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DUTIES OF THE COMMITTEE

Section 8 of the Public Accounts Committee Act 1951~19066 reads

as followgie=

8. The duties of the Committee are -

(a) to examine the accounts of the receipts and
expenditure of the Commonwealth and each
statement and report transmitted to the
Houses of the Parliamént by the Auditor-General
in pursuance of sub-section (14) of section
fifty-three of the Audit Act 1901-1950;

{b) to report to both Houses of the Parliament,
with such comment as it thinks f£it, any
items or matters in those accounts,
statements and reports,or any circumstances
connected with them, to which the Committee
is of the opinion that the attention of the
Parliament should be directeds

()  to report to both Houses of the Farliament
any alteration which the Committee thinks
desirable in the form of the public accounts
or in the method of keeping them, .or ix the
mode of receipt,control,issue or payment of
public moneys; and

{8) ‘to inquire into any question in comnexion
with the public accounts which is referred
to it by either House of the Parliament, and
to report to that House upon that question,

and inciude such other duties as are assigned to the Committee
by Joint Standing Orders approved by both Houses of the
Parliamente
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JOINT COMMITTEE OF PUBLIC ACCOUNTS

ONE HUNDRED AND THIRTY~MINTH REPORT
INTERNAYL, AUDIT

Chapter 1
Introduction

1, In paragraph 90 of his Report for 19%54~55 the Auditor-General stated that
in certain branches of the Northern Territory Administration adequate systems

of financial control were non-existent,internal check positions hed not been

filled and appropriate subsidiary accounting instructions had not been introduced.
Positions for internal audit personnel had been created but efforts by the Division
to create and hold officers in them had been unsuccessfule

2, The Reports made by the Auditor~General between 1954-55 and 1965-66
contained further criticel references to internal audit in several departments

and in 1965-66 paragraph 273 of the Report contained a general refersnce to
internal audit in addition to specific references to particular deparitments. The
general reference stated that over the years Reports of successive Auditors-General
had made references in particular instances to the scope for improvement in the
internal audit arrangements of Commonwealth departments ,and had drawn attention

to the need for more uniformity in objectives and practices and the value of
mainteining stability in the staffing of internal audit establishments. The
Report added that as necessary, the Auditor-General's Office had supported the
establishment of effective internal audit organisations in Commonwealth
departments and authorities. In its reports to the Parliament the Joint Committee
of Public Accounts had, on several occasions,also stressed the importance of the
internal audit functions and the need to maintain internal audit esteblishments

at adequete strength. The Auditor-Gensral's Report also stated that Permanent
Heads of all departments had been reguested by the Department of the Treasury to
examine critically the functions being exercised by internal sudit staffs and to
engure that such steffs were maintained at as near full strength as was reasonable
in the circumstances, to enable proper performance of their allotted tasks, The
Auditor-General mentioned that early in 1966 an interdepartmental committee appointed
by the Public Service Board commenced a review of the functions and duties of Third
Division officers engaged in internal audit work in departments with a view to
recommending to the Board whether any change in work levels was necessary and
whether qualifications should be prescribed. A senior officer of the Auditor-Ceneral's
0ffice had been made available to assist the interdepartmental committeeo
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% In each of his Reports from 1966-67 to 1962-70 the Auditor-General
made further specific and general refarences to the internal audit problem.
Paragraph 310 of his Report for 1969-70 stated that in previous Reports attention
haé been draym to the scope for improved effectiveness of internal audit
operations. The necessity to do so had stemmed from a tendency on the part of
gome depertmental administrations to place insufficient emphasis on this important
aspect of control over receipts and expenditure of public moneyss; and the need to
ensurs that an internal audit system,when installed, is compatible with current
developments,adequately steffed and operabting effectively, In that Report

the Auditor-General added the following significant comments=—

"The extent to which statutory discretion

is exerciged by my Office to dispense

with all or any part of a detailed audit

is influenced in each case by the effective—
ness of the system of internal control of which
internal audit is an integral part. It is

a matter for concern therefore that,although
there has been improvement in the overall
position, there are still ingtances in
which the effectivenesa of internal audit

is below the standard that might reasonably
be expected™.

'S In view of this observation and having regard also to the substantial
growth that has occurred in the responsibilities of the Auditor-General in pecent
years  vwhich was reported in our One Hundred and Twenty-seventh Report.= the
Conmittee decided to conduct a genersl inguiry into internal asudit. It also
decided that, in this comnection, it should, in the first instance, obtain a
submission from the Public Service Board relating to developments in this area

of administration following the aeppointment of the interdepartmental ¢ommittee in

1966 ,and also submissions from the Superannuation:and Defence Forces Retirement
Benefits Boards, the Posimaster-General's Department and the Depariment of Supply,

each of which had been the subject of specific criticism by the Auditor-General

in his Report for 1969-70, The Committee also decided to obtain specific submissions

relating to internsl audit from several other departments,

Se This Report relates to the submissions tendered by the Public Service
Board, the Superannuation and Defence Forces Retirement Benefits Boards, the
Postmester~General's Department and the Department of Supply. The Committee
proposes to present further reports in due course relating to other groups of
departments from which submissions relating to internal audit have been obiaincd.
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6o For the purpose of matters referred to in this Report a
pablic inquiry was held at Parliament House,Canberra on:

Tuesday 27 April, 1971

Thursday 29 April, 1971

Thursdsy 3 June, 1974

7o The following witnesses were sworn and examined by the Committee in
relation to the matters referred to in this Reporte=

Pogtmaster-Generel ¢85 Department

Mr.JD.Kirkham ~Chief Internal Auditor,Management Services.
Mr.D.G.HeQuitty -Jenior Assistant Director-General,Finance and
Accomnting
Department of Supply

Mr,J.LiBades =Acting Assistant Secretary,Personnel and
Bstablishments.

Mr . K.HcEnown -fzgsistant Secretary,Finance.

Mr.B.M.0fConnell ~Director,Accounts and Audit.

Deparitment of the Treassury
Mr,C.F.Grant =Director,Eotablishments and Finance.

Mr.D,JHill -First Assistant Secretary,Accounting and Supply .

orannuation Board Defence Forcea
Retivement Benefits Bosrd
Mr.L.K.Burgess ~President,Supersnnuation Board and ex—officio
Chairman,Defonce Forces Retirement Benefits Board.

8. During its inquiry the Committee was assisted by the following Observers:
Auditor-General's Office Mr.W.HeScott
Public Service Board Mr,G.N.Vanthoff

Department of the Treasury Hr.J.I.Maundexr
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Chepter 2
Public Service Board

O The submission tendered by the Public Service Board showed
that the Board hed established a joint Board-gepartmental committee

in 1966 to review the functions and duties of Third Division positions
engaged in internal audit work in Commonwealth departments. The
committee was required to make recommendations on the appropriate
number and composition of work levels for intevnal audit in accord-
ance with the Board's general policy of simplification end rational-
isation of classification structuressand also to consider whether formal
qualifications should be required for each or any work level.,

100 In addition to & representative of the Public Service Board's
Office, the review committec comprised s representative from each of the
Department of the Army, the Postmaster-General's Department and the
Department of Supply, all of vhich departments maintained extensive
internal audit organisations. The committee was assisted by an
Observer~consultant from the Auditor-General's O0ffice.

11 The Board's submission stated that extensive inspeciions
and discussions were held in Commonwealth departments and offices,
including those with major internal audit organisations, On
completion of these inspections and discussions the cbmmittee's
report was circulated Yo all departments and to the Auditor-General
for comment., The Board gave careful consideration to the views
of departments and the Auditor-General before reachin.:g its decisions
on functions,work levels and qualification reanirements for internal
audit work.

12 On 11 July 1968 the Public Sexrvice Board announced the
introduction of the new Internal Audit structure, This advice

was conveyed to departments by Circular No.1958/20, a copy of which
is aet out as Appendix No.2.4

13 In introduecing the new structure the Board adopted the
following definition of the function of internal auwdit:-
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"Internal auditing is an independent,post-
operative avpraisal function performed within
a denariment 2s 2 service to management, It
covers the revenve,expenditure,stores,personnel
and related operations of a department and
also any finoncial,accounting and supoly
activities arising from particular functions
of a department”.

", The Board emphasised the importance thet therc bean understanding
and general acceptance throughout the Service of the traditional
meaning and objectives of internal audit,as extended by this
definition. The Board added that whilst internel audit is only a

part of the machinery for internal managerial control, it 4s an
important control in that it functions by providing a post hoc check
for the protection of public funds and assets and by measuring and
evaluating the effectiveness of other controls. In its advisory

role it furnishes analyses,appraisals,recommendations and pertinent
comments on accounting and financial controls from an objective
viewpoint inside the department but independent of line control. Indeed
the Board expressed the view that the advisory function of internal
audit 1istinguises it from in-line or operating functions or checks.

15« The Board added that the internal audit function is
"post~operative” in the sense that it follows after management
objectives have been determined and appropriate executive decisions
taken. Further, it excludes the in-line checlts which are essential
for the proper finalisation of transactions. However,internal audit
examination would not necessarily await completion of all operational
adtivities required to implement management decisions. Indeed, the
Board felt that to place such a strict limitation on internal audit
would, in many circumstances, circumvent the prime objective of the
function.

16. The Board stated that the placement of intermal audit within
the organisation framework of a department and the degree of

management acceptance and support sccorded the function are significent
factors in determining the range and effectiveness of the service which
nanagement obtains. The decision as to placement of the internal

audit function will be individuel in respsct of each department but
6laar1y it is undesirable that the function should be responsible to
an otfﬂ‘:cer in direct control of operatioms which are to be the
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subject of internal audit review and appraisal. The Board stated that the
basic principles which flow from its definition had been accepted

by the Auditor-General as vroviding an appropriate conceptual basis

for the conduct of internal aundit work.

17 Consistent with the meaning of the definition of internal
audit adopted by the Board, the functions of internal audit staff
were defined in the following terms: -

"Within a department,internal audit staff assist
in,perforn and are responsible fox,audits of: revenue,
expenditure,stores,personnel and related operations.
The audits may cover financial,accounting and supply
activities specific to the department. Internal audit
staff operate independently of line control and
report to a sufficiently high level of management to
ensure that their observations are dealt with in an
effective and impartial menner., Internal audit staff
ascertain whether the legislation applicable to,or
administered by, the department is correctly applied;
whether departmental procedures apd instructions are
adequate and effective and are being observed. They
evaluate the adequacy and application of internal
checks and internal controls and,where necessary,
recommend corrective action in respect of any
inadequacies in,or departures from,approved policies,
rrocedures,controls and established practices, Internal
audit staff serve management by providing independent
information and advice based on the internal audit of
departmental operations."

18, ) The Board decided that positions of officer-in-charge and

some Central Office subordinate positio.ns together with positions involved
in the avdit of Automatic Data Processing systems should be accorded
special consideration in the specification of duties and salary
clasgification levels. As at 4 February 1971 there were 28 such
pogitions which were classified within the Third Division as follows:—

Salary Range No, of Pogitions
$10,374~10,776 1
$ 9,571~ 9,972 10
$ 8,767~ 9,169 17
19 With the exception of the positions mentioned above, the

Board decided that five work levels in fhe clerical-administrative
structure in the Third Division would be required to carry out the
functions of internal audit. The designations and salary classif-
dlcations of these levels are set out belo.w:-
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Work Level Designation Sal Clagsificetion
B mesmatian (s at % Fobrassy 1971)
1 Clerk (Internal Audit) $4,513-5,213
2 Internal Auditor Grade 1 85,413-6,016
3 Internal Auditor Grade 2 86,217-6,819
4 Senior Internal Auditor Grade 1 %7,020-7,559
5 Senior Internal Auditor Grade 2 87,827-8,366

The definitions of these work levels as determined by the Board are set out
in Appendix No.2e -

20, With respect to the qualifications required by officers
engaged in internal audit work, the Board concluded that formal
accountancy qualifications should not be prescribed but it endorsed
the view that,as a general prineciple,some training in accounting is
desirable at the lower levels of the internal audit structure,and
completion of appropriste formal training in accountancy is desirable
et the dire:ting and supervisory levels,

2%. In order to implement its decisions on functions and

work levels the Board invited Permanent Heads to re-appraise their
internal audit functions,to develop new audit programmes in
accordance with the principles set out in the Board's Cirecular and

to nominate representatives for the joint Board=-deparimental
inspection teams set up to review internal avdit organisations.

The internal audit esteblishments which were approved. as a result

of the recommendations of the joint inspection teams were provided

to enable a significant upgrading of the methods and standards of
internal audit and the achievement of a higher level of effectivenass.

22. The Board informed us that as a result of new or changed
circumgtances since this general review of internal audit some
additional depariments and offices have introduced internal auvdit
programmes and othexrs heve increased the scope of their internal
audit operations. The Board supplied detalls of the internal audit
establishments which existed prior to the review and also as at

1 Dscember 1970, This information showed that the number of
positions provided had increased from 555 prior to the review to
665 aa at 1 December 1970.
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23, We were informed that the Board had conducted a four-day training
course in October 1969 to assist departments in developing internal

audit procedures and practices in accordance with the principles

emhodied in the cireular to depaftments. This course was attended by
officera-in~charge of internal audit orgenisations in 24 departments,

-1 Concerning the training of internal auditors in Automatic
Data Processing techniques the Board stated that since the introduction
of computer~based systems into Commonwealth departments it has taken
& major role in the planning,developing and conduct of Automatic Data
Processing practitioner and appreciation training progremmes throughout
the S8ervice. It stated that some of the officers who attended these
courses are no doubt engaged in internal audit work in departments.

25, With regard to the staffing of internal audit positions sthe
Board informed us that the expansion of the number of positions and
tre higher salary claseifications in the internal audit field which
resulted from the general review and from subsequent adjustments

%o internal audit establishments created a heavy demand for suitable
personne) to fill these positions. The implementation of new
internal audit programmes was said to be dependent upon the availe
ability of steff ,and the necessary staffing adjustments had taken

some time to finalise. A survey conducted early in 1971 showed

that as at 1 December 1970 msme internal audit positions were

vacant but that the steff/establishment ratio was 88 per cent.

The Board felt that, generally, the incidence of vacancies was not
sufficiently large to cause concern and, in the few

instances where a higher proportion of vacancies existed,departments
hed advised that they were taking action to £ill the positions

with minimum delay. The Board a&lso felt that shoritmgem of internal
eudit staff,where they existed, constituted principally locel problems
which could,subject to “restraint®™ policies,bs overcome by departmental
management,
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Chapter 3
Superannuation Fund

26, Paragraph 24 of the Auditor~General's Report for 1969-70
contained the folliowing comment:

"In oy 1967-68 Report it was mentioned that
the question of internal auditing arrangements
in relation to operations of the Superannuation
Fund and the Defence Forces Retiremsnt Benefits
Fund was being considered ia conjunction with a
general organisation review, Paragraph 23 of
oy Report dated 18 August 1969 referred to am
advice from the President of the Superamnuation
Board that a stronger internal audit establishe
ment had been proposed as a consequence of this
raview,

At the time of preparation of this Reporty
no proposals for additional internal audit staff
had been approvedes Only one Internal Auditor
was on duty, the other position having recently
become vacant,

In view of the large contributions received
by the Board, the magnitude of the msmsetis held Yy
the Supsrannuation Fund and the Defence Forces
Retirement Benefits Fund and the position reported
above in respect of the Board's financial statements,
it is regarded as important that sm internal audit
ptaff of appropriate strength should be maintained,
and that a well plenned and effective intermal audit
of the Board's financial transactions be achieved
as soon as possibles"

2%- Until 1959 the administrations of the Superannuation Board and
the Defence Forces Retivement Benefits Board were separate. The

staff of the Supsrannuation Board had been placed in an office of
thet Board in Canberra and the administrative work for the Defence Forces
Retirenent Benefits Board had been underteken by the Defence Division
of the Department of the Treasury in Melbourne, When the defence group
of depertments moved to Canberra in May 1959, the Defence Division

of the Department of the Treasury accompanied thems The Treasury

staff associated with the work of the Defence Foroes Retirement Benefits
Board was located within the office of the Superannuation Boarde It

was considered that the similerity of functions and number of services
that both organisations had in common. justified the joining of the two
staffa,and in 1963 the Public Service Board agreed to integrate thems

P.P. Noo160
of 1964-66
Exhibit
139/2 and
Q105



=1

28, . ¥When the present President of the Superannuation Board was Q.105
appointed in 1964 some proposals for a re-orgenisation of the integrated
organisation to support the two Boards had been completed and were

under review,

29, When the President reviewed the organisation with the assistance Exhibit
of the Public Service Inmpector it was consideredshaving regard to the 223%2 =ad

range of work to be undertaken, that there was a need for internal. audit
activities in addition to the internal audit controls that were already
incorporated into the systemse 1In addition,the President was influenced
in this regard by the faot that he had previously had experience in the
Auditor-General's Office and was copscious of the need for internal audit,
A further factor in the situation was that computer operations were in the
early stages of development,and the President was well aware of the need
for internal audit perusal and appraisal of proposed changes in systems
arising from the introduction of computers. These factors influenced the
decioion to sesk the oreation of s position of Internal Auditor,

308 On 22 February 1965 the Public Service Board approved the Exhibit
creation of a position of Clerk Class 5 (Third Division) Internal Auditore 13?45'7@&
The position was advertised in March of that year but when there were no

suitable applicants at that level the Public Service Board was

requested to raise the level to Clerk Class 7' (Third Division). The

Public Service Board agreed that the position should be advertised at the

Clexk Class 6 (Third Division) level and, in the event, one suitable

applicant applied foxr the position. The position was reclassified and a

provisional promotion was made on 4 November 1965. This officer took

up duty on 20 January 1966

31 The initial appointee occupied the position of Internsl Exhibit
Auditor until June 1966 when it became essential to select a suitably 222%58 3111;10

qualified and experienced officer to supervise the internsl control
wethod of resconciliation of documents authorising the payment of

$40 million frem the Quinquenuial Surplus, as well as the investigation
and approval of complex individual paymentse, The Internal Auditor was
selected for this task and was subsequently transferred to a yosition.
of Finanse Offiocer Grade 1 (Third Division) at the same level in the
Géneral Investigation and Instruction Section. Between Janusry and June
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and the manual, end to determine the complexity in internal audit
a8 a basis for an examination by the Public Service Board of staffing
needs, based on the audit prorramme, Because of its relationship to
the veview then being conducted by the Public Service Board, however,
this proposal was not developed. The vacant Class 6 (Third Division)
position was advertised and the successful applicant commenced duty
as Senior Internal Auditor in October 1968, He remained in the position
until July 1970 when he was promoted to another Depariment.

35, When our inquiry occurred in April 1971 the internsl audit Bxhibit
establishment for both the Superannuation and Defence Forces Retirement 39/2
Benefits Boards had not been varied since February 1967, The position

of Senior Imternal Auditor Clerk Class 6 (Third Division) had been

ocoupied from 20 January 1966 to 22 February 1967, vacant from 23 February
1967 to 30 October 1968 and reocoupied from 31 October 1968 to 7 July 1970,
The position had again been vacant since thet time, Applications for the
filling of this position were invited on 23 February 1967, 27 June 1968,

7 May 1970 and 30 July 1970, There were no suitable applicants in

response to the more recent advertisements and no further action had been
taken in view of advice regeived from the Secrefary to the Treasury that

he had degided to ocentralise internal audit aotivities within the

Department of the Treasury and specifically within the Establishments and
Finance Branoh of the Department, The Internal Auditor Clerk Class &

(Third Division) position was ocoupied from 24 August 1967 to 4 Marech 1969

and waa vacant from 5 March 1969 to 16 Juna 1969, At the time of our

inquiry in Aprdl 1971 it had been occupied ainee 17 June 1969,

36, The activitiea of the Joint Internal Audit Section fop the Exhibit 139/2
Supersmnuation and Defenoe Forces Retivement Benefits Boards, as g'?dwo
envisaged, were to be covered by an internal awdit mauwal sub~divided

into parts relating 6o the Superemnuation Fund, the Defence Forces Retirement
Benefits Fund, and administrative expenditure of hoth Funds. combineda

It was atated that the focal poinia of the activities of the two Funds

are the annual acoounts which are related to a full renge of asaooiated
recorda, supporting information and procedures, Provision is aleo

neceseary for appraisal audits and investigapions, in general, and, in.
partieular, for a oritioal examination of computer developments and

operationa from the internal andit viewpoint. In elaborating on this
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the witness informed us that during the previous ten years activities

under both the Superannuation Act and the Defence Forces Retirement

Benefite Act have been subject to very considerable changes. A series

of very far-reaching emendments had been made to the legislation and

there had also been a very considerable growth in the Funds. As at April
1971 there were no less than 300,000 contributors and pensioners. Since
1964 the number of contributors to the Defence Forces Retirement Benefits
scheme had doubled and the number of contributors to the Superannuation
scheme had risen substantially. These developments had given rise to

a considerable increase in the volume of work, as well as increased
complexity and a broadening of the work base. Associated with these
developments was the necessity to handle the volume of material that

passes through the Fund end the Board by computer. In these circumstances
there was a need to develop a computer system, integrated closely with

deily activities, which would, in fact, replace work otherwise undertaken

by clerical officers and clerical assistants, This has involved considerable
changes in procedures and in practices. The witness claimed that because
the organisation has grown considerably end because there has also been
movement of staff, the organisation does not have available among its
senior staff the capmoity to examine the internal controls and procedures

in operation from the viewpoint of an internal control and internal audit.
As a corollary to these developments the preparation of the ammual accounts
has now become a more complex operations The introduction of computers

has given rise to the need to change the data introduced into the accounts,
and this has required critical appraisale To the extent that the office has
employed internal auditors it has been able to appraise some of its systems..
However, the stage has been reached when the office can no longer proceed

to support the annual accounts without prior internal audite.

376 It is proposed that the annual accounts should be certified ‘Exhibit
after the completion of an approved internal audit programme but prior 1591/521 and

to their submission to the Superannuation and Defence Forces Retirement
Benefits Boards and subsequent transmission to the Auditor-General in
accordance with the relevant sections of the legislation, In this regard
the Audit Observer, Mr Scott, indicated that each year the Auditor~General's
Office has found errors or mistekes in the annuel finencial statements
of the Boards,requiring that they be returned for correstion, If the
statements were checked by an internel auditor operating on the basis

. of a well-designed progremme the statements should, apart perhaps from



w8

an occasjonal error which might ocecur anywhere, be correct. The
Auditor-General's Office has experienced difficulty in dealing with
these statements, the details of which have not been subject to
sufficient verification or check,

38, The witness informed us that some progress had been made Exhibit
towards the establishment of en internal sudit menual for these purposes. 132/2
an,

The manual was cc d in draft form, being developed around cash Qo131
asudits and other urgent audite when the Internal Auditor took wp duty

in Jeanuary 1966. Attention was concentrated on the cash audits., As

each of these was completed the Internal Auditor set up notes, and draft
programmes were developed. This system proceeded until June 1966 when the
Internal Auditor was transferred to other duties. Early in 1967 a senior
finance officer, the President of the Superamnuation Fund, and another
officer commenced to establish the internsl audit manual on a formal

basis. When the Clerk Class 4 (Third Division) Internal Auditor took

up duty in Auvgust ‘1967 the office resumed its cash audits, and the further
testing of programmes and their consolidation, and proceeded with further
detail on the internal audit menual. By early 1968 the office was in a
position to forward to the Auditor-General's 0ffice an audit plan, a
statement of the functions of an internal audit, an outline of the ascounting
arrangements which underlsy its activities and a programme of its cash .
transactions for the Superannuation Fund. Two months later a similar

plan was forwarded to the Auditor-Generalts Office for the Defence Forces
Retirement Benefits Fund, and also one for the administrative expenditures
setting out the plan, functions, administration and cash transactions. The
office then proceeded to develop the internmal audit manusl until the

genior Internal Auditor was appointed and commenced duty in October 1968,

He immediately extended the cash audits, consolidated the programmes and

set about the appraisal of selected procedures. By April 1969 the office
had two further programmes for assurance policies which it takes over from
certain contributors to the Superannuation Fund, personnel records and

1like matters. Further information was forwarded to the Auditor-General

up until August 1970, When our inquiry occurred a very considerable amount
of programme preperation required completion., It was said that the analysis
of procedures would be complex due to the abisnce of progcedure manuals

on the administrative aspects of the operations of the Boards.
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39 As at October 1970 five of some twenty~four internal awdit programmes
had been developed,and internal audit checks and reviews had been
applied with particular reference to cash transaction and special problems, %g;ibit

139/2 anu
The Audit obmerver, MreScottsadvised us that as at April 1977 ten of QBe152 and

the twenty=four programmes had been prepared,of which five had heen 153
actad upon and checks had been made, However, while these five

programmes had proved satisfactory im performance they were not current

‘end, in fact, were lagging considerably. He expressed the view that

the Auditor~General's Office would appreciate a greater degree of

performance so that the accuracy of accounts would be guaranteed with

greater certaintys The witness agreed with the views expressed by the

Audit Ovserver,

L'ToN We were informed that although the Superannuatior Board is a Exhibit 139/2
statutory corporation the adwinistrative staff provided for wnder

section 132 of the Superamnuation Act is established by the Publiec

Service Board within the structure of the Department of the Treasury,

Expenditure for the cost of administration under section 133 of the

Superannuation Act is included in the annual estimates for that

Dapartments A similar arrangement applies for the Defence Forces

Rotirement Benefits Board,

41, It was atated that a considerable strengthening of the

Internal Audit Section was incorporated in a comprehensive rew = g:lg; d
organisation of the cffice,based on a three year programme for Qa.15# and,
overtalcing arrearsyforwarded to the Department of the Treaswury in 155

March 1969, This led to the establichwent,lats in May 1969, of a
#tjoint organisation and-methods review team of officers of the Publio
Service Board and the Department of the Treasurys The office of the
Superannuation and Defense Forces Retirement Benefite Boards was

not represented on the teamibut a steering comittee was established
consisting of a First Awsistant Secretary from the Department of the
Treasury, a First Assistant Commissioner from the FPublic Service Board
and the Chairmen of the Supsrammuwation amd Defence Forces Retirement
Benefits Boards. In relation to the wark o this review team the
Public Service Board Observer, MreVanthoff,indicated that the work
involved was divided into two atages. The first stage related to the
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Public Service Board itself rather than to the review team, and concerned
the question of introducing a large number of additional staft, many of
whom were provided on a temporary basis with the specific aim of
overtaking the work load problem in the office of the Superannustion

and Defence Forces Retirement. Benefits Boards. The second stage involved
a more fundamental and deep investigation of the staffing needs of the
Superannuation Board. This was the main function of the joint review
teams Mr. Vanthoff understood that extensive work had been undertaken
and that by April 1971 the task had, in effect, been compléted,

k2, As indicated in paragraph 35 ythe President of the Exhibit 139/2
Superannuation Board (and Chairman of the Defence Forces Retirement and Q.61
Benefits Board) was advised on 5 August 1970 that the Secretary of the
Department of the Treasury had decided to centralise internal audit
activities within the Department of the Treasury, and specifically
within the organisntion of the Establishments and Finance Branch of
the Department. It wac proposed that these functions would include
the allocation of teams to the Superannuation and Defence Forces.

Retirement Benefits Boards.

43, On 18 August 1972, we were informed by the Department

of the Treasury that, on 6 July 1971, proposals relating to internal

audit at the office of the Superannuation and Defence Forces Retirement

Benefits Boards had been referred to the President/Chairman of the Committee
Boards, Agreement had been reached with the President regarding the File 1970/10
introduction of internal auditing to the Management Services functions of

the office, and internal audit appraisals were subsequently commenced.

By 18 August 1972, all of the major management services areas had been

reviewed by the Internal Amdit §ection and further reviews were planned

on & cyclical basige

44, We were also informed by the Department of the Treasury that

before internal auditing could be extended to the remaining areas of the

office it had been necessary for certain aspects of the Board's Committee

responsibilities to be exsmined. Thié exemination hed been completed File 1970/10
and arrangements for a comprehensive internal audit review of all

" activities of the office of the Superannuation and Defence Forces
Retirement Benefits Boards bad been settled with the President/Chairman

of the Boards. It was stated that full implementation of the internal
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audit orogramme would proceed acgordinglye

45, In paragraph 25 of his Report for 1971-72 the Auditore
General stated that late in 1971 the Department of the Treasury had
assumed direct responsibility for the internsl audit of the office of
the Superannuation and Defence Forces Retirement Benefits Boards but,
apart from a special assignment in relation to the 1968-69 Provident
Accountyexaminations by the Treasury Internal Audit Section during
197172 were confined to the Management Services area. There had

been no comprehensive internal audit of the accounts and records

of the two Funds ox of the annusl financial statements. In conseguence
of this situation the Auditor-General's Office had correasponded with
the Department of the Treasury regerding the need for an effective
internal audit of the accounts and financial statements. The Department
hed stated that whilst it sccepted fully its responsibilities for an
effective independent internal audit of the office,this had not been
fully implemented pending the examination of aspects of the Board's
responsibilitiess More recently the Depariment of the Treasury

had advised the Auditor-Genmeral's Office that the examination had been
concluded and that the internal audit programme would be implemented
fully.
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Chapter &
Pogtmoster-General 's Department

L6, Faragraph 186 of the Auditor-General's Report for 1969-70
contained the following comment:

"An Internal Audit organisation has been functioning
within the Department for many years but its role has in
the main been confined to an accounts checking function
in the accounting and supply areas.

The Department has informed my Office that as a
consequence of staff shortages and pending decisions in
regard to the future of departmental internal audit it
has been necessary, as an interim measure, to reduce the
extent of the internsl audit coverages Reports from my
officers show that in some States the internal audit
prosition at 30 June 1970 could not be regarded as
satisfactorye The Department has indicated its intention
to approach the Public Service Board for additional staff
to permit a more extensive examination within the present
limited area of internal audit coverage.

The size of the Postmaster-Genersl's Department
and the complexities of its transactions are such that in ali
areas affecting revenue,expenditure and stores,effective
internal controls, of which internal audit is an integral
part, are essential to efficient management and important
to my Office in the conduct of the audit of the Departmente
It is noted from recent departmental advice to my Office
that the future role of the internel audit function is
receiving active consideration with a view to placing firm
proposals before senior departmental monagsment, At the
time this Report was prepexed advice of developments was
awaited's

47, In his Report for 196364 the Auditor-General reported,inter P.P. Noe70
alia, that internal audit work in the Postmaster~General's Department of 1964-66
was substantielly in arrears in all States, but that proposals had been .
examined by the Public Service Board and approval given to an increase

in internal sudit staff for the Department. The Committee inquired into

this matter in 196465 and reported upon it in its Beventicth Reporte P.P. Noe960.
In that Report the Committee expressed surprise that as inte'rnal checks of 196466
had been an essential part of accounting practice in the Australian Post
Office since its inception the problem encountered by the Department
had not been brought to a satisfactory tonclusion soomer. The Committee
noted that it would continue to pursue this matter until a satisfactory
conoclusion had been reacheds In the subsequent Treasury Minute, of PP, Noo275"
31 December 1965, the Committee was informed that the Postmaster of 1964_-66 .
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General's Departmwent had advised the Department of the Treasury that
during the period covered by the Auditor-General's criticism,approximately
two-thirdsof the internal audit programme was being executed, that no
critical audits, such as cash checks, were being omitted and that the
reduction that had occurred in audits related to frequency only. In
July 1964, immediately prior to the Auditor-General's Report for 1963-6h,
the Public Service Board had approved an increase of thirteen positions
in the Internal Audit Section, The Postmaster-General's Department had
further advised that, despite difficulties experienced in filling the
new positions and other factors such as inexperience of staff, the
position had improved and continued to improve and that implementation
of the internal audit programme was approaching a satisfactory position,
The Postmaster-General's Department alsc informed the Department of the
Treasury that its plans to amend the internal audit programme were not a
consequence of the programme being faulty or unsatisfactory. The form
of the programme was continually under review, especially in those areas
where new techniques such as auntomatic data prcceaéing were being
implementeds It was uoted at that time that review of the Department's
internal audit functions had been and would continue to be carried out
in consultation with the Auditor-General's Office.

Lg, In view of the Committee's earlier inquiry and the observations Qe,201 to

contained in the Treasury Minute of 31 December 1965 we examined the o4

witnesses on the claim that internal audit had improved and was

continuing to improve in the Depariment. Ii was stated that when internsd

audit was first established in the Department. attention was concentrated

on checking procedures, particularly of accounts for accuracy, and since

that time the Department.had dmproved the quality of audit to carry oms-

more extensive checks to ensure that the quality of the work was

satisfactory. Also the Department has extended its procedures to ascertain

that the prescribed internal checks which are a function of line manage=

ment are, in fact, being carried out. It has alzo been able to extend this

aspect in an attempt to find the cruses of unsatisfactory work and errors,

and to make recommendations for the improvement of performances in these

areass At the same time the Department has not been able to improve the

gquality of its audit to the extent that it would prefer, having regard to

the resources currently available. The quality of the audit has, therefore,not'
' yet reached a completely satisfactory position and is still largely

confined to the accounts end supply areass The Department has a charter



w2l

to oxtend its internal audit activities inte the administrotive arcas of
a}l of its divisions and brancher and, when ocur incusry occurred in June
1671, was engaged in the revigion of its audit programme and the audit
manual in order to achieve thig objective. It was expected that the
audit manual would require about two yearsc to bring to comnletion. The
Department had sought additional positions for this purpose amd the
approval of the Public Service Board had been given for the appointment
of three officers to undertake the work.

49, As the Treasury Minute of 371 December 1965 indicated that the s,207
Department would continue the review of its internal audit functions and 208
in consultation with the Auditor-General's O0ffice, we sought confirmation
from the Audit Observer, Mr,Scott, that this had, in fact, *aken place.
Mr.Scott indicated that from late 1965 until August 1968 informal
discussions only were held between the former Senior Assistant Directore
General and the Audit Inspector in charge of the Department's Audit
Section in Melbourne., Late in August 1968 the then Senior Assistant
Director-General visited the Auditor-Generel's Office in Canberra and
discussed with the Director of Audit certain aspects including .
difficulties of obtaining staff, the manner of development of the
internal audit manual and the plans of the Department in general for the
establishment and development of an internal audit techmique and ita
organisation, Between September 1968 and April 1969 several discussions
were held and on 21 August 1969 the Chief Internal Auditor discussed

the position agein with the Director of Audit,mainly in relation to

the charter of internal audit which,as at June 1971,it was understood
had been finaliseds The discussion included the new audit manual ,audit
plans for the following two years, the nature and methods of reporting
and the establishment of responsibility. Between September 1969 and
February 1970 further discussions were held and on 6 July 1970 the revised
programme of intended performance was forwarded by the Postmaster~
General's Department to the Auditor-General‘s Office, Following the
receipt of this programme, the relevant remarks in paragraph 186 were
prepared for the Auditor-General's Report for 1969-70,

50a The Audit Observer, Mr, Scott,informed us that subsequent Q.206
to presentation of thegAuditor-General's Report for 1969-70 to the

Parliament the Auditor~-General's Office received two main advices from

the Department., The first of these, dated 26 October 1970,outlined the

action the Department had taken to obtain additionsl staff. The Auditore



25

General's Office was informed that negotiations were proceeding with

the Public Service Board for new positions, the occupants of which

were to prepare an internal audit manuale At that time the Department
wag reviewing internal audit practices throughout Australia and overseas
in order to formulate a proposal for consideration by its senior
management as to the form the development of internal aundit should take
within the Post Office., Subsequently, the Auditor-General's Office
received several verbal reports of progress made in these matters. On

16 April 1971 the Postmaster-General's Department advised the Auditor-
General's Office that the staff positions which had been approved by

the Public Service Board were being filled and that pending the completion
of the internal audit manual, audite in depth would be developed. The
memorandum also stated that the State branches of the Department had

been requested to prepare revised audit programmes for the period from

1 June 1971 to 31 May 1972 and that all programmes of internal audit
should be current by the end of June 1971, with the exception of those

in New South Wales and South Australia where some arrears were expected to
remain at the end of the financial year 1970-71,

51, We were informed that as a result of a review conducted in 1969
of the operation of the internal audit function, the conclusion was
reached that although the size of the staff establishment was,in general,
adequate to meet the full audit programme to the standards of
examination hitkerto required, these standards had not reflected
adequately the guality of the work being audited. Pending an overall
review of the operation of the internal audit function and identification
of staffing needs in relation to the new standards yet to be defined,

a decision was made by the Department to improve the quality of audit

ag far as practicable within its existing staff resources. Accordingly,
the audit programmes were revised so that most audits would be performed
less frequently. The general pattern provided for the conversion of
monthly ,quarterly and half-yearly bases to quarterly,half-yearly and
anmnual bases respectively. This change was claimed to be progressive
rather than regressive in nature and was said to have permitted the
quality of audits to be improved by pro‘viding for the examination of
transactions in greater depth and for some attention to be given to the
apyraisal of procedures. The Audit Observer, Mr.Scott, indicated that
the Auditor-General's Office had not bee.n consulted by the Department
concerning the reduced frequencies of aundit, The intention of the

Department,however, to lengbthen audit frequencies had been discussed

between the Department and the Auditor-General's Office in August , 196G,
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Mr.Scott agreed with the Department‘'s claim that the change in audit
frequencies was a progressive and not a retrograde move. His view

was based on the concept that the quality of audits iz improved if
transactions are examined in greater depth and appraisals made of

accomnting procedures. He stated that the development of the appraisal concept
is consistent with developments on the matter throughout the world

in both government and private enterprises

52, It was stated that although the change in frequencies of Extiibit 139/b
audits within the Department had permitted greater in-depth treatment and 0. 229
it had also shown an immediate need for further improvement in the
quality of auditsyincluding the need for greater attention to be

given to the appraisal of procedures for the adequacy of controlss

For these reasons approaches were made to the Public Serviee Inspectors
in each State except Queensland for additional staffs By Ooctober

1970 approval for additional staff had been obtained for the offices

in New South Wales and Western Australia, At that stage subpissions
were under consideration by the Public Service Inspector in South
Australia and in Tasmania. In Victoria,arrangements were in hand

for proposals to be submitted to the Public Service Inspector at an
early date, When owr jnquiry occurred in June 1971, the poaitions
sought in New South Wales,South Austrelia,Western Australia and
Teemania had been approved by the Public Sexrvice Inspectors and had

all been filled, In Victoria, howsver, the Departwent suspended
action on the approach to the Public Service Inspector because

a study of the organisation was in progress which it was felt would

be necessary for its future development, The sbudy related to a

new concept of audit organisation which the Department desired to
disouss with the Public Service Boarde Notwithetanding ths decision
not to approach the Public Service Inspector, the Department was

ehle to maintain its revised programme in Vigtoria and we were informed
that by 30 June 1971 no significant arrears would exist in that State,

53 The Department informed us that apart from the question of

the adequacy of the staffing establishment to mest the requirements 333‘:?;3}39/ 4
stated abovega dlfficulty bad been encountered in New South Wales due

to the inability o find staff to fill vacant poaitionse For most

of 1969=70 the internal audit staff had two vacant positions although

in July 1970 one such had been filled ané. in October 1970 efforts were
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continuing to £ill the remaining vacancy. As at June 1971 all positions
with the exception of one Clerk Class #(Third Division) were filled. At

that stage thirteen of the fourteen positions on the establishment were

occupieds

sk, So far as the future development of the internal audit
function is concerned, we were informed that all of the actions taken

bty the Department up until October 1970 related to measures intended
primarily to find the resources to undertake more adequate

checks of transactions within the ambit of the then existing internal
audit programme ac revised in regard to frequencies, and to undertake
appraisals of procedures foxr the adequacy of accounting and security

type controls. The actions taken until that time had not been directed
towards a general improvement of standards as envisaged in the Publie
Service Board's Circular No.1968/20 of 11 July 1968, That eircular
envimsaged the functions of internal audit being developed to provide

a post hoo check for the protection of public funds and assets; the
measurement and evaluation of the effectiveness of other controlsyand
the recommendation of corrective action in respect of any inadequacies in,
or departures fromyapproved policles,procedures and established practices
in the revenue,expenditure,storesspersonnel and related operations of

a department and in financial,accounting and supply activities arising
from particular functions of a departmente

5% The Department informed ua that a pre-requisite for the
raising of standards of internal audit to include appraimsal of other
controls and review of policy,procedures and practives, is the
preparation of an internal audit munual setting out the functions
and responsibilities of the activities to be audited,the objectives
of the audit and features to be examined as guides to auvdit staffae
By comparison the Depariment's internal audit practices that existed
as at October 1970 wers governed by the then existing manual which
was largely a statement of chesks to be undertaken to verify the
accuracy of trausactions and compliance with procedures, It was
astated that the existing manusl was inadequate as a basis for high
quality internal auditing. The manual was prepared in 1960 and the
only revisions made related to additions included to provide fox
additions to the audit programse, When our inguiry ooccurred in June
1971 the Department proposed to isasue a.completely new internal audit
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rmanual without sany referense to accounting instiuctions, The approach
in tho new manus) would be divested to sebtting out management objcetives
angd the appralaad of progedures to ensuve the achlevement of theae
objectivea,

46, It wns atated that fn wiew of the size and complexity of the
Depasrtment's operationn, the dovelopment of & new mahnusl would be a
lengtly pracesa. To expedite matlexs an approsch was made on 22 Augund
1969 to the Public Servive Doard for the ereation of five Class ¥

{Twird Division) positious for & perivd of approximately twolve to
elghteen montha at a salary classifioation which would ensble aultably
qualiffed and experdenced otaff to be obtulneds I¥ wans proposed that
thie aspeoinl ataff would draft the aesbtion xelating %o appraisal.type
audito in the arean referred to in the Public Service Doard Girewlar No,
1968/20. On 10 Febwruamry 1970 the Publie Sexvise Bourd approved the
oreation of one Class 7 (Thivd Divieion) and $ive Oluas 6(Thixd Division)
pooitionss Ot 12 June 1970 the Department expressed concern to the Publie
Service Board at thin declslon and reguested the approval of the oxiginal
proposal, Howaver, on 8 Soptenber the Public Sexrvice Moard affivmed
it original deciaion end on %0 Septembor dimcussiona were held in
Canbexrra with officers of the Board who agresd te roview the mabbers On
1k Ootober 1970,however, the Puklic Servisce Doard congiymed dte onigisd
deoimion and on 20 Qobober the Depavtmont prosasd for teconsideration and
raquasted further discusulonse Dheae diecussions woeke agreed to by the
Board on & November but did not take plase as the officers concerned
were engaged on other wnsvoldabls commiimoentse e Depuriment made
further representations to the Publio Sexvice Board on %0 Decenbex 1970
and in a sibasgquend memorendun of 9 Fobrunxy 971 it reduced itw
requivement from five poailions to threa, On 24 February 19971 the Publie
Sorvice Board offered to conalder w proposnl for one Class 8 (Thind
Division) posdtion and two Class & (Third Divieion) positions, On

2k Naxoh 1971 the Dapurtmont subsdbtted an organiwation propossl to

the Public Sexrvics Board fox the oreation of such tempoxary positions,
Oextifiontes for theme were losted ly the Dowxd om 20 Aprdl 1971. One
Oluse 6 (Third Division) position was filled on 3 May and another

on 31 May 1971 after their mdvertissment as tempoxexy vacanoiss

within the Depariments Neither officer selevted had any inbersel

Bxhibdts
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audit experiemce, Applications for the Class 8 (Third Division) position
were under consideration submequent to our jnquiry in June 1971,

57 In support of its request for the five temporary positions Committee
at the Class 7 (Third Division)level the Department had expressed to the File 1970/10
Board the view that the heavy programme of work involved in producing an
internsl audit manual could not be achieved within the existing staff
establichment, This manual was intended to cover an extensive range

of revenus,expenditure;stores and personnel activities in practically

&1l aress of the Department. It would involve the redefinition of the
operation of various areas and the devising of programmes to reflect

a substantially improved standard of examination extending beyond formal
AudityTreasury and other legislative requirements. The work involved
was said to be demending and complex in nature and in many cases would
require operating procedures to be examined and appraised from an audit
viewpoint before the preparation of audit plams. The Department desired
to adopt a 'task force' approach which required officers who could
perforn their duties with minimum guidance end supervieion. This was
considered to be the most effective means of completing the assignment
within a reasonable pawiod of time., The Department had also noted the
conoern expressed by the Auditor-General regarding the need for raising
the standards of internal audit and had informed the Board that the work
concerned was & mojor assignment requiring investigatory and oreative
efforts In these circumstances the Department comoluded that the
requirements of the positions were at least equal to othex headquarters
Class 7(Third Division)positions regponsible for developing procedures,
Algo the internal audit manuals of other departments had been written

by officers of Class 7 (Third Division)classification and highers Moreover,
the Public Service Board circular 1968/20 provided a Clase 7 (Third
Division)classification for cemtral office positions where the highest
function related to the investigation and development of audit procedures
in departments where the range of audits is extensive. The Department
congidered the correct classification of these positions to be important
in relation to the motivation and success of their occupants in the
sctivities envisaged,
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584 In comme}lting on the evident disagreement between the
Public Service Board and the Department on the classification of Q. 239
these positions the Public Service Board Qbserver, Mr. Vanthoff,
indicated that the Board is required to judge the appropriate
work levels involved. He indicated that the fundamental point of
distinction between the approaches of the Department and the
Public Service Board on this matter turmed on the fact that the
Department's proposal had regard to particular individusls and the
salaries that would be appropriate for them whereas the Board is
required under the Public Service Act to classify positions., In
this connection the Board rmust have regard to the duties and
responsibilities that are required to be undertaken irrespsctive
of the particular skills of any likely occupants of the positions,
In the present case the Board reached the conclusion that the work
lovels sought by the Department were higher than appropriate when
tested against the broad range of duties at that level in the
clerical administrative struoture, In reaching its concluvsion the
Board had the benefit of its knowledge of the requirements of the
Class 6 level which it had conmsidered to be appropriate, At the
sane time the Board respected the rights of the Department to
express its views on the matter, Mro Vanthoff emphasiced that
wilie the provielons of the Public Service Act give responsibility
to the Board they also require consultation between the Board
and the Department conmcerned, In the present case the Board
considers that full regard was given to the recommendationa of the
Depertment and it accepts the responsibility for its attivide,

59 The Depertment stated that subject to the adequate .
staffing of the temporary poslitions oreated, it was expected that Exhibit
internsl auditing to current accepted standerds would be progressively 139/4
introduoeds As the development of the new manual progresses, &

re~asgesmment will be made of the Department's staffing needs in

the internal audit ares,

60, The Departiment expressed its awareness of the nesd for Exhibit
an offective internal audit function a:xd,' in addition to directing 139/4

its efforts to improving the atandard of audit in the traditional
areas xeferred to in the Public Service Board's definition of the
function, is giving consideration to the long term role which
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internal audit shouls take. Developments in other countries and in other
large organisations in Australia, where there is a trend towards the
expansion of the internel audit function beyond its traditional areas
are being kept under examination by the Departmentes

61, In elaborating on the internal audit function the witness Q0209
informed us that the Department has been most concerned to determine

the direction in which it would develop in the future, It was claimed
thaet at the highest level in the Department there is a recognition of the
need for a positive and forceful internal audit function as a service

to management. In approaching this question the Department had to
determine how far it should proceed, and had found it necessary to

have regard to the other checks, balances and controls operating within
the Post Offices It is concerned that action should not be taken which
would duplicate existing operations., It also recognises that its
operations differ markedly from other sections of the Commonwealth

Public Service in that it is appraised by two simple standards of
performance internelly as well as by the public and the Parliament. These
are the standard of service provided for the public, and the Department?s
performance in financial terms as expressed through ite profit and loss
account,

62, The Department is aware that the Institute of Internal Q.209
Auditors in the United States of America, which has chapters operating
in Australia, has recommended & charter and definition for internal
audit, For some time the Department has considered seriocusly whether
the Institute's charter should be adopted. During 1970 officers of
the Department who were engaged in the investigation of certain aspeocts
of programme budgeting in other countries tock the opportunity during
their visits to investigate the approach of various major organisations
to internal audit, In general it was found that organisations not
subject to profit and loss measurement tended to develop detailed
management audita,

63 After considering all of the slternatives, including its own Qe 209
existing checks and controls, the Department had finally decided to

adopt the concept of internal sudit recommended by the Public Service

Board, with the proviso that it ehould positively develep this concept'

as for as possible with the accent placed on the appraisal of procedures.

V'Jhen our inguiry occurred in June 1971, the Depasritment was seeking, as
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2 watter of policy.to move infernzl audit away from the concept of
a cheoking fwaetion and towards the determination of the adequacy
of Procedures and controlés It was slaimed that there is a need for
highly tfained and highly skilled yeople o worlk in this field,

Blrq ‘The Deparitment had aleoc considered the lines ¢f ¢ontrol

of the internal audit function. When fhe function was introduced in
1960,8t the central office level reports were made to the Senlor
Agsistant Directop-General(Finence and Accounting Branch) and at the
State level to the Chief Accouniant. Moxe recently the Depariwent
decided to give independence awnd aleo the appesrance of independénce to
the interyal audit function. In the State offices reports are now made
o the Divector and at central office to the First Assistant Divector-
Generalylanagement Bervides, The Depaviment introduced and promvigated
%o its State administrations on 10 May 1971 a detailed charter eetting
out the style of audit, mode of reporking, lines of reeponsibility,
ales of aceess to data snd related matters, This document is the
basis for the Department's fulure development of its internal andit
fusictions

Q 209

5o Gonecerning internal aundit ataffing in general, the Publie Q53
Bervice Board Obeerver, MroVanthoff,indicated that in the internal andit

growp within the Cowmmonwealth Public Revvide as a whole, the Publis

Seyvide Board,following its exiavsiive inguivy into the appropriate

exdene of one hundred additional poesitions in the various depavtmenta,
{neluding the Pest Office, Mhe Public Servide Board in its civeulay
1968/20, which introduced a new concept of internsl andit,foreshadowed
the impovtence which it attached {o the internal audit function in the Service
a8 B Wholee On the other hand, with an extensive and sudden growth

in wbaff apsrt from the gemeral growth of the Bervide in the cleriesi,
and administrative ared and in other fumetions.,the Doard ie not
suprized to find that thede fmdn the short term, interiittent statfing
problens. The Board held the view,however, that the ataff positich

in the Postmamsber-General's Dépaiiment and in othey departwents is
dvpraving. The Yohrd considevs thab in fubuvé years the situntion will
Btabiiiss and i% is coufident that bthe importanve which it places en
Inte¥nal abdit will be pecoaniseds



w35

66 In paragraph 193 of his heport for 1970<71; the Angitogs

General stated that the Departcend had inforied his Office of the sromiipation
ih May 1971 of a detailed sharter which set oul the Btvle of awdit,fode of
seporting and linen of Pesponsibility along which the internal andidb

funetioh would operate in the future. The charter acecsded ifi geRePal

with thie definitiol of intermtal awdit adopted By Ehe Public Bepvige Poasds

67, In pavragraph 183 of Bis Report for 19y1=92, the Aundifers
Weneral stated that pending the full deVelophent of the intepnal audik
funetion a# ehvinyged by the cvharber, the Depa¥iment, as ah interin
MeaBUPs, Was donbinting ibts exisbing iuterhal audit programie with
sofie Wodifieabions sondistent with the intentiohs stated in the
ehavier, Recent audit reviews hed shoWn that the modified progeaimme
¥ae gonerally curbent ae ab 30 Jude 1972, 'He Anditoraleneral alse
reporbed that his Offiee had resently sought adviee fiom the Deperiiient
coneerning progress oh the full implemsntation of the shavber,ineluding
bhe isaue of fupthed parts of ita new Wahval vf intepusl auvdit and
aggooiaved génersl and seetlonsl planse In veply, the Depaptment

had advimad that eteady progrese wam being daintuiusd 4n the
preparabion of the Wanudl and assotisted dovumentetion and thet this task
vaa expedlied to be substantially vompleted withiu bhe uext two yeavs;
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Chapter

De ment of Su

Paragraph 297 of the Auditor-General's Report for 1969~-70

. contained the following commentie

69

"Reference was made in my Report dated 18 August 1969
to an unsatisfactory position of internal audit in Victoria
and South Australia and to the fact that the Department
has attributed the position to its insbility to obtain
staff to perform the dutiese

Following audit reviews in 1969-70 and in response
to inquiries ky my Office, the Department acknowledged
serions arvears in the work programme in Victoria, again
attributing the reason to inability to maintain the
internsl audit section at the approved strength despite
frequent advertising of vacancies.

The Department has also indicated that it intends
to expand the present internal audit coverage to include
audite of certain costing systems and applications but it
has been unable to recruit an auditor qualified to
underteke these important duties. A submission to the
Public Service Board was recently made by the Department
for a position for sn experienced cost accountant who would
specialise in this areas

Internal audit is an important element of internal
controly the adequacy and effectiveness of which my Office
takos cognisance in planning and conducting auditse The
maintenance of the Departument's internal audit seotion at
full strength and the adherence to the appropriate work
programme is essential for its efficient operation,"

Avout 1959, following the issue in the United States of Americs

of a definition of internal audit, the Department of Supply commenced
its investigation of & modern internal audit organisation in the belief
that it would be an aid to managemente Early in 1962 the Depsrtment
established what it believes to be the first internal audit organisation,
. based on modern condepts, to be introduced by a Commonwealth departments
At that stege it was not diffiocult to recrult suitmble ataf? but,due
to their capacity and the training and development asquirsd in performing
their duties, a heavy demand for their services developed elmewhers
within the Department and a high staff turnover repul.teds

70s

In 1966 the Public Service Board established a Joint Board/

departmentel committee to review internal awdit functions and duties,

Bxhibit
139/1
and Q.24

Exhibit
139/
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The Department of Supply was one of the four departments represented
on the cemmittee, In 1968 the Public Service Board promulgated its
policles regarding the principles of internal auditing and the
qualificationsywork levels and classifications appropriate for the
duties, Most departments required additional staff and higher
clagsifications to bring their organisations into line with the
standards of the Public Serwvice Boarde This oreated a further demand
for suitable officers, As a consequence, the Department of Supply
lost experienced staff, Since that time recruitment of staff by the
Department has been affected by the greater demand that was createds

e We were informed by the Audit Obssrver, Mr.Scott_, that in %lgx/iylvi;,nd
June 1968 the Auditor-General's Office had conducted a veview of Qe3

the scope of the internal audit programme of the Department of Suppiye
The Auditor-General's Office wrote to the Dspartment concerning
reservations that it held regarding the deferment of coating audits,
the hon-availability of audit plans for certain iitems and the

planned frequency of certain audits, In thie latter regavd, the
Dapartment had changed the planned frequency of certain audits to
provide for them to be carried out at longer intervels than had been
the case previously., Audite in the costing field had in some instances
not been carried out for a period of up to five years, With regard

to the non-availability of audit plans for certain items,the Audit
Observer, MreScott, indicated that there were several cmses which
would normelly be covered by internsl audit but for which programwes
had not been preparsds Theae included control over dsparimental
tooling and the instrument pool, The Auditor-General's Office had almo
drawn the attention of the Department to the desirability of preparing
plons ko that its internal audit would be complete and comprehensive,

724 The witness reprosenting the Department of Supply informed us Qb
that the Audit query relating to the frequenoy of audits had not been

related to any particwlar type of audit and that in general the

Department considered that the matter of frequensy was one of judgment,

Some of the Dspartuent's audits require the audit team to spend several

nontha in an establishment carrying out large scale comprehensive
investigations in great depthe To repsat audits of that nature appeared

to the Department to be unnecessary. In cases whers it had lengthened

the frequency of audits, the Department nevertheless maintained partial
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audits,sometimes on an amual basis and sometimes at longer intervals, The
extension of audit into various departmental areas had been dealt with in a
nunber of wayss

73 The Department of Supply replied to the Auditor-Genmsral's Office  Exhibit

in March 1969 subsequent to the recommendations of the interdepartmental ;,313/ ;ﬁ 12
3 L]

review eommittee and following approval that it had obtained‘ for a new to 16

staff organisation. In its reply the Department stated that it was of the
opinion that serious arrears existed only in Victoria and these were
attributable to gtarfing difficulties, It was apparent to the Depariment
that positions on the new staff organisation would be diffioult to f£ill.
The Department added that in determining the frequency of audits for
specific activities it had decided on programmes which, in its judgment,
were reasonable,having regard to the mature of the activity concermed,

the depth of cover applied during full audit, and the time involved in
carrying out such an audit, The witness representing the Department
stated that when internsl audit plans are developed, copies are forwarded
to the AuditoreGeneral who is then in a position to assess and appraise
theme On occasions the Auditor-General has made suggestions which

have been adopted hy the Depertment, The AuditoreGeneraljhowever, does
not direct the Department to develop am approved plane

Py The Department's reply of March 1969 to the Auditor-General's ?Bﬂ;}':it‘
Office stated that costing audits had been deferred pending appointment

of officers who were qualified to undertake sush work. Also the

preparation of audit plans at that time was in arrears as it had not

been poasible to £ill the position responsible for this task,

750 On 27 June 1969 the Auditor-General's Office requeated Exhibit
the Department of Supply to provide further information regsrding the 139/1 and
audit arrears in South Australia and action taken on the matter by the Qs.:]l'g and

Department in that State and in Victoria, The Auditor-General's
Office also sought advice as to whether any changes had occurred
subssquent to March 1969 in the arreprs in Victoria, On 11 July 1969,
the Department replied to the Auditor-General's Office and agreed
that serious arrears of internal audit continued in the Viotorism
Tasmanie regions The Section responsible for this area was still
operating substantially below strength despite repecated attempts to
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recrult staff. At that time there were five vacancies in an establishment

of twelves It had been possible to £ill only one of the two subwsection

leader positions and this had been achieved by promotion from within the
8ection, The Class 5(Third Division)position provided to cover audits

in the commercial cost accounting field had been advertised on two occasions
without attracting an application from a qualified accountante As at

11 July 1969 an approach to the Public Service Board for a higher
classification together with a change in the duties of the position was

under consideration, OClass 4(Third Divieion) vacancies had been advertised

on three occasions and the only selection possible was a Clase 2(Third Division)
officer from within the Section, Wnen the consequential Class 2(Third Divieion)
vacancy was advertised, none of the applicants was considered to be

suitable for audit worke At that time the prospects of building the

Section up to full atrength did not appear to be favourablee

76e The Depariment also noted in its reply to the Auditor-Genersl's Office Qee17
that since its previous advice of March 1969 the position in South and 18
AMuatralia had been affected by staff losses,and some arrecars had sccumulateds

During this period it had been necessary to replace three fileld auditors in

a complement of six and as at 11 July 1969 a Class 2(Third Division) position

was vacante However, compared with the then ourrent programme for the

region, the position was not cénsidered to be a cause for concern, Im its

reply the Dopartment attached a statement setting out the position in regard

to the audite concerneds This stgtement noted that all items in the current
progremme had either been covered receantly or wers programmed for attention

in the current quartere Of the items not in the curreat programe, one

required development at Central Office of an appropriste audlt plen, Others

had bsen removed from the current programme pending revision of audit plans

following substantial changes that had cccurred in procedure,or could

ot be audited effectively until new written procedures had been developed

ty the branches functionally responsibles

77 In its reply of 11 July 1969 to the AuditorGeneral's Office, Q19 and
the Department expressed the view that the position it had outlined l‘::;‘;"i“ee
indicated that there were &arrears in the matter of updating intornal 170/10
audit plans and in developing new plans,and that these had been &

o e v1 ]

long ing for However, the Central Office position
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responsible for this work,which had not been effectively fiiled for

over two years,had become occupied, The occupant,after a period of
initial training,had recently commenced the task of overtaking the
substantial backlog of work in this areae The Department also admitted
that there was no doubt that the position of its internal audit had
deteriorated subseguent to its memorandum of March 1969, Despite constsnt
effort to recruit staff within the organisational and classification structure
provided by the Public Service Board,it had been impossible to maintain
the establishment in Victoria near full strength and in the other two
States work had been disrupted by excessive statf turnover. The abnormal
level of steff{ demand which followed the Public Service Board's re
organisation of internal audit throughout the Commonwealth Service had
contributed significantly to the instability of the previous year ,and

the Department of Supply had sustained a severe staff loss,

78 In March 1970 the Auddtor-General's Office informed the Exhibit 139/1
Department of Supply that recent reviews had disclosed an wmsatisfactory and Q.21
positionythe most serious being in Victoriae In relation to this, the

Audit Observer, MreS8cott,said that in March 1970 the Chief Auditor,
Victoriasreported that as at 28 February the position of the arrears of

internal audit had shown a marked deterioration since Juns 1969 and that

only seven of the internel audit positions out of a total staff of

twelve were occupiede Also the Chief Auditor for South Australia

had reported that importsnt items were apparently not included in

the current programme and that the Department had not baen able to

prepare audit plans for carrying out the internsl audit of some

of theme itemss The position in New South Wales had deteriorated.

79 On 12 May 1970 the Department of Supply replied to khil.;it
the comments made by the Auditor-General's Offices The arrears were 139/1 and
acknowlodged and were attributed to the Department's inability to @821 and 22
maintain the staff level at its approved strength. Details were

given of action in hend er proposed to alleviate the problems, In

ilaborating on this correspondence, the Audit Observer,MreScotty

stated that the Department of Supply had not been able to vecruit

& qualified auditor at Class 5 (Third Division) level for costing

audits and that an approach had recently been made to the Public

Service Board for a position, the occupant of which would specialise

in the auditing of costing applications and for which some rather
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sgpeclal qualifications were required, The Department wished to check

the charges made for the use of joint projsct facilities,project costings
at the Weapons Research Establishment, and other matterswhere cost
accounting played an important part in determining the amounts to be
recovereds Yhile the Departument agreed that the position in Victoria had
deteriorated que to its inability to obtain staff it considered that the
position in South Australia and New South Wales was not serious and would
be brought to a satisfactory basis within a reasonable period of time,

80. In evidence the Department stated that the difficulty Bxhibit 139/1
in recruiting suiteble internal andlt wtaff is part of a wider and Qo359
problem of a shortage of qualified accountants and accountancy students,

Following proposals submitted ky the Department of Supply the Publiec

Service Board approved a new organisation for the central administration

of that Department®s internal audit on 7 September 1970, This organisation
provides for a full time instead of a part time director and for a senior
ingpector to undertake costing auvditse When owr inquiry oceurred in

April 1971, the Department had been able to recruit a full intermal andit

staf? for its Victorian orgenisation, However, this had occurred so

recently that the £illing of the establishment had made no impact on the

extent of the arrears which were said to be very seiious in that State,

81, While recruitment in South Australia and New South Wales had Exhibit
not involved the same diffioculties as im Victorie, the Department hss &? %1 and

experienced regular staff turnover in those States, When our inquiry
occurred there were three vacancies in a staff establishment for seven
positions in South Austrelias At the same time there were three sudits
everdue in that State,involving seventy-seven man-days of efforts On
12. Februsxy 1971, there wore six audits overdus reprosenting fifty=three
pan-days of effort in New South Woles,.

82, Under the new organisation the internal audit function is the ngn a
vesponsibility of .a separate Eranch reporting directly to the Chief Officer. Qe
Previousdy this function had been part only of a Finance Bramch directorate,

By April 1971 proposals had been made for new organisations for the State

internal audit teamse These propesals’ we‘re‘ designed to equate field

audit strength to the opsrating work load amd to the demanding nature

of certain audits peculiar to the Department of Supply. Suwch auvditas

include stores amdits,capitsl assets auditg,coating and accounting
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audits, cafeteria audits and audits in the contracts and disvosals areas

836 In order to solve the prohlem of a general shortage of qualified
accounting officers within the Department, the Department on 11 May 1970
appointed a panel of senior officers to conduct surveys and to identify

departmental requirements for officers qualified in financisl administration

and accounting. The panel ig also required to establish plans for the
development of staff to meet the needs of the Department, The panel
consists of the Assistant Secretary (Finance) as Chairmen, the Director

of Accounting Systems, the Director of Agreements and Costing and the
Director of Personnel, The Secretary of the panel is the Assistant
Director (Staff Planning Research), The initial task of the panel

was to undertake a survey of the organisation of the many establishments
and offices within the Department and to identify areas with positions
suitable for the training of personnel in accounting. Subsequently a plan
was developed whereby officers undertaking part time c'ourses were to be
moved to those pogitions where they wouid be asgisted in their courses,
and. where senior officers would be able to provide advice and guidance
for young officers of the Department. The panel has been encouraged by
the faoct that in 1971 the number of young officers enrolled for part time
courses in accounting was considerably greater than. in previous years,

It was claimed that the results of the work of the pamel will be long-term
rather than immediates

. 8y The Department claimed to be acutely consciocus of its

. responsibility to maintain strong and effective interral audit as an aid
to msnagement, Through the activities of its officers in the Chapters
of the Institute of Internal Auditors it has been active in fostering the
principles of internal audit in Australia. With respect to the filling
of vacant positions, however, the Depertment expressed the view that it
has found a lack of maturity and relevant experience in officers applying
for internal audit vacencies which, despite constant effort, creates
difficulties in maintaining staff organisetions at full strengthe In
eleborating on this latter point the witness informed us that young
people lack experience in the subject areas which must be audited. An
auditor is required to deal with officers at relatively senior levels of
manegement and, in generai, these officers are not inclined to teke the
views of junior staff as seriously as they should,

Bxhibit
129/1 and

Qe.82 to
84

Exhibit
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85, The Department also claimed that the time involved in Exhibit
obtaining staff is lengthy. When appeals are involved, periods in excess ;3 241 and

of eight monthe may elapse from the date of receipt of a request to
advertise a vacancy to the date on which an appointee commences duty.
In relation to the appeal committee system, the Public Service Board
Observer, Mr Vanthoff, stated thet the Board had been reviewing the
situation in the various States and in April 1971 a fourth appeal
committee had been established in the State of Victoria., The Public
Service Board considers that the Promotions Appeal Committees should be
staffed in such a way that within a period of four weeks from the
date of closing of appeals, a Committee should be in a position to
notify its decision. Mr Vanthoff indicated that this is not an
unreasonable period and is the basis on which' the Board considers
the number of Promotions Appeal Committees that are required in

each State,

864 In paragraph 305 of his Report for 1970-71, the Auditor=~
Genersl reported that following a further review conducted during
that yesr, his Office had invited the attention of the Department %o
arrears in a ;mmber of ereas, including Victoria, where the
position, although somewhat improved, was still seriouss The
Department had informed the Auditor-General's Office that certain
staff proposals designed to stremgthen its internal audit establishe
ment had been approved by the Public Service Board and that other
proposals were under consideration.

87, In parsgraph 301 of his Report for 1971-72, the Auditor~
General stated that audit reviews conducted during that year had
revealed arrears of internsal audit progremmes in New South Wales,
Victoria, Queensland, South Australis and the Australian Cepital
Territorys In reply to Audit observations, the Department had
acknowledgedmthe wsatisfactory position and referred to the
problem of recruiting and retaining experienced internal gudit
staff, The Depariment had advised the AuditorGeneral that it had
submitted certain staffing proposals to the Public Service Board,
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Chapter 6

Conclusions

88, As indicated in Chapter 1 this is the first general report
nade by the Committee on the subject of internal audit although various
facets of the matter have been the subject of specific inquiries conducted
in recent years.

89 Internal auditing is now widely recognised as an important,
independent, post-operative appraisal function performed within a
department as a service to management. It covers the revenuwe,expenditure,
stores,personnel and related operations of a department and also any
financial saccounting and supply activities arising from the particular
functions of a department. The importance of the relationship between
the internal audit function and the functions of the Auditor-General was
made clear by the Auditor-General in his Report for 1969-70 when he
stated that the extent to which statutory discretion is exercised by
his Office to dispense with all or amy part of a detailed audit is
influenced in each case by the effectiveness of the system of internal
control, of which internal audit is an integrel part.

(a) Public Service Board

90 . Information supplied to the Committee in this inquiry shows
that in 1966 a joint Public Service Board - departmentel committee was
established to review the functions and duties of Third Division positions
in the Commonwealth Public Service engaged in internal audit work in
departmenta. Arising from the work of that committee, the Board in
mid-1968 announced the introduction of a new Internal Audit structure
for the Commonwealth Public Service. In introducing the new structure,
the Board defined,for depértmental guidance, the role of internal audit,
and indicated that the placement of internal audit within departmental
organisation frameworks, and the degree of management acceptance and
support accorded the function, are significant factors in determining
the range and effectiveness of the service which management obtains,
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91, In connection with staffing, the Board informed us that the
expancion of the number of positions, and the higher salary classifications
in the internal audit field which resulted from the general review and from
subsequent adjustments to internal audit establishments,created a heavy
demand for suitable personnel to fill these positions. However, by
December 1970 the staff/establishment ratio 3in the intermal audit
organisations had reached 88 per cent and the Board felt that, generally,
the incidence of vacancies was not sufficiently large to cause concern,
The Board also felt that shortages of internal audit staff, vhere they
existed,constituted principally local problems which could,subject to
"restraint® policies,be overcome by departmental management.

(b) Superannuation Fund

92, The evidence taken in this inquiry into the Superannuation Board-
which included also evidence relating to the Defence Forces Retirement
Benefits Board~shows that a position of Internal Auditor was first created
in 1965 to service the needs of the new integrated organisation that had
been created in 1963, A further internal audit position was created in
1967, It appears from the evidence, however, that between 1967 and 1971
difficulty wae experienced in keeping the senior of these positions
filled permanently.

93, The evidence shows that the activities of the joint Internal Audit
Section for the Superannuation and Defence Forces Retirement Benefits
Boards, as envisaged, were to be covered by an internal audit manusl
subdivided into parts relating to the Superannuation Fund, the Defence
Forces Retirement Benefits Fund and the administrative expenditure of
both Funds combineds The evidence also shows that in recent years there has
been a considerable growth in the number of contributors to and pensioners
of both Fundss These developments have given rise to a considerable
increase in work volumes A8 a consequence of this, together with
staff movements, the organisation has not had available to it among
its senior staff the capacity to examine the internal controls and
procedures in operation from the viewpoint of an internal control and
internal audit. The Committee regards this as e most unsatisfactory
situation, '

Oli, 4n a corollary to the developments that have occurred in
recent years, the preparation of the annual accounts has become a more
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complex operation, The evidence ghowz that the iantroduction
of computers has given rise to the need to change the data introduced
into the accounts,and this hag recuired critical appraisals when
our inquiry ocourred in April 1971 the stage had been resched when the
~ffice could no longer support its annual accounts without prior
internal audit. In this regard the Committee findo disturbing the
observation made by the Audit Observer, Mr, Soott,to the effect-
that each year the Auditor-General's Office has found errors or
mistakes in the annual financial statements of the Boards requiring
that they be returned for correction,

95e While the evidence shows that some progress had been made
towards the establishment of internal audit programmes, only five

of some twenty-four such programmes had been developed by April 1971,
The full development of these programmes is clearly a pre-requisite
for the presentation by the Superannuation Board of statements in an
acceptable form for Audit examination. In this regard the Committee
notes with concern the remarks made by the Auditor-General in
paragraph 25 of his Report for 1971-72 that, late in August 1971,

Audit had found it necessary to return the amended financial statements
for 1968-69 to the Superannuation Board, as errors had been discovered
in several areas of the Reserve Units of Pension Account,indicating
that a complete re~examination of the subsidiary records was necessary.
The Auditor-General further indicated that the adjusted financial
statements of the Superannuation Fund for 1968-69 were not expected

to be available for submisaion to Audit until late in August 1972,

96, The Committee belioves that the foregoing oiroumstances reflect

an urgent need for improvement in the quality of intermal audit within the
Superannuation/Defence Forces Retirement Benefits Boards organisation, In
making thia observation, however, the Committee also notes from the evidence
that & proposal developed by the organisation in November 1967 to improve
its internal auwdit arrangements had been .set aside in view of the survey
being conducted at that time by the Public Service Board into internal
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audit following the establishment of the joint Fudlic Service Board-
departmental committee in 1966,

9% The Committee notes with satisfaction the action taken recently
by the Devartment of the Treaswry to centralige its internal audit
activities and, within this avrangement, to allocate internal auwdit

teame to the Superannuation and Defence Forces Retirement Benefits

Boards. The most recent information available shows that all of the
major management services areas of the Superannuation/Defence Forces
Retirement Benefits Boards organisation have been reviewed by the

Internal Audit Section, and that further reviews are planned on a cyclical
basis. The Committee also notes with satisfaotion that certain problems
which, in the past, have impeded the effective internal audit of the
accounts and financial statements of the Boards have been resolved and,
as a reavlt, the internal audit programme will now be implemented fullye
In view of the importance of these financial statements the Committee
truets that the full internal audit programme will be implemented without
delays

(c) Postmaster-General's Department

98, In connection with the Postmaster~General's Department the P.Pe Noy160
Comnittee inquired into internal awdit in 1964-65 and reported on the of 1964-66
matter in ite Seventieth Report, In the subsequent Treasury Mimtté

we vere informed that,during the period covered by the Auditor-General's
observation, approximately two-thirds of the internal audit programme i‘ep.;ggz:gzs
wae being executed, that no critical audits,swh as oash checka,

wore being omitted and that the reduction that had ccourred in audits

related to frequency onlye.

99, The evidenoe taken in the present inquiry shows that,until
October 1970, all of the agtions taken by the Department in connection
with internal audit related to measurea intended primarily to find
the reaources to undertalte more adequate checka of transactions within
the ambit of the then existing internal audit programme as revised

in regard to fregquencies, and to undertake appraisals of procedures
foxr the adequacy of accounting and aeourity-type controls,

100, It appears that a pre-requisite for the ralsing of standarda
of internal audit to inelude appralsal of other contrela and review of
policyyprocedures and practicea, is the preparation of a new internal

\



b

audit manualsincorporating modern auditing techniques,to replace the
manual prevared in 1960. The evidence shows that the Department
attempted in 1969 to commence the development of such a manual, However,
between August of that year and April 1971 the Department was engaged
in protracted negotiations with the Public 8ervice Board regarding
the palary classification levels for temporary positions to enable
this work to be carried out, The Committee resognises the importance
of the Board's role in relation to staffing matters and has examined
carefully the observations made by the Board's Obvserver, Mr, Vanthoff,
on the particular matter in question. However, it appears that
effective progress in the developmeat of the new manual was impeded
until the temporary staffing problem had been resolved,

108, The evidence shows that in May 1971 the Department issuwed
to its State administrations a detailed charter setting out the style

of audit,itode of reporting,lines of responsibility, rules of access

to data and related matters, as the basis for the futuve development

of its internal audit function. The Report of the Auditor-General for
1971-72 shows that,pending the full development of that function as
envisaged by the charter, the Department, as an interim measure, is
conducting ite existing internal audit programme with some modifications
conalatent with the intentions stated in the charter,

102¢ The Committee notes with satisfaction that recent Audit
reviews have ehown that the modified programme was gonerally ourrent
aa at 30 June 1992 and that steady progress is being made in the
preparation of the manual and associated dooumentation. The Committee
tyrusts that this task will .28 envisaged in the Report of the Auditor-
General for 1971-72, be substantially completed within the next

two years,

(d4) Department of Supply

103 The evidence showas that in 1962 the Department of Supply
established what is believed to be the Zirst internal audit organisation,
based on modern conoepts, to be introdused by a Commonwealth departmente

At that stage, the Department experienced no diffigulty in ragruiting
suitable staff for internal audit work. However, after the Public Service
‘Board developed ita policies in 1968 regarding the prinoiples of internal
aundiving and related matters, mogt departments required additional staff
and kigher olassifioationa to bring thélr organisations into line with
the atandardg of the Public Service Bosrds This oreated a fuvther demand
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for suitable officers and, as a consequence, the Department of Supply lost
experienced staffe.

104, The evidence shows that although the Department obtained a new
stali organisation for internal audit follewing the recommendations of the
interdepartmental review committee, difficulties were experienced in
£illing the new positions., These staffing problems appear o underlie the
difficulties experienced by the Department in overtaking arrears of internal
audit work in its Regional Offices and in the development of vlans for
costing audits and other matters.

105, The Reports of the Aunditor-Genersl. for 1970~71 and 1971~72
indicate that in each of those years the Department of Supply has
submitted staffing proposals to the Public Service Board with a view to
strengthening its internal audit establishment, Although the proposals
submitted in 1970-71 had evidently been approved, arrears of internsl
audit programmes were still in evidence in four States and the
Australian Capital Territory as at 30 Jume 1972, While the Committee
regards the persistence of these arrears as a serious matter, it appeara
that the causes of the arrears are generally beyond the control of the
Department.

106, The Committee notes that to aseist the Department in

solving its problem of a general shortage of qualified accounting officers,
the Deporiment in May 1970 eppointed a panel of senior officers to

conduct surveys and to identify departmental requirements for officers
qualified in financial administration and accountings The panel is

also required to establish plans for the develorment of staff to meet

the needs of the Department, While the Committee would commend the
Department for its initietive in establishing this panel, we feel that
this action might have been taken at an earlier stage when the staffing
problems connected with internal audit began to emerge,

{e) General

107, During the course of this inquiry the Commitiee has noted a
gtrong awareness on the part of departmental management regarding the
jwportance of the role of internal audit and the endeavours that have
baen made to bring their internal audit arrengements into full operational

+
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effieiencynotwithatanding persistent ataffing diffievities, 1t ie

Pleaging to mate fyon the Report of the AuditovsGeneral for 199172 that
improverent cceurred 3n some depariments during that year, At the

same time, however, the Commitiee is diaturbed to nate in the Auditerw

General's Report that some inatanees had been yevealed wheie intermal

audit wag in arrears.due pertly to the employment of internal audit ataff en

other dutiess In this conneetion we would point out that on previeus PuB¢ Noel15
occasions the Committee has exypressed ceneern at the practice in dew of 1961
partrente of uging officera from the internal awdit sectien en othew

duties. While we gppreciate that thim astion ie cometiwes unaveldable

and has often pravided an opportwniiy for the officeras concerned te

widen theip experience op to act in higher positiona,there ave,
nevertheless, grave implications if the work of the internal audit
geetion suifers as a conmequenses Frequently, the yreeult ia te
leave the internal audit sectien under-manned and the internal
audit programme unfulfilled,

1084 In 8l the eireumatances of the ewvidence and other

information examined in thim inquiry snd the moat rezent obaervatiena

made by the Auditor-General, the Cownidies proposea to mainbtain a

cloae aurveillance on the adequacy of internal awdit within depap

adminiatrationa and to conduet further inquiries into thigwmatier| as/the /
A ot

need arisods ‘

Yor and on wehalf of the Gommittae,

W J"Z&M . #
I N, mEte B, GRATAN

Searetary Chairman
Joint Gomnittee of Publie Aecvounta

Perliament Houso '@{ﬁ‘ »
¥ e

Canberra, A.C. 0
12 September 1972
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Submission No. Title
- Submission by the Office of the Public Service Board,
1 Submission by the Department of Supply.
-3 Submission by the Office of the Superannuation and

Defence Forces Retirement Benefits Board,
Submission by the Department of the Treasury,
&y Submiseion by the Postmaster-Gencral's Department.
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All correspondence
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P.5.B. Circular No. 1968/20

11th July, '968.

ALL DEPARTMENTS

REVIEW OF INTERNAL AUDIT POSITIONS

PART A —~ INTRODUCTION

As Departments will be aware from earlier correspondence, a Joint
Committee was established by the Board to review the functions and duties of
Internal Audit positicns in Commonwealth Departments. The Joint Committes
was required to make recommendations to the Public Service Board ons

(8) whether any change in the present number or composition
of work levels was necessarys

(b) the criteria which distinguished each recommended leval
of works and

(o) whether qualifications should be prescribed for each
recommended level of work and, if so, the specific
qualifications considered appropriate.

2. After oconsideration of the Report and departmental views, the
Beard has nov taken decisions on the work level structure for the internal
audit funotion and other rslevant matters.

PART B ~ FUNCTION OF INTERNAL AUDIT

3. A necessary basis to a consideration of the proper staffing struc-
ture for the function is a definition and description of the role of internal
audit. Por this purpose, the Board has adopted the following definition of
the internal audit function:

+ internal auditing is an independent, post-operative,
appraisal function performed within a department as
a gervice to management. It navers the revenus,
expenditure, stores, personnel and related operations
of a department and aisu uuy Tinanciai, accounuing and
supply activities arising from particular functions of
a department. .

4, It ie important that there be understanding and general acceptance
throughout the Service of the traditional meaning and objectives of internal
.audit, as extended by the foregoing definition.
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5. Whilst internal audit is only a part of the machinery for internal
managerial control, it is an important control in that it functions by:

(1) providing a post hoc check for the protection of
public funds and assets; and

(2) measuring and evaluating the effectiveness of other
controls.

In its advisory role, it furnishes analyses, appraisals, recommendations and
pertinent comments on accounting and financial controls from an objective
viewpoint inside the Department but independent of line control. Indeed,
the advisory function of internal audit distinguishes it from in-line or
operating functions or checks.

6. The placement of internal audit within the organisation framework

of a Department and the degree of management acceptance and support accorded
the function are significant factors in determining the range and effective-
ness of the service which management obtains. The decision as to placement

of the internal audit function will be individual in respect of each Department
but clearly it is undesirable that the function be responsidble to an officer
in direct control of operations which are to be the subject of internal audit
review and appraisal.

Te The check of legal and accounting aspects of financial transactions
is an operative responsibility and should be embodied in the in~line functions
of the finance and acoounts administration of a Department. Whilst the
Internal Audifor does, of course, concern himself with the detailed checking
of transactions, he does this keeping in mind that he must advise on whether
or not the system and practices being followed are appropriate and effective.

8. Generally, the nature and degree of checks carried out by internal
audit for the purpose of preoparing evaluations will depend upon the effi-
ciency of the in-line system and whether irregularities revealed suggect
extension of the normal programme. If effective systems and methods are
instituted, faulty accounts or transactions should be detected at an early
stage and generally without the necessity for detailed check by internal
audit. To enable internal audit staff to perform their role objectively, it
is desirable that they should not develop and install procequres which they
would be expected to review and appraise. However, as a result of their
appraisal and review of existing procedures, they will be able to draw atten-
tion to instances where established procedures are defioient. Further, they
may be called upon to suggest control features which should be built into new
procedures to ensure soundness from the viewpoint of protection of the funds
and assete of the Depariment.

9, The internal audit function is "post-operative" in the sense that
it follows after management obJjectives have been determined and appropriate
exeoutive decisions taken, Further, it exoludes the in-line checks which

are essential for the proper finalisation of iransactions. However, internal
audit examination would not necessarily awail completion of all operational
activities required to implement management decisions. Indeed, to place such
a gtrict limitation on internal audit would, in many circumstances, circumveni
the prime objective of the function.
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10. As en integral part of management controls, internal audit must be
in a position to examine the effectiveness with which decisions are brought
into operation, in some cases progressively or over a long term. It is most
important that departmental management receive independent and progressive
advice in appropriate cases, thus providing agsurances that its decisions are
being properly applied or, alternately, require further executive direction
for adequate control. Activities involving major capital commitments spread
over geveral years such as construction or supply coniracts are examples
vhere internal audit would maintain progressive investigations rather than
avait the finalisation of the total commitments. Further, it would be
appropriate for internal audit to conduct cash counts in making a continuing
appraisal of internal control over colleciions of public moneys and cash
holdings.

11. It is important that the internal audit process be completed by
the preparation and presentation to management of regular reports embracing
findings, observations, conclusions and recommendations. The reports should
be made to management at & level high enough to assure their adequate consi-
deration. Reports should not be processed through or to an officer whose
work might be the subject of oriticism by internal audit: +to do so could
inhibit internal audit and perhaps be detrimental to the independence of the
function.

12, The principles outlined above regarding the internal audit function
are embnding in a "Statement of the Function of Internal Audii Staff" at
Attachment 'A's That Statement is a practical supplement to the definition
of invernal auditing. .

13, The exercise of internal audit funotions in Gommonwealth Departments
does not in any way relieve the Auditor-General of his responsibdilities and
obligations under the Audit Aot but an efficient internal audit organisation
facilitates his work. In view of his statutory responsibilities and partic-
uvlarly of his independence, the Auditor-Genersl, of course, reserves the

right to evaluate the internal audit organisation of each Depariment indivi-
dually, on the vanis of the whole pattern of the internal controls and checks
and the conditions under which the Department is operating. In this comnection,
the Auditor-General in his report to Parliament for the year 1963-64 made the
following observations

"In assessing the quality of internal control, due
regard was given to the role and scope of internal
audit organisation, the efficacy of which is an
important consideration when determining the extent
of detailed auditing ‘to be performed by the Audit
Offica."

14. . The Board has consulted with the Audifor-General on the olarifi-
cation of the function of internal audit as a necessary step in reaching a
firm conceptual basis for its establishment decirions for the field of work.
The 4nddtapafien~wal hae advised of hic acceptance of the basioc principles
outlined above for the conduct of internal audit in Depariments.
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PART € - QUALIFICATIONS, WORK LEVFLS AND CLASSIFICATION

Sualifieations

15, After ¢onsideration of all aspecis of the ma%ter, ineluding the
views of Departmients, and having hoted the changing pattern of accountancy
edutation, the Board has decided hot to preseribe accountandy qualifications
for any positions in the internal audit struciures In 8o deciding, the

Board notes and enderses the view that, as a gehefal prineiple, sems training
ih wetounting is desirable at the lower levels of the intérnal audit ghrue-
fure and eéompletion of appropriate formal #raining ih accountancy is desirable
at the directing and supervisory levels:

Fork Levels

16. The Board has devided that internal awdit work can, with e
exeeption of a few positions referred %o below; be ehcompassed by five
standard wotk levels. Position Classification Btandards for those Five
work levels ave wet out in Attachhient 'A%,
[ IO Poasitions which 1% 4id not prove praeticable to embrace By the
Btandard definition because of the variety of organisatichal avrangements,
Hiked funotions and othe? speeial features compriset .

(1) 0FPscere-in-Charge of departmental intesnal audil

funetionsy

{2) @ very limited numbe® of other subordinate positions,
evgs posltions referred to in parvagraph 21

Degignations
18 The Board has approved the following designations for the five
work levelas:
Yok fevel Designation
! Olerk (Tnternal Audit)
P Internal Auditor, Grade !
3 Internal Auditor; Grade 2
4 Senior Interhal Auditor; Grade 1
5 Senhioy Internal Auditor, Grade 2
Blassification
19, The Board has approved the following elassificailons within the
clerieal/adninistrative seales of salavy for the Five standard work levelst
Work fevel Claesification
i Class 2
2 Class 4
3 Glans 5
4 Claag 6
5 Class 7
20, Poaltions referved o in puvagraph 17 which ave wved voveved By the

standard work level sirusture will be elassified individually having vega®d
%o theiy pavtieniay funetlonz and Pesponsibilitles: The elaseifieations
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agoorded theae pooitiona will. in gome 3netances, correepond with those
attaching to the atandard work levels.

PART D - AUDITING OF A.D.P. SYSTOMA

a, The Joint Committee referred to the diffioulty of foremeeing with
any degree of ocertainty the long term 1mplioutions in the internal auditing
field of the continuing expansion of computer hased systems. Accordingly,
the Committee did not atlempt o antloipate the pomsible effeots of A«DePe
but pointed to the need for appropriate positions to ocater for ataff engaged
in advising on poliocies, methoda and programping teohniguea in relation to
the internal audit of A.D.P. syatems. Subsequent examinations have referrad
to a need for poaitions for operational auditing of computer baped pystema.

22, Becauae of the yequirement for knowledge of A.DJD. eyatema and
teohniques intrineio to the duties of both typen of positions refepyed to in
paragraph 21, the Board has decided that these positions wil) be tyeated
sepavately from tho genoral group of internal audit staff and deelsions ocone
.oe,rnina plagement and clazaifiocation will b~ individually conasidered.

PART B - REVIENS OF DEPARTMENTAL INTERNAL AUDIT ESTABLISHMENTS

23, In the ght of all the foregoing, the Board considered i} deairable
to provide an opportunity for Departmenta to reappraise their internal audit
funotions, o davalop new programmes and to review their organisationa. The
Hoard wam awara that, because of the varying functional soope and finanoial
aotivitlen as between Depariments, it was not possible to presoribe a set
pattern of internal audit organisation whioh would be suitable for every
Dopartments It was realised that each Department'n organisation regquirements,
in terme of gtaff numbers and levels, needed Yo be assenseq individually in
the 1ight of the funationa of the Departiment and of the nature and soope of
the internal awdit programme conmidered neceasary.

244 Acgordingly, the Doard gat up Joint Inspeation Teams to prepava
racommendations in terme of number of poeiticns and organisation struoture for
each Departments Thae reports of these Joint Tnapeotion Teama arve now being
oonaddered by the Board and decisions will be taken on the individual eatabe
lighmenia for departmental internal audit functiona.

25. Advioce 1o each Department on theae mattera will be iseved shortly.
26, The List and Index of Operative Oiroulavs, eto. should be amended

an followa:

Ligt =~ Add under 1968 = '"Cirowlar No. 1968/20 = Review of
Intexnal Audit Pooitions'.

Indax « Insert the following - “Internal Audit Positions =
- Review of = Ciroular No. 1968/20",

= "Review of Intemnal Audit
Poritiona ~ Civoulsr No. 1968/20".

Ve l '
%xwﬁiﬁw

Seoratary



ATTACHUENT 'A'

STATEMERT OF THE FUNCTION OF INTERNAL AUDIT STAFF
AND VORK LEVEL STANDARDS

Statement of +the Function of Internal Audit Staff

Within a depariment, internal audit staff assist in, perform and
are responsible for, audits ofs revenue, expenditure, stores, personnel
and related operations. The audits may cover financial, accounting and
supply activities specific to the department. Internal audit staff operate
independently of line control and report to a sufficiently high level of
mensgement to ensure that their observations are dealt with in an effective
,and impartial manner.

Internal audit staff ascertain whether the legislation applicable
40, or administered by, the department is corrsctly applied; whether
departmental procedures and instructions are adequate and effective and are
being observed. They evaluate the adequacy and application of internal
checks and internal controls and, where necessary, recommend corrective
action in respect of any inadequacies in, or departures from, approved
policies, procedures, controls and established praotices.

Internal sudit staff serve management by providing independent
information and advice based on. the internal audit of departmental opsrations.
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ATTACHMENT 'A' - Page 2

WORK LEVEL 1 ~ Olerk (Internal Audit)

DEFINITION

Assints intornal audit staff at Work Levels 2 and 3. Under super-
vision and with detailed guidance, performs minor asudits.

CHARACTERISTICS OF LEVEL

This level is the initial recruitment and training level of the
internal asudit structure. An officer at +this level should have had some
previous Service experience, preferably in the personnel, accounting or stores
fields. As he acquires experience, an officer at this level may be required
to perform minor audits without immediate supervision.

GENERAL FEATURES OF DUTIES
A% this level are positions the duties of vhich may include:

» assiat infernal audit staff at Work Levels 2 and 3
in the conduct of audits; and

« perform minor audits in acocordance with a manual of
audit procedure, e.g»
Betty Cash
Postage Advances, Frank:.ng Machines
Furniture Inventories
Acoountable Forms
Saleable Publications
Déstruotion of Forms and Recoxds
Libraries ~ Accession Register
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ATTACHMENT ‘A* - Page 3

WORK IEVEL 2 ~ Tnternal Auditor, Grade 1

.

DEFINITION

Under general direction of internal audit staff of higher work
level and with limited guidance, performs sudits of revenue, expenditure,
stores, personnel and related operations and of financial, accounting and
supply activities which may be specific to a department.

CHARACTERISTICS OF LEVEL

Work at this level includes all items in an audit programme
eéxcept those for which appropriate training in accountancy is desirable
An officer at this level should have a good working knowledge of the legis-
lation and procedures applicable to audit operations. He should possess the
personal qualities for operating in an audit enviromment such as tact,
dmegination and self-reliance and the ability to exercise independent
Judgment. A% this level may be required to work away from home station.

GENERAL FEATURES OF DUTIES
'At this level ars posifions the duties of which may include:

« Exemine departmental procedures and practices and

caryy out sufficient check on departmental recoxds
%o enable an opinion to be formed on ~
(a) the legality of transactions;

, (b) the acouracy of the records;
(c) compliance with procedures and instructionss
(8) adequacy of the procedures;
(e) acceptability of the practices; and
(£) the effectivensss of internal check and

intexznal ocontrols

< Disouss matters arising from audits with management
of area suditeds

« Prepare reports and draft observations and correspondence
arising from auditsy and

+ Direot and supervise assigned supporting staff.
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ATTACHMENT 'A' - Page 4

WORK LEVEL 3 - Internal Auditor, Grade 2

This work level comprises the~following three functional types

Higher Operntional Level.
Lowar Level of Sub-section or Team Leadex.

0fficer-in-Charge of Small Section with Limited .
Range of Subject Matier Audited.
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L PTACFMENT ‘A’ - Page 5

VORK LEVEL 3 -~ Higher Operational Level

DEFINITION

Under general direction of an internal auditor of higher work
level and with limited guidance, is substantially engaged in the perform-
ance of audits for which appropriate training in accountancy is desirable

CHARACTERISTICS OF LEVEL
Work at this level requires the officer to discuss effectively
with line management deficiencies revealed by sudit and o prepare reports
and obgervations.
An officer at this level should possess considerable knowledge
+~of audit techniques, maturity of judgment and capacity to supervise
subordinate staff.
GENERAL FEATURES OF DUTIES
At this level are positions the duties of which may include:

« oonduot audits of commercial and cost accounting
systemss

~ conduct sudits of inoome tax assessments raised
in relation to partnerships, trugts and companies.
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ATTACHMENT 'A” - Page 6

VIORK_LEVEL 3 - Lower Level of Sub-cection or Tesm Leader

DEFINITION

Within an internal audit section in a State Office, supervises and
directs the work of a sub-section performing a major sub-division of the
internal audit programme or leads a team engaged in country or interstate
audits.

CHARACTERISTICS OF LEVEL

Work at +this level requires the officer to discuss effectively with
line menagement deficiencies revealed by audits and prepare and edit reports
and observations. He should possess a considerable knowledge of audit tech-
nigues, maturity of judgment and capacity to direct and supervise the work of
subordinate staff. He may be required to conduct and participate in more
difficult auvdits.

Where the internal audit coverage includes subject matter for the
audit of which appropriate training in accountancy is desirable, he may be
required personally to perform such audits- .

GENERAL FEATURES OF DUTIES

At this level are positions the duties of which may includes
» direct and supervise subordinate staff engaged on

internal audity
. oonduct or participate in more difficult audites
« assist in the development of new auditsj

» Bpprove extension of the prescribed audit coverage where
oiroumstances warrant a more intensive or exitensive checks

» Treocommend changes in audit manualj;

+ examine ar:d odit draft reports, queries and correspondence
prepared by subordinate staffy

» prepare special reports on auditss

« conduot exit interviews with local management on comple-
tion of an audit and discuss matters arieing from the audits

. discuss more imporiant matters with higher levels of line
.management}

-~ oonduct special investigations of an audit nature;

« plan and psrticipate in the training and development of
subordinate staffy

. prepare internal audit quest:.onna;res or check lists
emplifying the proosdures presoribed in the audit manualj

+ programme the work of & unit; and
» advise line management on audit requirements.
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. .

WORK LBVEL 3 - Officer-in-Charge of Small Sections With Limited

Range of Subdect Matter Audited

DEFINITION

Vithin prescribed 1imits and general Centrel Office directives,
responeible for audits in a small internal audit section in a State Office,
or has sole operational responsibility in a State Office, where the range of
subject matter audited is limited and principally consists of +he common
deparimental activities associated with revenue, expendi ture, stores and
parsonnel -

CHARACTERISTICS OF LEVEL

Work at this level requires the officer to discuss effectively with
line management deficiencies revealed by audits, and prepare and edit reports
and observations. He should possess a considerable knowledge of audit tech-
nigues, maturity of judgment and capacity to direct and supervise the work of
subordinate staff. He may be reguired to conduct and participate in more
diffiocult audits.

GENFRAL FEATURES OF DUTIES

At this lovel are positlons the duties of which may includes

» accept responsibility for all prescribed audits in a States

« report periodically on audit activities and major issues to
1line management and to the directing level of internal audit
at Central Office;

» liaise with Central Office internal audits

« participate in the selection of subordinate staff for
appointment to lower Work Levels;

. direct and supervise subordinate staff engaged on internal
audits

. conduct or participate in more difficult audits;
+ assist in the development of new auditss

» approve extension of the prescribed audit coverage vhere
oircumstances warrant a more intensive or extensive checks

«+ recommend changes in audit manualj

;' examine and edit draft reports, queries and correspondence
prepared by subordinate staffy

s prepare specisl raportis oh audits;

o+ conduct exit interviaws with looal management on completion
of an audit and discuss matters arising from the audit;

» disocuss more important matters with higher levels of line
managements . .

« oonduct special investigations of an audit naturej
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plan and participate in the training and development of
subordinate staff;

prepars internal audit questionnaires or check J:ists .
amplifying the procednures prescribed in the audit manualj

programme the work of a unit; and

advige line management on audit requirementa.
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ATTACHMENT ‘A - Page 9

Y

WORK LEVEL 4 - Senior Internal Auditor, Grade 1

This work level comprises the following four functional iypes

of positionss

»

Higher Level of Sub-Section Leader.

Officer~in-Charge of Large Section with Limited
Range of Subject Matter Audited.

0f£icer-in-Charge of Small Section with Extensive
Range of Subject Matter Auditeds

Lower Lsvel of Second~in-Charge of Deparimental
Operations.
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ATTACHMENT 'A' - Page 10
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WORK LEVEL 4 - Higher Level of Sub-section Leader

DEFINITION ’

Within a large internal audit section in a State Office, super-
vises and directs the work of a sub~-section performing a number of major
sub~divisions of an exiensive internal audit programme.

CHARACTERISTICS AND DISTINGUISHING FEATURES

.

Yiork at this level requires an extensive knowledge of relevant
departmental legislation, policies and procedures, capacity to establish
effective liaison with senior staff, and ability to write and edit reports
) relating to internal audit operations.

Functional requirements, including operational and supervisory
activities, are similar in nature to those specified for VWork Level 3 -
Lower Level Sub-section or Team Leader- Positions at this level, however,
oan be distinguished from such Work Level 3 positfiions in ferms of higher
degree of responsibility arising from direction of 4 large scale audit
programme and coverage of a greater range and complexity of subject matier
which may include subject matter for the sudit of which appropriate training
in accountency is desirable.
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MORK LEVEL 4 - Officer-in-Charge of Large Section with Limited
Range of Subject Matter Audited

DEFINITION

Within presoribed limits and general Central Office directives,
is responsible for all audits in a large internal audit section in & State
Office where the range of subject matter audited is limited and principally
consists of common departmental activities associated with revenue,
expenditure; sfores and personnel.

CHARACTERISTLCS. AND. DISTINGUISHING. FEATURES

Work at this level requires good knowledge of relevant departmental
legislation, policies and proocedures, oapacity to establish effeotive liaison
with senior staff and ability to write and edit reports and instructions
relating to internal audit operations. .

Functional requirements, inoluding operational and supsrvisory
actlvities; are similar in nature %o those spsocified for Work Level 3 -
Officer-in-Charge of Small Section with Limited Range of Subject Matter
Audited. Positions at this level, however, oan bs distinguished from such
Work Level 3 positions in terms of the higher degree of responsibility.
arising from the mansgement and direction of a larger mcale audit programme.
and staff.
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.

WIORK LEVEL 4 - Officer-in-Charge of Small Section with
Extensive Range of Subject Matter Audited

DEFINITION

Vithin preseribed limits and general Central Office directives,
responsible for all audits in a small internal audit section in a State
Office where the range of subject matter audited is wide and includes
substantial coverage of activities specific to a department's particular
functional responsibilities.

CHARACTERISTICS AND DISTINGUISHING FEATURES

Viork at this level requires an extensive knowledge of relevant
departmental legislation policies and procedures, capacity to establish
effective liaison with senior staff and ability to write and edit reports
and instructions relating to internal audit operations.

Funotional requirements, inoluding operational and supervisory
activities, are similar in nature to those specified for Work Level 3 -
Officer~in-Charge of Small Section with Limited Range of Subject Matter
audited: Positions at this level, however, oan be distinguished from such
Work Level 3 positions in terms of the higher degres of responsibility
arising from the mansgement and direction of a programme with greater range
and complexity of subjeot matter audited and whioch may include subject
matter for the audit of which appropriate training in aoccountancy is desirable.
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YIORK LEVEL 4 - Lower Level of Second-in-Charge of
Dspartmental Operations

DEFINITION

As gecond~-in-charge of a Central Office internal sudit organisation
in a department where the range of audits performed is limited and confined
mainly to common departmental activities, assiste the officer who has the
functional responsibility for internal audit in the formulation of policy and
the management of operations.

CHARACTERISTICS OF LEVEL

Work at this level requires good knowledge of relevant deparimental
legislation, policies and proocedures, proven ability as an auditor, the cap-
acity o establish effective liaison with senior staff and the ability to
write reports, instructions and procedures relating to internal sudit
operations.

GENERAL FEATURES OF DUTIES
At this level are positions the duties of which may includes.
« undertake necessary investigationr prior to the

extension of internal audit coverages

» develop procedures for the extension of audit to
new areasy

« modify and revise e'xisting audit proceduresj
« inspeot State internal audit sectionsg

. ensure that the programmed series of audits are
adequately performedy

. act as .adviser %o line management on audit matterss

» Treview and appralse the soundness and adequacy of
new departmental procedures in areas subject to
internal audit; and

« Trecommend action to be taken by Central Office
internal audit section on matters arising from
audits reported by State sections.
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- .

MORK LEVEL 5 - Senior Internal Auditor, Grade 2

This work level comprises the following two functional 4ypes of
positiongs )

« Officer-inm~Charse ol Large Section with Extensive
Range of Subjeot Matter Audited.

« Higher Level of Second-in-Charge of Departmental
Operations.
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WORK LEVEL 5 - Officer—in-Charge of Lerse Section with
Extensive Range of Subject Matter Audited

DEFINITICN

Within prescribed limits and general Central Office directives, is
rasponsible for all audits in a large internal audit section in a State
Office where the range of subject matter audited extends beyond common
departmental activities to include a wide range of activities specific to a
department's particular functional responsibilities.

CHARACTERTISTICS AND DISTINGUISHING FEATURES

Work at this level requires an extensive knowledge of relevant
departmental legislation and policies, combined with capacity to accept
responsibility for supervision and direction of large scale and complex
audit activities.

' Funotional requirements, including operationsl and supervisory
responsibilities, are similar in nature to those specified for Work lLevel 4 -
Officer~in-Charge of Small Section with Extensive Range of Subject Matter
Audited. Pooltions at this level, however, oan be distinguished from such
Work Level 4 positions in that they oarxy a higher degree of responsivility
arising from the supervision and direction of a larger scale audit programme
and staff covering an extensive range of subjeot matier which may inolude
subject matter for the audit of which appropriate training in accountency is
desirable. '
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WORK LEVEL 5 - Higher Level of Second-in-Charge of
Departmental Operations

DERINITION

As second-in-charge of a Central Office internsl audit organisztion
in a department where the range of audite performed is extensive and includes
activities specific 1o a depertment's particular functions, assists the
officer responsible for the internal audit function in the formulation of
policy and management of operations.

CHARACTERISTICS AND DISTINGUISHING FEATURES

Work at this level requires an extensive knowledge of relevant
departmental legislation and policies combined with capacity to accept respon-
8ibility for aspects of management and co-ordination of large scale and com=—
plex audit activities. ,

Functional requirements, including inspectorial responsibilities,
are similar in nature o those specified for Work Level 4 ~ Lower Level of
Second-in~Charge of Departmental Operations. Positions at this level, however,
can be distinguished from such Work Level 4 positions in that they carry a
higher degree of responsibility arising from their participation in the
management and co~ordination of a large scale audit programme which covers an
extensive range of subjeot matter which may inolude subject matter for the
audit of which appropriate training in accountancy is desirable.
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