year from its
income. Also known as the ‘operating result’ or ‘operating surplus’.
The net result from transactions is different to the ‘net result’ (see
above). ‘Asset investment’ is not included in either the net result
from transactions or the ‘net result’.

Non-financial The ‘general government sector’ and ‘public non-financial
public sector corporations sector’ consolidated together.

Operating result See ‘Net results from transactions’.

(or operating

surplus)

Outcome The impact of an ‘output’ on the community, such as healthier

people or a reduction in crime.

Output A product or service delivered by an entity, such as health care or
policing services.
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Public financial
corporation

Government ‘agencies’ which provide financial services, such as
the Treasury Corporation of Victoria or the Transport Accident

sector Commission.

Public Government ‘agencies’ which provide goods or service with

non-financial charges that recover most of the cost of producing them, such as

corporation water authorities and trusts administering certain facilities. Does

sector not include ‘agencies’ providing financial services (see ‘public
financial corporations sector’).

SSP Shared services provider

State of Victoria

The public sector as a whole, that is the ‘general government
sector’, ‘public non-financial corporations sector’ and ‘public
financial corporations sector’ consolidated together.

TEI / Total An estimate of the total amount of expenditure required to deliver
estimated an ‘asset investment’ project.

investment

UKNAO United Kingdom National Audit Office

VAGO Victorian Auditor-General’s Office

VICERS Vigilance Control and Event Recording System

VPS Victorian public service

More detailed definitions of some terms can be found in Department of Treasury and
Finance, Financial Report for the State 2010-11, October 2011, pp.34-5, 200-7, 245
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FINDINGS AND RECOMMENDATIONS OF THE
COMMITTEE

CHAPTER 1: INTRODUCTION

Section 1.5 Thereview process

FINDING page
9

Although all entities which were sent questionnaires by the Committee returned
them, there were many instances in which questionnaires were returned

late, answers to questions were unsatisfactory or uninformative and in which
departments had modified the question asked by the Committee and not
responded to the original question.

RECOMMENDATION 1 page
9

In future years, departments provide timely responses to the Committee’s
guestionnaires, with answers that are informative and without
modifications to the question.

CHAPTER 2: 2009-10 FINANCIAL OUTCOMES AND 2010-11 FINANCIAL
OUTCOMES IN THE 56TH PARLIAMENT

Section 2.1 Introduction

FINDING page

13
External factors such as the economic climate and Commonwealth Government

support had a significant impact on the performance of the Victorian economy
and the achievement of public sector financial outcomes in 2009-10 and the
first half of 2010-11.
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Section 2.2 Overview of financial outcomes achieved in 2009-10 for
the general government sector

FINDING page

16

Key financial outcomes achieved in 2009-10 included:

— the general government sector delivered a net result from transactions of
$643.6 million compared with an objective of at least $100 million;

— with net infrastructure expenditure by the general government sector of
$5.7 billion in 2009-10 ($8.6 billion for the whole public sector), substantial
asset investment occurred on projects that related to education, transport,
health, water and housing portfolios;

— additional services were provided in a range of areas;

— while net debt for the general government sector increased from
$5.3 billion at 1 July 2009 (1.8 per cent of gross state product) to
$8.0 billion at 30 June 2010 (2.5 per cent of gross state product) to fund the
Government’s capital investment program, Victoria’s AAA credit rating was
maintained; and

— taxation levels were maintained.

Section 2.3 Economic conditions that influenced financial outcomes

RECOMMENDATION 2 page

The Department of Treasury and Finance explain in the annual Financial
Report for the State the impact that the movement in each economic
indicator has had on revenue and other financial outcomes derived by the
State.

Section 2.5  Analysis of operating and net result for 2009-10 in the
general government sector

FINDING page

19
The annual Financial Report for the State explains variations between the

general government sector’s performance for the current year and initial and
revised estimates for the year, but not variations from the actual results from the
prior year.

RECOMMENDATION 3 page

20
The Department of Treasury and Finance include a commentary on

material variances between actual financial outcomes for the general
government sector for the current year with the prior year’s actual results
in the annual Financial Report for the State.

XX



- Findings and Recommendations of of the Committee

FINDING page

20
The general government sector’s operating surplus (net result from

transactions) for 2009-10 of $643.6 million significantly exceeded the
initial budget estimate by $414.1 million, the surplus for the prior year by
$392.4 million and the revised estimate by $248.7 million.

FINDING page

The general government sector’s operating surplus (net result from
transactions) for 2009-10 was higher than the original budget estimate due
mainly to higher-than-expected revenue derived from land transfer duty and
grants from the Commonwealth linked to the GST.

FINDING page

One-off grants from the Commonwealth for asset investment are included in
revenue but the use of these funds is not included in expenditure. These have
enabled the general government sector to generate an operating surplus for
2009-10, thereby exceeding the annual target of at least $100 million. If these
were not included in revenue, however, the result would have been a deficit of
$950.7 million.

FINDING page

25
The Committee acknowledges that the nature of ‘other economic flows’ can

result in wide fluctuations from one year to the next in economic flows that are
outside those operating transactions that are controlled by the Government.
After taking into account other economic flows of $-6.1 billion for 2009-10, the
net result for the general government sector was a deficit of $5.4 billion. Factors
that impacted on the item ‘other economic flows’ included:

— areduction of over $4 billion in the valuation of land under roads due to a
change in the valuation methodology; and

— $1.5 billion of actuarial losses on superannuation due to the reduction in the
discount rate used to value the superannuation liability.

Section 2.6 State of Victoria outcome for 2009-10

FINDING page

28
The consolidated 2009-10 operating result for the public sector as a whole

(the ‘State of Victoria’) was a surplus of $594.7 million compared to a deficit of
$123.8 million in 2008-09.

FINDING page

28
Most components of public sector revenue and expenditure were largely driven

by the operations of the general government sector.
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FINDING page

30
The aggregate revenue for the public sector as a whole increased from

$45.4 billion for 2008-09 to $51.2 billion for 2009-10, an increase of $5.8 billion
or 13 per cent. In terms of the public non-financial corporation sector and
public financial corporation sector, the main areas of growth related to revenue
generated from the sales of goods and services, grants and other current

revenue.

FINDING page
30

The aggregate expenditure for the public sector as a whole rose from

$45.6 billion for 2008-09 to $50.6 billion for 2009-10, an increase of $5.0 billion

or 11 per cent. The main factors contributing to this variance in the public

non-financial corporation sector and public financial corporation sector included

costs associated with depreciation and interest.

FINDING page
31

The 2009-10 net result for the public sector as a whole was a deficit of
$5.7 billion (compared to a $13.1 billion deficit in 2008-09).

Section 2.7  Asset expenditure and debt movements in 2009-10 in the
general government sector

FINDING page

32
The expenditure on approved asset investment projects for the general

government sector in 2009-10 amounted to $5.9 billion, which was $1.3 billion
(18 per cent) less than the initial budget of $7.2 billion, but $1.6 billion

(36 per cent) more than the prior year actual of $4.3 billion. There was a lack
of disclosure in the Financial Report for the State for 2009-10 regarding the
underspend.

RECOMMENDATION 4: page

32
Regarding asset investment projects, where significantly less than

the budget estimate is spent in a year, the Department of Treasury and
Finance disclose in the annual Financial Report for the State:

(@) the reasons for the underspend;
(b) the asset projects affected; and

(c) the impact on the achievement of planned outcomes.

FINDING page

35
Net debt in the general government sector grew by $2.7 billion in 2009-10

compared with the prior year, to fund the Government’s asset investment
program. Net debt stood at $8.0 billion at 30 June 2010. This was significantly
lower than initially estimated as a result of an increase of $892.1 million in

the year’s expected cashflow from operations (which was used to fund asset
investment) and spending $1.3 billion less than initially planned.
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FINDING

Net debt was 2.5 per cent of gross state product in the Victorian general
government sector at 30 June 2010, which was less than the initial estimate of
3.7 per cent but more than the prior year proportion of 1.8 per cent.

page
36

Section 2.8  Overview of financial outcomes achieved for the first six
months to 31 December 2010 for the general government
sector compared to the Government’s financial objectives

FINDING

Key financial outcomes achieved for the six months to 31 December 2010
included:

— the general government sector delivered an operating result (net result
from transactions) of $481.8 million compared with an objective of at least
$100 million over the whole year;

— expenditure on approved asset projects incurred by the general
government sector amounted to $3.4 billion ($4.7 billion for the public
sector as a whole);

— additional services continued to be provided in a range of areas;

— net debt for the general government sector increased from $8.0 billion
at 1 July 2010 (2.5 per cent of gross state product) to $9.9 billion at
31 December 2010 (3.1 per cent of gross state product) to fund the
Government’s asset investment program; and

— taxation levels were maintained.

page
38

Section 2.9 Economic conditions that influence financial outcomes

FINDING

The Pre-Election Budget Update identifies various economic factors that
required revisions to be made to the initial budget estimates, but provides
relatively little detail on the forces that impacted on these economic variables.
The Mid-Year Financial Report does not provide commentary linking these
variables to actual outcomes.

page
39
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Section 2.11 Analysis of operating and net result for the six months
ended 31 December 2010 in the general government

sector

FINDING page
44

The general government sector’s operating surplus (net result from

transactions) for the six months to 31 December 2010 ($481.8 million)

significantly exceeded the surplus for the prior year equivalent period of

$11.7 million by $470.1 million and represented 76 per cent of the revised

budget estimate for the full year.

Section 2.12 State of Victoria outcome for 2009-10

FINDING page

46

The operating result for the public sector as a whole (the ‘State of Victoria’) for
the first six months of 2010-11 was a surplus of $346.8 million compared to

a surplus of $500.1 million for the corresponding period of the previous year.
The lower operating surplus was due to revenue rising by 7.5 per cent while
expenditure rose by 8.3 per cent.

Section 2.13 Asset expenditure and debt movements for the six months
ended 31 December 2010 in the general government

sector

FINDING page
49

The $3.4 billion of expenditure on asset investment for the general government

sector for the six months to 31 December 2010 was in line with the revised

budget for the full year and exceeded the level of spending for the equivalent

prior year period by $741.2 million.

FINDING page
49

Between 1 July 2010 and 31 December 2010, net debt for the general
government sector and the non-financial public sector rose by $1.9 billion and
$2.5 billion respectively.
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CHAPTER 3: FINANCIAL OUTCOMES FOR 2010-11, INCLUDING
FINANCIAL OUTCOMES IN THE 57TH PARLIAMENT
(JANUARY 2011-JUNE 2011)

Section 3.3 Economic conditions that influenced financial outcomes

FINDING page

55
In 2010-11, a lower GST pool than expected meant that Victoria received less

GST grants from the Commonwealth Government than originally envisaged.
Compared to the original budget of $11,142.7 million, Victoria received
$10,630.9 million in GST grants for 2010-11, $511.8 million lower than originally
expected, though $587.6 million higher than in the prior year. This was partly
mitigated by increases to some streams of State-sourced funding.

Section 3.5  Analysis of operating and net result for 2010-11 in the
general government sector

FINDING page

57
The general government sector’s operating surplus (net result from

transactions) for 2010-11 of $517.3 million was below the initial budget estimate
by $354.6 million and the surplus for the prior year by $126.3 million, but higher
than the revised budget by $267.9 million.

FINDING page

60
The lower-than-originally-expected operating surplus for 2010-11 for the general

government sector was reflective, in the main, of lower-than-expected revenue
from Commonwealth grants, and higher expenditure than expected with regard
to grants and transfer payments that included flood recovery relief and grants
to non-government schools. The impact of these factors was partly mitigated by
taxation and other revenue being higher than expected and depreciation being
less than expected.

FINDING page

60
As has been the case in prior years, one-off grants from the Commonwealth

for asset investment have enabled the general government sector to generate
an operating surplus for 2010-11 which exceeds the annual target of at least
$100 million. The Government has estimated that these grants would total
approximately $1.4 billion for 2010-11. Without including this funding, the
operating result would have been a deficit.

FINDING page

61
After taking into account other economic flows that amounted to a net gain of

$218.6 million for 2010-11, the net result for the general government sector
totalled $735.9 million. The main factor that impacted on the item ‘other
economic flows’ related to an actuarial gain of $306.0 million on superannuation
defined benefits plans.
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Section 3.6 State of Victoria outcome for 2010-11

FINDING page
63

The consolidated 2010-11 operating result for the whole public sector (the

‘State of Victoria’) was a deficit of $512.5 million compared to a surplus of

$155.2 million in 2009-10.

FINDING page
67

For the public sector as a whole, expenditure grew faster than revenue in

2010-11 (expenses from transactions grew by 5 per cent, while revenue grew

by 4 per cent compared to the prior year).

FINDING page
68

The 2010-11 net result for the State was a surplus of $1.6 billion (compared to a

$5.7 billion deficit in 2009-10) due to positive movements in the value of assets

and actuarial gains.

Section 3.7 Asset investment and debt movements in 2010-11 in the
general government sector

FINDING page

General government expenditure on approved asset investment projects was
$6.8 billion during 2010-11, $209.4 million more than the initial budget estimate
and $926.0 million higher than the prior year.

FINDING page

71
There is a lack of information linking expenditure on infrastructure investment

with the high-level outcomes aimed for (such as improved services, securing
jobs and enhancing the economic capacity and productivity of the State).

RECOMMENDATION 5 page
71

In addition to linking asset initiatives with service delivery outcomes,

the Department of Treasury and Finance also demonstrate the effect that

investment in fixed assets has had on:

(@) enhancing the ongoing economic capacity of the State;

(b) improving longer-term productivity growth; and

(c) creating new jobs and securing existing jobs.

FINDING page
71

Across the public sector as a whole, expenditure on ‘plant, equipment and
vehicle, and other infrastructure systems’ of $6.9 billion comprised 48 per cent
of total asset acquisitions and the acquisition of land and buildings comprised
$6.5 billion (45 per cent).
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FINDING page
74

Net debt in the general government sector, which stood at $11.8 billion at

30 June 2011, grew by $3.9 billion (or 49 per cent) in 2010-11 compared with

the prior year and exceeded the initial budget by $884.2 million (or 30 per cent).

The increase in net debt has been necessary to cover the difference between

the net cash flows from operating activities and the expenditure on asset

investment.

FINDING page
74

Net debt in the general government sector represented 3.7 per cent of gross

state product at 30 June 2011, which was higher than the prior year proportion

of 2.5 per cent.

FINDING page
74

Net debt incurred in the general government sector increased by similar

amounts in the first and second halves of 2010-11 ($1.9 billion or 0.6 per cent of

gross state product).

FINDING page
76

The annual Financial Report for the State does not compare the actual figures

for non-financial public sector debt to targets other than maintaining Victoria’s

AAA credit rating.

RECOMMENDATION 6 page
77

The Department of Treasury and Finance compare the actual figures

for non-financial public sector debt to targets established in the debt

management strategy, explaining any significant variations.

FINDING page
80

Net debt to GSP for Victoria's general government sector has risen steadily

since 2007-08, which is in line with expansion of the State’s infrastructure

program. This trend follows a similar pattern to other Australian jurisdictions

following the global financial crisis in 2007-08.

FINDING page
80

The level of Victoria’s general government sector net debt is significantly below

that of the G-7 countries.
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Section 3.8 Comparison of financial performance for the six months
ended 30 June 2011 with the six months ended
31 December 2010 and the financial objectives/planned
actions for 2010-11

FINDING page

82
The Committee notes that the Government has articulated a number of fiscal

objectives and the Independent Review of State Finances has identified several
areas requiring action. However, the Government does not currently report on
its progress towards these objectives and areas of action in a systematic way.

RECOMMENDATION 7 page

82
At year end, the Department of Treasury and Finance report specific

outcomes achieved against the Government’s financial management plan,
including coverage of how it has performed against its fiscal strategies.

FINDING page

The Government has taken steps towards all of its fiscal objectives in 2010-11.

Section 3.9  Analysis of net result from transactions for the six months
ended 30 June 2011 in the general government sector
compared to the prior six months

FINDING page

. . 91
The operating result for the general government sector for the six months

ended 30 June 2011 was $35.5 million, significantly less than the operating
result of $481.9 million for the prior six-month period. Growth in expenditure
exceeded that of revenue in the second six-month period — expenditure grew by
$1.3 billion compared to revenue growth of $857.4 million.

CHAPTER 4: DEPARTMENTAL INCOME AND EXPENSES IN 2009-10
AND 2010-11

Section 4.2  Comparability of figures

FINDING page

97
Details of the actual income and expenditure (and other financial details)

of government departments are provided on two bases of consolidation —

a comprehensive operating statement and a ‘budget portfolio outcomes’
statement. The Committee has identified three areas where improvements
to the guidance for the ‘budget portfolio outcomes’ statement would enhance
stakeholders’ ability to understand departments’ financial performance.
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RECOMMENDATION 8 page

97
The Minister for Finance give consideration to adjusting the Standing

Directions and Financial Reporting Direction 8B to require departments
to have the Auditor-General audit the ‘budget performance outcomes’
statements in annual reports.

RECOMMENDATION 9 page

97
The Minister for Finance give consideration to adjusting the Standing

Directions and Financial Reporting Direction 8B to clearly specify that the
‘budget portfolio outcomes’ statement should compare actual results for
a year with the initial budget estimates made before the start of that year.

RECOMMENDATION 10 page

The Minister for Finance give consideration to adjusting the Standing
Directions and Financial Reporting Direction 8B to require explanations
to be given for all significant or material variations between initial budget
estimates and actual results, as is required for performance measures.

Section 4.3  Departments’ net results from transactions

FINDING page

99
The net results from transactions for most departments varied substantially from

the budget estimates, with five departments in 2009-10 and seven departments
in 2010-11 achieving lower results than had been estimated.

FINDING page

102
In both 2009-10 and 2010-11, the Department of Business and Innovation

had higher income and expenditure than had been anticipated in the budget.

In both years, though, the income exceeded the budget estimates by a larger
amount than the expenditure, resulting in higher-than-budgeted net results from
transactions. A factor in both years was land sales associated with the Kew
Residential Development project.

FINDING page

104
The Department of Education and Early Childhood Development’s net results

from transactions was slightly above the budget estimate in 2009-10 and

$22.8 million (15 per cent) below the budget estimate in 2010-11. In both years,
the actual results for the total income and expenditure varied from the budget
estimates by less than 3 per cent.

FINDING page

105
The Department of Health returned a net result from transactions of

$-182.7 million in 2009-10, the year in which it was formed. In 2010-11,
however, it achieved a net result from transactions of $173.4 million,
$350.3 million (198 per cent) higher than the budget estimate.
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FINDING page

107
The Department of Human Services’ net result from transactions

of $317.3 million in 2009-10 was significantly affected by the
machinery-of-government change that created the Department of Health. The
2010-11 net result from transactions was a deficit of $5.0 million.

FINDING page

108
The Department of Justice’s net result from transactions in 2009-10 was

a deficit of $19.2 million, within $0.5 million of the budget estimate. The
2010-11 result was $13.8 million, $29.1 million more than estimated due to
proportionately small variations in income and expenditure compared to the
budget estimates.

FINDING page

109
The Department of Planning and Community Development’s net results from

transactions were below budget estimates in both 2009-10 and 2010-11. The
net result from transactions was a small deficit ($-16.3 million) in 2009-10 and a
small surplus ($16.3 million) in 2010-11.

FINDING page

111
The Department of Premier and Cabinet achieved a net result from transactions

of $34.0 million in 2009-10 and $29.2 million in 2010-11. In both years, income
and expenditure were in excess of the budget estimates, but in all cases by less
than 10 per cent.

FINDING page

112
The Department of Primary Industries returned a net result from transactions

of $-8.8 million in 2009-10 and $-1.6 million in 2010-11. Both income and
expenditure exceeded the budget estimates in both years, though in no case
was the variance greater than 10 per cent.

FINDING page
o 114
In both 2009-10 and 2010-11, the Department of Sustainability and
Environment significantly exceeded the budget estimates for its net result from
transactions, returning surpluses where the budgets had estimated deficits. In
both years, this was a result of the income varying from the budget estimates
by a significantly larger amount than the expenditure.
FINDING page
o . 115
Sustainability Victoria intends to report on the amount of waste diverted from
landfill as a result of the Landfill Levy. However, despite initial predictions that
the levy would create 700 new jobs, no specific monitoring of job creation as a
result of the levy is taking place.
RECOMMENDATION 11 page
115

The Environment Protection Authority monitor and report on job creation
as a result of the Landfill Levy.
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FINDING page

117
The Department of Transport achieved large positive net results from

transactions in both 2009-10 and 2010-11. The result was above the budget
estimate in 2009-10 and below in 2010-11. Both income and expenditure
exceeded budget estimates in each year, though by varying proportions, with
particularly sizable variations in 2009-10.

FINDING page

119
An estimated $55.1 million of revenue was lost due to fare evasion in 2009-10,

while an estimated $85.0 million was lost in 2010-11.

RECOMMENDATION 12 page

119
The Department of Transport include details in future annual reports of

measures taken to reduce fare evasion and estimates of the impact of
those measures.

FINDING page

120
In both 2009-10 and 2010-11, the Department of Treasury and Finance

achieved negative net results from transactions, despite budget estimates of
positive results. In both years income and expenditure were above the budget
estimates, but expenditure by a larger amount.

Section 4.4  Revenue foregone

FINDING page

134
In total, $5.1 billion worth of tax expenditures (as defined by the Department

of Treasury and Finance) were provided in 2009-10 and $5.6 billion worth in
2010-11, up from $4.9 billion in 2008-09.

FINDING page

137
The budget papers include five-year tax expenditure and three-year

concessions estimates. However, actual results are not included in the annual
Financial Report for the State.

RECOMMENDATION 13 page

137
The Department of Treasury and Finance include details of the trends

and actual results of tax expenditures and concessions in the annual
Financial Report for the State.
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Section 4.5 Employee expenses

FINDING page

138
Employee expenses in the general government sector were $15.4 billion

(35 per cent of total expenditure) in 2009-10 and $16.4 billion (36 per cent of
total expenditure) in 2010-11.

FINDING page

140
Between 2008-09 and 2010-11, departmental expenditure on employee

expenses increased by 11 per cent, while employee expenses across the whole
general government sector increased by 17 per cent.

FINDING page

140
The growth in employee expenses for the general government sector has been

driven more by increases in non-departmental agencies (which are generally
associated with service delivery) than departments.

FINDING page

. . 143
The increase in employee expenses for departments has been the result

of wage rises, of there being an additional pay day in 2010-11 and of an
increase in the number of Victorian public service employees at higher grades,
accompanied by a decrease in the number of employees at lower grades.

RECOMMENDATION 14 page

143
The State Services Authority investigate and report publicly on the

reasons for the decrease in Victorian public service staff at lower grades
and the increase in staff at higher grades in recent years.

FINDING page

146
There has been an increase in executive remuneration from $101.7 million

to $118.5 million (17 per cent) between 2008-09 and 2010-11. This is a result
of increased numbers of executives and increased salaries received by
executives. Current guidance does not explicitly require departments to explain
trends in executive remuneration.

RECOMMENDATION 15 page

146
The State Services Authority investigate and report publicly on the

reasons for the increase in executives’ remuneration packages and
identify whether the increased packages are matched by increased work
value.

RECOMMENDATION 16 page

146
The Department of Treasury and Finance amend Financial Reporting

Direction 21A to require departments to provide at least three years of
data about their total expenditure on executive remuneration and to
explain any significant variations from one year to the next.
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FINDING page

148
Departments indicated that they spent $715.6 million on contractors in 2009-10

and $627.3 million in 2010-11. However, some departments indicated that they
were only able to approximate the cost of contractors, as their systems do not
allow them to identify contractor costs precisely.

RECOMMENDATION 17 page

. 148
The Government ensure that all departments have systems in place that

allow them to accurately and completely monitor their expenditure on
contractors.

Section 4.6  Savings and efficiencies

FINDING page

150
Budget papers between 2007-08 and 2011-12 set savings and efficiency targets

for the departments totalling $370.6 million in 2009-10 and $624.0 million in
2010-11. However, alterations have occurred to departments’ targets since the
release of the budget papers which have not been made public. All departments
have indicated to the Committee that they have met their updated targets,
although details are not publicly reported. The Committee has previously
recommended that increased reporting take place in this area, and the
Government has supported this recommendation.

FINDING page

151
The ‘Government election commitment savings’ initiative identified $1.6 billion

of savings to be made over five years by departments in 11 specific areas.
However, departments have indicated that not all targets have been practicable.
In some instances, departments were set savings targets for areas in which
they historically had no expenditure.

FINDING page

153
Although all departments indicated that they had met their components of the

$163.6 million savings target for the ‘Government election commitment savings’
initiative, data supplied by departments indicated that the actual expenditure in
these areas increased by $619.5 million between 2009-10 and 2010-11. One
department indicated that this was because the savings targets did not factor in
other changes. This leads to a significant lack of transparency around savings
initiatives.

RECOMMENDATION 18 page

153
Targets for future savings initiatives in budget papers be set in such a

way that it is possible for the Parliament and community to ascertain
whether or not the targets are achieved. For example, targets could detail
expenditure in certain areas (factoring in the savings initiatives and other
factors), rather than the amount of savings.
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FINDING page

154
All departments except the Department of Premier and Cabinet indicated to the

Committee that the ‘Government election commitment savings’ initiative has
had no impact on service delivery. The Department of Premier and Cabinet has
indicated three areas of service delivery that have been affected by this savings
initiative. These impacts are not clearly disclosed under existing reporting
arrangements.

FINDING page

. . . . 157
According to departments’ disclosure in their annual reports, the total

departmental expenditure on consultants in 2010-11 was $2.4 million. However,
figures provided to the Committee by departments, determined on different
bases of consolidation and with different definitions of consultants, indicated a
total expenditure of $180.7 million in 2010-11.

RECOMMENDATION 19 page

157
The Auditor-General consider conducting an audit of departments to

identify whether their disclosure of expenditure on consultants in annual
reports is being made in accordance with government guidance.

FINDING page

158
The ‘Government election commitment savings’ initiative has a line item of

‘consultants’ against which savings targets have been set. Some departments
have interpreted this line item as also applying to contractors.

RECOMMENDATION 20 page

158
The Government clearly indicate whether or not it intends expenditure

on contractors to be reduced in order to meet the savings target for the
line item ‘consultants’ in the ‘Government election commitment savings’
initiative.

FINDING page

159
The Government has set a target of $50.2 million to be saved through the use

of shared services. Data received by the Committee indicated increased use of
shared services. However, some departments indicated that they had difficulties
guantifying the savings resulting from their use of shared services.

RECOMMENDATION 21 page

160
All departments which transition to shared services ensure that they set

up appropriate mechanisms to capture and report the savings that result
from the transition.
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CHAPTER 5: GENERAL GOVERNMENT SECTOR OUTPUT DELIVERY IN

2009-10 AND 2010-11

Section 5.1 Introduction

FINDING page
. . 163
Although for most non-cost performance measures exceeding the target is a
good outcome, in some cases the reverse is true. It is not always possible from
the budget papers to discern whether the Government’s intention is for results
to be more than, less than or equal to the performance measure target.
RECOMMENDATION 22 page
163
The Department of Treasury and Finance indicate in budget papers
whether exceeding, coming under or precisely achieving the target is
preferable for each performance measure.
Section 5.2  Departmental performance in 2009-10 and 2010-11
FINDING page
165
In both 2009-10 and 2010-11, actual results were close to target for
approximately 70 per cent of performance measures, having improved from
64 per cent in 2008-09.
FINDING page
. _ 165
For most departments, the proportions of performance measures with results
close to target have fluctuated such that no clear trend of improvement is
apparent.
FINDING page
_ _ 166
In both 2009-10 and 2010-11, the Department of Business and Innovation had
the smallest proportion of performance measures with results within 10 per cent
of target and the highest proportion of exceeded targets. This continues a trend
noted by the Committee as going back at least to 2007-08.
RECOMMENDATION 23 page
166
The Department of Business and Innovation seek advice from a suitably
qualified source to explore ways of improving the Department’s
performance with respect to meeting performance measure targets.
FINDING page
169

Cost over-runs for output delivery fell overall from 2.7 per cent of the total
budget estimate in 2009-10 to 1.6 per cent in 2010-11.
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FINDING page

169
Expenditure on outputs in the first half of 2010-11 was similar to that of the

second half of the year for all departments except for the Department of
Premier and Cabinet, where overall expenditure was greater in the second half
of the year.

FINDING page

171
When looking at individual cost targets, there are some substantial variations

between targets and actual costs for most departments. The Department of
Business and Innovation has consistently had the largest variations (in terms of
proportion) over the last three years. The Department of Justice has managed
to keep within its overall budget by reallocating funding between its outputs.
The Department has disclosed this reallocation in its annual reports.

Section 5.3  Output performance in 2009-10 and 2010-11

FINDING page

173
In 2009-10, 88 outputs (63 per cent) had most performance measure results

within 10 per cent of target levels while costing within 10 per cent of budget.

FINDING page

174
For 2009-10, there were seven outputs that had both cost measures and most

non-cost measures significantly varying from target. Five of these were within
the Department of Innovation, Industry and Regional Development.

FINDING page

174
In 2010-11, 86 outputs (61 per cent) had performance measure results within

10 per cent of target levels while costing within 10 per cent of budget.

FINDING page

176
In 2010-11, there were five outputs that had both cost measures and most

non-cost measures significantly varying from target. Of these five outputs,
three (Road Safety and Regulation, Investment Attraction and Facilitation and
Regional Infrastructure Development) had identical variances in 2009-10.

FINDING page

176
The Department of Justice’s output Infringement and Orders Management has

run significantly under budget for three years, yet still exceeded most of its
non-cost performance measures in 2010-11.

RECOMMENDATION 24 page

176
The Department of Justice review the output cost for the Infringement

and Orders Management output to ensure that the total cost is set at an
appropriate level for the delivery of this output.
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FINDING page

177
Two outputs have been identified in the Department of Business and Innovation

where actual costs were significantly below targets but results for all non-cost
measures were at or above targets. This suggests a disconnect between the
non-cost performance measures and the goods and services that are being
funded.

RECOMMENDATION 25 page

177
The Department of Business and Innovation review the Investment

Attraction and Facilitation and Exports outputs to ensure that the
non-cost performance measures provide a comprehensive overview of
what is being provided with the funding.

Section 5.4  Issues with performance measures

FINDING page

. 179
A number of performance measures have ranges as targets. In such cases it is

not clear what constitutes a significant variance.

RECOMMENDATION 26 page

179
When a target for a performance measure is a range and not a single

number, the Department of Treasury and Finance explain the reasons for
which a range was set, as well as the rationale for the range given, in the
budget papers.

RECOMMENDATION 27 page

The Department of Treasury and Finance change the Model Report to 179

specify that, where a performance measure has a range for a target,

any result falling outside that range constitutes a significant variation

requiring explanation in annual reports.

FINDING page
181

Actual results for a number of performance measures have been reported as

ranges rather than single figures. In the case of the Department of Education

and Early Childhood Development, where results have a confidence interval,

ranges have only been provided where the mid-point of the range is below

target and the confidence interval means that there is some chance that the

result may have been above target.

RECOMMENDATION 28 page
181

Where the Department of Education and Early Childhood Development
bases results for performance measures on a survey result, the
department report the mid-point of the range as the performance measure
result, and disclose the confidence interval in the comments.
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RECOMMENDATION 29 page

181
For all measures where results are extrapolated from a sample,

departments report confidence limits for each result.

FINDING page

. : . 182
Some performance measures are based on achieving certain project

milestones. In some cases, performance is measured against original
milestones but in others it is measured against milestones as adjusted over the
life of the projects.

RECOMMENDATION 30 page

182
Where departments have performance measures that are based on project

milestones, they calculate results based on the original milestones for the
project, and not milestones that have been subsequently altered to reflect

changes.
FINDING page
. . . - 183
Some quality performance measures are based on compliance with a minimum
standard of performance. For some measures, the standards are only what
is set out in legislation, whereas other measures are based on service levels
beyond what is mandated.
RECOMMENDATION 31 page
183
Departments review quality performance measures that are solely based
on compliance with legislation, to identify whether more challenging
service levels might be set as targets.
FINDING page
. . . 184
Some performance measures have dates as targets. No guidance is given in
the Model Report to indicate how to determine whether a delay in a completion
date is to be considered significant or material.
RECOMMENDATION 32 page
184
The Department of Treasury and Finance provide guidance in the Model
Report to help departments determine whether a delay in a performance
measure with a date as a target is significant or material.
FINDING page
184

There are instances of performance measures where the result was previously
given in terms of 50" and 90™ percentiles and is now given as a single result,
which reduces the ability for stakeholders to fully understand the performance
of departments. Other performance measures would also be made more
meaningful through reporting results at the 50" and 90" percentiles.
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Although many performance measures’ targets are adjusted in line with historic
results, there are some measures where historic results appear not to have
been taken into account.

RECOMMENDATION 33 page
184
Departments review their performance measures to determine whether
providing results at the 50" and 90" percentiles would convey a
more comprehensive understanding of departmental performance to
stakeholders.
FINDING page
186
A number of performance measures relate to whether or not a task was
completed. However, measures of when the task was completed or how well
the task was completed would convey more information about departmental
performance.
RECOMMENDATION 34 page
186
Departments review those performance measures which solely indicate
whether or not a task was performed and, where meaningful, replace them
with measures of the timeliness or quality of the task’s performance.
FINDING page
: . 186
The Department of Transport’s ‘Regional Rail Link’ output performance
measure provides no sufficiently meaningful information and its results are
ambiguous.
RECOMMENDATION 35 page
186
The Department of Transport revise its performance measure ‘Regional
Rail Link’ to more clearly define the measure.
FINDING page
. 187
When preparing targets for performance measures for the next year, expected
outcomes for the current year are calculated. These are included in the budget
papers. In 2010-11, the expected outcomes suggested that 203 measures
would vary significantly from target. The actual results, however, were that
360 measures had significant variances.
FINDING page
. 188
Some inaccurate expected outcomes for performance measures have come
about through inappropriately using data, failing to use data and through
miscalculations.
FINDING page
190
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FINDING page

190
Victoria Police has indicated that the target for the ‘Reduction in crimes against

the person’ performance measure has been set with regard to criteria in
addition to past or expected future performance.

RECOMMENDATION 36 page

190
The Department of Justice ensure that the target for the ‘Reduction in

crimes against the person’ performance measure be set with regard to
past or expected future performance and Victoria Police’s priorities.

FINDING page

193
The Department of Business and Innovation has significantly exceeded target

levels for its ‘New Investments Facilitated’ performance measure for several
years. Current procedures are not providing realistic expected outcome or
target figures for this performance measure.

RECOMMENDATION 37 page

193
The Department of Business and Innovation develop new procedures to

calculate expected outcomes and targets for performance measures.

FINDING page

193
There are examples where the Department of Treasury and Finance appears

not to be fulfilling its role (as set out in the Budget and Financial Management
Guidances) of reviewing departmental performance measures for their
relevance and robustness.

RECOMMENDATION 38 page

194
The Department of Treasury and Finance ensure that it has systems

in place to identify errors in the calculation of expected outcomes for
performance measures.

RECOMMENDATION 39 page

194
The Department of Treasury and Finance ensure that it has systems

in place to assess whether targets as suggested by departments are
appropriately realistic and robust.

FINDING page

194
The Department of Treasury and Finance has a role in providing accurate

information to the Government to assist in decision-making about resource
allocation. As part of this, the Department should ensure that the expected
outcomes in the budget papers are accurate.

RECOMMENDATION 40 page

194
The Department of Treasury and Finance develop a new quality

performance measure for itself that measures the accuracy of the
expected outcomes published in the budget papers.
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FINDING page

197
Departments are required to provide explanations for significant or material

variances between targets and actual results in their annual reports. However,
many explanations provided were unsatisfactory, due to providing unclear

or incomplete reasons, failing to identity the root cause, being simply a
restatement that there was a variance, failing to identify whether the factors
were internal or external or providing speculative reasons.

RECOMMENDATION 41 page
197
The Department of Treasury and Finance provide more guidance to
departments on required standards of explanations for variances for
performance measures.
FINDING page
: - . 198
There are examples of variances that are significant or material that do not
have explanations given in annual reports.
FINDING page
. . . . _ 199
There is at least one instance in 2010-11 where an actual result included in an
annual report has been an estimate without this being disclosed in the annual
report.
RECOMMENDATION 42 page
199

The Department of Treasury and Finance amend the Model Report to
instruct departments to identify any figures reported as actual results in
annual reports which are estimates.

CHAPTER 6: GENERAL GOVERNMENT SECTOR ASSET INVESTMENT
IN 2009-10 AND 2010-11

Section 6.1 Introduction

FINDING page

202
For the general government sector, asset investment totalled $5.9 billion in

2009-10 and $6.8 billion in 2010-11, an increase from $4.3 billion for 2008-09.
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Section 6.2  ‘Investment in financial assets for policy purposes’

FINDING page

203
Over $1.2 billion in 2009-10 and $1.9 billion in 2010-11 was invested in

‘investments in financial assets for policy purposes’. However, there is no

clear definition of this category nor explicit post-project reporting of these
investments, either in terms of investment outcome or the achievement of policy
aims.

RECOMMENDATION 43 page

203
The Department of Treasury and Finance provide a plain English

definition of ‘investments in financial assets for policy purposes’ as well
as a report detailing the investments that were funded under this item and
the outcomes of these investments.

Section 6.3 Investigation of asset projects

FINDING page

206
There were 297 departmental asset investment projects in the 2009-10

budget papers that continued in 2010-11. These projects had an aggregate
TEI in the 2009-10 budget papers of $12,049.8 million, which was revised to
$12,293.7 million in the 2010-11 budget papers, an increase of $243.9 million.
These changes are not currently discussed in departments’ annual reports.

FINDING page

206
Projects that have their TEI figures significantly revised upwards are more likely

to be large projects. Projects that have their TEI figures significantly revised
downwards are more likely to be small projects.

FINDING page

208
The Department of Education and Early Childhood Development contributed

the majority of the upward revisions in TEI for projects between 2009-10 and
2010-11.

FINDING page

208
The greatest downward variation in TEI was from the Commonwealth-funded

component of one project administered by the Department of Transport.

FINDING page

209
There were 251 projects that were included in the 2010-11 budget papers and

again in the 2011-12 budget papers. These projects had an aggregate TEI
in the 2010-11 budget papers of $12,288.8 million, which was increased to
$12,588.1 million in the 2011-12 budget papers, a growth of $299.3 million.
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FINDING page

209
As in 2009-10, in 2010-11 projects that had their TEls significantly revised

upwards were more likely to be large projects. Additional changes to large
projects foreshadowed by the Government but not yet quantified are expected
to reinforce this relationship.

FINDING page

211
The largest upward variation in TEI between 2010-11 and 2011-12 was for

the Department of Health. This was due to increases in TEI for the Bendigo
Hospital Redevelopment project and the HealthSMART project. The increased
TEI of HealthSMART seems to be a change of reporting rather than additional
funding.

FINDING page

211
Of the projects whose TEls were reduced downwards between 2010-11

and 2011-12, the largest revision was in the Department of Planning and
Community Development. The Department did not disclose the root cause for
the change in the budget papers.

FINDING page

214
In 2009-10, the actual expenditure on 239 projects varied significantly from the

budget estimate. The net effect of these variations was an under-expenditure of
$785.5 million.

FINDING page

215
For 2009-10, the greatest expenditure variances from budget estimates were

from the Department of Education and Early Childhood Development in terms
of dollar amounts, and the Department of Innovation, Industry and Regional
Development in proportionate terms.

FINDING page

216
During 2010-11, the expenditure on 244 projects varied significantly from

their budget estimates. Overall, the effect of these variations was an
under-expenditure of $679.3 million.

FINDING page

217
For 2010-11, the Department of Transport had the greatest variances (both

upwards and downwards) from budget in terms of dollar amounts.

FINDING page

218
For projects in 2010-11 where expenditure varied significantly from budget

estimates, the Department of Business and Innovation showed the largest
upward variation (as a proportion of budget) and the Department of Planning
and Community Development showed the largest downward variation.
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FINDING page

218
For both 2009-10 and 2010-11, expenditure was significantly less than the

budget, leading to carryovers for asset projects in subsequent years.

FINDING page

. i _ 219
For projects where there was a variation between actual expenditure and

budget estimates, the Department of Business and Innovation (formerly the
Department of Innovation, Industry and Regional Development) had the highest
upward variations in percentage terms for both 2009-10 and 2010-11 compared
to all other departments.

RECOMMENDATION 44 page

219
The Department of Business and Innovation investigate ways of

decreasing variances between budget estimates of yearly expenditure
and actual asset expenditure in a year.

FINDING page

221
Delays in asset projects in 2009-10 and 2010-11 far outweighed early project

completions.

FINDING page

222
Data about final TEls and completion dates, compared to original TEls and

completion dates, are not generally made available at the completion of
projects. Although some information on the progress of asset projects is
reported in various documents, no systematic reporting is made of final results.

RECOMMENDATION 45 page

222
In updating the 2011-12 Model Report, the Department of Treasury and

Finance require departments to report on all completed asset investment
projects. This report should include:

(@) the total actual investment;

(b) the total estimated investment reported at the start of the project;
(c) the final completion date;

(d) the completion date reported at the start of the project;

(e) adescription of issues that caused variances in the project; and

(f)  how the department intends to avoid such issues in future similar
projects.

FINDING page

226
Projects identified by the Government as ‘high value, high risk’, projects

identified as having cost pressures and projects assisted by Major Projects
Victoria had proportionately larger budget under-expenditures, proportionately
smaller budget over-expenditures and longer delays than the wider ‘all projects’

group.
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FINDING

Major Projects Victoria has commissioned a study to compare the Victorian
Government’s contract delivery performance with large-scale capital projects to
projects undertaken by interstate governments and the private sector.

page
227

RECOMMENDATION 46

The benchmark study commissioned by Major Projects Victoria to
compare the contract delivery performance of large-scale capital projects
undertaken by the Victorian Government with similar projects undertaken
by interstate governments and the private sector be made publicly
available.

page
227

FINDING

Although Major Projects Victoria reported an actual result of 100 per cent for its
performance measure of projects complying with agreed plans, the Committee’s
data show that actual expenditure for most of Major Projects Victoria’s asset
investment projects in 2009-10 and 2010-11 varied significantly from budget
estimates and that half of the projects experienced significant delays to their
completion dates. With respect to expenditure and timeliness, Major Projects
Victoria’s projects performed more poorly than the average project for Victoria.

page
228

RECOMMENDATION 47

The Department of Business and Innovation develop a set of performance
measures for Major Projects Victoria that measures the performance of
projects assisted by the unit compared to original targets.

page
229

RECOMMENDATION 48

The Victorian Auditor-General’s Office conduct a performance audit of
Major Projects Victoria to ensure that it:

(@) delivers value for money; and

(b) has appropriate mechanisms in place to demonstrate that it delivers
value for money.

page
229

FINDING

The projects contributing to the ‘Delivery of nominated Major Projects Victoria
projects complies with agreed plans’ performance measure change from year
to year and do not include all active projects. However, the Department of
Business and Innovation does not usually disclose which projects have been
included for any year.

page
229

RECOMMENDATION 49

The Department of Business and Innovation include in the Department’s
annual report a list of projects that contribute to the key performance
measure ‘Delivery of nominated Major Projects Victoria projects complies
with agreed plans’in that year.

page
229
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Section 6.4  Existing reporting mechanisms

FINDING page
- . . 232
Budget papers are forward-looking documents and do not provide details of
variances between budgeted and actual expenditure in previous years.
FINDING page
. . e L . 233
There are instances where the identification of a project in the following year’s
budget papers is difficult due to amalgamation of projects or splitting projects.
RECOMMENDATION 50 page
233
Asset investment projects reported in the budget papers should be
uniquely identified to allow an unambiguous determination of the project
in successive years.
FINDING page
. o : : : 234
The Committee has identified a number of cases in which the estimated
expenditure to 30 June in the budget papers has been significantly inaccurate.
FINDING page
. e . 235
The Committee has identified two cases where the budget papers are reporting
out-of-date information about asset investment projects.
RECOMMENDATION 51 page
235
The Department of Treasury and Finance review its system for producing
the budget papers to ensure that they contain the most up-to-date
information about asset investment projects.
FINDING page
. . . 236
The reporting of the HealthSMART project in the budget papers contains some
unusual elements and does not clearly communicate what is occurring with that
project.
FINDING page
. : . 236
The current system of reporting asset projects does not provide stakeholders
with comprehensive and reliable information on the projects.
RECOMMENDATION 52 page
236
To complement the State Capital Program budget paper, actual results for
all asset projects should be reported each year in a single source at the
end of the financial year. Consideration should be given to including, as a
minimum, the information suggested in Section 6.4.2 of this report.
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CHAPTER 7: OUTCOMES ACHIEVED IN 2009-10 AND 2010-11

Section 7.2  Growing Victoria Together

FINDING page
, - . L _ 239
The previous government’s overall vision, Growing Victoria Together, provided
five visions, with ten goals and 36 measures associated with them. By the
change of government, 20 measures (56 per cent) had been met or partially
met, while nine measures (25 per cent) had not been met. For seven measures
(19 per cent) it was not possible to tell whether or not the measures had been
met, due to data not being available or the targets being set for future years.
FINDING page
- . : 241
For the ‘thriving economy’ vision, four measures were met, one was partially
met, one was not met and the Committee was unable to fully determine
whether or not two measures were met.
FINDING page
: : - 244
For the ‘quality health and education’ vision, two measures were met,
two measures were partially met and three measures were not met.
FINDING page
_ . _ 247
For the ‘healthy environment’ vision, one measure was met, two partially met,
one not met and the Committee was unable to determine whether or not four
measures had been met, due to lack of data.
FINDING page
: . - 250
For the ‘caring communities’ vision, two measures were met, two measures
were partially met, three measures were not met, while with one measure the
Committee was unable to determine if the measure was fully achieved.
FINDING page
. . 251
For the ‘vibrant democracy’ vision, four measures were met and one was not
met.
Section 7.3  Outcomes achieved by the 57" Parliament
FINDING page
252

Details supplied by departments indicate a wide variety of planned outcomes
that were achieved between the election and the end of 2010-11. Only one
department indicated any significant program outcomes that were not achieved
in that period.
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CHAPTER 8: THE VICTORIAN AUDITOR-GENERAL’S OFFICE IN 2010-11

Section 8.3 Reports and advice

FINDING page

258
During 2010-11, the Victorian Auditor-General’s Office (VAGO) tabled 39 reports

in Parliament, compared to a target of 37. VAGO’s annual report currently
provides information in terms of quality, cost and timeliness. It also reports in
aggregate on the size of each report.

RECOMMENDATION 53 page

259
The Victorian Auditor-General’s Office add to the information currently

provided in its annual report:
(a) the audit cost compared to the original budget for each audit; and

(b) the anticipated tabling date for each performance audit report
planned to be completed in the following year.

FINDING page

260
Thirty perfomance audit reports were tabled in 2010-11 compared to a target

of 28. Four reports planned for 2010-11 were not tabled in that year and three
planned for other years were tabled in 2010-11.

FINDING page

261
When providing an update on its website of the performance audits in progress,

which includes the month when each report is currently expected to be tabled,
VAGO does not indicate in which financial year each report was initially planned
to be completed.

RECOMMENDATION 54 page

261
When publishing material on its website in relation to performance

audits in progress, which includes information about when each report is
expected to be tabled, the Victorian Auditor-General’s Office also include
particulars of the year in which each audit was initially earmarked for

completion.

FINDING page
: . : . 261

During 2010-11, VAGO achieved its target of having 90 per cent of reports

tabled within one month of the planned tabling dates (35 out of 39 reports),

compared to 81 per cent (26 out of 32) for the previous year.

FINDING page

263

Where VAGO reported that 98 per cent of Parliamentarians were satisfied or
very satisfied with VAGO’s reports and services in 2010-11, this result was
based on the responses of 40 out of the 128 members of Parliament.
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RECOMMENDATION 55 page

263
The Victorian Auditor-General’s Office explore avenues for having a

greater focus on the statutory requirements in section 3A(1)(b) of the
Audit Act 1994 in relation to examining effectiveness and economy in the
conduct of performance audits in future.

FINDING page

265
There is potential for expanding the criteria for assessing performance audit

reports to include an assessment of whether they address the concept of
‘efficiency’.

RECOMMENDATION 56 page

265
In relation to the annual peer review of performance audit reports, the

Victorian Auditor-General consider discussing with the Australasian
Council of Auditors-General the possibility of expanding the criteria to
include a focus on efficiency.

RECOMMENDATION 57 page

265
The Victorian Auditor-General’s Office reconsider establishing a

performance measure that quantifies the impact that performance audits
have had in terms of public sector entities generating efficiency gains
from their operations.

Section 8.4 Parliament

FINDING page
i, . , - : 267

In addition to providing private briefings to members of Parliament, the

Auditor-General provides briefing sessions for each report. On average, seven

members of Parliament attend the briefing sessions conducted about each

report.

RECOMMENDATION 58 page

267

The Victorian Auditor General’s Office obtain feedback on how briefing
sessions on the key findings of the Auditor-General’s reports could be
made more appealing or convenient to members of Parliament in order to
increase the attendance rate in the future.
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Section 8.5 Audit clients

FINDING page
. . , , . 269
VAGO achieved a client satisfaction rating score of 67 compared to a target
of 75. VAGO has included a more objective means to be reported on in future
years.
RECOMMENDATION 59 page
269
To assist in interpreting the overall quality of performance audits, the
Victorian Auditor-General’s Office supplement information reported
against its performance measures by:
(@) benchmarking the average score of audit reports by external
assessors against other jurisdictions; and
(b) disclosing the credentials of the external assessors.
FINDING page
. o 271
Eighty per cent of performance audit clients surveyed reported that they
received a clear explanation of the audit approach. The independent
performance auditor of VAGO identified a number of ways in which audit clients
suggested potential improvements.
RECOMMENDATION 60 page
271
To strengthen relationships with audit clients, the Victorian
Auditor-General’s Office:
(@) examine the reasons why particular performance audit clients
considered that the audit approach had not been clearly explained to
them; and
(b) adopt appropriate means to improve communication with clients.
Section 8.6  People
FINDING page
- . . 273
The average level of training provided to staff of 6.7 days in 2010-11 was
around twice the level provided by a comparative independent review body and
compared favourably with that of the Australian National Audit Office where an
average of 6.2 days was provided in 2010-11.
RECOMMENDATION 61 page
273
The Victorian Auditor-General’s Office disclose in its annual report the
level of expenditure incurred on staff training and development in each
year.




FINDING page
. . : L . 273
VAGO did not include any information in its annual report about the specific
areas where it was evident from the staff survey that improvement was
necessary with respect to organisational alignment.
RECOMMENDATION 62 page
273
The Victorian Auditor-General’s Office disclose in its annual report key
areas of organisational alignment identified through staff surveys as
requiring improvement, together with strategies to address these areas of
concern.
FINDING page
) 274
The outcome of the staff survey undertaken by the independent performance
auditor of the Victorian Auditor-General’s Office in June 2010 revealed that only
58 per cent of respondents would recommend the Victorian Auditor-General’s
Office as a preferred employer.
RECOMMENDATION 63 page
275
The Victorian Auditor-General’s Office consider surveying staff on a
continuous basis about whether they would recommend the Victorian
Auditor-General’s Office as a preferred employer and, if not, the reasons
for which they have not given positive responses. These matters should
be addressed where appropriate.
FINDING page
. L . . 276
The staff turnover ratio at the Victorian Auditor-General’s Office increased from
17 per cent in 2009-10 to 29 per cent in 2010-11. The voluntary turnover rate
increased marginally from 17 per cent to 20 per cent.
FINDING page
_ _ 276
VAGO has either launched or planned a wide range of development and
retention initiatives.
FINDING page
279

VAGO has implemented various initiatives that are linked to being collaborative,
agile and innovative in the workplace.
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Section 8.7  Organisation

FINDING page

280
In terms of leveraging systems and processes to improve organisational

performance, demonstrated outcomes for 2010-11 included the following:

— as indicated in Section 8.3.1 of this chapter, 90 per cent of reports were
tabled on time, which represented an improvement on 2009-10;

— 94 per cent of financial audit opinions were issued within three months; and

— the average cost per financial and performance audits was significantly
lower according to VAGO than comparable Australian audit offices.

Section 8.8  Disclosure of operational activities on a regional basis

FINDING page

282
VAGO does not disclose on a geographic basis the spread of its audit coverage

of the State.

RECOMMENDATION 64 page

282
To illustrate the breadth of audit activity and the way in which

audit resources are deployed throughout Victoria, the Victorian
Auditor-General’s Office report on the geographic coverage of audits
(both financial and performance). This may be disclosed in the Victorian
Auditor-General’s Office’s annual report or on its website.

CHAPTER 9: THE GOVERNMENT RESPONSES TO THE COMMITTEE’S
REPORT ON THE 2008-09 FINANCIAL AND
PERFORMANCE OUTCOMES

Section 9.1  Summary of the Government responses to the
Committee’s report on the 2008-09 financial and
performance outcomes

FINDING page

284
Of the Committee’s 67 recommendations in its Report on the 2008-09

Financial and Performance Outcomes, the previous Government accepted 61
(91 per cent), was reviewing one (1 per cent), rejected four (6 per cent) and
did not respond to one (1 per cent). The one to which the Government did not
respond related to the Parliamentary Departments, which rejected it.
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FINDING page

286
Of the 61 recommendations that were accepted or under review by the previous

Government, 33 (54 per cent) have been fully implemented to date.

FINDING page

286
There were 11 accepted recommendations from the Report on the 2008-09

Financial and Performance Outcomes that were to be implemented as part
of the Public Finance and Accountability Bill. Because the Bill did not pass in
Parliament, these recommendations have not been implemented.

RECOMMENDATION 65 page

287
The Government reconsider implementing (via appropriate guidance

materials) the recommendations noted in Table 9.3 that were accepted
by the previous Government and to be implemented as part of the Public
Finance and Accountability Bill.

Section 9.2  Quality of the Government’s responses

FINDING page

292
Overall, the Committee was pleased with the quality of responses to the Report

on the 2008-09 Financial and Performance Outcomes. However, the Committee
notes that six recommendations that were accepted in principle might have
been better classified as ‘under review’, and two accepted recommendations
might have been better classified as ‘reject’.







CHAPTER 1: INTRODUCTION

1.1

Background

The Committee’s Inquiry into the 2009-10 and 2010-11 Financial and Performance Outcomes
has examined the use of government funds by government departments and agencies in
2009-10 and 2010-11. As part of this inquiry, the Committee has looked at what was achieved
in those years and, particularly, how those achievements compare to stated expectations. The
Committee has also examined how entities reported their achievements to the Parliament and
the community, to ensure that mechanisms are in place to provide the appropriate levels of
accountability and transparency.

As a result of this inquiry, the Committee has produced two reports.

1.2

The Review of the 2009-10 and 2010-11 Annual Reports was tabled in

February 2012. That report examines the annual reports of 21 entities. It specifically
looks at what information the entities chose to include and how they presented that
information. In that report, the Committee made 43 recommendations about ways
that reporting could be improved in the future.

This report, the Report on the 2009-10 and 2010-11 Financial and Performance
Outcomes, focuses on the outcomes actually achieved by departments and agencies
in those years. It compares those outcomes to the targets, goals and objectives

set before the start of the year and to the outcomes of prior years. The purpose of
this report is to provide an overview of departments’ and agencies’ performance,
identifying any areas of concern and any areas where the Committee believes that
additional disclosure in future years would be in the public interest.

Comparing actual results to targets, goals and objectives

As noted above, this report examines how the achievements of government entities (i.e.
departments and agencies) compare to the Government’s targets, goals and objectives. The
main source that the Committee has drawn on for understanding the Government’s targets,
goals and objectives has been the budget papers. These are produced each May before the
start of the financial year and include:

1.
2.

overall financial objectives (in the Strategy and Outlook budget paper);

estimates of financial results for the year ahead (in areas such as revenue, expenditure
and levels of debt) for the general government sector and the public sector as a whole
(in the Statement of Finances budget paper);

estimates of financial results for the year ahead for each department (in the Statement
of Finances budget paper);

performance measures, with targets for the year ahead, for each department (in the
Service Delivery budget paper); and

specific estimates of expenditure for the year ahead for asset investment
(infrastructure) projects (in the Public Sector Asset Investment Program budget
information paper).
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As shown in Figure 1.1, the actual results compared to targets, goals and objectives for the
first two categories above are reported in the annual Financial Report for the State. Chapters 2
and 3 of this report examine the actual outcomes compared to these targets, goals and
objectives.

Departments’ annual reports are required to include a report on their financial performance
compared to the budget estimates (the third category above). These are discussed in Chapter 4
of this report.

Departments’ annual reports are also required to include details of the actual results for all of
the performance measures set out in the budget papers (the fourth category above), along with
explanations for significant or material variances from the targets. The Committee’s analysis
of departments’ performance on these measures, and an assessment of the explanations
provided in annual reports, is included in Chapter 5 of this report.

In all of these chapters, the disclosures in the annual Financial Reports for the State and the
annual reports of government entities have been supplemented with information received by
the Committee in response to its 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire.

There are currently no requirements for departments to report on their progress with respect
to asset investment projects. As these projects have involved more than $5 billion of funding
each year in recent years, the Committee considers that this lack of reporting is a serious
deficiency in the current reporting requirements. The former Committee made a number of
recommendations on this matter during the 56" Parliament. The current Government has
agreed to improve this situation in future years (see further discussion in Chapter 6). For this
inquiry, the Committee sought details from departments about asset investment in the 2009-10
and 2010-11 Financial and Performance Outcomes Questionnaire. Based on the responses to
the questionnaire, the Committee has undertaken an analysis of asset investment in 2009-10
and 2010-11, which is included in Chapter 6.
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Figure 1.1: Reporting on targets, goals and objectives set out in the budget

papers
Estimates and targets at the Reporting of actual results at
start of the financial year the end of the financial year
Strategy and Outlook budget paper overall financial objectives | Annual Financial Report for the
(Budget Paper No.2) State of Victoria
Service Delivery budget paper performance measures

departmental annual reports

(Budget Paper No.3)

general government sector
Statement of Finances budget financial estimates | Annual Financial Report for the

paper (Budget Paper No.4)®@ State of Victoria

financial estimates for
each department

departmental annual reports

Public Sector Asset Investment asset investment expenditure
Program budget information paper no reporting currently required
(Budget Information Paper No.1)®

Notes:
(@) published as Budget Paper No.5 in the 2011-12 Budget
(b) published as Budget Paper No.4 in the 2011-12 Budget

Source: Public Accounts and Estimates Committee

Targets, goals and objectives are published by the Government in a variety of policy
documents, as well as in the budget papers. In particular, the previous government produced
an overall set of visions called Growing Victoria Together, which set visions and goals for the
State as a whole. Each goal had a number of measures associated with it and most measures
included targets that were due to be accomplished by 2010. Chapter 7 of this report examines
to what extent these targets were met before the change of government in November 2010.
The chapter also examines the goals and objectives of the current government, elected in
November 2010.

1.3 Other matters examined in this report

In addition to examining government entities” performance compared to their targets, goals
and objectives, this report also explores their performance relative to prior years. A number
of issues arising from the outcomes achieved in 2009-10 and 2010-11 are also identified and
discussed.

In addition, the Committee has produced a chapter looking at the performance of the Victorian
Auditor-General’s Office in 2010-11 (Chapter 8 of this report). The Committee has included
this chapter as part of its oversight role with respect to the Office.

Finally, Chapter 9 of this report examines the previous government’s responses to the
Committee’s last report on financial and performance outcomes. In particular, the Committee
has noted what recommendations were accepted, what were rejected and how many of those
that were accepted have been implemented to date.
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1.4 Scope of this report

This report is focused on the outcomes achieved by the public sector in 2009-10 and 2010-11
and the performance of departments and agencies in delivering those outcomes. There is
some discussion about the financial outcomes achieved by the Victorian public sector as a
whole (referred to as the ‘State of Victoria’) in Chapters 2 and 3. Most of the report, however,
is focused on the general government sector, which includes “all government departments,
offices and other bodies engaged in providing services free of charge or at prices significantly
below their cost of production.”* The general government sector can be distinguished from
the public non-financial corporation sector (which recovers most of its costs through selling
its goods and services) and the public financial corporation sector (which provides financial
services).?

Both financial and performance outcomes have been examined in this report. The Committee
has looked at how the key financial results of departments, agencies, the general government
sector and the public sector as a whole compared to previous years’ results and to estimates
for 2009-10 and 2010-11. The Committee has also examined what goods and services were
delivered with that money. The Committee has sought to determine whether those goods

and services met the targets were set for them, both in terms of the outputs (that is, what was
delivered) and in terms of the outcomes (that is, the results of these outputs’ delivery in the
community).

As the quality of disclosure in annual reports was examined in the Review of the 2009-10

and 2010-11 Annual Reports, this has not been the main focus for this report. However, a
number of areas where disclosure in annual reports could be improved have been identified in
developing this report and recommendations made accordingly. Thus, a substantial proportion
of the recommendations in this report are focused on areas where additional disclosure would
be appropriate.

As the two years covered by this report span the change of government in November 2010,
the Committee’s examination looks at both the 56" and 57" Parliaments. It therefore looks at
performance relative to two different governments’ objectives and goals.

Chapter 8 of this report examines the Victorian Auditor-General’s Office (VAGO) in more
detail than any other government agency. This is because the Committee has a special role to
oversee VAGO.

14.1 Matters outside the scope of this review

This report is mostly focused on the outcomes achieved by the general government sector. The
Committee considers that there could be value in an examination of the other components of
the public sector (the public non-financial corporations and the public financial corporations),
but time has not permitted such an examination to occur as part of this report other than at the
high level in Chapters 2 and 3.

The review is focused primarily on 2009-10 and 2010-11. To provide context for the results
in those years, data from 2008-09 have been used in many analyses. Longer-term trend data
has only been used in dealing with selected matters. However, the Committee is in the process

1 Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, p.202
2 ibid., pp.205-6
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of developing some databases that will facilitate additional use of longer-term trend data in
future reports.
1.5 The review process
The majority of information used in this review has come from three sources:
e the 2009-10 and 2010-11 Financial Reports for the State of Victoria;
e departments’ and agencies’ annual reports; and

e the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire (and requests for further clarification that followed the Committee’s
receipt of the responses).

Copies of the responses to the questionnaire and further clarification points are all available
on the Committee’s website (www.parliament.vic.gov.au/paec).

15.1 The 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire

The Committee’s questionnaire was sent out in two parts to all government departments and
selected agencies as indicated in Table 1.1 below. Further clarification points were also sent to
selected entities, as indicated in the table.
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Table 1.1: Departments and agencies to which the Committee sent the
2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire

Entity Questionnaire Questionnaire Further
part one part two clarification
points

Alfred Health

Ambulance Victoria

Austin Health

Barwon Health

Barwon Water

City West Water Limited

Country Fire Authority

X | X | X[ X | X[ X|X|X

Department of Business and Innovation

Department of Education and Early Childhood
Development

x
x
x

x

Department of Health

Department of Human Services

x

Department of Justice X X

Department of Planning and Community
Development

X
X
X

Department of Premier and Cabinet

Department of Primary Industries

Department of Sustainability and Environment

Department of Transport

X | X | X | X | X
X | X | X | X | X

Department of Treasury and Finance

Eastern Health

Emergency Services Telecommunications Authority

Goulburn Murray Rural Water Authority

Melbourne Health

Melbourne Water Corporation

Metropolitan Fire and Emergency Services Board

National Gallery of Victoria

Parks Victoria

Parliamentary Departments

Port of Melbourne Corporation

Regional Development Victoria

Royal Children’s Hospital

Rural Finance Corporation of Victoria

South East Water Limited

Southern Health

XX |X[X[|X[X|IX[X|X|X|X|X|X[|X|[X[X|X|X]|X]|X]|X
X

Transport Accident Commission
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Entity

Questionnaire
part one

Questionnaire
part two

Further
clarification
points

Treasury Corporation of Victoria

VicRoads (Roads Corporation)

Victoria Police

Victoria State Emergency Service Authority

Victorian Auditor-General’s Office

Victorian Funds Management Corporation

Victorian Managed Insurance Authority

Victorian Skills Commission

Victorian WorkCover Authority (Worksafe Victoria)

VicTrack

VicUrban (Victorian Urban Development Authority)

V-Line Passenger Corporation

Western Health

Yarra Valley Water Limited

XIX | X | X[ X[X[|X[X[X|X]|X|X]|X]|X

Source: Public Accounts and Estimates Committee

Part One of the questionnaire contained generic questions for all entities (as appropriate)

about their:

e outputs and the associated performance measures;

e asset investment;

e revenue and revenue foregone;
e expenditure and savings;

e workforce;

e outcomes achieved; and

e adaptation to the change of government.

Part Two of the questionnaire was developed individually for each entity. It consisted of
specific questions arising from the Committee’s review of the entities’ annual reports (and, in
the case of the Department of Treasury and Finance, also from the Committee’s review of the

Financial Reports for the State).

The requests for further clarification sought additional details about responses that had
been given in either part one or part two of the questionnaire. In two cases, the request also
followed up details from the Government’s responses to a previous report on financial and

performance outcomes.
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152 Timeliness and quality of responses

All departments and agencies to which the Committee sent questionnaires responded to them.
The Committee particularly appreciates the effort made by those entities which provided
their questionnaire responses by the deadlines. However, a large number of responses

were returned to the Committee well after the deadlines (see Table 1.2). This caused some
significant difficulties for the Committee in meeting its planned tabling dates and reduced the
length of time that the Committee had available to scrutinise and analyse the data.

Table 1.2: Timeliness of responses to the Committee’s questionnaire

Entity® Questionnaire part Questionnaire part Further clarification
one received® two received® points received®
(due (due (due 2 March 2012)©
2 December 2011) 13 December 2011)

Department of Business and 5 January 2012 23 December 2011 8 March 2012

Innovation

Department of Education and Early | 6 January 2012 6 January 2012 2 March 2012

Childhood Development

Department of Health 6 January 2012 19 January 2012 2 March 2012

Department of Human Services 5 January 2012 19 January 2012 2 March 2012

Department of Justice 12 January 2012 18 January 2012 7 March 2012

Department of Planning and 31 January 2012 31 January 2012 5 March 2012

Community Development

Department of Premier and Cabinet | 5 January 2012 5 January 2012 15 March 2012

Department of Primary Industries 12 December 2011 21 December 2011 2 March 2012

Department of Sustainability and 5 January 2012 21 December 2011 2 March 2012

Environment

Department of Transport 11 January 2012 22 December 2011 6 March 2012

Department of Treasury and 20 January 2012 24 January 2012 5 March 2012

Finance

Parliamentary Departments 2 December 2011 14 December 2011 n/a

Victorian Auditor-General’s Office 2 December 2011 13 December 2011 21 March 2012
Note:

(@) The Committee asked departments to co-ordinate the responses of all of their portfolio agencies and
provide the responses to the Committee together; therefore only the departments have been listed in
this table.

(b) The dates listed are those on which final responses were received — in four cases, initial responses to
part one received by the Committee were deemed inadequate and the Committee requested that the
response be re-submitted. All were re-submitted.

Some departments received extensions of one week for parts one or two and four days for the further
clarification points.

(c) Except for the Victorian Auditor-General’s Office, whose response was due on 7 March 2012.

Source: Public Accounts and Estimates Committee

In addition to being well past the due date, there were a number of cases where the responses
provided by departments were unsatisfactory. In four cases, there were so many unsatisfactory
responses in the first version of the response submitted by the department that the Committee
insisted on the departments resubmitting the questionnaire. All four departments did return
more fulsome responses.
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In addition to these cases, a number of departments answered some questions in ways
that were particularly uninformative. For example, in response to a question seeking an
explanation for a significant variation between the estimated and actual expenditure on a
project, the Department of Treasury and Finance simply stated:?

Pattern of expenditure has not been totally consistent with original estimates.

Similarly, in response to a question seeking an explanation of why one of the Department of
Transport’s projects had a revised completion date, the Department advised:*

The revised completion date reflects earlier than expected completion of
station and track works.

Both of these responses simply restated what had occurred rather than providing an
explanation. There were many other responses similar to these that were received.

The Committee also notes a number of cases in which departments changed the question in
the questionnaire and answered the modified question rather than the original question that the
Committee had asked. This was done in some cases without any explanatory note.

Many of the questions that were asked in the further clarification points were instances where
either uninformative responses had been given or the department had modified the original
question.

The Committee considers that this pattern of providing late responses, uninformative
responses and changing the questions that have been asked indicates a lack of respect for the
Committee and Parliament and is unacceptable.

FINDING

Although all entities which were sent questionnaires by the Committee
returned them, there were many instances in which questionnaires were
returned late, answers to questions were unsatisfactory or uninformative
and in which departments had modified the question asked by the
Committee and not responded to the original question.

RECOMMENDATION 1:

In future years, departments provide timely responses to the
Committee’s questionnaires, with answers that are informative and
without modifications to the question.

1.6 Cost

The cost of this inquiry was approximately $100,600.

3 Department of Treasury and Finance, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 20 January 2012, p.7

4 Department of Transport, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 11 January 2012, p.49






CHAPTER 2: 2009-10 FINANCIAL OUTCOMES AND
2010-11 FINANCIAL OUTCOMES IN THE
56™ PARLIAMENT

2.1 Introduction

In this chapter, the Committee provides a high level commentary on the financial

outcomes achieved by the Government in 2009-10 (Part A) and for the first six months

0f 2010-11 (Part B). In broad terms, this period equates with the 56" Parliament, which
ended on 7 October 2010 (the 57" Parliament was opened on 21 December 2010). The
Committee’s examination of the financial outcomes for the newly elected Government in the
57" Parliament for the second half of the 2010-11 financial year is contained in Chapter 3 of
this report.

Table 2.1 presents the operating statement for the General Government Sector for the
following four periods:

e 2008-09 — 56" Parliament;
e 2009-10 — 56" Parliament;

e 1 July 2010 - 31 December 2010 — considered in this chapter as reflecting the
56™ Parliament; and

e 1 January 2011 - 30 June 2011 — 57" Parliament.

Information used by the Committee in its examination covering the 18 month period from

1 July 2009 to 31 December 2010 is primarily drawn from the Government’s Financial
Report for the State of Victoria 2009-10 and 2010-11 Mid-Year Financial Report. The report
issued by the Auditor-General on the result of the audit of the Government’s Financial Report
for the State for 2009-10 was also considered by the Committee.®

5 Victorian Auditor-General’s Office, Auditor-General’s Report on the Annual Financial Report of the State of Victoria,

2009-10, October 2010

11
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Table 2.1:  Operating statement for the years ended 30 June 2009
and 30 June 2010, together with the six months ended
31 December 2010 and 30 June 2011 — general government sector
2008-09 2009-10 1 July 2010 - | 1 January
31 December | 2011 —
2010 30 June 2011
($ million) ($ million) ($ million) ($ million)

Revenue
Taxation revenue 12,626.9 13,740.5 6,902.1 7,955.3
Interest 378.2 3335 198.5 221.6
Dividends and income tax equivalent
and rate equivalent revenue 490.4 485.6 316.6 87.4
Sales of goods and services 4,940.5 5,289.5 2,910.9 3,033.3
Grants 18,970.0 22,717.8 11,361.5 11,064.1
Other current revenue 1,878.9 2,018.4 895.1 1,080.4
Total revenue 39,284.8 44,585.3 22,584.8 23,442.1
Expenses
Employee expenses 14,296.9 15,404.8 8,046.1 8,328.7
Superannuation interest expense 609.7 866.7 469.6 461.9
Other superannuation 1,404.2 1,527.8 827.2 868.4
Depreciation 1,515.8 1,869.7 954.1 1,055.9
Interest expense 642.4 843.3 463.4 522.2
Other operating expenses 13,198.4 14,254.9 7,219.6 4,424.6
Grants and other transfers 7,366.3 9,174.5 4,122.8 7,744.9
Total expenses 39,033.7 43,941.7 22,102.9 23,406.6
Net result from transactions — Net
operating balance 251.2 643.6 481.8 35.5

Sources: Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10,
September 2010, p.41; Department of Treasury and Finance, 2010-11 Mid-Year Financial Report,
March 2011, p.3; Department of Treasury and Finance, response to the Committee’s Financial and
Performance Outcomes Questionnaire — Part Two, received 24 January 2012, pp.14-15

In terms of financial reporting, the Government reports on the following three sectors:®

e the general government sector that consists of all government departments and other
public sector agencies that are controlled and largely financed by government, which
provide services free or significantly below cost;

e the public non-financial corporation sector, which includes various water, rail and
port authorities that provide goods and services of a non-financial nature to the
public, while meeting commercial principles through cost recovery via user charges

and fees; and

6 Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010, pp.4, 13,

27




Chapter 2: 2009-10 Financial Outcomes and 2010-11 Financial Outcomes in the 56™ Parliament

e the public financial corporation sector that encompasses entities that provide services
to the general public and businesses, such as the statutory insurers, and those that
provide financial services predominately to other government entities such as the
Victorian Funds Management Corporation.

Together, these sectors constitute the public sector. The aggregated results from these sectors
are reported as results for the “State of Victoria’. Figure 2.1 provides an overview of this
reporting structure.

Figure 2.1: Entity framework for the State of Victoria

State of Victoria

Non-financial public sector

Public non-financial Public financial

General government . .
corporations corporations

Departments Statutory authorities and other agencies controlled by Government

Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011,
p.245

The Committee has used the Government’s key financial objectives, prior year figures and
budget estimates when examining the financial outcomes for 2009-10 and the first six months
of 2010-11.

The economic landscape exerted a major influence over the performance of the Victorian
economy and public sector financial outcomes achieved in 2009-10 and the first six months of
2010-11. The 2009-10 Budget delivered the Government’s response to the challenges posed
by the global financial crisis.” Accordingly, the Committee is cognisant of the prevailing
economic conditions that had an impact on the financial outcomes achieved over this period.
Support from the Commonwealth Government also had a significant impact on the financial
outcomes achieved at a state level over this time.

FINDING

External factors such as the economic climate and Commonwealth
Government support had a significant impact on the performance of the
Victorian economy and the achievement of public sector financial outcomes
in 2009-10 and the first half of 2010-11.

The high-level commentary in this chapter lays the foundation for some of the more detailed
coverage contained in the later chapters of this report.

7 ibid., p.1

13
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The information contained in Part B of this chapter relates to the financial outcomes achieved
in the first half of 2010-11 during the 56" Parliament. This provides an avenue for making
comparisons to the financial outcomes achieved in the second half of 2010-11 by the newly
elected Government in the 57 Parliament (see Chapter 3).

2.2

PART A

Overview of financial outcomes achieved in 2009-10 for the

gen eral government sector

An overview of the financial outcomes achieved in 2009-10 compared to the Government’s
financial objectives is set out in Table 2.2. As reported by the Government, each of the

five financial objectives set out by the Government in the 2009-10 Budget was achieved.?
Elaboration of some of these achievements is contained in later chapters of this report.

Table 2.2:

Financial performance compared to financial objectives

Objective

Performance achieved in 2009-10

Net result from transactions
(operating surplus)

Short-term

At least $100 million in each
year

Long-term

Maintain a substantial net
result from transactions
(operating surplus) that allows
for the delivery of infrastructure
objectives

The general government sector delivered a net result from transactions of
$643.6 million. This was largely attributed to an increase in income, mainly
relating to increased Commonwealth grants, partly offset by a reduction in
revenue from sales of goods and services. Further comment is included
later in this chapter and in Chapter 4 of this report.

Infrastructure
Short-term

Implement strategic
infrastructure projects

Long-term

Deliver world class infrastructure
to maximise economic, social
and environmental benefits

The Government stated in the annual financial report that in 2009-10 the
Government accelerated job-creating infrastructure projects and worked
with the Commonwealth government under the Nation Building — Economic
Stimulus Plan.

In 2009-10, while net infrastructure expenditure by the general government
sector totalled $5.7 billion, net infrastructure expenditure for the State of
Victoria amounted to $8.6 billion. Substantial asset investment occurred

on capital projects that related to the education, transport, health, water
and housing portfolios. Further comment is included in Section 2.7 of this
chapter and Chapter 6 of this report.

8 ibid., p.5




Objective

Performance achieved in 2009-10

Service delivery
Short-term

Implement 2006 election
commitments

Long-term

Provide improved service
delivery to all Victorians

The 2009-10 Budget provided funding for a number of election
commitments. The 2010-11 Budget provided funding for the last of the
election commitments.

Examples of improved service delivery cited by the Government included:

e admitting more patients to public hospitals;
e treating a greater number of patients in emergency departments;
e increasing investment in training places;

o funding education sufficiently so that Victoria performed at or above the
national minimum standard for literacy and numeracy across all test
levels of the years 3, 5, 7 and 9; and

e providing a stronger and more accessible police force with an additional
350 police by June 2010.

Further comment about outcomes achieved by the Government is included
in Chapter 7 of this report.

Taxation
Short-term
Implement reforms

Long-term

Provide a fair and efficient tax
system that is competitive with
other states

Unlike several other states that raised taxes in an attempt to address the
issue of deteriorating budget positions caused by the global financial crisis,
the Victorian Government reported that it maintained the levels of all tax
rates in its 2009-10 Budget.

As indicated by the Government, because Western Australia, Queensland
and New South Wales have greater access to mining royalty revenue than
Victoria, they are not as reliant on state taxes for revenue as is Victoria.
When taxes as well as royalties are taken into account for comparative
purposes between jurisdictions, Victoria’s ratio of taxes plus royalties to
gross state product has been below the Australian average for a decade.

Further comment is included later in this chapter and Chapter 4 of this
report.

Net financial liabilities
Short-term
Maintain a AAA credit rating

Long-term

Maintain state government net
financial liabilities at prudent
levels

Net debt for the general government sector increased from

$5.3 billion at 1 July 2009 (1.8 per cent of gross state product) to

$8.0 billion at 30 June 2010 (2.5 per cent of gross state product). These
increases reflect the borrowings used to fund the Government’s asset
investment program.

The level of net financial liabilities was also affected by an increase in the
superannuation liability of $1.9 billion, primarily driven by a reduction in
the discount rate that was used to value the liability. The actuarial loss on
superannuation amounted to $1.5 billion.

The ratio of net debt plus superannuation liability as a proportion of
non-financial public sector revenue was 79 per cent as at 30 June 2010,
which remains well under the 130 per cent target required by Standard and
Poor’s to maintain the current AAA credit rating.

Further comment is included in Section 2.7 of this chapter.

Sources: Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10,
September 2010, pp.5-9, 22, 34; Budget Paper No.3, 2009-10 Service Delivery, May 2009, pp.275-81

Chapter 2: 2009-10 Financial Outcomes and 2010-11 Financial Outcomes in the 56™ Parliament
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FINDING
Key financial outcomes achieved in 2009-10 included:

- the general government sector delivered a net result from
transactions of $643.6 million compared with an objective of at least
$100 million;

- with net infrastructure expenditure by the general government sector
of $5.7 billion in 2009-10 ($8.6 billion for the whole public sector),
substantial asset investment occurred on projects that related to
education, transport, health, water and housing portfolios;

- additional services were provided in a range of areas;

- while net debt for the general government sector increased from
$5.3 billion at 1 July 2009 (1.8 per cent of gross state product) to
$8.0 billion at 30 June 2010 (2.5 per cent of gross state product) to
fund the Government’s capital investment program, Victoria’'s AAA
credit rating was maintained; and

- taxation levels were maintained.
2.3 Economic conditions that influenced financial outcomes

In reference to the conditions of 2009-10, the Government stated that:®

The Australian and Victorian economies have been more resilient than many
other advanced economies in mitigating the impacts of recent global financial
and economic turmoil.

The Government provided details of a number of factors which it considered underpinned the
State’s economic strength. These are listed in Table 2.3.

Table 2.3: Examples of movements in various economic indicators

Economic Movement Effect of movement

indicator

Population Victoria’s population rose by 2.1 per cent over | In underpinning economic growth, this

growth the year to the December quarter 2009, which | stimulated consumer spending and
exceeded the Australian average. investment, particularly in housing.

Employment Largest increase of all the states over the Strong employment growth has supported

growth 12 months to June 2010, with over 100,000 business and consumer confidence.
new jobs created.

Housing At near-record levels due to low interest rates | Dwelling approvals far outstripped those

construction and first home buyer assistance. in other states, supporting business.

activity

Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10,
September 2010, pp.1, 10-11

However, the Committee notes that the Financial Report for the State does not explain how
these movements impacted on the particular revenue streams or specific financial outcomes.

9 ibid., p.1
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The Committee believes that the provision of such a nexus in future in the ‘Overview’ of

the Government’s annual financial report or a subsequent section dealing with economic
conditions and outcomes would assist in understanding the financial outcomes for the year.
The Committee recommended in its Report on the 2011-12 Budget Estimates — Part Three
that a similar nexus be provided in relation to linking economic forecasts to revenue estimates
in the budget papers.*°

RECOMMENDATION 2:

The Department of Treasury and Finance explain in the annual
Financial Report for the State the impact that the movement in each
economic indicator has had on revenue and other financial outcomes
derived by the State.

2.4 Summary of financial result for 2009-10 for the general
government sector

The audited operating statements for 2009-10 for the general government sector, drawn from
the annual financial report, are summarised in Table 2.4 and compared to 2008-09.

The main measure used by government as an indicator of fiscal performance is the item titled
‘net result from transactions — net operating balance’, which equates to an operating result
for the general government sector. This figure is the difference between the sector’s revenue
and expenditure. As shown in Table 2.2, it is the first of five financial objectives of the
Government.

Table 2.4 discloses that this result for 2009-10 was a surplus of $643.6 million. Table 2.4 also
shows a net result after recognising other economic flows such as disposals of non-financial
assets, accounting for financial assets or liabilities at fair value and actuarial gains/losses

for superannuation. The net result for the general government sector was a deficit of

$5,413.1 million.

10 Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Three, September 2011,
pp.146-7
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Table 2.4: Audited consolidated operating statement for the year ended
30 June 2010 — general government sector
2008-09 2009-10 Variation Variation
($ million) | ($ million) | ($ million) | (per cent)
Revenue
Taxation revenue 12,626.9 13,740.5 1,113.6 8.8
Interest 378.2 333.5 -44.7 -11.8
Dividends and income tax equivalent and rate
equivalent revenue 490.4 485.6 -4.8 -1.0
Sales of goods and services 4,940.5 5,289.5 349.0 7.1
Grants 18,970.0 22,717.8 3,747.8 19.8
Other current revenue 1,878.9 2,018.4 139.5 7.4
Total revenue 39,284.8 44,585.3 5,300.5 135
Expenses
Employee expenses 14,296.9 15,404.8 1,107.9 7.7
Superannuation interest expense 609.7 866.7 257.0 42.2
Other superannuation 1,404.2 1,527.8 123.6 8.8
Depreciation 1,515.8 1,869.7 353.9 23.3
Interest expense 642.4 843.3 200.9 31.3
Other operating expenses 13,198.4 14,254.9 1,056.5 8.0
Grants and other transfers 7,366.3 9,174.5 1,808.2 24.5
Total expenses 39,033.7 43,941.7 4,908.0 12.6
Net result from transactions — Net operating
balance 251.2 643.6 3924 156.2
Net gain/(loss) on disposal of non-financial assets 62.2 -40.4 -102.6 -165.0
Net gain/(loss) on financial assets or liabilities at fair
value -83.8 64.0 147.8 176.4
Net actuarial gain/(loss) of superannuation defined
benefits plans -7,510.1 -1,450.2 6,059.9 80.7
Share of net profit/(loss) from associates/joint venture
entities, excluding dividends -74.4 -1.4 73.0 98.1
Other gains/(losses) from other economic flows® -1,017.9 -4,628.8 -3,610.9 354.7
Total other economic flows included in net result -8,624.0 -6,056.8 2,567.2 29.8
Net result -8,372.8 -5,413.1 2,959.7 35.3
Note: (a) Reclassification of discount movement associated with insurance claims expense from
‘transactions expense’ to ‘other economic flows’ has required re-presentation of the 2008-09
results
Source:  Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10,

September 2010, p.41
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2.5 Analysis of operating and net result for 2009-10 in the
general government sector

2.5.1 Operating result

The general government sector includes all government departments and other bodies that
provide services free of charge or at prices significantly below their cost of production. The
primary purpose of these entities is to provide public services mainly of a non-market nature
for the community. The operations of these entities are financed mainly through taxes and
other compulsory levies.

As indicated earlier, the Government’s operating result in the general government sector (or
‘net result from transactions’) for 2009-10 was a surplus of $643.6 million.

The Committee notes that when the Government provides summarised data about the financial
results of the general government sector, the tables include data about:*

e the actual results for 2009-10;
e the actual results for the prior year; and

e the revised estimates for 2009-10 published in the next year’s budget papers (in
May 2010).

However the Government’s high-level commentary on the main factors influencing financial
performance for 2009-10 for the general government sector was substantially confined to

a comparison of the actual results for 2009-10 to the revised estimates in the May 2010
budget papers and does not include any commentary to explain material variances with the
actual financial outcomes for the prior year.!? The Committee believes that a more informed
commentary on general government sector financial outcomes would be provided by the
inclusion of an explanation of material variances in revenue and expense actual results with
those of the previous year.

The Committee notes that the annual financial report also includes a note to the audited
consolidated financial statements (Note 31) where explanations of material variances between
actual results and the corresponding original budget estimates are reported. This is also not
reflected in the high-level commentary.

FINDING

The annual Financial Report for the State explains variations between the
general government sector’s performance for the current year and initial
and revised estimates for the year, but not variations from the actual results
from the prior year.

11 Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010, p.14
12 ibid., pp.14-19
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RECOMMENDATION 3:

The Department of Treasury and Finance include a commentary on
material variances between actual financial outcomes for the general
government sector for the current year with the prior year’s actual
results in the annual Financial Report for the State.

As shown in Table 2.5, the general government sector’s operating surplus (net result from
transactions) for 2009-10 of $643.6 million significantly exceeded the original budget
estimate (by $414.1 million or 180 per cent), the prior year actual (by $392.4 million or
156 per cent) and the revised estimate (by $248.7 million or 63 per cent).

FINDING

The general government sector’s operating surplus (net result from
transactions) for 2009-10 of $643.6 million significantly exceeded the
initial budget estimate by $414.1 million, the surplus for the prior year by
$392.4 million and the revised estimate by $248.7 million.

Table 2.5:

General government sector — Comparison of the actual operating

surplus for 2009-10 with the prior year actual result and the

estimates for 2009-10

2009-10 Variance Variance Explanation for
actual variance
($ million) | ($ million) | ($million) | (per cent)
2009-10 initial budget 229.5 643.6 414.1 180.4 | See Table 2.6
2008-09 actual 251.2 643.6 392.4 156.2 | See below
2009-10 revised estimate 394.9 643.6 248.7 63.0 | See below

Source:
pp.41, 124

Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, October 2010,

Reasons for the operating surplus for 2009-10 exceeding the initial
budget by $414.1 million

Explanations for the major items that contributed to the material variations between the
original budget and actual financial outcomes that impacted on the operating surplus
generated for 2009-10 are set out in Table 2.6. The major drivers of the significantly
higher operating surplus generated by the general government sector in 2009-10 related to
higher-than-expected land transfer duty and GST revenue from the Commonwealth.

The Committee, in its Report on the 2009-10 Budget Estimates, drew attention to the
estimated operating surplus being supported by a significant amount of funding from the
Commonwealth Government, which included considerable funding for schools, social
housing and the transport system.** The Government stated in its 2009-10 Budget that the
substantial net infrastructure investment in 2009-10 and 2010-11 reflected a temporary

boost from projects being funded by the Commonwealth fiscal stimulus package to support
economic growth.** In total, the Government received $1.6 billion of one-off grants from the

13 Public Accounts and Estimates Committee, Report on the 2009-10 Budget Estimates — Part Two, October 2009, p.55
14 Budget Paper No.2, 2009-10 Strategy and Outlook, May 2009, pp.10, 25
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Commonwealth for specific major asset investments in 2009-10.% In accordance with the
required accounting treatment, this money is recognised as revenue in the operating statement,
but the use of this money on asset investment is not included in expenditure. As such, the
remaining one-off grants from the Commonwealth have enabled the general government
sector to generate an operating surplus for 2009-10 which exceeded the yearly target of
$100 million. However, if these Commonwealth grants for asset projects are not included in
the State’s revenue, the result would be a deficit of $950.7 million.®

Table 2.6:  General government sector, main drivers of the larger material
variations between initial budget estimates and actual outcomes
that impacted on the operating surplus result for 2009-10
Revenue/ | 2009-10 2009-10 Financial Main drivers
expense budget actual outcome
item estimate
($ million) | ($ million)
Taxation 13,273.7 13,740.5 Original Land transfer duty was $409 million higher than
revenue estimate expected, due to a greater than expected rebound
exceeded by in the property market following the downturn in the
$466.8 million market during 2008-09.
Grants 21,554.1 22,717.8 Budgeted Victoria received $628 million more in GST grants
revenue grants revenue | than budgeted (actual $10,043.3 million compared
exceeded by to the budget of $9,415.1 million) and $724 million
$1.2 billion more than in the prior year ($9,319.0 million
received in 2009-10), which reflected growth in
national pool collections. This money is received by
the Government without any specific purposes for
its expenditure.
A greater-than-expected level of grants from the
Commonwealth Government also included a boost
to the first home owners grant of
$248 million and an increase of $173 million
in grants related to the Building the Education
Revolution program for non-government schools.
However, this additional funding was offset by
additional expenses ($348 million for the first home
owners and $173 million for schools).
An additional grant for roads projects of
$230 million was received.
Other 13,821.3 14,254.9 Other operating | This outcome was primarily due to the impact of
operating expenses were | policy decisions that were taken since the 2009-10
expenses $433.6 million Budget which mainly related to:
over the ) .
original e bushfire response, preparedness, reconstruction
; and recovery that amounted to $235 million; and
estimate
e drought response initiatives worth $104 million
Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, October 2010,

pp.81, 124, 126-8

15 Budget Paper No.2, 2011-12 Strategy and Outlook, May 2011, p.24

16 ibid.
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FINDING

The general government sector’s operating surplus (net result from
transactions) for 2009-10 was higher than the original budget estimate due
mainly to higher-than-expected revenue derived from land transfer duty and
grants from the Commonwealth linked to the GST.

FINDING

One-off grants from the Commonwealth for asset investment are included
in revenue but the use of these funds is not included in expenditure. These
have enabled the general government sector to generate an operating
surplus for 2009-10, thereby exceeding the annual target of at least

$100 million. If these were not included in revenue, however, the result
would have been a deficit of $950.7 million.

Reasons for the operating surplus for 2009-10 exceeding the prior year
actual outcome by $392.4 million

The higher outcome for 2009-10 was primarily due to increases in taxation and
Commonwealth grant revenue. As shown in Table 2.4, the most material increases in revenue
items related to:

Taxation: $1,113.6 million or 8.8 per cent

In 2008-09, lower levels of taxation reflected slower economic growth. The increase
in taxation revenue during 2009-10, which reflected continued recovery from the
impact of the global financial crisis, was primarily attributed to an increase in land
transfer duties due to an increase in the value and number of properties sold.*’

Commonwealth grants: $3,747.8 million or 19.8 per cent

The increase was due largely to moneys received from the Commonwealth
Government in relation to the Nation Building — Economic Stimulus Plan whereby
the State received funding for the Building the Education Revolution program. In
addition, Victoria received additional funding for the construction and maintenance
of public and social housing.'

These outcomes were offset by increases in the following expense items:

17

18
19

Employee benefits: $1,107.9 million or 7.7 per cent

Higher wage rates under enterprise bargaining agreements and employee numbers
underpinned this increase, particularly in the hospital and education sectors.®

Other operating expenses: $1,056.5 million or 8.0 per cent

Grants and other transfers: $1,808.2 million or 24.5 per cent

Victorian Auditor-General’s Office, Auditor-General’s Report on the Annual Financial Report of the State of Victoria,
2009-10, October 2010, p.21

ibid, p.20
ibid, p.23



Chapter 2: 2009-10 Financial Outcomes and 2010-11 Financial Outcomes in the 56™ Parliament

Reasons for the operating surplus for 2009-10 exceeding the revised
estimate by $248.7 million

Items that had the largest impact on this outcome related to movements in the following: %

20
21
22
23
24
25

An increase of $98.5 million in taxation revenue

The higher-than-expected taxation revenue was primarily due to an increase in land
transfer duty due to higher-than-expected volume growth, which was consistent with
the improved property market.?

An increase of $606.4 million in Commonwealth grant revenue

The major items relating to the increase related to grants provided to the social
housing program under the Nation Building — Economic Stimulus Plan, payments for
local government assistance grants and funding for non-government schools grants
as part of the Building the Education Revolution program.?

An increase of $261.8 million in other revenue

Other revenue exceeding the revised estimate was due, in part, to additional revenue
generated from the TAFE sector from various miscellaneous fees and assets received
free of charge from the University of Melbourne, Swinburne University and the
Murray-Darling Basin Authority.?

A decrease of $138.5 million in revenue derived from the sales of goods and
services

This reduction primarily reflected revised funding arrangements for the desalination
plant, whereby payments from Melbourne Water Corporation were to be recognised
as revenue in the year the desalination plant is commissioned.?*

A decrease in other operating expenses amounting to $108.2 million

Expenditure on this item, which reflects the operating supplies and consumables used
to support the Government’s service delivery, was below the revised estimate due

to a large extent to the expenditure recorded in the schools sector that was initially
budgeted as an expense, but subsequently reclassified to capital expenditure to match
the actual nature of the expenditure.®

Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010, p.14
ibid., p.16

ibid., p.15

ibid., p.17

ibid.

ibid., p.19
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e Anincrease in expenditure of $710.0 million in the form of grants and other
transfers

This increase was mainly due to the on-passing of Commonwealth grants where
increases over the revised estimate related to payments associated with the social
housing program under the Nation Building — Economic Stimulus Plan, local
government assistance grants and non-government schools.?

2.5.2 Other economic flows and net result

In addition to determining the net result from transactions (i.e. the operating result) which
reflects the financial performance of the State, the Government accounts for various other
economic flows that have no cash impact (such as revaluation gains or losses and actuarial
gains and losses associated with the superannuation liability arising from the defined benefits
superannuation scheme) to arrive at the net result for the year.

As depicted in Table 2.4, after taking into account other economic flows that amounted to a
negative outcome of $6.1 billion for 2009-10, the net result for the general government sector
was a deficit of $5.4 billion. This is in sharp contrast to the 2009-10 Budget, which estimated
a net result of $242.8 million.?” The Financial Report for the State for 2009-10 indicates that
factors accounting for this difference included:*®

e areduction of over $4 billion in the valuation of land under roads due to a change in
the valuation methodology ; and

e $1.5 billion of actuarial losses on superannuation due to the reduction in the discount
rate used to value the superannuation liability.

The Committee notes that the Government, in discussing non-cash transactions taken into
account in determining the net result, reported that:*®

In particular, the non-cash impact of actuarial gains and losses associated
with the superannuation liability contributes to the volatility of the net result
due to the impact of movements in factors such as bond rates and investment
returns, over which the government has no control.

When comparing the net result between years, the net result for 2009-10 was an improvement
on the net result for 2008-09 (which resulted in a deficit of $8.4 billion, after taking into
account higher aggregate negative ‘other economic flows’ of $8.6 billion).

26 ibid., p.18

27 Budget Paper No.4, 2009-10 Statement of Finances, May 2009, p.10

28 Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010, pp.19, 128
29 ibid., p.19
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FINDING

The Committee acknowledges that the nature of ‘other economic flows’
can result in wide fluctuations from one year to the next in economic flows
that are outside those operating transactions that are controlled by the
Government. After taking into account other economic flows of $-6.1 billion
for 2009-10, the net result for the general government sector was a deficit
of $5.4 billion. Factors that impacted on the item ‘other economic flows’
included:

- a reduction of over $4 billion in the valuation of land under roads due
to a change in the valuation methodology; and

- $1.5 billion of actuarial losses on superannuation due to the reduction
in the discount rate used to value the superannuation liability.

2.6 State of Victoria outcome for 2009-10

The Financial Report for the State of Victoria also provides an overview and analysis of

the outcomes for the whole State public sector (referred to as the ‘State of Victoria’). This
overview includes coverage of the public non-financial corporation sector and the public
financial corporation sector as well as the general government sector. As there were no
estimates for the public financial corporation sector and the whole of state outcome, the
analysis is largely focussed on comparisons with the prior year. The Committee notes that
the presentation of estimates data for the public financial corporation sector and whole public
sector occurred for the first time as part of the budget papers for 2011-12, which will enable a
greater level of scrutiny of public sector results in the future.*

Table 2.7 shows a summary of the audited consolidated operating statements for the year
ended 30 June 2010 for the State of Victoria.

30 Budget Paper No.5, 2011-12 Statement of Finances, May 2011, p.41
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Table 2.7:  Audited consolidated operating statement for the year ended
30 June 2010 - State of Victoria
2008-09 2009-10 Variation Variation
($ million) | ($ million) | ($ million) | (per cent)
Revenue
Taxation revenue 12,443.6 13,534.6 1,091.0 8.8
Interest 1,190.0 982.9 -207.1 -17.4
Dividends and income tax equivalent and rate
equivalent revenue 411.7 422.7 11.0 2.7
Sales of goods and services 10,326.9 11,024.2 697.3 6.8
Grants 18,722.6 22,606.6 3,884.0 20.7
Other current revenue 2,354.5 2,591.3 236.8 10.1
Total revenue 45,449.4 51,162.4 5,713.1 12.6
Expenses
Employee expenses 15,037.0 | 16,218.3 1,181.3 7.9
Superannuation interest expense 610.4 867.7 257.3 42.2
Other superannuation 1,513.6 1,637.4 123.8 8.2
Depreciation 2,544.0 3,392.5 848.5 334
Interest expense 1,410.1 1,527.0 116.9 8.3
Other operating expenses 19,184.3 20,292.0 1,107.8 5.8
Grants and other transfers 5,273.8 6,632.8 1,359.0 25.8
Total expenses 45,573.1 50,567.6 4,994.5 11.0
Net result from transactions — Net operating
balance -123.8 594.7 718.5 580.4
Net gain/(loss) on disposal of non-financial assets 66.5 -49.5 -116.0 -174.4
Net gain/(loss) on financial assets or liabilities at fair
value -4,022.2 187.2 4,209.4 104.7
Net actuarial gain/(loss) of superannuation defined
benefits plans -7,572.5 -1,435.8 6,136.7 81.0
Share of net profit/(loss) from associates/joint venture
entities, excluding dividends -30.4 49.6 80.0 263.2
Other gains/(losses) from other economic flows® -1,406.4 -5,023.8 -3,617.4 -257.2
Total other economic flows included in net result -12,965.0 -6,272.4 6,692.6 51.6
Net result -13,088.8 -5,677.7 7,411.1 56.6
Note: (a) Reclassification of discount movement associated with insurance claims expense from
transactions expense’ to ‘other economic flows’ has required re-presentation of the 2008-09
results
Source:  Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10,

September 2010, p.41

Broken down by sector and taking into account inter-sector eliminations, Table 2.8 presents
a disaggregation of the financial performance of the State of Victoria between sectors for the

years ended 30 June 2009 and 30 June 2010.
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Table 2.8: Summary of disaggregated comprehensive operating statement
for the year ended 30 June 2010 ($ million)

General Public Public financial Inter-sector Consolidated
government sector | non-financial corporations eliminations (State of Victoria)
corporations

2008-09 | 2009-10 | 2008-09 | 2009-10 | 2008-09 | 2009-10 | 2008-09 | 2009-10 | 2008-09 | 2009-10

Revenue 39,284.8 | 44,585.3 6,562.4 7,658.1 5,217.8 5562.8 | -5,615.7 | -6,643.8 | 45,449.4 | 51,162.4

Expenses 39,033.7 | 43,941.7 6,380.7 7,263.5 5,407.4 5,676.7 | -5,248.6 | -6,314.3 | 45,573.1 | 50,567.6

Net
operating
balance 251.2 643.6 181.8 394.6 -189.6 -114.0 -367.1 -329.5 -123.8 594.7

Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010,
pp.72-3

Prior to taking into account inter-sector eliminations, approximately 77 per cent of revenue
and expenditure of the State of Victoria was derived from transactions relating to the general
government sector. The proportional breakdown of state revenue among sectors, prior to
eliminating inter-sector transactions, is shown in Figure 2.2. These percentages mirror the
breakdown for expenditure.

Figure 2.2: Proportional disaggregation of revenue among sectors before
inter-sector eliminations for 2009-10

billion ($) (%)

< General government sector 446 7
Public non-financial corporations 7.7 13
Public financial corporations 5.6 10
Total 57.9 100

Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10,
September 2010, pp.72-3

After taking into account inter-sector eliminations, the operating result (net result from
transactions) and net result for the State of Victoria are not substantially different from the
results for the general government sector (see Table 2.8), and the changes between 2008-09
and 2009-10 are mostly driven by changes in the general government sector.

2.6.1 Operating result

As shown in Table 2.8, the consolidated 2009-10 operating result (net result from
transactions) for the State of Victoria was a surplus of $594.7 million compared to a deficit
of $123.8 million in 2008-09. This positive movement comprised improved net results

from transactions for the general government sector, which is the main driver. The public
non-financial corporation sector and public financial corporation sector also had improved net
results from transactions.

27



Report on the 2009-10 and 2010-11 Financial and Performance Outcomes

28

The analysis of the major movements in the consolidated 2009-10 revenue and expenses
compared with the previous year for the State of Victoria, based on information disclosed in
the annual Financial Report for the State, are set out below. As indicated earlier, the annual
financial report also states that most components of State revenue and expenditure were
largely driven by the operations of the general government sector.3* Movements in actual
outcomes relating to revenue and expense items for the State of Victoria that are described
below are therefore restricted to those that were influenced by factors outside the general
government sector.

The Committee has noted that the annual financial report did not provide a commentary

on major variations in actual outcomes between 2009-10 and the prior year for the general
government sector. The Committee has made a recommendation for this to be addressed by
the Department of Treasury and Finance (see Recommendation 3).

FINDING

The consolidated 2009-10 operating result for the public sector as a whole
(the ‘State of Victoria’) was a surplus of $594.7 million compared to a deficit
of $123.8 million in 2008-09.

FINDING

Most components of public sector revenue and expenditure were largely
driven by the operations of the general government sector.

Revenue

As shown in Table 2.8, the aggregate revenue for the State of Victoria increased from

$45.4 billion for 2008-09 to $51.2 billion for 2009-10, an increase of $5.8 billion or

13 per cent. The main factors contributing to this growth related to increases in taxation
revenue and grants received in the general government sector (see Section 2.5.1). In terms of
the public non-financial corporation sector and public financial corporation sector, the main
areas of growth related to revenue generated from the sales of goods and services, grants and
other current revenue.

Sales of goods and services

In analysing the main factors contributing to this result, revenue generated by the State
from the sales of goods and services increased by $697.3 million (or 6.8 per cent) from
$10.3 billion to $11.0 billion for 2009-10. Amounts included in this movement between the
sectors are set out in Table 2.9.

Grants

The analysis shows that on a whole State public sector basis, after taking into account
inter-sector eliminations, grants revenue increased by $3.9 billion (or 21 per cent) from

$18.7 billion for 2008-09 to $22.6 billion for 2009-10. Of the three sectors, the largest
growth occurred in the general government sector, where grants grew by $3.7 billion between
2008-09 and 2009-10. In the public non-financial corporation sector, grants revenue grew

31 Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010, pp.29-30
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by $923.4 million to $2.9 billion.*> The receipt of additional Commonwealth funding for
social housing projects was a main contributor to this increase in the public non-financial
corporation sector, which would have formed part of inter-sector eliminations prior to
determining the consolidated figure for the State.*

Table 2.9: Major movements in sales of goods and services, 2008-09
compared with 2009-10 (gross of inter-sector eliminations)

Sector 2008-09 2009-10 Variance Variance Reasons for variance

($ million) | ($ million) | ($ million) | (per cent)

Public 3,922.1 4,030.9 108.8 2.8 | o Anincrease in the regulated price of
non-financial water, as approved by the Essential
corporation Services Commission, for sales by
sector water entities

e Higher residential and commercial
land sales by VicUrban

e An offsetting reduction in revenue
arising from the absorption of
the Victorian Energy Networks
Corporation into the national
Australian Energy Market Operator on
30 June 2009

Public 3,086.1 3,280.4 194.3 6.3 | o To a large extent, the impact on
financial revenue from Transport Accident
corporations Commission and the Victorian

WorkCover Authority premiums that
were influenced by consumer price
index and wage inflation increases,
as well as an increase in vehicles and
employment growth.

Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10,
September 2010, pp.28-9, 72-3

Other revenue

On a consolidated basis, the category ‘other revenue’ increased by $236.8 million (or

10 per cent) to $2.6 billion for 2009-10 compared with the prior year. This variation included
an increase of $94.3 million in the public non-financial corporation sector. This increase
included the receipt of higher developer contributions in the metropolitan water sector and
land received free of charge by the Melbourne Convention and Exhibition Centre.3 In relation
to the land received free of charge, this transaction also would have formed part of inter-sector
eliminations prior to determining the consolidated figure for the State.

Expenses

Table 2.7 shows that aggregate expenditure for the State of Victoria rose from $45.6 billion
for 2008-09 to $50.6 billion for 2009-10, an increase of $5.0 billion or 11 per cent. The main
factors contributing to this variance in the public non-financial corporation sector and public

32 ibid, p.72
33 ibid., p.29
34 ibid.

29



Report on the 2009-10 and 2010-11 Financial and Performance Outcomes

30

financial corporation sector included costs associated with depreciation and interest. The
factors affecting the general government sector are discussed above (see Section 2.5.1).

Depreciation

Depreciation costs for the State increased by $848.5 million (or 33 per cent) to $3.4 billion.*
The $492.1 million increase in depreciation within the public non-financial corporation sector
was influenced by a higher depreciable asset base which largely came from:*

e arevaluation of assets within the water and transport sectors at 30 June 2009; and
e substantial infrastructure investment during the period.
Interest expense

At $1.5 billion, the interest expense for the State was $116.9 million (or 8 per cent) higher

for 2009-10 compared with 2008-09. This movement was driven by an increase in State
borrowings of $4.5 billion. Of this amount, $1.6 billion was attributable to the public
non-financial corporation sector, which reflected the significant investment in capital
infrastructure, most notably projects aimed at securing the future water supplies for Victoria.*’
As most of the increase in State borrowings was incurred by the general government sector,
the largest proportion of the increase in the interest expense for the State related to the general
government sector.

FINDING

The aggregate revenue for the public sector as a whole increased from
$45.4 billion for 2008-09 to $51.2 billion for 2009-10, an increase of

$5.8 billion or 13 per cent. In terms of the public non-financial corporation
sector and public financial corporation sector, the main areas of growth
related to revenue generated from the sales of goods and services, grants
and other current revenue.

FINDING

The aggregate expenditure for the public sector as a whole rose from
$45.6 billion for 2008-09 to $50.6 billion for 2009-10, an increase of

$5.0 billion or 11 per cent. The main factors contributing to this variance in
the public non-financial corporation sector and public financial corporation
sector included costs associated with depreciation and interest.

2.6.2 Net result

The 2009-10 net result for the State (see Table 2.7) was a deficit of $5.7 billion (compared to a
$13.1 billion deficit in 2008-09). This improved financial outcome for the State was to a large
extent due to:

e an increase in the net result from transactions of $718.5 million;

35  ibid., p.28
36 ibid., p.30
37 ibid.
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e aturn around in the net loss on financial assets or liabilities at fair value of
$4.2 billion or 105 per cent (in 2008-09 net losses occurred in the public
non-financial corporation sector due largely to the revaluation of financial assets
and liabilities by the State Electricity Commission of Victoria following a fall in the
aluminium price, as well as losses incurred in the public financial corporation sector
due to the downturn in financial markets*®); and

e an improvement in the net actuarial loss of superannuation defined benefits plans of
$6.1 billion or 81 per cent.

These outcomes were offset by a large extent by losses from ‘other economic flows’ of
$3.6 billion which included, as stated earlier, a downward revision of $4.0 billion to the value
of land under roads in the general government sector.

FINDING

The 2009-10 net result for the public sector as a whole was a deficit of
$5.7 billion (compared to a $13.1 billion deficit in 2008-09).

2.7 Asset expenditure and debt movements in 2009-10 in the
general government sector

2.7.1 Asset expenditure

Expenditure on asset investment on a cash basis

Table 2.10 provides an outline on a cash basis of the funding for the general government
sector’s capital investment program for 2009-10 compared to the budget for 2009-10 and
prior year actual. Expenditure on an accrual basis is set out in Table 2.12.

The 2009-10 budget papers reveal that the Government’s expenditure on approved projects
for the year in the general government sector was initially projected to total $7.2 billion® (this
amount is equal to the investment by the general government sector for fixed assets, including
investment by public non-financial corporations which is funded by the general government
sector®?). In comparison, the actual expenditure was $5.9 billion, which was $1.3 billion

(18 per cent) less than the initial estimate in the budget papers (see Table 2.10).*

Despite being less than budget, the expenditure on approved projects was $1.6 billion
higher than in 2008-09 (see Table 2.10) and represented the largest infrastructure program in
Victoria’s history.*? Infrastructure investment in the general government sector for 2009-10
focused on education, transport, housing and health.*®

38 Department of Treasury and Finance, Financial Report for the State of Victoria 2008-09, October 2009, p.34
39 Budget Paper No.2, 2009-10 Strategy and Outlook, May 2009, pp.10, 49

40 ibid.

41 Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010, p.25
42 ibid., pp.3, 25

43 ibid., p.26
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The Committee found there was a lack of disclosure in the annual Financial Report for the
State for 2009-10 regarding the Government’s underspend of $1.3 billion on net infrastructure
investment in the general government sector compared to initial expectations.

The Committee notes that the only commentary in the annual financial report for 2009-10
relating to these variations was as follows:*

Net investment in fixed assets for 2009-10 was $5.7 billion, which was
5.3 per cent lower than the revised budget figure [$6.0 billion]. This result
was over $81.6 billion higher than the investment in fixed assets in 2008-09.

No reference was made to the variation between the budget estimate and the actual
expenditure, which was a much larger variation than between the revised estimate and the
actual figure.

The Committee is of the view that, as asset investment in the general government sector for
2009-10 fell short of initial expectations by $1.3 billion or 18 per cent, the Government in
its annual financial report should have disclosed the main asset investment projects where
planned expenditure did not occur, the reasons for the budget underspend and the impact

on the achievement of planned outcomes. For example, commentary on the effect of the
underspend on the achievement of the expectations concerning job creation would have been
desirable.

FINDING

The expenditure on approved asset investment projects for the general
government sector in 2009-10 amounted to $5.9 billion, which was
$1.3 billion (18 per cent) less than the initial budget of $7.2 billion, but
$1.6 billion (36 per cent) more than the prior year actual of $4.3 billion.
There was a lack of disclosure in the Financial Report for the State for
2009-10 regarding the underspend.

RECOMMENDATION 4:

Regarding asset investment projects, where significantly less than
the budget estimate is spent in a year, the Department of Treasury and
Finance disclose in the annual Financial Report for the State:

(@) thereasons for the underspend;
(b) the asset projects affected; and

(c) theimpact on the achievement of planned outcomes.

44 Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010, p.26
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Table 2.10: Funding of the capital program for the general government sector

—2009-10 compared to budget and prior year (cash basis)

Expense and funding items 2008-09 2009-10 2009-10 Budget Actual to

actual Budget actual variance actual
variance

[A] (B] [C] [C]-[B] [C]-[A]
($ million) | ($ million) | ($ million) | ($ million) | ($ million)

Operating surplus 251.2 165.1 643.6 478.5 392.4

Add back: Non-cash revenues and

expenses (net)® 1,729.5 2,146.2 2,559.8 1,305.7 830.3

Net cash flow from operating activities 1,980.7 2,311.3 3,203.4 892.1 1,222.7

Less:

Net investment in fixed assets

Expenditure on approved projects 4,319.4 7,183.4 5,897.8 -1,285.6 1,578.4

Proceeds from the sale of non-financial -268.2 -222.8 -187.4

assets

Total net investment in fixed assets 4,051.2 6,960.6 5,710.5 -1,250.1 1,659.3

Finance leases 453.4 74.7 74.5 -0.2 -378.9

Other investment activities (net) 617.7 -39.7 90.3 130.0 -527.4

Increase in net debt 3,141.7 4,684.2 2,671.9 -2,012.3 -469.8

Net debt at year-end 5,291.7 9,900.0 7,963.6 -1,936.4 2,671.9

Net debt to GSP at year end (%) 1.8 3.7 2.5

Note: (@)
employee benefits

Sources:

includes depreciation and non-cash movements in liabilities such as superannuation and

Budget Paper No.2, 2009-10 Strategy and Outlook, May 2009, pp.49, 56, Budget Paper No.2, 2010-11

Strategy and Outlook, May 2010, p.51; Department of Treasury and Finance, Financial Report for the
State of Victoria 2008-09, October 2009, p.29; Department of Treasury and Finance, Financial Report

for the State of Victoria 2009-10, September 2010, pp.22-3, 25

Table 2.11 shows an analysis of the relationship between the expenditure on approved asset
investment projects for 2009-10 and the value of land, buildings, infrastructure, plant and
equipment for the general government sector as at 30 June 2010. This percentage increase

in expenditure from 2008-09 to 2009-10 compared to the asset base reflects the additional
expenditure offset, in part, by the increase in the disposal of land and buildings of $1.3 billion
that occurred in 2009-10, while the lower actual percentage compared to the budget was due,
in part, to the closing balance for land and buildings standing at $56.4 billion at 30 June 2010
compared to the initial estimate of $41.1 billion — an increase of $15.3 billion — as well as the
significant underspend on asset investment.*

45 ibid., p.108; Budget Paper No.4, 2009-10 Statement of Finances, May 2009, p.54
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Table 2.11: Approved expenditure on asset investment projects as a
proportion of major non-financial assets, general government
sector, 2009-10 compared to prior year and budget

2008-09 2009-10 2009-10
actual actual Budget
($ million) ($ million) ($ million)
Expenditure on approved asset investment projects 4,319.4 5,897.8 7,183.4
Land, buildings, infrastructure, plant and equipment 87,409.7 89,419.7 74,569.2
Approved expenditure on asset investment projects as a
proportion of major non-financial assets (per cent) 4.9 6.6 9.6

Sources: Budget Paper No.4, 2009-10 Statement of Finances, May 2009, p.12; Department of Treasury and
Finance, Financial Report for the State of Victoria 2008-09, October 2009, p.29; Department of
Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010, p.25, 42;
Budget Paper No.2, 2009-10 Strategy and Outlook, May 2009, p.49

In addition to examining expenditure on approved asset investment projects on a cash basis,
the Committee also examined the acquisition of land, buildings, infrastructure, plant and
equipment on an accrual basis whereby assets are recognised in the reporting period to which
they relate regardless of whether cash is paid. This analysis is set out below.

Expenditure on asset investment on an accrual basis

Expenditure incurred in acquiring land, buildings, infrastructure, plant and equipment in
2009-10 compared to 2008-09 for the general government sector and the State is outlined in
Table 2.12. In terms of the asset investment in the general government sector during 2009-10,
the annual Financial Report for the State indicates that the Government concentrated on
investment in key infrastructure projects that included:*

e continuing with the Victorian Schools Plan;
e delivering the initial stages of the Victorian Transport Plan; and

e working in conjunction with the Commonwealth to deliver the Building the
Education Revolution and expanding social housing under the Nation Building —
Economic Stimulus Plan.

With regard to asset investment across the whole public sector, the annual financial report
discloses that this largely represented capital infrastructure spending on water-related projects,
social housing, port infrastructure and public transport.*’

Chapter 6 of this report provides further analysis of asset investment in 2009-10.

46 Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010, p.3
47 ibid., p.32
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Table 2.12: Major categories of asset investment, 2009-10 expenditure

compared to 2008-09 (accrual basis)

Chapter 2: 2009-10 Financial Outcomes and 2010-11 Financial Outcomes in the 56™ Parliament

Asset investment category General government State of Victoria
sector
2008-09 2009-10 2008-09 2009-10
($ million) ($ million) ($ million) ($ million)
Land and buildings 1,433.3 3,353.7 2,610.9 4,215.8
Plant, equipment and vehicle, and other
infrastructure systems 1,477.2 909.5 5,689.0 4,406.6
Road networks and earthworks 961.1 1,056.3 963.3 1,057.1
Cultural assets 16.1 25.7 20.1 25.8
Total 3,887.7 5,345.2 9,283.3 9,705.3
Source:  Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10,
September 2010, pp.108-9
2.7.2 Movements in net debt — general government sector

It can be seen from Table 2.10 that the increase in net debt of $2.7 billion in 2009-10 in the
general government sector to $8.0 billion at year end, or 2.5 per cent of gross state product,
was $2.0 billion lower than the initial estimated increase for the year. In the annual Financial
Report for the State, the Government indicated that the increase in net debt of $2.7 billion in
2009-10 compared with the prior year reflected ‘the Government’s commitment to deliver a
record infrastructure investment program, despite the effects of the global financial crisis on
the State’s GST and taxation revenues’.*

The information shown in Table 2.10 shows that the lower-than-initially-estimated level

of debt arose, primarily, as a result of the increase of $892.1 million in the year’s expected
cashflow from operations and $1.3 billion less than initially planned being spent. Table 2.10
also shows that the higher than expected cash flow from operations enabled a larger
proportion of the net investment in fixed assets for 2009-10 to be funded from cash operating
surpluses (56 per cent) than was planned (33 per cent) with a lesser proportion financed by
borrowings than initially envisaged.

Victoria’s net debt is compared to other jurisdictions in Section 3.7.4 of this report.

FINDING

Net debt in the general government sector grew by $2.7 billion in 2009-10
compared with the prior year, to fund the Government's asset investment
program. Net debt stood at $8.0 billion at 30 June 2010. This was
significantly lower than initially estimated as a result of an increase of
$892.1 million in the year’s expected cashflow from operations (which was
used to fund asset investment) and spending $1.3 billion less than initially
planned.

48 ibid., p.23
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FINDING

Net debt was 2.5 per cent of gross state product in the Victorian general
government sector at 30 June 2010, which was less than the initial estimate
of 3.7 per cent but more than the prior year proportion of 1.8 per cent.

2.7.3 Movements in net debt — non-financial public sector

The annual Financial Report for the State provides details of movements in net debt for the
non-financial public sector (which comprises the general government sector and the public
non-financial corporation sector). It excludes the public financial corporation sector. In
terms of disclosing information relating to the net debt and net financial liabilities for the
non-financial public sector, the Government stated that:*

Under the Uniform Presentation Framework adopted by all Australian

jurisdictions, this is the broadest sector classification for which data is
currently required to be presented. It is also the sector for which current year
and forward estimates are published each year, and forms the basis of analysis
and interstate comparisons by the international credit rating agencies.

The Committee notes that net debt for the non-financial public sector increased from

$10.7 billion at 30 June 2009 to $14.8 billion at 30 June 2010. As a ratio compared to gross

state product, this represents an increase from 3.7 per cent to 4.7 per cent.>® As noted earlier,
the Government stated that the increase predominantly reflected the additional debt that was
incurred to finance the State’s expanded infrastructure program, which was aimed at placing
Victoria in a competitive position to take advantage of the global economic recovery.®

PART B

Part B of this chapter provides an overview of the financial outcomes achieved for the six
months to 31 December 2010 for the general government sector and the State of Victoria.

2.8 Overview of financial outcomes achieved for the first six
months to 31 December 2010 for the general government
sector compared to the Government’s financial objectives

Table 2.13 provides summary comments on how the Government’s achievements for the first
six months of 2009-10 compared to its financial objectives. Elaboration of some of these
achievements is contained in later chapters of this report.

The Committee notes that a mid-year analysis that discusses the Government’s progress
towards its financial objectives is not included in its Mid-Year Financial Report.

49 ibid., p.33
50 ibid., p.34
51 ibid.



Table 2.13: Financial performance compared to financial objectives

Objective

Performance achieved for the six months to 31 December 2010

Net result from transactions (operating
surplus)

Short-term
At least $100 million in each year

Long-term

Maintain a substantial net result from
transactions (operating surplus) that
allows for the delivery of infrastructure
objectives

The general government sector delivered a net result from
transactions of $481.8 million. Further comment is included later in
this chapter and in Chapter 4 of this report.

Infrastructure
Short-term

Implement strategic infrastructure
projects

Long-term

Deliver world class infrastructure
to maximise economic, social and
environmental benefits

While expenditure on approved projects by the general government
sector totalled $3.4 billion, net infrastructure expenditure for the
State of Victoria amounted to $4.7 billion. Further comment is
included in Section 2.13.1 of this chapter and Chapter 6 of this
report.

Service delivery
Short-term
Implement 2006 election commitments

Long-term

Provide improved service delivery to all
Victorians

The 2010-11 Budget provided funding for the last of the 2006
election commitments.

According to the Government, the 2010-11 Budget delivered
quality services in health, education and public safety, in addition to
responding to other high-priority community needs.

The largest expenditure items according to government purpose for
the six months to 31 December 2010 for the general government
sector related to health ($6.1 billion), education ($5.9 billion) and
transport and communications ($2.5 billion).

Further comment about outcomes achieved by the Government is
included in Chapter 7 of this report.

Taxation
Short-term
Implement reforms

Long-term

Provide a fair and efficient tax system
that is competitive with other states

Comment is included Chapter 3 of this report.

Net financial liabilities
Short-term
Maintain a AAA credit rating

Long-term

Maintain state government net financial
liabilities at prudent levels

Net debt for the general government sector increased from

$8.0 billion at 30 June 2010 (2.5 per cent of gross state product)
to $9.9 billion at 31 December 2010 (3.1 per cent of gross state
product). These increases reflect the borrowings used to fund the
Government’s asset investment program.

The ratio of net debt to gross state product for the non-financial
public sector increased from 4.9 per cent at 30 June 2010 to
5.4 per cent at 31 December 2010.

Further comment is included in Section 2.13.2 of this chapter.

Source:

Budget Paper No.2, 2010-11 Strategy and Outlook, May 2010, p.6; Department of Treasury and

Finance, 2010-11 Mid-Year Financial Report, March 2011, pp.2, 11, 12, 14, 17, 41, 110
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FINDING

Key financial outcomes achieved for the six months to 31 December 2010
included:

- the general government sector delivered an operating result (net
result from transactions) of $481.8 million compared with an objective
of at least $100 million over the whole year;

- expenditure on approved asset projects incurred by the general
government sector amounted to $3.4 billion ($4.7 billion for the public
sector as a whole);

- additional services continued to be provided in a range of areas;

- net debt for the general government sector increased from $8.0 billion
at 1 July 2010 (2.5 per cent of gross state product) to $9.9 billion at
31 December 2010 (3.1 per cent of gross state product) to fund the
Government’s asset investment program; and

- taxation levels were maintained.

2.9 Economic conditions that influence financial outcomes

The Committee notes that various economic/demographic factors occurred after the
2010-11 Budget was released in May 2010, which necessitated a revision to the initial
budget estimates for certain taxation revenue items. These factors are outlined in the
Victorian Pre-Election Budget Update of November 2010 and listed in Table 2.14. As a
result of these factors, the estimates for taxation revenue for 2010-11 were revised upwards
by $286.9 million, with some impacts in the first six months of 2010-11. A description of
the effect of these economic conditions on the budget estimates and the financial outcomes
achieved over this term in the general government sector is contained in Table 2.14.



Table 2.14: Effect of economic/demographic factors on budget estimates and
financial outcomes

Economic/demographic factor

Revision to 2010-11
budget estimates

Impact on actual outcomes achieved in
the six months ended 31 December 2010

Stronger employment and
wages outcomes and the
upward revision to the
employment outlook

Increase in payroll tax of
$139 million

Payroll tax revenue of $2,195.1 million
compared to the full-year initial budget of
$4,258.5 million, which was slightly more
than half on a pro-rata basis.

Larger-than-expected increase
in the number of land transfers

Increase in land transfer
duty of $149 million

The considerably higher (on a pro-rata
basis) land transfer duty of $2,050.8 million
compared to the full-year initial budget

of $3,672.4 million reflects the economic
factors outlined in the Pre-Election Budget
Update.

Higher-than-expected
registration revenue from heavy
vehicles and an increase in
duty from sales of new motor
vehicles

Increase in motor vehicle
taxation revenue of
$45 million

Motor vehicle taxes of $768.5 million were
received compared to the full-year initial
budget of $1,448.8 million, which was
slightly more than half on a pro-rata basis.

Lower-than-expected revenue
received since the 2010-11
Budget and lower-than-expected
trend growth for certain
gambling taxes in light of recent
experience

Downward revision to
various other tax sources,
particularly gambling
revenue which has been
revised downwards by
$46 million

Gambling taxes of $843.3 million
compared to the full-year initial budget of
$1,722.7 million, which was slightly less
than half on a pro-rata basis.

Sources: Department of Treasury and Finance, Victorian Pre-Election Budget Update, November 2010,
pp.21, 74; Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, p.36

FINDING

The Pre-Election Budget Update identifies various economic factors that
required revisions to be made to the initial budget estimates, but provides
relatively little detail on the forces that impacted on these economic
variables. The Mid-Year Financial Report does not provide commentary
linking these variables to actual outcomes.

2.10

Summary of financial result for the six months ended

31 December 2010 for the general government sector

The operating statements for the first half of 2010-11 for the general government sector,
drawn from the Government’s mid-year financial report, are summarised in Table 2.15 and
compared to the equivalent period for 2009-10.

As indicated earlier, the main measure used by the Government as an indicator of fiscal
performance is the item titled ‘net result from transactions — net operating balance’, which

equates to an operating result for the general government sector. As shown in Table 2.13, it is
the first of five financial objectives of the Government.

Table 2.15 discloses that this result for the six months ended 31 December 2010 was a surplus
of $481.8 million. Table 2.15 also shows a net result after recognising other economic flows
such as disposals of non-financial assets, accounting for financial assets or liabilities of

fair value, and actuarial gains and losses for superannuation. The net result for the general
government sector was a surplus of $1,783.6 million.
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Table 2.15: Consolidated operating statement for the six months ended
31 December, general government sector

2009 2010 Variation Variation

($ million) | ($ million) | ($ million) (per cent)
Revenue
Taxation revenue 6,159.4 6,902.1 742.7 12.1
Interest 165.0 198.5 335 20.3
Dividends and income tax equivalent and rate
equivalent revenue 176.6 316.6 140.0 79.3
Sales of goods and services 2,659.6 2,910.9 251.3 9.4
Grants 10,974.7 11,361.5 386.8 3.5
Other current revenue 907.8 895.1 -12.7 -1.4
Total revenue 21,043.0 22,584.8 1,541.8 7.3
Expenses
Employee expenses 7,547.4 8,046.1 498.7 6.6
Superannuation interest expense 436.9 469.6 32.7 7.5
Other superannuation 742.6 827.2 84.6 11.4
Depreciation 882.3 954.1 71.8 8.1
Interest expense 398.5 463.4 64.9 16.3
Other operating expenses 6,535.9 7,219.6 683.7 105
Grants and other transfers 4,487.6 4,122.8 -364.8 -8.1
Total expenses 21,031.3 22,102.9 1,071.6 5.1
Net result from transactions — Net operating
balance 11.7 481.8 470.1 4,018.0
Net gain/(loss) on disposal of non-financial assets 37.0 -23.3 -60.3 -163.0
Net gain/(loss) on financial assets or liabilities at fair
value 27.0 6.0 -21.0 -77.8
Net actuarial gain/(loss) of superannuation defined
benefits plans 1,855.8 1,119.4 -736.4 -39.7
Other gains/(losses) from other economic flows 38.2 199.6 161.4 422.5
Total other economic flows included in net result 1,957.8 1,301.8 -656.0 -33.5
Net result 1,969.6 1,783.6 -186.0 -9.4

Source:  Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, p.17
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2.11 Analysis of operating and net result for the six months
ended 31 December 2010 in the general government sector

2.11.1  Operating result

Comparison of financial performance for the six months to
31 December 2010 with the equivalent period for the prior year

Table 2.15 shows that during the six months to 31 December 2010, the general government
sector generated an operating surplus of $481.8 million compared with $11.7 million for the
equivalent period of 2009. The increase in the net result from transactions of $470.1 million
when comparing the financial outcomes for the corresponding six monthly period is attributed
to $1.5 billion more revenue raised, but only a $1.1 billion increase in expenditure. The
revenue and expense items that represented the largest variances in dollar terms are shown in
Table 2.16.

Table 2.16: General government sector, larger variances in operating items for
the six-month period ended 31 December 2010 compared with the
six months ended 31 December 2009

Operating item Variance Major component items — variances
($ million) | ($ million)
Revenue
Taxation 742.7 | o Payroll tax: 164.7
e Land transfer duty: 429.0
e Taxes on insurance: 40.1
e Vehicle registration fees: 33.2
Sales of goods and services 251.3 | e Other regulatory fees: 47.9
e Provision of services: 133.5
e Inter-sector capital asset charge: 53.1
Grants 386.8 | ¢ General purpose: 802.8
e Specific purpose for on-passing: -368.7
Expenses
Employee expenses 498.7 | @
Other operating expenses 683.7 | @
Grants and other transfers -364.8 | Current grants
e Private sector and not-for-profit on-passing: 254.8
e Other private sector and not-for-profit: -270.4
e Grants within the Victorian Government: -222.9
Capital grants
e Private sector and not-for-profit on-passing: -82.9
Note: (a) There is no breakdown of these items nor explanation for the variances in the mid-year financial

report. A recommendation has been included in Part A of this chapter concerning the need for
material variances between the actual financial outcomes between reporting periods to be
explained.

Source: Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, pp.36, 37, 40
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Comparison of actual financial performance to the revised expectations
on a pro rata basis

Table 2.17 shows a comparison between outcomes for the six months to 31 December 2010
against the revised full-year estimates for 2010-11 for the main revenue and expense items
drawn from information contained in the Government’s Mid-Year Financial Report for
2010-11.

Table 2.17: 2010-11 operating revenue and expenses for the general
government sector for the six months ended 31 December —
comparisons with prior year actual and revised budget estimates

for 2010-11
Operating item 2010-11 2010-11 Actual to 31 December
Actual to Dec Revised budget 2010 as a percentage
estimate for the full of revised budget
year estimate for 2010-11
(Al (B] [Al/[B]

($ million) ($ million) (per cent)
Revenue
Taxation 6,902.1 14,742.8 46.8
Interest 198.5 340.8 58.2
Dividends, income tax and rate
equivalent revenue 316.6 519.6 60.9
Sales of goods and services 2,910.9 5,868.2 49.6
Grants 11,361.5 22,347.1 50.8
Other revenue 895.1 1,749.3 51.2
Total revenue 22,584.8 45,567.7 49.6
Expenses
Employee expenses 8,046.1 16,173.2 49.7
Superannuation 1,296.8 2,623.4 49.4
Depreciation 954.1 2,259.0 42.2
Interest expense 463.4 963.1 48.1
Other operating expenses 7,219.6 14,822.5 48.7
Grants and other transfers 4,122.8 8,093.2 50.9
Total expenses 22,102.9 44,934.3 49.2
Operating surplus 481.8 633.4 76.1

Source:  Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, pp.3, 17

In terms of interpreting these figures, the Committee notes that the Mid-Year Financial Report
states that:>

52 Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, p.1
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...caution should be exercised in extrapolating the likely outcome for the
2010-11 financial year based on the mid-year results presented in this report,
as certain items are affected by seasonal factors and therefore are not uniform
across the year.

Bearing in mind the above limitations in making comparisons with pro rata expectations, the
analysis shows that the actual operating surplus for the half year represented 76 per cent of
the revised budget estimate for the full year. For the main revenue and expense categories
disclosed in Table 2.18, the actual half yearly financial outcomes for the first six months of
2010-11 plotted very close to 50 per cent of the full-year revised budget estimates. The only
items where the variance was plus or minus five percentage points from 50 per cent were as
follows:

e Interest income 58 per cent
e Dividends, income tax and rate equivalent revenue 61 per cent
e Depreciation 42 per cent
e Operating surplus 76 per cent

The half-yearly operating result was $165.1 million more than the pro rata revised budget
estimate of $316.7 million. In broad terms, the factors that contributed to this financial result
were as follows:

e total revenue of $22,584.8 million was below the pro rata revised budget estimate of
$22,783.8 million by $199.0 million; and

o total expenses of $22,102.9 million were below the pro rata revised budget estimate
of $22,467.1 by $364.2 million.

The particular revenue and expense items that had an impact on this financial outcome are
detailed below:

e taxes on immovable property of $135.0 million constituted only 8.6 per cent of the
revised budget estimate, which reflected that land tax assessments are usually issued
in February and March;> and

e other operating expenditure amounting to $7.2 billion, which reflected operating
supplies and consumables as well as other payments to support the Government’s
delivery of services, represented 49 per cent of the revised budget estimate of
$14.8 billion. The Mid-Year Financial Report indicates that spending levels against
this item were expected to increase in the second half of 2010-11 and that this is a
normal expenditure pattern.®

53 ibid., p.4
54 ibid., p.6
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FINDING

The general government sector’s operating surplus (net result from
transactions) for the six months to 31 December 2010 ($481.8 million)
significantly exceeded the surplus for the prior year equivalent period of
$11.7 million by $470.1 million and represented 76 per cent of the revised
budget estimate for the full year.

2.11.2  Netresult including other economic flows

As disclosed in Table 2.15, after taking into account other economic flows amounting to
$1.3 billion for the first six months ended 31 December 2010, the net result for the general
government sector was a surplus of $1.8 billion. The Mid-Year Financial Report for 2010-11
indicates that the main factor impacting on the other economic flows for the general
government sector related to an actuarial gain of superannuation defined benefits plans
amounting to $1.1 billion.®

2.12 State of Victoria outcome for 2009-10

Table 2.18 shows a summary of the consolidated operating statements for the six months
ended 31 December 2010 for the public sector as a whole (the ‘State of Victoria’).

55 ibid. p.17



Table 2.18: Consolidated operating statement for the six months ended
31 December, State of Victoria

2009 2010 Variation Variation

($ million) | ($ million) | ($ million) | (per cent)
Revenue
Taxation revenue 6,074.3 6,798.6 724.3 11.9
Interest 465.7 566.1 100.4 21.6
Dividends and income tax equivalent and rate
equivalent revenue 266.8 337.7 70.9 26.6
Sales of goods and services 5,393.0 5,856.0 463.0 8.6
Grants 10,884.6 11,310.6 426.0 3.9
Other current revenue 1,138.2 1,165.8 27.6 2.4
Total revenue 24,222.5 26,034.8 1,812.3 7.5
Expenses
Employee expenses 7,942.2 8,477.1 534.9 6.7
Superannuation interest expense 436.9 469.6 32.7 7.5
Other superannuation 796.2 882.0 85.8 10.8
Depreciation 1,529.2 1,807.3 278.1 18.2
Interest expense 726.2 846.0 119.8 16.5
Other operating expenses 9,096.3 10,156.5 1,060.2 11.7
Grants and other transfers 3,195.4 3,049.6 -145.8 -4.6
Total expenses 23,722.5 25,688.0 1,965.5 8.3
Net result from transactions — Net operating
balance 500.1 346.8 -153.3 -30.7
Net gain/(loss) on disposal of non-financial assets 44.4 (10.5) -54.9 -123.6
Net gain/(loss) on financial assets or liabilities at fair
value 1,473.0 1,433.7 -39.3 -2.7
Net actuarial gain/(loss) of superannuation defined
benefits plans 1,863.2 1,118.7 744.5 40.0
Other gains/(losses) from other economic flows (73.5) 325.8 399.3 543.3
Total other economic flows included in net result 3,307.0 2,867.8 -439.2 -13.3
Net result 3,807.1 3,214.6 -592.5 -15.6

Source:  Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, p.17

Broken down by sector and taking into account inter-sector eliminations, Table 2.19 presents
a disaggregation of the financial performance of the State of Victoria between sectors for the
six month periods ended 31 December 2009 and 31 December 2010.

Chapter 2: 2009-10 Financial Outcomes and 2010-11 Financial Outcomes in the 56™ Parliament
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Table 2.19: Summary of disaggregated comprehensive operating statement
for the six months ended 31 December ($ million)

General Public non-financial | Public financial Inter-sector Consolidated
government sector corporations corporations eliminations
2009 2010 2009 2010 2009 2010 2009 2010 2009 2010

Revenue 21,043.0 | 22,584.8 3,642.3 3,754.8 2,753.2 3,050.4 | (3,216.0) | (3,355.1) | 24,222.5 | 26,034.8

Expenses 21,031.3 | 22,102.9 3,289.9 3,707.8 2,541.0 2,994.3 | (3,139.7) | (3,117.0) | 23,7225 | 25,688.0

Net
operating
balance 11.7 481.8 352.4 46.9 212.2 56.1 (76.2) (238.1) 500.1 346.8

Source: Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, pp.26-7
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2.12.1  Operating result

As shown in Table 2.18, the consolidated operating result for the State was an operating
surplus of $346.8 million for the six months to 31 December 2010, which was less than the
surplus of $500.1 million generated for the six months ended 31 December 2009. Revenue
increased by 7.5 per cent, while expenditure increased by 8.3 per cent. The main reasons for
the reduction were that the material increases in revenue (taxation, $724.3 million; sales of
goods and services, $463.0 million; and grants, $426.0 million) were offset to a larger extent
by material increases in expenses (other operating expenses, $1,060.2 million; employee
expenses, $534.9 million; and depreciation, $278.1 million).

FINDING

The operating result for the public sector as a whole (the ‘State of Victoria’)
for the first six months of 2010-11 was a surplus of $346.8 million compared
to a surplus of $500.1 million for the corresponding period of the previous
year. The lower operating surplus was due to revenue rising by 7.5 per cent
while expenditure rose by 8.3 per cent.

The reduction in the operating surplus at the whole-of-state level contrasts with the outcome
for the general government sector, which revealed a substantial increase when comparing the
periods from $11.7 million to $481.8 million.

While the financial outcomes for the State are driven predominately by the results for the
general government sector, the Committee notes that the reduction in the surplus for the first
six months of 2010-11 compared to the corresponding period for the prior year was largely
due to increases in the following revenue and expense streams in the sectors other than the
general government sector:

e the sale of goods and services;
e depreciation; and
e other operating expenses.

Table 2.20 sets out an explanation of the movements in these items at the whole public sector
level, together with the movement for the general government sector, for the six months
ended 31 December 2010 compared to the corresponding period of the previous year.




Table 2.20:

State of Victoria, comparison of major movements between results

for the six months to 31 December 2009 with the six months to
31 December 2010

Item

General
government
sector
movement

($ million)

State of
Victoria
movement

($ million)

Reasons for movement

Sale of
goods and
services

251.3

463.0

In the public non-financial corporation sector, revenue
increased by $188.6 million, primarily due to higher
regulated water and sewerage prices, together with
increases in the customer base of the water business.

Within the public financial corporation sector, revenue
increased by $37.4 million, which predominately reflected:

— greater revenue generated by the Transport Accident
Commission and the Victorian WorkCover Authority
as a result of the impact of the consumer price index
and wage-inflation increases on premiums, as well as
vehicle and employment growth; and

— growth in management fee revenue derived by the
Victorian Funds Management Corporation.

Depreciation

71.8

278.1

In the public non-financial corporation sector, depreciation
rose by $204 million, which reflected:

— a higher depreciable asset base as a result of
substantial infrastructure investment; and

— the revaluation of assets within the water and transport
sectors.

Other
operating
expenses

683.7

1,060.2

The public non-financial corporation sector experienced a
$147 million increase in other operating expenses, largely
as a result of capital asset charges on new infrastructure
in the transport sector as well as general increases in
operating costs.

Within the public financial corporation sector, an
increase of $287 million in other operating expenses was
predominately influenced by a stronger insurance claims
expense within the Victorian Workcover Authority.

Source:

2.13

2.13.1

Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, pp.5-6, 26-7

Asset expenditure and debt movements for the six months
ended 31 December 2010 in the general government sector

Asset expenditure on a cash basis

Table 2.21 provides an outline on a cash basis of the funding for the general government
sector’s asset investment program for the first six months of 2010-11 compared to the revised
budget for 2010-11 and prior period actual. As can be seen from the analysis:

e expenditure on approved projects for the six months to 31 December 2010
of $3.4 billion was approximately half the revised budget for the year ended
30 June 2011 and $741.2 million more than the equivalent period for the prior year;

Chapter 2: 2009-10 Financial Outcomes and 2010-11 Financial Outcomes in the 56™ Parliament
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e the expenditure on approved projects for the six months to 31 December 2010 of
$3.4 billion was funded to a larger extent from the net cash flow from operating
activities ($1.4 billion or 40 per cent) than for the same period for the prior year
($298.3 million or 11 per cent); and

e even though a greater level of expenditure on approved projects was incurred
in the first half of 2010-11 compared to the equivalent period for the prior year,
the Government’s reliance on debt to fund the asset expenditure was reduced
significantly during the six months to 31 December 2010 ($1.9 billion or 57 per cent)
compared to the six month period to 31 December 2009 ($2.1 billion or 82 per cent).

The Committee notes that the Government, in its Mid-Year Financial Report for 2010-11,
disclosed that the net asset position of the public non-financial corporation sector increased
by $703.4 million from 30 June 2010 to 31 December 2010. This movement, according to
the report, was mainly attributable to an increase in non-financial assets due to infrastructure
investment in the water and transport sectors.®

Table 2.21: Funding of the capital program for the general government sector
for the six months ended 31 December compared to revised

budget and prior year

Expense and funding items 2010-11 2010-11 2009-10

Actual Revised budget | Actual

July - December July - December

($ million) ($ million) ($ million)

Operating surplus 481.8 633.4 11.7
Add back: Non-cash revenues and expenses 885.8 2,790.1 286.6
(net)®
Net cash flow from operating activities 1,367.6 3,423.5 298.3
Less:
Net investment in fixed assets
Expenditure on approved projects 3,366.9 6,750.3 2,625.7
Proceeds from the sale of non-financial assets -78.3 -259.4 -109.1
Total net investment in fixed assets 3,288.6 6,490.9 2,516.5
Finance leases 73.8 121.0 -
Other investment activities (net) -61.7 -13.4 -75.9
Decrease/(increase) in net debt -1,933.1 -3,174.9 -2,142.4

Note: (a)
employee benefits

includes depreciation and movements in the unfunded superannuation liability and liability for

Sources: Department of Treasury and Finance, 2009-10 Mid-Year Financial Report, March 2010, p.17;
Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, p.11

Chapter 6 of this report provides further analysis of asset investment in 2010-11.

56 ibid., pp.9, 28
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FINDING

The $3.4 billion of expenditure on asset investment for the general
government sector for the six months to 31 December 2010 was in line with
the revised budget for the full year and exceeded the level of spending for
the equivalent prior year period by $741.2 million.

Movements in net debt — non-financial public sector and the
general government sector

Table 2.22 presents an analysis of the movement in net debt between the six months ended
31 December 2009 and the same period for the following year that shows the position for the
wider non-financial public sector and within that sector, the general government sector. The
table shows that:

net debt for the non-financial public sector and the general government sector rose
by $2.5 billion and $1.9 billion respectively between 1 July 2010 and 31 December
2010, which was marginally lower than for the same period during the previous year;

approximately half of the net debt incurred by the non-financial public sector as at
31 December 2010 was made up of net debt that relates to the general government
sector with the other half relating to public non-financial corporations; and

net debt has grown by a lesser amount for the six-month period to 31 December 2010
than in the prior period for both sectors.

Table 2.22: Movement in net debt, non-financial public sector and the general

government sector

Non-financial public sector

($ billion)

General government sector

($ billion)

Opening 1 July 2009

10.7

5.3

Actual 31 December 2009

13.4 (4.4 per cent of GSP)

7.4 (2.5 per cent of GSP)

Movement

2.7

2.1

Opening 1 July 2010

14.8

8.0

Actual 31 December 2010

17.3 (5.4 per cent of GSP)

9.9 (3.1 per cent of GSP)

Movement

25

1.9

Source:

Department of Treasury and Finance, 2009-10; Mid-Year Financial Report, March 2010, pp.15, 25, 29;

Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, pp.12, 14, 28

FINDING

Between 1 July 2010 and 31 December 2010, net debt for the general
government sector and the non-financial public sector rose by $1.9 billion
and $2.5 billion respectively.
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CHAPTER 3: FINANCIAL OUTCOMES FOR
2010-11, INCLUDING FINANCIAL
OUTCOMES IN THE 57™ PARLIAMENT
(JANUARY 2011-JUNE 2011)

3.1 Introduction
In this chapter, the Committee provides a high-level commentary on:

e the financial outcomes achieved in 2010-11, which are compared to the prior year
(Part A); and

e the financial outcomes delivered by the newly elected Government in the
57" Parliament for the second half of the 2010-11 financial year, which are compared
with its fiscal objectives and the financial outcomes for the first half of 2010-11
(Part B).

Information used by the Committee in its coverage of the six month period from

1 January 2011 to 30 June 2011 is primarily drawn from information supplied by the
Department of Treasury and Finance in response to the Committee’s Financial and
Performance Outcomes Questionnaire. The report issued by the Auditor-General on the result
of the audit of the Government’s Financial Report for the State for 2010-11 was also referred
to by the Committee as part of its examination.®

As described in Chapter 2 of this report, the Government reports on the following three
sectors in terms of financial reporting:*®

e the general government sector, which consists of all government departments and
other public sector agencies controlled and largely financed by government;

e the public non-financial corporation sector, which includes various water, rail and
port authorities that provide goods and services of a non-financial nature to the
public, while meeting commercial principles through cost recovery via user charges
and fees; and

e the public financial corporation sector encompassing entities that provide services
to the general public and businesses, such as the statutory insurers, and those that
provide financial services predominately to other government entities such as the
Victorian Funds Management Corporation.

The high-level commentary in this chapter lays the foundation for some of the more detailed
coverage contained in the later chapters of this report.

Information contained in this chapter covering financial outcomes achieved in the second half
of 2010-11 by the newly elected Government in the 57" Parliament also provides an avenue
for making comparisons with information contained in Part B of Chapter 2 of this report that

57 Victorian Auditor-General’s Office, Auditor-General’s Report on the Annual Financial Report of the State of Victoria,
2010-11, November 2011

58 Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010,
pp.4, 13, 27
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relates to the financial outcomes achieved in the first six months of 2010-11 by the former
government at the end of the 56" Parliament.

In terms of the timelines of annual reporting by Government departments and agencies, the
Committee has made various comments relating to this topic in its earlier report titled Review
of 2009-10 and 2010-11 Annual Reports.*® The Committee notes the following comments
made by the Auditor-General concerning the annual Financial Report for the State for 2010-11
being tabled one month later than the report for 2009-10:%

The AFR [annual financial report for the State of Victoria] was tabled on
13 October 2011, one month later than in 2009-10 and one month later than
planned. The Department of Treasury and Finance prepared 10 drafts of
the AFR with material changes in each version. As a result, the audit was
disrupted and protracted.

Timely preparation of the AFR relies on the 46 material entities finalising
their financial statements in accordance with AFR milestones. In 2010-11,
only 17 per cent of material entities finalised their financial reports by the
AFR milestone date. This compressed the time available for the Department
of Treasury and Finance to prepare the AFR and increased the risk of material
error.

The Auditor-General also reported that:®

Thirteen material entities were unable to achieve the AFR financial report
finalisation milestone for 2011 because the Minister for Finance and
Treasurer’s Appropriation Certification was not provided to VAGO until
11 August 2011. This was the same day that material entities were scheduled
to finalise their financial reports.

To reiterate the clear message supported by the Committee in the past, there is a need for key
accountability documents, including the annual Financial Report for the State, to be tabled

in a timely manner, so that they can best serve the interests of key stakeholders. Although
the statutory requirement is for the annual financial report to be tabled by 15 October, the
Committee notes that it is possible for this document to be published earlier, as occurred

in 2010, and therefore considers that, if possible, the annual Financial Report for the State
should be tabled significantly earlier than mid-October in future. If that is not possible, the
reasons should be explained in the report.

59 Public Accounts and Estimates Committee, Review of 2009-10 and 2010-11 Annual Reports, February 2012, pp.34-5

60 Victorian Auditor-General’s Office, Auditor-General’s Report on the Annual Financial Report of the State of Victoria,
2010-11, November 2011, p.viii

61  ibid., p.7



PART A

3.2 Financial performance compared to financial objectives

A high-level overview and commentary on the performance of the general government sector
compared to financial objectives under the former administration is contained in Chapter 2 of
this report:

e Part A covers 2009-10; and
e Part B covers the first six months of 2010-11 to 31 December 2010.

A high-level overview of the fiscal strategy put into place by the incoming Government
and high-level outcomes achieved in the last six months of 2010-11 are set out in Part B
(Section 3.9) of this chapter.

Part A of this chapter provides an analysis for 2010-11 of:
e the economic factors that impacted on the achievement of financial outcomes;
e the operating and net results for the general government sector; and

e asset investment and net debt for the general government sector and non-financial
public sector.

3.3 Economic conditions that influenced financial outcomes

Table 3.1 shows the movements of key economic indicators between 2009-10 and 2010-11
and the impact on the financial outcomes for the State.

Overall, the Committee notes that a number of factors worked to reduce the amount

of funding available through GST grants compared to expectations. Whereas the

original estimate of GST grants to be received in 2010-11 was $11,142.7 million, in fact
$10,630.9 million was received in GST grants for 2010-11,% $511.8 million less than initially
envisaged. This is mitigated by several factors which increased the amount of the State’s
revenue from its own sources, such as the taxation and ‘other revenue’ income streams (see
Section 3.5.1 of this chapter). The Committee notes that, despite being less than originally
budgeted, the level of GST grants received in 2010-11 ($10,630.9 million) was $587.6 million
more than the level received in the prior year ($10, 043.3 million).%

62 Budget Paper No.4, 2010-11 Statement of Finances, May 2010, p.217: Department of Treasury and Finance,
Financial Report for the State of Victoria 2010-11, October 2011, p.72

63 Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, p.72
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Table 3.1: Movements of key economic indicators and the effect on 2010-11
financial outcomes
Economic Movement Contributing factors | Effect of movement on financial
indicator outcomes for 2010-11
National Slower in 2010-11 than Production Lower GST grants compared to
economic 2009-10. disruptions expectations.
growth associated with
natural disasters in
eastern Australia.
Consumer Continued to decline in Natural disasters and | Lower GST grants compared to
confidence 2010-11. heightened global expectations.
economic uncertainty.
Household Maintained at high levels. The global financial Spending curtailed, especially for
savings crisis. discretionary items. Despite this,
household consumption and retail
sales in Victoria proved relatively
resilient to the effects of the global
financial crisis.
Housing Slower than expected. The global financial Lower GST revenue for Victoria
investment crisis. than originally estimated in the
growth Commonwealth Government’s
2010-11 Budget.
Household Slightly weaker. The global financial Lower GST revenue for Victoria
consumption crisis. than originally estimated in the
across Commonwealth Government’s
Australia 2010-11 Budget.

Unemployment
rate

Continued to fall.

Contributed to higher payroll tax
collections than in 2009-10.

Labour force
participation

Rose.

Contributed to higher payroll tax
collections than in 2009-10.

Wage levels

Grew in line with national
outcomes.

Contributed to higher payroll tax
collections than in 2009-10.

Property price
growth

Solid in the first half of
2010-11, although the
residential property market
softened in the second half
of 2010-11.

Land transfer duty increased in
2010-11 compared to the previous
year.

Auction
clearance rates

Solid in the first half of
2010-11, although the
residential property market
softened in the second half
of 2010-11.

Land transfer duty increased in
2010-11 compared to the previous
year.

New housing
approvals

Victoria continued to lead the
nation.

Continued strength in the
commercial, office and
industrial property sectors,
particularly for transactions
where the duty payable
exceeded $1 million.

Land transfer duty increased in
2010-11 compared to the previous
year.

Land prices

Modest growth

Biennial revaluation

Higher land tax receipts in 2010-11.

Source:
pp.1-2

Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011,
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FINDING

In 2010-11, a lower GST pool than expected meant that Victoria received
less GST grants from the Commonwealth Government than originally
envisaged. Compared to the original budget of $11,142.7 million, Victoria
received $10,630.9 million in GST grants for 2010-11, $511.8 million lower
than originally expected, though $587.6 million higher than in the prior year.
This was partly mitigated by increases to some streams of State-sourced
funding.

3.4 Summary of financial result for 2010-11 for the general
government sector

Table 3.2, which presents a summary of the audited operating statements for 2010-11
compared to 2009-10, shows that the general government sector achieved a net result from
transactions of $517.3 million for 2010-11 (compared to $643.6 million for 2009-10).

The net result after recognising other economic flows (such as disposals of non-financial
assets, accounting for financial assets or liabilities of fair value, or actuarial gains and losses
for superannuation) amounted to a surplus of $735.9 million for 2010-11 (compared to a
deficit of $5,413.1 million for 2009-10).
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Table 3.2:  Audited consolidated operating statement for 2009-10 and 2010-11
— general government sector

2009-10 2010-11 Variation Variation

($ million) | ($ million) | ($ million) | (per cent)

Revenue

Taxation revenue 13,740.5 14,857.5 1,117.0 8.1
Interest 333.5 420.1 86.6 26.0
Dividends and income tax equivalent and rate

equivalent revenue 485.6 404.0 -81.6 -16.8
Sales of goods and services 5,289.5 5,944.2 654.7 12.4
Grants 22,717.8 22,425.6 -292.2 -1.3
Other current revenue 2,018.4 1,975.5 -42.9 2.1
Total revenue 44,585.3 46,026.9 1,441.6 3.2
Expenses

Employee expenses 15,404.8 16,374.8 970.0 6.3
Superannuation interest expense 866.7 931.6 64.9 7.5
Other superannuation 1,527.8 1,695.7 167.9 11.0
Depreciation 1,869.7 2,010.0 140.3 7.5
Interest expense 843.3 985.6 142.3 16.9
Other operating expenses 14,254.9 14,964.6 709.7 5.0
Grants and other transfers 9,174.5 8,547.4 -627.1 -6.8
Total expenses 43,941.7 45,509.6 1,567.9 3.6
Net result from transactions — Net operating

balance 643.6 517.3 -126.3 -19.6
Net gain/(loss) on disposal of non-financial assets -40.4 -40.3 0.1 0

Net gain/(loss) on financial assets or liabilities at fair

value 64.0 7.2 -56.8 -88.7
Net actuarial gain/(loss) of superannuation defined

benefits plans -1,450.2 306.0 1,756.2 1211
Share of net profit/(loss) from associates/joint venture

entities, excluding dividends -1.4 -0.7 0.7 50.0
Other gains/(losses) from other economic flows -4,628.8 -53.6 4,575.7 98.9
Total other economic flows included in net result -6,056.8 218.6 6,275.4 103.6
Net result -5,413.1 735.9 6,149.0 113.6

Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011,
p.25
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3.5 Analysis of operating and net result for 2010-11 in the
general government sector

3.5.1 Operating result

As shown in Table 3.3, the general government sector’s operating surplus (net result from
transactions) for 2010-11 of $517.3 million was under budget when compared to the initial
budget estimate by $354.6 million or 40 per cent, but over budget when compared to the
revised budget (estimated in May 2011) by $267.9 million or 107 per cent. In comparison to
the actual outcome for the previous year, the operating surplus was less than the prior year
actual by $126.3 million or 20 per cent.

FINDING

The general government sector’s operating surplus (net result from
transactions) for 2010-11 of $517.3 million was below the initial
budget estimate by $354.6 million and the surplus for the prior year by
$126.3 million, but higher than the revised budget by $267.9 million.

Table 3.3: Comparison of operating surplus for 2010-11 with the prior year
actual result and the estimates for 2010-11 — general government

sector
2010-11 Variance Variance
actual
($ million) ($ million) ($ million) (per cent)
2010-11 initial budget 871.9 517.3 -354.6 -40.7
2009-10 actual 643.6 517.3 -126.3 -19.6
2010-11 revised budget 249.4 517.3 267.9 107.4

Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011,
pp.25, 124

The reasons for these variations are set out below.

Reasons for operating surplus for 2010-11 being below the initial budget
by $354.6 million

Table 3.4 sets out explanations for the variations between the initial budget and actual
outcomes that had the largest negative impact on the operating surplus for 2010-11. The

main reasons for the 2010-11 operating surplus being below the original budget related to

less grants received from the Commonwealth Government than first envisaged and larger
expenditure being incurred than originally planned in relation to grants and transfer payments.
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Table 3.4:

Main drivers that impacted negatively on the variance between the
original budget and actual operating surplus for 2010-11 for the
general government sector

2010-11 2010-11 Financial Main drivers
Budget actual outcome
estimate
($ million) | ($ million)
Revenue item
Grants 22,893.1 22,425.6 | Victoria e GST grants were $511.8 million lower than
received budgeted, which reflected a downward
$467.5 million revision in the GST pool.
lessingrants | o Other grants from the Commonwealth
than expected. Government were $456 million lower
than expected, primarily as a result of the
re-phasing of funding originally budgeted
for 2010-11 in relation to the education
and transport sectors. This was offset to a
large extent by the recognition of a one-off
$500 million Commonwealth grant to assist
with the flood recovery.
Expense item
Grants and 7,910.1 8,547.4 | Payments e Assistance for the recovery from the
other transfers were floods of 2010 and 2011 of $230 million,
$637.3 million predominantly for local government recovery
higher than and for the repair of transport infrastructure.
originally « Grants expenditure to non-government
planned. schools, mainly due to increased enrolments.

e The recognition of $120 million of rail assets
provided free of charge to the Australian Rail
Track Corporation in relation to the Wodonga
Bypass project.

Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011,
pp.120, 122-3

The above results that had a negative effect on the overall budget outcome were largely offset
by variations in the following items that had a positive budgetary impact (see Table 3.5):

e Taxation :

e  Other revenue:

e Depreciation:

$419.6 million or 3 per cent higher than expected

$257.5 million or 15 per cent higher than expected

$204.3 million or 9 per cent lower than expected




Table 3.5:  Main drivers that acted positively on the variance between the
original budget and actual operating surplus for 2010-11

2010-11 2010-11 Financial outcome Main drivers
Budget actual
estimate

($ million) | ($ million)

Revenue item

Taxation 14,437.8 14,857.5 | Initial budget exceeded by e Land transfer duty collections
$419.6 million. were $237.5 million higher than
originally expected.

e Payroll tax receipts exceeded the
initial estimate by $95.5 million.

Other 1,718.0 1,975.5 | Other revenue was e Higher-than-expected third party
revenue $257.5 million higher than revenue of $197 million in the
the original budget. health and education sectors.

Expense item

Depreciation 2,214.3 2,010.0 | Depreciation was e The re-phasing of capital projects
$204.3 million lower than the mainly in the education and
original estimate. transport sectors.

Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011,
pp.120, 122-3

Reasons for the reduction of $126.3 million in the operating surplus for
2010-11 compared to 2009-10

The lower operating surplus in 2010-11 compared to the prior year was due to a higher overall
movement in expenses between the years ($1,567.9 million) compared to the movement in
total revenue ($1,441.6 million). As shown in Table 3.2, the most material movements in
revenue items related to:

e Taxation: $1,117.0 million or 8 per cent higher than expected
e Sales of goods and services: $654.7 million or 12 per cent higher than expected
e (Qrants: $292.2 million or 1 per cent lower than expected

These outcomes were offset by movements in the following expense items:

e Employee expenses: $970.0 million or 6 per cent higher than expected
e Other operating expenses: $709.7 million or 5 per cent higher than expected
e Grants and other transfers: $627.1 million or 7 per cent lower than expected

Chapter 3: Financial Outcomes for 2010-11, Including Financial Outcomes in the 57" Parliament (January 2011-June 2011)
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Reasons for operating surplus for 2010-11 exceeding the revised
estimate by $267.9 million

The operating surplus for 2010-11 exceeded the revised estimate for the year due to a higher
overall movement in revenue between the revised estimate and actual ($588.6 million)
compared to the movement in total expenditure ($320.7 million). The most material
movements in revenue items related to:®

e QGrants: $428.2 million or 2 per cent higher than expected
e  Other revenue: $154.9 million or 9 per cent higher than expected

These outcomes were offset by movements in the following expense items:%

e Grants and other transfers $375.8 million or 5 per cent higher than expected
e Employee expenses $285.4 million or 2 per cent higher than expected
e Other operating expenses $239.7 million or 2 per cent lower than expected

e Depreciation and amortisation $106.9 million or 5 per cent lower than expected

FINDING

The lower-than-originally-expected operating surplus for 2010-11

for the general government sector was reflective, in the main, of
lower-than-expected revenue from Commonwealth grants, and higher
expenditure than expected with regard to grants and transfer payments that
included flood recovery relief and grants to non-government schools. The
impact of these factors was partly mitigated by taxation and other revenue
being higher than expected and depreciation being less than expected.

Similar to prior years, the recognition of one-off Commonwealth grants for specific major
capital programs as revenue (but not including the use of this funding in the operating
statement as an expense) enabled the general government sector to generate an operating
surplus which exceeded the yearly target of $100 million. As detailed in the budget estimates
for 2011-12, the revised estimate for this item amounted to $1.4 billion for 2010-11,
indicating that the net result from transactions would have been a deficit if this amount had
not been included.®®

FINDING

As has been the case in prior years, one-off grants from the Commonwealth
for asset investment have enabled the general government sector to
generate an operating surplus for 2010-11 which exceeds the annual target
of at least $100 million. The Government has estimated that these grants
would total approximately $1.4 billion for 2010-11. Without including this
funding, the operating result would have been a deficit.

64 ibid., pp.4, 120
65 ibid.
66 Budget Paper No.2, 2011-12 Strategy and Outlook, May 2011, p.24
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3.5.2 Other economic flows and net result

Table 3.2 shows that the net result for the general government sector for 2010-11

of $735.9 million includes a net gain from other economic flows that amounted to

$218.6 million. The annual financial report for 2010-11 reveals that the main item included in
other economic flows related to an actuarial gain of $306.0 million on superannuation defined
benefits plans that arose during 2010-11 due to better-than-expected investment returns on
superannuation assets, albeit offset to some extent by adverse bond rate movements.®’

When comparing the net result between years, the net result for 2010-11 of $735.9 million
(including other economic flows of $218.6 million) represented a substantial improvement
on the net result for 2009-10 whereby a deficit of $5.4 billion was incurred (after taking into
account other economic flows of $-6.1 billion). As indicated in Chapter 2 of this report, the
Committee again acknowledges that the nature of these items can result in wide fluctuations
from one year to the next in economic flows that are outside those operating transactions that
are controlled by the Government.

FINDING

After taking into account other economic flows that amounted to a net gain
of $218.6 million for 2010-11, the net result for the general government
sector totalled $735.9 million. The main factor that impacted on the item
‘other economic flows’ related to an actuarial gain of $306.0 million on
superannuation defined benefits plans.

3.6 State of Victoria outcome for 2010-11

The annual financial report for 2010-11 also provides an overview and analysis of the
outcomes for the whole public sector (the ‘State of Victoria’). This overview includes
coverage of the public non-financial corporation sector and the public financial corporation
sector as well as the general government sector. The analysis is largely focussed on
comparisons with the prior year, as there were no estimates for the public financial
corporation sector and the whole of state outcome. The Committee notes, however, that the
presentation of estimates data for the public financial corporation sector and whole-of-state
occurred for the first time as part of the budget papers for 2011-12.% This will enable a greater
level of scrutiny of public sector results in the future.

Table 3.6 shows a summary of the audited consolidated operating statements for the year
ended 30 June 2011 for the State of Victoria.

67 Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, pp.4, 120,
p.123

68 Budget Paper No.5, 2011-12 Statement of Finances, May 2011, p.41
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Table 3.6: Audited consolidated operating statement for the year ended
30 June 2011 — State of Victoria
2009-10 2010-11 Variation Variation
($ million) | ($ million) | ($ million) | (per cent)

Revenue
Taxation revenue 13,534.6 14,647.1 1,112.5 8.2
Interest 982.9 1,203.6 220.7 225
Dividends and income tax equivalent and rate
equivalent revenue 422.7 529.5 106.8 25.3
Sales of goods and services 11,024.2 12,009.3 985.1 8.9
Grants 22,606.6 22,298.6 -308.0 -1.4
Other revenue 2,591.3 2,564.6 -26.7 -1.0
Total revenue 51,162.4 53,252.8 2,090.4 4.1
Expenses
Employee expenses 16,218.3 17,256.7 1,038.4 6.4
Superannuation interest expense 867.7 932.0 64.3 7.4
Other superannuation 1,637.4 1,807.4 170.0 10.4
Depreciation 3,392.5 3,606.3 213.8 6.3
Interest expense 1,527.0 1,797.9 270.9 17.7
Other operating expenses 20,731.6 21,955.3 1,223.7 5.9
Grants and other transfers 6,632.8 6,409.7 -223.1 -3.4
Total expenses 51,007.2 53,765.3 2,758.1 5.4
Net result from transactions — Net operating
balance 155.2 -512.5 -667.7 -430.2
Net loss on disposal of non-financial assets -49.5 -43.0 6.5 13.1
Net gain/(loss) on financial assets or liabilities at fair
value 187.2 1,257.5 1,070.3 571.7
Net actuarial gain/(loss) of superannuation defined
benefits plans -1,435.8 303.0 1,738.8 121.1
Share of net profit/(loss) from associates/joint venture
entities, excluding dividends 49.6 68.3 18.7 37.7
Other gains/(losses) from other economic flows -4,584.3 573.4 5,157.7 1125
Total other economic flows included in net result® -5,832.9 2,159.3 7,992.2 137.0
Net result -5,677.7 1,646.8 7,324.5 129.0

Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011,

p.25

Broken down by sector and taking into account inter-sector eliminations, Table 3.7 presents
a disaggregation of the financial performance of the State of Victoria between sectors for

2009-10 and 2010-11.
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Table 3.7: Summary of disaggregated comprehensive operating statement
for 2009-10 and 2010-11 ($ million)
General Public Public financial Inter-sector Consolidated
government sector | non-financial corporations eliminations
corporations

2009-10 | 2010-11 2009-10 | 2010-11 | 2009-10 | 2010-11 2009-10 | 2010-11 2009-10 | 2010-11
Revenue 44,585.3 | 46,026.9 7,658.1 7,697.6 5,562.8 6,076.9 | -6,643.8 | -6,548.7 | 51,162.4 | 53,252.8
Expenses 43,941.7 | 45,509.6 7,263.5 7,706.7 6,116.3 6,851.9 | -6,314.3 | -6,302.9 | 51,007.2 | 53,765.3
Net result
from
transactions 643.6 517.3 394.6 9.1 -553.5 -775.0 -329.5 -245.8 155.2 -512.5

Source: Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, pp.60-1

Prior to taking into account inter-sector eliminations, approximately 77 per cent of revenue
and 76 per cent expenditure of the State of Victoria for 2010-11 were derived from
transactions relating to the general government sector.

3.6.1 Operating result

Table 3.7 shows that, on a consolidated basis, the operating result (net result from
transactions) for the State of Victoria was a deficit of $512.5 million compared to a surplus of
$155.2 million in 2009-10.

FINDING

The consolidated 2010-11 operating result for the whole public sector (the
‘State of Victoria’) was a deficit of $512.5 million compared to a surplus of
$155.2 million in 2009-10.

This overall deficit reflects the following outcomes for each sector, prior to taking into
account inter-sector eliminations:

e a$517.3 million surplus for the general government sector;

e a $9.1 million deficit within the public non-financial corporation sector; and

e a$775.0 million deficit with regard to the public financial corporation sector.
The Committee notes that according to the annual financial report for 2010-11:%°

It is important to note that due to the elimination of transactions occurring
between the sectors in arriving at a consolidated position, not all variations
in each sector will affect the overall State of Victoria result.

The negative movement in the net result from transactions for the State compared to the prior
year comprised worsening results for all three of the sectors consolidated into the result.

69 Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, pp.13
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The Committee notes that the Auditor-General, when commenting on the net result from
transactions, found that:"

... There were negative trends underlying this figure that present risks that
the state must manage. Specifically, expenditure continued to grow faster
than revenue. There was upward pressure on expenditure from salaries and
wages, interest and depreciation, and this is expected to continue. Conversely,
revenue received from the Commonwealth is expected to decrease in 2011-12
and across the forward estimates period.

Factors contributing to the declining result for the general government sector are discussed in
Section 3.5.1 of this report.

Major reasons for the decline in the net result from transactions for the public non-financial
corporation sector and public financial corporation sector between 2009-10 and 2010-11 are
set out in Table 3.8.

Table 3.8: Reasons for the decline in the net result from transactions within
the public non-financial corporation sector and public financial
corporation sector, 2009-10 compared to 2010-11

Sector 2009-10 2010-11 Main drivers
actual actual

($ million) | ($ million)

Public 394.6 -9.1 | e The timing of Commonwealth fiscal stimulus payments for social
non-financial housing and increased interest expenses. Payments initially
corporation expected to be received in 2010-11 were brought forward to
sector 2009-10, which caused a reduction in overall grants in 2010-11.

e This was partly offset by improved outcomes within the
metropolitan water sector as a result of higher water prices.

Public -553.5 -775.0 | o Operating expenses increased to a large extent due to higher
financial insurance claims associated with the floods and existing claims
corporations moving closer to maturity.

Source: Department of Treasury and Finance, Financial Report for the State of Victoria, 2010-11, October 2011,
pp.14, 16, 60-1

Due to the previous coverage of the general government sector in this chapter, movements
in actual outcomes relating to revenue and expense items for the State described below are
restricted to those that were influenced by factors outside the general government sector.

Revenue

Figure 3.1 presents a breakdown of total revenue for the State from 2005-06 to 2010-11. The
analysis shows that:

e throughout the period, grants revenue has been the largest component, peaking in
2009-10 before reducing slightly in 2010-11;

70 Victorian Auditor-General’s Office, Auditor-General’s Report on the Annual Financial Report of the State of Victoria,
2010-11, November 2011, p.viii
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e taxation has been the second largest component, growing in absolute terms over
the last couple of years, although reducing as a proportion of revenue when grants
increased; and

e revenue derived from sales of goods and services, the third largest revenue item, has
remained at between 22 and 23 per cent of total revenue since 2005-06.

Figure 3.1: Total revenue from transactions — State of Victoria

)
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Source: Auditor-General’s Report on the Annual Financial Report of the State of Victoria, 2009-10,
October 2010, p.19, updated by Committee Secretariat

In terms of comparing the revenue outcomes for 2010-11 to the prior year, Table 3.6 shows
that the aggregate revenue for the State of Victoria increased from $51.2 billion for 2009-10 to
$53.3 billion for 2010-11, an increase of $2.1 billion or 4 per cent. The main driver of this was
increased taxation revenue within general government sector. The main items that impacted
on the public non-financial corporations’ and public financial corporations’ components of this
variance related to interest income, sales of goods and services and grants revenue.

Interest income

Interest income for the State of Victoria increased by $220.7 million (or 22 per cent)

from $982.9 million to $1,203.6 million for 2010-11, and dividend income increased by
$69.1 million (or 17 per cent) from $396.6 million to $465.7 million in 2010-11." These
outcomes were primarily due to improved investment returns for the State’s insurance
agencies.” Interest income derived by the public financial corporation sector (prior to
allowing for inter-sector eliminations) increased by $347.9 million from $1,769.0 million in
2009-10 to $2,116.9 million in 2010-11.7

Sales of goods and services

Revenue generated by the State of Victoria from the sales of goods and services increased
by $985.1 million (or 9 per cent) from $11.0 billion to $12.0 billion for 2010-11. Amounts
included in this movement relating to the public non-financial corporation sector and public
financial corporation sector are set out in Table 3.9.

71 Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, pp.25, 71
72 ibid. p.15
73 ibid., p.61
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Table 3.9: Major movements in sales of goods and services, 2009-10
compared with 2010-11

Sector 2009-10 2010-11 Variance Variance Reasons for variance

($ million) | ($ million) | ($ million) | (per cent)

Public 4,030.9 4,465.9 435.0 10.8 | e Higher regulated water and sewerage
non-financial charges.

corporation

sector

Public 3,280.4 3,476.7 196.3 6.0 | e Significant growth in insurance
financial premium revenue from the Transport
corporations Accident Commission and the

Victorian Workcover Authority, due to
a rise in the number of vehicles and
wage growth.

Source: Department of Treasury and Finance, Financial Report for the State of Victoria, 2010-11, October 2011,
pp.15, 60-1

Grants revenue

The analysis shows that on a whole state public sector basis, revenue increases were partially
offset by a reduction in grants revenue of $308.0 million in 2010-11 (grants revenue decreased
from $22.6 billion to $22.3 billion).” This included a reduction in grants revenue within the
public non-financial corporation sector whereby grants revenue reduced by $518.3 million

(18 per cent) from $2.9 billion to $2.4 billion in 2010-11.”° As indicated earlier, this result
reflected the timing of Commonwealth fiscal stimulus payments for social housing projects to
the Director of Housing, whereby payments initially expected to be received in 2010-11 were
brought forward to 2009-10, which caused a reduction of overall grants received in 2010-11.7

Expenses

Table 3.6 shows that aggregate expenditure for the State of Victoria rose from $51.0 billion
for 2009-10 to $53.8 billion for 2010-11, an increase of $2.8 billion or 5 per cent. While most
components of State expenditure were influenced by the activities of the general government
sector, some of the components affected by factors relating to the public non-financial
corporation and public financial corporation sectors are described below:’

e while employee expenses for the State increased by $1.0 billion (or 6 per cent)
from $16.2 billion in 2009-10 to $17.3 billion for 2010-11, with regard to the public
non-financial corporation sector, employee costs rose by $59.5 million (or 7 per cent)
from $857.6 to $917.1 million in 2010-11. This increase reflected growth in staff
numbers for the provision of additional services, together with increases in salaries
according to the requirements of public sector wage agreements;

74 ibid., pp.25, 61
75 ibid., p.60

76 ibid., p.16

77 ibid., pp.60-1
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e driven by increased borrowing, the aggregated interest expense for the State
increased by $270.9 million (or 18 per cent) from $1.5 billion in 2009-10 to
$1.8 billion during 2010-11. Interest costs relating to the public non-financial
corporation sector increased by $126.6 million (or 24 per cent) from $534.7 million
to $661.3 million in 2010-11, which largely reflected a $1.2 billion increase in
borrowings for that sector between 2009-10 and 2010-11; and

e other operating expenses for the State rose by $1.2 billion (or 6 per cent) from
$20.7 billion in 2009-10 to $22.0 billion during 2010-11. In particular, the public
financial corporation sector recorded a $530.6 million (or 12 per cent) increase in
other operating expenses from $4.3 billion to $4.9 billion in 2010-11. This increase
largely reflected increased insurance claims expense for the State’s insurers. As
mentioned earlier, the increase in insurance claims included claims associated with
flood-related events as well as costs relating to existing claims as they moved closer
to maturity.

FINDING

For the public sector as a whole, expenditure grew faster than revenue in
2010-11 (expenses from transactions grew by 5 per cent, while revenue
grew by 4 per cent compared to the prior year).

3.6.2 Net result

The difference between the net result and the net result from transactions is due to
revaluations and re-measurement items, which are included in other economic flows and the
determination of the net result, but not in the net result from transactions. As reported by
the Auditor-General, the net result takes into account movements in the value of financial
assets and liabilities and is therefore vulnerable to economic conditions.” The isolation of
these items in deriving the net result from transactions provides a clearer view of the State’s
underlying financial performance to be reflected by the net result from transactions.

The Committee notes that the other economic flows that are accounted for in the net result
reflected improved economic conditions that delivered smaller actuarial losses on unfunded
superannuation as well as significantly higher gains on financial assets in excess of financial
liabilities compared to the prior year.”

Despite the reduced net result from transactions for the State, the 2010-11 net result (see
Table 3.6) was a surplus of $1.6 billion (compared to a $5.7 billion deficit in 2009-10). This
improved financial outcome for the State, which highlights a turnaround of $7.3 billion or a
129 per cent improvement in the net result for 2010-11, was influenced to a large extent by the
following:*

e financial assets increasing in value at a faster rate than financial liabilities in 2010-11
compared to the prior year (the value of net financial assets increased by $1.3 billion
in 2010-11 compared to $187.2 million in 2009-10);

78 Victorian Auditor-General’s Office, Auditor-General’s Report on the Annual Financial Report of the State of Victoria,
2010-11, November 2011, p.viii

79 ibid.
80 ibid. p.11
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e aturnaround of $1.7 billion or 121 per cent from a net actuarial loss on
superannuation defined benefit plans of $1.4 billion in 2009-10 to a net actuarial gain
of $303.0 million in 2010-11; and

e no material other economic flows occurring in 2010-11 (this item included a
$4.0 billion revaluation loss in 2009-10 as a result of a change in the method for
valuing land under roads).

FINDING

The 2010-11 net result for the State was a surplus of $1.6 billion (compared
to a $5.7 billion deficit in 2009-10) due to positive movements in the value
of assets and actuarial gains.

3.7 Asset investment and debt movements in 2010-11 in the
general government sector

3.7.1 Asset investment

Expenditure on asset investment on a cash basis

Table 3.10 provides an outline on a cash basis of the funding for the general government
sector’s capital investment program for 2010-11 compared to the budget for 2010-11 and prior
year actual. Expenditure on an accrual basis is set out in Table 3.11.

The 2010-11 budget papers reveal that the Government’s expenditure on approved projects
for the year in the general government sector was initially projected to total $6.6 billion®' (this
amount includes total purchases of property, plant and equipment, capital contributions to
other sectors of government and net proceeds from sale of assets®?). In comparison, the actual
expenditure was $6.8 billion, which was $209.4 million more than the initial estimate in the
budget papers and $926.0 million higher than the prior year (see Table 3.10).%

FINDING

General government expenditure on approved asset investment projects
was $6.8 billion during 2010-11, $209.4 million more than the initial budget
estimate and $926.0 million higher than the prior year.

Notwithstanding the change of government during 2010-11, the level of expenditure on
approved asset investment projects for the general government sector for the first six months
and second six months of 2010-11 were similar (at 31 December 2010, $3.4 billion was
incurred compared to $6.8 billion at year end).?*

81 Budget Paper No.2, 2010-11 Strategy and Outlook, May 2009, pp.8, 44

82 ibid., p.44

83 Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010, p.25
84 Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, p.11
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Table 3.10: Funding of the capital program for the general government sector
—2010-11 compared to budget and prior year (cash basis)

Expense and funding items 2009-10 2010-11 2010-11 Budget Actual to
actual budget actual variance actual
variance
[A] [B] [C] [C]-[B] [C]-[A]
($ million) | ($ million) | ($ million) | ($ million) | ($ million)
Operating surplus 643.6 871.9 517.3 -354.6 -126.3
Add back: Non-cash revenues and
expenses (net)® 2,559.8 2,620.9 2,379.1 -241.8 -180.7
Net cash flow from operating
activities 3,203.4 3,492.8 2,896.3 -596.5 -307.1
Less:
Net investment in fixed assets
Expenditure on approved projects 5,897.8 6,614.4 6,823.8 209.4 926.0
Proceeds from the sale of non-financial
assets -187.4 -244.9 -184.3 60.6 3.1
Total net investment in fixed assets 5,710.5 6,369.5 6,639.6 270.1 929.1
Finance leases 74.7 121.0 195.0 74.0 120.3
Other investment activities (net) 90.3 -8.8 -65.0 56.2 -155.3
Increase in net debt 2,671.9 2,989.0 3,873.2 884.2 1,201.3
Net debt at year-end 7,963.6 11,700.0 11,836.8 136.8 3,873.2
Net debt to GSP at year end (%) 2.5 3.5 3.7

Note: (@) includes depreciation and movements in the unfunded superannuation liability and liability for

employee benefits

Sources: Budget Paper No.2, 2010-11, Strategy and Outlook, May 2010, pp.44, 51; Department of Treasury and
Finance, 2009-10 Financial Report, September 2010, pp. 23, 25; Department of Treasury and Finance,
2010-11 Financial Report, October 2011, pp.11-12

The Committee notes that the growth in asset investment from 2009-10 to 2010-11 is part of
a longer trend of growth in asset investment. Figure 3.2 shows how the general government
sector net infrastructure investment has grown from 1999-2000 to 2010-11.

The Committee notes that, in terms of outcomes to flow from the investment in infrastructure,
the previous Government foreshadowed in the 2010-11 Budget that the:®

significant infrastructure program [is] aimed at providing the services needed
for a growing Victorian population, and at securing jobs.

... This investment, funded by the Victorian Government in partnership with
the Commonwealth Government, will enhance the ongoing economic capacity

of the State and improve longer-term productivity growth. The infrastructure
program in Victoria is estimated to secure around 30,000 jobs in 2010-11.

85 Budget Paper No.2, 2010-11 Strategy and Outlook, May 2010, p.8
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Figure 3.2: General government net asset investment, 1999-2000 to 2010-11

billion ($)
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Source: Department of Treasury and Finance, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes questionnaire — Part Two, received 24 January 2012, p.13

In response to the Committee’s Financial and Performance Outcomes Questionnaire, the
Department of Treasury and Finance confirmed that asset investments are undertaken to
deliver:®¢

e new services;
e additional services; or
e more efficient/effective services.

The Committee notes that the Government does not currently report the extent to which its
asset investment program has met its stated aims.

The Department of Treasury and Finance informed the Committee that the service benefits
delivered through asset investments are reflected through changes made to performance
measures in the budget papers. However, it is not currently easy to identify these changes. An
encouraging development in terms of outcomes reporting was that:*’

DTF will facilitate disclosure of clear linkages between asset initiatives and
their intended service delivery outcomes, although this is not expected to be
completed in time for the 2012-13 budget.

The Committee reiterates that there is a lack of information to connect expenditure on asset
investment with the high-level outcomes identified as the aims of the asset investment
program.® In disclosing the success of the Government’s program towards these outcomes, it

86 Department of Treasury and Finance, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part Two, received 24 January 2012, p.9
87 ibid.

88 Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Three, September 2011,
pp.120-1
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would be useful to differentiate the number of new jobs created as distinct from existing jobs
that are secured.

FINDING

There is a lack of information linking expenditure on infrastructure
investment with the high-level outcomes aimed for (such as improved
services, securing jobs and enhancing the economic capacity and
productivity of the State).

RECOMMENDATION 5:

In addition to linking asset initiatives with service delivery outcomes,
the Department of Treasury and Finance also demonstrate the effect
that investment in fixed assets has had on:

(&) enhancing the ongoing economic capacity of the State;
(b) improving longer-term productivity growth; and

(c) creating new jobs and securing existing jobs.

Expenditure on asset investment an accrual basis

Table 3.11 presents details relating to expenditure on an accrual basis that was been incurred
in acquiring land, buildings, infrastructure, plant and equipment in 2010-11 compared to
2009-10 for the general government sector and the State of Victoria.

In terms of the asset investment in the general government sector during 2010-11, the increase
in the investment in fixed assets compared to the previous year was mainly related to schools
and roads.® With regard to asset investment at the State level, the increase predominantly
related to the water and transport sectors.*

As shown in Table 3.11, expenditure on land and buildings of $5.6 billion comprised the
largest component (73 per cent) of total asset acquisitions in the general government sector
during 2010-11. In contrast, on a whole public sector basis (that is, including the public
non-financial and the public financial sectors), the acquisition of land and buildings amounted
to $6.5 billion, comprising 45 per cent of total asset acquisitions, with an expenditure of

$6.9 billion on plant, equipment and vehicle, and other infrastructure systems (48 per cent of
the total).

FINDING

Across the public sector as a whole, expenditure on ‘plant, equipment
and vehicle, and other infrastructure systems’ of $6.9 billion comprised
48 per cent of total asset acquisitions and the acquisition of land and
buildings comprised $6.5 billion (45 per cent).

Chapter 6 of this report provides further analysis of asset investment in 2010-11.

89 Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, pp.10, 103
90 ibid., p.18
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Table 3.11: Major categories of asset investment, 2010-11 expenditure
compared to 2009-10 (accrual basis)

Asset investment category General government sector | State of Victoria
2009-10 2010-11 2009-10 2010-11
($ million) ($ million) ($ million) ($ million)
Land and buildings 3,353.7 5,625.0 4,215.8 6,447.2
Plant, equipment and vehicle, and other
infrastructure systems 909.5 905.1 4,406.6 6,860.1
Road networks and earthworks 1,056.3 1,013.5 1,057.1 1,020.0
Cultural assets 25.7 147.4 25.8 55.2
Total 5,345.2 7,691.0 9,705.3 14,382.5
Source:  Department of Treasury and Finance, 2010-11 Financial Report, October 2011, pp.100-1
3.7.2 Movements in net debt — general government sector

The calculation of net debt is determined by deducting liquid financial assets from gross
debt.”* The Government has stated that it is committed to maintaining net debt at sustainable
and prudent levels.®? In this regard and acknowledging that the rate of growth in expenditure
of 5.4 per cent exceeded that of revenue of 4.1 per cent in 2010-11 (see Section 3.6.1 of

this chapter), the Committee notes the following statements made by the Government when
providing commentary on the key measures of the general government sector’s financial
position:®

The Independent Review of State Finances was established to investigate
strategies to reduce Victoria's debt levels and restrain growth in expenditure.
While awaiting the final report, due in February 2012, the Government is
implementing strategies to improve the underlying budget position, including
cost savings to constrain general government expenditure growth.

Table 3.10 shows that for the general government sector:

e net debt grew by $3.9 billion (or 49 per cent) in 2010-11 compared to the prior
year (net debt at 30 June 2011 stood at $11.9 billion compared to $7.9 billion at
30 June 2010);

e the increase in net debt that occurred in 2010-11 was $884.2 million more than the
initial budget estimate; however, because the level of net debt at the end of 2009-10
was significantly less than had been estimated at the time of the 2010-11 Budget (the
estimate in the 2010-11 Budget was $8.7 billion of net debt at 30 June 2010, whereas
the actual net debt at 30 June 2010 was $7.9 billion), the level of net debt at the end
0f 2010-11 only varies from the initial estimate for 2010-11 by $136.8 million; and

e expressed as a percentage of gross state product (GSP), net debt to GSP grew from
2.5 per cent at 30 June 2010 to 3.7 per cent at 30 June 2011.

91  ibid, p.11
92 ibid.
93 ibid.
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As shown in Table 3.10, the Government spent $6.8 billion on asset investment in 2010-11
(on a cash basis). The net cash flow from operating activities provided $2.9 billion of the
required cash (after meeting payments of an operating nature), with other investment activities
also contributing small amounts. However, to cover the difference, an additional $3.9 billion
worth of debt was incurred.

The Committee notes that the level of asset investment has increased substantially over
the last four years (see Figure 3.2). The net cash flows from operating activities have been
positive throughout this period, partially funding the asset investment in every year (see
Figure 3.3).

Figure 3.3: Asset investment, cash flows from operating activities and
increases in net debt, 2007-08 to 2010-11

7,000

6,000

5,000
Py 4.000 —eo— Expenditure on approved asset projects
c
o Net cash flow from operating activities
E 3000 et e [ Increase in net debt

2,000 —f1 e

1,000 —- E

0 | |
2007-08 2008-09 2009-10 2010-11

Sources: Department of Treasury and Finance, Financial Report for the State of Victoria 2007-08, October
2008, p.30; Department of Treasury and Finance, Financial Report for the State of Victoria 2008-09,
October 2009, p.29; Department of Treasury and Finance, Financial Report for the State of Victoria
2009-10, September 2010, p.25; Department of Treasury and Finance, Financial Report for the State of
Victoria 2010-11, October 2011, p.12

As can also be seen from Figure 3.3, the amount of cash available has varied considerably
from year to year, from $3.9 billion in 2007-08 to $2.0 billion in 2008-09 and then to

$3.2 billion in 2009-10 and $2.9 billion in 2010-11.% These net cash flows are influenced,
among other things, by the net result from transactions, that is, the difference between revenue
and expenses (see Tables 2.10 and 3.10). In each of the last four years, the net cash flows from
operating activities have been less than the amount of asset investment, requiring additional
borrowings, and a steady increase in debt through the period, reaching $11.8 billion by

June 2011 (see Table 3.10).

94 Department of Treasury and Finance, Financial Report for the State of Victoria 2007-08, October 2008, p.30;
Department of Treasury and Finance, Financial Report for the State of Victoria 2008-09, October 2009, p.29;
Department of Treasury and Finance, Financial Report for the State of Victoria 2009-10, September 2010, p.25;
Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, p.12
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FINDING

Net debt in the general government sector, which stood at $11.8 billion at
30 June 2011, grew by $3.9 billion (or 49 per cent) in 2010-11 compared
with the prior year and exceeded the initial budget by $884.2 million (or
30 per cent). The increase in net debt has been necessary to cover the
difference between the net cash flows from operating activities and the
expenditure on asset investment.

FINDING

Net debt in the general government sector represented 3.7 per cent of
gross state product at 30 June 2011, which was higher than the prior year
proportion of 2.5 per cent.

A breakdown of the movement in net debt for the first six months of 2010-11 compared to
the second half of the financial year is shown in Table 3.12. The analysis shows that the level
of net debt incurred in respect of the general government sector and as a percentage of GSP
increased by similar margins in the first and second halves of 2010-11 (of around $1.9 billion
and 0.6 per cent of GSP). This is in line with the even spread of expenditure noted above.

Table 3.12: Movement in net debt, general government sector, half yearly
comparisons for 2010-11

Net debt Net debt to gross state
product

($ billion) (per cent)
1 July 2010 8.0 2.6
31 December 2010 9.9 3.1
Movement 1.9
1 January 2011 9.9 3.1
30 June 2011 11.8 3.7
Movement 1.9

Sources: Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, p.14;
Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011,
p.11

FINDING

Net debt incurred in the general government sector increased by similar
amounts in the first and second halves of 2010-11 ($1.9 billion or
0.6 per cent of gross state product).

3.7.3 Movements in net debt and debt sustainability — non-financial
public sector

The Committee notes that net debt for the non-financial public sector (i.e. the general
government sector and the public non-financial corporation sector) increased from
$14.8 billion at 30 June 2010 to $19.7 billion at 30 June 2011. As a ratio compared to GSP,
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this represents an increase from 4.9 per cent to 6.2 per cent.® According to the Government,
the movement reflected the increased debt used to fund capital infrastructure expenditure,
particularly in the water and transport sectors (the increase in asset investment in these sectors
is referred to in Section 3.7.1 of this chapter).®® The Committee notes, however, that the level
of net debt incurred by the non-financial public sector at 30 June 2011 of $19.7 billion was in
line with the revised budget of $19.7 billion announced in the 2010-11 Budget Update, which
reflected the Government’s new financial management plan.” The level of net debt incurred
by the non-financial public sector of $19.7 billion at 30 June 2011 was slightly less than the
original estimate of $20.6 billion.”® In terms of outcome achievements, the Government has
stated that it has stabilised debt levels and maintained parameters consistent with AAA credit
rating.*

The Committee also notes the following commentary made by the incoming Government in
the 2010-11 Victorian Budget Update that was released in December 2010:1%°

While Victoria s finances are sound, recent trend growth in the size and cost of
government and the level of government debt are not sustainable.

The Government also stated that:

...recent actual and forecast growth in the public sector debt must be
contained to ensure the State's balance sheet is sustainable. Net debt to GSP
for the non-financial public sector has risen from 1.4 per cent ($3.9 billion) in
2007-08 to a projected 8.3 per cent ($30.7 billion) by 2013-14.

The Auditor-General considers that debt is sustainable when it ‘can be paid back while
dealing with factors such as economic growth, interest rates and the state’s capacity to
generate surpluses in the future’.1> However, the Auditor-General notes that such factors
cannot be reliably forecast across the period over which debt is repaid, making measuring
debt sustainability difficult.

Nonetheless, the Auditor-General has looked at the State’s debt sustainability as indicated
by the ratio of borrowings and unfunded superannuation liabilities to GSP. According to this
indicator, debt sustainability has declined between 2006-07 and 2010-11, with debt growing
faster than GSP over this period. In 2010-11, the State’s debt increased by 8.7 per cent

(to $55.6 billion at 30 June 2011), while for the same period, GSP increased by only

95 ibid., p.19

96 ibid.

97 Department of Treasury and Finance, 2010-11 Victorian Budget Update, December 2010, pp.4,30
98 Budget Paper No.2, 2010-11 Strategy and Outlook, May 2010, p.64

99 Premier of Victoria, ‘Economy and State Finances’,
WWWw.premier.vic.gov.au/our-commitment/economy-and-state-finances.html, accessed 1 February 2012

100  Department of Treasury and Finance, 2010-11 Victorian Budget Update, December 2010, p.1
101 ibid., p.3

102  Victorian Auditor-General’s Office, Auditor-General’s Report on the Annual Financial Report of the Sate of Victoria,
2010-11, November 2011, p.15
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3.5 per cent.'® In calculating the State’s debt, the Auditor-General used a broader measure
than the Government,* taking into account:!®

e public sector borrowings — $27.8 billion

e unfunded superannuation liabilities — $22.8 billion

e finance leases entered into by public sector entities — $2.7 billion
e derivative financial instruments — $2.2 billion

The Committee notes that the Government has indicated that restricting the growth of net debt
compared to the growth of GSP has been identified as a priority for future years. During the
Committee’s inquiry into the 2011-12 budget estimates, the Premier advised the Committee,
in part, that:1%

... We have obviously stabilised debt at just under 6 per cent of GSP between
12-13 and 13-14...The net debt to GSP is stabilised under 6 per cent and
maintaining the AAA rating — the ratio is maintained well under the rating
agencies requirements for AAA rating. Indeed Victoria is one of the few states
at the end of this estimates period to have a declining ratio...we recognise
that debt remains on the increase. We are seeking to stabilise that debt, and
that is what we have done in this budget...

In its Report on the 2011-12 Budget Estimates, the Committee recommended that

the Department of Treasury and Finance disclose the ‘debt management strategy and
detail the measures, including targets, that are to be employed to ensure the successful
implementation of the strategy’ in the budget papers.’®” The Government has supported this
recommendation.'

As a corollary of this, the Committee considers that the annual Financial Report for the State
should report on the actual achievements compared to the targets in the debt management
strategy. Although the report currently provides information about the non-financial public
sector’s debt, it does not compare the data to targets other than the maintenance of Victoria’s
AAA credit rating.'*®

FINDING

The annual Financial Report for the State does not compare the actual
figures for non-financial public sector debt to targets other than maintaining
Victoria’s AAA credit rating.

103 ibid., p.16
104  Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, pp.19-20

105  Victorian Auditor-General’s Office, Auditor-General’s Report on the Annual Financial Report of the Sate of Victoria,
2010-11, November 2011, p.16

106 Hon. T. Baillieu, MP, Premier, 2011-12 budget estimates hearing, transcript of evidence, 13 May 2012, p. 4

107  Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Three, September 2011,
Recommendation 57, p.160

108 Victorian Government, Government Responses to the Recommendations of Public Accounts and Estimates
Committee’s 102" Report on the 2011-12 Budget Estimates - Part Three, tabled 14 March 2012, p.30

109  Department of Treasury and Finance, Financial Report for the State 2010-11, October 2011, pp.19-20
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RECOMMENDATION 6:

The Department of Treasury and Finance compare the actual figures
for non-financial public sector debt to targets established in the debt
management strategy, explaining any significant variations.

3.74 Net debt to GSP for the general government sector

A comparison of net debt to GSP between the states and territories and the Commonwealth for
the general government sector is included in Table 3.13 and presented in a diagrammatic form
in Figure 3.3.

The analysis shows that net debt, as a proportion of GSP for Victoria’s general government
sector has risen steadily since 2007-08. As discussed in Section 3.7.2, it has been necessary to
increase the debt to cover the difference between net cash flows from operating activities and
the expenditure on asset investment.

The Committee notes that the ratio of net debt to GSP for Victoria’s general government
sector at 30 June 2011 was the third highest of the Australian jurisdictions. It is only behind:

e the Northern Territory, where additional debt was required as a result of the 2010-11
cash deficit and the decision to assist the Power and Water Corporation with their
essential capital program;*° and

e the Commonwealth, where the impact on budget revenues from the global financial
crisis, recent natural disasters and a strong Australian dollar contributed to the
Australian Government’s general government sector recording an underlying cash
deficit of $47.7 billion for 2010-11.1

In most Australian jurisdictions, net debt as a percentage of gross state product has shown

a worsening trend generally since the advent of the global financial crisis in 2007-08. New
South Wales was the only jurisdiction to reduce its net debt as a proportion of GSP between
2010 and 2011. This improvement has been partly a result of the sale of the electricity retail
businesses in 2010-11.12

110 Northern Territory Government, 2010-11 Treasurer’s Annual Financial Report, October 2011, pp.8, 14

111 The Hon Wayne Swan MP, Deputy Prime Minister and Treasurer, Joint Media Release with Senator The Hon Penny
Wong, Minister for Finance and Deregulation, ‘Release of 2010-11 Final Budget Outcome’, 30 September 2011,
<www.treasurer.gov.au/DisplayDocs.aspx?doc=pressreleases/2011/119.htm&page]D=004&min=wms& Year=2011&d
octype=0>, accessed 16 March 2012

112 New South Wales Treasury, Report on State Finances 2010-11, October 2011, p.1-1
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Table 3.13: Net debt as a proportion of GSP, comparison between Victoria and other
Australian jurisdictions, 2004 to 2011®

2004 2005 2006 2007 2008 2009 2010 2011
Net debt
($ million) 1,399.0 1,480.0 1,195.0 2,003.0 2,182.0 5,331.0 7,932.0 11,836.8
2| Gsp
g ($ million) 253,465.0 263,143.0 268,758.0 279,019.0 288,640.0 291,352.0 298,123.0 305,615.0
£
Proportion 0.7% 0.7% 0.4% 0.7% 0.8% 1.9% 2.7% 3.9%
Net debt
= ($ million) -574.0 -2,061.0 -4,584.0 2,855.0 4,432.0 8,022.0 9,225.0 7,952.0
=
3 » | GSP
2 % ($ million) 365,390.0 371,892.0 379,852.0 387,743.0 398,796.0 | 402,003.0 | 410,774.0 419,895.0
z=
Proportion -0.2% -0.7% -1.2% 0.8% 1.1% 2.0% 2.3% 1.8%®
Net debt
($ million) 1,279.0 1,196.0 1,145.0 1,075.0 887.0 837.0 719.0 1,172.0
S >
Qe § GSP
‘g ‘= | ($ million) 12,416.0 12,962.0 13,381.0 14,145.0 15,137.0 15,813.0 16,021.0 16,281.0
(]
Zr
Proportion 12.9% 10.8% 7.9% 7.1% 5.6% 5.0% 4.3% 7.4%
Net debt
($ million) 114.0 -28.0 -259.0 -412.0 -1,031.0 -982.0 -748.0 -416.0
©
G | GsP
% ($ million) 20,719.0 21,218.0 21,740.0 22,348.0 23,009.0 23,457.0 23,561.0 23,738.0
©
'_
Proportion 0.7% -0.2% -1.3% -2.0% -4.8% -4.4% -3.3% -1.8%
Net debt
($ million) -142.0 -219.0 -707.0 -639.0 984.0 -192.0 678.0 2,930.0
©
- ® | GSP
5 @ | ($ million) 73,621.0 74,804.0 75,866.0 77,370.0 81,942.0 83,231.0 84,269.0 86,323.0
o 5
n < .
Proportion -0.2% -0.4% -1.0% -0.9% 1.3% -0.2% 0.9% 3.4%
Net debt
($ million) -291 -997 -2737 -2716 -3409 -2618 -1076 230
=&
5 © | GSP
'gij § ($ million) 140,131.0 144,279.0 151,196.0 160,601.0 166,974.0 173,419.0 180,821.0 187,117.0
=<
Proportion -0.4% -1.0% -1.7% -1.6% -2.0% -1.5% -0.6% 0.1%
Net debt
($ million) -1,869.0 -1,993.0 -2,228.0 -2,696.0 -2,957.0 -2,804.0 -2,962.0 -2,605.0
GSP
6 ($ million) 23,975.0 24,475.0 24,963.0 26,060.0 26,850.0 27,780.0 28,666.0 29,473.0
< .
Proportion -10.6% -10.7% -9.5% -11.0% -11.6% -10.9% -11.4% -8.8%
Net debt
2 | ($ million) -14,851.0 -19,446.0 -23,243.0 -26,686.0 -22,598.0 -19,285.0 -13,347.0 -9,047.0
S
2| Gsp
§ ($ million) 197,977.0 209,802.0 221,630.0 234,250.0 245,497.0 246,901.0 251,144.0 251,616.0
(07
Proportion -10.1% -11.9% -10.2% -11.1% -9.0% -1.7% -5.2% -3.6%
Net debt
($ million) 22,639 10,741 -4,531 -29,150 -44,820 -16,148 42,283 84,551
<
gs|Gsp
g 8 ($ million) 1,088,945.0 | 1,123,646.0 | 1,157,783.0 | 1,201,563.0 | 1,246,899.0 | 1,263,934.0 | 1,293,380.0 | 1,320,057.0
o3
Proportion 2.6% 1.2% -0.5% -2.7% -3.8% -1.3% 3.3% 6%
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Notes:

@
(b)

Sources:

A negative sign in net debt values indicates that there are more assets that can be converted to cash
easily than amounts owing in terms of debt obligations.

The reduction in the ratio of net debt to GSP in New South Wales between 2010 and 2011 reflects the
impact of the proceeds from the sale of electricity retail businesses (New South Wales Report on State
Finances, 2010-11, p.1-1).

Parliament of Australia, Department of Parliamentary Services, State statistical bulletin, 2007-08,

25 February 2009, p.29; Parliament of Australia, Department of Parliamentary Services, State statistical
bulletin 2011, 1 June 2011, p.28; Australian Government, Budget 2011-12, Mid-Year Economic and
Fiscal Outlook, Appendix D: Historical Australian Government data, Table D4, November 2011;
Australian Bureau of Statistics, Australian National Accounts: State Accounts 5220.0 2010-11, Table 1.
Gross State Product, Chain volume measures and current prices; and various budget papers and
annual financial reports of the states and territories

Figure 3.4: Comparison of net debt to GSP between the states, territories and
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Sources:

the Commonwealth, 2004 to 2011
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see Table 3.13
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3.7.5

FINDING

Net debt to GSP for Victoria’s general government sector has risen steadily
since 2007-08, which is in line with expansion of the State’s infrastructure
program. This trend follows a similar pattern to other Australian jurisdictions
following the global financial crisis in 2007-08.

Comparison of Australia’s general government sector net debt
to G-7 countries

Figure 3.4 illustrates a comparison of general government sector net debt levels as a
percentage of gross domestic product between Australia and the G-7 countries. As can be
seen from the figure, Australia has significantly lower levels of net debt projected in 2010
than the G-7 countries. Net debt as a percentage of gross state product in the Victorian general
government sector at 30 June 2010 was 2.5 per cent, which was significantly below that of the
G-7 countries.

Figure 3.5: Australian and G-7 public sector net debt

100

80

Per cent of Gross Domestic Product

-20

Note:

Source:

1992 2000 [ 2008 M 2010

Australia UK us Germany France Canada Italy Japan

Net debt figures are drawn from the OECD Economic Outlook 84 except for Australia’s 2010 figure
which is the sum of the most recent forecast for Australian, State and Territory general government
sector net debt levels for the financial year 2009-10.

Katrina Di Marco, Mitchell Pirie and Wilson Au-Yeung, A history of public debt in Australia. Information
based on Australian Treasury and OECD Economic Outlook 84 (November 2008).

FINDING

The level of Victoria’s general government sector net debt is significantly
below that of the G-7 countries.
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PART B

Part B of this chapter provides a comparison of the fiscal performance for the six months
ended 30 June 2011 with the prior six months in terms of:

e meeting the Government’s fiscal objectives; and
e achieving financial results.

This analysis enables a comparison to be made of the financial outcomes achieved by the
former Government of the 56" Parliament, which is discussed in Chapter 2, with the financial
outcomes achieved by the Government of the 57" Parliament that are discussed in this part of
the chapter, albeit for a six-month period.

3.8 Comparison of financial performance for the six months
ended 30 June 2011 with the six months ended
31 December 2010 and the financial objectives/planned
actions for 2010-11

The previous Government’s financial objectives are set out in Chapter 2 of this report as well
as Table 3.14.

The current Government has stated that in terms of its fiscal objectives:'?

The 2010-11 Budget Update [published December 2010] outlined the fiscal
targets for the Government, including maintaining a budget surplus [net result
from transactions] of at least $100 million a year, implementing savings in the
public sector and improving the on time, on budget delivery of major projects
while moving towards sustainable levels of public debt.

The Government confirmed in the annual Financial Report for the State that the 2010-11
results were consistent with these targets.'* However, the report does not provide a detailed
discussion of actual results towards each objective.

The Committee believes that the end-of-year Financial Report for the State should include a
table that provides a summary of how the financial outcomes achieved in the year compare to
the Government’s financial objectives that were articulated in the budget. Disclosure of this
nature would complete similar disclosure recommended for mid-year financial reporting (see
Chapter 2 of this report — Section 2.8).

As part of this disclosure, the Committee would like to see reporting against the Government’s
longer-term fiscal strategies and objectives, as well as other financial reforms emanating from
the Independent Review of State Finances.

113 Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, p.3
114 ibid.
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The Committee notes that the Independent Review, in its April 2011 Interim Report,
concluded that *a fresh approach to financial management is required if the States finances
are to be sustainable into the future’ . Key findings of the report included the following:

e Victoria’s financial position is unsustainable into the medium-term;

e the growth in expenses, which has outpaced the growth in revenue over
the past decade, has been obscured by the accounting treatment of the
Commonwealth-sourced revenue for infrastructure (see Section 3.5.1);

e on the current trajectory, the level of net infrastructure investment is not sufficient to
provide high-quality public services to Victoria into the medium and longer term; and

e over the past three years, Victoria’s debt has risen significantly.

These findings disclosed by the Independent Review’s analysis were similar to those identified
by the Government in the Victorian Economic and Financial Statement, which was also
released in April 2011. The Government stated that the vulnerability of the financial position
arose from a number of sources which included:*’

e various capital projects that were beset by inadequate management and very
significant cost overruns;

e increased public debt in order to finance capital projects;
e areliance on Commonwealth one-off funding; and
e spending growth exceeding growth in revenue.

The Committee will be interested in monitoring how the Government responds to the
Independent Review of State Finances’ final report (due to be released in early 2012). The
Committee understands this will include suggestions on how to improve the efficiency and
effectiveness of service delivery and government spending, and options for improving the
governance of the Victorian public sector.

FINDING

The Committee notes that the Government has articulated a number

of fiscal objectives and the Independent Review of State Finances has
identified several areas requiring action. However, the Government does
not currently report on its progress towards these objectives and areas of
action in a systematic way.

RECOMMENDATION 7:

At year end, the Department of Treasury and Finance report specific
outcomes achieved against the Government’s financial management
plan, including coverage of how it has performed against its fiscal
strategies.

115  Independent Review of State Finances, Interim Report, April 2011, ‘Executive summary’
116  ibid., Executive Summary, p.[4]

117 Department of Treasury and Finance, Victorian Economic and Financial Statement, April 2011, p.1
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Table 3.14 provides an overview of how the financial outcomes for the six months ended
30 June 2011 for the general government sector compared to the financial outcomes for the
six months ended 31 December 2010. These financial outcomes are also compared to the:

e financial objectives set by the former government that covered most of the first half
of 2010-11; and

e actions initiated by the new government that was elected in November 2010 (also
referred to as fiscal targets — see below). Elaboration of some of these achievements
for the six months ended 30 June 2011 is contained in later chapters of this report.
FINDING

The Government has taken steps towards all of its fiscal objectives in
2010-11.
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3.9

Analysis of net result from transactions for the six months

ended 30 June 2011 in the general government sector
compared to the prior six months

A breakdown of the operating statement for the general government sector for 30 June 2011
according to the six months ended 31 December 2010 and the six months ended 30 June 2011

is shown in Table 3.15.

Table 3.15: Operating statements for the year ended 30 June 2011 and the
six months ended 31 December 2010 and 30 June 2011, general

government sector

2010-11 1 July 2010 - 1 January 2011 —
31 December 2010 | 30 June 2011

($ million) ($ million) ($ million)
Revenue
Taxation revenue 14,857.5 6,902.1 7,955.3
Interest 420.1 198.5 221.6
Dividends and income tax equivalent and
rate equivalent revenue 404.0 316.6 87.4
Sales of goods and services 5,944.2 2,910.9 3,033.3
Grants 22,425.6 11,361.5 11,064.1
Other current revenue 1,975.5 895.1 1,080.4
Total revenue 46,026.9 22,584.8 23,442.1
Expenses
Employee expenses 16,374.8 8,046.1 8,328.7
Superannuation interest expense 931.6 469.6 461.9
Other superannuation 1,695.7 827.2 868.4
Depreciation 2,010.0 954.1 1,055.9
Interest expense 985.6 463.4 522.2
Other operating expenses 14,964.6 7,219.6 7,744.9
Grants and other transfers 8,547.4 4,122.8 4,424.6
Total expenses 45,509.6 22,102.9 23,406.6
Net result from transactions — Net
operating balance 517.3 481.8 35.5

Source:

Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011,

p.25; Department of Treasury and Finance, 2010-11 Mid-Year Financial Report, March 2011, p.17;
Department of Treasury and Finance, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 24 January 2012, pp.14-15

Explanations provided by the Department of Treasury and Finance for variances of greater
than 10 per cent between revenue and expense items for the general government sector for
each of the six monthly periods of 2010-11 are given in Table 3.16.




Table 3.16: General government sector, explanation of variances of greater
than 10 per cent in operating items for the six month period
ended 30 June 2010 compared with the same period ended
31 December 2010

Operating item | 1 July 1 January | Variance Variance Explanation for variances £10%
2010-31 2011 - 30
December | June 2011
2010
($ million) | ($ million) | ($ million) | (per cent)
Revenue
Taxation Additional income in the second
half of the financial year is
attributable to land taxes which
are levied in the second half of the
6,902.1 7,955.3 1,053.2 15.3 | financial year (Jan to March).
Interest Increase resulting from higher
average interest rates on cash and
term deposits in the second half of
198.5 221.6 23.1 11.6 | the financial year.
Dividends and Dividends are normally received
income tax from the Public Non Financial
equivalent and Corporation sector to the general
rate equivalent government sector in April and
revenue October of each year.
In 2010-11 the April dividend
payment was reduced as a result
of the deferral of interim dividends
from the metropolitan water
316.6 87.4 -229.2 -72.3 | businesses to October/November.
Sales of goods
and services 2,910.9 3,033.3 122.4 4.2
Grants 11,361.5 11,064.1 -297.4 -2.6
Other revenue Variance driven by a number
of departments, with the most
substantial [changes] relating
to increased Commonwealth
Government revenue in the Health
895.1 1,080.4 185.3 20.7 | portfolio.
Total revenue 22,584.7 23,442.1 857.4 3.8
Expenses
Employee
expenses 8,046.1 8,328.7 282.6 35
Superannuation
interest
expense 469.6 461.9 -1.7 -1.6
Other
superannuation 827.2 868.4 41.2 5.0
Depreciation Related to increases in the asset
base mainly the Department of
Education and Early Childhood
Development, the Department of
Health, and the Department of
954.1 1,055.9 101.8 10.7 | Transport (roads).

Chapter 3: Financial Outcomes for 2010-11, Including Financial Outcomes in the 57" Parliament (January 2011-June 2011)
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Operating item | 1 July 1 January | Variance Variance Explanation for variances £10%
2010- 31 2011 - 30
December | June 2011
2010
($ million) | ($ million) | ($ million) | (per cent)
Interest Increase related to growth in
expense borrowings over the financial
year which is used to fund the
463.4 522.2 58.8 12.7 | Government’s capital program.
Other operating
expenses 7,219.6 7,744.9 525.3 7.3
Grants and
other transfers 4,122.8 4,424.6 301.8 7.3
Total expenses 22,102.8 23,406.6 1,303.8 5.9
Net result from
transactions —
Net operating
balance 481.9 355 -446.4 -92.6
Source:  Department of Treasury and Finance, response to the Committee’s 2009-10 and 2010-11 Financial and

Performance Outcomes Questionnaire — Part Two, received 24 January 2012, pp.14-15

Table 3.16 shows that the net result from transactions for the general government sector

for the six months ended 30 June 2011 of $35.5 million was $446.4 million or 93 per cent
lower than the result of $481.9 million that was generated for the prior six month period to
31 December 2010. In terms of undertaking a half-yearly comparison, growth in expenditure
exceeded that of revenue in the second six-monthly period of 2010-11 — expenditure grew
by $1.3 billion in the second half of the year compared to revenue growth of $857.4 million.
Factors contributing to this outcome were as follows:

e additional revenue derived from taxation in the second half of the financial year
of $1.1 billion (as land taxation is levied in the second half of the year) was offset
by lower levels of dividends ($229.2 million less) and grants ($297.4 million less)

received in the second half; and

¢ higher expenditure associated with employee expenses (an additional
$282.6 million), other operating expenses (an additional $525.3 million) and grants
and other transfers (an additional $301.8 million) in the second half of the financial

year.

The Committee considers that a major factor contributing to this may have been the release of
a significant value of initiatives for the second half of 2010-11 prior to and after the election.
The Pre-Election Budget Update released by the former Government in November 2010
provided for an additional $597.2 million of output initiatives for 2010-11.""® The 2011-12
Budget detailed an additional $241.8 million in output initiatives, offset by $163.6 million of
savings initiatives that was released for expenditure in the second half of 2010-11.1°

118
119

Department of Treasury and Finance, Pre-Election Budget Update, November 2010, Appendix A
Budget Paper No.3, 2011-12 Service Delivery, May 2011, Chapters 1 and 2
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FINDING

The operating result for the general government sector for the six months
ended 30 June 2011 was $35.5 million, significantly less than the operating
result of $481.9 million for the prior six-month period. Growth in expenditure
exceeded that of revenue in the second six-month period — expenditure
grew by $1.3 billion compared to revenue growth of $857.4 million.
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CHAPTER 4: DEPARTMENTAL INCOME AND EXPENSES
IN 2009-10 AND 2010-11

4.1 Introduction

Chapters 2 and 3 of this report provide details and analysis of the revenue and expenses for
the general government sector as a whole in 2009-10 and 2010-11. This chapter breaks those
figures down by looking at the income and expenses of the 11 Government departments,
which constitute a significant portion of the general government sector.

In undertaking this analysis, the Committee seeks to understand the performance of the
individual departments in 2009-10 and 2010-11. This has been done in Section 4.3 through an
examination of the net results from transactions for each department and a comparison of that
with the initial budget estimate. The main purpose of this examination is to identify whether
or not finances are being appropriately managed, as the net result from transactions is one key
measure that can be used to identify this. Through this work, the Committee has also been
able to look at whether or not budget estimation is being done effectively.

This chapter also provides analyses of three particularly significant areas associated with
departmental income and expenditure:

e revenue foregone (that is, concessions, subsidies and tax expenditures);
e employee expenses; and
e savings and efficiencies.

The examination of each of these areas has identified a range of issues about which the
Committee has made recommendations.

The Committee notes the change of government in November 2010, mid way through the
2010-11 financial year. In comparing actual results to budget estimates, the Committee
has used budget figures adjusted to account for machinery-of-government changes where
available.

4.2 Comparability of figures

Details of the income and expenditure of departments (and the general government sector

as a whole) are provided in a number of documents. The most important of these documents
are the budget papers, entities’ annual reports and the annual Financial Report for the State.
Across the different documents, and sometimes within one document, figures are prepared
on a variety of different bases of consolidation, as detailed below. This can make comparison
difficult.

At the start of the accountability cycle, the budget papers provide estimates for the year ahead
for income (listed there as ‘revenue’) and expenditure of the general government sector as a
whole. These are detailed in the general government sector consolidated operating statement.

The general government sector figures include:'?

120  cf. Budget Paper No.5, 2011-12 Statement of Finances, May 2011, p.31
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e the income and expenditure of departments;

e the income and expenditure of general government sector agencies controlled by
the departments, which are funded through grants and other transfers from the
departments;

e income and expenditure administered by departments which the departments do not
control;

¢ the income and expenditure of general government sector agencies which receive
less that 50 per cent of their revenue through appropriations; and

e anunallocated contingency provision within the expenditure category.

This relationship is set out in Figure 4.1.

Figure 4.1: Basis of consolidation of the general government sector
consolidated operating statement

General government sector consolidated operating statement in the annual
Financial Report for the State

A

Less eliminations (e.g. payroll tax, capital assets charge and transfers between

entities)
A A
(a) departments (b) agencies (c) items (d) unallocated (e) general

controlled by administered by contingencies government sector
departments and departments where agencies that
funded by grants departments do receive less than
and other transfers not have control of 50% of their
from departments how the items are revenue from

used appropriations

Source: Public Accounts and Estimates Committee

The budget papers also include estimates for the income and expenditure of each
department.t?! The operating statements for departments in the budget papers consolidate
departments along with their controlled agencies (that is, (a) and (b) in Figure 4.1).
Administered items (such as grants that are passed on to other bodies), (¢) in Figure 4.1,

are also listed by department, but not included within the operating statements. Unallocated
contingencies and agencies receiving less than half of their revenue from appropriations (that
is, (d) and (e) in Figure 4.1) are not broken down by department.

At the end of the annual accountability cycle, details of actual income and expenditure are
provided in the annual Financial Report for the State and in entities’ annual reports.

The Financial Report for the State provides actual results for the general government sector
as a whole, on the same basis of consolidation as the budget papers. The Committee’s
comparison between these figures is contained in Chapters 2 and 3 of this report.

121  in Budget Paper No.4, Statement of Finances, in 2009-10 and 2010-11 (published as Budget Paper No.5 in 2011-12)
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The Financial Report for the State does not disaggregate the figures for the general
government sector according to the categories set out in Figure 4.1. The Committee has
previously recommended that some additional detail be provided in the future,'?? and the
Government has indicated that this is under review.'?®

The annual reports of departments do provide actual results. However, these are provided on
two different bases of consolidation:

e the comprehensive operating statement includes the department, (a) in Figure 4.1,
the controlled agencies (b) that do not produce their own annual reports and, in
some cases, agencies outside the general government sector,* but does not include
controlled agencies that produce their own annual reports;

¢ the *budget portfolio outcomes’ statement, which also appears in the annual report,
is consolidated on the same basis as the estimates in the budget papers, that is, it
includes both (a) and (b) in Figure 4.1.

As the bases of consolidation differ, the figures are quite different. This is particularly the
case for departments which have large numbers of controlled agencies. For example, the
Department of Health’s comprehensive operating statement for 2010-11 indicates that

only $174.0 million was spent on employees, with $10,137.0 million provided to other
agencies through “grants and other transfers’, as these agencies have not been included

in the consolidation for this statement.'?® In contrast, in the ‘budget portfolio outcomes’
statement, in which most of those agencies are consolidated with the Department, indicates
that $7,167.7 million was spent on employees, with only $175.2 million of “‘grants and other
transfers’.1%

Both of the statements provide useful information for understanding departments’ financial
performance within a year. The comprehensive operating statement provides an understanding
of the income and expenditure of the department itself, as opposed to the agencies which it
funds. The ‘budget portfolio outcomes’ statement enables comparison with the estimates set
out in the budget papers at the start of the year.

Both sets of figures have been used in this chapter. Figures from the ‘budget portfolio
outcomes’ statement have been used when assessing departments’ performance compared to
budget estimates. Figures from the comprehensive operating statements have been used where
the focus is on income or expenditure specifically by departments rather than agencies.

4.2.1 Improving the ‘budget portfolio outcomes’ statement

The ‘budget portfolio outcomes’ statement in annual reports is essential for completing the
cycle of accountability that begins with the budget papers. It is the only place where actual
results for departmental income and expenditure (and other important financial data) are

122 Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Three, September 2011,
Recommendation 73, p.199

123 Victorian Government, Government Responses to the Recommendations of Public Accounts and Estimates
Committee’s 102nd Report on the 2011-12 Budget Estimates — Part Three, tabled 14 March 2012, p.37

124 e.g. Department of Human Services — see Department of Human Services, Annual Report 2010-11, p.127
125  Department of Health, Annual Report 2010-11, p.53
126  ibid., p.158
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presented on the same basis of consolidation as the budget papers. It is therefore only possible
to determine whether or not departments have performed in accordance with expectations by
using the ‘budget portfolio outcomes’ statement.

This makes the ‘budget portfolio outcomes’ statement essential for transparency and
reporting. The Committee notes three ways in which the statement could be improved and
recommends that the guidance be updated. The current guidance for the ‘budget portfolio
outcomes’ statement can be found in three places — Financial Reporting Direction (FRD) 8B
(Consistency of Budget and Departmental Reporting); the Standing Directions of the Minister
for Finance under the Financial Management Act 1994; and the 2010-11 Model Report for
Victorian Government Departments.**’

Firstly, the Committee notes that, whereas the comprehensive operating statements are
required to be audited by the Auditor-General, the “budget portfolio outcomes’ statement
is explicitly excluded from the audited part of the annual report.'?® Given the significance
of the ‘budget portfolio outcomes’ statements from the perspective of accountability, the
Committee considers that the independent scrutiny provided by the Auditor-General for
the comprehensive operating statement would also be appropriate for the ‘budget portfolio
outcomes’ statement.

Secondly, the Committee notes that a number of departments in their ‘budget portfolio
outcomes’ statement have compared their actual results to the revised estimates published

two months before the end of the financial year, rather than the initial budget estimates made
at the start of the financial year. That is, they have compared their actual results for 2010-11 to
the revised estimates for 2010-11 that are published in the 2011-12 budget papers, rather than
the initial estimates from the 2010-11 budget papers.

The guidance indicates that the comparison should be made between the ‘statements
published in the Budget Papers and actual results for the portfolio for the corresponding
financial year.”*?® The Committee notes that there is some ambiguity in this, in that it does not
specify which budget papers the estimates should be drawn from.

The Committee considers that it is important for a comparison to be made with the initial
budget estimates, and not just the revised estimates, in order to allow an understanding of
variations from the budget estimates within the whole year and not just variations within the
last few months. The Committee considers that the guidance should be updated to clearly
specify that the comparison should be made to the initial and not the revised estimates.

Thirdly, the Committee notes that there is no requirement in the current guidance for
variations from the budget estimates to be explained. The Government’s current guidance
specifies that explanations for significant and material variations should be provided in annual
reports for performance measures, and provides details of what constitutes a significant or

127 Standing Directions of the Minister for Finance under the Financial Management Act 1994, updated June 2011,
Standing Directions 4.2(1)-(m); Financial Reporting Direction 8B (Consistency of Budget and Departmental
Reporting); Department of Treasury and Finance, 2010-11 Model Report for Victorian Government Departments,
March 2011, p.22

128  Standing Directions of the Minister for Finance under the Financial Management Act 1994, updated June 2011,
Standing Directions 4.2(1); Financial Reporting Direction 8B (Consistency of Budget and Departmental Reporting)

129  Financial Reporting Direction 8B (Consistency of Budget and Departmental Reporting)



material variance,'* but does not provide any such requirements for the ‘budget portfolio
outcomes’ statement. As noted in previous reports, the Committee considers that better
practice in annual reporting requires entities to explain significant and material variations
from all targets in budget papers.!

The majority of departments did provide at least some explanations for variances, but not
all departments did this. Such explanations would help the Parliament and community to
understand the reasons for departments’ performance relative to budget and would enable
a more meaningful assessment to be made. The Committee considers that all departments
should be required to provide explanations.

FINDING

Details of the actual income and expenditure (and other financial details)
of government departments are provided on two bases of consolidation —
a comprehensive operating statement and a ‘budget portfolio outcomes’
statement. The Committee has identified three areas where improvements
to the guidance for the ‘budget portfolio outcomes’ statement would
enhance stakeholders’ ability to understand departments’ financial
performance.

RECOMMENDATION 8:

The Minister for Finance give consideration to adjusting the
Standing Directions and Financial Reporting Direction 8B to
require departments to have the Auditor-General audit the ‘budget
performance outcomes’ statements in annual reports.

RECOMMENDATION 9:

The Minister for Finance give consideration to adjusting the Standing
Directions and Financial Reporting Direction 8B to clearly specify
that the ‘budget portfolio outcomes’ statement should compare actual
results for a year with the initial budget estimates made before the
start of that year.

RECOMMENDATION 10:

The Minister for Finance give consideration to adjusting the
Standing Directions and Financial Reporting Direction 8B to require
explanations to be given for all significant or material variations
between initial budget estimates and actual results, as is required for
performance measures.

130  Department of Treasury and Finance, 2010-11 Model Report for Victorian Government Departments, March 2011,

p-18

131  Public Accounts and Estimates Committee, Review of the 2009-10 and 2010-11 Annual Reports, February 2012, p.17
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4.3 Departments’ net results from transactions

The net result from transactions (also known as the ‘operating result’) is determined by
subtracting expenses from income. It has been identified by the Government as one of the key
financial measures of an entity, and as an indicator of the ongoing sustainability of an entity’s
operations.® The Department of Treasury and Finance explains that:**®

The Victorian Government considers the net result from transactions to be the
appropriate measure of financial management that can be directly attributed
to government policy. This measure excludes the effects of revaluations
(holding gains or losses) arising from changes in market prices and other
changes in the volume of assets shown under ‘other economic flows’ on the
comprehensive operating statement, which are outside the control of the
Department.

The Committee is considering transparency and accountability of asset investment as part of
its current Inquiry into Effective Decision Making for the Successful Delivery of Significant
Infrastructure Projects. Additional measures of departments’ financial performance may be
identified as part of that Inquiry.

The net results from transactions for the general government sector and the public sector as
a whole (the ‘State of Victoria’) in 2009-10 and 2010-11 have been discussed in Chapters 2
and 3 of this report. Figure 4.2 shows the trends in these indicators for the past six years.

Figure 4.2: Net result from transactions — State of Victoria and general
government sector
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Source: adapted from Victorian Auditor-General’s Office, Auditor-General’s Report on the Annual Financial
Report of the State of Victoria, 2009-10, October 2010, p.17

Overall, the general government sector achieved net results from transactions of

$643.6 million in 2009-10 and $517.3 million in 2010-11. In 2009-10 this was substantially
more than the budget estimate made at the start of the year. In 2010-11, this was significantly
less.

132 Department of Treasury and Finance, 2010-11 Financial Report for the State of Victoria, October 2011, p.204

133 Department of Treasury and Finance, 2010-11 Model Report for Victorian Government Departments, March 2011,
p.19
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When this result is divided among the departments (including their agencies), it can be seen
that there are substantial variations between departments in terms of how much their net
results from transactions are and in terms of their performance compared to the relevant year’s
budget estimates. Table 4.1 summarises this information.

Table 4.1:  Net results from transactions for government departments

Department 2009-10 2010-11
Budget Actual Variance Budget Actual Variance
estimate® estimate®
($ million) | ($ million) | ($ million) (%) | ($ million) | ($million) | ($ million) (%)

Business and
Innovation 96.8 137.2 40.4 41.7 -14.7 61.8 76.5 520.4

Education and
Early Childhood

Development 19.0 22.8 3.8 20.0 150.4 127.6 -22.8 -15.2
Health 115.7 -182.7 -298.4 | -257.9 -176.9 173.4 350.3 198.0
Human Services 64.9 317.3 252.4 388.9 5.3 -5.0 -10.3 | -194.3
Justice -19.7 -19.2 0.5 2.5 -15.3 13.8 29.1 190.2
Planning and

Community

Development -5.9 -16.3 -10.4 | -176.3 191.2 16.3 -174.9 -91.5
Premier and

Cabinet 34.7 34.0 -0.7 -2.0 34.3 29.2 -5.1 -14.9
Primary

Industries -15 -8.8 -7.3 | -486.7 -1.0 -1.6 -0.6 -60.0
Sustainability

and Environment -14.9 79.8 94.7 635.6 -7.4 63.8 71.2 962.2
Transport 267.5 314.6 47.1 17.6 312.0 297.4 -14.6 -4.7
Treasury and

Finance 4.2 -9.4 -13.6 | -323.8 1.1 -15.3 -26.4 | -237.8
Total of the

above 560.8 669.3 108.5 11.2 489.5 761.4 271.9 55.5
General

government

sector 165.1 643.6 478.5 289.8 871.9 517.3 -354.6 -40.7

Source:  ‘budget portfolio outcomes’ statements, departments’ annual reports, 2009-10 and 2010-11

Notes: (®) Please note that adjusted budgets have been applied where machinery-of-government changes
occurred in departments.

Five departments in 2009-10 and seven departments in 2010-11 achieved net results from
transactions that were lower than the budget estimate. Five departments returned negative
net results from transactions in 2009-10 and three departments in 2010-11, with the largest
negative result recorded by the Department of Health in 2009-10 ($-182.7 million). The
Department of Primary Industries and Department of Treasury and Finance returned negative
net results from transactions in both years.

FINDING

The net results from transactions for most departments varied substantially
from the budget estimates, with five departments in 2009-10 and seven
departments in 2010-11 achieving lower results than had been estimated.
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The remainder of this section looks at each department in turn, to analyse what factors
impacted on the income and expenses that led to net results from transactions and to
understand the reasons for variances from the budget estimates.

Where machinery-of-government changes occurred, the Committee has compared the actual
results to the adjusted budget estimates for the year which are supplied in the following
year’s budget papers. These adjusted estimates are the original budget estimates adjusted for
machinery-of-government changes.** They differ from the revised estimates also provided
in the budget papers, which factor in other changes that have occurred during the year as
well. Using the adjusted estimates should enable a more meaningful comparison to budget
expectations for those departments that underwent machinery-of-government changes.
However, as the comparison process identified, there were still substantial discrepancies
between adjusted estimates and actual figures for those departments that had large
machinery-of-government changes.

In attempting to understand the reasons for variations between the budget estimates and the
actual results, the Committee has drawn on a number of sources. Starting from the *budget
portfolio outcomes’ statement, the Committee has examined the figures provided there, along
with any explanations. This information has been supplemented with departmental responses
to the Committee’s Financial and Performance Outcomes Questionnaire — Part One,
especially the questions seeking explanations for variances in revenue (question 21),
expenditure (question 25) and output expenditure (question 1).

As part of its questionnaire, the Committee also asked departments to identify and explain
any differences in their income and expenditure patterns between the first half and second
half of 2010-11. This was done to differentiate as far as possible the effect of the change

of government in November 2010. However, in almost all cases the principal reasons for
variations were machinery-of-government changes and the timing and nature of revenue
received and expenses paid. For instance, funding for major events is released by the
Treasurer twice per year, both in the second half of the financial year® and schools generally
have larger expenses in the second half of the year connected with the start of the school
year.13¢

43.1 Department of Business and Innovation (formerly the
Department of Innovation, Industry and Regional Development)

The Department of Business and Innovation’s net result from transactions for 2009-10 was
$40.4 million (42 per cent) more than the budget estimate. Both income and expenditure were
larger than the budget estimates, but the expenditure to a lesser extent (see Table 4.2).

134 Budget Paper No.5, 2011-12 Statement of Finances, May 2011, p.79

135  Department of Business and Innovation, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part One (Additional Information Requested), received 5 January 2012,
p.22

136  Department of Education and Early Childhood Development, response to the Committee’s 2009-10 and 2010-11
Financial and Performance Outcomes Questionnaire — Part One, received 6 January 2012, p.62
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Table 4.2: Summary of results from transactions, Department of Innovation,
Industry and Regional Development, 2009-10
Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 2,602.8 2,829.2 226.4 8.7
Total expenditure 2,506.1 2,691.9 185.8 7.4
Net result from transactions 96.8 137.3 40.4 41.7

Source: Department of Innovation, Industry and Regional Development, Annual Report 2009-10, ‘budget

portfolio outcomes’ statement

The larger income resulted from additional appropriations and a larger-than-budgeted amount
of ‘other income’. The additional appropriation funding was received for the Skills output,
primarily related to additional exemptions, fee waivers, the youth compact, demand-driven
funding and additional funding provided by the Commonwealth. The Department indicated
that this provided opportunities for additional students to undertake training.*” The
Department also identified the following additional sources of ‘other income’:!3®

e more residential land sales that expected in the Kew Residential Development
project; and

e income received by TAFEs relating to car parking, rental and child care fees.

The increase in expenditure was primarily in employee expenses, grants and ‘other operating
expenses’. The Department explained that these increased in order to deliver the services for
which the additional income was received.**

In 2010-11, the net result from transactions was $76.5 million (520 per cent) more than the
adjusted budget for the Department. As in 2009-10, both income and expenditure were higher
than estimated, but the expenditure by a lesser amount, leading to a positive impact on the net
results from transactions (see Table 4.3).

Table 4.3:  Summary of results from transactions, Department of Business
and Innovation, 2010-11
Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 1,614.0 1,816.2 202.2 12.5
Total expenditure 1,628.7 1,754.4 125.7 7.7
Net result from transactions -14.7 61.8 76.5 520.4
Source:  Department of Business and Innovation, Annual Report 2010-11 ‘budget portfolio outcomes’ statement;
Budget Paper No.5, 2011-12 Statement of Finances, May 2011, p.78
Note: The 2010-11 budget estimates have been adjusted for machinery-of-government changes.

137  Department of Business and Innovation, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part One, received 5 January 2012, pp.3, 19

138 Department of Innovation, Industry and Regional Development, Annual Report 2009-10, pp.196-7
139 ibid.
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The Department advised the Committee that the increase in income compared to the budget
estimate related to additional funding for major events. This additional income was expended
through additional grants payments. A significant amount of additional income also came
from Major Projects Victoria from a larger number of land sales in the Kew Residential
Development project than had been anticipated. The additional land sales also impacted on
expenditure for the year through “costs of goods sold’.**

Substantial unbudgeted income and expenditure associated with the Kew Residential
Development project have affected the results in both 2009-10 and 2010-11. The Committee
asked the Department about measures that have been taken to address this and was informed
that the budgeted expenditure for the Major Projects output, which covers this project, ‘has
been amended to reflect this activity from the 2011-12 financial year which will ensure
consistency in future reporting.”*** The Committee hopes that this will lead to smaller
discrepancies between budget estimates and actual results in future years.

FINDING

In both 2009-10 and 2010-11, the Department of Business and Innovation
had higher income and expenditure than had been anticipated in the
budget. In both years, though, the income exceeded the budget estimates
by a larger amount than the expenditure, resulting in higher-than-budgeted
net results from transactions. A factor in both years was land sales
associated with the Kew Residential Development project.

4.3.2 Department of Education and Early Childhood Development

For the Department of Education and Early Childhood Development, both the income and
expenditure in 2009-10 were below the budget estimates. As the decrease in income was less
than the decrease in expenditure, there was an overall positive effect on the net result from
transactions, resulting in it being $3.8 million (20 per cent) higher than expected. For both
income and expenditure, the variations were small in percentage terms (see Table 4.4).

Table 4.4: Summary of results from transactions, Department of Education
and Early Childhood Development, 2009-10

Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 8,392.6 8,237.8 -154.8 -1.9
Total expenditure 8,373.6 8,215.0 -158.6 -1.9
Net result from transactions 19.0 22.8 3.8 20.0
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Source:  Department of Education and Early Childhood Development, Annual Report 2009-10, ‘budget portfolio
outcomes’ statement

140  Department of Business and Innovation, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part One, received 5 January 2012, pp.20-5

141 Department of Business and Innovation, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 23 December 2011, p.2
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The Department explained that the decrease in income was a result of:!#?
e reduced output appropriations compared to the budget estimate; and

e reduced interest income due to a decline in rates associated with the global financial
crisis.

The Department noted that these were partially offset by an increase in special appropriations
through Commonwealth funding for National Partnership Programs and additional grants
income for a range of Commonwealth special projects.'*®

The Department explained the decrease in expenditure by:'*

e asset costs for the Building the Education Revolution — National Schools Pride
Program being recognised earlier than budgeted; and

e other expenses deferred to be spent in the next financial year.

These were partially offset by a small increase in employee expenses and an increase in
‘grants and other transfers’. The Department explained the increase in ‘grants and other
transfers’ as arising from ‘unbudgeted grants for continued support for non-overnment
schools initiative’.*

In 2010-11, the Department had larger income and expenditure than had been budgeted,
though in both cases the variations was small in percentage terms. Because the dollar increase
in income was less than the dollar increase in expenditure, the net result from transactions was
$22.8 million (15 per cent) lower than the budget estimate (see Table 4.5).

Table 4.5:  Summary of results from transactions, Department of Education
and Early Childhood Development, 2010-11
Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 9,742.7 9,932.3 189.6 1.9
Total expenditure 9,592.3 9,804.7 212.4 2.2
Net result from transactions 150.4 127.6 -22.8 -15.2

Source:  Department of Education and Early Childhood Development, Annual Report 2010-11, ‘budget portfolio
outcomes’ statement; Budget Paper No.5, 2011-12 Statement of Finances, May 2011, p.84

Note: The 2010-11 budget estimates have been adjusted for machinery-of-government changes.

The Committee notes that there were significant machinery-of-government changes in
2010-11, with the Victorian Skills Commission, TAFEs and Adult Community Further
Education Board being transferred to the Department. While the adjusted budget attempts to
account for these changes, the Committee notes that complexities during such transitions can

142 Department of Education and Early Childhood Development, response to the Committee’s 2009-10 and 2010-11
Financial and Performance Outcomes Questionnaire — Part One, received 6 January 2012, pp.53-4

143 ibid., p.53
144 ibid., p.59
145 ibid.
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make fully accounting for the changes in adjusted estimates a challenge. This may partially
explain the variances between actual figures and the adjusted budget estimates for both
income and expenditure.

The Department explained the increase in income as mainly fromadditional revenue
compared to the budget estimate as a result of the transfer of the unanticipated additional
grants income from Commonwealth grants, including a capital grant received directly by
TAFEs and special Commonwealth programs, including the National Asian Languages and
Studies in School Program and Local Schools Working Together.14

The increase in expenditure related to:

e employee expenses being higher than estimated (possibly as a result of the
machinery-of-government transfer discussed above); and

e additional grants payments for non-government schools as result of the Fair Funding
for Non-Government Schools initiative released by the Government after its election
in 2010.%7

FINDING

The Department of Education and Early Childhood Development’s net
results from transactions was slightly above the budget estimate in 2009-10
and $22.8 million (15 per cent) below the budget estimate in 2010-11. In
both years, the actual results for the total income and expenditure varied
from the budget estimates by less than 3 per cent.

4.3.3 Department of Health

The net result from transaction for the Department of Health in 2009-10 was $-182.7 million,
$298.4 million less than the adjusted budget. This is a result of both the income and
expenditure varying significantly from the budget estimates (see Table 4.6).

Table 4.6: Summary of results from transactions, Department of Health,
2009-10
Budget estimate | Actual Variation
($ million) ($ million) ($ million) (%)
Total income 12,201.5 9,610.5 -2,591.0 -21.2
Total expenditure 12,085.8 9,793.2 -2,292.6 -19.0
Net result from transactions 115.7 -182.7 -298.4 -257.9

Source: Department of Health, Annual Reports 2009-10, ‘budget portfolio outcomes’ statement; Budget Paper
No.4, 2010-11 Statement of Finances, May 2010, p.119

Note: The 2010-11 budget estimates have been adjusted from the Department of Human Services, from
which the Department was created on 1 October 2009.

146 ibid., pp.53-4

147  Budget Paper No.3, 2011-12 Service Delivery, May 2011, p.18
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The Committee notes that it was in 2009-10 that the Department of Health was created out

of the Department of Human Services. Complexities associated with this change possibly
explain the variations, and the Committee notes that the reduced income and expenditure
compared to the adjusted budget in the Department of Health are matched by larger income
and expenditure than the adjusted budget estimates in the Department of Human Services (see
Section 4.3.4 of this report).

The Department of Health’s net result from transactions in 2010-11 was a surplus of

$173.4 million, compared to a budgeted deficit of $176.9 million (a 198 per cent variation).
This occurred due to the income being $644.6 million more than the budget estimate and the
expenditure being only $294.4 million more than budget (see Table 4.7).

Table 4.7:  Summary of results from transactions, Department of Health,
2010-11
Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 13,041.6 13,686.2 644.6 4.9
Total expenditure 13,218.5 13,512.9 294.4 2.2
Net result from transactions -176.9 173.4 350.3 198.0

Source: Department of Health, Annual Report 2010-11, ‘budget portfolio outcomes’ statement; Budget Paper
No.5, 2011-12 Statement of Finances, May 2011, p.89

Note: The 2010-11 budget estimates have been adjusted for machinery-of-government changes.

The Department explained the increase in income as related to ‘additional funding provided
for purposes including depreciation equivalent funding costs, costs associated with the
declaration of three additional public holiday funding for health services, long service leave
and for 340 new ambulance paramedics’ and additional Commonwealth funding (as detailed
below under grant payments).!'#

The small increase in expenditure was explained by:'*

e additional grant payments ‘for Commonwealth Aged Care grants for Extended Aged
Care at Home packages, sustainability, assessment and training funding paid directly
to health services’;

e increase in depreciation and amortisation (particularly an increase in the depreciation
of ‘health service assets’); and

e asmall increase in ‘other operating costs’ (6.3 percent).

FINDING

The Department of Health returned a net result from transactions of
$-182.7 million in 2009-10, the year in which it was formed. In 2010-11,
however, it achieved a net result from transactions of $173.4 million,
$350.3 million (198 per cent) higher than the budget estimate.

148  Department of Health, Annual Report 2010-11, ‘budget portfolio outcomes’ statement, pp.158-9

149  Department of Health, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 6 January 2011, p.5; Department of Health, Annual Report 2010-11, ‘budget
portfolio outcomes’ statement p.158
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4.3.4

For 2009-10, the Department of Human Services’ net result from transactions was

Department of Human Services

$317.3 million, $252.4 million (389 per cent) more than the adjusted budget (see Table 4.8).

Table 4.8:  Summary of results from transactions, Department of Human
Services, 2009-10
Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 3,474.8 6,925.9 3,451.1 99.3
Total expenditure 3,409.8 6,608.6 3,198.8 93.8
Net result from transactions 64.9 317.3 252.4 388.9

Source: Department of Human Services, Annual Report 2009-10, ‘budget portfolio outcomes’ statement; Budget
Paper No.4, 2010-11 Statement of Finances, May 2010, p.128
Note: The 2010-11 budget estimates have been adjusted for machinery-of-government changes.

As with the Department of Health’s result (see Section 4.3.3 above), the Committee notes
that complexities associated with the machinery-of-government changes that removed the
Department of Health’s functions from the Department of Human Services in 2009-10 are the
most likely cause for the large variance between the adjusted budget and the actual results.

The net result from transactions in 2010-11 was a deficit of $5.0 million. This was
$10.3 million (194 per cent) less than the budget estimate. Both income and expenditure were
approximately 4 per cent less than the budget estimates (see Table 4.9).

Table 4.9: Summary of results from transactions, Department of Human
Services, 2010-11
Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 3,416.8 3,269.9 -146.9 -4.3
Total expenditure 3,411.5 3,274.9 -136.6 -4.0
Net result from transactions 5.3 -5.0 -10.3 -194.3
Source: Department of Human Services, Annual Report 2010-11, ‘budget portfolio outcomes’ statement; Budget
Paper No.5, 2011-12 Statement of Finances, May 2011, p.94
Note: The 2010-11 budget estimates have been adjusted for machinery-of-government changes.

The Department indicated that the decrease in revenue related mainly to:**

e Commonwealth funding which was budgeted for 2010-11 being received in advance
in 2009-10; and

e additional government initiatives, including continuing to provide concessional
rates commensurate with the rising costs of utilities and extending the winter energy
concession on electricity bills from six months to all year round.

150  Department of Human Services, Annual Report 2010-11, p.209
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As a result of the reduced funding, there was a corresponding decrease in expenditure
(compared to the budget estimate) for grant payments made.™!

FINDING

The Department of Human Services’ net result from transactions

of $317.3 million in 2009-10 was significantly affected by the
machinery-of-government change that created the Department of Health.
The 2010-11 net result from transactions was a deficit of $5.0 million.

4.3.5 Department of Justice

The Department of Justice’s net result from transactions in 2009-10 was $-19.2 million,
within $0.5 million of the budget estimate. Both income and expenditure were approximately
2 per cent less than had been expected (see Table 4.10).

Table 4.10: Summary of results from transactions, Department of Justice,

2009-10
Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 3,887.0 3,807.2 -79.8 2.1
Total expenditure 3,906.7 3,826.4 -80.3 2.1
Net result from transactions -19.7 -19.2 0.5 2.5

Source: Department of Justice, Annual Report 2009-10, ‘budget portfolio outcomes’ statement; Budget Paper
No.4, 2010-11 Statement of Finances, May 2010, p.144

The decrease in income was mainly a result of output and special appropriations being less
than expected.’® The Committee notes that the variance was only 2 per cent of the budget
estimate.

The similarly small decrease in expenditure was related to decreases in employee expenses
and depreciation expenses. The Department explained that, as depreciation and amortisation
expense is recognised only upon the completion of asset projects, delays in the completion
of projects such as the Old County Court Modernisation project and the Integrated Courts
Management System have led to expenses expected in 2009-10 not occurring.'>

The net result from transactions in 2010-11 was $13.8 million, $29.1 million (190 per cent)
more than the budget estimate. This was primarily due to a small decrease (1 per cent) in
the Department’s expenditure compared to the budget estimate, partially offset by a small
decrease (0.4 per cent) in income compared to the budget (see Table 4.11).

151  ibid.
152  Department of Justice, Annual Report 2009-10, p.139

153  Department of Justice, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 22 December 2011, p.40
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Table 4.11: Summary of results from transactions, Department of Justice,

2010-11
Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 4,197.1 4,178.8 -18.3 -0.4
Total expenditure 4,212.3 4,164.9 -47.4 -1.1
Net result from transactions -15.3 13.8 29.1 190.2

Source: Department of Justice, Annual Report 2010-11, ‘budget portfolio outcomes’ statement; Budget Paper

No.4, 2010-11 Statement of Finances, May 2010, p.144

As in 2009-10, the decrease in income is due to less funding than anticipated being received
from output and special appropriations and the decrease in expenditure was related to lower
depreciation expenses than had been expected.’>*

FINDING

The Department of Justice’s net result from transactions in 2009-10 was

a deficit of $19.2 million, within $0.5 million of the budget estimate. The
2010-11 result was $13.8 million, $29.1 million more than estimated due to
proportionately small variations in income and expenditure compared to the
budget estimates.

4.3.6 Department of Planning and Community Development

The Department of Planning and Community Development’s net result from transactions for
2009-10 was $-16.3 million, $10.4 million (176 per cent) less than the budget estimate. This
was due to an increase in both income and expenditure relative to the budget estimates, with
expenditure growing by a larger amount (see Table 4.12).

Table 4.12: Summary of results from transactions, Department of Planning
and Community Development, 2009-10

Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 539.6 581.8 42.2 7.8
Total expenditure 545.5 598.1 52.6 9.6
Net result from transactions -5.9 -16.3 -10.4 -176.3

Source: Department of Planning and Community Development, Annual Report 2009-10, ‘budget portfolio

outcomes’ statement

The Department advised the Committee that the increase in income and expenditure

was partly due to grants being received and passed on for sport and recreation projects
being approved post budget.’>> Employee expenses were also over budget.’>® However,

154 Department of Justice, Annual Report 2010-11, p.153

155  Department of Planning and Community Development, response to the Committee’s 2009-10 and 2010-11 Financial
and Performance Outcomes Questionnaire — Part One, received 31 January 2012, pp.17-19

156  Department of Planning and Community Development, Annual Report 2009-10, p.110
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the Committee notes that the actual employee expenses for 2009-10 were in line with
the actual costs in 2008-09 and is not sure on what basis the estimate was reduced in the
2009-10 Budget.

The net result from transactions in 2010-11 was substantially less than the budget estimate.
Although the Department did achieve a surplus of $16.3 million, this was $174.9 million

(91 per cent) less than had been anticipated in the Budget. The cause of this was a decrease in
income accompanied by an increase in expenditure (see Table 4.13).

Table 4.13: Summary of results from transactions, Department of Planning
and Community Development, 2010-11

Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 724.7 619.2 -105.5 -14.6
Total expenditure 533.5 602.9 69.4 13.0
Net result from transactions 191.2 16.3 -174.9 -91.5

Source:  Department of Planning and Community Development, Annual Report 2010-11, ‘budget portfolio
outcomes’ statement; Budget Paper No.5, 2011-12 Statement of Finances, May 2011, p.105

Note: The 2010-11 budget estimates have been adjusted for machinery-of-government changes.

The Department indicated that the decrease in income was primarily due to assets which
had been expected to be received free of charge not being granted to the Department. This
was only partially offset by small increases in income from other sources.*> The Committee
sought further details from the Department about the assets expected to be received free of
charge and was informed that:'>*

The estimate reflected the transfer of assets through machinery-of-Government
changes. Upon clarification of accounting treatment with DTF [the Department
of Treasury and Finance] the transfer was recognised through contributed
capital rather than as assets received free of charge.

The Department explained that the increase in expenditure resulted from the reclassification
of some capital projects to output expenditure.’*®

FINDING

The Department of Planning and Community Development’s net results
from transactions were below budget estimates in both 2009-10 and
2010-11. The net result from transactions was a small deficit ($-16.3 million)
in 2009-10 and a small surplus ($16.3 million) in 2010-11.

157  Budget Paper No.5, 2011-12 Statement of Finances, May 2011, p.105; Department of Planning and Community
Development, Annual Report 2010-11, p.116

158  Department of Planning and Community Development, response to the Committee’s 2009-10 and 2010-11 Financial
and Performance Outcomes Questionnaire — Further Clarification Points, received 5 March 2012, p.2

159  Department of Planning and Community Development, response to the Committee’s 2009-10 and 2010-11 Financial
and Performance Outcomes Questionnaire — Part One, received 31 January 2012, p.19
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4.3.7

Department of Premier and Cabinet

The Department of Premier and Cabinet’s net result from transactions in 2009-10 was
$34.0 million, within $0.7 million of the budget estimate. Both income and expenditure
exceeded the budget estimates by similar amounts (see Table 4.14).

Table 4.14: Summary of results from transactions, Department of Premier and
Cabinet, 2009-10

Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 638.4 690.3 51.9 8.1
Total expenditure 603.7 656.3 52.6 8.7
Net result from transactions 34.7 34.0 -0.7 -2.0

Source: Department of Premier and Cabinet, 2009-10 Annual Report, ‘budget portfolio outcomes’ statement

The Department explained the increase in expenditure as a result of:'%
e additional bushfire clean-up costs compared to budget; and

e employee expenses being higher than anticipated with the first full year of activity
for two areas of the department:

— the Victorian Bushfire Reconstruction and Recovery Authority; and

— the Victorian Multicultural Commission, which was transferred from

the Department of Planning and Community Development, effective
1 January 2009.

The increase in income was attributed by the Department to:*¢*

e one-off revenue transactions received under ‘other income’ for the Public Record
Office Victoria Records Management Standard Levy placed on departments; and

e contributions from the Department of Human Services and Department of Education
and Early Childhood Development to fund the Office of Victorian Coordinator
General.

The Committee notes that the additional expenditure for bushfire clean-up costs was
accompanied by additional funding for those costs released after the 2009-10 Budget. 62

The net result from transactions for 2010-11 was $29.2 million, $5.1 million (15 per cent) less
than the original budget estimate. Both income and expenditure were more than the budget
estimates, although expenditure varied by a greater amount (see Table 4.15).

160  Department of Premier and Cabinet, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 5 January 2012, p.21

161 ibid., p.17
162  Department of Treasury and Finance, 2009-10 Budget Update, November 2009, p.129
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Table 4.15: Summary of results from transactions, Department of Premier and
Cabinet, 2010-11

Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 650.7 680.8 30.1 4.6
Total expenditure 616.4 651.6 35.2 5.7
Net result from transactions 34.3 29.2 -5.1 -14.9

Source:  Department of Premier and Cabinet, 2010-11 Annual Report, ‘budget portfolio outcomes’ statement
The increase in income and expenses was mainly due to:'®3

e small increases in output appropriations (2 per cent), special appropriations and
grants income to cover additional grant expenditure and additional staff expenses;

e larger-than-expected amounts of income earned at portfolio agencies from sources
such as donations at National Gallery of Victoria and box office receipts at the
Australian Centre for the Moving Image; and

e small increases in operational costs at the portfolio agencies.

FINDING

The Department of Premier and Cabinet achieved a net result from
transactions of $34.0 million in 2009-10 and $29.2 million in 2010-11.
In both years, income and expenditure were in excess of the budget
estimates, but in all cases by less than 10 per cent.

4.3.8 Department of Primary Industries

The net result from transaction in 2009-10 for the Department of Primary Industries was a
deficit of $8.8 million, which was $7.3 million less than the budget estimate. This was due to
an increase in expenditure from budget of $35.9 million only partially offset by an increase in
income of $28.6 million (see Table 4.16).

Table 4.16: Summary of results from transactions, Department of Primary
Industries, 2009-10

Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 522.6 551.2 28.6 55
Total expenditure 524.1 560.0 35.9 6.8
Net result from transactions -1.5 -8.8 -7.3 -486.7

Source:  Department of Primary Industries, Annual Report 2009-10, ‘budget portfolio outcomes’ statement

163  Department of Premier and Cabinet, 2010-11 Annual Report, p.103; National Gallery of Victoria, Annual Report
2010-11, pp.53, 63-4; Australia Centre for the Moving Image, Annual Report 2010-11, pp. 52, 62-3
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The Department advised the Committee that the increase in expenditure related to additional
grant payment for items such as the exceptional circumstances interest rate subsidy program,
farming family shire rate assistance, drought related projects and Brown Coal Innovation
Australia.’® There were also interest payments relating to the Showgrounds joint venture,
despite the budget estimate for this category being nil. The Department explained that this
was not budgeted ‘due to the variables in forecasting the final result of the joint venture
operations.’1

These additional expenses were partly offset by increases compared to budget estimates for
output appropriations, sales of goods and services and interest income connected with the
Showgrounds joint venture.

In 2010-11, the Department’s net result from transactions was $-1.6 million, within
$0.6 million of the budget estimate. Both income and expenditure in the year were
approximately 6 per cent higher than the budget estimates (see Table 4.17).

Table 4.17: Summary of results from transactions, Department of Primary
Industries, 2010-11

Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 509.9 540.9 31.0 6.1
Total expenditure 510.9 542.5 31.6 6.2
Net result from transactions -1.0 -1.6 -0.6 -60.0

Source: Department of Primary Industries, Annual Reports 2010-11, ‘budget portfolio outcomes’ statement

The increase in expenditure was explained by the Department as related to:**’

e additional employee expenses incurred for locust response activities;

e interest costs associated with the Showgrounds joint venture (for which, as in
2009-10, there was a budget of nil ‘due to the variables in forecasting the final result
of the joint venture operations’); and

e ‘grants and other transfers’ for a variety of different programs.

The increased costs were mostly offset by an increase in revenue in output appropriations. !¢’

FINDING

The Department of Primary Industries returned a net result from
transactions of $-8.8 million in 2009-10 and $-1.6 million in 2010-11. Both
income and expenditure exceeded the budget estimates in both years,
though in no case was the variance greater than 10 per cent.

164  Department of Primary Industries, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 13 December 2011, pp.25-6

165  ibid.

166  ibid., pp.20-1

167  ibid., pp.26-7

168  ibid., pp.21-2
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4.3.9 Department of Sustainability and Environment

The net result from transactions for the Department of Sustainability and Environment

in 2009-10 was $79.8 million, which was $94.7 million (636 per cent) more than the
budget estimate of a deficit of $14.9 million. The difference between the budget estimate
and actual net result from transactions is due to income being significantly more than the
budget estimate, with expenditure exceeding the budget estimate by a smaller amount (see
Table 4.18).

Table 4.18: Summary of results from transactions, Department of
Sustainability and Environment, 2009-10

Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 1,372.7 1,516.9 144.2 10.5
Total expenditure 1,387.6 1,437.1 49.5 3.6
Net result from transactions -14.9 79.8 94.7 635.6

Source:  Department of Sustainability and Environment, Annual Report 2010, ‘budget portfolio outcomes’
statement

The increase in income came from additional output and special appropriations and revenue
from the sale of goods and services and other income. The Department explained that the
special appropriations not budgeted were provided ‘for Continuing the Werribee Vision,
catchment management authority regional works program and groundwater monitoring and
assessment program’. In addition, the increase in sales of goods and services was attributed
by the Department to ‘additional revenue credited to the Trust fund for Valuation Services,
BushBroker native vegetation offsets, river health works in northern Victoria, increased
regulatory fees collected under Environment Protection Fund, Act No. 8§056/1970 and Lake
Mokoan — rehabilitation and decommissioning.”*®

Additional expenditure was primarily explained by reference to fire suppression activities.!’

In 2010-11, the Department also achieved a positive net result from transactions, despite a
negative budget estimate. As in 2009-10, this was a result of both income and expenditure

exceeding the budget estimates, but income exceeding the estimate by a significantly larger
extent (see Table 4.19).

169  Department of Sustainability and Environment, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part One, Attachment A, received 5 January 2012, pp.2-4;
Department of Sustainability and Environment, Annual Report 2010, p. 208

170  Department of Sustainability and Environment, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part One, Attachment A, received 5 January 2012
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Table 4.19: Summary of results from transactions, Department of

Sustainability and Environment, 2010-11

Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 1,338.6 1,436.2 97.6 7.3
Total expenditure 1,345.9 1,372.4 26.5 2.0
Net result from transactions -7.4 63.8 71.2 962.2

Source: Department of Sustainability and Environment, Annual Report 2011, ‘budget portfolio outcomes’
statement

The Department indicated that the increased income related to unanticipated additional

grants revenue from the Commonwealth for Snowy Joint Government Enterprise and flood
recovery activities. There was also additional revenue received for sales of good and services
for valuation services, Bushbroker Native Vegetation Offset and Weeds and Pest on Public
Land Initiative. Additional other income was attributed to ‘higher than budgeted Land(fill Levy
revenue and higher regulatory fees for Prescribed Industrial Wastes as a direct consequence
of the revised waste tonnage estimates.’*”* See below for more discussion of the Landfill
Levy. The increased expenditure related to ‘grant payments to Parks Victoria and the Snowy
Joint Government Enterprise’, as well as additional expenditure for planned burning, other
fire-related activities and flood-recovery activities.'’

FINDING

In both 2009-10 and 2010-11, the Department of Sustainability and
Environment significantly exceeded the budget estimates for its net result
from transactions, returning surpluses where the budgets had estimated
deficits. In both years, this was a result of the income varying from the
budget estimates by a significantly larger amount than the expenditure.

Landfill levy

According to the Department of Sustainability and Environment, $114.4 million was received
from the Landfill Levy in 2010-11,”®* which was $45.9 million more than the budget estimate
($68.5 million)."* The Committee asked the Department about the reasons for the large
increase and was advised that:'"

Increase in revenue is a direct consequence of the higher than expected waste
tonnage estimates and the effect of increased $rates/per tonne of waste. Initial
budget revenues were based on significantly lower waste volume estimates.

171 Department of Sustainability and Environment, Annual Report 2011, p. 175
172 ibid.

173 Department of Sustainability and Environment, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 21 December 2011, p.7

174 Budget Paper No.4, 2010-11 Statement of Finances, May 2010, p.206

175  Department of Sustainability and Environment, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 21 December 2011, p.8
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The Committee also requested further information on the amount of waste estimated to
be diverted from landfill in 2010-11, and the number of jobs created as a result of the levy
increase from 2010. The following information was provided:'’

Environment Protection Authority is responsible for collecting the municipal
and industrial (M&I) landfill levy from licensed landfills and distributing the
revenue as per the Environment Protection (Distribution of Landfill Levy)
Regulations 2010.

(i)  Theestimate of the amount of waste diverted from landfill in 2010-11 will
be detailed in Sustainability Victoria's Victorian Recycling Industries
Annual Survey 2010-11.

(ii)  Environment Protection Authority does not forecast, monitor or report
job creation from the Landfill Levy.

The Committee will be reviewing the further information included in the Sustainability
Victoria’s Victorian Recycling Industries Annual Survey 2010-11 once the results have been
analysed and considers that this will be useful to inform the public about the effectiveness
of this program. The Committee notes that a review of Sustainability Victoria’s activities,
the funding for much of which comes from the Landfill Levy, was recently undertaken and
stakeholder feedback is currently being sought.*’” One of the expected results of the levy
when it was initially introduced was the creation of 700 new jobs by 2015.'”¢ Given this,
the Committee considers that measures should be in place to identify whether or not that is
actually occurring.

FINDING

Sustainability Victoria intends to report on the amount of waste diverted
from landfill as a result of the Landfill Levy. However, despite initial
predictions that the levy would create 700 new jobs, no specific monitoring
of job creation as a result of the levy is taking place.

RECOMMENDATION 11:

The Environment Protection Authority monitor and report on job
creation as a result of the Landfill Levy.

4.3.10 Department of Transport

The net result from transactions for the Department of Transport in 2009-10 was

$314.6 million, which was $47.1 million (18 per cent) higher than the budget estimate. Both
income and expenditure were higher than had been budgeted, but income varied by a larger
amount (see Table 4.20).

176 ibid.

177 Sustainability Victoria, ‘Sustainability Victoria Review’,
<www.sustainability.vic.gov.au/www/html/2945-sustainability-victoria-review.asp>, accessed 26 March 2012

178  Hon. P. Batchelor, Victorian Parliamentary Debates, Legislative Assembly, 25 March 2010, p.1125
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Table 4.20: Summary of results from transactions, Department of Transport,

2009-10
Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 5,036.1 5,404.6 368.5 7.3
Total expenditure 4,768.6 5,090.0 321.4 6.7
Net result from transactions 267.5 314.6 47.1 17.6

Source: Department of Transport, Annual Report 2009-10, ‘budget portfolio outcomes’ statement

The Department attributed the increase in income to:*"

e additional revenue from sales of goods and services, due to revised arrangements for
public transport fare revenue (this is explained below);

e additional funding for national disaster relief recovery; and

e additional income from the Southern Cross Station Authority following its abolition
and transfer of assets to the Department.

The increase in expenditure was explained by the Department as a result of higher employee
expenses for additional staff to deliver new or expanded transport projects and services

to improve the network. The Department also identified increased expenses for new
arrangements under the new franchise agreement for farebox revenue (see below) which were
not known at budget preparation.'s

In 2010-11 the Department again returned a large surplus as its net result from transactions,
though in 2010-11 this was $14.6 million (5 per cent) less than the budget estimate. Income
and expenditure both exceeded the budget estimates, but by small proportions, with
expenditure exceeding its budget target by a slightly larger proportion (see Table 4.21).

Table 4.21: Summary of results from transactions, Department of Transport,

2010-11
Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 5,841.2 5,909.8 68.6 1.2
Total expenditure 5,529.2 5,612.3 83.1 2.5
Net result from transactions 312.0 297.4 -14.6 -4.7

Source: Department of Transport, Annual Report 2010-11, ‘budget portfolio outcomes’ statement

The increase in expenditure was in relation to proportionately small increases in employee
benefits and ‘grants and other transfers’. The Department explained the increase in income as
a result of additional funding with the acceleration of the Safer Roads Infrastructure Program,

179  Department of Transport, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 11 January 2012, pp.50-6

180  ibid., pp.64-9



and funding for natural disaster relief recovery. The Department also noted additional
unanticipated income from a GST refund.!®!

FINDING

The Department of Transport achieved large positive net results from
transactions in both 2009-10 and 2010-11. The result was above the budget
estimate in 2009-10 and below in 2010-11. Both income and expenditure
exceeded budget estimates in each year, though by varying proportions,
with particularly sizable variations in 2009-10.

Farebox revenue

Since 30 November 2009, the Department of Transport has received the full farebox
collection across all transport modes. This resulted in a significant increase in revenue to
the Department, with income from the ‘sale of services’ increasing from $159.8 million in
2008-09 to $384.0 million in 2009-10'** and $577.5 million in 2010-11."** The Committee
sought details of this change and the rationale for it from the Department, as well as
information about the benefits and budget implications of this new arrangement. The
following information was provided:'$*

Under the new rail franchise arrangements, which commenced on
30 November 2009, the former government determined that during the myki
start up period, the State would receive all farebox revenue and guarantee to
pay the franchisees their contracted level of farebox income. The guarantee
continues up to 18 months after the Metcard system is decommissioned. After
this date, the train and tram operators will receive a share of the actual
farebox revenue.

These arrangements were constructed to shelter franchisees from farebox
volatility during the myki start-up period in an effort to better balance risk
and provide a better value for money proposition.

This has enabled franchisees to remain focused on delivering operational
outcomes and not be distracted by farebox volatility due to the implementation
of myki which is largely outside of their control.

The Department’s budget was adjusted to record all farebox revenue being
received by the State and contracted guarantee farebox payments being made
to franchisees.

The Committee also enquired about the Department’s plans to tackle public transport fare
evasion, including the costs of these plans. The Committee was advised that: '*°

181  ibid., pp.52, 70
182 Department of Transport, Annual Report 2009-10, p.87
183 Department of Transport, Annual Report 2010-11, p.48

184  Department of Transport, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part Two, received 22 December 2011, p.2

185  ibid., p.8
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Primary responsibility for reducing fare evasion rests with Metlink and the
public transport operators. However, the Department of Transport (DOT)
works very closely with Metlink and transport operators to ensure activities
are coordinated and effectively target fare evasion... Fare evasion targets
have also been negotiated under the terms of the Franchise Agreements with
Yarra Trams and Metro for the first time this year.

In response to fare evasion levels, the Director of Public Transport recently
met with the CEOs of Yarra Trams and Metro to emphasise the importance
of reducing fare evasion and to discuss additional fare evasion activities,
particularly for Yarra Trams. This has resulted in some additional initiatives
to target fare evasion.

Theseinitiatives include the extension of the fare evasion advertising campaign,
the introduction of fare evasion messages on all trams, and continued focus to
ensure better targeted deployment of Authorised Officers. An important part
of ensuring fare compliance is Authorised Officer visibility and interception
of fare evaders. DOT will continue to work with operators and Metlink to
maximise Authorised Officer ticket checking rates and infringement activity

There is no additional cost to DOT resulting from any of these initiatives.

The Committee also requested data on the amount of revenue lost in 2009-10 and 2010-11
due to fare evasion. Table 4.22 replicates the data supplied by the Department.

Table 4.22: Estimated revenue loss from fare evasion, 2009-10 and 2010-11®

Period Revenue loss

($ million)
July-December 2009 25.5
January-June 2010 29.6
July-December 2010 40.8
January-June 2011 44.2

Note:

Source:

The Department explained that targets have been set for the public transport operators to

(a) excludes school buses

Department of Transport, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 22 December 2011, p.8

reduce the level of fare evasion (to 14 per cent for Yarra Trams and to 7.7 per cent for Metro

Trains) by June 2012.'% The Department indicated that ‘the October 2011 survey shows a

1.6% reduction in the metropolitan fare evasion rate from May 2011 to 11.9%."%

186  Department of Transport, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Further Clarification Points, received 6 March 2012, p.8

187  ibid.
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The Victorian Auditor General’s Office is planning to conduct a performance audit on fare
evasion on public transport for 2012-13."*® The Committee looks forward to reviewing the
findings from this report. In the meantime, the Committee considers that, given the size of
the estimated revenue loss due to fare evasion, the Department should detail the efforts at
reducing fare evasion, along with the outcomes of those efforts, in its annual reports.

FINDING

An estimated $55.1 million of revenue was lost due to fare evasion in
2009-10, while an estimated $85.0 million was lost in 2010-11.

RECOMMENDATION 12:

The Department of Transport include details in future annual reports
of measures taken to reduce fare evasion and estimates of the impact
of those measures.

4.3.11 Department of Treasury and Finance

The Department of Treasury and Finance’s net result from transactions in 2009-10 was a
deficit of $9.4 million, which is $13.6 million less than the budget estimate. This is a result
of both income and expenditure being higher than the budget estimates, but the expenditure
varying to a greater extent (see Table 4.23).

Table 4.23: Summary of results from transactions, Department of Treasury and
Finance, 2009-10

Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 398.6 422.0 234 5.9
Total expenditure 394.4 431.4 37.0 9.4
Net result from transactions 4.2 -9.4 -13.6 -323.8

Source:

Department of Treasury and Finance, Annual Report 2009-10, ‘budget portfolio outcomes’ statement

The increase in expenditure resulted from increased employee costs and other operating costs
attributable to increased staff numbers. The Department indicated that this was due to the
‘establishment of the Shared Service Provider, increased compliance requirements within

the State Revenue Office and additional departments transitioning across to CenlTex for
information technology support during the year.'® CenlTex and the Shared Service Provider
are discussed further in Section 4.6.3 of this chapter.

The increase in income came from the sales of goods and services, which the Department

attributed to the transfer of additional operations of other departments to CenlTex, and to the
operations of the newly created Shared Service Provider. The Department explained that the
operational scope of these activities was not yet finalised during the budget process.'* There

188  Victorian Auditor General’s Office, Annual Plan 2011-12, May 2011, p.34

189  Department of Treasury and Finance, Annual Report 2009-10, p.90

190  ibid.
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were small decreases in income compared to budget for output appropriations and other
income.

The Department of Treasury and Finance returned a negative net result from transactions in
2010-11 as well, with a result of $-15.3 million. As in the previous year, this was in contrast
to a positive budget estimate, with the actual result being $26.4 million less than the estimate.
Both income and expenditure varied from the budget estimates by significant proportions,
with expenditure varying by a larger amount (see Table 4.24).

Table 4.24: Summary of results from transactions, Department of Treasury and
Finance, 2010-11

Budget estimate | Actual Variation
($ million) ($ million) ($ million) (per cent)
Total income 417.6 464.7 47.1 11.3
Total expenditure 406.5 480.0 73.5 18.1
Net result from transactions 111 -15.3 -26.4 -237.8

Source: Department of Treasury and Finance, Annual Reports 2010-11, ‘budget portfolio outcomes’ statement;
Budget Paper No.5, 2011-12 Statement of Finances, May 2011, p.133

Note: The 2010-11 budget estimates have been adjusted for machinery-of-government changes.

As in the prior year, there was an increase in expenses in employee and other operating

costs and small increases in appropriations, sales of good and services and ‘other revenue’.
The Department explained the increase in sales of goods and services as a result of the
‘transfer of further operations (of other departments) to both Cenllex (for the provision of

IT services) and the shared service provider (SSP) (for the provision of library, vehicle fleet
management and accommodation facilities management services), with some uncertainities
around operational scope during the budget process.”*®* The Department also indicated that
the additional activity in CenlTex and the Shared Services Provider were the major cause of
the increase in ‘other operating costs’ and depreciation and amortisation (due to the transfer of
additional equipment and motor vehicles).!%?

In addition, the Department noted an increase in income from ‘unbudgeted resources received
free of charge from other organisations during the year.’*®

FINDING

In both 2009-10 and 2010-11, the Department of Treasury and Finance
achieved negative net results from transactions, despite budget estimates
of positive results. In both years income and expenditure were above the
budget estimates, but expenditure by a larger amount.

191 Department of Treasury and Finance, Annual Report 2010-11, p.86
192  ibid.
193  ibid.
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4.4 Revenue foregone

441 Concessions and subsidies
The budget papers explain that concessions are:'%

.. a direct budget outlay or reduction in government charges that have the
effect of reducing the price of a good or service for particular groups. Certain
characteristics of the consumer, such as possession of a Commonwealth
pension card or a health care card, are the basis for entitlement. Concessions
allow certain groups in the community to access and/or purchase important
amenities like energy, health and transportation at a cheaper rate or zero
cost.

As part of its Financial and Performance Outcomes Questionnaire, the Committee sought
details of concessions and subsidies provided by departments in 2009-10 and 2010-11.
Tables 4.25 and 4.26 include the details of the concessions and subsidies provided by each
department for 2009-10 and 2010-11 including explanations for variations from the budget
targets, the number of concessions and subsidies granted and outcomes achieved from the
concessions. The Committee also performed comparisons to prior years and reviewed the
movements in the number of concessions/subsidies.

In total, the departments identified $1,238.2 million worth of concessions delivered in
2009-10 and $1,338.5 million worth of concessions in 2010-11.

In all cases but two, the value of concessions in 2009-10 was within 10 per cent of the value
in the prior year and the budget target. The two material variances were:

e the Department of Transport’s ‘Rail freight support’ subsidy, where the actual
expenditure was $6.9 million compared to a budget of $13.7 million; and

e VicRoads’ ‘Discounted registration fee for primary producers (4.5 tonnes or less)’,
which had an expenditure of $5 million against a target of $12.8 million.

In the former case, the Department explained that the additional budget was a result of a
carry-over from the previous year. The Committee notes that the expected outcome in terms
of units transported was met, despite the under-expenditure (suggesting that the target had not
been adjusted to include expenditure of the additional funds) and that the actual expenditure
in 2009-10 was in line with expenditure in the years prior and after.

In the latter case, no explanation was provided by VicRoads, but the Committee notes in this
case as well, the actual result was in line with the prior year and the next year.

194  Budget Paper No.4, 2009-10 Statement of Finances, May 2009, p.227
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In 2010-11, there were seven instances of variances greater than 10 per cent between
the actual value of the concession and either the prior year or the budget. As detailed in
Table 4.26, departments indicated that:

for the Department of Health’s ‘Dental service’ and ‘Community health services’
concessions, in which actual results varied significantly from both the prior year
and the budget, the variation was due to new data as a result of better information
systems;

the values of the Department of Health’s ‘Spectacles’ and the Department of Human
Services’ ‘Rental rebates’ concessions had both grown compared to the prior year,
but were in line with budget estimates;

the ‘Driver licence rewards’ concession in 2010-11 had a value of $12.4 million,
compared to a value of $2.9 million in the prior year and a budget of $5.5 million —
no explanation was provided by VicRoads;

VicRoads’ ‘Discounted registration fee for primary producers (4.5 tonnes or less)’,
had an actual expenditure of $5.1 million compared to a budget of $13 million, for
which VicRoads also supplied no information; and

the Department of Transport’s ‘Rail freight support’ concession, discussed above,
had an 11 per cent underspend, which the Department attributed to absorbing the
previous carry-over amount.

New concessions after change in government

The Committee asked for details from all departments of any new concessions or subsidies
introduced after the change in government in 2010. The only new concession identified was
introduced at the Department of Human Services. This related to an extension of electricity
concessions to the entire year and the value for 2010-11 was $30.2 million.'* The Committee
was informed that a ‘communication strategy was developed to inform customers and
stakeholders of the change. Retailers were informed of the change and implemented system
changes. Approximately 800,000 households received the Winter Energy Concession for the
extended period.’1%

195
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Department of Human Services, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 5 January 2012, p.28

Department of Human Services, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Further Clarification Points, received 2 March 2012, p.9
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4.4.2 Tax expenditures managed by the Department of Treasury and
Finance

Unlike concessions, which involve a direct budget outlay, tax expenditures involve less tax
revenue being received by the Government. As the budget papers explain:*’

Tax expenditures are defined as tax concessions granted to certain taxpayers,
activities or assets, which are a deviation from the normal taxation treatment.
This includes tax free thresholds and can also take the form of exempting or
applying a lower rate, deductions or rebate of a tax for a certain class of
taxpayer, activity or asset.

The Department of Treasury and Finance has responsibility for the administration of tax
expenditures, with most managed through the State Revenue Office.

The Committee sought details from the Department of Treasury and Finance about tax
expenditures in its questionnaire. Table 4.27 provides details of tax expenditures in 2009-10
and 2010-11, along with the explanations provided by the Department for variances
between the actual value in the year and the value from the prior year and from the budget
estimate. The outcomes achieved from each category of tax expenditure, as detailed by the
Department, are also included in the table. The Department of Treasury and Finance advised
the Committee that there were no new tax expenditures introduced after the change in
government.

As can be seen from the table, the value of tax expenditures has grown steadily over the
last three years, from $4.9 billion in 2008-09 to $5.1 billion in 2009-10 and $5.7 billion in
2010-11. In the majority of cases, actual tax expenditures were within 10 per cent of the
budget. The exceptions to this related to more growth in the number of principal places of
residence than anticipated and to a growth in stamp duty on land.

FINDING

In total, $5.1 billion worth of tax expenditures (as defined by the Department
of Treasury and Finance) were provided in 2009-10 and $5.6 billion worth in
2010-11, up from $4.9 billion in 2008-09.

197  Budget Paper No. 4, 2009-10 Statement of Finances, May 2009, p.223

134



Chapter 4: Departmental Income and Expenses in 2009-10 and 2010-11

sanIAnoe Alunwwod
uo abejuasiad
1uaeAInba ue puads
0] palinbai are pue
(sw9o3) sauiyoen

jua9 Jad QT Buiweo oluono9|3
"arel xel ueyl ss9o| sl juad Jad QT uo s[a10y uey) arel (A10b621e9 T)
1amo| paniagal sqn|D aouelleA 3yl | ¥/ 1/ uey) SS9| SI doueLeA ayl | v/ 1/ 6/ xey1 Jamo| Aed sgn|D xe) Bulques
‘loiRed jjoiAed
40 000°0GG$ 1s4y wouy 40 000°059G$ sy
pajdwoxa alom sl wouy ydwoxa swily
Jabue ‘uondwaxa Jabue ‘suonesiuebio
paAiadal suonesiuehlio wao Jad 0T 1joid-loj-jou pue
1joid-io)-jou pue uey} ssa| sI a9 Jad QT ssauisng |lews Jo} | (sauobared £1)
ssauisng |[ews QouelleA By | 28/'C G2Z8'e ueyl ssa| Sl adueleA ayl | 7292 8T.'C €89 uondwaxa Aure xe} ||j0ihed
‘spoliad ay) usamiaq
uondwaxa aduapisal Jo
aoe|d [ediould ul asealoul
ue 01 anp Ajurew renjoe
0T-600¢ 3y} 01 s1ayIp
[enide 60-800¢ ay.L
Jobpng 0T-6002
‘uondwaxa JO 8w 1e pajoadxa uey)
panigdal sdnoib uondwaxa asuapisal Jo
Jaylo pue sanueyo aoe|d [ediouud Jarealb
‘siaw.e} ‘(aouapisal a9 Jad QT 0] anp Ajurew 126png aouapisal
Jo aoe|d [edioulid) uey} ssa| sI 0T-600Z 3y} 01 s1ayip Jo aoe|d ediouud Joy | (salobared 6T)
SlaumoawoH doueleA 8yl | GgE'e ave'e [enioe QT-600¢ UL | €00°C 88.'T GI8'T uondwaxa Ajurep Xe] pueT
(uonjiw ) | (uoljiw ¢) (uonjiw g) | (uoliw g) | (uorjiw $)
jua9 Jad OTF
uey Jo1ealb jua9 Jad OTF
SaoUelIBA 10} [enioe 196png uey) Jarealb saouelieA [enjoe 196png fenjoe ainypuadxa
paAsiyde sswod1nQO suolneue|dx3 TT-0T0ZC TT-0TOC 1o} suoljeue|dx3 0T-600¢ 0T-600¢ 60-800¢ asodind xel

TT-0TOZ PUe OT-600¢ ‘sainiipuadxa xel :/g'v d|qeL

135



Report on the 2009-10 and 2010-11 Financial and Performance Outcomes

61-81°dd ‘LLog Arenuer 0z

PoAIBoaI ‘BUQ Hed — 8J1euUOSaNY SBLW02IN0 9oUBWLIOLS pUE [eloueUlH LL-0L0Z PUB 0L-600Z S.99)ILLI0D 8y} 0} 8suodsal ‘eoueul- pue Ainsesl] Jo juswuedeg :92in0S
2L9°S z8v's 960°S €68'Y 1G8'v [eioL
‘Ang) a1 Aed juad Jad o1 (sauobares g)
j0U pIp sadeds Bupjred uey ss9| sl juad Jad QT syred Jed Aeis-uoys Ang|
1ed 9|qibid Jo sloumQO aouelleA dyl | €€ e uey) SS9| Sl dduelleA dyl | €€ e 1€ 1o} uondwaxa Ajurey uonsabuo)d
‘spoliad ay) usamiaq
aouapisal jo aoe|d
fediouud oy (Anp Jajsuen
pue]) Ainp dwe)s ul
asealoul ue 0] anp Ajurew
[enjoe 0T-600¢ 3yl 01
508S0UISNG SIayip [enoe 60-800Z 8Y.L
J13y) Jo uonesiuehioal 19bpng 0T-6002 J0 awn
0] 10adsal yim | ,UOndONISU0IaI 1e pajoadxa uey (sjqeled ssauisng
Anp Jajsuen pue| a1e10di092 Joy arel Ainp Jamoy|) asuapisal J1ay) ainjonuisal
woJ) 1dwaxa alom Anp dweis, Jo aoe|d jediouud Joy oym suonelodiod
suonelodiod 9|qibig Aiobares-gns Jol181 Ainp Jsjsuel) puen (1) pue s19Anq
‘ANp Jajsuel pue| | a8yl ul TI-0T0Z larealb o1 anp Ajurew awoy a|qibya (1) 01 (seuobares 9)
JO a1el Jamo| pred ul way abue| [196png] 0T-6002 2y1 01 Jala1 Ainp 1ajsuen sannp
s19Ang swoy snoueA | Jo-suo 018nd | €1€ STZ SIaIp [enioe 0T-600Z YL | 622 S6T TLT pue anIb o1 Ajlurey dwess 1ay10
*(uad Jad QT 10
U9 Jad Qg Ajelauab) juad Jad QT sauelolouaq 9|qibie (sanobares g)
JUNOJSIP PaAIBJaI uey) ssa Si w92 Jad 0T 1oy 99} uonensibal Xe)]
slaumo Jed 9|qi6113 aoueLeA ayl | 68 98 uey] SS9| SI @dueleA By | €8 Z8 8/ Jamoj Ajure|n 3|91YaA I010N
(uorpiw ¢) | (uoriw ) (uorpw ¢) | (uoliw g) | (uoljiw $)
1U99 Jad OTF
uey) Jorealb 1ua9o Jad OTF
S9JUuUBIIRA 0] [enioe 196png uey) J1arealb saoueliea [enjoe 196png [enioe ainlipuadxa
paAsiyoe sswo2INO | suoneue|dx3 TT-0T0¢C TT-0T0¢C 1o} suopeue|dxg 0T-600¢ 0T-600¢ 60-800¢ asodind xel

136



Chapter 4: Departmental Income and Expenses in 2009-10 and 2010-11

4.4.3 Disclosure of concessions and tax expenditures

The Committee notes that the Statement of Finances budget paper includes five-year
projections for tax expenditures and three-year estimations for concessions. The actual results,
however, are not included in the annual Financial Report for the State. The Committee notes
that the Department of Human Services produces a report annually on concession data,'*®
which include both concessions and some tax expenditures.

The Committee also considers that, given that $1.3 billion worth of concessions were
provided in 2010-11 (see Table 4.26) and $5.7 billion of revenue was foregone through tax
expenditures (see Table 4.27), these are significant factors impacting on the result for the
Government and should be detailed in the annual Financial Report for the State.

FINDING

The budget papers include five-year tax expenditure and three-year
concessions estimates. However, actual results are not included in the
annual Financial Report for the State.

RECOMMENDATION 13:

The Department of Treasury and Finance include details of the trends
and actual results of tax expenditures and concessions in the annual
Financial Report for the State.

4.5 Employee expenses

The largest expenditure line item for the general government sector is ‘employee expenses’,
which accounted for $15.4 billion (35 per cent) of expenditure in 2009-10 and $16.4 billion
(36 per cent) in 2010-11. If ‘superannuation interest expense’ and ‘other superannuation’
expenses are included, those figures rise to $17.8 billion (41 per cent) for 2009-10 and
$19.0 billion (42 per cent) in 2010-11.%%°

The Auditor-General has noted a substantial growth in employee expenses over the last

four years,?® during which time employee expenses in the general government sector have
increased from $12.4 billion in 2006-07 to $16.4 billion in 2010-11,%* an average growth
rate of over 7 per cent per year over the period. With reference to the expense for the State of
Victoria (i.e. all three public sectors), the Auditor-General indicated that:?%

198  Department of Human Services, State Concessions and Hardship Programs 2010-11, March 2012
199  Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, p.25

200  Victorian Auditor-General’s Office, Auditor-General’s Report on the Annual Financial Report of the State of Victoria,
2010-11, November 2011, p.13

201  Department of Treasury and Finance, ‘Historical Financial Tables - Operating Statement General Government’, from
‘Financial Data Sets’,
<www.dtf.vic.gov.au/CA25713E0002EF43/pages/publications-financial-data-sets-financial-statements>, accessed
14 February 2012

202  Victorian Auditor-General’s Office, Auditor-General’s Report on the Annual Financial Report of the State of Victoria,
2010-11, November 2011, p.13
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Employee expenses ... were one of the key drivers of the increase in [overall]
expenses. The renegotiation of expiring major enterprise bargaining
agreements, will likely further increase employee expenses. ... This will
impose additional cost pressure on the net result as employee expenses have
historically grown at a rate above CPI.

The Auditor-General did not identify the possible rationale for the increases, which might
include factors such as administering Commonwealth grants, new projects, major disaster
reconstruction and expanded portfolio responsibilities.

The current Government has similarly identified public sector employment costs as
contributing to the overall growth in expenses for the general government sector, explaining
that:?%

The high growth in expenses since 2003-04 is due in large part to the
significant increase in the size of the Victorian public sector. The number of
public servants, departments and agencies has grown over this period. ...
Victorian public service (VPS) numbers grew at an average annual rate of
5.3 per cent over the period 2006 to 2010, compared to 2.0 per cent average
annual population growth over the same period.

The Government has further identified that it will seek to reduce expenses in the future in this
area through:

e reducing the number of public servants in ‘rnon-service delivery and back-office
roles’,?* which commenced in 2010-11 with the ‘capping head office staff”
component of the Government’s 2010 election commitment savings,?® with
additional savings announced in the 2011-12 Budget Update®®®; and

e restricting the growth in the cost of wages without productivity gains.?’

FINDING

Employee expenses in the general government sector were $15.4 billion
(35 per cent of total expenditure) in 2009-10 and $16.4 billion (36 per cent
of total expenditure) in 2010-11.

45.1 Employee expenses in departments

Given this focus by the Government, the Committee was particularly interested to examine
the growth in employee expenses within the departments themselves (as opposed to other
entities within the general government sector) and to examine the relationship between
employee expenses and staff numbers. Table 4.28 details the growth in each department’s
employee expenses as detailed in departments’ annual reports over the last three years.

203 Department of Treasury and Finance, 2011-12 Victorian Budget Update, December 2011, p.6

204  ibid., pp.6, 114

205  Budget Paper No.3, 2011-12 Service Delivery, May 2011, p.92

206  Department of Treasury and Finance, 2011-12 Victorian Budget Update, December 2011, pp.6, 113-4
207  Budget Paper No.1, 2011-12 Treasurer’s Speech, May 2011, p.3
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Department 2008-09 2009-10 2010-11 Change 2008-09
to 2010-11

($ million) ($ million) ($ million) (%)
Business and Innovation 83.8 87.9 84.9 1.3
Education and Early
Childhood Development 4,330.7 4,559.9 4,726.1 9.1
Health n/a 136.4 174.0 n/a
Human Services 900.0 829.8 849.5 -5.6
Justice 574.0 632.6 691.2 20.4
Planning and Community
Development 94.0 1015 101.3 7.8
Premier and Cabinet® 83.3 96.8 101.3 21.6
Primary Industries 193.2 197.9 207.8 7.6
Sustainability and
Environment 259.5 272.8 270.2 4.1
Transport 100.0 108.2 114.9 14.9
Treasury and Finance 97.5 111.5 121.0 24.1
Total of the above 6,716.0 7,135.3 7,442.2 10.8
General government
sector® 16,310.8 17,799.3 19,002.1 16.5

Notes:

(@) excludes ‘bushfire clean-up costs’in 2008-09 and 2009-10, which are listed as a separate line item —
Department of Premier and Cabinet, Annual Report 2009-10, p.57

(b) includes ‘employee expenses’, ‘'superannuation interest expense’ and ‘other superannuation’ line items,

to be more comparable to departments’ figures

Sources:

comprehensive operating statements in departments’ annual reports; Department of Treasury and

Finance, Financial Report for the State of Victoria 2009-10, September 2010, p.41; Department of
Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, p.25

The substantial difference between the total of the figures provided by the departments in their

comprehensive operating statements and the total for the general government sector is due to

the fact that many service delivery roles which are part of the general government sector (such

as hospital workers and Victoria Police) are not included in departmental figures. At the same
time, though, some service delivery staff (such as teaching staff in State schools, disability
support staff and prison staff) are included, which is why the figures for the Department

of Education and Early Childhood Development, Department of Human Services and
Department of Justice are significantly more than other departments.
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For some departments, a certain amount of the variations from one year to the next is a result
of machinery-of-government changes. However, the four largest increases were attributed by
departments to the following factors:

e the Department of Premier and Cabinet attributed its growth to the Victorian Bushfire
Reconstruction and Recovery Authority having its first full year in 2009-10 and the
Victorian Multicultural Commission being moved to the Department;>

e the Department of Transport explained its growth by a need to hire additional staft to
cover ‘new or expanded transport projects and services to improve the network’;2%°

e the Department of Treasury and Finance indicated that its employee expenses grew
due to the formation of the Shared Services Provider;?'° and

e the Department of Justice did not provide an explanation, as the growth in each year
was less than 10 per cent.?!

In each of the three explanations that were provided, the department cited additional
responsibilities. The Committee examines other factors which may also have contributed to
increased expenditure below.

FINDING

Between 2008-09 and 2010-11, departmental expenditure on employee
expenses increased by 11 per cent, while employee expenses across the
whole general government sector increased by 17 per cent.

Noting that the Government has taken a particular interest in ‘non-service delivery’ and ‘head
office’ positions, however, the Committee was interested to determine to what extent the
increases in expenses were being driven by such positions.

Firstly, the Committee noted that the overall growth in the general government sector (at

17 per cent) is substantially higher than the growth of departmental expenditure (11 per cent),
indicating that the growth in expenses is much higher in those areas of the general government
sector that are not included by departments in their annual reports (see Table 4.29). These
areas are generally more associated with service delivery roles, indicating that most of the
growth in employee expenses in 2009-10 and 2010-11 occurred within these areas, rather than
non-service delivery areas.

FINDING

The growth in employee expenses for the general government sector has
been driven more by increases in non-departmental agencies (which are
generally associated with service delivery) than departments.

208  Department of Premier and Cabinet, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 5 January 2012, p.21

209  Department of Transport, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 11 January 2012, p.64

210  Department of Treasury and Finance, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 20 January 2012, p.21

211  Department of Justice, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 12 January 2012, pp.40-1
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Table 4.29: Growth in employee expenses in the general government sector,
2008-09 to 2010-11

Area Growth between Growth between Growth between
2008-09 and 2009-10 | 2009-10 and 2010-11 | 2008-09 and 2010-11
($ million) ($ million) (per cent)
Departments 419.4 306.8 10.8
Other entities in the general
government sector 1,069.1 895.9 20.5
Total general government sector 1,488.5 1,202.7 16.5

Sources: comprehensive operating statements in departments’ annual reports; Department of Treasury and

Finance, Financial Report for the State of Victoria 2009-10, September 2010, p.41; Department of
Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, p.25

Secondly, in terms of the growth in employee expenses within departments, the Committee
was interested to determine how much of this growth is a result of service delivery as opposed
to non-service delivery staff. It was not possible to disaggregate the costs of these two groups,
but the Committee has been able to identify what proportion of the employees covered

by departments’ costs were executives and Victorian public service employees within the
Department, as opposed to other staff (see Table 4.30).

Table 4.30: Staff numbers covered by the employee expenses in departments’
annual reports

Staff at Staff at Staff at Change 2009 to

30 June 2009 30 June 2010 30 June 2011 2011
(number)® (number)® (number)® (per cent)
Executives 556 562 562 11
Victorian public service staff 17,639 18,231 18,234 3.4
Other® 65,285 66,128 66,421 1.7
Total 83,481 84,921 85,217 21

Notes:

(@) all staff numbers are full-time equivalent numbers

(b) includes non-Victorian public service staff and Victorian public service staff identified in annual
reports as part of distinct entities within the department (e.g. State Revenue Office, Regional Rail Link
Authority)

Sources: departments’ 2009-10 and 2010-11 annual reports

Table 4.30 indicates that, over the last three years, the Victorian public service staff within
departments have grown proportionately at a greater rate than executives and other staff.
Almost all of this increase occurred between 2009 and 2010, with numbers stabilised between
2010 and 2011. This is consistent with the commitment by the Government elected in
November 2010 to cap head office staft.

The Committee also notes, though, that the growth in employee expenses for the departments
(11 per cent between 2008-09 and 2010-11 — see Table 4.28) is significantly higher than the
growth in the number of staff members between 2009 and 2011 (2 per cent — see Table 4.30).
The Committee has identified several factors which have contributed to this:

e increases to the Victorian public service pay rates in 2009-10;
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e due to the timing of pay days, there were 27 pay days in 2010-11, as opposed to the
usual 26 (which accounts for an additional 3.8 per cent expenditure); and

e there has been an increase in the number of employees in the higher-paid grades and
a decrease in the number of employees in the lower-paid grades within Victorian
public service positions.

Some difference may also result from the fact that employee numbers are provided at a

point in time (30 June), whereas employee expenses cover all staff employed at any time of
the year. Staff who are employed for only part of the time between 30 June of one year and

30 June of the next will therefore contribute to employee expenses but not be reflected in staff
numbers. This is particularly an issue for the Department of Sustainability and Environment,

which employs large numbers of fire-fighters during summer but not at 30 June.

212

Regarding the trend towards more Victorian public service employees at higher grades, the
State Services Authority has identified that the number of people employed at each of the
grades 1-3 has decreased consistently from 2006 to 2010 and that the number of people
employed at each of the grades 4-6 has increased over the same period.?®* The Committee
did a similar analysis of the data in departments” annual reports for 2009-10 and 2010-11 and
found that this trend has continued (see Table 4.31), especially with regard to grades 5 and

above.

Table 4.31: Changes in the proportions of Victorian public service staff at
different grades, 2009 to 2011

Staff at Staff at Staff at Change 2009 to
30 June 2009 30 June 2010 30 June 2011 2011
(number) (number) (number) (per cent)
Grades 1-3 6,582 6,535 6,349 -3.5
Grade 4 3,549 3,671 3,680 3.7
Grades 5-6 and senior
technical specialists 7,508 8,025 8,205 9.3

142

Sources: departments’ 2009-10 and 2010-11 annual reports

The Committee notes that no explanation for this trend was provided by the State
Services Authority other than to note that the trend ‘is consistent with the increasing
professionalisation of the public service workforce over time.”*** However, given that the
Government is endeavouring to restrict the growth in employee expenses, the Committee
considers that there may be benefits from understanding this trend in more detail.

212

Performance Outcomes Questionnaire — Part One, received 5 January 2012, p.39

213
214 ibid., p.38

Department of Sustainability and Environment, response to the Committee’s 2009-10 and 2010-11 Financial and

State Services Authority, The State of the Public Sector in Victoria 2009-10, December 2011, p.39
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FINDING

The increase in employee expenses for departments has been the result
of wage rises, of there being an additional pay day in 2010-11 and of an
increase in the number of Victorian public service employees at higher
grades, accompanied by a decrease in the number of employees at lower
grades.

RECOMMENDATION 14:

The State Services Authority investigate and report publicly on the
reasons for the decrease in Victorian public service staff at lower
grades and the increase in staff at higher grades in recent years.

452 Executive remuneration

As with the costs associated with departmental employees in general, the Committee observed
that the growth in executive remuneration similarly exceeded the growth in the number of
executives. Table 4.32 shows the growth in base remuneration and total remuneration for
executives between 2008-09 and 2010-11.

The Committee notes that these figures need to be treated with some caution for two reasons.
Firstly, the remuneration figures provided in this table are the amount paid to executives,
regardless of whether the executive was employed for the full year or only part of it. The
average remuneration per executive is thus quite different to what the average annual
entitlement for a year’s work would be for each executive, as there may be a number of
executives included who only work for part of a year. Secondly, the total remuneration figure,
in addition to including bonuses, also includes any annual leave, long service leave and
retrenchment payments for executives who leave a department within the year.?'

These factors may produce some fluctuations from one year to another that do not reflect
changes in executives’ remuneration rates. However, the Committee notes a clear trend
towards an increased aggregate cost for executive remuneration over the last three years.
Moreover, this increase appears to be more than is accounted for by changes in the numbers
of executives (using either the figures in Table 4.30 or Table 4.32). It therefore appears to
the Committee that, as with the Victorian public service staff, there is a trend towards higher
salaries among executives.

The Committee also notes that the remuneration paid to contractors engaged in executive
functions is not included in the data from which Table 4.32 is drawn, as this is not required by
the relevant financial reporting direction. The Committee is unaware of how many contractors
are employed in such roles, though it notes that the Department of Business and Innovation
(currently the only department to disclose the number of contractors in executive positions)
had eight of 72 executives as contractors at 30 June 2010 and five of 68 executives at 30 June
2011.%¢ The Committee has recommended in its Report on the 2009-10 and 2010-11 Annual
Reports that the financial reporting direction be modified so that remuneration for these
contractors is disclosed in the future.

215  Financial Reporting Direction 21A (Responsible Person and Executive Officer Disclosures in the Financial Report),
November 2005, p.5

216  Department of Business and Innovation, Annual Report 2009-10, p.95; Department of Business and Innovation,
Annual Report 2010-11, p.89
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Table 4.32: Executive remuneration in departments, 2008-09 to 2010-11

2008-09 2009-10 2010-11 Change, 2008-09
to 2010-11

Base remuneration
Aggregate remuneration $93,239,915 $98,871,954 $108,482,580 16.3%
Number of executives 598 696 648 8.4%
Average remuneration per
executive $155,920 $142,057 $167,411 7.4%
Total remuneration
Aggregate remuneration $101,655,342 $108,034,091 $118,524,370 16.6%
Number of executives 601 699 650 8.2%
Average remuneration per
executive $169,144 $154,555 $182,345 7.8%

Note: (a)

These numbers differ from the figures in Table 4.30, as the figures in Table 4.30 are at a point
in time (30 June), whereas the figures in this table include all executives who received
remuneration at any point within the year. The numbers in Table 4.32 also include all portfolio

agencies, which the numbers in Table 4.30 do not.

Sources: departmental annual reports (FRD 21A disclosures), 2009-10 and 2010-11, with adjustment to the base
remuneration for Department of Education and Early Childhood Development in 2009-10 based on
correspondence from the Department — Department of Education and Early Childhood Development,
response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part Two, received 6 January 2012, p.13

The Committee was interested to understand what proportion of this growth was from
executive bonuses. Information provided by departments in response to its questionnaire
indicated that the value of bonuses paid to executives has increased by a smaller proportion
than executive remuneration costs as a whole, especially between 2009-10 and 2010-11 (see
Table 4.33).

Table 4.33: Executive bonuses awarded, 2008-09 to 2010-11

2008-09 2009-10 2010-11 Change, 2008-09 to

2010-11

$6,535,600 $6,817,942 $6,903,804 5.6%

Sources: departmental responses to the Committee’s 2008-09 Financial and Performance Outcomes
Questionnaire — Part One and the 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One

As with the Committee’s data in Table 4.32, data gathered by the State Services Authority
about executive remuneration packages between 2006-07 and 2009-10 also show an
increase in the remuneration packages received by individual executives (see Figure 4.3).
The remuneration packages detailed in this figure exclude bonuses and are the amounts

that executives would receive assuming they work the entire year.?” Unlike the data in

Table 4.32, the data in Figure 4.3 are thus less liable to variation due to executives leaving
part-way through years. The data show that there has been a clear reduction in the proportion
of packages under $140,000 per year and an increase in packages over $170,000 between
2006-07 and 2009-10.

217  State Services Authority, correspondence received by the Committee, 15 February 2012
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Figure 4.3: Executive remuneration packages in salary bands, 2006-07 to
2009-10

R =:--
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Sources: Figure created by the Committee based on data in State Services Authority’s State of the Public Sector
in Victoria reports, 2006-07 to 2009-10

The Committee sought explanations for the increases in executive remuneration in those
departments with the largest increases in remuneration per executive.?'® The departments cited
many executives’ remuneration increasing by 3 per cent as part of the annual review process,
but also indicated that significant numbers of executives received increased remuneration
through contract renewals or new contracts, through promotions and through remuneration
reviews. In some cases, the effects of these factors were significant:

e the Department of Business and Innovation cited two executives who received
10-15 per cent increases due to new contracts or contract renewals in 2010-11;2°

e the Department of Education and Early Childhood Development identified two
executives receiving increases of between 10 and 15 per cent and three receiving
more than 15 per cent extra due to promotions, job changes and increased work
value;?® and

e the Department of Human Services explained that six executives received increases
of between 5 and 10 per cent due to four promotions and 2 remuneration reviews.?*

The Committee recognises that increased remuneration is appropriate for promotions and
increased work value and that it may be appropriate to provide higher remuneration as part of
reviews. However, from the increase in expenditure on executive remuneration in aggregate
(see Table 4.32) and the movement to higher salary bands identified in the State Services

218  See responses to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes Questionnaire — Part
Two for the Department of Business and Innovation, Department of Education and Early Childhood Development,
Department of Human Services and Department of Sustainability and Environment.

219  Department of Business and Innovation, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 23 December 2011, p.7

220  Department of Education and Early Childhood Development, response to the Committee’s 2009-10 and 2010-11
Financial and Performance Outcomes Questionnaire — Part Two, received 6 January 2012, p.13

221  Department of Human Services, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part Two, received 19 January 2012, p.8
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Authority’s data (see Figure 4.3), it appears to the Committee that these increases are not
being fully offset by factors that might reduce the overall cost, such as executives in the
higher salary bands leaving and new executives commencing in the lower salary bands.

The Committee considers that if this trend continues, it will place increasing pressure on
employee expenses. Therefore the Committee considers that an investigation into why this
trend is occurring, and whether the increase in executive remuneration is being matched by
increased value, may be useful for ensuring that the Government receives value-for-money
from its expenditure.

The Committee also considers that departments should report trend data with respect to
executive remuneration, and explain variations over time, as this will assist the Parliament
and community to understand the trend. Currently, Financial Reporting Direction 21A
(Responsible Person and Executive Officer Disclosures in the Financial Report) provides
some instructions about ensuring that executive officer disclosures are meaningful, which may
involve explaining trends, but the Financial Reporting Direction does not concretely identify
that significant trends should be explained.??? The Model Report indicates that only two years’
data should be provided.?*

FINDING

There has been an increase in executive remuneration from $101.7 million
to $118.5 million (17 per cent) between 2008-09 and 2010-11. This is a
result of increased numbers of executives and increased salaries received
by executives. Current guidance does not explicitly require departments to
explain trends in executive remuneration.

RECOMMENDATION 15:

The State Services Authority investigate and report publicly on the
reasons for the increase in executives’ remuneration packages and
identify whether the increased packages are matched by increased
work value.

RECOMMENDATION 16:

The Department of Treasury and Finance amend Financial Reporting
Direction 21A to require departments to provide at least three years of
data about their total expenditure on executive remuneration and to
explain any significant variations from one year to the next.

45.3 Contractors

In addition to examining employee expense, it is also important to note the expense on
contractors, as reductions in employee expenses might be offset by the increased use of
contractors. A contractor is distinct from a consultant in that a contractor is:?**

222 Financial Reporting Direction 21A (Responsible Person and Executive Officer Disclosures in the Financial Report),
November 2005, p.2

223 Department of Treasury and Finance, 2010-11 Model Report for Victorian Government Departments, March 2011,
p.268

224 Financial Reporting Direction 22B (Standard Disclosures in the Report of Operations), June 2007, p.4
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an individual or organisation engaged to:
—  provide goods, works or services which implement a decision; or

— perform all or part of a new or existing ongoing function to assist an
agency carry out its defined activities and operational functions; or

— perform a function involving skills or perspectives which would
normally be expected to reside within the agency but which the agency
has determined to outsource.

This is distinct from a consultancy, which is:?%#°
... an arrangement where an individual or organisation is engaged to provide
expert analysis to facilitate decision-making and perform a specific one-off

task that involves skills or perspectives which would not normally be expected
to reside within the agency.

As the Victorian Government Purchasing Board clarifies, ‘7o be classified as a consultancy,
an arrangement should meet all of the criteria for a consultancy.”*® Consultants are discussed
further in Section 4.6.2 below.

The Committee notes that, though consultancies over $100,000 are required to be disclosed

in annual reports (see further Section 4.6.2), there is no requirement to disclose contractors as
defined above. Contracts over $10 million are required to be disclosed by Financial Reporting
Direction 12A (Disclosure of Major Contracts), but this is unlikely to cover these contractors
as defined above. In its Review of the 2009-10 and 2010-11 Annual Reports,??” the Committee
recommended that the guidance be changed to provide this disclosure. The Liberal Party and
Nationals committed to increasing transparency around the disclosure of contractors before
the 2010 State election.??® However, as noted by the Committee in that report, the Government
to date has not changed the guidance to require additional reporting in this area.

For the present inquiry, the Committee sought details of expenditure on contractors from
departments in its financial and performance outcomes questionnaire (see Table 4.34).

Table 4.34: Expenditure on contractors, 2008-09 to 2010-11

2008-09 2009-10 2010-11 Change, 2008-09 to
2010-11

$696,600,000 $715,644,909 $627,262,712 -10.0%

Sources: departmental responses to the Committee’s 2008-09 Financial and Performance Outcomes
Questionnaire — Part One and the 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One

225  ibid.

226 Department of Treasury and Finance, Victorian Government Purchasing Board: All Procurement Policies,
November 2011, p.101

227 Public Accounts and Estimates Committee, Review of the 2009-10 and 2010-11 Annual Reports, February 2012, p.32

228 Liberal Victoria and the Nationals, The Victorian Liberal Nationals Coalition Plan For Better Financial
Management, 2010, p.9
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The Committee notes a significant degree of variability in this figure from one year to the
next. This variability becomes even more striking when considering the trend over the longer
term — the total cost in 2007-08 was only $419.1 million.??

One reason for this variability may be that departments have difficulty accessing this
information, as a number of departments indicated in their responses that these figures were
estimations, or that they were unable to disaggregate certain expenses that should not be
included or unable to cost certain expenses that should have been included.

Given the Government’s plans to cap growth or reduce numbers in certain segments of the
public service, it will be important to monitor departments’ expenditure on contractors,

to ensure that savings in employee expenses are not offset by increased expenditure on
contractors. In addition, a disaggregation of contractor expenses and associated relevant data
may help a department to ensure that its employment decisions are providing value-for-money
and efficiencies.

The Committee notes that the Government has indicated that reductions in the number of
contractors will be a part of its “Maintain a sustainable public service’ savings initiative
(which begins in 2011-12).2%° Responses to the Committee’s questionnaire received from
departments have also suggested that a reduction in expenditure on contractors was a part of
the ‘Government election commitment savings’ initiative (see Section 4.6.2).

These factors make it important for all departments to have in place systems which accurately
capture expenditure on contractors and allow for the analysis of expenditure on contractors
over time. The Committee considers that this information should be made public to ensure
transparency around the Government’s savings initiatives and any secondary effects. The
Committee has recommended in its Review of the 2009-10 and 2010-11 Annual Reports that
the Financial Reporting Directions be amended to disclose details of contractors.?*

FINDING

Departments indicated that they spent $715.6 million on contractors in
2009-10 and $627.3 million in 2010-11. However, some departments
indicated that they were only able to approximate the cost of contractors, as
their systems do not allow them to identify contractor costs precisely.

RECOMMENDATION 17:

The Government ensure that all departments have systems in
place that allow them to accurately and completely monitor their
expenditure on contractors.

4.6 Savings and efficiencies

Successive budgets in recent years have released savings or efficiency targets which
departments have been expected to realise in 2009-10 and 2010-11. The cumulative effect
of these initiatives is $370.6 million of savings planned to be realised in 2009-10 and
$624.0 million of savings to be realised in 2010-11 (see Table 4.35).

229  departmental responses to the Committee’s 2008-09 Financial and Performance Outcomes Questionnaire — Part One
230  Department of Treasury and Finance, 2011-12 Victorian Budget Update, December 2011, p.114

231  Public Accounts and Estimates Committee, Review of the 2009-10 and 2010-11 Annual Reports, February 2012,
Recommendation 11, p.32
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Table 4.35: Savings and efficiency initiatives to be realised in 2009-10 and

2010-11

Budget in which initiatives were Savings/efficiencies to be Savings/efficiencies to be
released realised in 2009-10 realised in 2010-11

($ million) ($ million)
2006-07 Budget - -
2007-08 Budget -159.3 -191.3
2008-09 Budget -124.8 -124.8
2009-10 Budget -86.5 -144.2
2010-11 Budget - -
2010-11 Pre-Election Budget Update - -
2011-12 Budget - -163.7
Total -370.6 -624.0

Sources: Budget Paper No.3, Service Delivery, 2006-07 to 2011-12 and Department of Treasury and Finance,
Victorian Pre-Election Budget Update, November 2010

The Committee asked departments to quantify their components of the savings and efficiency
targets from the previous budgets. In many cases, the targets provided by departments did
not reconcile with the figures in the budget papers. This situation is a result of two factors
identified by the former Committee:**

e savings initiatives are updated following the budget papers, without information
about the update being made public; and

e additional savings targets are set for departments which are not included in budget
papers.

The Department of Health provided an example of the latter in its response to the

Committee’s questionnaire:

In December 2009 the Secretary of the Department of Treasury and Finance
wrote to the Department indicating a further savings allocation requirement
from the 2009-10 Budget of $55m in 2010-11, $108m in 2011-12 and $161m
in 2012-13 would be levied. These savings were not separately disclosed in
the 2009-10 or 2010-11 State Budget papers against the Health portfolio.

As details of these changes are not made public, departments’ updated savings targets cannot
be determined by the Parliament or the community. Similarly, the amount of savings that the
general government sector as a whole is expected to achieve cannot be known. In addition,
there is currently no mechanism by which departments report their actual achievements
compared to their targets. The Committee considers that these factors lead to a serious lack of
transparency around savings initiatives.

232 Public Accounts and Estimates Committee, Report on the 2010-11 Budget Estimates — Part Three, September 2010,
pp-83-5

233 Department of Health, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 6 January 2012, p.66
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In its Report on the 2011-12 Budget Estimates, the Committee recommended that there be
enhanced disclosure of savings in the budget papers, the annual Financial Report for the
State and departmental annual reports.?* The Government in its response has supported these
recommendations.?®® The Committee anticipates examining future budget papers, annual
financial reports and departmental annual reports to ensure that this increased transparency is
sufficient.

As the cumulative effect of these initiatives is a substantial amount of saving, the Committee
asked departments how much of their savings they had actually realised in these years. All
departments indicated that they had fully met their updated targets. The Committee sought
further details about the achievements in terms of the “‘Government election commitment
savings’ initiative, which was released in the 2011-12 Budget (see Section 4.6.1).

FINDING

Budget papers between 2007-08 and 2011-12 set savings and efficiency
targets for the departments totalling $370.6 million in 2009-10 and
$624.0 million in 2010-11. However, alterations have occurred to
departments’ targets since the release of the budget papers which have
not been made public. All departments have indicated to the Committee
that they have met their updated targets, although details are not publicly
reported. The Committee has previously recommended that increased
reporting take place in this area, and the Government has supported this
recommendation.

4.6.1 Government election commitment savings

The ‘Government election commitment savings’ initiative identified savings to be made
in 11 different areas of expenditure (see Table 4.36). Departments were expected to save
$163.6 million in these areas in 2010-11, with an additional $1,405.1 million to be saved
in these areas between 2011-12 and 2014-15.2%¢ Due to the substantial nature of the total
expenditure target over the five years of the initiative, the Committee was particularly
interested to see how departments were progressing with these savings.

The Committee was also particularly interested in these savings areas because it had identified
an issue with the targets in the Report on the 2011-12 Budget Estimates.?” Data supplied to
the Committee at that time about past expenditure in some of the savings areas suggested that
some of the targets may be unrealistic.

The Committee therefore sought information from departments about their expenditure in the
11 areas for the last three years, their savings targets for each area and their actual savings
achieved in 2010-11. All departments indicated that they had met their total targets for the
year. Only three departments, however, were able to break down their savings targets into all
11 areas identified by the Government. Several departments explained that they did not detail
the savings targets according to the 11 areas because the actual areas in which the savings

234 Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part One, June 2011,
Recommendations 3-4, p.21;

235  Victorian Government, Government Responses to the Recommendations of Public Accounts and Estimates
Committee’s 102" Report on the 2011-12 Budget Estimates — Part One, tabled 24 November 2011, pp.3-4

236  Budget Paper No.3, 2011-12 Service Delivery, May 2011, p.92

237  Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Three, September 2011,
pp-87-9
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were achieved did not in align with the 11 areas targeted by the Government. The Department
of Human Services (DHS) explained that the reason for this lack of alignment was that:***

In some cases savings targets set against particular categories were either
not achievable because DHS had no expenditure historically against those
items or savings related to statutory requirements. For these reasons, DHS
identified alternate savings strategies to deliver the savings target by targeting
non direct service areas.

The Department of Justice and Department of Primary Industries also identified areas in
which they had historically had no expenditure but in which they had been set savings
targets.®

The Committee views these facts with some concern for two reasons:

e the fact that three departments were set savings targets in areas for which they
historically have no expenditure indicates that the savings targets, as broken down by
the Government in the budget papers, were not practicable; and

e because the areas in which the savings were actually achieved did not align with the
targets, it appears that departments are making savings in ways other than what the
Government publicly declared to be its intention.

The last point becomes even more concerning given that there are currently no reporting
mechanisms that make this information publicly available. The Committee considers this
situation to be a serious failure of transparency.

FINDING

The ‘Government election commitment savings’ initiative identified

$1.6 billion of savings to be made over five years by departments in

11 specific areas. However, departments have indicated that not all targets
have been practicable. In some instances, departments were set savings
targets for areas in which they historically had no expenditure.

These concerns were further intensified when the Committee examined the data on actual
expenditure in the 11 areas targeted by the Government over the last three years (see

Table 4.36). In examining the data, the Committee hoped to identify what savings had
been made in the first year of the savings initiatives. However, the data clearly indicate
that, in seven of the 11 targeted areas of expenditure, there was actually an increase in
expenditure in 2010-11 compared to 2009-10 rather than a reduction. Overall, expenditure
in these areas (excluding shared services, where the Government’s savings target is savings
from shared services rather than reducing the expenditure on shared services*?) increased
by $619.5 million between 2009-10 and 2010-11. In only one area (consultants) did the
expenditure between 2009-10 and 2010-11 reduce by the savings target. On the surface,

238  Department of Human Services, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 12 January 2012, pp.36-7

239  Department of Justice, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 12 January 2012, p.46;
Department of Primary Industries, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 12 December 2011, p.31

240 Liberal Victoria and the Nationals, The Victorian Liberal Nationals Coalition Plan For Better Financial
Management, 2010, p.17
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subject to the explanations detailed below, it appears that most savings targets were not
achieved.

Table 4.36: Actual expenditure in the areas targeted by the Government
for savings in the ‘Government election commitment savings’

initiative
Area of expenditure Actual expenditure® Change Savings
2008-09 2009-10® 2010-11 ggggjg 0 target

($ million) ($ million) ($ million) ($ million) ($ million)
Ministerial staff 24.3 25.6 28.1 2.4 -3.5
Media and marketing positions 22.5 25.9 34.9 9.0 -9.0
Consultants 251.0 201.6 180.7 -20.9 -19.3
Government advertising 57.9 59.9 52.9 -7.0 -26.7
Political opinion polling 0.5 0.4 0.2 -0.3 -0.1
External legal advice 71.7 80.4 84.2 3.8 -7.3
Senior public service travel 6.1 6.3 6.9 0.7 -0.3
Government office floor space 139.1 136.6 137.8 1.2 0.0
Supplies and consumables 3,521.1 3,963.4 4,433.7 470.3 -74.1
Shared services (savings from)© n/a n/a n/a n/a -9.5
Head office staff 757.0 759.6 919.9 160.3 -13.8
Total 4,851.3 5,259.7 5,879.3 619.5 -163.6

Notes:

(@) not all departments were able to supply data for all areas of expenditure, especially ‘senior public
service travel’ and ‘head office staff’

(b) notincluding the Department of Health, who were unable to supply figures

(c) data provided by departments indicated expenditure in this area, rather than savings from shared
services; the data indicated that there has been a substantial growth in the use of shared services
between 2009-10 and 2010-11

Sources: departments’ responses to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One; Budget Paper No.3, 2011-12 Service Delivery, May 2011, p.92

The Committee notes that some departments were not able to provide data for all areas

of expenditure, especially ‘senior public service travel’ and ‘head office staff’. The actual
expenditure for some areas may therefore differ from the figures provided above. Due to the
machinery-of-government changes in 2009-10, the Department of Health is also unable to
supply data about its expenditure in 2009-10, though it has supplied details of its expenditure
for 2010-11. As its expenditure in 2010-11 in these areas amounted to $308.6 million, the
increase in expenditure between 2009-10 and 2010-11 may be partly explained by the
inclusion of data for this department for only the second year. However, even removing this
amount from the total, there remains an increase in expenditure of $310.9 in these areas and
only one additional area (‘senior public service travel”’) shows a decrease from 2009-10 to
2010-11.
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The Committee notes that, as the Department of Justice explained, an increase in costs does
not necessarily mean that savings were not achieved:*

1t is important to note that the costs detailed above will vary between years for
many reasons including the allocation of new funding, price escalation, the
ceasing of previously funded programs and any impacts due to government
directed savings strategies. This means that there is not always a direct
correlation between the movement in costs between years and the relevant
savings targets.

In other words, the savings targets which have been published do not represent the amount by
which expenditure in an area is expected to reduce compared to the prior year with all factors
considered. Instead, the savings targets appear to have been developed without factoring in
other changes. As the impact of these other changes in these savings areas is not publicly
detailed, this presents a problem from the perspective of transparency. That is, even if a
department’s expenditure in an area is known, that is not sufficient information to ascertain
whether or not the department has hit its savings target.

In order to provide transparency around savings initiatives, the Committee considers that
future savings targets need to be published in a way that will enable stakeholders to readily
determine whether or not the targets have been met. Publishing the targets for net reductions
or increases compared to the prior year with all other factors considered would be one way to
achieve this. A simpler way might be to provide the estimated expenditure in the target areas
in future years, factoring in the savings initiative and any other factors.

FINDING

Although all departments indicated that they had met their components of
the $163.6 million savings target for the ‘Government election commitment
savings’ initiative, data supplied by departments indicated that the actual
expenditure in these areas increased by $619.5 million between 2009-10
and 2010-11. One department indicated that this was because the savings
targets did not factor in other changes. This leads to a significant lack of
transparency around savings initiatives.

RECOMMENDATION 18:

Targets for future savings initiatives in budget papers be set in such a
way that it is possible for the Parliament and community to ascertain
whether or not the targets are achieved. For example, targets could
detail expenditure in certain areas (factoring in the savings initiatives
and other factors), rather than the amount of savings.

The Committee was also interested to understand if there had been any impacts on the
Department’s service delivery from the way that these savings measures were applied. All
departments except one indicated that there had been no impact on service delivery. The
Department of Premier and Cabinet, however, advised the Committee that:?*?

241  Department of Justice, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 12 January 2012, p.46

242 Department of Premier and Cabinet, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 5 January 2012, p.27
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DPC [Department of Premier and Cabinet] met its contribution to the
Government’s election commitment savings through a range of measures to
reduce departmental expenses by consolidating activities and minimising
duplication and waste in administration, corporate and management
functions.

Specific impacts of election commitment savings on DPC's service delivery
include:

—  Arts Victoria capping indexation to 1.8% per annum for grants
provided to recurrent multi-year organisations and major performing
arts organisations;

—  Museum Victoria has extended the timelines for the full registration and
digitisation of its collection (currently only 37% of the State collection
is registered and digitised), and

— Australian Centre for the Moving Image has accommodated savings
through a reduction in exhibition programs across their two Galleries.

The Committee has previously recommended that departments’ annual reports disclose

any impacts on service delivery of savings measures.?** The Committee considers that

it is important that the impacts of savings measures be detailed, as well as how savings
were achieved. This information enables a proper understanding of what is involved in the
Government’s savings initiatives. This is particularly important in the situation, as detailed
above, where targets have been set for particular areas but departments are not able to make
savings in those specific areas.

The Government has responded to this recommendation by saying that the impact of savings
initiatives ‘are reflected in the changes to the services to be delivered or in changes to
performance measures and targets ... disclosed within Budget Paper No.3’ and that no further
action will be taken.?** However, as noted by the Government in its response, these changes
also reflect the impact of several other factors and it is not possible from the details in Budget
Paper No.3 to understand the impact specifically of savings initiatives. The Committee
remains of the view that this is a significant gap in transparency.

FINDING

All departments except the Department of Premier and Cabinet indicated
to the Committee that the ‘Government election commitment savings’
initiative has had no impact on service delivery. The Department of Premier
and Cabinet has indicated three areas of service delivery that have been
affected by this savings initiative. These impacts are not clearly disclosed
under existing reporting arrangements.

243 Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Three, September 2011,
Recommendation 20, p.91

244 Victorian Government, Government Responses to the Recommendations of Public Accounts and Estimates
Committee’s 102" Report on the 2011-12 Budget Estimates — Part Three, tabled 14 March 2012, p.12
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4.6.2 Consultants

As part of examining the ‘Government election commitment savings’ initiative, the
Committee sought details of departments’ expenditure on consultants in 2010-11 through
its 2009-10 and 2010-11 Financial and Performance Outcomes Questionnaire. The figures
provided in response to that questionnaire differ significantly from the estimates provided
to the Committee for the same time period in response to the Committee’s 2011-12 Budget
Estimates Questionnaire. In the budget estimates questionnaire, which was returned in
May 2011, it was estimated that the expenditure on consultants in 2010-11 would only amount
to $33.7 million for all departments. This contrasts considerably with the figure provided
in the latest questionnaire of $180.7 million for 2010-11. Both of these figures also contrast
considerably with the figures for consultancies provided in departments’ annual reports
(totalling $2.4 million). The three sets of figures are provided in Table 4.37.

Table 4.37: Expenditure on consultants by department, 2010-11

Department Expenditure on consultants in 2010-11 ($ million)
(as advised in response | (as advised in response | (as disclosed in annual
to the 2011-12 to the 2009-10 and reports)
Budget Estimates 2010-11 Financial and
Questionnaire) Performance Outcomes

Questionnaire)

Business and Innovation 2.7 2.1 0.0@

Education and Early

Childhood Development 15.3 116.6 0.1®@
Health 1.4 24 0.6®
Human Services 0.4 0.3 0.0®
Justice 6.4 0.7 0.2
Planning and Community

Development 0.1 0.0 0.0
Premier and Cabinet 15 2.0 0.9
Primary Industries 1.6 0.5 0.4@
Sustainability and

Environment 0.0 3.0 0.0
Transport 1.7 52.9 0.0
Treasury and Finance 2.6 0.2 0.2
Total 33.7 180.7 2.4

Note: (a) Department’s annual report only includes details of consultancies with total project costs in
excess of $100,000.

Sources: departments’ response to the Committee’s 2011-12 Budget Estimates Questionnaire — Part B;
departments’ response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One (question 29); departments’ 2010-11 annual reports (FRD 22B disclosure)

The Committee sought explanations from the two departments with the largest variations
about why these figures differed so greatly. The Department of Education and Early
Childhood Development explained that:?%

245  Department of Education and Early Childhood Development, response to the Committee’s 2009-10 and 2010-11
Financial and Performance Outcomes Questionnaire — Further Clarification Points, received 2 March 2012, p.3
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The $116.64 million for 2010-11 includes payments to contractors as well
as expenditure on consultants and agency fees in line with the categories
provided in the PAEC questionnaire.

The $112,200 figure for consultants provided in the Departments 2010-11
annual report only reflects payments of $100,000 or more to external third
party consultancies. The total expenditure on consultancies in 2010-11 was
$259,345. This is based on the definition as defined under the Financial
Management Act 1994.

The $15.3 million budget in the 2011-12 PAEC questionnaire included
budgeted agency employed staff wages in addition to budget for consultancies.

The Department of Transport explained that:

In Question 29, the 852.9 million represents a consolidation of contractors
and consultants for DOT, VicRoads and Linking Melbourne Authority (LMA).
The figure of $1.7 million provided on 30 August 2011 represents consultants
only. It should be noted that the Department’s annual report’s financial
statements do not include financial activity of VicRoads or LMA. Under the
definition of consultancy as per the Financial Reporting Directions FRD 22B,
which is used for preparation of the annual report, DOT had no expenditure
on consultants in 2010-11. Expenditure on consultants by entity in 2010-11
was: DOT — nil; VicRoads — $70,000; LMA — 81.597 million.

The Committee notes that the differences seem to stem from two aspects:

o differing bases of consolidation, with some figures including portfolio agencies and
some excluding them; and

o differing definitions of consultant, with some figures including contractors, agency
fees or agency employed staff.

It appears to the Committee that there is some significant variation in terms of what can be
understood as a consultant, and that the figures provided in departments’ annual reports seems
to be based on the narrowest of definitions. From the point of view of transparency, this is far
from ideal and the definition of ‘external consultants’ ought to be clarified.

The Committee noted in its Review of the 2009-10 and 2010-11 Annual Reports®* that,
prior to the 2010 election, the Liberal Party and Nationals committed to providing increased
transparency around expenditure on consultants, including reducing the extent to which
details of some workers are not disclosed due to them being classified as contractors.?*’

To date, however, the Government has not modified the requirements pertaining to annual
reporting in this area. The Committee recommended in that report that the Government
modify the guidance to require this information to be reported.

246 Public Accounts and Estimates Committee, Review of the 2009-10 and 2010-11 Annual Reports, February 2012, p.32

247  Liberal Victoria and the Nationals, The Victorian Liberal Nationals Coalition Plan For Better Financial
Management, 2010, p.9
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The Committee also considers that, given how low the figures provided in annual reports

are, and the substantial difference between those figures and the figures provided to the
Committee, it would be appropriate for the Auditor-General to investigate whether the figures
that departments have disclosed in their annual reports have been correctly determined.

FINDING

According to departments’ disclosure in their annual reports, the total
departmental expenditure on consultants in 2010-11 was $2.4 million.
However, figures provided to the Committee by departments, determined
on different bases of consolidation and with different definitions of
consultants, indicated a total expenditure of $180.7 million in 2010-11.

RECOMMENDATION 19:

The Auditor-General consider conducting an audit of departments
to identify whether their disclosure of expenditure on consultants
in annual reports is being made in accordance with government
guidance.

As can also be seen from Table 4.37, five departments did not provide details of their
expenditure on consultancies with a total project cost under $100,000 in 2010-11. The
Committee notes that Financial Reporting Direction 22B (Standard Disclosures in the Report
of Operations), which contains the requirement for the disclosure of consultancies, does not
require costs within a year for these consultancies to be disclosed. As with the disclosure of
contractors, the Government prior to its election in 2010 indicated that it would require the
disclosure of details of consultancies with a total value under $100,000 in annual reports.>*
Financial Reporting Direction 22B has not yet been modified. This was also raised by the
Committee in its Review of the 2009-10 and 2010-11 Annual Reports.?*

Another issue arises from the information supplied by the Department of Education and Early
Childhood Development and the Department of Transport. The larger figures provided by
these departments, which included contractors, were provided in response to the Committee’s
question about the ‘consultants’ line item in the ‘Government election commitment savings’
initiative. This indicates to the Committee that departments understand this saving initiative as
being targeted at contractors as well as consultants.

As discussed in Section 4.5.3, the Government’s definition of the difference between a
contractor and a consultant rests to a large extent on whether the work being undertaken is
the regular work of the department, which would normally be undertaken by an employee of
the agency (in which case a person is a contractor), or whether it is a one-off task requiring
skills not normally within the department and associated with decision-making rather than
implementation (in which case a person is a consultant).

As a result of this difference, reducing expenditure on contractors may reduce the workforce
undertaking the regular work of a department. Reducing expenditure on consultants, in
contrast, would only apply to one-off tasks associated with decision-making. The Committee
considers this to be a fundamental difference and believes that the Government should clearly
indicate whether its savings target for consultants is intended to also reduce expenditure on
contractors.

248  ibid., p.9
249  Public Accounts and Estimates Committee, Review of the 2009-10 and 2010-11 Annual Reports, February 2012, p.32
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FINDING

The ‘Government election commitment savings’ initiative has a line item
of ‘consultants’ against which savings targets have been set. Some
departments have interpreted this line item as also applying to contractors.

RECOMMENDATION 20:

The Government clearly indicate whether or not it intends expenditure
on contractors to be reduced in order to meet the savings target for
the line item ‘consultants’ in the ‘Government election commitment
savings’ initiative.

46.3 Shared services

The Government has also identified the increased use of shared services as a means of
achieving efficiencies. As part of the ‘Government election commitment savings’ initiative,
the Government set a savings target of $50.2 million over five years through shared
services.?°

The Committee sought details of departments’ expenditure on shared services in its
questionnaire. For those departments which supplied information, the data indicate

a substantial increase in the use of shared services, from $69.2 million in 2009-10 to

$141.0 million in 2010-11 (or $109.3 million if the Department of Health’s data for 2010-11
are excluded).

One of the most significant current shared services initiatives is CenlTex, which provides IT
services to Government entities. The number of entities supported by CenlTex has grown
from six departments in 2008-09 to 10 departments and two agencies in 2010-11.2* The
Department of Treasury and Finance indicated that efficiency gains achieved through CenlTex
between March 2009 and June 2011 included initiatives that:?>?

—  reduced annual running cost by $11.8 million (Savings due to
in-sourcing of the Unisys contract, contractor to VPS conversions etc.)

— avoided annual cost increases of 815.6 million (Savings due to
improved procurement outcomes - storage, servers etc.)

— avoided one-off spending of 818.1 million (Savings due to increased
sharing of infrastructure e.g. enterprise SOL and Web hosting platforms
etc.)

The Committee also asked some of the departments which joined CenlTex during 2010-11
what efficiencies had been gained. The departments had some difficulty quantifying their
savings. The Department of Human Services and Department of Justice indicated that they

250  Budget Paper No.3, 2011-12 Service Delivery, May 2011, p.92
251  CenlTex, Annual Report 2008-09, p.10; Annual Report 2010-11, p.10

252  Department of Treasury and Finance, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part Two, received 24 January 2012, p.3
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had not achieved efficiencies yet, but expected to do so in the future.?®® The Department of
Health, however, indicated that there were some problems in this area:?**

To date, the department is unable to identify efficiency and service effectiveness
gains as a result of centralisation of IT services through the use of CenlTex.
The department has raised its concerns with the new CEO of CenlTex,
particularly in the areas of continuous improvement and the transition to the
Whole of Victorian Government service catalogue and agreed service levels.
The department has also requested CenlTex for greater visibility of decisions
and/or actions that might affect it.

The Department of Treasury and Finance also indicated that efficiency savings had been
achieved through the Shared Services Provider (SSP) which provides library, vehicle fleet and
accommodation facilities management services:

The SSP has created efficiencies and service effectiveness gains through
various activities including: reducing the total number of full time employees
(FTE) performing SSP functions (compared to when they were embedded
in departments) thereby enabling departments to reassign staff to other
functions; avoiding costs by renegotiating leases resulting in more favourable
terms, creating economies of scale and procurement efficiencies, ensuring
that individual government agencies do not compete against each other
for contracts, procurement and leased accommodation; avoiding costs by
reducing floor space required, and centralising and rationalising the whole
of Victorian Government vehicle pool and Victorian Government library
service.

However, the Department did not quantify the value of these efficiencies.

The Committee notes departments’ difficulties in quantifying savings in both cases. Given
that the Government has set a quantified target for savings from the use of shared services, the
Committee considers it important that some processes be set up to identify and monitor these
savings. Quantifying such services is also important for ensuring that departments are getting
value for money by using shared services.

FINDING

The Government has set a target of $50.2 million to be saved through

the use of shared services. Data received by the Committee indicated
increased use of shared services. However, some departments indicated
that they had difficulties quantifying the savings resulting from their use of
shared services.

253  Department of Human Services, response to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part Two, received 19 January 2012, p.4; Department of Justice, response to the
Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes Questionnaire — Part Two, received
18 January 2012, p.8

254  Department of Health, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part Two, received 19 January 2012
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RECOMMENDATION 21

All departments which transition to shared services ensure that they
set up appropriate mechanisms to capture and report the savings that
result from the transition.
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CHAPTER 5: GENERAL GOVERNMENT SECTOR OUTPUT
DELIVERY IN 2009-10 AND 2010-11

5.1 Introduction

One of the principal aims of government departments is to provide services to the
Government and the community. In order to achieve a level of objective accountability,
service activities for each department are divided into output groups, and further divided into
specific outputs, each of which is described in the Service Delivery budget paper at the start of
each financial year.

A range of performance measures are defined for each output. These measures describe and
quantify departmental activity that supports the output, and each has a target set for each year.
The measures assigned to departments cover both the departments’ direct activities and the
activities of their portfolio agencies.

The Committee examined departments’ results on these performance measures for 2009-10
and 2010-11. In terms of managing performance to within 10 per cent of targets, the
Committee found that overall performance was similar in both years, with around 70 per cent
of targets met to within 10 per cent. This was an improvement on 2008-09, when 64 per cent
of results were within 10 per cent of target.

The Committee also found that a lower proportion of performance measures significantly
exceeded their targets and a higher proportion of performance measures fell significantly short
of targets in 2010-11 compared to 2009-10.

For cost performance measures, the Committee found that overall expenditure in excess of
budget fell from 2.7 per cent in 2009-10 to 1.6 per cent for 2010-11.

As part of this investigation, the Committee identified a number of issues with the way
that performance measures and targets are set. The Committee also examined departments’
explanations for cases where the targets were not met and has identified areas for
improvement.

Throughout this chapter, the Committee has noted a number of issues particularly regarding
the Department of Business and Innovation (formerly the Department of Innovation, Industry
and Regional Development) concerning the choice of performance measures, the setting of
targets and the performance against these targets. On a number of matters, this department
stands out as under-performing.

It should be noted that performance measures do not generally monitor the progress of asset
investment (infrastructure) projects. These projects are discussed in more detail in Chapter 6
of this report. However, departments are not prevented from creating output performance
measures that report their activities in areas of asset investment. The Department of Transport
and the Department of Health have created a number of such measures, which are discussed
along with the others.

Background

Each output includes one cost performance measure and a varying number of non-cost
performance measures.

The cost performance measure reports the department’s total cost in delivering each output.
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Non-cost performance measures are divided into three types: quantity, quality and timeliness.
There is no set number of non-cost performance measures for each output, and this

number varies from one (for example in the Department of Education and Early Childhood
Development’s Policy and Regulation output) to 39 (in the case of the Department of
Transport’s Public Transport Infrastructure Development output).

The Committee does not consider that a higher number of non-cost performance measures
necessarily better describes an output, although it does consider that a low number of non-cost
performance measures leads to the possibility that the department’s activities in providing the
output are not comprehensively measured. The Committee identified a number of outputs for
which it considered that additional measures may be warranted as part of its Inquiry into the
2011-12 Budget Estimates.?®® The Committee anticipates examining the appropriateness of
performance measures for outputs again as part of its report on the 2012-13 budget estimates.

All performance measures have targets, which are set as part of the budget process and
listed in the budget papers. These targets are set in May, prior to the start of the financial
year to which the measures will apply. Departments are required to report the results of their
performance against these targets in departmental annual reports at the end of the financial
year, including explanations for significant or material variances from the set targets.

The analysis in this chapter is based on results of performance measures and a calculation of
variances between their targets and actual results. Results are aggregated into groups, relating
to significantly (i.e. greater than 10 per cent) above targets, near (i.e. within 10 per cent of)
target and significantly (i.e. greater than 10 per cent) below target. When aggregating cost
measures alone, the Committee discusses overall variations in terms of proportions of targets.

The examination of departments’ performance relative to their measures provides an indicator
of their ability to meet the standards set for them by the Government. However, variation from
the target may also indicate that the targets set were either too challenging or not challenging
enough. The Committee has identified some apparent instances of both of these situations in
Section 5.4.3 of this chapter.

The Committee also notes that some targets for performance measures have been adjusted
over time, challenging departments to perform at a higher level. A department that shows
consistent (or gradually increasing) management skill may move from significantly above
target to near or below target if the target has been made more challenging. For this reason,
examination of results against targets alone cannot comprehensively portray departmental
achievements in an absolute sense, but only relative to the Government’s expected standards.

With a small number of exceptions, the results of performance measures are expressed as

an objective ordinal, usually a number or a date. Higher numeric results or earlier dates
generally correspond to better departmental performance for non-cost performance measures,
but there are some targets for which exceeding the target indicates poorer performance of the
department (for example, the Department of Health’s performance measure ‘Average working
days between screening of client and commencement of community-based drug treatment’2),
Because of the existence of these measures, in the analysis that follows, departments that
have a larger number of measures in the group that significantly exceeded targets should not
necessarily be seen as the higher performing departments.

255 Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Two, June 2011, p.21
256  Department of Health, Annual Report 2010-11, p.203

162



Chapter 5: General Government Sector Output Delivery in 2009-10 and 2010-11

The Committee also notes that there are some measures for which it is not immediately clear
from the budget papers whether exceeding, coming under or exactly achieving the target is
ideal. Some examples have been included in Table 5.1.

Table 5.1: Performance measures where it is not clear whether it is preferable
for the actual result to be greater than, less than or equal to the

target
Department Performance measure 2010-11 target
Health Ratio of emergency to general courses of dental care 53:47
Sustainability and Increase in EPA [Environmental Protection Agency] 15 per cent
Environment notices issued for illegal dumping of waste
Treasury and Finance | Workspace ratio 15.5 square metres per FTE

Source:  Budget Paper No.3, 2010-11 Service Delivery, May 2010

There are a number of other measures similar to the Department of Sustainability and
Environment’s measure cited in Table 5.1, where the department is responsible for both
preventing a particular outcome and responding to it. The Department of Health, for

example, has several measures related to the number of patients treated. As the Department is
responsible for both preventative health and health treatment, it is not clear whether successful
service delivery would be reflected by there being more or fewer patients than the target.
Similarly, the Department of Justice has measures of the numbers of matters disposed in court
and the numbers of prisoners, although the Department is responsible for crime prevention as
well as the court system and prisons.

The Committee considers that the addition of an indicator to non-cost performance measures
that indicated whether a higher result, lower result or result the same as the target is preferable
would allow a more reliable overview assessment of a department from its performance
measures.

FINDING

Although for most non-cost performance measures exceeding the target is
a good outcome, in some cases the reverse is true. It is not always possible
from the budget papers to discern whether the Government’s intention is
for results to be more than, less than or equal to the performance measure
target.

RECOMMENDATION 22:

The Department of Treasury and Finance indicate in budget papers
whether exceeding, coming under or precisely achieving the target is
preferable for each performance measure.

5.2 Departmental performance in 2009-10 and 2010-11

The Committee found that performance for all departments over both 2009-10 and 2010-11,
was similar in terms of returning a measure within 10 per cent of the set target. In 2009-10,
70.2 per cent of measures had results within 10 per cent of target. In 2010-11, 69.8 per cent of
measures had results within 10 per cent of target levels. The Committee notes that both results
are higher than that for 2008-09 (64 per cent).
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5.2.1 Trend analysis, all performance measures, 2008-09 to 2010-11

Table 5.2 shows the proportion of all (cost and non-cost) performance measures over the
past three years that have returned results within 10 per cent of target. The Government
has indicated than an actual result that differs from the target by more than 10 per cent is
significant or material .2’

Table 5.2:  Proportion of performance measures (cost and non-cost) close to
targets, 2008-09 to 2010-11®

Department 2008-09 2009-10 2010-11

(per cent) (per cent) (per cent)
Business and Innovation / Innovation, Industry and 50.5 52.4 54.3
Regional Development
Education and Early Childhood Development 67.4 69.1 75.0
Health® n/a 79.4 78.2
Human Services 76.7 70.5 75.7
Justice 36.1 74.3 73.5
Planning and Community Development 74.7 67.2 66.7
Premier and Cabinet 71.4 71.6 66.1
Primary Industries 60.0 65.2 59.1
Sustainability and Environment 68.2 69.0 73.6
Transport 46.1 69.4 66.8
Treasury and Finance 71.4 73.2 62.9
Parliament 68.6 80.4 81.0
All departments 63.7 70.2 69.8

Notes:

(@) Measures that were not reported have been included in the total but not included as close to targets
(see Tables 5.3 and 5.4 for details of these measures).

(b) Department of Health was created on 12 August 2009

Source: Budget Paper No.3, Service Delivery 2008-09 to 2010-11; Departmental annual reports; Parliament
of Victoria, response to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 2 December 2011, pp.2-3

The performance of individual departments in terms of achieving results close to target of
performance measures has fluctuated significantly. Only one department, the Department of
Human Services, and the Parliament have returned higher-than-average performance in each
year.

Over the past two years, only the Department of Education and Early Childhood
Development, the Department of Business and Innovation, Department of Sustainability and
Environment and the Parliament have had consistently improving performance.

While there are examples of good performance and improving performance, the Committee
considers that there is little consistent progress towards overall performance improvement.

257  Department of Treasury and Finance, 2010-11 Model Report for Victorian Government Departments, March 2011,
p-18
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The Committee notes that targets for many performance measures have been adjusted over
time. Therefore, the small decrease in proportion of measures close to target in 2010-11
does not necessarily indicate a lower level of service delivery. However, as noted above,
the proportion of performance measures close to targets does provide an indicator of the
departments’ capacity to meet the standards set by the Government.

FINDING

In both 2009-10 and 2010-11, actual results were close to target for
approximately 70 per cent of performance measures, having improved from
64 per cent in 2008-09.

FINDING

For most departments, the proportions of performance measures
with results close to target have fluctuated such that no clear trend of
improvement is apparent.

As this review concerns only 2009-10 and 2010-11, the Committee does not intend to
comment on the low values for 2008-09 for the Department of Transport and the Department
of Justice, apart from noting that subsequent results have been far more satisfactory. The
improvement for these two departments in 2009-10 largely underpinned the improvement of
the overall result.

The Department of Business and Innovation (and its predecessor, the Department of
Innovation, Industry and Regional Development) had the lowest proportion of performance
measure results within 10 per cent of targets for both 2009-10 and 2010-11. In addition, this
department had the highest proportion of results significantly exceeding target levels in both
2009-10 and 2010-11 (36 per cent and 29 per cent respectively). As noted in Section 5.4.3
of this chapter, in at least some cases, the exceeding of targets appears to be a result of
inappropriate target setting.

In its Report on the 2008-09 Financial and Performance Outcomes, the Committee noted
that the proportion of performance measures where the Department of Innovation, Industry
and Regional Development (DIIRD) significantly exceeded targets was the highest of all
departments in both 2007-08 (with 44 per cent) and 2008-09 (with 35 per cent).>® The
Committee recommended that:*>*°

The Department of Innovation, Industry and Regional Development continue
revising its performance targets to ensure that its targets in future years are
sufficiently robust.

The former Government accepted the Committee’s recommendation, noting that: ‘DI/IRD
will continue to undertake an annual review of all targets’, and that no further action was
planned.?°

258  Public Accounts and Estimates Committee, Report on the 2008-09 Financial and Performance Outcomes, May 2010,
p.226

259 Public Accounts and Estimates Committee, Report on the 2008-09 Financial and Performance Outcomes, May 2010,
Recommendation 23, p.226

260  Victorian Government, Government Responses to the Committee’s 94™ Report on the 2008-09 Financial and
Performance Outcomes, tabled 6 October 2010, p.12
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The Committee accepts that the proportion of performance measures that significantly
exceed targets for the Department has shown a decreasing trend over the past four years.
However, the Committee also considers that, as the second highest figure for the proportion
of performance measures that significantly exceed targets has remained static at around

25 per cent for the past three years, there is still potential for improvement.

FINDING

In both 2009-10 and 2010-11, the Department of Business and Innovation
had the smallest proportion of performance measures with results within
10 per cent of target and the highest proportion of exceeded targets.

This continues a trend noted by the Committee as going back at least to
2007-08.

RECOMMENDATION 23:

The Department of Business and Innovation seek advice from

a suitably qualified source to explore ways of improving the
Department’s performance with respect to meeting performance
measure targets.

The Committee notes that the Parliament and the Department of Health have recorded the
highest proportions of performance measures where results were within 10 per cent of target
levels in both 2009-10 and 2010-11.

The Department of Education and Early Childhood Development had the smallest proportion
of performance measures with results significantly below targets in both years, and larger
proportions of performance measures with results significantly above targets. As there is a
strong relationship between exceeding targets and a positive outcome for the Department of
Education and Early Childhood Development, the Committee considers that this is a good
result.

522 Cost performance measures, all departments, 2009-10 and
2010-11

Tables 5.3 and 5.4 show the variation between actual results and targets for departments’ cost
measures. Overall, there was an over-expenditure for both years, falling from 2.7 per cent of
total budget for 2009-10 to 1.6 per cent of budget in 2010-11.

For 2010-11 the Committee also examined the actual expenditure on outputs to

31 December 2010, in order to compare performance between the 56" and 57" Parliaments.
This comparison showed little variance for all departments apart from the Department of
Premier and Cabinet (see further below).
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Table 5.3:  Aggregated cost targets and actual expenditure, all outputs for
each department, 2009-10

Department 2009-10 target 2009-10 actual | Variation

($ million) ($ million) (per cent)
Education and Early Childhood Development 8,374.0 8,215.0 -1.9
Health 11,314.4 11,766.0 4.0
Human Services 3,293.5 3,555.6 8.0
Innovation, Industry and Regional Development 2,506.0 2,691.9 7.4
Justice 3,906.6 3,835.0 -1.8
Planning and Community Development 455.6 450.7 -1.1
Premier and Cabinet 597.3 634.1 6.2
Primary Industries 601.2 568.2 -55
Sustainability and Environment 1,387.6 1,440.3 3.8
Transport 4,768.7 5,084.5 6.6
Treasury and Finance 296.1 288.0 -2.7
Parliament 160.5 158.3 -1.4
Total 37,661.5 38,687.6 2.7

Sources: Budget Paper No.3, 2009-10 Service Delivery; Departmental annual reports; Parliament of Victoria,
response to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes Questionnaire
— Part One, received 2 December 2011, p.2

In 2009-10, the Department of Human Services showed the highest excess of actual costs over
targets. The Department also showed the highest under-expenditure in relation to targets for
2010-11. Major machinery-of-government changes affected the Department during 2009-10,
removing responsibility for health-related portfolios to the newly formed Department of
Health. While these changes removed entire outputs from the Department rather than splitting
outputs, they may have been contributing factors in the imbalances in expenditure. The effects
of these changes on the estimates for income and expenditure on the Department of Health
and the Department of Human Services appear to have been substantial, as discussed in
Sections 4.3.3-4.3.4 of this report.

The Department of Business and Innovation recorded the highest over-expenditure in terms
of the proportion of its aggregated target in 2010-11. The Department of Innovation, Industry
and Regional Development also showed the second-highest over-expenditure for the previous
year.

The Department of Planning and Community Development had the second-highest
variation for 2010-11 with 15 per cent. This was mainly a result of ‘funding for the Regional
Infrastructure Development Fund (RDIF) approved post-budget’.?!

261  Department of Planning and Community Development, response to Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part One, received 31 January 2012, p.4
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Table 5.4: Aggregated cost targets and actual expenditure, all outputs for
each department, 2010-11
Department 2010-11 target | Actual to Whole 2010-11 | Variation
31 Dec 2010 actual

($ million) ($ million) ($ million) (per cent)
Business and Innovation 514.2 329.6 614.8 19.6
Education and Early Childhood
Development 10,649.2 5,249.6 10,931.1 2.6
Health 12,341.4 6,279.5 12,545.5 1.7
Human Services 3,298.1 1,534.9 3,150.0 -4.5
Justice 4,212.5 2,053.2 4,167.3 -1.1
Planning and Community
Development 462.1 249.0®@ 532.6 15.3
Premier and Cabinet 611.0 259.7 652.7 6.8
Primary Industries 510.9 234.0 542.4 6.2
Sustainability and Environment 1,346.0 697.0 1,368.3 1.7
Transport 5,529.4 2,674.1 5,599.5 1.3
Treasury and Finance 236.6 1245 238.7 0.9
Parliament 166.1 815 160.1 -3.6
Total 39,877.5 19,766.6 40,503.0 1.6

Note: (a) Due to machinery-of-government changes, information from the Department of Planning and

Community Development includes some expenditure that was within the Department of
Business and Innovation’s responsibilities at the 31 December 2010.

Sources: Budget Paper No.3, 2009-10 Service Delivery; Departmental annual reports; Parliament of Victoria,
response to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes Questionnaire

— Part One, received 2 December 2011, pp.2-4

For 2010-11, the Committee obtained expenditure results for both halves of the year
separately. In general, departments spent similar amounts over the two halves, apart from
the Department of Premier and Cabinet, which spent only 40 per cent of its annual budget in
the first half of 2010-11. The Committee contacted the Department for further information,
and the Department responded that the bulk of the imbalance was spent in the Arts Portfolio
Agencies output, which expended $95.1 million between 1 July 2010 and 31 December 2010

and $241.7 million between 1 January 2011 and 30 June 2011. The variance was because:

262

. arts agency own-earned and depreciation equivalent revenue is only
calculated with certainty, and therefore included as part of the portfolio’s
output costs, at the end of a financial year.

Mitigating this imbalance, the Committee notes that the Department’s output Government
Information Services and Support expended $34.8 million between 1 July 2010 and
31 December 2010 and $9.9 million between 1 January 2011 and 30 June 2011. The

262  Department of Premier and Cabinet, response to Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 5 January 2012, p.4
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Department explained this imbalance by pointing to ‘one-off payments resulting from the
change in Government’.2¢3

Over the two years, the Department of Justice was between 1 and 2 per cent below budget
for both years. The Committee considers that a consistent small amount of expenditure under
budget may indicate a good result in terms of both planning and management, although the
Committee notes larger variations to the Department’s individual output costs in order to
achieve this (see below).

FINDING

Cost over-runs for output delivery fell overall from 2.7 per cent of the total
budget estimate in 2009-10 to 1.6 per cent in 2010-11.

FINDING

Expenditure on outputs in the first half of 2010-11 was similar to that of the
second half of the year for all departments except for the Department of
Premier and Cabinet, where overall expenditure was greater in the second
half of the year.

There was relatively little variation between the aggregated output cost targets and the actual
cost for most departments. However, there were some substantial variations between target
and actual costs for individual outputs.

Figure 5.1 below shows, for each of the last three years, the proportionally largest positive and
negative variations between targets and actual outputs costs for each department.

The Committee notes that the Department of Business and Innovation (formerly the
Department of Innovation, Industry and Regional Development) clearly has the highest
upward variations in cost performance measures in each of the three years, as well as the
highest or second highest downward variation in each year.

Examining the underlying data for 2009-10 and 2010-11, the Committee notes that the
overruns for the Department have been in the Major Projects and Industrial Relations outputs,
although outputs that have had under-expenditures have varied over time.

Explanations for variances for Major Projects have nominated specific projects that have
required additional funding. These projects not only include new projects for the unit, but
also existing projects, such as the Princes Pier Restoration project and the Kew Residential
Redevelopment project, for which the unit has had responsibility for some time.

The Department of Innovation, Industry and Regional Development’s Annual Report 2009-10
explains that the Major Projects total output cost was exceeded by almost 400 per cent in part
because of ‘project management costs not reflected in Budget Paper 3’.%* The Committee
approached the department for additional details and reasons why these costs were not
reflected in Budget Paper No.3. The Department responded that:?®

263  ibid., p.3
264  Department of Innovation, Industry and Regional Development, Annual Report 2009-10, p.208

265  Department of Business and Innovation, response to Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 23 December 2011, p.2
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The additional costs relate to the unbudgeted cost of goods sold for the land
held for redevelopment for the Kew Residential Development. The costs were
not reflected in the Budget Papers as they were sourced from external parties
and the information could not be obtained within the Budget Paper timeframes.
The amount of the cost of goods sold for 2009-10 was $35.2 million.

The Department also noted that ‘the Budget for this output has been amended to reflect this

activity from the 2011-12 financial year which will ensure consistency in future reporting’.*®

Figure 5.1: Range of variation, cost performance measures, 2008-09 to

2010-11
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Source:  Budget Paper No.3, Service Delivery, 2008-09 to 2010-11; Departmental annual reports; Parliament
of Victoria, response to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 2 December 2011, pp.2-3

266  ibid.

170



Chapter 5: General Government Sector Output Delivery in 2009-10 and 2010-11

The Department of Sustainability and Environment and the Department of Premier
and Cabinet also displayed significant over-expenditures in 2008-09. In both cases, the
departments moderated their variations in subsequent years.

Output results for the Department of Planning and Community Development only displayed
upward revisions in 2010-11. That is, no output cost for the Department was less than target.

Variances for the Department of Justice have been consistent over the three years, between
25 and 35 per cent above budget the for highest upward variations and between 10 and

20 per cent below budget for the largest downward variations. The Committee notes that this
IS in contrast to the consistent aggregate small under-expenditure displayed overall for the
Department (see Tables 5.3 and 5.4).

The single output that has caused under-expenditure for the Department of Justice for each
of the three years has been Infringement and Orders Management. For 2008-09 and 2009-10
the output showing the highest cost over-expenditure was Supporting the Judicial Process,
while the Legal Policy, Advice and Law Reform output was responsible for the highest cost
over-expenditure for 2010-11. The Committee contacted the Department for more detailed
information about the under-expenditure in the Supporting the Judicial Process output. The
Department responded that for 2010-11 the under-expenditure was related to delays in an IT
development project, but for 2009-10 the result: 7

.. reflects the reallocation of funding to address service demand pressures
in other program areas including Responsible Alcohol Victoria. In addition,
funding was also transferred to capital for road safety related asset purchases
and to Victoria Police for Traffic Camera Office operations.

The Committee notes that, as the Responsible Alcohol Victoria program comes under the
Promoting and Protecting Consumer Interests output, this means that funding has been moved
between outputs. The Committee notes that, while this transfer was not mentioned in the
budget papers for 2010-11, it was noted in the Department’s Annual Report 2009-10.2%¢ The
Committee acknowledges that this has been adequately disclosed to stakeholders.

FINDING

When looking at individual cost targets, there are some substantial
variations between targets and actual costs for most departments. The
Department of Business and Innovation has consistently had the largest
variations (in terms of proportion) over the last three years. The Department
of Justice has managed to keep within its overall budget by reallocating
funding between its outputs. The Department has disclosed this reallocation
in its annual reports.

5.3 Output performance in 2009-10 and 2010-11

One way of understanding the Government’s performance is to look at the proportion of
outputs in which the performance measures were predominantly met. To establish this, the
Committee has analysed all outputs using two indicators:

267  Department of Justice, response to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 22 December 2011, p.2

268  Department of Justice, Annual Report 2009-10, p.51
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e whether or not most non-cost performance measures were met;?*° and
e whether or not the total cost target for the output was met.?®

A detailed breakdown of the Committee’s analysis using these indicators is included in
Appendix 1. A summary of this information is provided in Tables 5.5 and 5.6.

This analysis provides a rough guide to understanding the number of outputs in which the
Government’s expectations were predominantly met. Where these expectations were not met,
this does not necessarily indicate poor performance. For example, both cost and non-cost
targets may be exceeded due to funding for an additional program being provided after the
budget papers. In other cases, non-cost performance measures may be met while costs come
under estimates if efficiencies are made. In some cases, exceeding measures may indicate
better performance than being within 10 per cent of the target.

Nonetheless, the Committee considers that those outputs where neither of the Committee’s
indicators is met warrant further attention, as they may indicate areas with problems.

For both 2009-10 and 2010-11, the Committee found that, for the majority of outputs, most of
the non-cost performance measures have been close to target and the cost measure has been
close to budget. The remainder of this section explores the outputs where, in contrast, neither
indictor was met.

Output performance in 2009-10

Table 5.5:  Output performance, 2009-10

Most non-cost performance measures Total
>10% below within £10% >10% above
target of target target
Cost performance | >10% below budget 1 12 5 18
measures .
within 10% of budget 0 88 7 95
>10% above budget 0 25 1 26
Total 1 125 13 139
Note: One output, ‘Home ownership and renovation assistance’ from the Department of Human Services was

internally funded and no cost measure was reported in the Annual Report 2009-10. The output was
discontinued in 2010-11.

Source: Departmental annual reports; Parliament of Victoria, response to Committee’s 2009-10 and 2010-11
Financial and Performance Outcomes Questionnaire — Part One, received 2 December 2012, p.2

For 2009-10, there were 140 outputs, of which 139 had cost measures. The Committee notes
that the Department of Human Services funded the output Home Ownership and Renovation
Assistance internally and did not report actual costs in the Annual Report 2009-10.2"* The

269  Non-cost performance measures were considered to be met if they were within +10 per cent of the target. Outputs
were divided according to whether more measures were significantly below target, within 10 per cent of target or
significantly above target. Where the two categories were equal, outputs were grouped to the middle (that is, close to
target) category.

270  Cost measures were considered to be met if they were within £10 per cent of the budget estimate.

271  Department of Human Services, Annual Report 2009-10, p.33
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output was subsequently discontinued in 2010-11. This output has not been included in the
analysis in Table 5.5

Of the 139 outputs with cost measures, there were 125 outputs where the non-cost
performance targets were predominantly met. There were 95 outputs with actual costs within
10 per cent of budget levels.

There were 88 outputs (63 per cent of all outputs) where most of the non-cost performance
measures had results within 10 per cent of target levels while simultaneously costing within
10 per cent of budget.

FINDING

In 2009-10, 88 outputs (63 per cent) had most performance measure
results within 10 per cent of target levels while costing within 10 per cent of
budget.

One output had costs significantly below the target and most non-cost performance measures
with results significantly below target levels.

e The Department of Transport’s Road Safety and Regulation output included three out
of its five non-cost performance measures returning results significantly under target
levels. The cost of the output was also significantly under budget. Reasons given in
the Annual Report 2009-10 were mainly that projects for the year were rescheduled,
delaying their construction until 2010-11.2"

Five outputs for the year returned costs significantly lower than the target while having most
non-cost performance measures with results significantly over target levels.

e The Department of Treasury and Finance’s Government Services output for 2009-10
had six ofits 11 non-cost performance measures with results significantly greater
than target levels.?’

e The balance of the outputs with costs significantly below targets and most non-cost
performance measures over target were all in the Department of Innovation,
Industry and Regional Development. These outputs were; Small Business; Regional
Infrastructure Development; Sector Development; and Regional Economic
Development, Investment and Promotion.*™

Together, these four outputs included 14 out of 25 non-cost measures that were
significantly exceeded. For 2009-10 the Department did not provide reasons for
variances of non-cost measures in annual reports, and so the Committee is not able
to draw any conclusions.

However, the Committee has identified in Section 5.2.2 of this chapter that

the Department has a large number of indicators that it exceeds each year. The
Committee therefore considers that target levels for the Department of Innovation,
Industry and Regional Development’s non-cost performance measures may have

272 Department of Transport, Annual Report 2009-10, p.154
273 Department of Treasury and Finance, Annual Report 2009-10, pp.24-5
274 Department of Innovation, Industry and Regional Development, Annual Report 2009-10, pp.204-8
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not been set at a level which was suitably challenging for the Department, given that

they could be achieved with significantly less expenditure than budgeted.

Finally, one output had costs significantly above target with most non-cost performance

measures with results significantly greater than targets.

e For the Department of Innovation, Industry and Regional Development’s output

Investment Attraction and Facilitation, three of its five non-cost performance
measures significantly exceeded their targets, while the cost of the output also
significantly exceeded its budget. The explanation given in the Annual Report

2009-10 for the over-expenditure related mainly to a Treasurer’s advance for a

number of funds and projects.?”

FINDING

For 2009-10, there were seven outputs that had both cost measures
and most non-cost measures significantly varying from target. Five of
these were within the Department of Innovation, Industry and Regional

Development.

Output performance in 2010-11

Table 5.6:  Output performance, 2010-11

Most non-cost performance measures

>10% below

within £10%

>10% above

Total

target of target target
Cost performance | >10% below budget 1 16 2 19
measures .
within 10% of budget 4 86 4 94
>10% above budget 0 25 2 27
Total 5 127 8 140

Source: Departmental annual reports; Parliament of Victoria, response to Committee’s 2009-10 and 2010-11
Financial and Performance Outcomes Questionnaire — Part One, received 2 December 2011, pp.2-3

For 2010-11 the total number of outputs for departments was 140. Of these, there were 127

where non-cost performance targets were predominantly met. Of all outputs, 94 returned

actual costs within 10 per cent of budget levels.

These overall results were very similar to 2009-10.

There were 86 outputs, or 61 per cent of all outputs reported by departments, that had most

of their non-cost performance measures with results within 10 per cent of targets while
simultaneously costing within 10 per cent of budget.

FINDING

In 2010-11, 86 outputs (61 per cent) had performance measure results

within 10 per cent of target levels while costing within 10 per cent of budget.

275  ibid., pp.205-8
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One output was significantly under budget for 2010-11, while simultaneously having most of
its non-cost performance measures also significantly under target.

e Asin the previous year, the Department of Transport’s Road Safety and Regulation
output cost significantly less than budgeted. At the same time, the results of most
of its non-cost performance measures were also significantly less than target levels.
As in 2009-10, reasons given in the Annual Report 2010-11 pointed to delays and
rescheduling in projects in the program.2’

Two departmental outputs have cost significantly more than budgeted, while also having
significantly higher-than-target results for most of their non-cost performance measures.

e The Regional Infrastructure Development output, administered by the Department
of Planning and Community Development, exceeded its cost target for 2010-11,
while also exceeding targets for five of its eight non-cost performance measures.
The Department’s Annual Report 2010-11 notes that: ‘the variance to the published
budget reflects funding for the Regional Infrastructure Development Fund approved
post-budget’ >

e The Department of Education and Early Childhood Development’s Adult,
Community and Further Education output has exceeded budget amounts, while four
of its eight non-cost performance measures have significantly exceeded targets. The
Department refers to ‘enhanced entitlement to government-funded training places’
for each of these four variances.*™

Two outputs cost significantly less than their targets, while also having significantly
higher-than-target results in the majority of their non-cost performance measures.

e The Department of Justice’s Infringement and Orders Management output has most
of its non-cost performance indicators exceeding target levels, while the cost measure
is significantly under budget. The Committee has noted in Section 5.2.2 above that
this particular output has run significantly under budget in each of the past three
years, and the Committee considers this may be the result of a management decision
by the Department.

e The Department of Business and Innovation’s Investment Attraction and Facilitation
output has significantly under-expended while significantly exceeding target levels in
three of its five non-cost performance measures. The explanation for the variance in
the cost measure in the Annual Report 2010-11 states:?"

The under spend in the Investment Attraction and Facilitation Output,
primarily relates to the Investment Support Program and the Transition to

a Global Future Program. The under spend has been carried forward into
2011-12.

276  Department of Transport, Annual Report 2010-11, p.113

277  Department of Planning and Community Development, Annual Report 2010-11, p.28

278  Department of Education and Early Childhood Development, Annual Report 2010-11, p.53
279  Department of Business and Innovation, Annual Report 2010-11, addendum, p.165
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The Committee notes that for this particular output, while there is a significant
(34 per cent) under-expenditure against budget, there are no non-cost performance
measures that returned an actual result under target levels.

The Committee also notes that the other output in the output group, Exports, has
also expended a less-than-budgeted amount, while having all non-cost performance
measures returning results equal to or greater than targets. This output had similar
results in 2009-10.

The two cost performance measures for the Investment Attraction and Facilitation
and Exports outputs suggest that the Department of Business and Innovation

was working below expected levels, having not expended the expected amount.
However, an assessment based on the 11 non-cost performance measures (six of
which are significantly exceeded, two of which are slightly over, and three of which
are on target levels) would indicate that Department was working above expected
levels in these areas.

That is, the cost and non-cost performance measures for this section of the
Department of Business and Innovation are conveying conflicting messages.

The Committee considers that there may be a number of different explanations
for this situation,*° although no such explanations have been provided in the
Department’s Annual Report 2010-11. However, this situation suggests to the
Committee that the performance measures are not providing comprehensive
information about these outputs.

FINDING

In 2010-11, there were five outputs that had both cost measures and most
non-cost measures significantly varying from target. Of these five outputs,
three (Road Safety and Regulation, Investment Attraction and Facilitation
and Regional Infrastructure Development) had identical variances in
2009-10.

FINDING

The Department of Justice’s output Infringement and Orders Management
has run significantly under budget for three years, yet still exceeded most of
its non-cost performance measures in 2010-11.

RECOMMENDATION 24:

The Department of Justice review the output cost for the Infringement
and Orders Management output to ensure that the total cost is set at
an appropriate level for the delivery of this output.

280  Such as poor setting of cost targets for the year, or the planned production of other goods or services within the output
that are not included in existing non-cost performance measures.
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FINDING

Two outputs have been identified in the Department of Business and
Innovation where actual costs were significantly below targets but results
for all non-cost measures were at or above targets. This suggests a
disconnect between the non-cost performance measures and the goods
and services that are being funded.

RECOMMENDATION 25:

The Department of Business and Innovation review the Investment
Attraction and Facilitation and Exports outputs to ensure that the
non-cost performance measures provide a comprehensive overview
of what is being provided with the funding.

54 Issues with performance measures

54.1 The use of performance measures

The Committee considers that the proper use of performance measures can assist departments
and agencies to accurately and objectively monitor their own activities, as well as the

effects these activities have on the wider community. Such knowledge can assist in enabling
improvements in performance as well as objectively demonstrating such improvements.

The Committee approached departments for information on how much past results of
performance measures influenced departmental plans for subsequent years. Departments
responded showing a range of uses. The following are some examples:

o the Department of Health utilises results of performance measures extensively,
as part of quarterly Executive Performance Reporting, examining measures and
carrying out remedial actions at divisional and departmental levels where appropriate
— for example, the output groups Mental Health and Drug Services are “utilised
routinely in performance monitoring [and] performance management’;*®!

e the Department of Human Services uses performance measures to assess demand in
different service provision areas;**?

e the Department of Justice identified a number of measures where the result had a
specific effect on departmental planning;?*

e the Department of Premier and Cabinet commented that, ‘Performance measures
results did not materially impact the Department’s high level plans but were
influential in shaping individual branch and team plans’;*** and

281  Department of Health, response to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 6 January 2012, p.6

282 ibid., pp.3-4

283  Department of Justice, response to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 22 December 2011, pp.5-6

284  Department of Premier and Cabinet, response to Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 5 January 2012, p.3
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e other departments reported that performance measures were only one of a range of
factors influencing departmental plans.

The Committee also notes the use of performance measures by the Parliament and the
community as a way of understanding the outcomes achieved by departments within a year.
The many uses of performance measures underscore the importance of developing effective,
meaningful measures.

54.2 Issues with the performance measures themselves

As part of this review, the Committee examined all performance measures. The Committee
considered that the majority of these measures were objective and rational, communicating
results which are informative to departments and stakeholders.

The Committee considered that a small number of performance measures had the potential for
improvement. These measures tended to fall into several groups, and examples of these are
given in the following sections.

Performance measures with a range as a target

Targets are sometimes given as ranges, either as minimums and maximums, or as either

a minimum or a maximum. The Committee considers that such measures lack precision.
Departments are required to explain significant or material variances from target in their
annual reports.?®> However it is unclear under what circumstances a variation from a range
constitutes a significant variation. That is, it is unclear whether every result outside the range
is significant, or only results 10 per cent above or below the range extremes.

e The Department of Planning and Community Development’s output performance
measure ‘Major events facilitated’, had a target for 2010-11 of 10-12.%¢ The result
for this measure was 13. No explanation was included, suggesting the Department
did not consider there had been a significant variation.

e The Department of Sustainability and Environment’s performance measure ‘Bay
assets rated in average to excellent condition’ which had a target of 65-70 per cent,
had a result of 64 per cent in 2010-11.2%" This is short of the target range, but no
explanation for the variance was given.

e Another measure for the Department of Planning and Community Development,
‘International teams/sports: sports visits facilitated’, has a target range of 100-200.%%
The Committee consider that this is a very wide target range.

The Committee considers that setting a range as a target in situations where such an action is
not clearly explained decreases the level of accountability of the responsible department. The
Committee therefore considers that setting a single number as a target is generally aligned
with better practice.

285  Department of Treasury and Finance, Model Report of Operations for Victorian Government Departments,
March 2011, p.18

286  Department of Planning and Community Development, Annual Report 2010-11, p.35
287  Department of Sustainability and Environment, Annual Report 2010-11, p.66
288  Department of Planning and Community Development, Annual Report 2010-11, p.35
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The Committee also considers that setting a range as a target for a performance measure
limits the utility of the measure in that it is more difficult to assess the performance of the
department.

The Committee accepts that, under some circumstances, setting a range as a target can

be appropriate. However, as this is not a common occurrence, such circumstances should

be explained in the budget papers, along with a rationale for the width of the range. The
Committee considers that setting a range as a target defines the range of acceptable results,
and therefore results outside this range must be considered significant and explained in annual
reports.

FINDING

A number of performance measures have ranges as targets. In such cases
it is not clear what constitutes a significant variance.

RECOMMENDATION 26:

When atarget for a performance measure is arange and not a single

number, the Department of Treasury and Finance explain the reasons
for which arange was set, as well as the rationale for the range given,
in the budget papers.

RECOMMENDATION 27:

The Department of Treasury and Finance change the Model Report to
specify that, where a performance measure has a range for a target,
any result falling outside that range constitutes a significant variation
requiring explanation in annual reports.

Performance measures with imprecise results

Related to this type is the performance measure with a range or an estimate given as a result in
annual reports. The Committee considers that accuracy in measurement is one of the criteria
for good performance measures,*® and reporting a range does not indicate this.

e The Department of Planning and Community Development has an output
performance measure ‘Increase in client service contacts for members of the Stolen
Generations with Connecting Home Limited’. This measure had a target for 2010-11
of 5 per cent. The actual result for the year was given as >5 per cent.?®

e The Department of Education and Early Childhood Development has reported results
for two performance measures as a range. The target for ‘Percentage of Indigenous
students meeting the national minimum standard for reading in Year 9 (NAPLAN
testing)’ was 80 per cent, the result for 2010-11 was given as between 72.8 and 80.4.
In this case, the Department reported its results as a range because the results were
based on an extrapolation from a sample. As the Department commented in the
Annual Report 2010-11:2

289  Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Two, June 2011, p.7
290  Department of Planning and Community Development, Annual Report 2010-11, p.32
291  Department of Education and Early Childhood Development, Annual Report 2010-11, p.43
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The 2010 result of 76.6% has a 95% confidence interval of £3.8%. This means
that there is a 95% chance that the true result lies somewhere between 72.8%
and 80.4%.

The second measure, ‘Percentage of Indigenous students meeting the national
minimum standard for numeracy in Year 3 (NAPLAN testing)’ was similar, with the
result for 2010-11 reported as between 84.1 and 88.9, with a target of 88 per cent,
and having a similar comment.?®

The Committee welcomes the disclosure of the confidence interval for the results.
However, the Committee notes that results for other performance measures that
were based on surveys and therefore had confidence intervals were not expressed as
ranges, though the confidence interval was generally noted in the comments column
of the table. In these cases, only the mid-point of the range was published as the
result.

In the case of the ‘Percentage of Indigenous students meeting the national minimum
standard for reading in Year 9 (NAPLAN testing)’ performance measure, though,
the Committee notes that the Department concluded that, because the 95 per cent
confidence interval spanned from 72.8 to 80.4 per cent, ‘consequently, the target

of 80% is within the confidence interval range of the result and the target can be
deemed to have been met.’**

The Committee considers that such a result should be interpreted to mean that

there is a high probability that the target of 80 per cent has not been met and that
therefore the Department has not met its target. The Committee does not consider
the Department’s interpretation that the target had been met to be well founded. The
Committee also does not consider it appropriate to only cite results as a range when
they have the potential to make an unfavourable result look favourable.

The Department of Human Services has a number of performance measures that
have estimates as results published in annual reports. For example, the result of
‘Households assisted with housing establishment assistance during year’ was 36,000
against a target of 36,000.2* The annual report noted that the published result was an
estimate, with actual data due at the end of the year.

The Committee approached the Department to find what the end-of-year result for
six such measures were. The Department responded that the eventual results for five
of the six measures exactly matched estimates in the annual report, with one having
been revised upward.?*®

ibid., p.40
ibid., p.43
Department of Human Services, Annual Report 2009-10, p.32

Department of Human Services, response to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part Two, received 19 January 2012, p.3
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FINDING

Actual results for a number of performance measures have been reported
as ranges rather than single figures. In the case of the Department of
Education and Early Childhood Development, where results have a
confidence interval, ranges have only been provided where the mid-point
of the range is below target and the confidence interval means that there is
some chance that the result may have been above target.

RECOMMENDATION 28:

Where the Department of Education and Early Childhood Development
bases results for performance measures on a survey result, the
department report the mid-point of the range as the performance
measure result, and disclose the confidence interval in the comments.

RECOMMENDATION 29:

For all measures where results are extrapolated from a sample,
departments report confidence limits for each result.

Performance measures with moving targets

The Committee encountered a number of performance measures that do not have precisely
defined targets. That is, criteria for success have been renegotiated subsequent to the start
of specific projects. The Committee considers such measures to be poor examples of
accountability, as a project that is under-performing may be considered to be a success if
criteria for success are adjusted.

296
297

The Department of Planning and Community Development has a performance
measure ‘Central Activities District projects delivered against agreed project
implementation plans’ which had a target for 2010-11 of 80 per cent, and a result
for the year of 81.67 per cent.**® In explaining this measure to the Committee, the
Department noted ‘Some milestones for some projects were amended during project

delivery, depending on progress, scope changes etc.’.*®

Major Projects Victoria has a performance measure ‘Delivery of nominated Major
Projects Victoria projects complies with agreed plans’. This measure is reported in
the annual report of the Department of Business and Innovation. Targets for this

measure have been set at 100 per cent over the last four years, and Major Projects
Victoria has succeeded in meeting this target in each year.

The Committee contacted the Department of Business and Innovation and found
that changes to agreed cost and duration may be made to a project after its
commencement and that this performance measure assesses compliance with these
modified costs and timeframes. The Committee comments further on this issue in
Chapter 6.

Department of Planning and Community Development, Annual Report 2010-11, p.23

Department of Planning and Community Development, response to Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 31 January 2012, p.4
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The Committee notes that, in contrast to these two measures, the Department of Primary
Industries has not renegotiated milestones for projects supporting one of its performance
measures. The Department has experienced continuing problems in the HRL Integrated
Drying and Gasification Combined Cycle project.”® The consequence for the Department is
that results for its performance measure, ‘Facilitate delivery of milestones in line with grant
agreements for Energy Technology Innovation Strategy large-scale demonstration projects’
have fallen well short of target in both 2009-10 and 2010-11.>° The Department has disclosed
and explained this fact in its annual reports. The Committee regards this disclosure to be a
much stricter level of accountability.

FINDING

Some performance measures are based on achieving certain project
milestones. In some cases, performance is measured against original
milestones but in others it is measured against milestones as adjusted over
the life of the projects.

RECOMMENDATION 30:

Where departments have performance measures that are based
on project milestones, they calculate results based on the original
milestones for the project, and not milestones that have been
subsequently altered to reflect changes.

Performance measures that are legal requirements

The Committee notes a range of performance measures that describe whether or not an output
is in accordance with a certain standard. While standards can make an appropriate quality
measure, the Committee considers that it is not generally a sufficiently challenging quality
measure if the standard is merely compliance with the law, as in these measures.

e The Department of Justice’s performance measure ‘Issuing of Working with Children
Check assessments in accordance with the Working with Children Act 2005’ is
a quality measure in addition to the quantity measure ‘Number of Working with
Children checks processed’.*® It has a target of 100 per cent, which has been met
every year since the measure was introduced.

e The Department of Justice also has a performance measure ‘Challenges to VEC
[Victorian Electoral Commission] conduct upheld in court’.**! The target for this
measure is zero, which-has always been met since the measure was introduced.

All departments should be complying with legislation as a matter of course. Performance
measures that simply identify whether or not a department has complied with legislation do
not provide sufficient information for the Parliament or community to understand whether or
not the department is providing quality services. The Committee considers that performance

298  Department of Primary Industries, response to Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part Two, received 21 December 2011, pp.4-5

299  Department of Primary Industries, Annual Report 2009-10, p.92; Department of Primary Industries, Annual Report
2010-11, p.112

300  Department of Justice, Annual Report 2010-11, p.64
301  ibid., p.60

182



Chapter 5: General Government Sector Output Delivery in 2009-10 and 2010-11

measures based on providing services at a level beyond what is mandated in legislation are
more informative.

FINDING

Some quality performance measures are based on compliance with a
minimum standard of performance. For some measures, the standards are
only what is set out in legislation, whereas other measures are based on
service levels beyond what is mandated.

RECOMMENDATION 31:

Departments review quality performance measures that are solely
based on compliance with legislation, to identify whether more
challenging service levels might be set as targets.

Performance indicators with project completion dates as targets

Many performance indicators have completion dates as targets. The Committee considers
that, as the reporting of a date alone does not indicate the total length of the project, the
significance of any reported delay is ambiguous. That is, a three-month delay in a five-year
project may not be considered significant, but in a six-month project this delay may be highly
significant. If the performance measure relates to the date of a report publication, significance
determination may have little to do with the length of time between reports and more to do
with the use to which the reports are put. The Committee notes that no specific guidance

to departments as to what length of delay is significant or material is given in the relevant
section in the Model Report.>%

When discussing variances for a project that is significantly delayed, the Committee considers
that a department must provide enough information to stakeholders to show the degree of
significance. That is, the start date for the project should be reported along with the original
scheduled date of completion, as well as any revised date of completion. As with all variances,
the discussion should also identify root causes for the delay as well as remedial action by the
department.

e The Department of Transport has a performance measure ‘SmartBus: Yellow Orbital
Stage 2 — Ringwood to Melbourne Airport: completion of bus stop upgrade works’
with a target of ‘g7 2” and a result of ‘n/a’.2* A footnote reports that the project is
expected to be complete in the second quarter of next year — a 12 month delay.

e The Department of Treasury and Finance has four target dates for its output
performance measure ‘Quarterly Financial Reports’. The report scheduled for
15 November 2010 was delivered on 21 December 2011, as a result of the scheduling
of the election.®*

302  Department of Treasury and Finance, 2010-11 Model Report of Operations for Victorian Government Departments,
March 2011, p.18

303  Department of Transport, Annual Report 2010-11, p.126
304  Department of Treasury and Finance, Annual Report 2010-11, p.15
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FINDING

Some performance measures have dates as targets. No guidance is given
in the Model Report to indicate how to determine whether a delay in a
completion date is to be considered significant or material.

RECOMMENDATION 32:

The Department of Treasury and Finance provide guidance in the
Model Report to help departments determine whether a delay in a
performance measure with a date as a target is significant or material.

Performance measures that describe a distribution of data

In a number of cases, performance measures report on times of response or ‘queue length’.
Queues are typically skewed distributions, and are not able to be comprehensively described
by reporting an average. In many cases, especially in regard to medical or other emergency
situations, an understanding of the greatest length of wait is critical. In this case, the
Committee consider that reporting the response time at the 50" and 90" percentiles to be more
comprehensive than a simple average.

Timeliness measures for Ambulance Victoria changed in 2007-08. Prior to this

year, the agency reported response times at the 50" and 90" percentile. That is, two
response times were reported: the time in which half of all incidents were responded
to; and the time in which 90 per cent of incidents were responded to. Since 2008-09,
the performance measures reported have been the proportion of incidents responded
to within 15 minutes.>®

The Committee notes that the Auditor-General has recommended reporting response times at
the 50" and 90" percentile.®® The Committee consider that this practice would be appropriate
in a number of other measures as well.
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FINDING

There are instances of performance measures where the result was
previously given in terms of 50" and 90" percentiles and is now given as a
single result, which reduces the ability for stakeholders to fully understand
the performance of departments. Other performance measures would
also be made more meaningful through reporting results at the 50" and
90" percentiles.

RECOMMENDATION 33:

Departments review their performance measures to determine
whether providing results at the 50" and 90" percentiles would
convey a more comprehensive understanding of departmental
performance to stakeholders.

Ambulance Victoria, 2010-11 Annual Report, p.27

Victorian Auditor-General’s Office, Access to Ambulance Services, October 2010, p.56
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Non-granular performance measures

The Committee encountered a number of performance measures where the results were

in terms of achievement or non-achievement of a goal. The Committee considers that the
performance of departments could be better communicated through other types of measures,
such as appropriately structured target dates or quality assessments. Such measures would
still communicate whether or not the tasks were performed but would also provide additional
information.

e The performance measure ‘Development of the Growing Victoria Together outcomes
report within required timeframe’ for the Department of Premier and Cabinet had
a target for 2010-11 of ‘yes’, and an actual result of ‘no’.*” The Committee has
no comment about the result of the measure, but it considers that the structure of
the measure itself is imprecise as discussed above. The Committee also notes the
measure has been discontinued for future years.

e The Department of Treasury and Finance has a performance measure ‘Annual review
of whole of government compliance framework’. For 2010-11, the target was one,
and the result was one.*”® The Committee considers that this performance measure
does not provide sufficiently meaningful information for users to adequately assess
actual performance. The Committee also considers that a different measure, such as
‘proportion of whole of government compliance framework reviewed’ would convey
more useful information.

e The Department of Treasury and Finance’s performance measure ‘Daily management
of the Public Account bank account and set off pool balances’ has a target of ‘daily’,
and an outcome of *daily’ .3®

It is unclear to the Committee how poor performance in this measure might be
expressed, or how a variance might be calculated. The Committee considers that
this measure does not provide sufficient meaningful information and that users are
not able to adequately assess actual performance. The Committee considers that a
measure ‘Number of days the Public Account bank account was not managed’, with
a target of zero would be more precise.

e The Department of Transport has provided a performance measure covering its
Regional Rail Link project, simply called ‘Regional Rail Link’. The target for
2010-11 for this measure was 12 per cent, and the actual outcome was 6 per cent.?'°
The Committee considers this measure to be of limited value as it does not specify
what the proportion relates to. The Committee considers this measure to be the least
communicative of all the measures it has examined.

307  Department of Premier and Cabinet, 2010-11 Annual Report, p.130
308  Department of Treasury and Finance, Annual Report 2010-11, p.13
309  ibid., p.15

310  Department of Transport, Annual Report 2010-11, p.124
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FINDING

A number of performance measures relate to whether or not a task was
completed. However, measures of when the task was completed or
how well the task was completed would convey more information about
departmental performance.

RECOMMENDATION 34:

Departments review those performance measures which solely
indicate whether or not a task was performed and, where meaningful,
replace them with measures of the timeliness or quality of the task’s
performance.

FINDING

The Department of Transport’s ‘Regional Rail Link’ output performance
measure provides no sufficiently meaningful information and its results are
ambiguous.

RECOMMENDATION 35:

The Department of Transport revise its performance measure
‘Regional Rail Link’ to more clearly define the measure.

54.3 Issues with setting targets for performance measures

The Committee has reported on the number of variances in performance measures in
Section 5.2 of this chapter. Significant variances (above or below target levels by 10 per cent

or more) made up 30 per cent of all cost and non-cost performance measures for both 2009-10
and 2010-11.

The Committee considers that one possible reason for the high number of significant variances
in performance measures is that targets set for these measures are not realistic. Some targets
may be set too low and are therefore exceeded by regular service delivery. Some may be set
too high and the required increase in performance by the department is unattainable.

The Committee has observed two distinct causes of inappropriate target setting for
performance measures: inaccurate production of expected outcomes figures at the time of the
budget; and faulty processes in setting the target.

Production of expected outcomes figures

The expected outcome for the current year is one of the inputs into the process of setting the
target for the next year. An accurate forecast of the year’s outcome provides information about
what might constitute a realistic result for the next year.

The expected outcomes which contribute to targets for the next year are published in the
budget papers. These expected outcomes are published in May of the financial year to which
the estimates relate.

In comparing the expected outcomes for 2010-11 with the actual outcomes, the Committee
observed a large number of instances where there was a significant difference between the
expected outcome and the eventual actual outcome for the performance measure. In these
cases, where the expected outcome was not an accurate forecast of the eventual outcome, the
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target for the next year may not have been set on a sound basis. The Committee considers this
to be a serious problem with the target-setting process.

There were 1,233 cost and non-cost performance measures for 2010-11. Of these, the
expected outcome for some 203 performance measures (as listed in the budget papers) was
not within 10 per cent of the target.

In contrast, the number of actual results that were not within 10 per cent of the target was 360.
That is, in at least 150 cases, no significant variance was expected in May, but a significant
variance had occurred by the end of June. This number is higher for each case where there
was an expected variance in May that did not eventuate by the end of June.

FINDING

When preparing targets for performance measures for the next year,
expected outcomes for the current year are calculated. These are included
in the budget papers. In 2010-11, the expected outcomes suggested that
203 measures would vary significantly from target. The actual results,
however, were that 360 measures had significant variances.

In order to gather more details about performance measures where the expected outcome
figure varied greatly from the eventual actual outcome, the Committee approached a number
of departments for information about how the expected outcome for specific measures was
determined.

The Committee notes a range of responses, and some examples are provided below.

In some cases, expected outcomes were based on relevant data that were inappropriately
used to produce the expected outcome or incorrectly calculated. In other cases, data that the
Committee expects were available appear not to have been used.

e For the Department of Sustainability and Environment’s performance measure
‘Personnel with accreditation in a fire role’, the expected outcome was 1,500. The
actual result was 2,068. The Department communicated to the Committee that
‘the expected outcome was based on the December 2010 actual of 1517’ 3 The
Committee notes that the December 2010 actual result had already exceeded the level
expected for the whole financial year that was provided in May.

e The expected outcome for the Department of Business and Innovation’s ‘Trade
fairs and missions supported’ performance measure was 29. The figure for the end
of June was 42. The Department stated that the reason for the actual result being
higher than the expected outcome was ‘increased trade missions due to special trade
mission focusing on India’.®!? The Committee notes that budgets are allocated well in
advance, and trade missions take significant time to plan and arrange. Therefore the
Committee considers that the Department should have been aware in May 2010 of
most, in not all, of the 42 fairs and missions to take place before 30 June 2010.

311  Department of Sustainability and Environment, response to Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 21 December 2011, p.10

312  Department of Business and Innovation, response to Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part Two, received 23 December 2011, p.13
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e The Department of Sustainability and Environment incorrectly identified an expected
outcome of 300 for its output measure ‘personnel accredited to serve in a senior
capacity (level 2 or 3) in a fire role’. According to the Department, ‘The original
target of 230 was exceeded, however due to a calculation error the expected outcome
for June 2011 was overstated by 70 to 300 personnel’ >

FINDING

Some inaccurate expected outcomes for performance measures have
come about through inappropriately using data, failing to use data and
through miscalculations.

Setting the performance measure target

There are several cases where the Committee observed very large variations between the
target and the actual result. In some cases, the Committee considers that these variations are
a result of poor target setting. These include cases where the Committee considers the target
may have been set too low, and cases where the target has not been changed when a change
may have been appropriate. In one case, the Committee was informed that the target has been
set according to criteria in addition to past performance or operational priorities.

The Committee considers that where actual results differ significantly and consistently
with their targets for a number of years, then poor targets have been set. The Committee
has identified a substantial number of instances where such consistent variations have been
recorded, and has included four examples below.

The Department of Treasury and Finance, in its Budget and Financial Management
Guidances, states that ‘performance measures help establish the building blocks of an
accountability system that provides the drive for continuous improvement’ *** and that
‘Performance targets set the quantity, quality, timeliness and cost levels which departments
aim to achieve for delivery of outputs’.**> The Committee considers that, in order for the
performance measure to produce continuous improvements in departmental performance,
not only should the target set a level of challenge to the department, but the target should be
evaluated in the light of past performance.

The following is an example of what the Committee considers to be an appropriate adjustment
to a target. The target set for the ‘Calls to food safety hotlines’ performance measure for the
Department of Health was revised downwards for 2011-12 as shown in Table 5.7 below. The
adjustment was carried out after a determination that consumers’ reliance on websites has
increased, lessening the demand for telephone hotlines.*' In this case, past performance data
have been used to create a more realistic target.

313  Department of Sustainability and Environment, response to Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 21 December 2011, p.10

314  Department of Treasury and Finance, Budget and Financial Management Guidances, BFMG-09, October 2007, p.115
315  ibid.
316  Budget Paper No.3, 2011-12 Service Delivery, May 2011, p.209
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Table 5.7: ‘Calls to food safety hotlines’, actual results, expected outcomes
and targets
2009-10 2010-11 2011-12
(number) (number) (number)
Target 5,000 5,000 4,500
Expected outcome 4,400 4,500 -
Actual 4,409 4,268 -
Source: Budget Paper No.3, Service Delivery, 2007-08 to 2011-12; Department of Health, Annual Report

2010-11, p.199

The following are examples where the Committee considers that target-setting has been
inappropriate. The Committee identified a substantial number of similar instances to these in
its investigation and intends to report more thoroughly on this matter as part of its Inquiry into
the 2012-13 Budget Estimates.

The actual result for the Department of Planning and Community Development’s performance
measure “Victorian Institute of Sport scholarship holders on national teams/squads’ has been
well above target over the last three years. The Committee notes that the calculation of the
expected outcomes for this performance measure has been of a higher accuracy, and considers
that the process failure is with the setting of the target itself.

Table 5.8:  ‘Victorian Institute of Sport scholarship holders on national teams/
squads’, actual results, expected outcomes and targets
2007-08 2008-09 2009-10 2010-11

(per cent) (per cent) (per cent) (per cent)
Target >55 >55 >55 >55
Expected outcome 56 65 65 64
Actual 56 65 64 70

Source: Budget Paper No.3, Service Delivery, 2008-09 to 2011-12; Department of Planning and Community

Development, Annual Report 2010-11, p.35

Actual results for the Department of Premier and Cabinet’s performance measure
‘International markets accessed’ have also been significantly above target levels for the
last three years. In this case neither the next year’s targets nor the expected outcomes have
reflected the significant and sustained increase in the results of the measure.

Table 5.9:  ‘International markets accessed’, actual results, expected
outcomes and targets
2007-08 2008-09 2009-10 2010-11
(number) (number) (number) (number)
Target 20 20 20 20
Expected outcome 20 20 20 20
Actual 20 24 24 25
Source: Budget Paper No.3, Service Delivery, 2008-09 to 2011-12; Department of Premier and Cabinet, Annual

Report 2010-11, p.135
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For one particular performance measure, the Department of Business and Innovation’s ‘New
Investments Facilitated’, the Committee sought detailed explanations for why the targets did
not appear to reflect past performance. This is detailed in the case study below.

FINDING

Although many performance measures’ targets are adjusted in line with
historic results, there are some measures where historic results appear not
to have been taken into account.

Finally, the Committee notes that there is at least one example of targets being set according
to criteria that are not related to either past performance or expected future performance.
Family violence incidents are a substantial component of the Department of Justice’s
performance measure ‘Reduction in crimes against the person’. However, the performance
target for this measure was 2 per cent (that is, a 2 per cent reduction). Victoria Police’s Annual
Report 2010-11 notes that family violence is ‘one of the areas where increases in crime
statistics are considered a positive. Increased reporting signifies that community members
have increasing confidence to report family violence to police’.®” The Committee approached
Victoria Police to determine how the target for the performance measure was set. Victoria
Police responded that:*'®

Targets are not determined solely on the basis of the performance trend
over time, or the impact of Victoria Police operational priorities. They are
also influenced by broader portfolio and government priorities, including a
reduction in crime.

The Committee does not consider that it is appropriate for the target level for a performance
measure to be set according to criteria other than past or expected future performance.

FINDING

Victoria Police has indicated that the target for the ‘Reduction in crimes
against the person’ performance measure has been set with regard to
criteria in addition to past or expected future performance.

RECOMMENDATION 36:

The Department of Justice ensure that the target for the ‘Reduction in
crimes against the person’ performance measure be set with regard to
past or expected future performance and Victoria Police’s priorities.

Case study: New Investments Facilitated

The actual results for the Department of Business and Innovation’s ‘New Investments
Facilitated’ performance measure have significantly exceeded target levels for several years.
Despite this, the target has remained unchanged (see Table 5.10). The Committee also notes
that the expected outcome has been well below the actual result for the past four years, and
has been the same as the target for three of those years.

317  Victoria Police, Annual Report 2010-11, p.19

318  Victoria Police, response to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes Questionnaire
— Part Two, received 18 January 2012, p.9
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The Committee notes that there are a number of other performance measures for the
Department of Business and Innovation that have not had an adjustment in target for several
years where an adjustment may be warranted.

Table 5.10: ‘New investments facilitated’ performance measure, actual results,
expected outcomes and targets

2007-08 2008-09 2009-10 2010-11

($ million) ($ million) ($ million) ($ million)
Target 1,600 1,600 1,600 1,600
Expected outcome 1,600 2,500 1,600 1,600
Actual 3,254 3,070 2,113 2,790

Source: Budget Paper No.3, Service Delivery, 2005-06 to 2011-12; Department of Business and Innovation,
Annual Report 2010-11, p.161

The former Committee commented on this performance measure in previous reports, most
recently in its Report on the 2008-09 Financial and Performance Outcomes. After noting the
significant excess of the measure’s result over its target, the Committee recommended that:3'

The Department of Innovation, Industry and Regional Development [now the
Department of Business and Innovation] continue revising its performance
targets to ensure that its targets in future years are sufficiently robust.

The previous Government accepted the recommendation in October 2010, commenting that
7 320

‘DIIRD will continue to undertake an annual review of all targets’.
The Committee notes that in May 2011 the target for this performance measure set by the

Department of Business and Innovation and the Department of Treasury and Finance for
2011-12 was unchanged at $1,600 million.

The Committee approached the Department for information as to how the expected outcome
for the measure was determined. The Department responded that ‘the measure is based

on average historical outcome data’.*?* Following this, the Committee performed its own
calculations based on four-year rolling averages of historical outcome data (see Table 5.11).

319  Public Accounts and Estimates Committee, Report on the 2008-09 Financial and Performance Outcomes, May 2010,
Recommendation 23, p.226

320  Victorian Government, Government Responses to the Committee’s 94" Report on the 2008-09 Financial and
Performance Outcomes, tabled 6 October 2010, p.12

321  Department of Business and Innovation, response to Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part Two, received 23 December 2011, p.13
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Table 5.11: ‘New investments facilitated’ performance measure, four-year
averages of actual results ($ million)
2007-08 2008-09 2009-10 2010-11
($ million) ($ million) ($ million) ($ million)
Four year average of prior actual results 2,849 3,087 2,995 2,807
Expected outcome 1,600 2,500 1,600 1,600

Source:

Budget Paper No.3, Service Delivery, 2004-05 to 2010-11

When questioned further about how the Department had calculated its expected results, the

Department responded:3?

The targets are informed by historical outcomes data, the forward pipeline of
investment and the global economic environment.

The 2010-11 expected outcomes were determined on the basis of achieving
the targets, in the absence of any definitive impact of significant movement in

the forward pipeline of investment or the global economic environment.

The Department also provided additional information about the setting of the target at

1,600:3%

The performance target was set at $1600 million in 2004-05. It was established
as a rolling four year target in 2007-08. The 2007-08 Budget Paper Number
Three footnote to this measure notes, ‘DIIRDS preference is to maintain a
rolling target over a four year period for the number of new investments
facilitated at an average of $1.6 billion per annum’and cites ‘volatility in the
foreign investment attraction market’as the rationale.

1t is acknowledged that this target has consistently been exceeded, however,
as explained in previous budget paper footnotes, it is subject to long lead
times and volatility in the investment attraction and facilitation market and is

therefore difficult to forecast.

As the actual results have significantly exceeded targets and expected outcomes for several
years, the Committee considers that the current procedures are not providing realistic
expected outcome or target figures for this performance measure. The Department did inform
the Committee that it is reviewing the target as part of the 2012-13 budget process.®**

The Committee will be continuing its interest in this performance measure and in other
performance measures for the Department.

322  Department of Business and Innovation, response to Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Further Clarification Points, received 8 March 2012, p.4

323 ibid.
324  ibid.
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FINDING

The Department of Business and Innovation has significantly exceeded
target levels for its ‘New Investments Facilitated’ performance measure
for several years. Current procedures are not providing realistic expected
outcome or target figures for this performance measure.

RECOMMENDATION 37:

The Department of Business and Innovation develop new procedures
to calculate expected outcomes and targets for performance
measures.

The role of the Department of Treasury and Finance in setting targets

The Department of Treasury and Finance (DTF) has a formal role in both establishing
expected outcomes and setting targets. The Committee considers that failures have occurred
in both of these processes.

Business Rule 8 of BFMG-09 (Output Specification and Performance Measures) states that
‘Departments and DTF should regularly review information collection systems and processes
to ensure that data sets are useful and relevant for both internal and external needs’ ** The
Committee therefore considers that the Department of Treasury and Finance has a role in
ensuring that departments have appropriate systems in place to provide realistic expected
outcomes.

The setting of the target for a performance measure is a joint process between the department
concerned and the Department of Treasury and Finance. Business Rule 9 of BFMG-09
(Output Specification and Performance Measures) states that ‘Departments and DTF should
Jjointly review departmental outputs, and the performance measures used to evaluate service
delivery, annually for their continuing relevance and robustness’.*?® That is, the Department of
Treasury and Finance has a role is in negotiating and setting targets for performance measures
prior to the budget each year.

For the examples above where the expected outcomes for performance measures have

not been accurate, including those where an arithmetic or other error was involved, the
Committee considers that the Department of Treasury and Finance ought to have detected the
inaccuracy as part of its quality oversight, and taken remedial action.

For those examples where the target eventually set for the performance measure was
inappropriate, the Committee considers that the Department of Treasury and Finance ought to
have set a more appropriate target to ensure robustness.

FINDING

There are examples where the Department of Treasury and Finance
appears not to be fulfilling its role (as set out in the Budget and Financial
Management Guidances) of reviewing departmental performance measures
for their relevance and robustness.

325  Department of Treasury and Finance, Budget and Financial Management Guidances, BFMG-09, October 2007, p.112
326  ibid.

193



Report on the 2009-10 and 2010-11 Financial and Performance Outcomes

RECOMMENDATION 38:

The Department of Treasury and Finance ensure that it has systems
in place to identify errors in the calculation of expected outcomes for
performance measures.

RECOMMENDATION 39:

The Department of Treasury and Finance ensure that it has systems
in place to assess whether targets as suggested by departments are
appropriately realistic and robust.

The Committee notes that one of the outputs defined for the Department of Treasury and
Finance, Budget and Financial Policy Advice, provides:®¥

.. analysis and advice to Ministers, Cabinet and Cabinet Sub-Committees
on resource allocation, departmental financial, output and asset delivery
performance to support the Government in making decisions on the allocation
of the State's fiscal resources.

The Committee considers that improving the accuracy of expected outcomes in budget papers
is aligned with this output. Such an improvement would also have the consequence of making
the measures more relevant and challenging for departments, encouraging the departments to
improve their own performance.

The Committee believes that a performance measure which monitors how accurate the
expected outcomes in the budget papers are would reflect the accountability that the
Department has in its Budget and Financial Policy Advice output.

The Committee notes that there is currently a similar performance measure for the
Department of Treasury and Finance, ‘Accuracy of estimating State taxation revenue’.

FINDING

The Department of Treasury and Finance has a role in providing accurate
information to the Government to assist in decision-making about resource
allocation. As part of this, the Department should ensure that the expected
outcomes in the budget papers are accurate.

RECOMMENDATION 40:

The Department of Treasury and Finance develop a new quality
performance measure for itself that measures the accuracy of the
expected outcomes published in the budget papers.

5.4.4 Issues with the explanations for variances in annual reports

As part of its review of performance measures, the Committee has examined a large number
of explanations for variances from target given by departments, both in annual reports and
in information sent to the Committee. The Committee considers that a large number of poor
explanations for variances have been given in annual reports.

327  Budget Paper No.3, 2011-12 Service Delivery, May 2011, p.355
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The Department of Treasury and Finance’s Model Report states that performance reporting in
annual reports should include:**

. appropriate commentary to explain the cause of significant or material
variances between the BP3 targets and actual results. The commentary
provided should be sufficient to assist the reader in understanding variances
between actual and targeted results

The Committee considers that in order to assist the reader in understanding variances,
explanations must:

e be clear and comprehensive;

identify the root cause of the variance;

identify whether the cause of the variance was an internal or external factor;

definitively explain how the identified cause affected the result of the measure; and

identify any remedial action planned.

The following sections provide examples of explanations that the Committee considers do not
meet these standards.

Unclear or incomplete reasons

The Committee considers that explanations provided by departments should be sufficiently
clear to give the reader an understanding of how the variance occurred. In addition, the
explanation should be sufficiently comprehensive so that readers are not required to make
assumptions for this understanding.

e The Department of Planning and Community Development’s performance measure
‘Projects funded through the Victorian Community Support Grants program for the
purpose of planning, community strengthening and infrastructure’ had a target for
2010-11 of between 90 and 100 projects, whereas the actual result was 58 projects.*
The explanation for the variance was that:3®

This program was fully committed in the second quarter of the year, due to
a higher than expected number of applications in October 2010 and less
funding being available in 2010-11 compared to previous years.

The Committee is aware of several ways in which a fully committed program could
result in a low number of projects funded. However, the explanation given does not
allow the reader to understand how this has come about.

328  Department of Treasury and Finance, 2010-11 Model Report of Operations for Victorian Government Departments,
March 2011, p.18

329  Department of Planning and Community Development, Annual Report 2010-11, p.39
330  ibid.
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Failure to identify the root cause

The Committee considers that it is impossible for a reader to gain an understanding of a
variance in a performance measure if the underlying cause of the variance has not been
identified by the department.

e The Department of Business and Innovation reports a result for its performance
measure ‘Average number of monthly visits to Victoria Online’ in 2010-11 of
427,546 against a target of 270,000.%* The explanation for the variance is a
breakdown of the overall result, with no further analysis.**

e The Department of Treasury and Finance comments in its Annual Report 2010-11:
‘The target for Significant projects delivered within agreed timelines was exceeded
due to the completion of work ahead of schedule’.*** The Committee considers that
the cause identified by the Department is not the root cause. That is, the explanation
should identify why work was completed ahead of schedule.

Restatement that there was a variance

Closely related to the failure to identify a root cause was the tendency for many explanations
to repeat that there had been a variation without identifying the cause.

e The result of the Department of Transport’s performance measure ‘Vigilance Control
and Event Recording System (VICERS): commence installation on Xtrapolis fleet’
was ‘gtr 4’, two quarters later than the target of ‘gz 2°. The explanation for the delay
was that “The VICERS installation on the 29 X’ Trapolis trains commenced the fourth
quarter of 2010-11"

e The Department of Human Services’ output performance measure ‘FReeZA:
event attendance’ had a target of 130,000 for 2010-11, and a result of 140,000.3%

The explanation given was that ‘A higher than expected number of young people

participated in larger sized events and community festivals’ 3%

Failure to identify whether factors are internal or external

Causes for variance may be internal (a factor within the control of the department) or external
(a factor outside the control of the department). Knowledge of the origin of the variation

is critical in understanding the department’s performance in the year and in managing the
performance measure in future years.

e  The result for the Department of Health’s output performance measure ‘Time on
hospital bypass’ was 1.9 per cent for a target of 3.0 per cent. The commentary for the
variation was that ‘below target is a positive result’ **

331  Department of Business and Innovation, Annual Report 2010-11, p.160
332  ibid., p.164

333 Department of Treasury and Finance, Annual Report 2010-11, p.19
334  Department of Transport, Annual Report 2010-11, p.126

335  Department of Human Services, Annual Report 2010-11, p.55

336  ibid., p.57

337  Department of Health, Annual Report 2010-11, pp.187-8
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The Committee considers that this is an example of when the explanation does not
communicate the root cause. However, the Committee also considers that this is an example
of where knowledge of whether the cause was internal to the department or external is critical
to future management of the measure.

Speculative reasons

The Committee considers that in order to give the reader an understanding of variances,
explanations provided should be definitive. That is, departments should not speculate on the
reasons but provide an authoritative explanation.

e The Department of Education and Early Childhood Development reports a series
of variances in performance measures in the Later Years and Youth Transitions
output for 2010-11.33¢ The explanation ‘The high 2010-11 actual compared to the
2010-11 target may be due to the impact of successful Youth Transitions initiatives
implemented by the Department’ is used several times.*®

FINDING

Departments are required to provide explanations for significant or material
variances between targets and actual results in their annual reports.
However, many explanations provided were unsatisfactory, due to providing
unclear or incomplete reasons, failing to identity the root cause, being
simply a restatement that there was a variance, failing to identify whether
the factors were internal or external or providing speculative reasons.

RECOMMENDATION 41

The Department of Treasury and Finance provide more guidance to
departments on required standards of explanations for variances for
performance measures.

Lack of explanations for variances in annual reports

The Model Report requires explanations for the cause of *significant or material variances
in output performance reporting’.>*° An explanation is required not only for a variance of
10 per cent from the target level, but also for:

— avariance that arises from the implementation of new policy or existing policy,
government decisions or actions;

— avariance that arises from other third party influences (i.e. Commonwealth,
consumer trends, etc.); and

— avariance that may be of public interest.

338  Department of Education and Early Childhood Development, Annual Report 2010-11, p.45
339  ibid.

340  Department of Treasury and Finance, 2010-11 Model Report of Operations for Victorian Government Departments,
March 2011, p.18
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The Committee considers that an identified trend in a performance measure over time,
particularly either a rapid trend or one in an unfavourable direction, is likely to be of public
interest. This therefore would require an explanation, even though results may be within

10 per cent of the set target.

e Opver the three-year life of the Department of Justice’s performance measure
‘Customer satisfaction rating: Community education/training programs, services
and events delivered by the VEOHRC [Victorian Equal Opportunity and Human
Rights Commission]’, the result of this measure has declined from 100 per cent to
86 per cent. The Committee notes that the target for this measure has remained at
85 per cent, hence the results are still above target. However, the Committee also
considers that the results constitute a trend over time, and despite being within
1 per cent of target for 2010-11, this is an example of a variance that may be in the
public interest.

FINDING

There are examples of variances that are significant or material that do not
have explanations given in annual reports.

545 Reporting estimates as actual results

The Committee identified one instance in which a department presented an estimate in its
annual report as an actual result without identifying that it was an estimate.

e Results for the Department of Justice’s performance measure ‘Quality of court
registry services’ between 2007-08 and 2009-10 have consistently been above
95 per cent.**! However, the reported figure for 2010-11 declined to 85 per cent.?*
The Committee approached the Department for information about the sudden and
significant decline in service quality. The Department responded that:33

The figure published in the annual report (85 per cent) was an estimate of
performance at that time of reporting. The actual result for 2010-11 has now
been confirmed at 95 per cent. The department has introduced changes to
ensure the actual result can be reported sooner rather then rely on an estimate.

The Committee considers that presenting an estimate in the departmental annual report can

be appropriate under some circumstances, such as when actual results are not available at the
time of compiling the annual report. However, the Committee also considers that in presenting
an estimate in the annual report without disclosing that it is an estimate, the Department of
Justice has omitted critical information for stakeholders.

The Committee considers that this additional information is especially relevant given the
significant variation between the estimate included in the annual report and the actual result
communicated subsequently to the Committee.

341  Department of Justice, Annual Report 2007-08, p.108; Department of Justice, Annual Report 2008-09, p.116;
Department of Justice, Annual Report 2009-10, p.49

342 Department of Justice, Annual Report 2010-11, p.61

343 Department of Justice, response to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part Two, received 18 January 2012, p.11
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FINDING

There is at least one instance in 2010-11 where an actual result included in
an annual report has been an estimate without this being disclosed in the
annual report.

RECOMMENDATION 42:

The Department of Treasury and Finance amend the Model Report to
instruct departments to identify any figures reported as actual results
in annual reports which are estimates.
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CHAPTER 6: GENERAL GOVERNMENT SECTOR ASSET
INVESTMENT IN 2009-10 AND 2010-11

6.1 Introduction

This chapter looks at asset investment by the departments in 2009-10 and 2010-11. Asset
investment consists primarily of funding for infrastructure projects, such as schools, hospitals
and roads. The chapter focuses on projects listed for departments in the Public Sector Asset
Investment Program budget information paper (now the State Capital Program budget paper).
Projects delivered by the public non-financial corporations sector are beyond the scope of this
inquiry.

To assess departments’ performance at delivering these projects, the Committee has focused
on three aspects of project delivery:

o the total estimated investment (TEI) over the life of projects and how this has
changed;

e the actual expenditure in 2009-10 and 2010-11 and how this compares with the
budget estimates; and

o the latest estimated completion dates of projects and how these compare with the
dates originally planned.

The Committee found that, for all projects listed in the 2009-10 budget papers that continued
in 2010-11, the overall TEI rose by $243.9 million. Similarly, for projects listed in the
2010-11 budget papers that continued in 2011-12, the total TEI rose by $299.3 million.

For projects where there was a significant (that is, greater than 10 per cent) variance between
the budgeted and actual expenditure for the year, there was a $785.5 million under-spend for
2009-10, and a $679.3 million under-spend for 2010-11.

Of the 126 projects for which changes to completion dates were supplied by departments,
three projects (2.4 per cent) had completion dates brought forward by more than three months,
and 92 (73.0 per cent) had completion dates delayed by more than three months. For the
significantly changed projects, on average, projects were delayed by 11.6 months.

The Committee notes that, in both years, changes to TEI figures resulted in a net overall
increase, yearly expenditure was less than budgeted, and average project lengths increased.

Three categories of projects have been identified by the Committee for additional attention.
These projects are those which have been identified by the Government as ‘high value, high
risk’, those identified as having major cost pressures, and those where Major Projects Victoria
is providing project management advice. Projects procured through public private partnership
arrangements have not been included in this analysis, as they would need to be assessed by
different measures. The Committee may examine these in more detail in future years.

201



Report on the 2009-10 and 2010-11 Financial and Performance Outcomes

In its Review of the 2009-10 and 2010-11 Annual Reports,*** the Committee suggested that a
54-bed expansion project at Dhurringile Prison had been delayed from 2009-10 until a date
during 2012. This was because the Department of Justice provided details in both its 2009-10
and 2010-11 annual reports of a 54-bed expansion at Dhurringile Prison and the Committee
assumed that this was the same project. Information subsequently provided by the Department
indicated that, in fact, there were two separate 54-bed expansion at Dhurringile Prison,

the first of which was delivered on time during 2009-10, and the second of which is due
during 2012.

6.1.1 Background

As discussed in Chapter 3 of this report, one of the Government’s key fiscal objectives is
improving the delivery of major asset projects with respect to timeliness and adherence to
budget. With this in mind, the Committee has investigated timeliness and adherence to budget
for asset investment projects in 2009-10 and 2010-11.

For 2009-10, the expenditure on asset projects by the general government sector was
$5,897.8 million. Of this, $4,661.2 million was spent by departments and their portfolio
agencies, while $1,236.6 million was invested in ‘financial assets for policy purposes’ (which
is mostly investments in public non-financial corporations).®*® This category of investment is
discussed further in Section 6.2 below.

For 2010-11, the expenditure on asset projects was $6,823.8 million. Of this, $4,886.3 million
was expenditure by departments and $1,937.5 million was ‘net cash flows to investments in
financial assets for policy purposes’.34

FINDING

For the general government sector, asset investment totalled $5.9 billion
in 2009-10 and $6.8 billion in 2010-11, an increase from $4.3 billion for
2008-09.

Budget Paper No.4 (State Capital Program) (formerly Budget Information Paper No.1)

sets out estimates of expenditure for each asset project for the year ahead at the start of the
financial year. After the end of the financial year, the actual amounts of asset investment are
reported in aggregate for the general government sector in the Financial Report for the State
of Victoria. However, actual expenditure for individual projects is not reported.

As in previous years, the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire included requests for information on asset investment projects. The
questionnaire sought details of areas where the Committee had identified a lack of specific
information about asset investment outcomes in the regular reporting mechanisms. The
Committee made efforts to keep the requests for information to a minimum.

This process revealed a number of shortcomings in the existing reporting mechanisms, as
described later in this chapter.

344 Public Accounts and Estimates Committee, Review of the 2009-10 and 2010-11 Annual Reports, February 2012, p.68
345  Department of Treasury and Finance, Financial Report for the State of Victoria 2010-11, October 2011, p.28
346 ibid.
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The Committee recommends later in this chapter that a detailed and comprehensive set of
information be made publicly available in a spreadsheet. Such disclosure would greatly
enhance accountability in the area of asset investment.

6.2 ‘Investment in financial assets for policy purposes’

As noted above, the general government sector invested $1.2 billion in 2009-10 and
$1.9 billion in 2010-11 in ‘investments in financial assets for policy purposes’. The
Committee has identified previously that there is no plain definition of this term.**” The
Australian Accounting Standards Board states that:**®

Acquisition of financial assets for policy purposes is motivated by government
policies such as encouraging the development of certain industries or assisting
citizens affected by natural disaster.

The Committee is unaware of any post-investment reporting of the specific destinations

of these investments. Further, the Committee is unaware of any reports showing what the
outcomes of these investments were, or whether the outcomes were in accordance with the
policies under which the investments were made.

The Committee considers that the principle of transparency would be aided by the provision
of a plain English definition of this item, including the presentation of illustrative examples,
along with details of where these investments are reported, both prior to the investment and
after the project’s completion.

FINDING

Over $1.2 billion in 2009-10 and $1.9 billion in 2010-11 was invested in
‘investments in financial assets for policy purposes’. However, there is no
clear definition of this category nor explicit post-project reporting of these
investments, either in terms of investment outcome or the achievement of
policy aims.

RECOMMENDATION 43:

The Department of Treasury and Finance provide a plain English
definition of ‘investments in financial assets for policy purposes’ as
well as a report detailing the investments that were funded under this
item and the outcomes of these investments.

347 Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Three, September 2010,
p.102. The definition provided in the annual Financial Report for the State (p.203 in 2010-11) is not sufficient for a
reader to fully understand what is actually being achieved with this expenditure.

348  Australian Accounting Standards Board, Compiled AASB Standard AASB 1049: Whole of Government and General
Government Sector Financial Reporting, August 2009, p.102
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6.3 Investigation of asset projects

For 2009-10, there were 564 asset projects listed under departments in the budget papers.
These had an aggregate TEI of $15.5 billion and a budgeted expenditure during 2009-10 of
$4.7 billion.3#

For 2010-11, there were 465 asset projects listed under departments in the budget papers.
These had an aggregate TEI of $16.5 billion and a budgeted expenditure during 2010-11 of
$4.6 billion.3®

In addition, the general government sector had a commitment of $27.4 billion as at

30 June 2011 for asset projects to be delivered through public private partnerships.®! Analysis
and discussion of these projects is beyond the scope of this inquiry, but the Committee may
look at this in future inquiries.

As part of its investigation of asset investment for the general government sector, the
Committee developed three metrics for understanding the performance of asset projects.
These were:

e changes to the TEI of projects;
e variations between actual expenditure and what was budgeted for a year; and
e changes to the expected dates of project completion.

To assess projects based on these criteria, the Committee approached departments for
information about asset investment projects. This included:

e latest TEIs and explanations for projects where TEIs reported in budget papers had
altered from previous years;

e actual expenditure where this had varied by more than 10 per cent during the year
from budget estimates; and

e expected dates of project completion where these had been revised.

Information that the Committee received from departments enabled a more comprehensive
analysis of asset projects than would have been the case with published information. The
Committee considers that current reporting arrangements for asset investment projects are
inadequate for such a comprehensive analysis.

349  Budget Information Paper No.1, 2010-11 Public Sector Asset Investment Program, May 2010. Differences between
these totals and the totals provided in Section 6.1.1 are due to threshold criteria for budget papers and balancing items
in the net purchase of non-financial assets figure in the Financial Report.

350  Budget Paper No.4, 2011-12 State Capital Program, May 2011. Differences between these totals and the totals
provided in Section 6.1.1 are due to threshold criteria for budget papers and balancing items in the net purchase of
non-financial assets figure in the Financial Report.

351  Department of Treasury and Finance, Financial Report for the State of Victoria, October 2011, p.152
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6.3.1 Projects where the TEI has changed

The TEI for a project may change under several circumstances. For example, changing
community requirements or a variation in Government aims can alter the scope for a project.
Physical or planning problems might be discovered during construction, which may also
change the scope of the project, or require new cost estimates. Alternatively, cost estimates
might be updated during tendering processes.

The Committee found that, for all projects that were included in the 2009-10 budget papers
that continued in 2010-11,%2 the TEI had risen by $243.9 million. The majority of this
increase was made up of the Primary Schools for the 21% Century program administered by
the Department of Education and Early Childhood Development.

For all projects included in the 2010-11 budget papers that continued in 2011-12, the increase
in TEI was higher, at $299.3 million. This increase was mainly caused by increases in TEI
figures for two projects administered by the Department of Health.

All projects for departments that were reported in sequential budget papers were examined,
allocating them to three groups: projects that decreased in terms of TEI by more than

10 per cent; those that increased in terms of TEI by more than 10 per cent and those that had
no significant change in TEIL.

It should be noted that projects that were not included in subsequent budget papers could
not be examined in the analysis. Generally the reason for non-inclusion was that the project
had been completed but it may also have been because the remainder of the project had
fallen below the reporting threshold for the budget papers or the project was expected to

be completed within the financial year at the time of the budget estimates but subsequently
delayed.

It should also be noted that the scope of this analysis only covers projects assigned to
departments, and not public non-financial corporations. This therefore excludes projects such
as the Regional Rail Link project, myki, Melbourne and Olympic Park redevelopment, the
Melbourne Sports and Aquatic Centre upgrade project and the reinstatement of the visitor
centre at Lake Mountain. However, some of these projects have been included in the special
categories discussed in Section 6.3.4 of this chapter.

Projects from 2009-10

Figure 6.1 shows asset projects reported in both 2009-10 and 2010-11 budget papers, divided
into those that had increased TEIs, those with decreased TEIs, and those where the TEIs did
not significantly change between the 2009-10 and 2010-11 budget papers.

Of the 564 projects that were included in the 2009-10 budget papers, 297 were included again
in the 2010-11 budget papers. This group had a total TEI of $12,049.8 million in the 2009-10
budget papers. The total TEI of the group of projects was revised in the 2010-11 budget
papers to $12,293.7 million, an increase of $243.9 million (see Table 6.1).

352  This does not include projects that were continued in 2010-11 but not listed in the 2010-11 budget papers, as data for
these are not available.
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Figure 6.1: TEI, asset projects reported in both 2009-10 and 2010-11 budget

papers
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Sources: Budget Information Paper No.1, 2009-10 Public Sector Asset Investment Program, October 2009;
Budget Information Paper No.1, 2010-11 Public Sector Asset Investment Program, May 2010

The overall increase of $243.9 million in TEI represents an additional unbudgeted
requirement on the part of the state in order to obtain the planned infrastructure. The
Committee considers that, when the TEI of an asset project changes for any reason, the
associated department must plan for the consequent flow-on effects this change will have on
other departmental activities. These are significant events in departments’ activities for the
year but are not currently reported in departments’ annual reports. However, the Committee
notes that the Government is committed to increasing transparency and oversight for major
projects, and is considering changes to the Model Report, as discussed in Section 6.4.

FINDING

There were 297 departmental asset investment projects in the 2009-10
budget papers that continued in 2010-11. These projects had an aggregate
TEI in the 2009-10 budget papers of $12,049.8 million, which was

revised to $12,293.7 million in the 2010-11 budget papers, an increase of
$243.9 million. These changes are not currently discussed in departments’
annual reports.

Of the group of projects from 2009-10 that had their TEI significantly revised upwards, the
average size of the project was $109.3 million. The average size of the projects that had

their TEI significantly revised downwards was $20.9 million. The Committee considers the
disparity in size between the two groups to be noteworthy, as factors such as weather, scope
changes, or tender outcomes should have been independent of project size. The Committee is
uncertain why projects that are revised upwards tend to be large projects. The Committee is
currently undertaking an Inquiry into Effective Decision Making for the Successful Delivery
of Significant Infrastructure Projects which may explore such matters further.

FINDING

Projects that have their TEI figures significantly revised upwards are more
likely to be large projects. Projects that have their TEI figures significantly
revised downwards are more likely to be small projects.
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Table 6.1 below shows information aggregated by department for projects that were included
in the 2009-10 budget papers and subsequently also included in the 2010-11 budget papers.
The table does not include projects that were not included in the 2010-11 budget papers for
any reason, as data from both budget papers are required.

Table 6.1:  All departmental projects reported in both 2009-10 and 2010-11

budget papers
Department Number | Aggregate Significantly increased Significantly decreased Aggregate

of TEI (2009-10 TEI (2010-11

projects | budget) Aggregate Aggregate budget)

TEl growth TEI
decrease
($ million) (number) ($ million) (number) ($ million) ($ million)
Education
and Early
Childhood
Development 100 2,843.8 12 239.6 8 6.5 3,076.5
Health 52 1,179.2 4 7.6 1 2.0 1,187.0
Human
Services 4 43.8 0 0.0 0 0.0 43.8
Innovation,
Industry and
Regional
Development 25 588.7 1 10.2 0 0.0 598.9
Justice 27 657.2 1 0.5 3 8.5 646.1
Planning and
Community
Development 12 220.6 1 53 0 0.0 225.9
Premier and
Cabinet 3 157.0 0 0.0 0 0.0 157.0
Primary
Industries 3 17.9 0 0.0 1 0.5 17.4
Sustainability
and
Environment 18 941.9 0 0.0 2 3.2 948.9
Transport 51 5,360.5 2 31.0 1 38.4 5,353.1
Treasury and
Finance 2 39.2 0 0.0 0 0.0 39.2
Total 297 12,049.8 21 294.2 16 59.1 12,293.7
Note: The Committee considers a significant increase or decrease to be one in excess of 10 per cent.

Sources: Budget Information Paper No.1, 2009-10 Public Sector Asset Investment Program, October 2009;
Budget Information Paper No.1, 2010-11 Public Sector Asset Investment Program, May 2010

For the 297 asset projects included in the budget papers in 2009-10 and again in 2010-11,

21 projects (7 per cent) had significantly increased TEIs in 2010-11.

There were 16 projects (5 per cent) in the 2009-10 budget papers that had their TEIs revised
significantly downwards between 2009-10 and 2010-11.

The impact of the increases was that an additional $294.2 million was required. The impact
of the decreases was approximately one fifth of that amount, reducing the amount of funding
required by only $59.1 million.
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The Department of Education and Early Childhood Development had a larger number

of projects with changed TEIs (both increased and decreased) than any other department

in 2009-10. This was mainly a result of the high number of projects administered by the
Department, although the Department also had the highest proportion of projects with
increased TEIs. The majority of changes in TEI were a result of changes in project scope or of
cost adjustments following tender outcomes.®*

In monetary terms, the Department of Education and Early Childhood Development had
the largest increase in aggregate TEIs, with the significantly increased projects requiring an
additional $239.6 million, primarily for the Primary Schools for the 21st Century program.
This program is a suite of smaller projects, and had an increase of $215.7 million in its

TEI figure. According to the Department, the change was ‘due to variations approved
between the Australian Government and the Department of Education and Early Childhood
Development’ %

FINDING

The Department of Education and Early Childhood Development
contributed the majority of the upward revisions in TEI for projects between
2009-10 and 2010-11.

The greatest decrease in TEI was for a single project administered by the Department of
Transport, the Goulburn Valley Nagambie Bypass. The TEI for this project decreased by
$38.4 million. This saving was in the Commonwealth funded component of the project.®®

FINDING

The greatest downward variation in TEI was from the
Commonwealth-funded component of one project administered by the
Department of Transport.

Projects from 2010-11

Figure 6.2 shows aggregated TElIs for asset projects included in the 2010-11 budget paper that
continued into 2011-12. These are divided into groups that significantly increased, decreased,
and did not significantly change their TEIs between the 2009-10 and 2010-11 budget papers.

Of the 465 projects that were included in the 2010-11 budget papers, 251 were included
again in the 2011-12 budget papers. The aggregate TEI of this group of projects was
$12,288.8 million in the 2010-11 budget papers, and this figure had increased to
$12,588.1 million in the 2011-12 budget papers (see Table 6.2). This overall increase,
$299.3 million, was greater than the previous year.

353  Department of Education and Early Childhood Development, response to the Committee’s 2009-10 and 2010-11
Financial and Performance Outcomes Questionnaire — Part One, received 6 January 2012, pp.6-10

354 ibid., p.8

355  Department of Transport, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 11 January 2012, p.9
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FINDING

There were 251 projects that were included in the 2010-11 budget papers
and again in the 2011-12 budget papers. These projects had an aggregate
TEI in the 2010-11 budget papers of $12,288.8 million, which was
increased to $12,588.1 million in the 2011-12 budget papers, a growth of
$299.3 million.

Figure 6.2: TEI, asset projects from 2010-11 budget papers reported in 2011-12
budget papers
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Sources: Budget Information Paper No.1, 2010-11 Public Sector Asset Investment Program, May 2010; Budget
Paper No.4, 2011-12 State Capital Program, May 2011

Of the projects from 2010-11 that had their TEI figures revised significantly upwards, the
average size of the project was $65.6 million, and the projects that had their TEI figures
significantly revised downwards had an average size of $19.4 million. This is a more balanced
result than for the previous year, with the number of revisions in projects being lower, and

the average sizes of the groups being less disparate. However, the Committee notes that the
Government has identified the TEIs of some specific (generally large) projects as likely to
increase, though it has yet to publish revised TEIs.** A more detailed discussion of these cost
pressure projects is included in a later section of this chapter.

FINDING

As in 2009-10, in 2010-11 projects that had their TEls significantly revised
upwards were more likely to be large projects. Additional changes to large
projects foreshadowed by the Government but not yet quantified are
expected to reinforce this relationship.

Table 6.2 below shows departmental aggregates for projects that were included in the 2010-11
budget papers that were also included in the 2011-12 budget papers. As before, the group of
projects does not include projects that were not included in the 2011-12 budget papers for any
reason, as information from both years is required to calculate differences.

356  Department of Treasury and Finance, Victorian Economic and Financial Statement, April 2011, p.6
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Table 6.2:  All departmental projects reported in both 2010-11 and 2011-12
budget papers
Department Number Aggregate Significantly increased Significantly decreased Aggregate
of TEI (2010-11 TEI 2011-12
projects | budget) Aggregate Aggregate budget)
TEI growth TEI
decrease
($ million) (number) ($ million) (number) ($ million) ($ million)
Business and
Innovation® 5 122.4 1 5.6 0 0.0 128.0
Education
and Early
Childhood
Development 91 3,163.7 3 45.9 3 7.1 3,197.6
Health 36 2,817.8 2 2615 1 7.0 3,114.1
Human
Services 4 39.9 0 0.0 0 0.0 39.9
Justice® 29 4415 1 0.1 1 2.0 439.6
Planning and
Community
Development 11 255.6 0 0.0 1 19.5 236.1
Premier and
Cabinet 6 170.7 0 0.0 0 0.0 170.7
Primary
Industries 4 243 0 0.0 0 0.0 24.3
Sustainability
and
Environment 13 1,047.6 0 0.0 2 6.6 1,001.6
Transport 49 4,156.8 3 35.5 2 8.0 4,187.8
Treasury and
Finance 3 48.5 0 0.0 0 0.0 48.5
Total 251 12,288.8 10 348.6 10 50.3 12,588.1
Notes:
(@) Excludes Melbourne Wholesale Markets redevelopment where TEI levels were not reported in 2011-12
budget papers.

(b) Excludes Ararat Prison which was listed as an asset investment in 2010-11 but not 2011-12 as it had
become a PPP.

Sources: Budget Information Paper No.1, 2010-11 Public Sector Asset Investment Program, May 2010; Budget

Paper No.4, 2011-12 State Capital Program, May 2011

For the 251 asset projects reported in the 2010-11 budget papers that were included in the
2011-12 budget papers, 10 projects (4 per cent) were reported in the 2011-12 budget papers
with a TEI which had increased by more than 10 per cent. The growth in TEI for these
projects was $348.6 million.

For the asset projects reported in the 2010-11 budget papers, 10 projects (4 per cent) were
reported in the 2011-12 budget papers with a TEI which had decreased by more than
10 per cent. The aggregate decrease in TEI for these projects was $50.3 million.
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Overall, fewer projects (both in terms of number and proportion of all projects) were
significantly revised between 2010-11 and 2011-12 than between 2009-10 and 2010-11. The
Committee again notes, though, that the Government has identified a group of projects that
are expected to have TEI increases but for which new TEIs have not yet been published.®’

The Department of Health contributed the majority of the increase in TEIs between

2010-11 and 2011-12. This contribution consists of two projects, the Bendigo Hospital
redevelopment project and the HealthSMART project, which had increases of $102.0 million
and $159.5 million respectively (see Section 6.4.1 for further discussion of HealthSMART,
for which the TEI increase appears to be due to changes in reporting rather than additional
expenditure). The total increased TEI of these projects made up 9.3 per cent of the TEI of all
projects being delivered by the Department in 2010-11 that continued into 2011-12.

FINDING

The largest upward variation in TEI between 2010-11 and 2011-12 was for
the Department of Health. This was due to increases in TEI for the Bendigo
Hospital Redevelopment project and the HealthSMART project. The
increased TEI of HealthSMART seems to be a change of reporting rather
than additional funding.

The Department of Planning and Community Development contributed more than any other
department to decreased TEIs between 2010-11 and 2011-12. This is entirely a result of a
$19.5 million decrease in the TEI of the Ringwood Activities Area (Stage 1- Upgrade Works)
project. The Department explained in the budget papers that, ‘the decrease in TEI from
2010-11 reflects a return of unallocated funding to the consolidated fund’ .*® The Committee
considers that this is a description of an effect of the change, and not a cause for the change.

FINDING

Of the projects whose TEIs were reduced downwards between 2010-11
and 2011-12, the largest revision was in the Department of Planning and
Community Development. The Department did not disclose the root cause
for the change in the budget papers.

The impact of the increases was that an additional $348.6 million was required. The result
of the decreases was approximately one seventh of that amount, reducing the amount of
additional funding required by only $50.3 million.

Observations from 2009-10 and 2010-11

As detailed above, the aggregate TEI figures of projects in both years rose when reported in
the following year’s budget papers. For both years, the proportion of projects adjusted was
substantially larger than the corresponding proportion of TEI adjusted. That is, there was a
large number of small adjustments to projects.

357  These have not been counted in the total of revised projects, as it is not yet clear whether the revisions will be
significant or not.

358  Budget Paper No.4, 2011-12 State Capital Program, May 2011, p.39
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Between the two years, the proportion of continuing projects that had a significant TEI
adjustment in the following year, fell from 12 per cent to 8 per cent. However, where
significant adjustments were made, the average adjustment to projects’ TEIs rose substantially,
from $9.5 million to $19.9 million.

The Committee notes that only three departments, the Department of Human Services, the
Department of Premier and Cabinet and the Department of Treasury and Finance avoided
making any significant adjustments to TEI levels in both years. The Committee notes the
small number of projects administered by these departments.

The Committee has recommended in previous reports that changes to TEI be reported and
explained in departments’” annual reports. Further discussion is included in Section 6.4 of this
chapter.

6.3.2 Projects where expenditure for the year was less than budgeted

The Committee examined projects where departments reported a significant variance between
the actual expenditure and what was budgeted for the year. The Committee found that, in
2009-10, the total expenditure for projects where a variance was reported was $785.5 million
below the original budgeted figure for those projects. For 2010-11, the total expenditure for
projects where a variance was reported was $679.3 million below the original budgeted figure
for those projects.

The Committee notes that, in both years, in the group of projects where expenditure
significantly exceeded budgeted levels, it was the Department of Business and Innovation
(formerly the Department of Innovation, Industry and Regional Development) that had the
highest proportion of budget over-spent.

The Committee approached departments for information on all projects where the actual
expenditure for 2009-10 and 2010-11 differed significantly (that is, by more than 10 per cent)
from expenditure estimated in budget papers for those years. Where there had been no
significant variation, no response was required from departments.

Based on these data, projects were aggregated into two groups: those where actual
expenditure was significantly above budget levels and those where actual expenditure was
significantly below budget levels.

Departments were then assessed against two criteria:
e the proportion of projects where variations occurred; and
e the amount of variation as a proportion of the total budgeted expenditure.

Some departments responsible for projects have been affected by machinery-of-government
changes. To align the analysis with departments’ annual reports, projects are associated with
the responsible department as at the end of the financial year. The principal effects of this are
that:

e results for 2009-10 for the Department of Human Services do not include projects
that were transferred to the Department of Health during 2009-10; and
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e the Department of Industry, Innovation and Rural Development appears in 2009-10,
but was renamed the Department of Business and Innovation in 2010-11 and had
a number of its projects distributed to the Department of Education and Early
Childhood Development.

Projects in 2009-10

Table 6.3 provides details of variations between actual expenditure and the budget estimates
for departments’ projects listed in the 2009-10 budget papers.

Table 6.3:  Projects with a significant difference between budget and actual
expenditure, 2009-10

Department All reported projects, Projects with Projects with Projects
budget expenditure significant significant with zero
2009-10 under-spends® over-spends® expenditure
Under Over
-spend -spend
(number) | ($ million) (number) | ($ million) (number) | ($ million) (number)

Education and
Early Childhood

Development 210 1,816.5 33 412.0 32 34.7 4
Health 99 431.4 39 81.3 21 55.5 8
Human Services 5 8.4 1 0.3 1 1.7 0
Innovation, Industry

and Regional

Development 62 365.5 22 180.2 6 22.0 3
Justice 55 261.7 12 56.1 4 8.9 1
Planning and

Community

Development 12 51.1 7 8.7 3 1.8 1
Premier and Cabinet 7 325 2 7.1 1 0.5 0
Primary Industries 4 5.4 1 0.4 1 0.2 0
Sustainability and

Environment 33 281.5 5 19.6 2 3.5 7
Transport 73 1,424.1 26 243.8 19 106.6 13
Treasury and Finance 4 27.1 1 11.5 0 0.0 1
Total 564 4,705.1 149 1,020.9 90 235.4 38

Notes: (a) Over-spends and under-spends are classified as significant if they exceed 10 per cent of the
budget estimate.

Source:  Budget Information Paper No.1, 2009-10 Public Sector Asset Investment Program, October 2009
Departmental responses to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One

In total, the budgeted asset expenditure for 2009-10 from the 564 projects was

$4,705.1 million. Of these projects, 149 had expenditure significantly less than budgeted

for the year, consuming $1,020.9 million less than budget. Offsetting this, 90 asset projects
had expenditure significantly higher than the budget estimate for the year, the additional
expenditure totalling $235.4 million. The net effect of these variances was an under-spend for
the year of $785.5 million.
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FINDING

In 2009-10, the actual expenditure on 239 projects varied significantly
from the budget estimate. The net effect of these variations was an
under-expenditure of $785.5 million.

The largest under-spending department for the year was the Department of Education and
Early Childhood Development, which expended significantly less than budgeted levels for 33
of its 210 projects for the year. The total amount expended under budget was $412.0 million.
The primary reason for this under-expenditure was the Primary Schools for the 21% Century
project, where an actual expenditure of $780.9 million was recorded against a budget of
$1,074.3 million. That is, for the year the project expended $293.4 million less than expected.
The Committee has been unable to locate any discussion about this variance in annual reports
from the Department of Education and Early Childhood Development.

The Committee has recommended in previous reports that:°

For the information needs of Parliament and the community, departments
should provide in their annual reports, details of the progress made on asset
investment projects and the outcomes delivered against project objectives.

The Government has supported the recommendation, noting that ‘the Government will
consider options to increase the disclosure requirements for significant asset investment
projects in the 2011-12 Model Financial Report for government departments’.3%°

The Committee considers that that this is an example where such reporting would contribute
considerably to accountability with respect to asset investment.

The Department of Transport was responsible for an under-expenditure of $243.8 million,
making it the second largest contributor to total under-expenditure. The Department was also
the highest contributor to over-expenditure, with 19 projects recording significantly higher
levels of asset expenditure than budgeted, totalling $106.6 million of additional expenditure.

Figure 6.3 shows the proportion of projects for each department that were over-spent and
under-spent, and for these projects, the average variation as a proportion of the original
budgeted expenditure.

The Department of Industry, Innovation and Rural Development’s over-spend and
under-spend projects had the largest variations in percentage terms. However, the proportion
of projects over budget was small in relation to other departments, with 10 percent of projects
over-spending.

The Department of Planning and Community Development, the Department of Primary
Industries and the Department of Transport had the highest proportions of projects with
over-spends, with the Department of Transport also administering the largest average project
size (see Table 6.3).

359 Public Accounts and Estimates Committee, Report into the 2010-11 Budget Estimates — Part Three, September 2010,
Recommendation 1, p.56

360  Victorian Government, Government Responses to the Committee’s 96" Report on the 2010-11 Budget Estimates
— Part Three, tabled 16" March 2011, p.2
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Figure 6.3: Expenditure variance range, actual results compared to budget
estimates, 2009-10
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Source:  Budget Information Paper No.1, 2009-10 Public Sector Asset Investment Program, October 2009;
Departmental responses to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One

The Department of Education and Early Childhood Development and the Department of
Primary Industries tended also to over-spend significantly in projects where there was an
over-expenditure. However, the average size of projects that were over-spent was small (see
Table 6.3).

Reasons given by departments for variances are discussed later in this section.

FINDING

For 2009-10, the greatest expenditure variances from budget estimates
were from the Department of Education and Early Childhood Development
in terms of dollar amounts, and the Department of Innovation, Industry and
Regional Development in proportionate terms.

Projects in 2010-11

Table 6.4 shows budget estimates and variances for departments’ projects in the 2010-11
budget papers.
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Table 6.4: Projects with a significant difference between budget and actual
expenditure, 2010-11

Department All reported projects, significant significant Projects
budget expenditure under-spends® over-spends® with zero
2010-11 expenditure
Under Over
-spend -spend
(number) | ($ million) (number) | ($ million) (number) | ($ million) (number)

Business and
Innovation 8 185.0 5 95.7 1 3.4 0

Education and
Early Childhood

Development 203 2,055.0 44 159.2 43 79.9 6
Human Services 5 21.0 1 0.9 0 0.0 0
Health 72 579.3 30 190.6 18 53.0 2
Justice 49 247.6 17 142.0 7 8.3 0
Transport 69 1,130.8 28 261.4 19 179.8 8
Premier and Cabinet 6 60.5 5 9.6 1 4.0 0
Primary Industries 6 10.4 2 3.6 2 15 1
Planning and

Community

Development 16 78.3 5 45.8 4 6.0 3
Sustainability and

Environment 28 301.9 9 107.2 1 5.3 6
Treasury and Finance 3 20.7 2 4.5 0 0.0 0
Totals: 465 4,690.6 148 1,020.5 96 341.2 26

Notes:  (a) Over-spends and under-spends are classified as significant if they exceed 10 per cent of the
budget estimate

Source: Budget Information Paper No.1, 2010-11 Public Sector Asset Investment Program, May 2010;
Departmental responses to the Committee’s 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One

The budgeted expenditure for 2010-11 from the 465 asset projects was $4,690.6 million. Of
these projects, 148 consumed significantly less than budgeted for the year, under-spending
$1,020.5 million. Offsetting this, 96 projects consumed significantly more than expected, the
additional expenditure for these projects totalling $341.2 million.

FINDING

During 2010-11, the expenditure on 244 projects varied significantly from
their budget estimates. Overall, the effect of these variations was an
under-expenditure of $679.3 million.

The Department of Business and Innovation under-spent in five of its eight projects,

and over-spent in one, leaving only two where expenditure was close to budget. For the
under-spending projects, the Department spent less than half the amount expected, whereas
for the over-spent project, the Department spent nearly two and a half times the expected
amount. This is especially significant as, after machinery-of-government changes, the
Department had the largest average expenditure per project during 2010-11.

In terms of the aggregate amounts of these variations, the Department of Transport was
highest for both under-expenditure ($261.4 million) and over-expenditure ($179.8 million) for
the year.
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FINDING

For 2010-11, the Department of Transport had the greatest variances (both
upwards and downwards) from budget in terms of dollar amounts.

Five departments had fewer than 25 per cent of their projects with expenditure within

10 per cent of budget. Of these, the Committee noted that the Department of Business and
Innovation and Department of Transport have the two highest averages for the expenditure
per project, at $23.1 million and $16.4 million, respectively. The Department of Premier and
Cabinet did not spend close to budget in any of its six projects.

The Department of Education and Early Childhood Development had the largest number of
projects under-spent and over-spent. However, as the average expenditure per project of the
Department’s projects was small in relation to other departments, the amounts under-spent
and over-spent were not the highest of the departments.

Figure 6.4 shows the proportion of projects for each department that were over-spent and
under-spent, and, for these projects, the average variation as a proportion of the original
budgeted expenditure.

Figure 6.4: Expenditure variance range, actual results compared to budget
estimates, 2010-11
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Figure 6.4 shows that the Department of Business and Innovation and the Department of
Primary Industries both over-spent heavily in projects where an over-expenditure was made,
both spending more than double the amounts budgeted for these projects.

Where under-expenditures were made, the Department of Planning and Community
Development’s projects had the largest proportionate under-spends, followed by the
Department of Justice.

FINDING

For projects in 2010-11 where expenditure varied significantly from
budget estimates, the Department of Business and Innovation showed the
largest upward variation (as a proportion of budget) and the Department
of Planning and Community Development showed the largest downward
variation.

Observations from 2009-10 and 2010-11

While the number of projects for 2010-11 was significantly less than 2009-10, the

Committee notes that the number of projects with variances for 2010-11, both in terms of
over-expenditure and under-expenditure was similar to 2009-10. The amount under-spent

by those projects with significant under-spends was nearly identical in dollar terms, but the
amount over-spent was higher than in 2009-10, both in dollar terms and as a proportion of the
total budgeted asset expenditure.

For both years, all departments apart from the Department of Human Services under-spent in
terms of dollars more than they over-spent, leaving the departments with unexpended asset
funds at the end of each year. Departments reported that these unexpended amounts were
carried over to subsequent years. For the budget papers, this will increase budget levels for
future years and leads to a trend of apparent underinvestment against budget.

FINDING

For both 2009-10 and 2010-11, expenditure was significantly less than the
budget, leading to carryovers for asset projects in subsequent years.

Some 38 projects were reported as having no asset expenditure during 2009-10. In 2010-11

26 projects were reported as having no expenditure for the year. Reasons from departments
for this are generally either that the project had been completed with funds remaining unspent,
or that, for reasons that were similar to under-expenditure reasons, the project had been on
hold during the year and would continue in future years.

While not always the worst overall performer, the Department of Business and Innovation
(formerly the Department of Industry, Innovation and Rural Development) performed poorly
in relation to other departments in both main metrics the Committee used for comparison:
the proportion of projects that had expenditure within 10 per cent of budget; and the size of
variance (especially over-spend) where there was a variance.

The Committee finds this of concern, as following the transfer of the relatively smaller
Technical and Further Education projects to the Department of Education and Early
Childhood Development during 2010-11, the average annual project expenditure for the
Department of Business and Innovation became the largest of all departments. The Committee
notes that Major Projects Victoria is part of the Department of Business and Innovation, and is
set up to provide expert project management services to other departments.
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FINDING

For projects where there was a variation between actual expenditure and
budget estimates, the Department of Business and Innovation (formerly
the Department of Innovation, Industry and Regional Development) had
the highest upward variations in percentage terms for both 2009-10 and
2010-11 compared to all other departments.

RECOMMENDATION 44:

The Department of Business and Innovation investigate ways of
decreasing variances between budget estimates of yearly expenditure
and actual asset expenditure in a year.

The most common causes of variation indicated by departments were either delays or
accelerations in the project’s physical works. Departments indicated that these were

expected to have no significant effect on the overall outcome or expenditure. For 2010-11 in
particular, weather-related reasons were cited as causes for delay. However, in many cases the
departments did not identify the root causes of the adjustments, and simply reported that there
had been an adjustment.

The Department of Business and Innovation had a large number of variations between
budget and actual asset expenditure. Re-phasing of projects was a recurring theme for the
Department, causing a number of carry-overs from one year to the next. The over-spent
project for 2009-10, the Princes Pier Restoration project, had a budget of zero, with the
Department stating that ‘Estimated expenditure was not identified’ >

The Department of Transport cites rescheduling of works in several projects, including broad
reasons for the rescheduling, such as extended planning or community consultation processes,
tendering delays and contractor behaviour. The Committee acknowledges the additional
discipline and reporting standard that the Department of Transport has imposed on itself with
the outcome indicator ‘Transport infrastructure projects delivered on time and budget’, on
which it reports each year in its annual report.*?

The Department of Transport has reported a number of projects where there has been an
over-expenditure in 2009-10 as a result of Commonwealth funds being passed to the State
earlier than proposed as part of an economic stimulus package.®® For these projects in
2010-11, the Commonwealth component of total expenditure is normally lower than budget
due to exhaustion of the component during 2009-10.

The Department of Health cited several instances of rescheduling of works, but in most cases
the Department did not give details, though it noted that the estimated date of completion of
works had not changed.

Nearly half of the amount under-expended for the Department of Health for 2010-11 was a
result of the procurement for the Victorian Comprehensive Cancer Centre being changed to a
public private partnership, removing the project from the Department’s finances.

361  Department of Business and Innovation, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part One, received 23 December 2011, p.14

362  Department of Transport, Annual Report 2010-11, p.135

363  Department of Transport, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 11 January 2012, pp.24-32
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6.3.3 Projects with revised completion dates

The Committee sought information from departments about projects that had significantly
revised completion dates (revisions of less than three months were not considered significant).
Overall, the Committee found that the average delays to projects in 2009-10 and 2010-11 was
11.6 months.

The Committee encountered some difficulty reconciling projects described in departmental
responses with projects described in budget papers. In several cases, departments aggregated
numbers of individual projects in a program into one response, such as ‘Replacement
Schools’. This prevents useful comparison of delays as a proportion of total projects assigned
to a department. The Committee recommends at the end of this chapter that all projects should
be reported individually in a spreadsheet, including updated completion dates.

In addition, four projects do not have a currently published expected date of completion:
e Broadmeadows Government Services Building - Construction;
e Central Activities Areas and Strategic Sites;
e Regional Arterial Roads and Bridge Links; and

e Regional Rail Link.

Table 6.5: Revised completion dates, departmental projects

Department Revised Brought Delayed Average
projects forward delay

(number) | (per cent) | (per cent) (months)

Business and Innovation 4 0.0 100.0 18.3
Education and Early Childhood Development 27 3.7 96.3 11.9
Human Services 5 0.0 100.0 8.3
Health 25 4.0 96.0 9.6
Justice 6 0.0 100.0 12.0
Transport 20 5.0 95.0 12.9
Premier and Cabinet 2 0.0 100.0 15.7
Primary Industries 2 0.0 100.0 30.0
Planning and Community Development 2 0.0 100.0 9.0
Sustainability and Environment 1 0.0 100.0 12.0
Treasury and Finance 1 0.0 100.0 8.0
Total 95 3.2 96.8 11.6
Note: Project numbers are as advised by departments and are in some cases not provided on the same

basis as budget papers (some projects disaggregated in the budget papers have been treated as one
and some projects listed under public non-financial corporations have been provided by departments).
Where machinery-of-government changes have occurred, projects are listed according to the
department that had responsibility for them at the end of 2010-11.

Source: Departmental responses to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One
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This Committee has, in an earlier report, recommended that the Government disclose
additional information about revised timeframes in the budget papers.*** This has been
supported by the Government.®

The Committee notes that, of the adjustments that have been made to expected project
completion dates, the majority have been delays, with only three departments having adjusted
any dates of completion earlier.

FINDING

Delays in asset projects in 2009-10 and 2010-11 far outweighed early
project completions.

The Department of Primary Industries had the longest average delay, though only two projects
were adjusted. This is primarily due to the delay of the Replacement of Fisheries Catch and
Effort Data and Information System project, which was a relatively small project with a TEI
of $2.7 million.

The Department of Business and Innovation had an average adjustment of over 18 months’
delay. This is made up of four projects, including the Melbourne Wholesale Markets
redevelopment project, which has an expected delay of 37 months. Further, the Committee
notes that the still-incomplete Princes Pier Restoration project has a reported revised
completion date of December 2010. The Committee expects that the delay for the this project
will therefore exceed the current reported figure.

The Department of Transport, which has the highest asset expenditure budget of all the
departments, has brought three projects forward: the South Morang rail extension; part of
the Geelong Ring Road; and the Anthony’s Cutting project, which is now complete. These
three projects have a combined TEI of $824.1 million. Balancing these are a number of large
projects, such as myki, which has a reported delay of 48 months and an undisclosed TEL.

The Department of Planning and Community Development has three projects which have
been adjusted in terms of completion date. The largest of these is the Rectangular Sports
Stadium, with a TEI of $211.5 million. This project is now complete, with a project delay
reported to the Committee of three months.

Reasons provided by departments for adjustments in project timing have been similar to those
seen for explanations in other revisions for projects, such as changes in TEI or expenditure.
Most common amongst these explanations are scope changes, weather problems, issues
raised during construction (such as asbestos or contamination), heritage issues, problems with
contractors and stakeholder negotiations.

For the nine projects that have been brought forward by departments, reasons are mainly
concerned with site conditions or with contracts being awarded early.

As noted earlier in this chapter, the Department of Transport’s outcome indicator
“Transport infrastructure projects delivered on time and budget’ improves the Department’s
accountability with respect to project timeliness. This indicator goes some way to reporting

364 Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Three, September 2011,
Recommendation 40, p.119

365  Victorian Government, Government Responses to the Recommendations of Public Accounts and Estimates
Committee’s 102" Report on the 2011-12 budget estimates — Part Three, tabled 14 March 2012, p.22
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actual project costs and timeliness on the completion of the project. The Department of
Business and Innovation has a similar performance measure for Major Projects Victoria

— ‘Delivery of nominated Major Projects Victoria projects complies with agreed plans’.
However, as discussed in Section 6.3.4 of this chapter, there are some issues with that
measure. Some departments also have measures for particular projects. Other than these, the
Committee is unaware of any systematic post-project disclosure of total time and expenditure
for asset investment projects.

As noted in Section 6.3.2, however, the Government has committed to increasing reporting
requirements in this area in the 2011-12 Model Report for departments’ annual reports.

The Committee considers that, for this to be comprehensive, it is particularly important for
completed projects to be reported on, as details of final completion dates and total expenditure
are not available otherwise.

FINDING

Data about final TEls and completion dates, compared to original TEls
and completion dates, are not generally made available at the completion
of projects. Although some information on the progress of asset projects
is reported in various documents, no systematic reporting is made of final
results.

RECOMMENDATION 45:

In updating the 2011-12 Model Report, the Department of Treasury
and Finance require departments to report on all completed asset
investment projects. This report should include:

(@) thetotal actual investment;

(b) the total estimated investment reported at the start of the
project;

(c) the final completion date;
(d) the completion date reported at the start of the project;
(e) adescription of issues that caused variances in the project; and

(f)  how the department intends to avoid such issues in future
similar projects.

6.3.4 Special projects
The Committee has identified three groups of asset projects for special attention:

e A set of projects experiencing cost pressures was identified in the Victorian
Economic and Financial Statement of April 2011. These infrastructure projects were
selected by the Government due to perceived significant cost pressures, and were to
be subject to ‘higher governance and management processes’.*%

366  Department of Treasury and Finance, Victorian Economic and Financial Statement, April 2011, p.5
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e A second set of infrastructure projects was identified in the 2011-12 budget papers
as having both high value and high risk.%” These projects are to be subject to more
rigorous processes of project development, business case development, project
implementation and reporting. In addition, the Treasurer is to sign off at key project
stages and the process will involve Gateway reviews by the Department of Treasury
and Finance.

e Athird set of projects consists of those managed with the assistance of Major
Projects Victoria. These projects are ones nominated under the Project Development
and Construction Management Act 1994, and the role of Major Projects Victoria is
to provide supporting project planning and management expertise to departments
responsible for the nominated projects.

Asset projects falling into any of these three groups are listed in Table 6.6 below. Projects may
belong to one or more groups.

The Committee assessed the performance for these projects in comparison to that of all asset
projects for each year. In both 2009-10 and 2010-11, where they occurred, under-spends (in
percentage terms) for each of these special groups were larger, and over-spends were smaller
than for the wider “all projects’ group. In terms of project delivery dates, both in absolute
terms and as a proportion of project length, delays were longer for the identified groups than
for asset projects as a whole.

The Committee also noted an issue of transparency with these projects. Specifically, important
information for a number of projects has not been released by the Government.

Three projects in Table 6.6 do not have published TEI figures. These are the Regional Rail
Link, myki and the Melbourne Wholesale Market redevelopment. The budget papers for
2010-11 included TEI figures for all these projects.*®® However, in April 2011, these were
identified as cost pressure projects in the Victorian Economic and Financial Statement,
indicating that additional expenditure would be required, but without adjusted TEIs being
published. No adjusted TEIs have been published subsequently.3%®

In its Report on the 2011-12 Budget Estimates — Part Three, the Committee noted the
undisclosed TEI figures for these projects, and recommended that:3™

The Department of Treasury and Finance disclose in the 2011-12 Budget
Update a complete analysis of any significant cost overruns in the State's
asset projects.

The Government supported the recommendation, noting that, while the information was not
published in the 2011-12 Budget Update:®

367  Budget Paper No.4, 2011-12 State Capital Program, May 2011, p.3
368  Budget Information Paper No.1, Public Sector Asset Investment Program, May 2010
369  Department of Treasury and Finance, Victorian Economic and Financial Statement, April 2011, p.6

370 Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Three, September 2011,
Recommendation 39, p.118

371  Victorian Government, Government responses to the Committee’s 102" Report on the 2011-12 Budget Estimates —
Part Three, tabled 14 March 2012, p.22
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This information will be incorporated into the 2012-13 budget papers. Where
possible, explanations for cost overruns will be provided unless commercial
negotiations may be adversely affected by the disclosure at that particular
point in time.

Table 6.6:  Special projects, 2009-10 and 2010-11

Project@®®© High Cost Major Latest TEI
value, Pressure Projects
high risk Victoria

($ million)
Australian Synchrotron X 36.7
Bendigo Hospital X 630.0
Box Hill Hospital redevelopment X 447.5
Docklands Studios Melbourne X 10.0
E-Gate X 2.0
HealthSMART X X 186.4
Kew Residential Services Redevelopment X 82.8
Melbourne Wholesale Markets redevelopment X X X nfp
myKi X X nfp
Olivia Newton-John Cancer and Wellbeing Centre X 72.0@
Parkville Gardens X 435
Princes Pier Restoration X 34.019
Regional Rail Link X X nfp
Southbank Cultural Precinct Redevelopment X 128.5
State Sports Facilities Project X X X 66.7
West Gate Bridge rehabilitation X X 347.09
Rectangular Sports Stadium — Construction (Olympic
Park) X 2115
Totals 8 7 10 2,298.6

Notes:

(@) Projects being procured through public private partnerships have been excluded.

(b) The LINK project has also been excluded, as the project been suspended pending a review, and,
‘the asset investment component of the project ceased in the 2007-09 financial year’ (Department
of Justice, response to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Further Clarification Points, received 7 March 2012, p.2.

(c) Other projects that had no budgeted expenditure in 2009-10 or 2010-11 have also been excluded.
(d) TEIis an amalgamation of separately listed projects.
Sources: Department of Treasury and Finance, Victorian Economic and Financial Statement, April 2011, p.6;
Budget Paper No.4, 2011-12 State Capital Program, May 2011, p.3; Major Projects Victoria, ‘Our
current projects’, <www.majorprojects.vic.gov.au/our-projects/our-current-projects>, accessed

19 January 2012; Departmental responses to Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part One

The Committee sought information from departments concerning the expenditure made in
2009-10 and 2010-11 for projects in these categories. Tables 6.7 and 6.8 show, for the groups
of projects where expenditure in the year significantly fell short of or exceeded budget levels,
the amount of over-spend or under-spend as a proportion of the total budget estimate. For
comparison, the data for all asset projects for the year is also included.
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Table 6.7: Budget and actual expenditure, special project groups, 2009-10
Group Projects Estimated Projects that fell Projects that significantly | Projects
expenditure | significantly short of exceeded budget within
(2009-10 budget expenditure expenditure +10per
budget cent of
papers) The The budget
amount of amount of
under-spend over-spend
as a as a
proportion of proportion of
total budget total budget
(number) ($ million) | (per cent) (per cent) | (per cent) (per cent) | (per cent)
All asset projects® 564 4,705.2 26.4 21.7 16.0 5.0 57.6
High value, high
risk projects 7 454.3 57.1 47.7 28.6 2.2 14.3
Cost pressure
projects 7 447.3 57.1 46.2 28.6 2.2 14.3
Major Projects
Victoria projects 5 193.0 100.0 76.6 0.0 0.0 0.0

Note: (a) Only includes projects assigned to departments in budget papers.
Source: Departmental responses to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One
Table 6.8: Budget and actual expenditure, special project groups, 2010-11
Group Projects Estimated Projects that fell Projects that significantly | Projects
expenditure | significantly short of exceeded budget within
(2010-11 budget expenditure expenditure +10per
budget cent of
papers) Deviation Deviation budget
from from
budget as a budget as a
proportion of proportion of
total budget total budget
(number) ($ million) | (per cent) (per cent) | (per cent) (per cent) | (per cent)
All asset projects® 465 4,690.6 31.8 21.8 20.6 7.3 47.5
High value, high
risk projects 7 810.4 85.7 55.6 0.0 0.0 14.3
Cost pressure
projects 7 778.5 71.4 55.8 14.3 11 14.3
Major Projects
Victoria projects 8 294.0 75.0 32.3 12.5 14 125
Note: (a) Only includes projects assigned to departments in budget papers,
Source: Departmental responses to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes

Questionnaire — Part One

For these groups, in both years, under-expenditure (for those projects where there was an
under-expenditure) was significantly larger in percentage terms than for asset projects as a
whole. However, the extent of over-expenditure (for those projects were expenditure exceeded
budget) was less than for asset projects as a whole.

Table 6.9 compares the number of projects with revised completion dates in these groups
to all projects for which variations in completion dates were provided by departments. The
table shows that, where delays occurred in these three groups, they were larger on average
compared to delays in asset projects as a whole.
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Table 6.9: Revised completion dates, special project groups, 2010-11

Group Significantly revised Average delay
completion dates®
(number) (months)
All variations reported by departments® 92 11.6
High value, high risk projects©® 4 32.30
Cost pressure projects©® 4 32.30
Major Projects Victoria projects 5 15.2

Notes:
(@) Variations of less than three months are not considered significant

(b) Project numbers are as advised by departments and are in some cases not provided on the same
basis as budget papers (some projects disaggregated in the budget papers have been treated as one
and some projects listed under public non-financial corporations have been provided by departments).
Where machinery-of-government changes have occurred, projects are listed according to the
department that had responsibility for them at the end of 2010-11.

(c) The four varied projects for the high value, high risk group and the cost pressure groups were the same
projects

(d)  Excludes Regional Rail Link, for which the project completion date has been delayed but no revised
completion date is available

Source: Departmental responses to Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One; Budget Information Paper No.1, 2009-10 Public Sector Asset Investment
Program, October 2009; Budget Information Paper No.1, 2010-11 Public Sector Asset Investment
Program, May 2010

Overall, when comparing the performance of the groups of special projects against all
projects, the Committee found that special projects had larger budget under-expenditures,
smaller budget over-expenditures and longer delays than the wider *“all projects’ group.

The Committee notes that, as discussed at the beginning of this section, all three groups
now have special management processes in place. The Committee intends to monitor the
performance of these projects in future years.

FINDING

Projects identified by the Government as ‘high value, high risk’, projects
identified as having cost pressures and projects assisted by Major
Projects Victoria had proportionately larger budget under-expenditures,
proportionately smaller budget over-expenditures and longer delays than
the wider ‘all projects’ group.

Major Projects Victoria

The main aim of Major Projects Victoria is to assist departments with the management of
significant asset investment projects. The rationale is that gathering project management
expertise into a single group will lead to higher performance for significant and high-profile
asset projects.

The Committee sought more information from the Department of Business and Innovation
about the added value derived from delivering projects through Major Projects Victoria. The
Department responded that:*"?

372 Department of Business and Innovation, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 23 December 2011, p.4
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In 2010 Major Projects Victoria engaged the University of Melbourne to
undertake a performance benchmark study that compared the contract
delivery performance of large scale capital projects undertaken by the
Victorian Government against similar projects undertaken by interstate
governments and the private sector.

The Department did not indicate whether or not the report has been completed. As far as the
Committee is aware, the study has not been made public.

FINDING

Major Projects Victoria has commissioned a study to compare the Victorian
Government’s contract delivery performance with large-scale capital
projects to projects undertaken by interstate governments and the private
sector.

RECOMMENDATION 46:

The benchmark study commissioned by Major Projects Victoria to
compare the contract delivery performance of large-scale capital
projects undertaken by the Victorian Government with similar projects
undertaken by interstate governments and the private sector be made
publicly available.

The Committee notes that the Department of Business and Innovation has the performance
measure ‘Delivery of nominated Major Projects Victoria projects complies with agreed plans’
set for it in the budget papers. This measure has been met with a result of 100 per cent each
year since 2009-10. This series of results suggests strongly that the performance of Major
Projects Victoria is consistently exceptional. The Committee considers that this conclusion is
not supported by the figures above, which indicate that:

e for none of the Major Projects Victoria projects assessed by the Committee was
expenditure within 10 per cent of the budget estimate in 2009-10 (see Table 6.7);

e only one of eight projects in 2010-11 had an expenditure within 10 per cent of the
budget estimate (see Table 6.8); and

e five out of the 10 projects assessed by the Committee had revised completion dates
during 2009-10 or 2010-11 (see Table 6.9).

The Committee sought further detail about the process by which the performance measure
is calculated, and what level of variation in a project is tolerated before the Department
considers that a project has not met this measure. The Department responded:*"

Variations are often made to project time, cost and scope. For a project to be
considered to have not met this performance measure, it would have to be of
a material nature.

Further, a project would only fail to meet this performance measure:3"

373 ibid., p.3

374 ibid.
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...where the project does not meet the deadline for practical completion, and
this failure cannot be accounted for by changes to the project scope at the
request of Government, or a reasonable delay claim (such as for unseasonable
weather) by the contractor.

In other words, any number of variations may be made during the lifetime of a project, and

it is against these varied targets that performance is measured rather than the initial targets.
This explains the difference between the Committee’s findings and the Department’s reported
performance. However, the Committee considers that the Department’s way of calculating this
measure is not transparently disclosed. The Committee also considers that it is poor practice
form the perspective of accountability, as it masks the variations identified by the Committee.

In the Committee’s Report on the 2010-11 Budget Estimates — Part Three, the Committee
recommended that: ‘Major Projects Victoria should develop suitable measures upon which
the progress of major projects can be measured. Performance measures should be reported
in future annual reports.”®”™ The Government supported the recommendation, but also
responded that ‘MPV only reports on those projects for which it receives direct funding’ 3"
Further, the Government responded that *DTF will examine, in consultation with MPV, the
appropriateness of any new measure for future reporting’ >’

The Committee considers that a key indicator of the performance of this important unit is
whether the projects it manages are delivered on time and on budget relative to the initial
estimates, and that performance relative to these targets should be reported publicly to enable
transparency and accountability.

The Committee notes that the Auditor-General has recently reported on the Melbourne
Wholesale Markets redevelopment project. Amongst other findings, the Auditor-General noted
shortcomings in Major Projects Victoria’s treatment of risk management and procurement
procedures, including probity issues and a lack of commitment to transparency.*’®

FINDING

Although Major Projects Victoria reported an actual result of 100 per cent
for its performance measure of projects complying with agreed plans,

the Committee’s data show that actual expenditure for most of Major
Projects Victoria’s asset investment projects in 2009-10 and 2010-11 varied
significantly from budget estimates and that half of the projects experienced
significant delays to their completion dates. With respect to expenditure and
timeliness, Major Projects Victoria’s projects performed more poorly than
the average project for Victoria.

375 Public Accounts and Estimates Committee, Report on the 2010-11 Budget Estimates — Part Three, September 2011,
Recommendation 2, p.57

376  Victorian Government, Government Responses to the Committee’s 96" Report on the 2010-11 Budget Estimates
— Part Three, tabled 16 March 2011, p.2

377  ibid.
378  Victorian Auditor-General’s Office, Melbourne Markets Redevelopment, March 2012, pp.ix, 31-44
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RECOMMENDATION 47:

The Department of Business and Innovation develop a set of
performance measures for Major Projects Victoria that measures the
performance of projects assisted by the unit compared to original
targets.

RECOMMENDATION 48:

The Victorian Auditor-General’s Office conduct a performance audit of
Major Projects Victoria to ensure that it:

(@) delivers value for money; and

(b) has appropriate mechanisms in place to demonstrate that it
delivers value for money.

The Committee also notes that not every project being assisted by Major Projects Victoria
counts towards this measure in any year, as ‘key milestones, completion dates and final

cost are ... used to measure compliance against this performance measure’*”® so only those
projects meeting these criteria in a year are counted. The Committee has identified three
projects: the E-Gate Redevelopment Planning project; the Australian Synchrotron project; and
the Docklands Studios project that all had expenditure in 2009-10 or 2010-11, but which the
Department indicated were not included in the performance measure for either year.’* Any
poor performance relating to these projects will not have been reflected in the performance
measure, lessening accountability. Again, this fact is not clearly indicated in the Department’s
reporting.

FINDING

The projects contributing to the ‘Delivery of nominated Major Projects
Victoria projects complies with agreed plans’ performance measure change
from year to year and do not include all active projects. However, the
Department of Business and Innovation does not usually disclose which
projects have been included for any year.

RECOMMENDATION 49:

The Department of Business and Innovation include in the
Department’s annual report a list of projects that contribute to the key
performance measure ‘Delivery of nominated Major Projects Victoria
projects complies with agreed plans’ in that year.

The Committee notes that the Auditor General is planning a performance audit into the
planning, delivery and benefits realisation of major asset investment for 2013-14.3%!

6.4 Existing reporting mechanisms

Currently, the Government has two different sources available for disclosures on asset
investment.

379  Department of Business and Innovation, response to the Committee’s 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 23 December 2011, p.3

380 ibid., pp.3-4
381 Victorian Auditor-General’s Office, Annual Plan 2010-11, May 2011, p.34
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Annual budget papers, which are published shortly before the start of each financial year,
contain estimates for upcoming financial years. For asset initiatives, data about new and

existing projects are published in Budget Paper No.4, State Capital Program (previously
Budget Information Paper No.1, Public Sector Asset Investment Program) and consist of:

e the TEI for the project;

o the total amount expected to have been expended on the project at the start of the
budget year;

e the amount expected to be spent on the project during the budget year; and
e any remaining expenditure expected after the budget year.

In addition, Budget Paper No0.3, Service Delivery sets out new initiatives released in that year,
including descriptions of projects, the funding for the project for each year of the forward
estimates period, the projects’ aims and what they are to deliver.

The annual Financial Report for the State of Victoria, produced after the financial year,
presents actual figures for asset investment aggregated by government purpose classification
(note 24) and aggregated for the general government sector and the ‘State of Victoria’ (that
is, the whole public sector). The amount of asset investment for each department compared
to budget estimates is available in the ‘budget portfolio outcomes’ statement in departmental
annual reports, although budget portfolio outcomes are not audited.

In addition, annual reports give departments the opportunity to report additional information
on asset projects. As noted in the Committee’s Review of 2009-10 and 2010-11 Annual
Reports, departments have taken this opportunity to a varying extent, with the Department of
Health*? and the Department Transport®** achieving this in different ways. As noted above,
reporting of actual results on an individual project basis does not generally occur.

There has been a continuing conversation between successive Committees and governments
concerning reporting of asset investment.

In the Report on the 2009-10 Budget Estimates — Part Two, the Committee recommended
that:3%

The Government ensure that public sector agencies keep Parliament and the
community informed of progress made on asset investment projects through
their annual reports in terms of:

(a) progress towards project completion; and

(b) outcomes delivered against departmental and government objectives.

382  Public Accounts and Estimates Committee, Review of the 2009-10 and 2010-11 Annual Reports, February 2012, p.64
383 ibid., p.77

384  Public Accounts and Estimates Committee, Report on the 2009-10 Budget Estimates — Part Two, October 2009,
Recommendation 6, p.69
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The Government response to the recommendation was:*

The annual Public Sector Asset Investment Program — Budget Information
Paper No. I (BIP 1) is compiled in association with the annual budget papers
to inform Parliament and the community about Victoria's asset investment
program.

To assist entities in making appropriate disclosures in their Annual Reports,
the Department of Treasury and Finance (DTF) has provided best practice
guidance though Financial Reporting Directions (FRDs) and the annual
Model Financial Report for Victorian Government Departments (available
from the DTF website: www.dtf-vic.gov.au). This material is revised regularly
to ensure that departments and entities continue to meet modern financial
reporting requirements.

In addressing perceived shortcomings in annual reporting requirements, the Committee has
recommended that:*%¢

For the information needs of Parliament and the community, departments
should provide in their annual reports, details of the progress made on asset
investment projects and the outcomes delivered against project objectives.

The Government response to the recommendation was:**’

The Government is committed to increasing transparency and oversight of the
delivery of major projects by all departments and agencies.

The Government will consider options to increase the disclosure requirements
for significant asset investment projects in the 2011-12 Model Financial
Report for government departments.

With respect to aggregated general government reporting on asset initiatives, the Committee
has recommended:**®

Any enhancements made to the presentation of budgeted asset information
should be matched by equivalent improvements to the presentation of actual
asset spending in the annual financial report.

The Government supported the recommendation, responding:**

385  Victorian Government, Government Responses to the Committee’s 88" Report on the 2009-10 Budget Estimates
— Part Two, tabled 14 April 2010, p.5

386 Public Accounts and Estimates Committee, Report on the 2010-11 Budget Estimates — Part Three, September 2010,
Recommendation 1, p.56

387  Victorian Government, Government responses to the Committee’s 96" Report on the 2010-11 Budget Estimates
— Part Three, tabled 16 March 2011,p.2

388 Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part One, June 2011,
Recommendation 7, p.27

389  Victorian Government, Government responses to the Committee’s 102" Report on the 2011-12 Budget Estimates
— Part One, tabled 24 November 2011, p.5
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The Government will also investigate improvements for the presentation of
asset spending in the annual financial report.

The Committee welcomes this response, and awaits the new Model Report and amended
Financial Reports for the State of Victoria.

6.4.1 Problems with the existing system of asset project reporting

The only systematic reporting of details of expenditure and timing of asset projects is
currently in the budget papers. As part of the process of reporting on asset programs, the
Committee identified a number of issues with the budget papers that prevent stakeholders
gaining a comprehensive and accurate understanding of asset investment.

Budget papers are forward-looking documents

Firstly, the Committee notes that budget papers are not primarily designed for reporting the
results of initiatives. They are instead details of initiatives the Government intends for future
years. The budget papers do provide figures for expenditure to 30 June for the year in which
they are provided. However, as they are published in May of that year, the figures for the
end of that financial year are by necessity estimates. There is a possibility that variations
will occur in the period between the compilation of the budget papers and end of the current
financial year, as discussed further below.

Expected expenditure for each year of the forward estimates for each asset initiative is
detailed in the Service Delivery budget paper in the year in which the project is released.
Over the life of a project, however, the expenditure scheduling or the scope of a project may
change. Such changes can alter expenditure in individual years, total expenditure over the
life of the project, expected completion dates, physical outputs delivered and so on. Notes
concerning changes in TEI are included in the State Capital Program budget paper, but do not
normally explicitly detail or explain changes in expenditure scheduling.

FINDING

Budget papers are forward-looking documents and do not provide details of
variances between budgeted and actual expenditure in previous years.

Problems with identifying sequential published figures

When considering information published for an asset initiative in comparison to information
from previous budget papers, a range of issues can prevent the right information from being
located.

Asset initiatives reported as multiple projects in one year’s budget papers can be amalgamated
into one in subsequent budget papers. Similarly, single projects in one year can be split into
several in later years. This leads to difficulty in defining which projects are to be compared
across time. For example, the project listed as ‘Outer Suburban Arterial Roads Program
(Metro Various)’ in the budget papers for 2010-11% has been detailed in the 2011-12 budget
papers as two separate projects: ‘Cooper Street Road Widening’ and ‘Palmers Road/Rail
Overpass’.**!

390  Budget Information Paper No.1, 2010-11 Public Sector Asset Investment Program, May 2010, p.73
391  Budget Paper No.4, 2011-12 State Capital Program, May 2011, p.46
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FINDING

There are instances where the identification of a project in the following
year’s budget papers is difficult due to amalgamation of projects or splitting
projects.

RECOMMENDATION 50:

Asset investment projects reported in the budget papers should be
uniquely identified to allow an unambiguous determination of the
project in successive years.

Inaccurate estimated expenditure to 30 June

The Committee found that even when projects can be identified in successive budget papers,
details of expenditure to 30 June are not always accurate. As mentioned above, the estimation
of the expenditure for the financial year in which the budget papers is released is made by
May of that year. This estimate may not be accurate if unexpected issues arise between May
and the end of the financial year.

The Committee notes 18 cases where the estimated expenditure to 30 June 2011 (as published
in the 2010-11 budget papers) was less than the estimated expenditure to 30 June 2010 (as
reported in the 2009-10 budget papers). For example, for the project ‘Avenel Primary School
- Secure the Future of Small Rural Schools - Replace relocatable buildings with permanent
facilities’ the total estimated expenditure to 30 June 2010 was $620,000.%°2 The following
year’s budget papers reported that the total estimated expenditure to 30 June 2011 was
$305,000.%% That is, the estimate for 30 June 2010 was more than $300,000 out.

The Committee approached the Department of Education and Early Childhood Development
in order to confirm these figures. The Department responded that ‘a misallocation of
expenditure on the project was identified in 2010-11 and an accounting adjustment was made
to correct this, resulting in a negative figure’ ** The Committee acknowledges that this is a
legitimate adjustment, although no disclosure is found in the Annual Report 2010-11.

For one of its projects where the estimated total expenditure to 30 June 2011 was less than
the estimated total expenditure to 30 June 2010, the Department of Health provided the
explanation that:3%

The negative figure reflects the fact that the decision to delay the project
occurred after the preparation of the 2010-11 Budget Papers — the actual
expenditure up to 30 June 2010 was less than expected and this flowed on to
a reduced expectation for 2010-11

392  Budget Information Paper No.1, 2010-11 Public Sector Asset Investment Program, May 2010, p.26
393  Budget Paper No.4, 2011-12 State Capital Program, May 2011, p.17

394  Department of Education and Early Childhood Development, response to the Committee’s 2009-10 and 2010-11
Financial and Performance Outcomes Questionnaire — Further Clarification Points, received 2 March 2012, p.3

395  Department of Health, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 6 January 2012, p.24
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The Committee has not systematically investigated the accuracy of the figures provided for
the estimated expenditure to 30 June. However, the 18 instances where the figure was revised
downwards in the 2011-12 budget papers indicate that there were at least 18 inaccurate
estimates in the 2010-11 budget papers. In addition, information provided by departments

to the Committee also indicated significant inaccuracies for several other projects (see

Table 6.10).

Table 6.10: Comparison of estimated expenditure to 30 June 2011 (as shown
in the budget papers) with actual expenditure

Project Estimated expenditure | Actual expenditure to
to 30 June 2011 30 June 2011
($ million) ($ million)
Bendigo Hospital stage 1 — enabling works 28.2 23.1
TAFE student management system 46.8 38.8
Western Port Secondary College — modernisation 1.1 2.7

Sources: Budget Paper No.4, 2011-12 State Capital Program, May 2011; Departmental responses to the
Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes Questionnaire — Part One
(based on actual expenditure for 2009-10 and 2010-11 for projects commencing in 2009-10)

FINDING

The Committee has identified a number of cases in which the estimated
expenditure to 30 June in the budget papers has been significantly

inaccurate.

Budget papers may contain out-of-date information

The Committee also identified some areas where the budget papers appear to include
out-of-date information. For two projects, the Department of Education and Early Childhood
Development advised the Committee that the budget papers were reporting TEIs that were no

longer accurate.

e The ‘New Gisborne Primary School — Modernisation’ project had a TEI figure of
$2.873 million in the budget papers for both 2008-09 and 2009-10.%° However,
the Department advised the Committee that this figure had been revised to

$2.447 million in October 2007.3%

e The ‘Craigieburn North P-12 — New School — Stage 1’ project had a TEI figure of
$7.850 million in the budget papers for 2009-10.°*® The Department indicated that

this figure had been changed to $7.036 million in April 2008.3%

396  Budget Information Paper No.1, Public Sector Asset Investment Program 2008-09, October 2008, p.30; Budget
Information Paper No.1, Public Sector Asset Investment Program 2009-10, October 2009, p.37

397  Department of Education and Early Childhood Development, response to the Committee’s 2009-10 and 2010-11
Financial and Performance Outcomes Questionnaire — Further Clarification Points, received 2 March 2012, p.2

398  Budget Information Paper No.1, Public Sector Asset Investment Program 2009-10, October 2009, p.33

399  Department of Education and Early Childhood Development, response to the Committee’s 2009-10 and 2010-11
Financial and Performance Outcomes Questionnaire — Further Clarification Points, received 2 March 2012, p.2
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FINDING

The Committee has identified two cases where the budget papers are
reporting out-of-date information about asset investment projects.

RECOMMENDATION 51:

The Department of Treasury and Finance review its system for
producing the budget papers to ensure that they contain the most
up-to-date information about asset investment projects.

HealthSMART

The Committee examined the reporting for the HealthSMART projects in greater detail, as
the Committee noted some unusual occurrences in reporting on this project. The Committee
notes that the Auditor-General inquired into the delivery of the project in April 2008, and the
Committee followed-up his report in 2010.

The ‘HealthSMART shared information and communication technology (ICT) Operations’
project was reported in the 2010-11 budget papers as having a TEI of $26.9 million.*® The
TEI increased to $186.4 million in the 2011-12 budget papers.*® The reasons given were
that two additional components had been added to the project, namely $21.0 million for
electronic prescribing in key Victorian hospitals (‘ePrescribing’), and $138.5 million, which
was the original budgeted amount for the first phase of the project (‘Health Information and
Communication Technology (ICT) Strategy’), allocated in the 2003-04 budget papers.

The Committee is confused by the addition of these two amounts, as it is the Committee’s
understanding that both of these components were completed:

e according to the 2008-09 budget papers, the $138.5 million component was expected
to have been expended by the end of 2008-09; and

e according to the Department of Health, ‘ePrescribing money formed part of the
overall HealthSMART Clinical budget and has been expended’ .**

The Committee notes that, with the re-introduction of these amounts to the TEI, the estimated
expenditure to date also increased by the same amount. This also suggests that these projects
have been completed. The Committee is therefore unclear as to why these apparently
completed projects have been added back into the budget papers with no additional funding.

Moreover, the Committee notes that the Economic and Financial Statement indicates that

up to an additional $80 million is required by the project,*® but it is not clear whether or not
these funds have been allocated, or through what projects they have been allocated. In fact,
the 2011-12 budget papers suggest that there will be no remaining expenditure after 2011-12.

400  Budget Information Paper No.1, 2010-11 Public Sector Asset Investment Program, May 2010, p.45
401  Budget Paper No.4, 2011-12 State Capital Program, May 2011, p.30
402  Budget Information Paper No.1, 2008-09 Public Sector Asset Investment Program, October 2008, p.41

403  Department of Health, response to the Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 6 January 2012, p.46

404  Department of Treasury and Finance, Victorian Economic and Financial Statement , April 2011, p.8
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Overall, the Committee has found that the reporting on this project in the budget papers does
not provide a clear picture of what is occurring.

FINDING

The reporting of the HealthSMART project in the budget papers contains
some unusual elements and does not clearly communicate what is
occurring with that project.

6.4.2 Reporting methods — improvements

As set out in Section 6.4.1, a number of issues make it impossible for stakeholders to monitor
projects over time using budget papers, or to receive comprehensive and reliable information
on all asset projects administered by departments. While some information on some projects
is available, the Committee considers that the system as it currently operates compromises the
accountability of departments.

The Committee considers that in order to achieve transparency in departmental activity and
accountability for budgets, a comprehensive and definitive source of post financial year actual
information is necessary, covering all asset projects, including those which were completed
during the reporting year. This source would complete the asset project budget cycle which
begins with the budget papers. Information could be provided in a spreadsheet detailing:

e the latest total estimated investment;
o the budgeted expenditure for the completed year;
e the actual expenditure for the completed year;

e a quantification of the variation between the actual expenditure and the original
budget for the completed year;

e current expected project completion dates; and

e detailed discussion of any variations or changes to the scope or scheduling of the
project, setting out root causes for variations/changes and their impacts.

FINDING

The current system of reporting asset projects does not provide
stakeholders with comprehensive and reliable information on the projects.

RECOMMENDATION 52:

To complement the State Capital Program budget paper, actual results
for all asset projects should be reported each year in a single source
at the end of the financial year. Consideration should be given to
including, as a minimum, the information suggested in Section 6.4.2
of this report.
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CHAPTER 7: OUTCOMES ACHIEVED IN 2009-10 AND
2010-11

7.1 Introduction

In addition to the “outputs’ of government entities, which are the products and services they
delivered, the Committee is also interested in the ‘outcomes’ achieved by entities, that is, the
impact of those outputs on the community.

This chapter examines the outcomes achieved in 2009-10 and 2010-11. In so doing, the
Committee notes the change of government in November 2010. Thus the Committee’s
examination of outcomes has been divided into two sections.

Section 7.2 looks at the previous government’s achievements (during the 56" Parliament)
compared to its desired outcomes as stated in its Growing Victoria Together vision. This
vision was established in 2001 with goals for Victoria up to ‘2010 and beyond’.

Section 7.3 examines the outcomes achieved in 2010-11 after the current government came
into office. The information in this section is based on responses by departments to the
Committee’s 2009-10 and 2010-11 Financial and Performance Outcomes Questionnaire.
As there was less than eight months between the current government’s election and the end
of 2010-11, the Committee notes that it was not possible to properly assess the impact of

a number of actions undertaken towards these outcomes in that time. The Committee also
notes that a number of the goals supplied by departments were, in fact, outputs rather than
outcomes. Nonetheless, the list of departmental achievements which is included in Section 7.3
provides an overview of the Government’s accomplishments during that period. Additional
information about what exactly was achieved, with supporting data, has been included in
Appendix 2.

7.2 Growing Victoria Together

Growing Victoria Together: A Vision for Victoria to 2010 and Beyond was a vision for Victoria
established by the previous government in 2001, with an update in 2005.4% It included issues
and priorities set ‘1o make Victoria a better place in which to live, work and raise a family.”*%
It consists of five high-level visions, each of which is supported by two goals. Associated with
each of those goals is a number of measures. A total of 36 measures were provided across the
ten goals.

Each year, the previous government reported on its results for various indicators related to
the Growing Victoria Together measures. These were published in Appendix B of Budget
Paper No.3. As Growing Victoria Together was not continued by the Government of the
57" Parliament, the last details of accomplishment of the goals and visions were published
in the 2010-11 budget papers (May 2010). As part of its 2009-10 and 2010-11 Financial
and Performance Outcomes Questionnaire, the Committee approached all departments
for information about additional accomplishments between that date and the change of
government in November 2010.

405  Budget Paper No.3, 2010-11 Statement of Finances, May 2010, p.363
406  ibid.
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The Committee particularly appreciates the significant amounts of additional data provided
by the Department of Primary Industries and the Department of Transport. Some of this
information has not been included in the tables below, as it accounted for only a small
contribution towards the overall measure, but can be seen in the departments’ full responses
on the Committee’s website (www.parliament.vic.gov.au/paec).

Based on this information, the Committee has undertaken an assessment of each of the
measures to identify whether or not the measure was achieved prior to the change of
government. For some measures, the Committee has also drawn on other data sources, as
appropriate.

In some cases, departments indicated that no additional data had been collected subsequent to
the 2010-11 Budget. In those cases, the results published in the 2010-11 budget papers have
been used.

For seven measures, however, it was not possible for the Committee to identify whether or not
the targets had been achieved. In one case, this was because the measure had a target date of
2020. In the other cases, it was because either no data were available for the measure, or no
recent data were available. One other measure has two targets, one of which is for 2030. In
this case, the Committee was only able to assess part of the measure.

For the outcomes for which data were available, however, the Committee has made an
assessment of each as to whether it was met, partially met or not met before the change of
government.

The results of the Committee’s assessment indicate that, of the 36 Growing Victoria Together
measures:

e 13 (36 per cent) were met;
e 7 (19 per cent) were partially met;
e 9 (25 per cent) were not met; and

e for 7 (19 per cent) measures, it was not possible to determine whether or not the
outcome had been met.

Table 7.1 breaks these numbers down according to the different visions.

Table 7.1: Committee assessment on achievement of Growing Victoria
Together Measures

Vision Met Partially met Not met Unable to
determine

Thriving economy

Quality health and education

Healthy environment

Caring Communities

AN [N D>

Vibrant democracy

N | ok, |~ |]ODN

1
3
1
3
1
9

N[O NN IN|P

Total 13

Source: assessment made by the Committee’s assessment, based on data provided by departments or in the
budget papers (see Tables 7.2-7.11 below)
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Sections 7.2.1-7.2.5 provide details of the achievements compared to the measures for each of
the goals.

FINDING

The previous government’s overall vision, Growing Victoria Together,
provided five visions, with ten goals and 36 measures associated with
them. By the change of government, 20 measures (56 per cent) had been
met or partially met, while nine measures (25 per cent) had not been met.
For seven measures (19 per cent) it was not possible to tell whether or not
the measures had been met, due to data not being available or the targets
being set for future years.

Of the nine measures that were not met, in two cases there were trends in the desired direction
over the period, but not quite as far as the target. In three other cases, the data indicated little
change (though the targets were for increases). In the remaining four cases, data indicated a
trend in the opposite direction to the one desired by the Government.

7.2.1 Thriving economy
The ‘thriving economy’ vision was supported by two goals:
e more quality jobs and thriving, innovative industries across Victoria; and

e growing and linking all of Victoria.

More quality jobs and thriving, innovative industries across Victoria

Three of the four measures under this goal have been met. One measure (a greater share of
national business investment will be in Victoria) was not met. Table 7.2 provides further
details.
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Table 7.2:  ‘More quality jobs and thriving, innovative industries across
Victoria’ achievements
Measure Department | Outcomes achieved to November 2010 Committee
comments
There will be Business Between 2001-02 and 2010-11, Victorian employment Based on these
more and better | and increased by 624,300 workers. The 2010-11 budget statistics, the
jobs across Innovation papers also indicate that, in the ten years to 2009, Committee
Victoria employment in regional Victoria had grown, that considers that,
average nominal and real weekly earnings had overall, this
increased and that managers and professionals measure has
were the occupations with the highest growth rates. been met.
However, the budget papers also indicate that
underemployment had increased by March 2010.
Victoria’s Primary The Department of Primary Industries delivered various | Based on the
productivity and Industries research, development and extension programs that indicators of
competitiveness have improved the productivity and competitiveness of | real GSP per
will increase Victoria’s agriculture and fisheries sectors. employed
T - person and per
Treasury Two of the indicators used by the Government for this hour worked
and Finance | measure in the budget papers were: the Committee
o real gross state product (GSP) per employed person | considers this
(which provides a measure of the value added by measure to have
each worker in the economy); and been met.
o real GSP per hour worked (which provides a
measure of the value added by each hour that
Victorians work).
Both measures decreased by 0.4 per cent between
2008-09 and 2009-10. However, both have increased
since the commencement of Growing Victoria Together.
A greater share Business Victoria’s share of national business investment was Outcome
of national and 26.8 per cent in 2000-01 compared to 20.9 per cent in not met, as
business Innovation 2010-11. Victoria’s
investment will proportion has
be in Victoria decreased from
2001-02 to
2010-11 instead
of increasing.
Victoria will Business Victorian exports were $31 billion in June 2010. Outcome met.
increase exports | and
to $30 billion by | Innovation

2010

Sources: departmental responses to the 2009-10 and 2010-11 Financial and Performance Questionnaire —
Part One and Further Clarification Points; Budget Paper No.3, 2010-11 Service Delivery, May 2010,
pp.363-438

Note:

Information in this table is a summary of responses received from the departments. The responses

often include additional data not repeated here. For the full responses, see the Committee’s website
(www.parliament.vic.gov.au/paec).

Growing and linking all of Victoria

One of the four measures for the ‘growing and linking all of Victoria” goal was met. One
measure was partly met because it included two targets, one of which was for 2030 and so
cannot be assessed yet. Another measure had a target for 2020 and therefore also cannot
be assessed. A fourth measure had been replaced by the Government and no data had been
published since 2007-08.

Table 7.3 provides further details.
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Table 7.

3:

‘Growing and linking all of Victoria’ achievements

Measure

Department

Outcomes achieved to November 2010

Committee comments

Victoria’s
populatio

reach seven million
people by 2030, and
regional population
growth will increase
to 1.25 per cent
annually by 2006

Business
and
Innovation

total
n will

Victoria’s total population was 5,545,932
as at 30 June 2010. Regional Victoria's
population grew by 1.4 per cent from 2009
to 2010, from 1,447,967 to 1,468,272. In
2006, the target was narrowly missed at
1.14 per cent, but has remained above
1.25 per cent since 2007.

Overall the measure
has been partially
met. The population
in 2030 cannot yet be
known. The regional
population growth rate
target was missed by
a small proportion in
2006 but has increased
by more than

1.25 per cent annually
from 2007.

Regional

available

services will be

Victorians

rail Transport

to more

As at 30 June 2010, there were 1,462
regional rail services per week, which is

the same number as for the last two years,
but an increase from 2000-01. The budget
papers indicate that the number of passenger
trips increased to 2008-09.

This measure has
been assessed as met.

The prop

by rail wil

freight transported
to and from ports

from 10 per cent to
30 per cent by 2010

ortion of Transport

| increase

The last report against this outcome was in
the 2009-10 budget papers, which indicated
that the proportion had been declining
since 2001-02, reaching 12.3 per cent in
2007-08. In the 2010-11 budget papers, the
Government indicated that it had replaced
this target with ‘more comprehensive freight
and port strategies’.

No data are available
after 2007-08 and, as
a result, the Committee
has assessed this
measure as unable

to determine. The
Committee does note
that the last reported
result was well below
the target.
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taken by
means w

by 2020

Public transport use
in Melbourne as a
proportion of trips

from 11 per cent in
2002 to 20 per cent

Transport

motorised
ill increase

In 2009-10, an estimated 12.4 per cent of

all personal motorised trips in metropolitan
Melbourne were taken on public transport.
The Department also noted that metropolitan
public transport patronage rose by

1.1 per cent to 9.56 million boardings per
week in 2009-10.

As the target date for
this measure is 2020,
the Committee is
unable to determine
whether or not it has
been met.

Sources: departmental responses to the 2009-10 and 2010-11 Financial and Performance Questionnaire —
Part One and Further Clarification Points; Budget Paper No.3, 2010-11 Service Delivery, May 2010,
pp.363-438; Budget Paper No.3, 2009-10 Service Delivery, May 2009, pp.385-6; Department of
Planning and Community Development, Victorian Population Bulletin 2011,

Note:

Information in this table is a summary of responses received from the departments. The responses
often include additional data not repeated here. For the full responses, see the Committee’s website
(www.parliament.vic.gov.au/paec).

FINDING

For the ‘thriving economy’ vision, four measures were met, one was
partially met, one was not met and the Committee was unable to fully
determine whether or not two measures were met.
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7.2.2 Quality health and education
Two goals supported the ‘quality health and education’ vision:
e high quality, accessible health and community services; and

e high quality education and training for lifelong learning.

High quality, accessible health and community services

Two of the four measures under the “high quality, accessible health and community services’
goal were not met whilst two measures had been partially met. With the two measures that
were not met, the targets were for an increase or improvement, whereas the actual results
showed little movement over the life of Growing Victoria Together. Table 7.4 provides a more
detailed analysis.
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Table 7.4:  ‘High gquality, accessible health and community services’
achievements

Measure Department | Outcomes achieved to November 2010 Committee comments

The health Health The Department indicated that no more recent Most of the indicators

of Victorians results are available than those published in the provided showed little

will improve 2010-11 budget papers. The budget papers used change from 2001
four indicators from the Victorian Population Health | to 2009. As a result,
Survey, all of which showed little change between the Committee has
2001 and 2009. The budget papers also looked assessed the measure
at average life expectancy at birth, which had as not met.
increased between 1999 and 2008.

The Education Three indicators were used to monitor this The data provided has

wellbeing and Early measure: shown little change

of young Childhood . . in the measurement

children will Development o the proportion o.f infants that were fully breastfed from 2001 to 2009

. at three months; -

improve for one indicator,

o the proportion of infants that were immunised;
and

o the proportion of 4 year-olds participating in
kindergarten.

There was little change from 2002 to 2009 for the
first measure. The kindergarten participation rate
had increased by a small amount to 95.1 per cent
in 2010. Childhood immunisation rates increased
for most age brackets.

slight improvement

in 2010 for one and
improvement in
another. As a result the
Committee considers
the measure to be
partially met.

Waiting times | Health Three indicators were used by the Government The indicators for
(emergency, to assess this measure in the budget papers, one emergency and elective
elective and for each of emergency, elective and dental waiting | surgery waiting times
dental) will times): showed little change
be reduced . . . or worsened, as did
o for emergency waiting times, triage category
. ) : ; the general dental
1 patients treated immediately remained -
. care treatment waiting
at 100 per cent throughout the period, the : .
) . - times. However, priority
proportion of category 2 patients treated within
. . . denture and general
10 minutes stayed relatively static and the Lo
. . ) denture waiting times
proportion of category 3 patients treated in 30 .
. ] have improved. Overall,
minutes fell; .
) ) this measure was
o for elective surgery, the time to treatment for partially met.
triage category 1 remained at 100 per cent
within 30 days throughout the period and triage
category 2 patients admitted within 90 days
worsened;
o the average waiting time for denture care
(including priority denture care) treatment
decreased from 1999-2000 to 2008-09 but the
average waiting time for general dental care
treatment increased.
Levels of Health The information provided in the budget papers As the data show little
confidence indicated little variation for people’s satisfaction change or decreases
in health and with public hospitals and decreases in people’s in satisfaction, the
community satisfaction with kindergarten/pre-school and Committee considers
services will maternal and child health centre services between | that this measure was
increase 2001 and 2009. not met.

Sources: departmental responses to the 2009-10 and 2010-11 Financial and Performance Questionnaire

— Part One and Further Clarification Points; Budget Paper No.3, 2010-11 Service Delivery, May 2010,

pp.363-438; Department of Health, Annual Report 2010-11, pp.186-7

Note:

Information in this table is a summary of responses received from the departments. The responses

often include additional data not repeated here. For the full responses, see the Committee’s website
(www.parliament.vic.gov.au/paec).
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High quality education and training for lifelong learning

Under the *high quality education and training for lifelong learning’ goal, two of the three
measures were met and one was not met. The Committee notes that the measure that was not

met was very close to the target. Details are set out in Table 7.5.

Table 7.5:  ‘High quality education and training for lifelong learning’
achievements
Measure Department | Outcomes achieved to November Committee
2010 comments
The proportion of Victorian Education For all year 3 and 5 literacy and This measure has
primary students achieving | and Early numeracy results as part of the National | been met.
national minimum Childhood Assessment Program—Literacy and

standards in literacy and
numeracy will be at or
above the national average

Development

Numeracy, the Victorian average in
2010 was above the national average.

By 2010, 90 per cent of
young people in Victoria
will successfully complete
year 12 or its educational
equivalent

Education
and Early
Childhood
Development

The year 12 or equivalent attainment
rate for 20-24 year olds increased
between 2001 and 2010, but was only
88.1 per cent in 2010.

This measure
was not met.

The Committee
does note that the
outcome achieved
was close to the
target

The level of participation in
vocational education and
training of adults aged 25
to 64 years will increase

Business and
Innovation

The data provided by the Department
show an increase in the number of
vocational education and training
students increasing from 1999 to
2010 (from approximately 270,000 to
309,544).

The increase in
student numbers
confirms this
measure was met.

Sources: departmental responses to the 2009-10 and 2010-11 Financial and Performance Questionnaire

— Part One and Further Clarification Points; Budget Paper No.3, 2010-11 Service Delivery, May 2010,

pp.363-438; Australian Curriculum, Assessment and Reporting Authority, NAPLAN Achievement in
Reading, Writing, Language Conventions and Numeracy: National Report for 2010, 2010

Note:

Information in this table is a summary of responses received from the departments. The responses

often include additional data not repeated here. For the full responses, see the Committee’s website
(www.parliament.vic.gov.au/paec).

FINDING

For the ‘quality health and education’ vision, two measures were met, two
measures were partially met and three measures were not met.

7.2.3

Healthy environment

Two goals supported the ‘healthy environment’ vision:

e protecting the environment for future generations; and

e efficient use of natural resources.

Protecting the environment for future generations

Of the four measures for the “protecting the environment for future generations’ goal, one
measure was partially met and the Committee was unable to determine if outcomes were
achieved for the remaining three measures. In all three of these cases, the Committee was
unable to determine whether or not the measures were met due to a lack of data or a lack
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of up-to-date data. For one measure, measurement did not even begin until 2010. Table 7.6
provides details for each measure.

Table 7.6:  ‘Protecting the environment for future generations’ achievements
Measure Department | Outcomes achieved to November 2010 Committee
comments
The health of Victoria’s | Primary A state-wide ‘Index of Stream Condition’ The Committee
rivers will improve Industries, assessment was conducted in 1999 is unable to

significantly by 2010.

In particular, the Snowy
River will be returned
to 21 per cent of its
original flow by 2011,
and 28 per cent over
time.

Sustainability
and
Environment

and 2004 and found that approximately

21 per cent of major rivers and tributaries in
good or excellent condition. An assessment
was undertaken during 2010 and results
were due to be released by January 2012
but have not been released to date.

The budget papers note that in 2009-10,
the Snowy River flow was below target due
to drought conditions. Departments did not
supply data to indicate how the end of the
drought has altered outcomes.

determine if this
measure was met,
as up-to-date data
are not available for
both aspects of this
measure.

The quality of air and
drinking water will
improve

Sustainability
and
Environment

Based on data presented in the 2010-11
budget papers, the percentage of days
with ‘good’ to ‘very good’ air quality had
decreased from 1999 to 2009 in Central

Melbourne, Geelong and the Latrobe Valley.

Data for drinking water showed significant
improvement since 2004-05, with the
proportion of drinking water free from E. coli
increasing from 95 per cent to 99 per cent
in 2008-09.

Based on the data
provided, this
measure has been
partially met, as
water quality has
increased though
air quality has
decreased.

The extent and quality
of native vegetation will
increase

Sustainability
and
Environment

The 2010-11 budget papers only provide
data indicating change between 2005-06
and 2008-09. On this basis, the Committee
does not consider that it can determine
whether or not the measure has been met.

Based on the data in
the budget papers,
the Committee
considers that it is
unable to determine
whether or not the
measure was met.

The condition of our
land will improve as
the impact of salinity
and soil degradation is
reduced

Sustainability
and
Environment

The budget papers indicate that this has
been ‘difficult to measure due to incomplete
information’ and do not supply data. A first
assessment of this measure was not due
until early 2010.

In the absence of
data, the Committee
is unable to
determine whether
or not this measure
was met.

Sources: departmental responses to the 2009-10 and 2010-11 Financial and Performance Questionnaire
— Part One and Further Clarification Points; Budget Paper No.3, 2010-11 Service Delivery, May 2010,

pp.363-438
Note:

Information in this table is a summary of responses received from the departments. The responses

often include additional data not repeated here. For the full responses, see the Committee’s website
(www.parliament.vic.gov.au/paec).

Efficient use of natural resources

One of the four measures for the ‘efficient use of natural resources’ goal was met, one was
partially met and one was not met, whilst the Committee was unable to determine one.

With the measure that could not be determined, the Department of Primary Industries had
undertaken a number of activities towards achievement of this measure. However, data are not
available to indicate whether or not the target was achieved. Table 7.7 provides details.




Report on the 2009-10 and 2010-11 Financial and Performance Outcomes

Table 7.7:  ‘Efficient use of natural resources’ achievements
Measure Department | Outcomes achieved to November 2010 Committee
comments
Greenhouse gas Primary The Department of Primary Industries indicated Although emissions
emissions from Industries that it ‘contributed to this area of work but does intensity may thave
the production not have any quantified performance measures.’ reduced, as the
and use of energy Data supplied in the budget papers show that total | measure is simply
will be reduced greenhouse gas emissions have increased from for emissions
1999 to 2008 and that emissions from stationary to be reduced,
energy generation also increased over that period. | the Committee
The Department of Climate Change and Energy considers that this
Efficiency has indicated that the total greenhouse measure was not
gas emissions further increased between 2008 met.
and 2009. The budget papers do note that
emissions intensity (that is, the total emissions per
unit of gross state product) decreased from 1999
to 2008.
More efficient Primary The Department of Primary Industries has Given the lack
use of water in Industries identified much work undertaken in this area. The of recent data,

agriculture Department’s quantified performance measure especially in the
against this measure was ‘Water Saving Plans context of changed
progressed in the Goulburn Murray Irrigation drought conditions,
District’, with a result of 480 in 2010-11, above the | the Committee
target of 300. is unable to
However, the 2010-11 budget papers indicate determme whether

L . - or not this measure

a decline in water delivery system efficiency was met
between 2006-07 and 2008-09, which was ’
attributed to the significant reduction in available
water. Data have not been provided for more
recent years which might factor in changed
conditions. The budget papers also indicate
that the efficiency of on-farm water use was not
measured until 2008-09.

Melbourne’s Sustainability | The 2010-11 budget papers indicate that in Based on data

water usage will
be reduced by
15 per centon a
per capita basis
from the 1990s’
average by 2010

and
Environment

2008-09, Melbourne’s water usage was 257
litres of water per person per day, which was

39 per cent less than the 1990s’ average. The
Department of Sustainability and Environment
indicated that no more recent data are available.

provided, this
measure has been
met.

The quantity

of solid waste
generated will be
reduced, and the
amount recovered
for reuse,
recycling and
energy generation
will increase

Sustainability
and
Environment

The 2010-11 budget papers indicate that the

total amount of waste generated increased from
1999-2000 to 2007-08. The amount of waste
generated per unit of gross state product varied
from year to year and was larger in 2007-08 than
it had been in 2000-01, but smaller than it had
been in 1999-2000. However, the amount of waste
recovered increased substantially from 43 per cent
in 1999-2000 to 61 per cent in 2007-08. The
Department of Sustainability and Environment
advised that there were not any more up-to-date
figures.

Based on data
provided, this
measure has been
partially met.

Sources: departmental responses to the 2009-10 and 2010-11 Financial and Performance Questionnaire

— Part One and Further Clarification Points; Budget Paper No.3, 2010-11 Service Delivery, May 2010,
pp.363-438; Department of Primary Industries, Annual Report 2010-11, p.116; Department of Climate
Change and Energy Efficiency, Australian National Greenhouse Accounts — National Inventory by
Economic Sector 2009, April 2011

Note:
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FINDING

For the ‘healthy environment’ vision, one measure was met, two partially
met, one not met and the Committee was unable to determine whether or
not four measures had been met, due to lack of data.

7.2.4 Caring communities
Two goals were associated with the ‘caring communities’ vision:
e building friendly, confident and safe communities; and

e afairer society that reduces disadvantage and respects diversity.

Building friendly, confident and safe communities

One of the four measures for the ‘building friendly, confident and safe communities’ goal
was met; one measure was partially met while two of the four measures were not met. See
Table 7.8 for more details.
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Table 7.8:  ‘Building friendly, confident and safe communities’ achievements
Measure Department | Outcomes achieved to November 2010 Committee comments
Crime will be Justice The budget papers indicate that the total Based on data provided,
reduced by reported rate of crime fell by 16.5 per cent the measure has been
5 per cent from between 2003 and 2008. More recent statistics partially met.

2003 to 2008, indicate that this trend has continued to
and Victorians 2010-11, although crime rates in certain
will feel safer categories (e.g. assault) have increased. The
budget papers also indicate that Victorians’
perceived level of safety has increased from
2003 to 2009, and the Department indicated
that this trend has also continued.
Annual deaths | Transport The budget papers indicate that the road toll Data provided indicate

and serious
injuries from
road crashes
will be reduced
by 20 per cent
over the period
2002 to 2007

in 2007 was 332, which was 19.4 per cent

less than the baseline average of 1999-2001,
indicating that the measure was almost, but
not quite met. The Department noted that the
road toll had subsequently continued to reduce,
being 288 in 2010.

The budget papers indicate that data tracking
serious injuries over the period 2002-2007 are
not available.

that the target for the
reduction of deaths

by 2007 was not met,
although the actual
results were very close
and the target has been
subsequently met. Data
for serious injuries over
the timeframe are not
available.

The extent
and diversity
of participation
in community,
cultural and
recreational
organisations
will increase

Planning and
Community
Development

The budget papers indicate that there was

a small increase in the proportion of people
attending local community events in the last
six months between 2001 and 2009, and

that the proportion of people helping out as
volunteers had almost no change over that
period. The Department indicated that no more
recent data were available.

Based on data provided,
the Committee
considers that this
measure has been met.

More Victorians
will be able to
get help from
friends, family
or neighbours
when they
need it

Planning and
Community
Development

The Victorian Population and Health Survey
included the question: ‘Can you get help from
family/friends/neighbours when you need it?’
The proportion of respondents answering ‘yes,
definitely’ or ‘sometimes’ decreased for both
urban and regional Victorians between 2001
and 2009.

Based on data provided,
the Committee has
assessed this measure
as not met.

Sources: departmental responses to the 2009-10 and 2010-11 Financial and Performance Questionnaire
— Part One and Further Clarification Points; Budget Paper No.3, 2010-11 Service Delivery, May 2010,
pp.363-438; Victoria Police, Annual Report 2010-11, pp.18-19

Note:

Information in this table is a summary of responses received from the departments. The responses

often include additional data not repeated here. For the full responses, see the Committee’s website
(www.parliament.vic.gov.au/paec).

A fairer society that reduces disadvantage and respects diversity
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Table 7.9: ‘A fairer society that reduces disadvantage and respects diversity’
achievements
Measure Department | Outcomes achieved to November 2010 Committee
comments
Disadvantage Human The budget papers provided eight different Although the
in health, Services indicators for this measure. Most of these were average wait time
education and either highly variable from one year to the next or increased, based
housing among showed little change over the period from 2001 to | on the increase
communities 2008 or 2009. Indicators with clear trends were: in social housing
will be reduced . . . and the number of
o the total social housing stock numbers; . .
o . . clients assisted, the
o the average wait time for public housing Committee considers
allocations to clients in greatest need; and that this measure has
e the numbers of clients assisted with been partially met,
homelessness support. though it notes that
- . these measures are
?II three_ ogthese |nd|(;:ators increased over the outputs rather than
ime period measured. outcomes.
The budget papers note that the completion
of year 12 or its equivalent is also a relevant
indicator. As discussed in Section 7.2.2 above, the
target for this indicator was not met.
The number Education The budget papers indicate that the proportion of Based on the
of early school and Early early school leavers looking for work decreased data available the
leavers who are | Childhood from 18.5 per cent in 2003 to 17.9 per cent in Committee is unable

neighbourhoods
and
communities
will increase

think multiculturalism makes life in their area
better. The data from that survey show a decline
from 2001 to 2009. The budget papers note that

a change in methodology makes the data prior

to 2005 not directly comparable, but the figures
indicate a decline in numbers from 79.9 per cent in
2005 to 75.2 per cent in 2009. The Department of
Planning and Community Development indicated
that there were no updated data available.

unemployed Development | 2009. However, the figures are highly variable to determine if the
after six months from year to year and the budget papers note that | measure has been
will decline the survey used to track this information needs met.
to be interpreted with care. The Committee does
not consider that the data are sufficiently robust to
assess whether or not the measure has been met.
The prison Justice The budget papers indicate that the imprisonment | The target for prison
population will rate has risen from 2000-01 to 2008-09 and that growth is unclear bur
not grow as the rate of prisoners returning to prison under the target has been
quickly and sentence within two years of release has declined | met for reoffending.
reoffending will over that period. Data supplied by the Department | Therefore, the
be reduced indicate that both of these trends continued in Committee considers
2009-10. It is unclear what growth rate for the this measure to have
prison population is the baseline against which been partially met.
performance is to be measured.
The Planning and | The 2010-11 budget papers note that the Based on data
appreciation Community Victorian Population and Health Survey collected provided, the
of diverse Development | information on the proportion of Victorians that statistics have

declined and thus
the Committee

has assessed this
measure as not met

Sources: departmental responses to the 2009-10 and 2010-11 Financial and Performance Questionnaire

— Part One and Further Clarification Points; Budget Paper No.3, 2010-11 Service Delivery, May 2010,

pp.363-438

Note:

Information in this table is a summary of responses received from the departments. The responses

often include additional data not repeated here. For the full responses, see the Committee’s website
(www.parliament.vic.gov.au/paec).
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7.2.5

FINDING

For the ‘caring communities’ vision, two measures were met, two measures
were partially met, three measures were not met, while with one measure
the Committee was unable to determine if the measure was fully achieved.

Vibrant democracy

The ‘vibrant democracy’ vision was supported by two goals:

greater public participation and more accountable government; and

sound financial management.

Greater public participation and more accountable government

Two measures were provided for the “greater public participation and more accountable
government’ goal. Both were met. Details can be seen in Table 7.10.

Table 7.10: ‘Greater public participation and more accountable government’

achievements

Measure

Department

Outcomes achieved to November 2010

Committee
comments

More Victorians from all | -
backgrounds will have
the opportunity to have

The 2010-11 budget papers indicate that there
were small increases between 2001 and 2009
in the proportions of Victorians who feel that

Based on data
provided, this
measure has been

life for all

reports on progress in
improving the quality of

their communities

Victorians and

of the progress towards Growing Victoria
Together goals to be the indicator for this
measure. This progress was reported each
year in the budget papers.

a say on issues that there are opportunities to have a real say on met
matter to them issues that are important to them and that feel

valued by society.
There will be regular - The budget papers considered the reporting Based on

the indicator
established by the
Government, this
measure was met

Sources: Budget Paper No.3, 2010-11 Service Delivery, May 2010, pp.363-438

Note:

Information in this table is a summary of responses received from the departments. The responses
often include additional data not repeated here. For the full responses, see the Committee’s website
(www.parliament.vic.gov.au/paec).

Sound financial management

For the ‘sound financial management’ goal, two of the three measures were met and one was

not. Tabl
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Table 7.11: ‘Sound financial management’ achievements

Measure Department | Outcomes achieved to November 2010 Committee
comments
An annual Treasury This was achieved each year, with a surplus (net result This measure
budget surplus | and Finance | from transactions) of $517.3 million in 2010-11. has been
of at least met.
$100 million
Victoria’'s AAA Treasury Victoria’'s AAA credit rating was maintained throughout the This measure
credit rating will | and Finance | life of Growing Victoria Together. has been
be maintained met.
Victoria’'s taxes | Treasury The Government identified two indicators of tax Based on the
will remain and Finance | competitiveness: Government's
competitive . indicators,
mp o state taxation as a share of gross state product; and .

with the ) ) this measure
Australian e taxation revenue per Caplta. was not met
average For both measures, Victoria's taxation rate was higher than

the Australian average. The Committee notes that earlier

budget papers indicated that the former measure had been

close to or below the Australian average in previous years.

Sources: departmental responses to the 2009-10 and 2010-11 Financial and Performance Questionnaire
— Part One and Further Clarification Points; Budget Paper No.3, 2010-11 Service Delivery, May 2010,
pp.363-438: Budget Paper No.3, 2005-06 Service Delivery, May 2005, p.363

Note: Information in this table is a summary of responses received from the departments. The responses
often include additional data not repeated here. For the full responses, see the Committee’s website
(www.parliament.vic.gov.au/paec).

FINDING

For the ‘vibrant democracy’ vision, four measures were met and one was
not met.

7.3 Outcomes achieved by the 57™" Parliament

The Committee asked all departments to detail the five most important outcomes that

they achieved between the election in November 2010 and the end of the financial year

on 30 June 2011. Table 7.12 below outlines the outcomes supplied by departments. The
Committee notes that in a number of cases the objectives provided by departments are what
the Committee would classify as ‘outputs’ rather than ‘outcomes’. That is, they describe

the goods and services produced rather than the impact of those goods and services on the
community. The Committee also notes that some of the outcomes identified had longer
time-frames than the period under review and therefore it is not yet possible to identify
whether or not the outcome was achieved.

The list, however, does provide an overview of the Government’s achievements in that part
0of 2010-11 for which it was in power. Details of what was actually achieved towards the
identified outcomes, with supporting data, have been included in Appendix 2. Table 7.12 also
includes the relationship between each identified outcome and major government strategies to
provide some context for these outcomes.

The Committee also asked departments to identify any planned outcomes that had not been
achieved during that period. Most departments indicated that there were none, with the
exception of the Department of Transport, which noted the variations from planned outcomes
that have been included by the Committee in Appendix 2.
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FINDING

Details supplied by departments indicate a wide variety of planned

outcomes that were achieved between the election and the end of 2010-11.
Only one department indicated any significant program outcomes that were
not achieved in that period.

Table 7.12:

Achieved outcomes between November 2010 and 30 June 2011

Department

Planned outcome

Relationship to major government strategy

Business and

Provided flood assistance to help

Not applicable

Innovation tourism and businesses
Trade mission to India led by the Hon. | The Victorian Liberal Nationals Coalition Plan for
Louise Asher Stronger Industry and More Jobs
Department of Business and The Victorian Liberal Nationals Coalition Plan for
Innovation restructure Stronger Industry and More Jobs
New industrial relations principles The Victorian Liberal Nationals Coalition Plan for
to apply to tenders for state-funded Stronger Industry and More Jobs
construction projects
Removed the ban on Easter Sunday The Victorian Liberal Nationals Coalition Plan for
trading Stronger Industry and More Jobs
Education Give children the best start in life and Victorian Government’s Election Policy Commitments
and Early provide access to affordable, quality 2010 — Children and Early Childhood Development
Childhood early childhood education in the years

Development

before schooling

Develop the basic skills for life
and learning so children make a
successful transition to school

Victorian Government’s Election Policy Commitments
2010 - Children and Early Childhood Development

Engage students in learning and
improve student achievement in
literacy and numeracy so Victorian
students excel by national and internal
standards

Victorian Government’s Election Policy Commitments
2010 — Children and Early Childhood Development

Assist young people to transition
from school to further education and/
or work that provides further training
opportunities

Victorian Government’s Election Policy Commitments
2010 — Children and Early Childhood Development

Supply the skills needed to improve
labour market outcomes and equip
Victorians of all ages with the skills
and capabilities to enable educational,
labour market and social participation

Victorian Government’s Election Policy Commitments
2010 — Skills (Establishment of a public register for
training providers informing student choice about
what and where to study; training fee concessions
for 15 to 25 year olds studying Diploma and above
qualifications at a TAFE; improving opportunities

for rural and regional Victorians to participate in
tertiary education through the $20 million Regional
Participation Facilitation Fund; improving pathways
between education providers and encouraging
innovative service models; increasing exemptions by
$10 million per annum to reduce barriers for ineligible
Victorians to engage with vocational education and
training)
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Department | Planned outcome Relationship to major government strategy
Health Respond to flood emergency Protecting the health of all Victorians
Release of the Victorian Health The government’s commitment to increasing
Services Performance website transparency and accountability in public reporting by
supplementing the reporting of output performance
through annual reports with the establishment of a
new Health Service Performance website
Develop Victorian Public Health and The Plan complements the Victorian Health Priorities
Wellbeing Plan as required by Section | Framework 2012-2022
49, Public Health and Wellbeing
Act 2008
Development of the Healthy Workers Implementation plans are consistent with the
and Healthy Children Implementation Victorian Health Priorities Framework 2012-2022 and
Plans as part of the National The Victorian Public Health and Wellbeing Plan
Partnership Agreement on Preventive
Health
Victorian Health Priorities Framework | The framework articulates the long-term planning
2012-2022 and development priorities for Victoria's health
services throughout the next decade. It is the basis
for three supporting plans:
e Metropolitan Health Plan
e Rural and Regional Health Plan
e Health Capital and Resources Plan
Human Deliver sustainable client-centred Helping families recover from floods and other
Services services natural disasters (2011 Victorian Families Statement)
Respond to the needs of individuals Achieve the goals of Nation Building and Jobs Plan
and communities at greater risk
Respond early to need Deliver better outcomes for vulnerable children and
young people
Provide opportunities for our clients to | Deliver better outcomes for people with a disability
participate in society and their families
Strive for our clients to exercise Younger people in residential aged care (Council of
greater choice Australian Government)
Justice A safer Victoria This project aligns with the government’s service

delivery priority to implement sentencing reform, and
election commitment to abolish home detention, and
with the commitment to recruit 1700 additional police
officers, and 940 Protective Services Officers (PSOs)

Emergency response and preparation

This item aligns with the government’s commitment
to implement all recommendations of the Bushfires
Royal Commission Report

Community corrections

This project aligns with the Government’s Community
Safety and Crime Prevention strategy

Alcohol and gambling regulation

This project aligns with the government’s
commitment to integrate Liquor and Gambling
Regulation and promote and support responsible
gambling

Developing the racing industry

The distribution of unclaimed dividends relates to the
government’s election commitment and support for
the growth and development of the racing industry

Protecting consumers

This project aligns with the government’s election
commitment to reinvigorate and promote consumer
protection and focus on small business as
consumers and provide education about rights and
the law
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Department

Planned outcome

Relationship to major government strategy

Planning and
Community
Development

Planning communities for growth and
change

e Government’s policy commitment to grow the
whole of Victoria

e Metropolitan Planning Strategy

e Growth Areas Precinct Structure Plans and
metropolitan area strategies

o Facilitate the transition of strategic and large-scale
urban renewal sites.

e Wind farms policy

Investing in community infrastructure
and heritage

e Government’s response to the 2009 bushfires
e Government'’s response to the 2010-11 floods

e The Victorian Liberal Nationals Coalition Plan for
Sport and Recreation

e Victoria’s 10-Year Tourism and Events Industry
Strategy

Strengthening communities and
promoting equity and diversity

e Victorian Indigenous Affairs Framework
e Strengthen the Government’s regional presence

Building organisational performance

Premier and Response to change of government Establishment of Executive Government
Cabinet
Developing the Government’s first The Statement is a key component of the
major policy statement — the Victorian | Government’s policy on issues that affect families
Families Statement
COAG commitment to establish a The work will assist in the delivery of the Victorian
National Disability Insurance Scheme | Government's commitment to implement an NDIS in
(NDIS) and the Victorian Government | Victoria
recognised as having played a key
and influential role in its design and
implementation
Provided the Premier with high-quality | Will assist in the delivery of the Government’s health
policy analysis and advice, enabling related commitments
the Government to shape a health
package that will deliver improved
health outcomes for Victorians
Delivering two pilot satellite offices Delivered on a Government commitment
in Ballarat and Bendigo to support
the Premier’'s commitment to bring
government closer to regional Victoria
Primary Commence implementation of the The Victorian Liberal Nationals Coalition Plan for
Industries Government's election commitments Agriculture

Assisting Victorian primary producers
recover from the devastating floods

Links to the ‘Assisting flood-affected families,
businesses and communities’ statement — page 6 of
2011-12 Budget Overview

Safe, substantial mitigation of the
impact of Australian locust plague on
the Victorian community

The Victorian Liberal Nationals Coalition Plan for
Agriculture

Provide a fair deal for Victorian
irrigators in the Murray Darling Basin
Plan (MDBP)

The Victorian Liberal Nationals Coalition Plan for
Water — Murray-Darling Basin Plan

Secure Victoria’s energy supply and
transition to a low carbon economy

The Victorian Liberal Nationals Coalition Plan for
Energy and Resources, in particular:

e cleaner coal; and
e renewable and low emission energy projects
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Environment

responding to flood events)

Department | Planned outcome Relationship to major government strategy
Sustainability | Delivering sustainable water This outcome relates to the Plan For Water
and management and supply (including

Reducing the threat of fire

Reducing the threat of fire is linked to the document
“Implementing the Government’s Response to

the 2009 Victorian Bushfires Royal Commission”
released in May 2011

Investment in natural resource
management

This outcome relates to the Plan For Planning

Adapting to the impacts of climate
change

This outcome is primarily linked to the Climate
Change Act 2010

Regional service delivery

This is a Department of Sustainability and
Environment initiative

Transport

Establish the Public Transport
Development Authority by 1 July 2011

Implementation of Government election commitment

Establish the Taxi Commission by
1 July 2011

Implementation of Government election commitment

Facilitate the deployment of Protective
Service Officers at railway stations

Implementation of Government election commitment

Plan and deliver rail network capital
improvements

Implementation of Government election commitment

Finalise planning for the
implementation of agreed
recommendations in DTF's myki
evaluation report by June 2011

Implementation of Government election commitment

Timely and appropriate response to
flood relief

Department of Transport Plan

Implementation of Government's
Hoon Initiatives

Department of Transport Plan

Completion of the Western Highway
Anthonys Cutting Realignment
including the Woolpack Road
extension in early 2012

Department of Transport Plan

Treasury and

The establishment of the Independent

Government election commitment

Finance Review of State Finances

Maintaining a $100 million budget Election commitment

surplus

Triple A credit rating Election commitment

Management and delivery of Government implementing commitment to strengthen
infrastructure projects the procurement and ongoing management of public

assets in Victoria
An inquiry into the state based reform | Election commitment
agenda
Source: Departmental responses to Financial and Performance Outcomes Questionnaire — Part One and

further clarification points
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CHAPTER 8: THE VICTORIAN AUDITOR-GENERAL'S
OFFICE IN 2010-11

8.1 Introduction

The Victorian Auditor-General’s Office (VAGO) strategic plan for 2010-11 to 2014-15 states
that the vision for the Office is:*"’

To be a catalyst for continuous improvement in the accountability and
performance of the public sector.

The Office’s purpose as outlined in the strategic plan is:**®

Providing assurance to Parliament.

The strategic plan also identifies the following five key result areas as assisting VAGO to fulfil
its purpose:

e reports and advice;

Parliament;

audit clients;

people; and

organisation.

The Committee’s analysis of the outcomes achieved in 2010-11 is structured primarily
according to the five key result areas.

In this inquiry, the Committee has restricted its review of VAGO to 2010-11, rather than
2009-10 and 2010-11. This has been done because an independent performance audit of
VAGO was conducted in 2010 which included VAGO’s 2009-10 performance.

8.2 Independent performance audit findings

The results of the independent performance audit were tabled in Parliament in

September 2010. Covering the period from 2007-08 to 2009-10, the independent performance
auditor concluded that in all material respects the Victorian Auditor-General was operating

in compliance with the Audit Act 1994 (as amended) and that the Victorian Auditor-General
and VAGO were operating effectively and efficiently to discharge their duties.*® The

report contained a large number of more detailed findings on its terms of reference and

20 recommendations for VAGO to consider.

407  Victorian Auditor-General’s Office, Strategic Plan, 2010-11 to 2014-15, p.2
408  ibid.
409  PKEF, Performance Audit of the Victorian Auditor-Generals Office, August 2010, p.17
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8.3 Reports and advice

8.3.1 Number of reports tabled compared to target and annual plan

Performance compared to target

According to the VAGO annual report, 39 reports were tabled in 2010-11 compared to the
target of 37. Table 8.1 provides a breakdown of this outcome according to product type.

Table 8.1: Reports tabled compared to output target, 2010-11

Product type Target Actual Variance
Performance audit reports 28 30 2
Reports on financial audit results 6 6

Report on the examination of the State’s finances 1 1

Operational audits 35 37 2
Annual plan 1 1

Annual report 1 1

Total 37 39 2

Source:  Victorian Auditor-General’s Office, Annual Report 2010-11, p.14

The Committee notes that the VAGO annual report for 2010-11 includes a list of the reports to
Parliament (Appendix 2) in chronological order according to date tabled. This list specifies the
number of pages for each report. The Committee believes that it would be useful to add the
cost of producing each report compared to the original budget to this information. Currently,
costs are only provided in aggregate.

This additional information would enhance VAGQ'’s accountability for achieving its vision
and conducting audits in a cost-effective manner.

The Committee also maintains that, in terms of promoting the concept of ex-ante reporting,
the annual report for VAGO should also provide a list and timing of the performance reports
planned to be tabled in the forthcoming year. This would strengthen accountability and
provide a link with the annual plan. The Committee notes that VAGO already supplies this
information for financial audits.*'°

FINDING

During 2010-11, the Victorian Auditor-General’s Office (VAGO) tabled

39 reports in Parliament, compared to a target of 37. VAGQO'’s annual report
currently provides information in terms of quality, cost and timeliness. It also
reports in aggregate on the size of each report.

410  Victorian Auditor-General’s Office, Annual Report 2010-11, August 2011, p.34
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RECOMMENDATION 53:

The Victorian Auditor-General’s Office add to the information currently
provided in its annual report:

(a) the audit cost compared to the original budget for each audit;
and

(b) the anticipated tabling date for each performance audit report
planned to be completed in the following year.

Performance compared to target

The Committee notes that, while VAGO set a target to have 28 performance audit reports
tabled in 2010-11, 30 performance audit reports were tabled during the year. A reconciliation
of the performance audits tabled with the target is set out in Table 8.2.

Table 8.2: Reconciliation of performance audits tabled with target, 2010-11

2010-11 target for Number of Explanation
performance audit performance
reports audits tabled

Performance audits specified in the 2010-11 Annual Plan that were
28 24 | tabled in 2010-11

2 | Performance audits carried forward from the 2009-10 Annual Plan

3 | Newly commissioned performance audits

1 | One performance audit tabled early from the 2011-12 Annual Plan

30 | Total number of performance audit reports tabled in 2010-11

Source:  Victorian Auditor-General’s Office, Annual Report 2010-11, p.14

In relation to the four reports targeted for 2010-11 that were not tabled in 2010-11 (see
Table 8.2), the Committee notes that one report was tabled earlier than planned in June 2010
and another was removed because the Commonwealth Government had commenced a
review in that area. A third report (State Trustees Ltd: Represented Persons) was tabled in
February 2012,* while one titled Biotechnology and the Victorian Public Sector was carried
forward from 2009-10 and tabled in the first quarter of 2011-12. The factors that contributed
to these last two performance audits not being tabled in 2010-11 are set out in Table 8.3.

The Committee appreciates that the two performance audits in Table 8.3 dealt with complex
matters. In relation to the performance audit titled Biotechnology and the Victorian Public
Sector, the total cost of this audit of $1,025,000%2 exceeded the approved budget of $600,000
by $425,000 or 71 per cent. A 14 month delay was also experienced in the completion of
this audit. In both audits, staffing issues (departures and leave) were cited as contributing
factors to the delays. This underscores the importance for VAGO, as for all organisations, of
developing appropriate contingency plans to respond to such events.

411  Victorian Auditor-General’s Office, ‘Audits in progress’, <www.audit.vic.gov.au/audit_program.aspx>, accessed
3 January 2012

412 Victorian Auditor-General, Biotechnology and the Victorian Public Sector, August 2011, p.7
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Table 8.3: Explanation for significant delays in the tabling of performance
audit reports

Performance | Explanation provided by VAGO
audit report

State Initial findings indicated that further consideration was required to assess the adequacy of
Trustees Ltd: | the application of a range of governance frameworks and policies. This required the analysis
Represented | of additional evidence before findings and conclusions about these matters could be formed.
Persons These were contested which created further delays in the drafting and clearance of the report.

In addition, unforeseen changes to audit teams as a result of staff departures impacted on
audit timelines.

Biotechnology | Three factors contributed significantly to the delays on this audit, namely:
and the
Victorian
Public Sector

¢ Significant re-work and revision of report was required because new information was
provided late in the audit process, after preliminary findings had been developed
and communicated to agencies. The additional evidence was considered and where
appropriate used in the audit. However, the agency continued to contest findings which led
to delays.

e An extensive natural justice consultation was undertaken late in the audit for parties that
were named but not audited.

o Key staff members had taken extended leave and additional resources could not be
secured for that period.

Source: Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part Two, received 13 December 2011, p.4

The Committee also notes that the outcomes achieved by VAGO in 2010-11 in terms of
tabling reports included two performance audits carried forward from 2009-10 (Sustainable
Management of Victoria’s Groundwater Resources and Construction of Police Stations and
Courthouses).**3

An additional financial audit report (Acquittal Report: Results of the 2009-10 Audits) was
issued after Parliament opened in 2011 (2010 results were reported as “interim’ in July 2010
due to the expiry of Parliament leading up to the 2010 election).***

In addition to the current practice of disclosing on its website when each report is expected

to be tabled, the Committee believes that VAGO should also report on its website when each
performance audit was initially planned to be completed. This will provide a link between the
annual plan and the performance audits in progress, so that progress against planned activity
can be appropriately measured. Such a process would enhance accountability for those areas
earmarked for performance audit focus in a given year.

FINDING

Thirty perfomance audit reports were tabled in 2010-11 compared to a
target of 28. Four reports planned for 2010-11 were not tabled in that year
and three planned for other years were tabled in 2010-11.

413 Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, 5 December 2011, p.3

414  ibid.
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FINDING

When providing an update on its website of the performance audits in
progress, which includes the month when each report is currently expected
to be tabled, VAGO does not indicate in which financial year each report
was initially planned to be completed.

RECOMMENDATION 54:

When publishing material on its website in relation to performance
audits in progress, which includes information about when each
report is expected to be tabled, the Victorian Auditor-General’s Office
also include particulars of the year in which each audit was initially
earmarked for completion.

Number of reports completed on time

The Committee notes that in 2010-11, VAGO continued processes previously established to
improve the proportion of reports completed on time. In comparison to the aim of having

90 per cent of reports tabled within one month of the planned tabling dates, 81 per cent of
reports met this target (26 out of 32) during 2009-10. This showed strong improvement

from the prior year. The outcome for 2010-11 again saw a significant improvement whereby
90 per cent (35 out of 39 reports) met this target. VAGO advised the Committee that internal
improvement initiatives, including a concerted effort to decrease delays in accessing evidence,
contributed to this achievement.*

According to the VAGO annual report, the four performance audit reports that did not

meet their timelines failed to do so largely as a result of unexpected staff departures.*® As
noted above, it is important to have contingency plans to deal with staff departures. This is
especially the case where audit topics involve risks to the community and delays in audit
reports may lead to delays in corrective action. The Committee notes that one delayed audit in
2010-11 concerned ‘managing student safety’.

FINDING

During 2010-11, VAGO achieved its target of having 90 per cent of reports
tabled within one month of the planned tabling dates (35 out of 39 reports),
compared to 81 per cent (26 out of 32) for the previous year.

8.3.2 Being authoritative and relevant

VAGO’s strategic plan for 2010-11 to 2014-15 requires reports and advice provided by
VAGO, a key result area, to be authoritative and relevant.*t” Outcomes achieved in relation
this objective and related strategies are described in Table 8.4.

415 ibid.
416  Victorian Auditor-General’s Office, Annual Report 2010-11, August 2011, p.20
417 Victorian Auditor-General’s Office, Strategic Plan 2010-11 to 2014-15, p.3
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Table 8.4: Reports and advice — outcomes achieved in 2010-11 in terms of
being authoritative and relevant
Objective/ Description Data provided by VAGO to demonstrate outcome
strategies of actual
— planned outcome
outcome to achieved
be achieved
Being Authoritative Peer reviews, which were conducted in line with professional standards and
authoritative | audits met the national quality framework, found that all sampled audits were conducted

and relevant

or exceeded
professional

in accordance with audit policies, Australian Auditing and Assurance
Standards and legislation.

Ztna;dﬁgﬁ VAGO achieved an average score of 80 per cent from the independent
framgworlz/s assessment of a selection of ten performance audit reports that were
assessed against criteria agreed by the Australian audit offices that
participated [81 per cent for five 2009-10 reports].
Better Audit topics Annual planning consultations were expanded to include stakeholder
targeting were better summits. These summits included regulators, practitioners, community
topics targeted to organisations, people involved in direct service delivery and recipients of
areas of public | government programs and initiatives.
interest . . . .
An increased level of engagement with secretaries, senior management of
departments and departmental audit committees involved discussions about
the proposed multi-year program.
Direct audit Value of audits | With 98 per cent of Parliamentarians surveyed being satisfied with VAGO
effort to recognised by | reports and services, this result exceeded the prior year outcome of
areas of Parliamentary, | 92 per cent in 2009-10 and the target of 85 per cent.
public value g?]?rgﬁl;r::y There was a significant increase in inquiries from the public during 2010-11.
stakeholders The majority of audit clients rated the value of audit reports positively
(73 per cent for financial audit and 65 per cent for performance audit).
87 per cent of audit recommendations made in the prior year were fully
accepted by government agencies.
Promoting Greater The increasing trend in the number of unique visitors to the VAGO website
broader access and has continued with a 14 per cent increase in unigue visits in 2010 compared
access to use of audit to 2009 (calendar year data).
reports reports There was a 54 per cent increase in the total number of audit-related
references in Parliament from 112 in 2009-10 to 172 in 2010-11.
Audit reports were promoted through 19 high level conferences and public
addresses and three national parliamentary inquiries.
Source: Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance

Outcomes Questionnaire — Part One, received 5 December 2011, pp.36-7; and Victorian
Auditor-General’s Office, Annual Report, 2009-10, p.22

The Committee notes that the reporting by VAGO of 98 per cent of Parliamentarians being
satisfied or very satisfied with VAGO’s reports and services in 2010-11 does not represent
98 per cent of Parliamentarians surveyed, but rather 98 per cent of the 40 members who
responded to the survey (out of 128 members who make up the Parliament, VAGO achieved
a 31 per cent response rate to the survey).*'® To ensure that misleading information is not

418  Victorian Auditor-General’s Office, Annual Report 2010-11, August 2011, p.23
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inadvertently contained in VAGO’s annual report, this matter should be clarified in future
annual reports of VAGO.

FINDING

Where VAGO reported that 98 per cent of Parliamentarians were satisfied
or very satisfied with VAGO'’s reports and services in 2010-11, this result
was based on the responses of 40 out of the 128 members of Parliament.

Criteria used in the peer review of performance audit reports

As reported by VAGO, the Australasian Council of Auditors-General selects independent
assessors each year to review a selection of performance audit reports. The reports submitted
for assessment are assessed against criteria agreed by the Australian audit offices that
participate in the peer review process. Australasian Council of Auditors-General criteria
applied in this process are set out below:*°

e scope and potential for significant impact;
e focus on effectiveness and economy;

e persuasiveness of conclusions;

e communication (online report);

e communication (printed report); and

e usefulness to the customer.

In relation to the assessment result against the criterion ‘Focus on effectiveness and
economy’, VAGO achieved an average score of 3.7 out of a possible score of 5 for the
2010-11 reports (compared to an average score of 3.6 for the 2009-10 reports) which was the
equal lowest rating among the six criteria used in the assessment process.*?® While marginally
improving on the result for the prior year, the Committee believes that a focus of performance
audits on effectiveness should be paramount and, as such, efforts should be made to work

on areas where there is scope to achieve a higher rating in future. For example, VAGO could
examine whether there is scope for ensuring that in the vast majority of performance audits
performed by the office, the audit involves determining whether objectives have been met.

RECOMMENDATION 55:

The Victorian Auditor-General’s Office explore avenues for having a
greater focus on the statutory requirements in section 3A(1)(b) of the
Audit Act 1994 in relation to examining effectiveness and economy in
the conduct of performance audits in future.

The Committee is of the view that it is important for governments to provide public

services efficiently, especially during a climate where it is imperative for budget surpluses

to be generated. The Committee therefore considers that there is a strong argument for the
performance audit reports of the Auditor-General to examine and provide assurances on
whether services funded by the public purse are provided efficiently. In the past, performance

419  ibid, p.18
420  ibid.
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audits have not had a large focus on examining whether entities have achieved their objectives
in an efficient manner. The Committee acknowledges the view expressed by VAGO that
financial audits can also contribute to this goal through identifying instances where processes

can be improved, increasing the efficiency of entities’ operations and eliminating wasted
effort.**

As VAGO has a legislative mandate to reach conclusions on efficiency as part of undertaking
a performance audit,*?? the Committee considers that the Victorian Auditor-General should
consider discussing with the other members of the Australasian Council of Auditors-General,
the possibility of expanding the criteria for assessing performance audit reports to include an
assessment of whether they address the concept of ‘efficiency’. The Committee notes with
interest the following finding from the performance auditor of VAGO: %2

The United Kingdom National Audit Office (“UKNAQO”) measures the extent
of how their work leads to savings and other efficiency gains. In 2009 the
UKNAO secured £768 million of financial impact, more than £10 for every
£1 spent running UKNAO. The financial impact comprises detailed estimates

of the net financial benefit of changes to government practice that arise from
UKNAO's audit findings....

In also drawing on practices employed by the US Government Accountability Office to
measure financial net benefits arising from the implementation of recommendations made
by that office, the performance auditor of VAGO found that that there was no quantifiable
measure being used by VAGO to gauge the adequacy and effectiveness of audits in terms of
promoting improved performance and accountability as well as efficiency in the Victorian
public sector. The performance auditor recommended that VAGO consider adopting a
quantifiable measure, based on the practices applied by the United Kingdom National Audit
Office and the US Government Accountability Office.*** The Committee notes that in not
accepting this recommendation, the Auditor-General provided the following comments:*?®
Priority is accorded to the statutory mandate and a comprehensive suite

of performance indicators, including a core developed in conjunction with
ACAG [Australasian Council of Auditors-General], already exists.

The Committee observed that VAGO’s annual report for 2010-11 discloses VAGO’s impact on
public sector performance and accountability in a number of ways. The Committee inquired
about whether any strategies were in place to actually measure the value added from the
implementation of audit recommendations in future. The Committee maintains that measuring
efficiency gains should be a part of this process.

In response, VAGO drew to the Committee’s attention the response provided by VAGO
in August 2009 to a previous Committee’s recommendation that the Auditor-General
develop quantifiable measures of the impact of reports and recommendations on

421  Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part Two, 13 December 2011, p.6

422 Audit Act 1994, section 15 (1)

423 PKEF, Performance Audit of the Victorian Auditor-Generals Office, August 2010, p.43
424 ibid, p.44

425  ibid.
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audited departments and agencies. In that response (where VAGO did not support the
Committee’s recommendation), VAGO informed the Committee, in part, that:*?

‘The role of the Auditor-General is to provide assurance to Parliament on
the performance and accountability of the public sector’ and that whilst our
Strategic Plan does seek to be a catalyst for improvement in the public sector,
‘it remains the primary accountability of public sector agencies to implement
and report on change and improvements arising from audit reports — this
cannot be enforced by VAGO'... As such, measuring the impact of audit
recommendations on agency behaviour is not an appropriate performance
measure for the Office, and may encourage agencies to rely overly on external
audit activities and reports to acquit their performance responsibilities.

The Committee believes that there is scope for performance audits to have a greater focus
on efficiency, and in so doing, impacts should be quantified through the development of an
appropriate performance measure.

FINDING

There is potential for expanding the criteria for assessing performance audit
reports to include an assessment of whether they address the concept of
‘efficiency’.

RECOMMENDATION 56:

In relation to the annual peer review of performance audit reports, the
Victorian Auditor-General consider discussing with the Australasian
Council of Auditors-General the possibility of expanding the criteria to
include a focus on efficiency.

RECOMMENDATION 57:

The Victorian Auditor-General’s Office reconsider establishing a
performance measure that quantifies the impact that performance
audits have had in terms of public sector entities generating efficiency
gains from their operations.

8.4 Parliament

The VAGO strategic plan for 2010-11 to 2014-15 identifies Parliament as a key result area.
With an objective of being highly regarded by Parliament, strategies outlined in the plan
involve smoothing the flow of reports and improving the engagement of Parliamentary
committees and individual Parliamentarians.**” Outcomes achieved in relation to this objective
and related strategies are described in Table 8.5.

426  Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part Two, 13 December 2011, p.5

427  Victorian Auditor-General’s Office, Strategic Plan 2010-11 to 2014-15, p.3
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Table 8.5: Parliament — outcomes achieved in 2010-11 in terms of being highly
regarded by Parliament
Objective/ Description of Data provided by VAGO to demonstrate outcome
strategies actual outcome
—planned achieved
outcome to be
achieved
Being highly Tabling of In 2010-11, half the program was tabled in the first half of the year and

regarded by
Parliament by:

Smoothing the
flow of reports

audits has been
smoothed across
the tabling dates

half in the second. This pattern was an improvement from 2009-10
when no reports were tabled between July and October 2009.

As indicated in the VAGO annual report ‘In 2011 we are generally
tabling no more than two reports at a time — a big change from last
year, where we tabled 18 reports in four months and, on one occasion,
six reports were tabled’.

Improved smoothing may have made reports more accessible to
members of Parliament.

As stated in the VAGO annual report ‘In the past year Parliament put
our audit reports to good use with more than 172 references to our
audits in Parliamentary debates, up from 112 in 2009-10'.

Being highly
regarded by
Parliament by:

Better engaging
Parliamentary
committees

and individual
Parliamentarians

Stronger
relationships with
Committee staff
informed our
audit program
and encouraged
transfer of good
practice through
secondments

Two Committee staff were seconded to VAGO.

Regular information sessions for senior staff of the joint investigatory
committees of Parliament were commenced to highlight audits in their
areas of interest. These sessions were well attended and received
positive feedback.

As outlined in the 2010-11 Annual Report, in 2010-11 we conducted

15 briefing sessions in Parliament House, detailing the key findings

of VAGO reports tabled earlier that day. These sessions were open to
any Member of Parliament to attend. Thirty members came to one or
more sessions, with an average attendance of seven at each session.
This is an increase on 2009-10, and indicates that members are finding
these sessions increasingly valuable...Across the year, 31 Ministers
accepted briefings on individual reports of interest to them, usually
meeting with VAGO senior staff on the eve of the tabling day.

Parliamentarians
rated the
responsiveness of
the Office highly

100 per cent of respondents who had dealings with VAGO in the
preceding 12 months rated the responsiveness of the Auditor-General
or his office as good or very good.

Parliamentarians
and PAEC input
considered in the
development of
the Annual Plan

Two request audits were undertaken following request from
Parliamentarians, compared to one in the previous year.

The annual planning process included extensive consultation with
PAEC in accordance with the Audit Act 1994.

Participated in
the Parliament of
Victoria induction
program for new
Members

In 2010-11 the Auditor-General provided 14 Ministers and 11 Shadow
Ministers briefings on their portfolios at the inception of the 57th
Parliament.
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Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance

Outcomes Questionnaire — Part One, received 5 December 2011, p.38; and Victorian Auditor-General’s
Office, Annual Report, 2010-11, August 2011, pp.6, 22

8.4.1

Attendance rate at briefing sessions

The Committee notes VAGO’s positive efforts in smoothing the flow of audit reports tabled in
Parliament and providing briefing sessions to interested parliamentarians and other interested
parties after each report prepared by VAGO is tabled in Parliament.
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The Committee notes that on average, seven members of Parliament attend each briefing
session conducted by VAGO on the key findings of their tabled reports.*?® This outcome
represents only a 5 per cent attendance rate of all members of Parliament. The Committee
notes that members of Parliament have many other commitments and that the Auditor-General
also provides private briefings with members where requested.

However, the Committee considers that there may be ways to increase attendances at briefing
sessions. VAGO should therefore consider obtaining feedback from members of Parliament,
such as through the annual survey of Parliamentarians, on ways in which such sessions would
be of more interest to them or more convenient in future. As an alternative, VAGO could
consider the introduction of other forms of briefing mechanisms such as web-based seminars,
targeted to members of Parliament. An assessment could be made annually of the number of
downloads or replays by members.

FINDING

In addition to providing private briefings to members of Parliament, the
Auditor-General provides briefing sessions for each report. On average,
seven members of Parliament attend the briefing sessions conducted about
each report.

RECOMMENDATION 58:

The Victorian Auditor General’s Office obtain feedback on how
briefing sessions on the key findings of the Auditor-General’s
reports could be made more appealing or convenient to members of
Parliament in order to increase the attendance rate in the future.

8.4.2 Survey of Parliamentarians — comparison of results with other
jurisdictions

VAGO, in its 2010-11 annual report, stated that:**°

To allow VAGO the opportunity to compare itself with other Australian
Auditors-General, a number of questions within our survey are consistent
with those of three other offices. While VAGO s results are positive, we are at
the mid-lower range when comparing with these other offices.

In relation to the Committee’s request for further information about this matter, VAGO
advised that it was ranked first for six of the 17 questions when compared with two other
participating Australian audit offices.**® While still scoring highly, responses to nine

of the 17 questions in the areas listed below were in the mid or lower range among the
benchmarking partners at the time of the VAGO Annual Report 2010-11:4%

o frequency of referral to audit reports (which was potentially impacted by the number
of new Parliamentarians);

428  Victorian Auditor-General’s Office, Annual Report 2010-11, August 2011, p.22
429  ibid., p.23

430  Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part Two, 13 December 2011, p.7

431 ibid., pp.7-8
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e clarity, layout and design of audit reports; and
e assistance provided by reports in monitoring accountability.

The Committee will be interested in examining whether the strategies developed by VAGO to
address these issues have been effective in coming years.

8.5 Audit clients

8.5.1 Overall level of client satisfaction with performance audits

Audit clients are a key result area of the Office. The Committee was informed by VAGO

that, in relation to the overall level of client satisfaction with performance audits, the Office
achieved a rating score of 67 for 2010-11, which was below the target in the budget papers of
75 and the scores of 69 for 2009-10 and 72 in 2008-09.4%2 When compared to 2009-10, VAGO
advised the Committee that key areas for improvement addressed through business plans and
individual performance plans in 2010-11 included having a stronger focus on communicating
audit value and managing contentious audits.**®

The Committee was informed by VAGO that:***

VAGO views this BP3 target as a measure of satisfaction with the audit
experience rather than an overall quality measure for an audit. The ratings
by audited agencies can be influenced by negative audit findings and the
respondents are not necessarily objective. VAGO has a strong commitment to
engagement and high standards of professional practice, however, given the
nature of the performance audit process, tensions in some relationships are
inevitable and may impact on the responses in the surveys.

This is in part reflected in the much greater range of scores VAGO received
in 2010-11 - the overall index scores for individual audits ranged from 44 to
96 points, from a pool of 32. Low scores for one or two performance audits in
the year can have a statistically significant effect on the average index.

In addition, there was a minor downwards trend on average across all
three areas of process, reporting and value.

Reflecting VAGO's awareness of the subjectivity of audited agency survey
feedback, VAGO has included additional quality measures in the 2011-12
Budget, including ‘Average score of audit reports by external assessors’ with
a target 80%. This provides an independent measure of the quality of the
audit report through the external assessment of selected performance audit
reports by three external assessors. The criteria have been agreed at the

432 Victorian Auditor-General’s Office, Annual Report 2010-11, August 2011, p.19; and Victorian Auditor-General’s
Office, response to the 2009-10 and 2010-11 Financial and Performance Outcomes Questionnaire — Part One,
received 5 December 2011, p.3

433 Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 5 December 2011, p.3

434 Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part Two, received 13 December 2011, pp.8-9
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Australasian Council of Auditors-General (ACAG) level and the assessments
are coordinated through ACAG office.

In terms of placing the results of surveys of performance audit clients in context and to assist
in interpreting outcomes, the Committee considers there would be value in VAGO enhancing
disclosure by:

8.5.2

benchmarking the average score of audit reports by external assessors against the
scores from other jurisdictions; and

documenting the credentials of the external assessors.

FINDING

VAGO achieved a client satisfaction rating score of 67 compared to a target
of 75. VAGO has included a more objective means to be reported on in
future years.

RECOMMENDATION 59:

To assist in interpreting the overall quality of performance audits, the
Victorian Auditor-General’s Office supplement information reported
against its performance measures by:

(@) benchmarking the average score of audit reports by external
assessors against other jurisdictions; and

(b) disclosing the credentials of the external assessors.

Fostering productive relationships with audit clients

The VAGO strategic plan for 2010-11 to 2014-15 sets an objective of fostering productive
relationships with audit clients. Strategies contained in the plan involve appropriately
informing audit clients about audit plans, processes and activities and fostering professional
relationships.**® Table 8.6 describes the outcomes achieved in relation to this objective and
related strategies.

435

Victorian Auditor-General’s Office, Strategic Plan 2010-11 to 2014-15, p.3
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Audit clients — outcomes achieved in terms of forging productive

client relationships in 2010-11

Objective/strategies
- planned outcome to

Description of
actual outcome

Data provided by VAGO to demonstrate outcome

clients by:

Appropriately informing
audit clients about
audit plans, processes
and activities

understanding of
the audit process
and approach

be achieved achieved
Fostering productive Clients had 80 per cent of performance audit clients surveyed reported that
relationships with audit | a strong they received a clear explanation of the audit approach.

94 per cent of financial audit clients surveyed reported that they
were sufficiently consulted about the audit strategy and key
milestones for the audit.

Fostering productive
relationships with audit
clients by:

Fostering professional
relationships

Positive
progress in more
challenging
relationships

VAGO’s expanded Stakeholder Engagement Program has
doubled the frequency of formal contact with Secretaries
since 2009.

There has been an overall fall in average delays experienced in
accessing information during performance audits.

Clients have been engaged earlier and more frequently during
audits.

Source:

Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance

Outcomes Questionnaire — Part One, received 5 December 2011, pp.38-9

8.5.3

Informing performance audit clients about audit approach

The Committee considers that, in view of the nature of performance auditing, the sensitivity
in some cases of the topic chosen for audit and the fact that the findings will be publicly

disclosed, a performance audit can constitute a significant event within an organisation for the
year. In such circumstances, appropriate communication between auditors and the client is

paramount.

VAGO cited in its annual report that the majority of respondents were satisfied with the

explanation of the audit approach, and considered this a positive aspect that emerged from the
2010-11 agency feedback on performance audits.**® The Committee, however, believes that all
performance audit clients should receive a clear explanation of the audit approach adopted for

conducting the audit.

Where a situation has arisen that 20 per cent of performance audit clients surveyed report that
they had not received a clear explanation of the audit approach,*” VAGO should explore how
the process could have been improved in these cases in the opinion of the client. The effective
communication of the approach to be followed in conducting a performance audit can reduce
the risk that the basis for the conclusions reached and findings may be contested at the end of
the audit, leading to a protracted clearance process for the final report.

436  Victorian Auditor-General’s Office, Annual Report 2010-11, August 2011, p.20

437  Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part One, received 5 December 2011, p.38
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The Committee notes that the independent performance auditor of VAGO reported that
suggested areas for improvement raised by audit clients with regard to the conduct of
performance audit included the following:**

e the scope of performance audits, at times, was amended mid-way through the audit
process and audit clients were not always appropriately consulted regarding these
changes;

e performance audit scopes were not discussed in detail with audit clients to enable
VAGO to fully understand client operations, with a perception that the performance
audit scopes on occasions relate to ‘fishing expeditions’/ identification of
‘newsworthy items’;

e performance audit recommendations generally added little value in assisting audit
clients improve their performance/operations;

e inappropriate performance measures/practices were applied to audit clients; and

e performance audits conducted by VAGO, at times, strayed into a review of
government policy.

FINDING

Eighty per cent of performance audit clients surveyed reported that they
received a clear explanation of the audit approach. The independent
performance auditor of VAGO identified a number of ways in which audit
clients suggested potential improvements.

RECOMMENDATION 60:

To strengthen relationships with audit clients, the Victorian
Auditor-General’s Office:

(@) examine the reasons why particular performance audit clients
considered that the audit approach had not been clearly
explained to them; and

(b) adopt appropriate means to improve communication with
clients.
8.6 People

The need to foster a stimulating working environment is an objective that has been set in the
VAGO strategic plan for 2010-11 to 2014-15 in relation to the key result area that deals with
people. The message from the Auditor-General outlined in the plan includes the following:**°

Crucially, we will also remain focused on the health of our people and the
sustainability of our organisation.

This section explores various aspects of employee conditions at VAGO.

438  PKEF, Performance Audit of the Victorian Auditor-Generals Office, August 2010, p.41
439  ibid, p.2
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8.6.1 Outcomes achieved against strategic plan

The plan sets out strategies that involve rigorous performance planning and management and
supporting a safe and healthy workplace.*® A description of the outcomes achieved in relation
to this objective and the related strategies is contained in Table 8.7.

Table 8.7: People — Outcomes achieved against people related strategies in

2010-11
Objective/strategies Description of Data provided by VAGO to demonstrate outcome
- planned outcome actual outcome
to be achieved in achieved

relation to fostering
a stimulating
working environment

Rigorous performance | Strong Staff received an average of 51 hours (6.7 days) of training in
planning and investment in 2010-11 versus 23 hours (3 days) per year for a comparator
management staff development independent review body.

to support high S

performance 91 per cent of employees attended training in 2010-11 versus

83 per cent of Australian public servants in 2009-10.

New Performance Development Plans were introduced to
better align performance plans with business targets.

Supporting a safe and | Stronger employee | 87 per cent of staff survey questions improved on the 2009
healthy workplace satisfaction in the survey outcomes.
workplace

Source:  Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 5 December 2011, p.39

Staff training

The Committee notes that the amount of training provided to employees has, on average, been
variable over the past 5 financial years — 6.7 days (2010-11), 9.7 days (2009-10), 6.4 days
(2008-09), 10.1 days (2007-08) and 8.8 days (2006-07). The amount of training provided in
2010-11 was the second lowest over that term although, as stated by VAGO, around twice the
level provided by a comparative independent review body.*** In comparison to the Australian
National Audit Office, where an average of 6.2 days was provided in 2010-11,*? the
Committee notes that the level of training provided by VAGO was similar. The annual report
for the Australian National Audit Office discloses that $766,412 was spent in terms of direct
expenditure on training in 2010-11.

The Committee is of the view that, as VAGO advocates strong investment in staff
development to support a high performance, it would be useful for the associated expenditure
to be disclosed in the annual report.

440  ibid., p.3
441  Victorian Auditor-General’s Office, Annual Report 2010-11, August 2011, p.4
442  Australian National Audit Office, Annual Report 2010-11, p.123
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FINDING

The average level of training provided to staff of 6.7 days in 2010-11 was
around twice the level provided by a comparative independent review body
and compared favourably with that of the Australian National Audit Office
where an average of 6.2 days was provided in 2010-11.

RECOMMENDATION 61:

The Victorian Auditor-General’s Office disclose in its annual report
the level of expenditure incurred on staff training and development in
each year.

VAGO'’s Organisational Alignment Survey — staff survey outcomes

The Committee notes that VAGO has aligned its performance development planning with
the strategies outlined in the strategic plan to provide a fuller understanding for staff of their
part in VAGO'’s deliverables. A second Organisational Alignment Survey was conducted

in February 2011 to further support this strategic alignment. According to VAGO, the staff
survey revealed that it was performing well in relation to:*®

e IT and telecommunications systems and resources;

e the provision of training and development opportunities;

e benchmarking and monitoring performance against its peers; and

e the involvement of employees in planning processes for their respective work groups.

VAGO indicated in its annual report that a program was in place to build on these strengths
and to address areas where the need for improvement was evident.*“ The annual report did
not provide details about the particular areas for improvement.

The Committee is of the view that as annual reports are a key accountability document,
they should disclose areas where an organisation has identified there is scope for improving
performance and the measures taken to address these opportunities for continuous
improvement. Such disclosure would also instil confidence in staff that management was
serious about addressing concerns highlighted by them in staff surveys.

FINDING

VAGO did not include any information in its annual report about the specific
areas where it was evident from the staff survey that improvement was
necessary with respect to organisational alignment.

RECOMMENDATION 62:

The Victorian Auditor-General’s Office disclose in its annual report
key areas of organisational alignment identified through staff surveys
as requiring improvement, together with strategies to address these
areas of concern.

443 Victorian Auditor-General’s Office, Annual Report 2010-11, p.43
444 ibid.

273



Report on the 2009-10 and 2010-11 Financial and Performance Outcomes

Independent survey of VAGO staff

As part of the independent performance audit of VAGO, the independent performance
auditor conducted a staff survey in June 2010 to further ascertain the workloads of staff and
the impact on overall staff work-life balance and retention. Areas that revealed the strongest
positive results from staff included the following:**

e sufficient equipment to undertake their role (84 per cent strongly agreed or agreed);
e considered their job to be important (82 per cent strongly agreed or agreed); and

e peers showing a commitment to performing quality work (79 per cent strongly
agreed or agreed).

Certain issues raised by respondents included whether:#4¢

e employees would recommend VAGO as a preferred employer (34 per cent strongly
disagreed or disagreed);

e employees considered that at work their opinion seemed to count (29 per cent
strongly disagreed or disagreed);

e  VAGO was achieving what it should (25 per cent strongly disagreed or disagreed);

e there was someone at work who encourages their development (25 per cent strongly
disagreed or disagreed);

o they enjoyed working for VAGO over the past three years (24 per cent strongly
disagreed or disagreed); and

e their supervisor seemed to care about them as a person (22 per cent strongly
disagreed or disagreed).

The Committee believes that VAGO should strive to achieve a more positive attitude from
staff than is suggested by these results, particularly with regard to recommending VAGO as a
preferred employer. As this survey took place almost two years ago, the Committee considers
that VAGO should conduct another survey to identify whether or not these issues remain and
to determine the causes. Regular surveys should also be planned into the future to ensure that
VAGO is a preferred employer.

FINDING

The outcome of the staff survey undertaken by the independent
performance auditor of the Victorian Auditor-General’s Office in June 2010
revealed that only 58 per cent of respondents would recommend the
Victorian Auditor-General’'s Office as a preferred employer.

445  PKEF, Public Accounts and Estimates Committee (“PAEC”) — Performance Audit of Victorian Auditor-General and
Victorian Auditor-General's Office, August 2010, p.75

446  ibid.
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RECOMMENDATION 63:

The Victorian Auditor-General’s Office consider surveying staff on a
continuous basis about whether they would recommend the Victorian
Auditor-General’s Office as a preferred employer and, if not, the
reasons for which they have not given positive responses. These
matters should be addressed where appropriate.

8.6.2 Staff turnover

The Committee requested that VAGO provide a breakdown of the staff turnover ratio

(the total number of staff departures, including fixed term and casual staff, expressed as a
percentage of total headcount) during 2008-09, 2009-10 and 2010-11 according to various age
brackets.

Table 8.8 shows the breakdown of the staff turnover ratio provided by VAGO. Based on

this information, the analysis shows a significant increase in staff departing VAGO during
2010-11, evidenced by staff turnover ratio increasing from 17 per cent in 2009-10 to

29 per cent in 2010-11. Of the staff departures that took place in 2010-11, the highest turnover
occurred in the 30-54 year old age group, closely followed by those less than 30 years of

age, with a much lower representation in relation to those who were 55 years of age or over.
The Committee notes that according to the State Services Authority, the turnover of ongoing
employees across the Victorian public sector, excluding fixed term and casual staff, resulted in
a separation rate of 9 per cent as at 30 June 2010.4

Table 8.8:  Trends in staff turnover ratio according to age profiles, 2008-09 to
2010-11
Age bracket 2008-09 2009-10 2010-11
(years) (per cent) (per cent) (per cent)
Less than 30 9.15 8.90 11.56
30-54 14.37 7.77 14.45
55 or older 1.96 0.55 2.89
Total 25.49 17.22 28.9
Source:  Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance

Outcomes Questionnaire — Part One, received 5 December 2011, p.31

The Committee also notes that the voluntary turnover rate (voluntary turnover is considered

to cover resignations from ongoing positions or a request for early termination of a fixed-term

contract) of 20 per cent for 2010-11 represented a marginal increase on the outcome of

17 per cent that was experienced in 2009-10, but was a significant reduction from the rates for

2007-08 and 2008-09 of 27 per cent and 24 per cent respectively.*

447  State Services Authority, Annual Report 2010-11, August 2011, p.36

448  Victorian Auditor-General’s Office, Annual Report 2010-11, August 2011, p.45
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VAGO advised the Committee that the increase in the number of staff departures in 2010-11
was attributed, in part, to the lessening effects of the global financial crisis. As a result of the

resultant upswing in employment opportunities within the external job market, a number of
staff departed the organisation to pursue careers in the private sector.*#

FINDING

The staff turnover ratio at the Victorian Auditor-General’s Office increased
from 17 per cent in 2009-10 to 29 per cent in 2010-11. The voluntary
turnover rate increased marginally from 17 per cent to 20 per cent.

The Committee was interested to see that a wide range of development and retention

initiatives that are designed to retain staff have been launched or planned for the future. These
are set out in Figure 8.1.

Figure 8.1: Development and retention strategies

Review
organisational
values

Increase
employees’
understanding of

organisational
expectations

Volunteering
program (to
enhance corporate
citizenship)

Health and
wellbeing program

Increase awareness
of how employees’
work aligns with
VAGO goals

RETENTION
OF
STAFF

Long-term HR
planning (succession
planning and career
development)

International
secondments

Stronger Targeted
coaching and learning and
learning in development

leadership program

positions

Sources: Prepared by the Committee’s secretariat from information supplied by VAGO in the response to
the Committee’s the 2009-10 and 2010-11 Financial and Performance Outcomes Questionnaire

— Part One, received 5 December 2011, p.31 and the Victorian Auditor-General’s Office, Annual
Report 2010-11, August 2011, p.6

FINDING

VAGO has either launched or planned a wide range of development and
retention initiatives.

449  Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance Outcomes

Questionnaire — Part One, received 5 December 2011, p.31; and response to the 2009-10 and 2010-11 Financial and
Performance Outcomes Questionnaire — Part Two, received 13 December 2011, p.2
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8.6.3 Succession planning

The State Services Authority issued in December 2008 a Succession Risk Management
Toolkit. This proposes that strategies and activities be utilised in a targeted manner to
address the risk that a critical role vacancy cannot be filled satisfactorily within an acceptable
timeframe.**°

As part of the above toolkit, the Authority’s guide to succession risk management for
Victorian public sector leaders states that:*!

The mitigation of risk can involve the identification of, and targeted
development for, existing staff that have potential to succeed in a particular
type of critical role.

In response to the Committee’s interest in understanding VAGO’s approach to addressing
succession risk management, VAGO advised that:*?

Succession Planning, Talent Management and Workforce Planning Guidelines
have been developed to assist with staff retention at VAGO.

As part of this approach, secondment opportunities have been made available
for all staff, in particular Audit staff, to overseas Audit Offices (British
Columbia, Canada; Hong Kong;, UAE) and to other VPS Departments/
Agencies. In addition staff have been assigned special tasks or assignments
and have attended tailored development programs such as ANZSOG or the
Copland course. Staff also have their work experience broadened through
acting arrangements and switching senior people into different roles.

To demonstrate the effectiveness of VAGO’s Talent Management guidelines, the Committee
was informed by VAGO that vacancies have often been filled through internal recruitment
rounds. This approach provided staff with the opportunity to be appointed to higher Victorian
public service (VPS) levels and, in doing so, an opportunity to progress individual career
aspirations. Examples include recent internal promotions to positions of Director, Financial
Audit and movement of Assistant Auditors-General between Financial Audit and Performance
Audit.*3

The Committee is pleased to observe that several VAGO staff who have been seconded to the
Committee’s Secretariat subsequently rose to more senior positions within a relatively short
time span.

450  State Services Authority, 4 guide to Succession Risk Management — for Victorian Public Sector Leaders,
December 2008, p.1

451 ibid., p.11

452  Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance Outcomes
Questionnaire — Part Two, received 13 December 2011, p.2

453 ibid., p.3
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8.6.4 Work-life balance
The State Services Authority has indicated that:***

Building an intellectually and operationally agile workforce that is innovative
and able to operate effectively in a changing environment will require
changes to current workforce planning and human resource practices. Public
sector organisations will need to understand how the required workforce
characteristics fit within their businesses. Moreover they will need to support
the development of those characteristics.

According to the State Services Authority, enhancing approaches to attraction and recruitment
can include, among other things, continuing to improve the sector’s work-life balance efforts
through the increasing availability of:**®

e part-time employment;

e flexible work hours;

e support for caring responsibilities; and
e retraining opportunities.

Table 8.9 describes the opportunities provided to VAGO staft during 2010-11 in relation to
each of the above practices.

Table 8.9:  Work-life balance opportunities provided to staff by VAGO

Work-life balance strategies/efforts Description of work-life balance practices available to staff

Part-time employment Part-time work is made available to staff in accordance with the
provisions set out in the VPS agreement.

Flexible work hours Flexible working hours are available to staff, with a number of staff
taking up condensed working agreements.

Support for caring responsibilities VAGO offers telecommuting and working-from-home arrangements.

Retraining opportunities A comprehensive learning and development program is available to
all staff, and staff are actively encouraged to participate.

Other — A Health and Wellbeing The program provides a range of activities (healthy eating

program information sessions, work health checks and lunchtime yoga/pilates

classes) to assist staff to balance work and non-work time.

Source:  Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part Two, received 13 December 2011, pp.3-4

8.6.5 Collaboration, agility and innovation

The State Services Authority has identified collaboration, agility and innovation as important
to the future of the Victorian public sector.*® Initiatives undertaken by VAGO in 2009-10, or
in 2010-11 prior to the change of government, that have been designed to enhance these three

454 State Services Authority, The State of the Public Sector in Victoria 2008-09, March 2010, p.53
455  ibid., p.54
456  State Services Authority, The State of the Public Sector in Victoria 2008-09, March 2010, p.49

278



Chapter 8: The Victorian Auditor-General’s Office in 2010-11

qualities are shown in Table 8.10, together with the outcomes that have been achieved by
these initiatives.

Table 8.10: Initiatives and related outcomes flowing from collaboration, agility
and innovation shown in the workplace, 2009-10 or in 2010-11 prior
to the change in government

Behavioural qualities | Initiative Outcomes
Collaboration Contributing to inquiries and reviews, for Collaboration with integrity and review
example: bodies drove public sector improvement

and developed collaboration and

e the Public Sector Standards . L .
consultation skills in senior staff.

Commission’s Review of Victoria’'s
Integrity and Anti-Corruption system;
and

e the Essential Services Commission’s
review of Performance Reporting
Framework for Local Government.

Agility Building organisational and leadership Development of the Strategic Alignment
capability, supported by organisational plan that supports the people and
values and vision. organisation key result areas in the five

year strategic plan.

Innovation Developing secondments between Share knowledge between agencies.
interstate and international Audit
Offices, increasing career development
opportunities and professional
development.

Provide opportunities for professional
development for individuals with
potential for accelerated learning.

Source:  Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 5 December 2011, p.32

Table 8.11 shows the initiatives undertaken by VAGO since the change of government
in November 2010 that have been designed to enhance the above three qualities and the
outcomes that have been achieved from these initiatives.

The Committee notes the following statement made by the Auditor-General in VAGO’s
strategic plan for 2010-11 to 2014-15:%7

We will remain vigilant to the changing expectations of audit and accountability
as we relate to Parliament and our audit clients.

The Committee supports the need for organisations to collaborate to develop new and
innovative ways of doing business. The Committee commends VAGO for its ability to adapt
to a changing landscape in an auditing sense, as shown in Tables 8.10 and 8.11. VAGO may
wish to include such information in future annual reports.

FINDING

VAGO has implemented various initiatives that are linked to being
collaborative, agile and innovative in the workplace.

457 Victorian Auditor-General’s Office, Strategic Plan 2010-11 to 2014-15, p.2
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Table 8.11:

Initiatives and related outcomes flowing from collaboration,

agility and innovation shown in the workplace since the change in
government in November 2010

Behavioural qualities

Initiative

Outcomes

Collaboration

Investigation into ICT Enabled Projects
conducted by Ombudsman Victoria

in consultation with the Victorian
Auditor-General.

Worked with other Australian audit
offices to develop Australia’s first national
collaborative audit.

Contributing to inquiries and reviews, for
example the Independent Review of State
Finances, Department of Treasury and
Finance.

Working closely with other audit,
integrity and review bodies enabled
exchange of good practice and
professional development.

Collaboration with integrity and review
bodies drove public sector improvement
and developed collaboration and
consultation skills in senior staff.

Agility Further development of VAGO's Learning Revised framework supports the
and Development framework to better foster | organisation’s core capabilities,
VAGO'’s culture, and provide training and including programs such as building
development opportunities. team effectiveness and resilience

training.

Innovation Staff Consultation and Development Group Development of staff ‘think tank’
contributing to improving organisational enabling staff at a forum to discuss
effectiveness and providing a stimulating ‘ideas’, including outside speakers to
and rewarding workplace. stimulate discussion.

Source: Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 5 December 2011, pp.32-3
8.7 Organisation

The objective and related strategies outlined in the strategic plan for 2010-11 to 2014-15 that
are directed at the performance of VAGO from an organisational perspective, together with a

description of outcomes achieved, are set out in Table 8.12.

FINDING

In terms of leveraging systems and processes to improve organisational
performance, demonstrated outcomes for 2010-11 included the following:

- as indicated in Section 8.3.1 of this chapter, 90 per cent of reports were
tabled on time, which represented an improvement on 2009-10;

- 94 per cent of financial audit opinions were issued within three months;

and

- the average cost per financial and performance audits was significantly
lower according to VAGO than comparable Australian audit offices.

In terms of the strategy for VAGO to be a responsible corporate citizen, the Committee

commends the intention by the Auditor-General to increase opportunities for volunteering
in 2011-12 to enhance the Office’s corporate citizenship and build even stronger retention
strategies for high-performing staff.**

458
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Table 8.12: Organisation — Outcomes achieved against planned strategies in
2010-11

Objective/strategies | Description of actual Data provided by VAGO to demonstrate outcome
— planned outcome | outcome achieved
to be achieved

Leverage systems Improved organisational e 90 per cent of reports were tabled on time, an

and processes performance allowed improvement on 2009-10.

to improve gains in timeliness e 94 per cent of financial audit opinions were issued

organisational and continued strong within three months, continuing the upward trend

performance by: performance on cost over the last three years and significantly better than

I mparisons. i

Aligning systems and comparisons national averages.

processes e Average cost per financial and performance audits
were significantly lower than comparable Australian
audit offices.

Leverage systems e Strengthened VAGO’s e Self-assessment using the Framework gained positive

and processes governance and quality response from external performance auditors.

to improve systems through e All recommendations addressed by 30 June 2011.

organisational implementation of the

performance by: Australasian Council

of Auditors-General
Governance and Audit
Framework.

e Addressed all
recommendations
from the triennial
performance audit.

Investing in capability
for long-term
sustainability

Leverage systems e Environmental ratings e 4 star green rating retained.

an_d processes retained. e Hosted secondments and delegations from Indonesia,
to improve  Continued emphasis Uganda, China, Vietnam, Samoa and Bangladesh.
organisational on international

e Knowledge transfer secondment to Tonga.

performance by: assistance and . .
) ) knowledge transfer e Developed long-term partnership proposal with Tonga
Being a responsible ' Audit Office for consideration by AusAlID.

corporate citizen . o .
P e Secondment exchange with British Columbia.

Source: Victorian Auditor-General’s Office, response to the 2009-10 and 2010-11 Financial and Performance
Outcomes Questionnaire — Part One, received 5 December 2011, pp.39-40

8.8 Disclosure of operational activities on a regional basis

Consistent with the stated purpose of VAGO to ‘provide assurances to Parliament’, VAGO’s
annual report for 2010-11 states in the first sentence to the introduction that:*°

Established in 1851, the Victorian Auditor-General’s Office plays a key role
in providing the Victorian Parliament with assurance about the financial
integrity of the state.

As the annual report does not provide a snapshot of how VAGO’s operations and coverage

are dispersed throughout the State, the Committee considers there is an opportunity for
operational activities to be linked to geographic areas of Victoria (where activities are
location-specific, as distinct from those activities that have universal application across the
State). This form of disclosure would provide interested parties with an appreciation of how
VAGO covers the entire State in its operational activities. Disclosure on a regional basis could
resemble something along the lines of Figure 8.2.

459  ibid, p.1
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Figure 8.2: Example of how audits undertaken in the Gippsland region could

be portrayed in the VAGO Annual Report

Mandatory audits - financial audits

Public hospitals

Bairnsdale Regional Health Service
Central Gippsland Health
Gippsland Southern Health Service

Water corporations

Central Gippsland Regional Water Corporation
East Gippsland Catchment Management Authority
East Gippsland Region Water Group

Gippsland and Southern Region Water Corporation

Regional waste management groups
Gippsland Regional Waste Management Group

Municipal councils

East Gippsland Shire Council
Latrobe City Council
Wellington Shire Council

Regional library corporations
West Gippsland Regional Library Corporation

Gippsland

Financial audits
Performance audits

Discretionary audits - performance audits

Examples of performance audits that included

Gippsland in their audit scope are as follows:

» Local Community Transport Services: the
Transport Connections Program

+ Construction of Police Stations and Courthouses

» Restricting Environmental Flows during Water
Shortages

» Access to Ambulance Services

Note:

The lists of audits above are examples and are not exhaustive.

Source: Prepared by the Committee’s secretariat
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FINDING

VAGO does not disclose on a geographic basis the spread of its audit

coverage of the State.

RECOMMENDATION 64:

To illustrate the breadth of audit activity and the way in which

audit resources are deployed throughout Victoria, the Victorian
Auditor-General’s Office report on the geographic coverage of audits
(both financial and performance). This may be disclosed in the
Victorian Auditor-General’s Office’s annual report or on its website.




CHAPTER 9: THE GOVERNMENT RESPONSES TO
THE COMMITTEE’'S REPORT ON THE
2008-09 FINANCIAL AND PERFORMANCE
OUTCOMES

9.1 Summary of the Government responses to the Committee’s
report on the 2008-09 financial and performance outcomes

The Committee made 67 recommendations in its Report on the 2008-09 Financial and
Performance Outcomes.

Section 36 of the Parliamentary Committees Act 2003 requires responsible ministers to
respond, within six months, to recommendations in the Committee’s reports tabled in
Parliament.*® The ‘Government Responses to the Recommendations of the Public Accounts
and Estimate Committee’s 94" Report on the 2008-09 Financial and Performance Outcomes’
was tabled by the previous Government in Parliament on 6 October 2010, shortly before the
2010 State Election that saw a change of government.

Of the Committee’s 67 recommendations, the previous Government indicated that it fully
accepted 23 (34 per cent), accepted in part 1 (1 per cent), accepted in part/principle 5

(7 per cent), accepted in principle 32 (48 per cent), was reviewing 1 (1 per cent), rejected 4
(6 per cent) and did not respond to 1 (1 per cent).

The Government’s responses can be seen in full on the Committee’s website:
www.parliament.vic.gov.au/paec.

9.1.1 Government’s responses

Table 9.1 shows what proportion of recommendations were accepted, under review, rejected

or had no response provided and compares that to the previous four inquiries into the financial

and performance outcomes or budget outcomes (2005-06 was considered as part of the
2006-07 report and did not have a report of its own). Please note that all responses were
completed by the previous Government.

The one recommendation that the Government did not respond to related to the Parliamentary
Departments and was therefore not within the Government’s authority to respond.

The following response was provided to the Committee by the Department of Parliamentary
Services, rejecting the recommendation:*®

Executive Officers employed by the Parliament are not employed on the basis
of public service executive contracts and are unable to access performance
related payments received by other public sector Executives. It has been
accepted by the Parliamentary Executive Group that the obligations
for impartiality would create difficulty for the objective measurement of
performance.

460  Parliamentary Committees Act 2003, .36
461  Mr P. Lochert, correspondence received 16 January 2012
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Table 9.1: Government’s responses to recommendations in the financial and
performance outcomes and budget outcomes reports, 2003-04 to

2008-09

Response 2003-04 2004-05 2006-07 2007-08 2008-09

(per cent) (per cent) (per cent) (per cent) (per cent)
Accept 84 80 68 73 91
o fully 55 25 32 37 34
e in part 14 14 17 3 1
e in part/principle - - - - 7
e in principle 15 41 19 33 48
Under review 8 10 14 16 1
Reject 8 10 18 11 6
No response - - - - 1

Sources: Victorian Government responses to recommendations of the Public Accounts and Estimates
Committee’s reports on Financial and Performance Outcomes 2003-04 to 2008-09, tabled
6 October 2010

FINDING

Of the Committee’s 67 recommendations in its Report on the 2008-09
Financial and Performance Outcomes, the previous Government accepted
61 (91 per cent), was reviewing one (1 per cent), rejected four (6 per cent)
and did not respond to one (1 per cent). The one to which the Government
did not respond related to the Parliamentary Departments, which rejected it.

One recommendation was accepted in part where the Government considered that a practice

it currently undertakes is equivalent to the Committee’s recommendation. It is unclear to the
Committee why this was accepted in part rather than in principle, or, indeed, rejected, as no
additional action was planned in response. The Committee notes that another recommendation
was responded to with exactly the same details of the “action taken to date’ and the “further
action planned’ but was classified as ‘accept in principle’ (see Section 9.2 of this chapter).

Of the 32 recommendations that were classified as ‘accept in principle’, there were eight
cases where the Government considered that a practice it currently undertakes is equivalent

to the Committee’s recommendation. In sixteen cases, recommendations were accepted in
principle because the Government was of the view that the matters should be given further
consideration as part of processes that already regularly take place or are planned. There were
eight recommendations accepted in principle because they were planned to be implemented as
part of the Public Finance and Accountability Bill (discussed below).

The Government’s response included a new category of ‘accept in part/principle’ in its
responses to the Report on the 2008-09 Financial and Performance Outcomes. This
covered recommendations where some aspects of the recommendation were planned to be
implemented, but other aspects were under consideration.

Regarding the recommendation classified as ‘under review’, the Government considered that
it required further work to determine its practicability and noted that there were already plans
to consider similar matters through another process.
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Those recommendations that were rejected primarily related to suggestions by the Committee
to publish or provide additional information. In one case, the Government considered that

the level of detail suggested by the Committee was unnecessary. In two cases, where the
Committee recommended that historical trend information be disclosed in annual reports, the
Government considered that this information could be obtained from previous years’ annual
reports and therefore did not need to be reported. For the remaining rejected recommendation,
the Department of Business and Innovation (previously named Department of Innovation,
Industry and Regional Development) indicated that the recommended action would be better
undertaken by other entities.

9.1.2 Implementation of the recommendations

The Committee undertook its own analysis of the accepted recommendations and
recommendations under review to identify how many of them had actually been implemented
by the start of 2012 (see Table 9.2). The Committee notes that a number of recommendations
that were not implemented had processes initiated that may lead to them being implemented
in the future.
Table 9.2:  Proportion of accepted recommendations that have been
implemented

Implemented Partially Not Total
implemented implemented
Number of recommendations 33 3 25 61
Proportion of total (%) 54 5 40 100

Source: Assessment by the Committee’s secretariat

Accepted fully

The previous Government fully accepted 23 recommendations and 18 of the 23 (78 per cent)
of these recommendations have been implemented. There were five recommendations that
have not yet been implemented. Of the five recommendations that were not implemented,
three recommendations were to be implemented as part of the Public Finance and
Accountability Bill (discussed below).

Accepted in part

One recommendation was ‘accepted in part’. Regarding this recommendation, the
Government considered that current processes were sufficient and no further action was
planned to be taken. The Committee has noted that this response would have been more
appropriately classified as ‘rejected’ or ‘accepted in principle’ (see Section 9.2 of this chapter).

Accepted in part/principle

With the ‘accepted in part/principle’ recommendations, three of the five have been
implemented, one has been partially implemented and one was not implemented.

Accepted in principle
For the ‘accepted in principle’ recommendations 12 of the 32 (38 per cent) were implemented

while 18 (56 per cent) were not implemented and two recommendations (6 per cent)
were partially implemented. Of the 18 recommendations that were not implemented,
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eight recommendations were to be implemented as part of the Public Finance and
Accountability Bill (discussed below).

The Committee has noted that five responses that were classified as ‘accepted in principle’
would have been more appropriately classified as ‘under review’ and one response classified
as ‘accepted in principle’ would have been more appropriately classified as ‘rejected’ or noted
as ‘already in place’. This has been discussed further in Section 9.2 below.

FINDING

Of the 61 recommendations that were accepted or under review by the
previous Government, 33 (54 per cent) have been fully implemented to
date.

Recommendations under review

One recommendation was classified as ‘under review’ from the Report on the 2008-09
Financial and Performance Outcomes. The Government confirmed that there were no
national measures in place to monitor for the proportion of early school leavers who are
unemployed after six months and further work had to be undertaken to build these measures.

Recommendations accepted and to be implemented part of Public
Finance and Accountability Bill

There were 11 recommendations accepted by the previous Government which were to be
implemented as part of the Public Finance and Accountability Bill (see Table 9.3). The
Public Finance and Accountability Bill was introduced in December 2009 by the previous
Government. It was designed as ‘a comprehensive, principles-based legislative framework
for public finance in Victoria’ .*%? It was intended to create an Act which would replace ...

the Financial Management Act 1994, the Borrowing and Investment Powers Act 1987, the
Monetary Units Act 2004 and the Public Authorities (Dividends) Act 1983 with a single piece
of legislation that covers all key elements of public finance, including planning, reporting,
procurement, borrowing and investment, and appropriations.”*® The Public Finance and
Accountability Bill did not pass the Parliament prior to the ending of the 56" Parliament in
2010. As a result, these 11 recommendations were not implemented. In the absence of the
Public Finance and Accountability Bill, the Committee considers that the Government should
consider whether these recommendations should be implemented by other means.

FINDING

There were 11 accepted recommendations from the Report on the 2008-09
Financial and Performance Outcomes that were to be implemented as part
of the Public Finance and Accountability Bill. Because the Bill did not pass
in Parliament, these recommendations have not been implemented.

462  Australasian Legal Information Institute, Victorian Bills Explanatory Memoranda, ‘Public Finance and Accountability
Bill 2009,” <www.austlii.edu.au/au/legis/vic/bill_em/pfaab2009290/ptaab2009290.html>

463  ibid.
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RECOMMENDATION 65:

The Government reconsider implementing (via appropriate guidance
materials) the recommendations noted in Table 9.3 that were accepted
by the previous Government and to be implemented as part of the
Public Finance and Accountability Bill.

287



Report on the 2009-10 and 2010-11 Financial and Performance Outcomes

“JUBWUOIIAUS
wJojal 8y ul Juswaleuew

"SallAnoe

uswWaIno0.d 11Iay) JO 8WO02IN0 Y1 uo uodal pue xoen AjAndays 0}
salouabe Jo Aljige ayl ul 3Nsal ||IMm SIYL "S8Wo09IN0 Asuow 10} anjeA Jo
uonesifeal aAldaya aAup 0] padinbal aq [Im syiomawely Juswabeuew
10R1U0D dAISUayaIdwod ‘wiojal Juswaindold ‘|ig ay) Japun

‘Juswieled ay) aio1eq Apuaiing
(119 AnjigeIUN022Y pue 8dueUIH J1jgnd 8y Japun pasodold wioyal
1wawaInooid ay) Jo Led se passalppe os[e Si UoNepPUSWWO0dal SIYL

‘Aauow-10}-anjeA Jo Juswanalyde ay) Buiaup Te pawre
yoeolidde awainooid ay Jo sioadse ayj 1IN0 S18S
Teyl Juaswarels Asuow-ioj-anfen e Buiysignd Japisuod
01 salpuabe abelnoous asueul4 pue Ainseal] Jo
juswuedaq ayl ‘uswainoold xajdwod pue able| 104

10eU09 Bunioddns elisrew 's100loud 1abue| Jo Juswabeuew Al06a1ed pue 109e1u09 Joj Aoijod a|dipund
aouepinb Buuedaid si 413 | Alddns gdoA Bunsixs jo Jusuodwod A3y e sI Juswaaoidwi snonunuod ul 1da2oy GT uonepuaWWOod9y
‘wioal
pasodouid ayi Jopun Alixajdwod Juawalndoid JO JUBWSSaSSe ay) ul
[fe1ap Ul passalppe osfe S| Asuow 1o} anfeA JualsISuod ag 1snw AlAnoe
juswainooud |re yaiym isurebe aidiound uswaindold Buiydrelsno
. ‘Juawalndoid wolj paureigo
ue Se pauLlysua sI Asuow 1o} anjeA ‘|ig ay Japun
. uaaq sey Asuouw loj anjeA Jlayiaym Bunenpeas pue
S2W091N0 Asuow Jo} anjea . . \
uswelled ayl a10jaq Apualind Buunseaw uaym 1s09 pue ssaulawn ‘ysu ‘Ainuenb
aAsIyde 0] 191ew 01 Yred 1saq S doud Kurenb d
ol SaUILLIBIOP Lol AuxaidLLIod [1'g AljIqeIUN022Y pue adueul4 21lgnd 8y} Japun pasodoid wiolal Jrenb jo uoneuiquod wnwido ue JUNoJJe ol
: : : juawalinooid ay) Jo Led se passalppe oS[e S| Uolepuawwo9al siy L sayel 1ey) yoeoidde pasueleq e 1dope 0] pasu ay)
JuswWalnooid Jo Juswssasse ay) 10} .
. sasodind Buniodal pue uonenjeas loj salouabe yum
pue Asuow o} anjeA jo sajdiourd saloljod Ajddns 1ueasjal jo uonealdde ayy ybnouayy
a3lojulal aoueUlH pue Ainseal] Jo awuedaq ayL
ay1 Jo uoddns ui [eusrew | S1010®) 9SAY] [[e JaPISU0I 1Byl SaW02IN0 ASuow o) anfeA Jo AIaAllap ayl a|dipund
aouepinb Buuedaid si 41 | sadinbai Apeale (9dOA) pleog Buiseydind 1USWUIBA0S) UBLIOIJIA Sy ul 1da2oy T UolepuUaWLWOIDY
'saA199(qo d1Barens Jiay) 1surebe saiiAnoe Juswaind0.d J1sy)
Jo aouewuopuad ay) Jo Juawabpnl a1eindoe ue ayew 03 9|qe ale sanua )
sannoalgo ai16arens pauue|d Jo JuswWaAaIyde
Jeyl aInsua [|IM eyl Juswainoold oy syuswnoop Buluueld jeuonesado
Y1 Uo pey aney AISAIIBP 92IAISS JO SWIS) Ul SBW0IIN0
pue 21631e11S JUBISISUOI JO JUBWYSI|geIsa ay) sasodold osfe Adljod ay L
wawalnooid eyl 10edwi 8y} JSUURW 1US]ISISUOD € Ul
‘suodal [enuue J1vy) sluodal [enuue J1ay) Ul 8s0[aSIp 01 Moy Uo saloualie
Ul UOIYSe) 1UBISISUOI B Ul uoirewlojul Juawalinooid 1odal 01 palinbai 01 9ouepInb Buipiroid Japisuod pinoys adueuld pue
‘sjuswalinbali Buiiodal . .
aq |m salouabe ‘swioal [jig ayl Jo syiomawrel) Bunioddns ayy Japun Ainseal] Jo uswiedaq ay) ‘sadlnias pue spoob
[enuue pue uolelUSWNI0P
a16arens Jo aseyaind ay Joj S1oBNUO0D JusWaIndoid
Buiuue|d 216a1e4S JO UOneIRdald "Jusweljied ayl a10jaq
9|eos abJe| Jo uoneluswa|dwi ayl 01 prebal Yy
ay) Jo uoddns ui [eusrew Apuaiing [ig AlljIgeIunNo29y pue adueuld d1|gnd ayl Japun pasodoid a|dipund
aouepinb Buuedaid s1 41Q wiojal Juawalinooid ay) Jo ued se passalppe SI uollepuswiwodal Siyl ul 1dadoy €T uonepuswwoday
AKi1obared
pauue|d uonoe aining 2lep 0] UOIIOR JUBWUIBA0S | asuodsay uolepusWW 029y

(119 A11[10eIUN022Y pue 8duRUIH 21|qNd 8yl YlIMm paruswa|dwi aq 01 pue paldadsoe alam eyl suollepuswwoday

€6 9|0el

288



inancial and Performance Outcomes

“jJomaweld indinQ-awoonQ ue
JO uonejuawsa|dwi o} uonesedaid
ay1 Jo uoddns ui jeusrew

"SaWI02IN0 JO JUBWDASIYIR BY) U0 PasSNI0y
sassasoid Anjigqeiunoaoe pue bunabpng ‘Buluueld Juswuianoh
yum pausyibuans ag |[IMm sJomawrely Juswabeuew aosuewlopad
ay} wlojal AljigeIunod2y pue asueuld dlignd pasodoud ay Japun

“lomawrel) uswabeuew adsuewsouad

‘Aunwwod

3} JO Spaau ay} 0] JuUeAd|al aJe eyl Sawodno
a|qeinseaw awel} 0] pasau ay) pue ndino ue pue
BaWO02}N0 UB UDSM]}B] 90UBIBYIP By} aulap Ales|o
Tey) sajdwexa [eonoeld pue Juswalels aosuepinb e
asea|al adurUI4 pue Ainseal] Jo Juswuedaq ay)
‘AIjigeiunodoe pue Buniodal souewlopad adueyus o)

aouepinb Buuedaid s1 41Q pue |eloueul} 8y} Jo Jusuodwod Asy e s Juswarosdwi panuiuo) 1dadoy 6T uonepusWWOod9ay
‘AlaAnoaye pabeuew
pue pamalnal Bulaq ase sysu Juswaindold e
pue ‘Jouuew ajeudoidde
ue ul 1no paled Bulag ale SJUSWSSISSE XSl e
:Jaylaym ‘s1oenuod Juaswaindold ajedas-abie)
lo} ‘siseq Buiobuo ue uo arenjeAs 0} uonouny Ipne
‘uonouny [eutajur Jiayy Buisn Japisuod o031 salouabe abeinosus
‘uoleIUBWINI0P :
1pne [eulaiul 8yl Jo Led se malnal Jo) Juswaindold Aue usjal Aew .
uswdojanap Aljiqeded aoueul4 pue Ainseal] Jo Juawuedaq ay) 10108s
Apoq 211gnd Jo Juswyedap e 1o} 192140 9|gelunodde ay) ley} pasodoud
pue Buiuue|d Juswainsoid 2l|gnd 8y} sS0J0E SaW09IN0 doueWIoMad pue [eloueul
oBaIRIS 10 Uonesedaid SI 11 wJojal ||ig Aljigeiuno22y pue adueuld dljgnd pasodoud ayl Japun
ID3IENS § n ) asiwixew pue asueulanoh Juswainosoid asueyua of
ay} Jo yoddns ui [eusrew AAnoe Juswalinooid Anus ajeas
aouepinb Buuedaid s1 414 abure| 01 uonouny upne reulsiul ayy jo uonesldde ay) swoddns 41 1daooy /| uonepuswiuwiodssy
‘sauljapinb Aq pauoddns
pue 1211dxa aq [m 19xew 01 yred areudoidde ayy pue Aljiqeded
Anua yum uawubife su ‘Alixajdwod Juswaingoid Jo 1UsWSSasse ayl
‘wiojal Juswainoolid ||ig AljIqeIUN0ddY pue adueulH d1lgnd 8yl Japun ‘sue|d ssauisng/enuue
. pue ajelodiod JIay} Ul Sa|gelaAijap Ay pue Sauolsajiw
onewawNo0p | 51 341 01 Byl UONBLLIOI! JIaME0Kd UEtIoKuL oo DL pauueId ‘sangoaifo Spnou SeiousBe WowuIoAOE
nel P St e 01 butel n Jut ) el ! 19U} Hm pue syuawedap |[e ‘awil uo S}oeU0I Juswaindoid
wawdojanap Aujigeded pue se ||lam se sjuawalinbal 8say) Ajsines ueyl alow Sased ssauisng .
Jolew Jo A1aAlj@p 8y ‘I9A0 JUSWUOIIAUS [011UOD
Buiuue(d oibarens jo uonesedaid | uswaindold pue (WOT$<) sueld wsawainooid oa16arens Jo syuswalinbal .
; ay) usyibuans pue ‘io4 AJjiIgeIuNodde duUBYUS Of
ay1 jo uoddns ui [eusrew 9y 'SalAnoe Juswaindo.d Jofew 1oy Sa|qelanlap pue sauolsa|iw a|diounud
aouepinb Buureds.d st 41 ‘sannoalqo jo uoneawnoop alinbai Apeadfe saioljod Alddns gdoA ul 1da2oy 9/ UoIBPUBLILLIOIBY
A1obares
pauue|d uonoe ainin4 a1ep 0] UOIIOB JUBWUIBA0D | asuodsay uollepusWW o029y

289



Report on the 2009-10 and 2010-11 Financial and Performance Outcomes

‘sjuswabuelre

Buniodas aouewlopad uayibuas
01 pasodoud si |19 AljIgeIUN022Y
pue adueuI4 21|gNd SIUBWUIBA0D

ay1 ybnouyy uoneuswajdwi 1oy}

*ollgnd 8y pue Jusweled 01 AlljigeIunodde 10199s alignd usyibuans
0] Wik aouepInf pue suondallp pareldosse ayl pue ‘uone|siba| ayL

"Juswelled ayl a1ojaq Apuasaid (|19 AljIgeIUN02dY pue

‘Juaweled
01 sjuawalinbal Buniodai Ajsies pjnom syoadxa
23aNIWWO0D Y} 1Byl 8INSO|ISIP pajie1ap pue Jesjo e Jo
ajdwexa 1ua||@axa ue sapinoid (6GT abed) 60-8002
uoday [enuuy ‘sa21AI8S UrwnH Jo Juswuedaq ayl
‘92z ¥4 Ul pauleluod Saloue)NSuU0d JO 8INSo|ISIp
10} sjuswalinbal oy1oads ay) o ||e Jsuiebe Jodal pue
Ajnuapi sapuabe uswulanob pue syuswiredap ||V

pasiopua | adueuld dl|gNd Sluswulan0s) ayl Buluuidiapun syliomawel) paleloosse a|dipund
SwiI0Jal 8y} JO 8Injes) [esuadd pue uonelsiba| ay) dojaasp 0} usxeUapUN Uda( Sey }JoM BAISUSIXT ui 1dadoy G9 UOIBPUBLILLIOIdY
‘Juswelled o1 Bbuniodal Ajsines pjnom s1oadxa
29a1IwIwo) ayl 1eyl usawsalinbai siy) 01 asuodsal
pajrelap pue Jea|d Jo adAl ays Jo ajdwexa Jua||aoxa
ue sapinoid 9 xipuaddy 60-800Z Moday renuuy
oL ‘@onsnr Jo Juswuedaq ayl ‘9z add Jo suawsailinbal
) ) ayy Jad se sianew A1ajes pue yjeaH reuonednaoQ
ANigeIuno29y pue asueul4 dlgnd 9dualIpne papualul 8yl 0} |NJdsN SI Jey) Jauuew e ul pue awn
Jonuow o} paydope siojedipul aouewlopad jo abuel
Jo uonejuawajdwi Joj uonesedaid | e e pasedaid aq pue Jeajd aq 01 Buiuodal Joy Jusawalinbal ayy sI wiojal
IIn} 8y3 1surebe 1odal salpuabe Juawuianob |y
ay) Jo uoddns ui [eusrew A1IgeIUN022Y pue ddurUIl4 J1l|gnd pasodoid ay) Jo aines) [euad vy a|dipund
aouepInb Buuedaid s1 41 ‘Buniodal asuewlopad ul Juswanoidwi snonunuod suoddns 41 ul 1da2oy ¥9 UOEpUSLILLIOIdY
‘Wi uo panalyoe
‘siseq
. Buiag 10u sawo21no pauue|d wouy abiswa Aew reyl
9s0dind-J10}-}1} B UO ‘sjuswalinbal .
ue|d sannua ay) 1surebe asuewiopad SySU [ellarew Aue as0joSIp pjNOYS S8WO02IN0 papualul
Buniodas pue Buiuueld pasueyus
1odal 01 pue sanianoe Buiuue|d axeuspun 0] Juawalinbal e aq [Im Buinaiyoe Jo swia) ul pare) aney suoiesiuehlo
J0 uoreuBWS|dwl 1o} uopesedaid aJay) wuojal AjIgeIunoddy pue adueul dljgnd pasodoid ay) Japun Juswulanob moy Jo Bunuodal anissalboid
ay) Jo uoddns ul [eusrew u ) 19 P 4 91and p U 1op a|dipund Ui : :
aouepinb Buuedaid s1 41 “lomawrel) Buniodal pue Buiuueld pausyibuans e suoddns 41Q ul 1daooy TZ uonepuswwoday
‘s1ebiel
pue sainseaw aosuewlopuad aAnelnuenb buidojarsp
Jo aouenodwi ay) sasiseydwa 1ey) 10310as algnd ayy
1noybBnoliyy a1 na Buiiodal e ajowoud (soueuld pue
~OMBLEIL ININO-aWOANG 'si01edIpul \c:wmmw_. Jo EmEtmaMﬂ pue Hw:_gmo,ucm Jalwalid Jo
ue 4o uopejuawadw Joy aleIpawlaul Jo Juswdolaaap ay) pue ylomawed) INdiNO-swWoINO wswuedaq) siuawyedap [enuad ay) ‘panalyde uaaq
uonesedald a1 10 yoddns ue Jo uoneyuawaldwi ayl ybnoiy) ‘synsal Jo JUBWSA3IYe By} pue aAey Sawod1no pauueld Jaylaym aresisuowap o}
! ouewIoyad Uo SNJ0} pasealdul ue aq ||IMm m:m.zt wuogal Ajjigeunoddy SUONESIUEBI0 JUBWLIBA0B JO AIJIgE BU) SOUBYUS O]
ul [elsrew pue asueul4 2dl|gnd pasodold ay) Japun yiomawel) sosuewlopuad
aouepinb Buuedaid s1 41Q pue |eloueuly pausayjbuals e jo uonesiidde ay) spoddns 41 1doooy 0Z uolepuswwoday
A1obareo
pauue|d uonoe aining alep 01 UOI19e JUBWUIBA0D | asuodsay uollepuswwoday

290



inancial and Performance Outcomes

0102 1890300 9 pa|qe] ‘Seuwooin0 8oULWLIOLSH

pue feroueul4 60-800Z @Y1 UO 1oday 6 S, 09} S8jRWIIST pUB SJUNOIJY JIjGNnd Y} JO SUCRBPUSLILIOISY 0] SOSUOASSY JUBWILISAOL) JUBWIUIBAOL) URLIOJOIA  [894N0S

"Sd/ 8U1 SS0.9e aoueInsSse
uayibuans Jayuny [|Im SiyL

'spodal [enuue ul 9oueldwod
1Sane pue ‘aoueuld Joy
18]SIUIA pUR JBISIUI 01]0JLI0d
1URASJaJ BY) 0] SUOND3IIQ pue
10V 8y} Jo sjuswaiinbal yum
aoueljdwod [enuue ‘siseq
asodind 1oy 11} B UO ‘AJjuo0 e

pue ‘aoueldwod
JO S|aAd| Lodal pue Jojuow e

10} palinbau

aq ||Im salualbe yiomawe.y
M3U 3y} Japun uswabeuew
[eroueuly o1ignd 1oy yiomawe.)
aoueldwod anisuayaldwod e
ysl|ge1sa ||Im Juawelled a10jaq

goueldwod anoidwi Ajjenunuod o3 ‘salouabe

10103s 211qnd yum Buibebua ul diysiapes| ayelisuowap 01 aNURUOI

|Im pue Jojoas oljgnd UBLIO}OIA 8y) ssosoe Buiodad [eloueuly Ayjenb
yb1y Jo JusWaAsIyIe B} 0] PaRIWLIOD 8q 0} BNUNUOI sluswledaq
‘9oueUI4 10} JBISUIN BY} JO suondalig Buipuels ayl 1surebe
uoneolIad [enuue vy jo Jed se ‘Buiiodas Buipnioul ‘sanjigisuodsal

‘A|In} passalppe ale siuawalinbal juenas|al

[[e Yey) ainsua 0} sassadold aoueinsse Aljenb
arelndoidde pue sjonuod ase(d ul ind pue ‘aaueuld
10} J3ISIUIN 3y} JO suondalig Bunioday [eroueul
pue suondaliq Buipuels syl ‘¥66T 19V luswabeuey
[eloueUI4 Y1 0] uone|al ul sanljiqisuodsal Buniodal
J1ayl mainal Ajrenuue saiouabe Juswuianob ||y

Apuaiuno |ig Aljigeiunodoy aoueldwod 1iay) mainal Ajfenuue 03 palinbal ale salouabe 10109s a|dipund
pue adueul4 21gnd ay.L al1gnd “YiomawrelS Juswabeuey [eloueulH JuUa4nd ayl Japun ul 1dadoy 99 UOIBPUBLILLIOIBY
A1obares
pauue|d uonoe ainin4 a1ep 0] UOIIOB JUBWUIBA0D | asuodsay uollepusWW o029y

201



Report on the 2009-10 and 2010-11 Financial and Performance Outcomes

9.2 Quality of the Government’s responses

In general, the Committee was satisfied with the quality of the Government’s responses. Most
provided a clear statement of the action taken to date and any further action planned.

However, timelines have not been provided for further action planned or recommendations
under review. The Committee notes that the template for responses has been updated by

the current Government, subsequent to the tabling of the response to the Report on the
2008-09 Financial and Performance Outcomes. The guide for readers now explains that
recommendations that are supported or under review should include target timeframes where
possible or appropriate.

In terms of the classification of responses, the Committee identified six responses that

were accepted in principle, in which the further actions were to consider or review the
recommendation (see Table 9.4). It was not clear to the Committee why these responses were
classified as ‘accept in principle’ rather than ‘under review’.

The Committee has previously recommended that:*%*

The Department of Treasury and Finance clarify for the Government the
difference between the classification of ‘under review’and ‘support’.

The Government has supported this recommendation.*%

Furthermore, the Committee notes that there were two recommendations which the
Government accepted (one in part and one in principle) for which the Government responses
indicated no plans to implement what the Committee had recommended (see Table 9.5). The
two recommendations were responded to in exactly the same words and it was not clear to the
Committee why one was accepted in part and one was accepted in principle. However, given
the lack of intention to undertake exactly what was recommended, the Committee considers
that it may have been more appropriate for both recommendations to have been classified as
‘reject’.

FINDING

Overall, the Committee was pleased with the quality of responses to the
Report on the 2008-09 Financial and Performance Outcomes. However, the
Committee notes that six recommendations that were accepted in principle
might have been better classified as ‘under review’, and two accepted
recommendations might have been better classified as ‘reject’.

464  Public Accounts and Estimates Committee, Report on the 2011-12 Budget Estimates — Part Three, September 2011,
Recommendation 88, p.237

465  Victorian Government, Government Responses to the Recommendations of the Public Accounts and Estimates
Committee’s 102" Report on the 2011-12 Budget Estimates — Part Three, tabled 14 March 2012, p.45
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APPENDIX 2: OUTCOMES ACHIEVED BY DEPARTMENTS
BETWEEN 27 NOVEMBER 2010 AND
30 JUNE 2011
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utcomes Achieved by Departments Between 27 November 2010 and 30 June 2011
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Minority Report

2009-10 and 2010-11 Financial and Performance Outcomes
Minority Report

The Minority oppose the adoption of chapter 7 of the report in its totality, and in this
Minority Report outline the reasons why.

In chapter 7, the Majority have, in part, sought to make findings regarding the 36 Growing
Victoria Together targets, which the Bracks Government established after coming to office
in 1999.

The Minority believes that the use of a Budget Outcomes Report (covering 2 financial
years) to pass judgement on the previous Government's 11 years in office, is a curious

and inappropriate use of the Committee’s powers.

The Minority's principal objection is to the methodology used by the Majority to determine
whether Growing Victoria Together objectives were, or were not, met. Growing Victoria
Together was a set of actions, objectives and philosophies, which for the first time (and, so
far, for the last time), saw a newly elected Government outline a detailed framework for
good governance, and a set of targets by which that Government could be measured.

Definitive conclusions about whether those performance measures have been met,
however, require far more detailed analysis than that which has been conducted by the
Majority. In too many instances, the determination of whether a performance measure has,
or has not been achieved, appears to be entirely, or at least substantially, subjective.

By way of illustration, the Minority offers the following examples -:
Measure — The health of Victorians will improve

The Majority has determined that this performance measure was not met. By way of
justification, the Majority has relied on data from the Victorian Population and Health
Survey, and average life expectancy at birth (which according to the budget papers, had
increased between 1999 and 2008).

The question of whether the community’s health has improved over a decade is a complex
one, with many potential measures. Smoking rates, eating habits, levels of childhood
activity or obesity, and medical advances, could all be valid areas of observation in
determining whether the health of the community has improved.

To reduce the analysis to one measure, which would indeed suggest improvement, and a
survey, is simplistic in the extreme, and offers no proper foundation for the Majority’s
conclusion.

Measure — The appreciation of diverse neighbourhoods and communities will
increase

Victoria prides itself on its diversity, and there are countless ways in which the term can be
defined and understood by Victorians. Whether the focus is on cuisine, religion, ethnicity, a
blend of different socio — economic groups, or support for the aspirations of the GLBTI
community, there is no single measure of whether Victorians have a greater appreciation
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of “diverse neighbourhoods and communities”. Unfortunately, the Majority seems to
believe that there is.

The Majority have determined that the performance measure was not met. In supporting
this conclusion, the Majority has relied upon a decline in support for multiculturalism
between 2001 and 2009, as outlined in the Victorian Population and Health Survey 2009.
In so doing, the Majority has demonstrated an exceedingly narrow perspective on the
guestion of what constitutes a diverse neighbourhood or a diverse community, and again,
the conclusion is without proper foundation.

Measure — Victoria’s taxes will remain competitive with the national average

There are a range of other conclusions that the Minority believes have been arrived at
without clear justification. Amongst them is the conclusion that the Bracks / Brumby
Government did not achieve its objective of keeping Victoria’'s taxes competitive with the
Australian average. There seems to be no obvious correlation between that finding, and
the fact that over 11 years, the Bracks / Brumby Government reduced the rate of Payroll
Tax from 5.75% to 4.9% and reduced Workcover Premiums on 6 occasions.

It is also worth noting that the majority’s analysis takes no account of royalty revenue.
Page 13 of Budget Paper 2 (2010-11) states - “In 2008-09, Western Australia, Queensland
and New South Wales each collected in excess of $1 billion in royalty revenue compared
with less than $50 million in Victoria.” When royalty revenue for the period is taken into
account, Victoria’'s tax revenue in the period was below the national average.

Process

It is important to note that in the Majority's analysis of whether Growing Victoria Together
performance measures were met, there was not a single hearing, nor did it examine a
single witness. No former Minister, or any Departmental representative was given an
opportunity to comment on any element of the Majority's analysis, and no submissions
were invited.

It should, of course, go without saying that the progressive delivery of Growing Victoria
Together commitments, together with other factors, was analysed by the Victorian
electorate at the elections of 2002, 2006 and 2010. The Minority considers that to be a
more compelling verdict than the potentially self-serving analysis of a Coalition dominated
Parliamentary Committee.

All'in all, the Minority believes that to attempt to reduce 11 years of Government to a desk
top analysis does justice, neither to the Growing Victoria Together framework, nor to the
other important analysis conducted by the Committee. In those circumstances, the Minority
cannot lend our names to the findings in Chapter 7, and we have opposed the adoption of
that chapter.

The Minority do not oppose other chapters contained in the 2009/10 and 2010/11
Outcomes report. However we place on record our disappointment that the Majority
opposed motions which would have enhanced the transparency of reporting on
performance measures, and which would have sensibly recommended improvements to
the way the Department of Treasury and Finance progressively reports on outcomes. The
Minority are concerned that this diminution of transparency runs counter to the objectives
of the PAEC.
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Of similar concern is the determination by the Majority of the committee that the report
should treat the relationship between debt and infrastructure in a manner consistent with

the Government’s political critique of the previous Government, and in denial of facts.

it would be unfortunate if any member of the PAEC - the Parliament’s principal scrutiny
committee — believed that the PAEC should be transformed into a delivery agency for the

Baillieu Government’s political messages. The PAEC has always demonstrated an

understanding of its remit and of its need to be independent of Government, and we
believe that there has been an ongoing appreciation of that during the 57" Parliament. It is
our expectation and our hope that PAEC continues to operate in that manner.

Martin Pakula MP
Deputy Chair

& H

Robin Scott MP

1, L6 |
J{?ﬁn/iy MP %
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Extract from the Minutes of Proceedings

Monday 16 April 2012

Chapter 1:  Introduction

Motion: That Chapter 1: Introduction be agreed to and adopted.
Moved: David Morris MP Seconded: Martin Pakula MLC

Resolved in the affirmative.

Chapter 2:  2009-10 Financial Outcomes and 2010-11 Financial Outcomes in the
56" Parliament

Motion: That in Chapter 2: Outcomes of the 56" Parliament, to insert the following
words, ‘The Committee believes that a mid-year progress report that provides
commentary along these lines would be a useful inclusion to the State’s
financial reporting practices’ in Section 2.8, at the end of the second paragraph.

Moved: Martin Pakula MLC Seconded: Robin Scott MP

The Committee was divided on the motion.

Ayes Noes

Jill Hennessy MP David Morris MP

Robin Scott MP David O’Brien MLC

Martin Pakula MLC Neil Angus MP
Philip Davis MP

Motion negatived.

Motion: That in Chapter 2: Outcomes of the 56" Parliament, to insert the following
words for the finding, ‘Finding: The mid-year financial report does not
systematically report the Government’s progress against its key financial
objectives’ and to insert the following words as a recommendation
accompanying that finding ‘Recommendation 5: The Department of Treasury
and Finance include a status report in its mid-year financial report on the
Government’s progress towards its financial objectives’, be inserted at the end
of Section 2.8, immediately preceding Section 2.9.

Moved: Jill Hennessy MP Seconded: =~ Martin Pakula MLC

The Committee was divided on the motion.

Ayes Noes

Jill Hennessy MP David Morris MP

Robin Scott MP David O’Brien MLC

Martin Pakula MLC Neil Angus MP
Philip Davis MP

Motion negatived.
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Motion: That in Chapter 2: Outcomes of the 56" Parliament, to insert the following
words for recommendation 6, ‘Recommendation 6: The Department of
Treasury and Finance explain and link the economic factors that have impacted
on the budget estimates to actual financial outcomes in the Mid-Year Financial
Report’ at the end of Section 2.9, immediately preceding Section 2.10.

Moved: Martin Pakula MLC Seconded: Robin Scott MP

The Committee was divided on the motion.

Ayes Noes

Jill Hennessy MP David Morris MP

Robin Scott MP David O’Brien MLC

Martin Pakula MLC Neil Angus MP
Philip Davis MP

Motion negatived.

Motion: That Chapter 2: Outcomes of the 56" Parliament, as amended with errors and
omissions be agreed to and adopted.

Moved: David Morris MP Seconded: Neil Angus MP

Resolved in the affirmative.

Chapter 3:  Financial Outcomes for 2010-11, Including Financial Outcomes in the
57™ Parliament (January 2011-June 2011)

Motion: That in Chapter 3: Outcomes of the 57" Parliament, to insert the following
words in the finding, ‘... in order to fund the Government’s infrastructure
investment program.’ at the end of section 3.7.2 within the first finding,
following the words ‘... by $884.2 million (or 30 per cent) ...’, and that the
following sentence of that paragraph, ‘The increase in net debt has been
necessary to cover the difference between the net cash flows from operating
activities and the expenditure on asset investment’ be deleted.

Moved: Martin Pakula MLC Seconded: Jill Hennessy MP

The Committee was divided on the motion.

Ayes Noes

Jill Hennessy MP David Morris MP

Robin Scott MP David O’Brien MLC

Martin Pakula MLC Neil Angus MP
Philip Davis MP

Motion negatived.
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Motion: That in Chapter 3: Outcomes of the 57" Parliament, to insert the following
words in the second paragraph of Section 3.7.4, “This is in line with the
expansion of the State’s infrastructure program over the same period.” after
the first sentence in the second paragraph and that the last sentence of that
paragraph, ‘As discussed in Section 3.7.2, it has been necessary to increase the
debt to cover the difference between net cash flows from operating activities
and the expenditure on asset investment’ be deleted.

Moved: Martin Pakula MLC Seconded: Jill Hennessy MP

The Committee was divided on the motion.

Ayes Noes

Jill Hennessy MP David Morris MP

Robin Scott MP David O’Brien MLC

Martin Pakula MLC Neil Angus MP
Philip Davis MP

Motion negatived.

Motion: That in Chapter 3: Outcomes of the 57" Parliament, the words in
Recommendation 7 ‘... coverage of how it has performed against its fiscal
strategies’ be deleted and to insert the following words, ‘(a) coverage of how
it has performed against its fiscal strategies; and (b) objectives developed in
response to the final recommendations identified by the Independent Review of
State Finances* at the end of the Recommendation.

Moved: Martin Pakula MLC Seconded: Jill Hennessy MP

The Committee was divided on the motion.

Ayes Noes

Jill Hennessy MP David Morris MP

Robin Scott MP David O’Brien MLC

Martin Pakula MLC Neil Angus MP
Philip Davis MP

Motion negatived.

Motion: That Chapter 3: Outcomes of the 57" Parliament, as amended with errors and
omissions be agreed to and adopted.

Moved: David O’Brien MLC Seconded: David Morris MP

Resolved in the affirmative.

Chapter 4:  Departmental Income and Expenses in 2009-10 and 2010-11

Motion: That Chapter 4: Incomes and Expenses, as amended with errors and omissions
be agreed to and adopted.

Moved: Neil Angus MP Seconded: David O’Brien MLC

Resolved in the affirmative.
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Chapter 5:  General Government Sector Output Delivery in 2009-10 and 2010-11

Motion: That in Chapter 5: General Government Sector Output Delivery to insert the
following words and tables at Section 5.2.2.

Moved: Martin Pakula MLC Seconded: Jill Hennessy MP

5.2.2 All performance measures, 2009-10 and 2010-11

For both 2009-10 and 2010-11, especially 2009-10, the Committee notes that the proportion
of performance measures that significantly exceeded targets was greater than the proportion
of performance measures that significantly fell short of targets. As noted in Section 5.1 of this
chapter, this is generally indicative of good outcomes.

Tables 5.3 and 5.4 show, for each department, what proportion of measures were significantly
below, close to, and significantly above targets.

Table 5.3  Performance measures, actual results compared to targets,
2009-10
Department Measures More than Within 10% | More than Not
10% lower of target 10% above measured
than target target
(number) (per cent) (per cent) (per cent) (per cent)
Education and Early Childhood
Development 81 3.7 69.1 23.5 3.7
Health 160 9.4 79.4 11.3 0.0
Human Services 88 10.2 70.5 18.2 11
Innovation, Industry and
Regional Development 103 11.7 52.4 35.9 0.0
Justice 105 7.6 74.3 18.1 0.0
Planning and Community
Development 119 10.1 67.2 22.7 0.0
Premier and Cabinet 109 8.3 71.6 20.2 0.0
Primary Industries 66 10.6 65.2 24.2 0.0
Sustainability and Environment 84 6.0 69.0 25.0 0.0
Transport 206 14.1 69.4 16.5 0.0
Treasury and Finance 97 6.2 73.2 20.6 0.0
Parliament 51 5.9 80.4 13.7 0.0
Total 1,269 9.3 70.2 20.2 0.3
Source: Departmental annual reports, 2009-10; Parliament of Victoria, response to Committee’s 2009-10 and

2010-11 Financial and Performance Outcomes Questionnaire — Part One, received 2 December 2011,

p.2
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Table 5.4  Performance measures, actual compared to targets, 2010-11
Department Measures More than Within 10% | More than Not
10% lower of target 10% above measured
than target target
(number) (per cent) (per cent) (per cent) (per cent)
Business and Innovation 70 171 54.3 28.6 0.0
Education and Early Childhood
Development 100 4.0 75.0 21.0 0.0
Health 165 10.3 78.2 11.5 0.0
Human Services 111 9.9 75.7 14.4 0.0
Justice 102 7.8 73.5 18.6 0.0
Planning and Community
Development 84 11.9 66.7 19.0 24
Premier and Cabinet 109 11.9 66.1 22.0 0.0
Primary Industries 66 22.7 59.1 18.2 0.0
Sustainability and Environment 87 8.0 73.6 18.4 0.0
Transport 196 17.3 66.8 15.8 0.0
Treasury and Finance 97 12.4 62.9 23.7 1.0
Parliament 42 4.8 81.0 14.3 0.0
Total 1,229 11.8 69.8 18.1 0.2
Source: Departmental annual reports, 2010-11; Parliament of Victoria, response to Committee’s 2009-10 and

2010-11 Financial and Performance Outcomes Questionnaire — Part One, received 2 December 2011,
pp.2-3

The Committee was divided on the motion.

Ayes Noes

Jill Hennessy MP David Morris MP

Robin Scott MP David O’Brien MLC

Martin Pakula MLC Neil Angus MP
Philip Davis MP

Motion negatived.

Motion: That Chapter 5: General Government Sector Output Delivery, as amended with
errors and omissions be agreed to and adopted.
Moved: David Morris MP Seconded: = David O’Brien MLC

Resolved in the affirmative.

Chapter 6:  General Government Sector Asset Investment in 2009-10 and 2010-11

Motion: That Chapter 6: Asset Delivery, as amended with errors and omissions be
agreed to and adopted.

Moved: Neil Angus MP Seconded: = David O’Brien MLC

Resolved in the affirmative.
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Chapter 7:  Outcomes Achieved in 2009-10 and 2010-11

Motion: That Chapter 7: Outcomes Achieved, as amended with errors and omissions be
agreed to and adopted.

Moved: David Morris MP Seconded: Neil Angus MP

The Committee was divided on the motion.

Ayes Noes

David Morris MP Jill Hennessy MP
David O’Brien MLC Robin Scott MP
Neil Angus MP Martin Pakula MLC
Philip Davis MP

Resolved in the affirmative.

Chapter 8: The Victorian Auditor-General’s Office in 2010-11

Motion: That Chapter 8: VAGO in 2010-11, as amended with errors and omissions be
agreed to and adopted.

Moved: Neil Angus MP Seconded: David O’Brien MLC

Resolved in the affirmative.

Chapter 9:  The Government Responses to the Committee’s Report on the 2008-09
Financial and Performance Outcomes

Motion: That Chapter 9: Government Responses to the 2008-09 Outcomes Report, as
amended with errors and omissions be agreed to and adopted.

Moved: David O’Brien MLC Seconded: David Morris MP

Resolved in the affirmative.

Appendix 1: Departmental Outputs, 2009-10 and 2010-11

Motion: That Appendix 1: Departmental Outputs, 2009-10 and 2010-11, as amended
with errors and omissions be agreed to and adopted.

Moved: Neil Angus MP Seconded: David O’Brien MLC

Resolved in the affirmative.
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Appendix 2: Outcomes Achieved by Departments between 27 November 2010 and

Motion:

Moved:

30 June 2011

That Appendix 2: Outcomes Achieved by Departments between
27 November 2010 and 30 June 2011, as amended with errors and omissions be
agreed to and adopted.

David O’Brien MLC Seconded: David Morris MP

Resolved in the affirmative.

Report Adoption

Motion:

Moved:

That the whole of the Report on the 2009-10 and 2010-11 Financial and
Performance Outcomes, as amended with errors and omissions be agreed to
and adopted.

David O’Brien MLC Seconded: David Morris MP

Resolved in the affirmative.
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