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Report snapshot

The 2022-23 Annual Financial Report of the State of Victoria (AFR) is free from material

errors and we issued an unmodified (clear) audit opinion on it.

Audit outcomes

We issued clear opinions on 28 of
the 29 material entities’ financial
reports.

We continue to modify our audit
opinion on the financial report of
Victorian Rail Track, because of how
it accounts for assets it leases to the
Department of Transport and
Planning.

Financial outcomes

The general government sector's
(GGS) operating cash result turned
around this year, with a surplus of
$4.3 billion. This was only possible
because of the $7.9 billion proceeds
received from the VicRoads
modernisation joint venture
arrangement. A $3.6 billion
operating cash deficit would have
resulted without these proceeds.

The GGS made another operating
loss from transactions of

$8.8 billion. This is the fourth
consecutive year of operating loss,
resulting in accumulated losses of
$43.7 billion. These losses erode
reserves and reduce the state's
financial resilience.

Returning to a surplus will require
significant fiscal discipline to
manage rising costs and deliver
previously announced cost-saving
initiatives.

Debt rose again this year at a pace
faster than revenue and economic
growth. If it continues to grow at
this pace, the cost of servicing debt
will compound this fiscal challenge.
The government have not laid out a
plan for when and how the state
will pay down existing and future
debt.

Several other emerging financial
risks exist requiring close attention
to manage financial sustainability.

Key audit matters

We identified weaknesses at some
material entities, that impact the
reliability and usefulness of their
financial reports. We also continued
to find significant weaknesses in
information systems controls.

COVID-19 grant payments

During the COVID-19 pandemic,
the former Department of Jobs,
Precincts and Regions had to
respond rapidly to implement a
large-scale grants program to
support businesses.

We identified a risk of significant
fraud and uncovered serious
deficiencies in grant program
delivery and controls over fraud
and error. It remains likely that
undetected fraud occurred and
errors were made in payments to
some applicants.

Key numbers for the GGS for the year ended, and as at, 30 June 2023

Property, Investments in
plant and other sector Other Cash and
Grant revenue Taxes Other income equipment entities assets deposits
$40.1 $32.4 $249.5 $96.0 $26.0 $19.7
bn bn bn bn bn bn
REVENUE ASSETS
Operating loss $8.8bn Net assets $1 86.8bn
EXPENSES LIABILITIES
$38.1 $24.8 $29.2 $28.0 $4.9
bn bn bn bn bn
Staff Purchase Grant Other Borrowings Staff Suppliers Other
of goods expenses expenses liabilities
and services

Note: Numbers are rounded.
Source: VAGO.
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Our recommendations

We consulted with the audited agencies and considered their
views when reaching our conclusions. The agencies’ full responses
are in Appendix A.

Recommendations about audit outcomes, internal controls and financial
reporting (parts 1, 2 and 3)

Response, where

We recommend that: received
Department of Treasury 1. consider why quality issues with information provided by material Agreed
and Finance entities arise and determine whether further training and

guidance are required.

2. work with the government to set specific targets and precise Noted
timing of achieving its key financial measures and targets of net
debt to gross state product and interest expense to revenue.

3. work with the government to outline its debt management Noted
strategy including when and how the state will be able to start to
pay down the debt that it has and plans to accumulate.

Relevant material 4. develop and implement a robust quality assurance process over -
entities financial information provided to Department of Treasury and

Finance for Annual Financial Report of the State of Victoria

purposes.

5. prioritise the resolution of information technology control -
deficiencies that pose a risk to achieving complete and accurate
financial reporting, business objectives or compliance with

legislation.
Department of Premier 6. work with the government, departments and state-controlled Not accepted
and Cabinet entities to reconsider the tabling schedule of annual reports, to

reduce the information burden on Parliamentarians and the
Victorian community, of tabling high volumes at the same time.
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Recommendations about the COVID-19 business support
grants programs (Part 4)

We recommend that: Response
Department of Jobs 7. appoint an independent evaluator to assess and report on the Accepted
Skills Industry and effectiveness of the Business Costs Assistance Program and

Regions Licensed Hospitality Venue Fund grants programs and whether

value for money was achieved. The evaluation should identify
lessons learnt and make recommendations for future programs.
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Audit outcomes

Conclusion

Our clear opinion provides reasonable assurance that the financial
performance and position of the State of Victoria, and within that
the general government sector, as reported in the 202223 Annual
Financial Report of the State of Victoria (AFR), is reliable.

The separate financial reports of 28 of the 29 material entities,
which are the entities that contribute most to the consolidated
financial results in the AFR, are also reliable. We found material
errors in the Victorian Rail Track's (VicTrack) financial report, but
they were corrected on consolidation into the AFR.

In this part
The AFR opinion
Audits of material entities
Timeliness of financial reports

* Quality of financial reports
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1.1 The AFR opinion
We provided a clear (unmodified) audit opinion on the 2022-23 AFR.

Our clear opinion provides reasonable assurance that the financial performance and
position of the State of Victoria, and within it the general government sector (GGS), as
reported in the AFR, is free from material error.

Auditors may include a description of key audit matters in the auditor's report, as
described in auditing standard ASA 701 Communicating Key Audit Matters in the Key audit matters

: ' Th ditor determi tt
Independent Auditor's Report. © auditor etermines matters
that are most significant and

. . . . includes them in their report. This
Our audit report includes commentary on the following key audit matters: provides transparency and insight

into the audit process.
* recognition and measurement of transport assets
* recognition and measurement of service concession assets, liabilities and
commitments

+ valuation of defined benefit superannuation liability

+ valuation of provision for insurance claims.

A copy of our audit report is in Appendix C.

1.2 Audits of material entities

Each year we audit and provide separate audit opinions on the financial reports of the
state-controlled entities that are consolidated into the AFR.

Appendix B contains more information about this. It also explains how the State of
Victoria is made up of the GGS, public financial corporations (PFCs) and public
non-financial corporations (PNFCs).

Clear opinions

In 2022-23, 29 entities accounted for most of the state's assets, liabilities, revenue and
expenditure. We focused on the financial transactions and balances of these entities
when forming our opinion on the AFR.

We issued clear opinions on 27 of the 29 material entities' financial reports at the time
we issued our opinion on the AFR. We signed our audit opinion on Department of Material entities

Government Services (DGS) after the AFR. The group of entities that account
for most of the state's assets,

. . " . liabilities, revenue and expenses.
Appendix D lists these entities and the results of our audits of them.

Our adverse opinion for VicTrack

This is the fourth consecutive year we have issued an adverse audit opinion on

VicTrack’s financial report. Adverse opinion
We make an adverse opinion
VicTrack continues to account for the assets it leases to the Department of Transport when an entity’s financial reports
. . . . K are misrepresented, misstated or
and Planning (DTP) as operating leases. VicTrack asserts that it holds substantially all do not accurately reflect the

the risks and rewards incidental to ownership of the operational transport assets. entity’s financial health.

We disagree. VicTrack's incorrect accounting is material and pervasive to its financial
report.
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Our view is that DTP is responsible for the operation of the transport network as a
whole and that, in this regard, DTP:

+ directs the use of transport assets by setting the timetables and operating
conditions for all modes of transport with no significant input from VicTrack

+ substantially has the risks and rewards of ownership of the operational transport
assets.

This is why we formed the view it is a finance lease.

Appendix E explains the accounting for lease arrangements of operational transport
assets.

Our emphasis of matter for VGCCC

The Victorian Gambling and Casino Control Commission (VGCCC) regulates and
collects casino and gambling tax on behalf of the state.

In 2021, the Victorian Government set up the Royal Commission into the Casino
Operator and Licence (Royal Commission) to inquire and report on Crown Melbourne
Limited's (Crown Casino) suitability to hold its Victorian casino licence.

The Royal Commission delivered its final report in October 2021. During the Royal
Commission hearing process, it alleged that Crown Casino may have underpaid
casino tax. In response, Crown Casino reviewed its casino tax payments in July 2021. It
then paid $62 million in tax it owed and penalty interest to the state.

The state is still working with Crown Casino to assess if it owes more taxes to the state

from the other matters revealed by the Royal Commission. This may lead to further Emphasis of matter

. . . . A paragraph included in the
tax and penalty interest paymen.ts. The emphasis of m;f\tter paragraph in gur audit auditor's report that refers 1o a
report draws the reader's attention to the state’s ongoing engagement with Crown matter that, while appropriately
Casino. presented or disclosed in the

financial report, is in the auditor's

. e . . judgement, of such importance
On 1 July 2023, VGCCC transferred its responsibilities to collect and verify casino tax that it is fundamental o Users’

to the State Revenue Office. understanding of the financial
report.

1.3 Timeliness of financial reports

The Department of Treasury and Finance (DTF) and state-controlled entities must
complete financial reporting tasks by the dates set in the Financial Management Act
1994. Entities are required to provide financial reports to VAGO within eight weeks of
balance date (30 June), which is 25 August.

The Audit Act 1994 requires us to provide the entity with an audit opinion within
4 weeks of receiving their financial reports. That means we should provide audit
opinions by 22 September.

To meet their legislative timelines, DTF and VAGO rely on entities providing complete
and accurate financial information on time. Delays impact the timeliness of our audit
opinions and the preparation and tabling in Parliament of the material entities'
financial reports and the AFR.
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Timelines for 2022-23 reporting period

This year, 5 material entities provided certified financial reports and a further 21
provided draft financial reports by the due date of 25 August. We were then able to
provide:

» 24 of the 29 material entities with an audit opinion by the due date on
22 September

 afurther 4 material entities with an audit opinion before we gave the Treasurer
our audit opinion on the AFR.

These results are consistent with 2021-22.

We did not complete our financial audit of DGS before finalising our audit of the AFR.
This did not affect our ability to issue our audit opinion on the AFR because we had
finished auditing the transactions and balances that were significant to the AFR.

The AFR was finalised and certified by management on 2 October. We provided our
audit opinion on 5 October.

We experienced challenges with timely completion of DTF and DGS audits:

. DTF was delayed in providing a complete financial report for audit. Management
provided working drafts of the financial report throughout the audit process.
However, we received a complete financial report for the audit on 20 September

2023. This was a significant delay compared to the agreed date of 21 August 2023.

The contributing factors for the delay were the resourcing constraints and
insufficient preparation in a year where there was a significant impact on the
financial reporting process due to machinery of government changes.

« DGS has not developed separate corporate systems since it commenced on
1 January 2023 and therefore relied on other departments to provide financial
information for the preparation of the financial report. This delayed the year-end
process.

Timeliness of state-controlled entities

There is a significant time lag between when a financial report and audit is finalised to
when an annual report is made available to Parliament and the Victorian community.

As noted above, each year we provide opinions on the financial reports of
approximately 280 state-controlled entities consolidated into the AFR. Under the
Financial Management Act 1994, these entities have until 31 October to table their
annual reports. They must also table their annual reports when Parliament is sitting.

We issued our audit reports for 243 or 85 per cent of these state-controlled entity
financial reports on average, 36 days before 31 October 2023. This includes audit
reports of both parent and subsidiary entity financial reports.

On 1 November 2023, 179 state-controlled entity annual reports were tabled in
Parliament; 6 annual reports were tabled the day before. The annual reports tabled
include both parent and subsidiary entity financial data and known as consolidated
financial reports, so the total number of state-controlled entity reports tabled is
higher.

An annual report is a report that
shows the operational and
financial performance of an
agency for the preceding financial
year. The financial performance is
represented by the financial report
of the agency, which we audit.
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The time lag in tabling impedes accountability and transparency of entity
performance because tabling a high volume of annual reports at the same time
creates a significant information burden on Parliamentarians and the Victorian
community, making it challenging to consume key outcomes.

14 Quality of information provided to DTF

DTF relies on state-controlled entities providing it with timely, complete and accurate
financial information so that it can prepare the AFR.

And supplementary

To provide their trial information for disclosures by
DTF requested ... balance by ...
GGS entities 26 July 2023 9 August 2023.
PFC and PNFC 1 August 2023

entities

Each entity's chief financial officer must certify that the information provided to DTF is
complete and accurate.

Financial information provided by 4 material entities this year was either:

» late and/or

 the quality of financial information could be improved, evident by significant
errors we identified. These include service concession arrangements liabilities that
were omitted and cashflow errors.
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Financial outcomes for the GGS

Conclusion

The operating cash result turned around this year, with a surplus
of $4.3 billion ($8.9 billion deficit in 2021-22). However, this
includes the $7.9 billion proceeds from the VicRoads
modernisation joint-venture arrangement. The GGS would have
reported an operating cash deficit of $3.6 billion without this
inflow. It also loses some of the future cash inflows from the
registration and licensing activities that it controlled before the
joint-venture arrangement.

The GGS incurred another operating loss from transactions this
year of $8.8 billion, an improvement from last year's loss of
$13.8 billion. This is the fourth consecutive year of losses, with an
accumulated loss of $43.7 billion over that period. The response
to the COVID-19 pandemic contributed to these losses.

The state forecasts that the GGS will return to a net operating
surplus by 2025-26, but not before expecting to incur 2 more
years of operating losses, which will bring the combined losses to
$48.8 billion.

The path to a return to surplus will continue to require significant
fiscal discipline to manage rising employee and other costs, and
to deliver the cost-saving initiatives announced in past budgets.

Operating losses erode reserves and make the state less
financially resilient and able to respond to short-term
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emergencies. The imperative to return to operating surpluses
sooner is also given sharper focus by the state's debt levels, which
are growing faster than its revenues; and also because of the
growing bite that interest is taking out of revenues.

Gross debt for the GGS increased by $24.7 billion in 2022-23 to
fund planned and unplanned infrastructure investment. Since
2019-20, gross debt as a percentage of gross state product has
grown rapidly, with this trend expected to continue. If debt
continues to grow faster than the economy, this will compound
the fiscal challenge. There is presently no indication, based on the
current budgetary horizons of when and how the state will be
able to start to pay down the debt that it has and plans to
accumulate.

Several other emerging financial risks require close attention to
manage longer-term financial sustainability. If these challenges
are not adequately managed, further additional unplanned debt
may occur or announced government priorities may need to be
curtailed.

In this part

* GGS financial measures and targets
» Operating outcomes
» State indebtedness

» Emerging risks
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2.1 GGS financial measures and targets

The state Budget sets out the Victorian Government’s long-term financial
management objectives for the GGS and the key financial measures and targets to
achieve them.

The measures and targets remain largely unchanged. They were amended in 2020-21
to reflect the uncertain economic and fiscal environment and the government's focus
on economic recovery after the COVID-19 pandemic. The targets are mostly
qualitative rather than quantitative to allow for greater flexibility in times of economic
and fiscal uncertainty except for one: fully funding the unfunded superannuation
liability by 2035.

Figure 2A shows the government has 2 objectives to support fiscal sustainability.
These objectives have not changed significantly in the last 3 years.

Figure 2A: GGS short-term objectives

Financial year Operating cash surplus

Fiscal sustainability

According to the Organisation for
Economic Co-operation and
Development's Government at a
Glance 2013 publication, 'Fiscal
sustainability is the ability of a
government to maintain public
finances at a credible and
serviceable position over the long
term. High and increasing debt
levels are harmful to governments'
fiscal position and can cause a
vicious cycle of growing debt,
reducing the potential for
economic growth as funds are
diverted away from productive
investments'.

Fiscal sustainability is also a
requirement of macro-economic
stability and sustainable long-term
growth.

Net operating balance

2023-24 Operating cash surplus will be achieved by 2022-23 and Net operating balance will return to a surplus
maintained over the Budget and forward estimates period. by 2025-26.
2022-23 Operating cash surplus will be achieved by 2022-23. Net operating balance will return to a surplus
by the end of the forward estimates period.
2021-22 Operating cash surplus will be achieved before the end of -

the forward estimates period.

Source: VAGO based on data from the state Budget.

The government's key financial measures and targets for the GGS and the actual
outcomes it reported for the last 2 years are set out in Figure 2B.

Figure 2B: GGS key financial measures, targets and results

Financial measure Target 2021-22 actual  2022-23 Budget 2022-23 actual
Operating cash A net operating cash surplus $8.9 billion net $1.3 billion net $4.3 billion net
surplus/deficit® consistent with maintaining GGS operating cash operating cash operating cash
net debt at a sustainable level deficit surplus surplus
Net debt to gross state GGS net debt as a percentage of 19.4% 21.7% 20.3%
product (GSP)® GSP to stabilise in the medium
term
Interest expense to GGS interest expense as a 3.5% 4.8% 4.7%
revenue percentage of revenue to stabilise
in the medium term
Superannuation liabilities Fully fund the unfunded $1.0 billion $1.1 billion $0.6 billion

(contribution to the State
Superannuation Fund)

superannuation liability by 2035

Note: @These are the net cashflows from operating activities as disclosed in the consolidated cashflow statement. ®Net debt is gross debt less liquid
financial assets. It is the sum of deposits held, advances received, government securities, loans and other borrowings less the sum of cash and deposits,

advances paid, investments, loans and placements.
Source: VAGO based on data from the state Budget, the AFR and a publicly announced policy costing.
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The government's approach to setting key financial measures and targets has
changed over the last 10 years. Appendix F shows the various measures the
government has used and how they vary from specifically quantifiable targets to
targets that provide flexibility in response to economic conditions.

2.2 Operating outcomes

GGS net operating result

The net operating result, or net result from transactions, is a key measure of the GGS's
financial performance and operating sustainability. The GGS reported a net loss from
transactions of $8.8 billion this year, which is an improvement of $5.0 billion
compared to last year. However, it is a greater loss than estimated in the state Budget.

Positive trends in revenue and expenditure led to an improvement in the GGS
operating result this year:

« operating revenue increased by $1.7 billion from $83.0 billion in 2021-22 to
$84.7 billion

« operating expenses decreased by $3.2 billion from $96.8 billion in 2021-22 to
$93.6 billion.

The increase in revenue was driven by improved economic conditions, with:

e anincrease of $1.8 billion in taxation revenue compared to 2021-22 because land
tax receipts grew reflecting strong post-pandemic land value growth and higher
payroll tax revenue from the stronger labour market

 introduction of the mental health and wellbeing levy, which came into effect on
1 January 2022

* higher interest income of $750 million earnt from financial asset investments due
to the multiple interest rate rises occurring across the period.

The state also experienced an increase of $619 million from the sale of goods and
services. This was primarily due to the upfront recognition of licence revenue from the
VicRoads modernisation joint-venture arrangement for its right to deliver specific
administrative and cash collection services.

The above increases were partially offset by a $1.7 billion reduction in Commonwealth
grant revenue. This is because in 2021-22 greater funds were received to help
support the COVID-19 health response and fiscal measures to support impacted
businesses as a result of pandemic mitigation strategies.

A decrease in total expenses was also experienced compared to the previous year,
largely due to significant reductions in grant payments to Victorian businesses
impacted by the pandemic.

Figure 2C shows the GGS has reported a net operating deficit over the last 4 financial
years, with an accumulated loss of $43.7 billion over that period.
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Figure 2C: GGS net operating result

$ billion
3
, I
_3 I
-6
-9
-12
-15

2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26 2026-27

W GGS (actual) GGS (estimate)

Source: VAGO based on the AFR and state Budget.

The government has forecast operating deficits over the next 2 financial years, which
would bring combined losses to $48.8 billion over 6 years.

Figure 2D shows that between 2017-18 and 2020-21 growth in operating
expenditure outpaced growth in operating revenues. In 2021-22 this trend reversed
and has continued in 2022-23.
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Figure 2D: Annual growth in GGS operating revenue and expenditure

Per cent

20

-10
2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26 2026-27

—— GGS revenue GGS expenditure

Source: VAGO based on the AFR and state Budget.

From 2023-24 to 202627 revenue is forecast to grow by an average of 4.2 per cent
per year and expenses by an average of 1.4 per cent per year. If achieved, this will
enable a return to a net operating surplus by 2025-26.

The path to a return to surplus will continue to require significant fiscal discipline to
manage rising employee and other costs and to deliver the cost-saving initiatives
announced in past budgets, such as the targeted public sector staff reductions.

Operating losses erode reserves and make the state less financially resilient and able
to respond to short term emergencies. The imperative to return to operating
surpluses sooner is also given sharper focus by the state's debt levels, which are
growing faster than its revenues; and also because of the growing bite that interest is
taking out of revenues, which we explain further below.

Operating cash result

The government has acknowledged that sound fiscal management in the medium
term requires the realignment of revenues and expenditure coupled with a strategy to
fund the government's infrastructure program. To that end, the government
developed a medium-term fiscal strategy aligned with its key financial measures and
sustainability objectives in 2020-21. It involved 4 steps:

» step 1: creating jobs, reducing unemployment and restoring economic growth
» step 2: returning to an operating cash surplus

+ step 3: returning to operating surpluses

+ step 4: stabilising debt levels.
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Returning to an operating cash surplus has been achieved in 2022-23. The GGS
reported a $4.3 billion operating cash surplus. This was directly a result of $7.9 billion
of proceeds received from the VicRoads modernisation joint-venture arrangement.
The GGS would have reported an operating cash deficit of $3.6 billion without these
proceeds.

The government established the Victorian Future Fund using these proceeds to
support the state’s debt stabilisation strategy. In its 2023-24 state Budget the
government also introduced a new temporary and targeted COVID-19 debt levy with
2 components: the payroll tax component and the landholding tax component. These
levies aim to raise a significant portion of funds to offset the impact of COVID-19
debt including interest from 2023 to 2033.

2.3 State indebtedness

Driven by governments' financing stimulus and support packages through the
pandemic, public debt across the world has grown. In Australia, debt of both federal
and state governments has risen sharply.

Victorian state debt is historically high and expected to grow as the government
continues to borrow to fund its significant planned infrastructure program. This is
shown in Figure 2E.

Figure 2E: Growth of Victoria's gross debt

$ billion
300

250

200 e

150 e

100

50

2012-13 2014-15 2016-17 2018-19 2020-21 2022-23 2024-25 2026-27

General Government Sector State of Victoria

Source: VAGO based on data from the AFR and state Budget.

The GGS's gross debt increased from $66.5 billion in 2019-20 to $143.9 billion in
2022-23. The growth in debt was in part used to fund the state's operating deficit in
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response to the COVID-19 pandemic, and in part to fund the planned infrastructure
programs and unplanned cost overruns on existing infrastructure projects.

GGS gross debt is expected to grow to $212 billion by 30 June 2027. The state's total
debt follows a similar growth pattern and was $166.7 billion as at 30 June 2023. It is
expected to grow to $256 billion by 30 June 2027.

Accessing debt as a funding source is not necessarily a burden on the government
and taxpayers. It allows the government to allocate resources and invest in
intergenerational initiatives that taxpayers cannot otherwise afford to fund today.
However, an unsustainable and rising level of debt can pose a significant risk to future
prosperity. It also threatens economic stability if not managed in a fiscally sustainable
manner because debt imposes direct cost on taxpayers now and in the future.

Victoria’s debt growth has outpaced other states

Figure 2F shows GGS total net debt of all Australian states as a percentage of nominal
GSP of each state. This is a common measure used across jurisdictions to understand
their relative indebtedness. Victoria's debt to GSP ratio was comparable to other
states prior to the pandemic. Since then it has diverged significantly. This trend is
forecast to continue until 2026-27.

Figure 2F: Net debt of Australian GGSs by state

% of nominal GSP
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New South Wales Victoria Queensland South Australia Western Australia Tasmania

Source: VAGO based on state budgets of respective jurisdictions.

If debt continues to grow at the same pace and maturing debt is not repaid, this
presents long-term financial sustainability risks.
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Should it wish to, there is presently no indication, based on the current budgetary
horizons of how and when the state will be able to start to pay down the debt that it
has and will continue to accumulate. The state must consistently achieve operating
surpluses before it can stabilise its growing debt levels. If the state wishes to reduce
debt it would need to divert spending away from other public services, increase its
revenues, or sell assets.

Debt sustainability

The state Budget is focused on GGS debt as it relates to financial sustainability. The
government assesses the sustainability of the debt by applying the following financial
measures:

* net debt to GSP

 interest expense to revenue.
We also consider appropriate measures to be:

e gross debt to GSP

» gross debt to revenue (indebtedness) — gross debt as a proportion of operating
revenue

* interest expense relative to the portfolio of debt — considering new and refinanced
(rolled over) debt and the maturity profile.

The impact of rising debt on these debt sustainability measures are discussed further
in this part and our emerging risk analysis in Section 2.4.

Gross debt as a proportion of GSP

Gross debt to GSP is a key financial measure of the GGS and an indicator of the size
of the state’s debt in relation to the size of the economy. The higher this ratio, the
more difficult it is for the state to pay back its debt. An increasing ratio means that
state debt is growing faster than the economy. This scenario puts additional pressure
on debt service costs and consequently the net operating results, which makes it
harder to repay debt.

Figure 2G shows that gross debt as a percentage of GSP has rapidly grown and is
expected to increase to 30.3 per cent in 2026-27.
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Figure 2G: GGS gross debt as a percentage of GSP
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Source: VAGO based on the AFR and state Budget.

Step 4 of the government'’s key financial measures and sustainability objectives is
stabilising debt levels. However, the government has not set a specific target for net
debt to GSP ratio or a year by which it expects to achieve stabilisation. Average
growth of GGS gross debt from 2018-19 to 2022-23 was 30.1 per cent per year. GGS
gross debt is forecast to increase from 26.4 per cent in 2022-23 to 30.3 per cent of
GSP in 2026-27, growing at an average rate of 10.3 per cent per year during that
period.

Gross debt as a proportion of operating revenue

While state governments commonly use net debt as a proportion of GSP as a
measure, gross debt to public sector operating revenue is also a useful measure of
fiscal sustainability. This can be particularly informative:

 if the growth in state revenue uncouples from economic growth

* in higher interest rate regimes, especially where the interest rate is higher than
annual GSP growth.

In these scenarios debt servicing can be problematic because interest repayments
take a greater bite from operating revenue.

Figure 2H shows that gross debt as a proportion of operating revenue is continuing
to increase.
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Figure 2H: GGS gross debt as a proportion of operating revenue
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Source: VAGO based on the state Budget.

Interest expense as a proportion of operating revenue

Stabilising GGS interest expense as a percentage of revenue in the medium term is
one of the government’s financial measures and targets. As the state’s debt increases,
and as interest rates rise, so does the interest expense incurred to service the debt.

Comparing interest expense to operating revenue provides information on the share
of revenue devoted to servicing debt costs (the interest bite). Figure 2| shows that the
interest bite will increase significantly over the next 4 financial years. In 2022-23,

4.7 per cent of the GGS operating revenue, or $4.0 billion, was needed to service debt
costs compared to 3.4 per cent, or $2.3 billion, in 2019-20. This is estimated to
increase to 8.0 per cent, or $8 billion, by 2026-27.
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Figure 2I: Interest expense as a percentage of revenue
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Source: VAGO based on the AFR and state Budget.

While the government aims to stabilise interest expense to revenue in the medium
term, it has not set a specific and measurable target, or the year it expects to achieve
this measure.

24 Emerging risks

Employee cost growth

Employee costs are the state’s largest single operating expense. In 2022-23, the state
paid its employees $35.2 billion, which was 31.6 per cent of its total operating
expenses (compared to 30.2 per cent in 2021-22).

Most of these costs are incurred in the GGS, where they account for 35.9 per cent of
sector expenditure. In the last year, GGS employee expenses grew by $1.4 billion
(4.3 per cent) to $33.6 billion.

Employee costs in the GGS have risen by 44.5 per cent over the past 6 years, from
$23.3 billion in 2017-18 to $33.6 billion in 2022-23. The government forecasts they
will grow by another 13.8 per cent over the next 4 years, to $38.3 billion in 2026-27.
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Figure 2J: GGS employee expenses as a proportion of total expenditure
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The proportion of employee costs compared to the total operating expenses has
been around 36 per cent over the past 10 years. However, it is expected to grow from
35.9 per cent in 2022-23 to 38.8 per cent by 2026-27. Changes in both employee
expenses and total expenditure drive this proportion. For example, during the
pandemic period of 2020-21 to 2021-22, COVID-19 grant payments to Victorian
business were at an unprecedented level of $11 billion and therefore the proportion
of employee expenses decreased, as can be seen in Figure 2J.

Figure 2K shows that the number of Victorian Public Service (VPS) and other public
entity employees increased over the 5-year period to 30 June 2022. At the time of
writing this report, the Victorian Public Sector Commission had not released
employee data for the year ended 30 June 2023.

The VPS has grown by 22.3 per cent and other public entities by 14.4 per cent. In the
period from 2019-20 to 2021-22, VPS employees increased by 24,887 or 9.4 per cent
as the government responded to COVID-19 pandemic.
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Figure 2K: VPS and public sector employees
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Source: Victorian Public Sector Commission.

Three quarters of the VPS employees have VPS grade classifications. Other VPS
employees have occupation specific classifications (for example, custodial officers,
child protection workers).

As a proportion of the VPS, senior technical specialists and executives are the smallest
groups (2.0 and 3.5 per cent or 1,092 and 1,887 employees respectively). However,
the number of senior technical specialists has grown by over 200 per cent and
executives by 87 per cent over the 5 years to 30 June 2022.

The government determined that workforce transition, including staff reductions, is
required to achieve its targeted cost reductions. The government’s workforce
transition policy is focused on the VPS and it aims to ensure a consistent and
compliant approach across the public service.

Departmental secretaries manage this workforce transition with oversight by the
Victorian Secretaries’ Board. Each departmental secretary was required to develop a
workforce transition plan and provide it to the secretary of the Department of Premier
and Cabinet for approval before proceeding with any changes.

The government budget estimates of the past few years and in 2023-24 included
targeted cost-saving initiatives through staff reductions. If these initiatives are not
implemented and realised as planned, the employee cost may be greater than
estimated.

The prevailing economic environment of high inflation, a tight labour market, high
wage growth and various enterprise bargaining agreements (for example, the VPS
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Enterprise Agreement 2020, due for negotiation in 2024) may compound these
challenges. The Government’s Wages Policy, established to set parameters around
public sector enterprise bargaining, is expected to assist in managing some of these
challenges.

Growing cost of servicing debt — interest cost

Interest rates have risen sharply in response to monetary policy tightening to counter
rising inflation. The transition from a low-interest to a higher interest rate
environment after the COVID-19 pandemic will increase the cost of debt to be
refinanced and new debt issued from 2023. This presents a significant risk to the
state.

Treasury Corporation of Victoria (TCV) facilitates the raising of state debt by issuing
bonds (a loan for a specific period, with regular interest payments made over the
period, and repayment in full at the end) to both the domestic and international
capital markets. It then lends this (on-lends) to DTF or other government entities. DTF
uses the amounts borrowed to fund the government initiatives. The analysis below
relates to debt issued by TCV on behalf of the state.

Fixed-rate debt issued at a low interest rate, including debt issued during the
COVID-19 pandemic, dominates the overall profile of TCV's current debt.

Figure 2L: Total financing required by the state by origin over the next 4 years
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original debt over a longer period of time, to change fees or interest rates, or move from a fixed to variable interest rate.

Source: VAGO based on TCV.
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More than 88 per cent, or $124.1 billion, of the debt borrowed by TCV and lent to the
state at 30 June 2023 is held under a fixed interest rate. Figure 2L shows the total
financing required by the state, by type, over the next 4 years.

The state needs to refinance $38.7 billion by 30 June 2027. In all, approximately
$90.8 billion of fixed-rate debt must be refinanced by TCV between 2023-24 and
2032-33.

As currently issued debt matures between 2024 and 2027, interest paid on it will
decrease approximately from $4.1 billion to $2.8 billion. However, as this debt is
refinanced and new funding requirements are financed, total new financing interest
expenses are projected to rise approximately from $1.6 billion to over $5.5 billion over
the same period as seen in Figure 2M.

Figure 2M: Expected interest cost on TCV debt including new and refinanced debt
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Source: VAGO based on TCV.

It is likely that refinanced debt will be at a significantly higher interest rate, which will
result in a higher interest payment and increase the state's cost to service the debt.
This presents a significant financial sustainability challenge.

Refinancing of maturing debt between 2024 to 2033 approximately amounting to
$90.8 billion at higher interest rate and estimated new financing based on budgeted
and estimated debt level is likely to increase the state'’s interest bill over $12 billion by
2033. For example, in 2025-26 approximately $9.6 billion of fixed-rate bonds issued
over the last 3 to 4 years when interest rates were at historical lows will mature. If TCV
refinances these bonds now in the current high interest rate environment, the
interests on this debt will be above 4.5 per cent based on current yields.
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Infrastructure spending

The GGS outlaid $16.3 billion on infrastructure assets this year, an increase of
$1.1 billion compared to last year's cash outlays of $15.2 billion.

We have tracked the performance of major capital projects, which are projects
expected to cost more than $100 million, for the last 3 years.

In the 2023-24 state Budget the government committed to investing $201 billion in
capital projects. This is a net increase of $16 billion from the same time last year.

We have analysed completed and active major projects and found that the total
estimated investment (TEI) of the 89 projects had increased by $11 billion, or 11 per
cent, since they first appeared in Budget Paper 4: State Capital Program. This was
because:

 the TEl of 41 (or 46 per cent of) projects increased by $13.5 billion
 the TEl of 12 (or 14 per cent of) projects decreased by $2.6 billion
» the TEl of 36 (or 40 per cent of) existing and complete projects did not change.

There has been another net increase in the TEl of the major projects since last year. In
2021-22 we reported a net increase in budgeted costs of $11.2 billion, or 12 per cent.

If these adverse cost outcomes persist, more unplanned debt will be required unless
the announced capital program is curtailed.

Superannuation funding risks

Fully funding the unfunded superannuation liability by 2035

The state’s public sector defined benefit superannuation plans are responsible for the
liability for employee superannuation entitlements. These plans are not consolidated
in the AFR as they are not controlled by the state. The superannuation funds
principally operated for the GGS employees are not fully funded. The funding of these
superannuation liabilities is the responsibility of the State and therefore a liability is
recognised in the AFR in respect of these obligations.

The state's liabilities include a superannuation liability of $18.9 billion at 30 June 2023.
In accordance with the requirements of Australian Accounting Standard AASB 119
Employees Benefits, this liability is valued using a discount rate based on Australian
Government bond yields. However, the state's funding requirement is determined
using the expected return on the superannuation assets. On this basis, the state's
actuary has estimated unfunded superannuation liability to be $11.7 billion at 30 June
2023. Given the expected return on assets is currently greater than the Australian
Government's bond yield, unfunded superannuation liability for funding purpose is
lower than the superannuation liability reported in the AFR.

The government targets to fully fund the superannuation liability by 2035 by way of
annual contributions, with this being a key financial measure.

Following the Victorian election in 2022, the government deferred its annual
contribution payments from 2023 to 2027 by $3.0 billion. The government did not
explain why the contribution payments were varied and deferred. However, it
maintains its commitment to fully fund the liability by 2035.
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In the last 5 years the government has contributed around $1.0 billion each year to
achieve this target. This has been reduced to a $400 million average contribution per
year from 2023 to 2027. The government will need to increase the contribution to an
average of $2 billion per year from 2027 to 2035 to meet its commitment to fully fund
the liability by 2035.

Achieving the contributions target set under the revised plan from 2027 will pose a
significant challenge to the government. Rising employee costs, service delivery costs
and interest bite continue to add considerable strain on the state Budget now and
into the future. A significant increase in superannuation contribution from 2027 may
compound these challenges.

The state engaged an actuarial expert to value the liability at 30 June 2023 for

financial reporting purposes. As a result of the deferred contribution payments, the Nominal value
Nominal value is the value

actuary estimates that to ensure the fully funded target is met by 2035, all things ;

. X . o I measured in terms of absolute
staying equal, the government will need to contribute an extra $2.9 billion (nominal money amount without taking
value) over the 8 years from 1 July 2027. This estimate is based on current inflation or cther factors into

. . . . account.
assumptions used to determine the funding requirements.

Figures 2N and 20 show the changes in 2023 compared with the 2022 contribution
plan and funding position of the superannuation liability.

Figure 2N: Projected annual contributions
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Source: VAGO based on DTF.
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Figure 20: Projected funding position at 30 June
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2035

This projection is further subject to significant estimation uncertainty due to the
nature of the financial assumptions, such as expected return on investments and
salary and pension increases used in valuing the liability.

For an example, a lower-than-expected investment return from the fund’s asset will
require more contributions from the government to fully fund the liability by 2035.
The government has assumed an overall long-term investment return of

7.75 per cent. If the actual investment return is 1 per cent lower than assumed, the
government will have to meet a shortfall of $3.8 billion (nominal value) as a one-off
payment in 2035 to fully fund the liability.

Insurance claims liability

Three of the 7 PFCs are insurers — Victorian WorkCover Authority (WorkSafe),
Transport Accident Commission (TAC) and Victorian Managed Insurance Authority.
These entities, which are not in the GGS, have a considerable influence on the net
result and balance sheet of the state.

At 30 June 2023, these insurers held $50.3 billion of total assets and had $50.4 billion
of total liabilities. Of those liabilities, $46.8 billion (93 per cent) related to outstanding
insurance claims.

Figure 2P shows that the value of the total outstanding claims insurance liability of
the state continues to grow.
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Figure 2P: Total insurance liability at 30 June
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Source: VAGO based on the AFR.

WorkSafe contributed to 56.6 per cent of the total outstanding claims insurance
liability at 30 June 2023. It remains the primary driver of insurance liability growth
over time. The $2.3 billion increase in WorkSafe's claims liability is further described
below.

WorkSafe

WorkSafe is Victoria's workplace health and safety regulator. It manages the
WorkCover insurance scheme and aims to reduce harm in the workplace and improve
outcomes for injured workers.

Figure 2Q shows that the value of WorkSafe's outstanding insurance claims has
increased by more than 146 per cent over the last 10 years. In 2022-23 the liability
increased by $2.3 billion following a decrease of $215 million in

2021-22 due to changes in economic assumptions including discount rate used to
measure the liability.
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Figure 2Q: WorkSafe's outstanding insurance claims liability at 30 June

$ billion
30

25

20

15

10

2014 2015 2016 2017 2018 2019 2020 2021 2022

Source: VAGO based on data from WorkSafe's financial reports.

Benefits paid to workers is the major contributor to the significant growth of the
WorkSafe claims cost and the outstanding insurance claims. Weekly payments
supplement wages when workers are unable to work and are split between mental
injury and physical claims.

The average growth rate per year of mental injury claims liability since 2017-18 is
32 per cent. The growth spikes of 55 per cent in 2017-18 and 69 per cent in 2018-19
have contributed to a 264 per cent rise in mental injury claims liability since 2017-18.

The average growth rate per year of physical injury claims liability since 2017-18 is
25 per cent. The growth spikes of 44 per cent in 2017-18 and 50 per cent in 2018-19
have contributed to a 181 per cent rise in physical injury claims liability since 2017-18.

Outstanding insurance claims increased by $2.3 billion during 2022-23 as shown in
Figure 2R.
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Figure 2R: Components of movement in outstanding WorkSafe insurance claims liability ($ million)

Component 2021-22 2022-23
Outstanding claims liability — opening balance 1 July 24,527 24,312
Current year claims cost 4,959 5,882
Prior year claims cost 307 847
Net operating balance impact 5,266 6,729
Changes in economic assumptions (discount rate and inflation rate movements) -2,345 -399
Remeasurement of previously recognised claims 192 -203
Other remeasurements -601 -674
Net result impact 2,512 5,453
Claims payments and recoveries/GST 2,727 -3,120
Outstanding claims liability — closing balance 30 June 24,312 26,645

Source: VAGO based on data from WorkSafe's financial reports.

A 17 per cent increase in mental injury claims and 14 per cent increase in physical
injury claims were the primary contributors to this increase. High claim cost inflation
has also contributed to the increase because past claims were remeasured using
revised inflation assumptions at 30 June 2023.

Mental injury claims as a proportion of all injury claims are only 14 per cent of
WorkCover claims. However, their cost represents $441 million of WorkSafe's annual
payout for 2022-23. Physical injury claims as a proportion of all injury claims are

31 per cent of WorkCover claims and their cost represents $958 million of WorkSafe's
annual payout of $3.1 billion for 2022-23.

Financial sustainability and scheme modernisation

Financial sustainability is the key to achieving WorkSafe's purpose of reducing
workplace harm and improving outcomes for injured workers. Rising claims costs due
to a significant increase in claims and workers relying on the benefits for longer have
deteriorated the financial sustainability of the scheme in recent years. This has been
compounded by the gap between the premium revenue and claims cost, which has
grown to a significant deficit by 2022-23.

The long-term financial sustainability of insurers is measured using the insurance

funding ratio, with a preferred range of 100 to 140 per cent for WorkSafe. Insurance funding ratio
Insurance funding ratio is a

WorkSafe's insurance funding ratio was 105 per cent at 30 June 2023 (compared to measure of assets against claims
R K liabilities used as a measure of

106 per cent at 30 June 2022). To prevent it from falling below the preferred range, long-term financial sustainability

the government provided WorkSafe with $300 million in 2022-23 to support its for a scheme.

financial position over the short term ($450 million in 2021-22). The government has

provided WorkSafe with $1.3 billion over the last 3 years to maintain its insurance

funding ratio within the preferred range.

The premium increase and the implementation of proposed scheme modernisation
reforms discussed below are expected to maintain WorkSafe’s insurance funding ratio
within the preferred range in the foreseeable future. If these reforms are not
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legislated and implemented as announced by the government, WorkSafe may need
to increase the premium rate or require further financial assistance from the
government.

Figure 2S shows that the financial performance of WorkSafe has continued to decline
over the last 5 years primarily due to adverse claims experience and increasing
premium deficit. WorkSafe reported an $11.2 billion premium deficit over the last

5 years. This is with the exception of a $405 million premium surplus in 2021-22 due
to the impact of the remeasurement of claims liabilities. One of the key inputs used in
remeasuring claims liabilities is the discount rate. The increase in the discount rate
due to rising interest rates resulted in a $2.7 billion negative adjustment to claims
expense in 2021-22.

Figure 2S: WorkSafe's financial performance
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Source: VAGO using data from WorkSafe financial reports.

In our past reports on the AFR we have highlighted:

 the financial challenges faced by WorkSafe

» the government establishing a WorkCover scheme sustainability
interdepartmental committee.

This committee was established to:

» support WorkSafe in implementing strategies to address long-term financial
sustainability challenges

» provide consolidated advice to relevant ministers.
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In April 2023, the Minister for WorkSafe and the TAC set WorkSafe's objectives to:

 strengthen the financial sustainability of the WorkCover scheme
* reduce workplace harm
 create mentally healthy workplaces

 better support injured workers and their families.

The government acknowledged that the scheme is not fit for purpose and is no
longer meeting the needs of those it was designed to assist. To that end, in May 2023
the government announced several reforms to modernise the scheme. These reforms
aim to ensure the financial sustainability of the scheme. They involve:

 increasing the average premium rate paid by employers to 1.8 per cent of
remuneration (this was effective from 1 July 2023)

+ establishing Return to Work Victoria to provide more workers with the support
they need to return to employment

 adjusting eligibility for mental injury claims and introducing a
whole-person-impairment threshold for claims that receive weekly benefits for
more than 2.5 years, alongside the capacity test.

The government has also committed to not repatriate additional capital to the state
Budget when WorkSafe returns to financial sustainability. Instead, it will invest surplus
back into the scheme to ensure better outcomes for workers or achieve lower
premiums. This is consistent with 2023-24 state Budget.

The government introduced the Workplace Injury Rehabilitation and Compensation
Amendment (WorkCover Scheme Modernisation) Bill 2023 to Parliament on 31
October 2023. At the date of writing this report, this legislation is yet to be passed by
Parliament. If legislation passes, the government has committed to a legislated review
no earlier than 3 years after the changes come into effect.

Striking a balance between financial sustainability and improving outcomes for
injured workers is fundamental to the success of the scheme. The government needs
to implement the proposed changes, if legislated, in a manner that achieves that
balance.
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Accounts and records

Conclusion

DTF implemented effective internal controls to support the
preparation of a complete and accurate AFR.

VicTrack has made significant progress in improving its internal
control framework that relates to asset accounting.

The internal control frameworks of the other material entities were
adequate to support preparation of complete and accurate
financial reports. However, some entities need to strengthen
some internal controls to ensure their financial reports remain
reliable.

In this part

 Entity-specific internal controls

* Information systems
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3.1 Entity-specific internal controls

We assessed the internal controls at each material entity that ensure its financial
report is complete and accurate and complies with relevant legislation. We have
reported any significant issues to the relevant entity's management and its audit
committee, as required under the Australian Auditing Standards.

VicTrack — accounting for fixed assets and inadequate asset
records

The state's investment in building, developing and replacing assets in the transport
and planning sector continued. In 2022-23 $11.3 billion was invested ($10.0 billion in
2021-22). With respect to operational transport projects, DTP enters into the
contracts, oversees the capital spending and then transfers the completed assets to
VicTrack as the state’s legal custodian of them.

Accounts and asset records

In past reports, we have explained the significant shortcomings in asset accounting by
DTP and VicTrack since 2019-20. The issues have included:

+ an inability to identify individual assets in VicTrack's asset register

» delays in the recognition of assets, which means depreciation was not charged
from when assets were first available for use

* no assessment of the nature of capital spending against asset recognition criteria
under AASB 116 Property, Plant and Equipment

 inadequate review of work-in-progress accounting records, resulting in stale
work-in-progress amounts and asset write-offs

+ asset disposals and replacements not identified and removed from the VicTrack
asset register.

DTP and VicTrack have contributed significant time and effort to resolve these issues.
They have now implemented an asset collection and attribution framework that was
in place for the full 2022-23 financial year. As part of our 2022-23 audit work, we
confirmed the effective operation of this framework for most assets added since 2019.
Some improvements remain to clarify and capture asset attributes for tracks and
signals.

While the work undertaken by VicTrack and DTP over the last 3 financial years and the
new framework mean new assets are completely and accurately recorded, our testing
found issues remain with information on the register predating 2019.

We would normally qualify a financial report for this matter. However, an additional
qualification on this issue was not required because we already modified VicTrack's
financial report for not complying with the leasing matter explained in Section 1.2.

This did not impact our opinion on the AFR because we concluded that the risk of a
material misstatement in the AFR was low.
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Asset write-offs and write-downs

As part of the valuation process, over $2.7 billion of asset value was written off during
the 2019-21 periods. The valuation process identified 2 issues:

e some maintenance-type works were incorrectly capitalised

 the valuer took a different approach to calculating the current replacement cost
for an asset in a live operating environment that was different to the approach
allowable under the Australian Accounting Standards.

A significant part of the write-offs related to level-crossing removal projects, where
construction occurs in an operating transport network.

While we did not identify any material asset write-offs or write-downs during
2022-23, the different approaches to measuring current replacement cost for
operational transport assets is still unresolved. The Australian Accounting Standards
Board has issued authoritative guidance for fair valuation of assets for not-for-profit
entities, which will apply to the 2024-25 reporting period. DTP has commenced
consideration and discussion on the issue with the Valuer-General Victoria but further
effort to resolve the different approaches will be required so that any changes can be
implemented by the 2024-25 timeframe.

DFFH — accounting for social housing arrangements involving
non-government parties

The state continues to invest in increasing the supply of social and affordable
housing. Department of Families, Fairness and Housing (DFFH) and Homes Victoria
are responsible for this investment and have entered into arrangements with varying
non-government parties, including registered housing authorities and a private
consortium.

In 2021-22, we found that DFFH and Homes Victoria had not sufficiently documented
their assessment of the accounting implications of these arrangements. We therefore
recommended they develop a framework for reviewing significant arrangements
against the requirements of the Australian Accounting Standards, specifically AASB
1059 Service Concession Arrangements: Grantors.

In 2022-23, DFFH and Homes Victoria made considerable progress. They developed a
framework to assess historical and new arrangements against the requirements of
AASB 1059.

Even though progress occurred, we observed that:

« undefined terms in the agreements and contract made it difficult to assess the
implications of the agreements against the requirements of accounting standards

+ they did not provide evidence of their review of individual contracts against the
framework.

This matter did not lead to a material error in the financial report, and we issued an
unqualified audit opinion.

However, as further arrangements are entered into and the financial impact of the
arrangements increases, more work will be required. DFFH and Homes Victoria will
need to ensure that the nature, complexity and diversity of various arrangements do

35 | Auditor-General's Report on the Annual Financial Report of the State of Victoria: 2022-23 | Victorian Auditor-General’s Report



not result in material departures from the requirements of applicable accounting
standards.

DJCS - reporting of administered fines and fees receivables -
provision for expected credit losses

Department of Justice and Community Safety (DJCS), through Fines Victoria, manage
and account for administered fines and fees.

The Australian Accounting Standards require agencies to assess the collectability of
receivables annually and recognise a loss allowance for amounts not expected to be
received.

In the last 3 years we found an error in the calculation of, and accounting treatment
for, the loss allowance for unpaid fines and fees. The errors resulted from:

» incorrect cash collection rates being applied when estimating the loss allowance
* incorrect adjustments being made to the loss allowance for bad debts written off
in the past

+ future economic assumptions, such as unemployment rates and the effect of the
COVID-19 pandemic on the collectability of fees and fines at 30 June, not
accurately incorporated in the loss estimate modelling.

This resulted in management being required to make a material adjustment to the
administered fines and fees receivables balance. Figure 3A shows the impact of the
adjustment on the reported receivables balance at 30 June each year.

Figure 3A: Administered fines and fees receivables as at 30 June

2020 ($ million) 2021 ($ million) 2022 ($ million)
Gross fines and fees receivables 2,591.8 2,607.8 2,612.2
Provision for expected credit losses made by management (1,107.1) (2,505.6) (2,275.6)
Audit adjustments — provision for expected credit losses (1,396.9) 166.1 (60.5)
Net fines and fees receivables 87.8 268.3 276.1

Note: The adjustment made to the provision for expected credit losses at 30 June 2020 included a $1,085 million correction resulting from incremental
understatements since 2006. We reported this in Auditor-General's Report on the Annual Financial Report of the State of Victoria: 2019-20 to Parliament.

Source: VAGO.

In 2022-23 management refined the method and model used to calculate the loss
allowance for unpaid fines and fees to address the identified issues. Management did
not have to make any adjustments to the reported administered fines and fees
receivables balance this year. Management has identified further opportunities to
improve the model, which it has committed to implement in 2023-24.

DJSIR — deficient controls for COVID-19 grant programs

In our last 2 reports on the AFR, we commented on deficient controls for COVID-19
grant programs. This meant we could not rely on them for our Department of Jobs,
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Skills, Industry and Regions (DJSIR) audit and had to perform alternate audit
procedures to gain comfort over the validity and accuracy of grant money disbursed.
These deficiencies, along with other issues we identified relating to COVID-19 grant
administration, are detailed in part 4 of this report.

COVID-19 grant programs finished in 2021-22, and in 2022-23 no significant new
emergency response and recovery grant programs were established.

WorkSafe — management assessment of recoverability of
deferred tax asset

WorkSafe is required to pay income tax under the National Tax Equivalent Regime.
Under this regime, WorkSafe is able to use past tax losses to offset any future tax
payable to the state.

The Australian Accounting Standards allow the recognition of tax losses as deferred
tax assets to the extent of the availability of estimated future taxable profit.

WorkSafe recorded a deferred tax asset of $2.7 billion as at 30 June 2023 in its
balance sheet, including $2.0 billion arising from unutilised tax losses. We note that
the recoverability of the $2.0 billion arising from tax losses is contingent on legislation
of proposed scheme reforms. In considering recognition, management made a
judgement that the proposed reforms will be passed by Parliament as announced by
the government in May 2023 and that they will be sufficient to enable WorkSafe to
generate taxable profits in the future despite the history of tax losses.

WorkSafe is required to make at least $6.7 billion taxable profit in future years to fully
recover the $2.0 billion deferred tax asset at the current income tax rate. Management
developed a financial forecast to support the recovery of deferred tax asset by
incorporating the estimated financial outcomes of the proposed reforms. Forecast
future taxable profit is heavily dependent on:

» theincrease in average premium rates to 1.8 per cent that came into effect from
1 July 2023

 legislation of eligibility changes, which requires parliamentary approval.

The government introduced the WorkCover Scheme Modernisation Bill to Parliament
for implementing the proposed changes on 31 October 2023.

There is a risk that this legislation may not be passed by Parliament as announced,
which could impact management's forecast and recoverability of deferred tax asset.

We recommended that management consider their assessment annually by taking
into account the proposed reforms if and when they are legislated.

3.2 Information systems

IT controls

Effective information technology (IT) controls reduce the risk of unauthorised access
and changes to systems and help protect the underlying integrity of data. They are a
prerequisite for the smooth day-to-day operation of entities and the reliability of the
systems used by the entities for financial reporting.
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We continue to find IT control deficiencies at some material entities. Figure 3B
summarises the number of deficiencies we identified at material entities over the last
3 financial years. Several prior-year IT control deficiencies also remain unresolved.
Material entities must prioritise and address these issues promptly, particularly with
the shift to a hybrid operating model.

Figure 3B: Number of IT control deficiencies from 2020-21 to 2022-23
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We continue to find the following IT control deficiencies at material entities:

» Audit logging and monitoring — system-generated audit logs were not always
enabled to track privileged user account activities, including changes employees
made to system user access, configurations and reports.

» Privileged access — employees have been assigned privileged access greater than
their position required.

« Change management — staff responsibilities for the development and
implementation of changes to information systems were not separated and/or a
process has not been established to manage changes and ensure implementation
of comprehensively tested and approved changes to production.

» User access management — new system user access has been granted without
approval, system user access of employees who had left the entity was not
revoked promptly and/or periodic user access reviews were not performed to
ensure access levels align with employees' roles and responsibilities.

We have seen a decline in the number of material entities with high or
moderate-rated password and authentication control issues. This is primarily due to
implementation of network single sign-on or multi-factor authentication as part of
moving information systems to the cloud environment.
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COVID-19 business grant support
programs

Conclusion

In 2020 the former Department of Jobs, Precincts and Regions
(the department) had to respond rapidly to implement a
large-scale grants program to support businesses during the
COVID-19 pandemic. This grants program was unprecedented in
its experience.

It was reasonable for the department, given the unprecedented
scale and urgency of the various business grant programs to
establish a 'high trust' front end to their approach to verifying
eligibility for each grant round. This included relying on
attestations by the businesses that applied for grants that they
satisfied all the criteria.

However, in such situations it is also necessary to establish
post-payment checks to minimise the likelihood of large-scale
fraud and error. Risk is an important consideration in designing
such control measures and when they operate.

In this respect the department failed to properly administer these
programs. Checks on eligibility were not aligned to program
intent and decision-making was poorly reasoned. Consequently, it
is likely that fraud occurred and, to date, remains undetected. It is
also the case that payments were made in error; and that
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businesses with the same underlying circumstances were treated
differently and inequitably.

The department also failed to provide full and frank advice to
government throughout the program.

In this part
» Background

 Inequitable outcomes from interpretation of GST criteria
» Weaknesses in design and operation of controls
+ Frank and full advice

» Post-payment investigation and follow-up
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4.1 Background

Financial audit opinion on department's 2021-22 statements

This part details findings arising from our financial audit of the former Department of
Jobs, Precincts and Regions (now DJSIR, or the department) for the 2021-22 financial

year.

While our audit opinion on the Department of Jobs, Precincts and Regions' financial
statements was unmodified, we did not issue it until 21 February 2023. This was
because we found prima facie evidence that there was a risk of significant fraud,
primarily in relation to grants paid by the department to businesses under the
Business Costs Assistance Program (BCAP).

We were obliged by our auditing standards to undertake further work to satisfy
ourselves that any fraud, had it occurred, was not material to the department's
financial report. We ultimately formed this view, which allowed us to issue a clear
audit opinion.

However, our investigation of the grant programs identified serious deficiencies in
their administration and in the controls over fraud and error. It remains likely that
undetected fraud occurred and errors were made in payments to some applicants.

Responsibility for preventing fraud and error

The departmental Secretary, as the accountable officer, and the departmental staff
involved in the administration of the grants programs, are legally responsible under
Standing Directions 2018 under the Financial Management Act 1994 for designing,
implementing and monitoring controls that either prevent, or detect and remediate
material fraud and error.

Victorian Government grants to support businesses during

COVID-19 lockdowns

The COVID-19 lockdowns in Melbourne and Victoria in 2020 and 2021 affected the
ability of many Victorians to work. Lockdown restrictions also meant that many

businesses had to temporarily close or reduce their activities, leading to lost turnover,

stock losses and booking cancellations.

In March 2020, the government announced the first COVID-19 business support grant

program.

Throughout 2020-21 and 2021-22, the department paid $11.0 billion in COVID-19
grants to businesses affected by the COVID-19 lockdowns. Figure 4A shows how
much it paid out in total under each COVID-19 grant program.

Fraud

The Standing Directions use the
definition of fraud from the
Australian Standard 8001:2021
Fraud and corruption control:
‘dishonest activity causing actual
or potential gain or loss to any
person or organization including
theft of moneys or other property
by persons internal and/or
external to the organization
and/or where deception is used at
the time, immediately before or
immediately following the activity".
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Cost and years of various programs

Figure 4A: Cost of each COVID-19 grant program between July 2020 and June 2022
$ billion
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Note: Circuit Breaker Business Support Package includes grants paid under the first Business Program in 2020.
Source: VAGO.

The Business Cost Assistance Program and the Licensed
Hospitality Venue Fund

Two COVID-19 business support grant programs that were financially significant and
where we judged the risk of material fraud or error was most likely were the:

»  $4.5 billion paid under Business Costs Assistance Program (BCAP)
*  $1.1 billion paid under the Licensed Hospitality Venue Fund (LHVF).

The BCAP and LHVF grants were set up and implemented quickly. For example:

» the second round of the Business Program (BCAP2) opened for applications on
3 June 2021, within 3 business days of the lockdown announcement

» the Business Program extension (BCAP2e) opened for applications within
5 business days of the round approval —on 15 July 2021.

The department set up procedures and controls for these programs quickly, under

pressure to provide immediate financial assistance. The department anticipated that
the rapid rollout would entail weaker controls initially, which could be reviewed and
amended as the programs rolled out. The department advised these programs were
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delivered while it was providing business support across multiple grant programs, and
it received more than 700,000 applications to process.

Eligibility criteria

To qualify for the grants, applicants had to meet specific eligibility criteria, which the
department outlined in grant guidelines published for each round. The list of criteria
varied across the rounds and top-ups. Some examples of eligibility criteria include:

« whether the lockdown affected the business

» whether the business employed people

 the location of the business (CBD, metropolitan or regions specified)
+ the sector the business operated in

+ the tax registration status of the business.

In every round, the department made changes to scheme eligibility. The range of
criteria and the changes to them made it difficult for applicants to know which
schemes they were eligible for. For example, all accommodation and food services
were eligible for the first BCAP but only takeaway food services (with Australian and
New Zealand Standard Industrial Classification code 4512) were eligible for the
second Business Program.

The changes made to eligibility criteria added complexity, making it more difficult for
the department's grant team to assess applicant eligibility in subsequent rounds.

However, a common requirement across most of the grant programs, and the key
eligibility criteria of most audit interest in relation to the risk of fraud and error, were
that each Victorian business had to attest that it:

» had incurred costs as a direct result of lockdown 'circuit breakers' — such as
booking cancellations, utilities, salaries, paid leave for staff unable to attend work,
rent, or the loss of perishable goods

» been registered for GST on a specified date and held an ABN at that date.

Further, the grant conditions required that funds must be used to assist the business.
For example:

* meeting business costs, including utilities, wages or rent
» seeking financial, legal or other advice to support business continuity planning

» developing the business through marketing and communications activities.

GST registration criterion

The criterion to be registered for GST on a specified date was used by the department
for the second round of the BCAP and for the LHVF21, as a reasonable proxy for
substantial business turnover — the Australian Taxation Office (ATO) requires
businesses with turnover above $75,000 a year to be registered.

This was to ensure support was targeted at businesses that were genuine and
substantial. The department anticipated that registration status would be readily and
reliably verifiable to third-party information on the online Australian Business
Register, maintained by the ATO.
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The department viewed this as a critical integrity measure because it was intended to
demonstrate that a business was actively trading prior to program launch, thereby
supposedly limiting the risk of a business applying for GST solely to be eligible for a
grant.

This criterion replaced the requirement from the earlier Business Support Fund
program where businesses had to supply a copy of a Business Activity Statement
(BAS), because that approach had proved burdensome for both businesses and the
department and led to delays in processing grant applications.

BCAP2 required that businesses attest, at the date of their application, that they were
registered for GST on 27 May 2021. The July extensions (BCAP2e and the LHVF21e)
required businesses to be registered for GST on 15 July 2021. For both rounds they
needed to continue to satisfy these conditions at the date their application was
assessed by the department.

Of the 114,000 applications to BCAP2, approximately 6,338 were considered ineligible
by the department because they were found not to registered for GST at the date
their application was assessed by the department.

The July program extensions allowed businesses with changed registration status
since 27 May 2021 but before 15 July, to be considered for a grant (those businesses
already approved under BCAP2 automatically became entitled to the extension grant).

More than 46,900 applications for the extension program had been lodged by

27 August 2021, compared to the 3,000 initially projected by the department. This
unexpected increase in demand was attributed by the department to many
businesses having registered for GST after 27 May.

Backdating of GST registration

The ATO allows businesses to voluntarily backdate their GST registration. These
businesses must meet all GST obligations for the backdated period.

On 11 June 2021, the ATO contacted the department's grants team to alert it to an
increase in backdating GST compared to the previous year. Shortly after it quantified
this increase as around 15 per cent.

On 17 June the ATO confirmed it was able to share more granular data with the
department.

The department started receiving datasets from the ATO from 22 June 2021 that
showed backdated ABN registrations and included backdated GST registrations when
the 2 registrations were processed together. From 2 July 2021, the department
received weekly data of all Victorian businesses in the Australian Business Register
including the ABN and GST status of businesses.

BCAP2 applications closed on 24 June 2021.

Scale and timing of increased GST registration

We obtained and analysed the ATO data to understand the extent and timing of the
increase in GST registration.
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Figure 4B shows the number of Victorian GST registrations from 2018 to 2022. The
registration pattern is consistent until May 2021, with significant increases in June,
July and August 2021.

Figure 4B: Number of GST registrations in Victoria, 2018-2022

30,000
BCAP2e
LHVFe
25,000
20,000
BCAP2
LHVF
15,000
10,000
—
5,000
\/——\
0
January March May July September November

2018 2019 2020 2021 2022

Note: BCAP2 stands for the second round of the Business Costs Assistance Program and BCAP2e and LHVFe are the extension schemes of the BCAP2 and
the Licensed Hospitality Venue Fund schemes.

Source: VAGO.

The abnormal increase in the GST registration data in 2021 coincided with the
application deadlines for the BCAP2 and LHVF programs.
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Our key findings
Against the above background our findings fall into 4 key areas:

1 Inconsistent and inequitable outcomes

The department's approach to verifying eligibility for the BCAP and LHVF21 programs was inconsistent with
the grant conditions authorised by government and with the program intent. This created inequitable
outcomes and also led to substantial payments to businesses that did not satisfy the GST targeting criteria.

2 Design flaws in controls to detect and investigate potential fraud and error

The design flaw in the way that the department checked GST eligibility became apparent early in the rollout
of the program. Notwithstanding, conscious decisions were made to allow payments to businesses that were
not registered for GST on the dates specified, but which had registered before their applications were
assessed. This was subsequently rationalised within the department as neither an error or fraud.
Consequently, no action was taken to investigate or otherwise verify the bona fides of these businesses.

Nor has the department undertaken any activity to verify that businesses that received grants had incurred
direct costs as a result of lockdowns, or the purposes to which the funds provided were actually put.
3 Full and frank advice

The department's advice to its minister and to the Treasurer and Premier in relation to the GST backdating
issue, was not full and frank.

When it recommended to its minister on 27 August 2021 that backdating of GST registration after the date
of its assessment not be allowed, it did not make it clear the department's assessment process would not
identify backdating and would allow registration for BCAP2e before the date it assessed a grant application.

It also did not make this clear to its minister, or to the Treasurer and Premier, in its advice on

9 November 2021. That advice sought approval to vary the grant eligibility criteria set by the Expenditure
Review Committee to allow inclusion of the 4,500 applicants that had not registered for GST until after
15 July 2021. This approval was not given.

4 Post-payment investigation and follow-up

The grant conditions provided for the department to audit the use of grants for up to 4 years after they were
paid. An audit only commenced in October 2023.

There also has been no program evaluation of BCAP2 or the LHVF, nor are we aware of any planned.
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4.2 Inequitable outcomes from interpretation of GST
criteria

Overview

The department's approach to verifying eligibility in relation to GST registration led to
the following outcomes:

« businesses that were not actually registered on the dates specified in the
guidelines, either:

« chose not to apply for any grants, deeming themselves ineligible

« registered for GST between the dates specified in the guidelines (either before
or after they submitted their applications) and the date their application was
assessed

« registered for GST after the date they were assessed.

Those that registered after the specified dates but before their application was
assessed were deemed eligible by the department and received grant payments and
top-ups, provided they remained registered, and continued to satisfy the other grant
conditions.

Those who applied but were not registered before their grant application was
assessed were told they were not eligible. A subset of these businesses then
registered for GST, in some instances retrospectively, but were again rejected for the
funding round they had originally applied for.

Those unregistered businesses who chose not to apply for BCAP2 or LHVR21, based
on their own understanding of the grant conditions were clearly disadvantaged
compared to those businesses in the same circumstances, that registered for GST
after the specified dates and were awarded grants.

Further, because businesses can voluntarily register for GST even where they did not
have a turnover of more than $75,000 this admitted the possibility that such
businesses obtained significant grants. This defeated the program intent of ensuring
businesses receive payments proportional to their size. Also, for example, sole traders
earning less than the GST threshold of $75,000 per year may otherwise have been
eligible to receive the Australian Government's COVID-19 Disaster Payment, which
provided $750 per week (equivalent to an after-tax income of $39,000).

Applications rejected by department for BCAP2

Of the 114,000 applications for BCAP2, the department rejected approximately 6,400
because they were not registered for GST when their applications were assessed.

By late August 2021 the department had been able to determine from ATO data that
approximately 800 of these applicants had subsequently backdated their registration.
Approximately 700 had requested a review and reassessment of their unsuccessful
application.

Because the GST registration was a critical integrity measure, the department treated
all these applicants as, what they termed, a ‘hard fail'.

47 | Auditor-General's Report on the Annual Financial Report of the State of Victoria: 2022-23 | Victorian Auditor-General’s Report



The application of this hard fail test to these applicants was appropriate, given the
stated criterion and also given that these applicants had attested when they applied
that they were registered, when patently they were not.

The same hard fail was not applied to those businesses who also were not registered
at the specified date, but who then registered before they were assessed.

In terms of expediency this was initially reasonable given the prima facie evidence the
department had to hand at the time of assessment and the scale of payments it
needed to process quickly.

However, the department became aware early in the program of the significant and
abnormal increase in GST registrations and also that backdating was allowed by the
ATO and was occurring. It therefore knew that its approach to checking eligibility
advantaged some businesses not registered before the dates specified in the
guidelines and disadvantaged other unregistered businesses.

It is apparent that administrative ease drove this approach. It was administratively
simple, where an applicant was not registered at the time of assessment, to prove
this. It would have been more time-consuming to check after the event for
backdating and then to seek to recover grant funds.

Proposed changes to eligibility criteria after program extension
scheme introduced

The BCAP2e and LHVF21e July 2021 extensions allowed businesses that had not
previously applied for the program, or had failed the first-round test, to apply for the
equivalent of ‘top-up' payments, provided they were registered for GST by 15 July
2021.

This was to ensure equitable treatment for those who had become eligible for
support.

In November 2021 the department briefed its minister on a proposal to extend this
approach to making future top-up payments from the date of their registration, to
the approximately 4,500 businesses that registered for GST after 15 July 2021.

Because this was a proposed change to the eligibility criteria set by the Expenditure
Review Committee the department sought approval for this from the Premier and
Treasurer, which was not forthcoming.

This decision confirmed the approach that the department had previously adopted to
this cohort for round 1 and 2 of the programs.

48 | Auditor-General's Report on the Annual Financial Report of the State of Victoria: 2022-23 | Victorian Auditor-General’s Report



4.3 Weaknesses in design and operation of controls

Overview

The department's process for checking GST registration at the date it assessed a grant
application could not:

» determine whether GST registration happened after the specified dates but before
the date the application was assessed

» detect backdating of the registration to a date before the specified date

 identify businesses with turnover less than $75,000 that had voluntarily registered
for GST.

This major design flaw became clear to the department early in the program, after
advice from the ATO. It was unintended and arose from a lack of understanding of
the ATO rules for GST registration when the criterion was set.

Population at risk of fraud and error

Our analysis of ATO data found that the department paid $426.0 million to applicants
that were not registered for GST before or on the eligibility date.

The department paid

grants totalling ... To businesses that...
$355.7 million + registered for GST after the eligibility date
» backdated their GST registration to before the
eligibility date.
$55.8 million  registered for GST after the eligibility date but before

the department assessed their application
+ did not backdate their GST registration.

In relation to the $355.7 million, the department, after it became aware of the issue,
subsequently took the position that these were neither errors nor fraud. Part of its
rationale was that the guidelines were imprecise, because it had not specifically
contemplated backdating at the time they were drawn up. The department
contended that this meant that some businesses may have misinterpreted the
requirements and/or satisfied themselves that subsequent registration and
backdating was permissible.

The $55.8 million of payments made to businesses are errors, based on the stated
grant conditions. These businesses were demonstrably not registered before the
specified dates nor with retrospective effect from the specified dates and should not
have been paid.
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Indicators of fraud and error

The department's views notwithstanding, all these grant payments had a higher risk
of fraud. Specifically, the risk is that businesses had registered solely to obtain grants
and were not actively trading or a substantial business enterprise during the
lockdown events, so suffered no loss and incurred no direct costs.

The department noted in a brief to its minister on 9 November 2021 that the
significant increase in non-employing businesses applying for BCAP2e with recent
registrations, may indicate 'some businesses may be manipulating their registrations
to become eligible".

An applicant who registered for GST solely to obtain the grant would be:

 unlikely to remain registered for GST because registration requires completion of
BAS returns

* likely to report no business activity in their BAS return to the ATO for 2021-22.

We conducted further analysis to quantify the potential risk of fraud in grants paid to
those applicants.

Grants totalling ... Were paid to applicants that ...
$30.4 million cancelled their GST registration before 30 June 2022.
$162.4 million reported no business activity for the 2021-22 financial year.

Department'’s posture regarding fraud

The department took a different approach to businesses backdating their ABN
registrations when compared to GST registrations.

Businesses also had to have an ABN and held this registration before the date the
program was announced. The department treated payments to businesses that
backdated their ABNs as more likely to be as fraudulent. Where they found
businesses that had backdated both their ABN and GST registrations they cancelled
their applications.

A November 2021 analysis of taxation data undertaken by the department's Integrity
Services Unit (ISU) identified that $18.3 million had been paid to businesses that had
backdated their ABN.

The November 2021 ISU analysis also determined that approximately $316 million
had been paid to around 7,000 BCAP2e applicants that had backdated their GST
registration, which the ISU regarded as a fraud risk.

The ISU analysis was dismissed by the program area because ‘it did not reflect the
best interpretation of the program Guidelines’ according to an undated and unsigned
file note about backdating in the extension program, provided to audit as part of our
investigation.

According to this file note the methodology used by the ISU ‘should have assessed
whether or not applicants held GST registration on and as at the date of their
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application, rather than on and as at 15 July. The date of application would be a date
between 30 July and 20 August'.

The department rationalised this as an intentional decision out of administrative
necessity, mainly for efficiency.

This was understandable in the context of the need to make rapid payments but it
does not alter the fact that:

» the department's approach was inconsistent with the published guidelines
 its authority to deviate from the stated criterion is unclear

it did not clarify its position publicly or seek to amend the eligibility criteria to
better align with its approach.

The department undertook no subsequent post-payment investigation of these
businesses after forming the view that:

* businesses that backdated their GST registration only were less likely to be
fraudulent; and

* retrospective registration was acceptable, provided it was done before an
application was assessed.

44 Frank and full advice

Requirements

Secretaries and department officers are required by the Code of Conduct for Victorian
Public Sector Employees to:

» provide frank, impartial and timely advice, with an understanding of its
implications on the government'’s broader policy direction

* not withhold relevant information from the government of the day
» conduct themselves in an apolitical manner

» implement and administer the government'’s policies and programs openly and
transparently

* maintain accurate and reliable records.

Advice about backdating GST

The department first raised the issue of backdating GST in a brief to its minister on
27 August 2021 about the BCAP2 program.

This brief dealt only with backdating by businesses that had failed the assessment
process because they were not registered on 27 May 2021 nor when their application
was assessed.

The brief noted that at least 800 unsuccessful applicants for BCAP2 had subsequently
backdated their GST registration and approximately 700 had requested a review. In
this context it was asserted in the brief that 'This is the first time that GST backdating
has been a significant trend in a COVID-19 business support program".
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In all subsequent briefings to the minister and in later correspondence with the
Treasurer and Premier all references to backdating GST related solely to unsuccessful
applicants.

Completeness and clarity

The statements about backdating made the department were, at best, incomplete
because they omitted to clarify that backdating was also a feature for a cohort of
successful applicants.

When challenged by VAGO the department asserted to us that it was incorrect to use
the term 'backdating' for successful applicants that had retrospectively registered for
GST after the dates specified in the program guidelines but before they were
assessed.

This semantic distinction is highly questionable and is lost on a plain reading of the
term. Regardless of this, the more serious omission was that the department knew
when it briefed the minister:

» about GST backdating, and

« that it had taken an administrative decision to permit it in some circumstances and
not in others.

Had this been made patent during the program it would have placed a different
complexion on the issue, and on subsequent considerations to vary the criterion in
the guidelines.

Subsequent advice

In response to our ongoing audit investigation and the issues we raised, the
department prepared a brief for its new minister in September 2022, where it gave a
full accounting of the GST backdating issue.

In that brief it explained the administrative necessity that drove its implementation
approach. It also asserted that the then minister had the authority to issue guidelines
and make decisions about program administration, including the implementation
approach.

However, the documentary evidence available to us (as set out above) does not show
that the then minister was fully briefed on the issue or supported or otherwise
authorised the approach taken by the department toward businesses registering after
the grant dates but before assessment.

4.5 Post-payment investigation and follow-up

High trust front ends require prompt post-payment checking
and follow through

In emergencies, or in any circumstances that demand a rapid response, it is right to
build 'high trust' front ends into administrative processes. Recognising that this
approach creates heightened risks of fraud and error, it is incumbent on agencies to
also establish post-payment controls, informed by risk assessments.
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To this extent we support the department's methods to check eligibility in the first
instance and undertake integrity reviews during the delivery of the programs. Its
integrity reviews were designed to identify fraud risks, isolate fraudulent activity and
cancel suspected fraudulent applications before payment.

The department made the last grant payments in October 2021.

Recovery of funds paid due to fraud or error

In March 2022, the department reported to the Minister for Industry Support and
Recovery that in October 2021 it used ATO data to identify and cancel 2,399
applications with backdated ABN registrations. The department further advised the
minister it had already paid $18.3 million to 854 of these applicants in error, this
amount being a loss of public funds.

The department advised the minister that it would email the applicants to request
repayment, with at least one follow-up. This did not occur.

The department reported the applicants with backdated ABN registrations as debtors
(owing money to the department) at 30 June 2022 but immediately provided for the
full amount as doubtful debts.

The department had not taken any action to recover the $18.3 million of public
money paid in error at the time the amount was written off as doubtful.

The amounts remained as doubtful debts at 30 June 2023 with no action taken in

2022-23. In July 2023 the minister approved an audit of these payments to establish Pr°"id”t‘ﬁ ‘md‘;“btﬂﬂ deb'is
. means tha e departmen
whether the amounts should be recovered or written off. considers money opwmg is unlikely

to be paid. Doubtful debts
become bad debts when it is clear

Audit program the money will not be paid.

The department implemented some post payment validity checks by data matching
against externally available data, and quality assurance reviews of its processes. But its
questionable rationalisation as to what constituted fraud meant it did not use the
data it had available to identify and target high-risk businesses.

It also has not, to date, undertaken any post-payment checking against other grant
eligibility criteria, or of the actual use of funds paid out in these programs.

We understand the department has commenced an audit to examine whether
COVID-19 grant recipients that backdated their ABN and or GST registration were
eligible. The audit will also gather evidence on how grant funds were used. The
passage of time may make it harder to obtain evidence and/or recover funds. The
better time to do this was during the program, or shortly after it concluded.

This would have required resources be made available and incurred costs but the
integrity of the program and the large scale of funds spent warranted such
investment.

Evaluation of program outcomes

At the Commonwealth level, an Independent Evaluation has been performed on the
$88 billion JobKeeper program, which was a key policy response to COVID-19. The
independent evaluation considered the effectiveness of the JobKeeper program in
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achieving its objectives, concluded on whether value for money was achieved and
recorded lessons learnt to inform future policy responses. The report is publicly
available and serves as a key accountability tool.

There has been no evaluation (independent or otherwise) performed on the
financially significant BCAP and LHVF programs in Victoria, and we are not aware that
any are planned. The absence of an evaluation means no assessment has been made
on whether the financial support provided to businesses was effective and whether
the $11 billion spent represented value for money, nor has there been an opportunity
to learn lessons for future programs.
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Submissions and comments

We have consulted with agencies named in this report, and we
considered their views when reaching our audit conclusions. As
required by the Audit Act 1994, we gave a draft copy of this
report, or relevant extracts, to those agencies and asked for their
submissions and comments.

Responsibility for the accuracy, fairness and balance of those
comments rests solely with the agency head.

Responses were received as follows:

Acting Treasurer of Victoria 56
DJCS 58
DJSIR 60
Department of Premier and Cabinet 62
VicTrack 63
WorkSafe 64
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Response provided by the Acting Treasurer of Victoria

/0‘(\‘» 3 '
{”%
l & Treasurer of Victoria

Minister for Industrial Relations 1Treasury Place

Minister for Economic Growth GPO Box 4379
Melbourne Victoria 3001
Telephone: +613 7005 9474

D23/178732

Mr Andrew Greaves
Auditor-General
Victorian Auditor-General’s Office (VAGO)

Dear Mr Greaves,

RESPONSE TO THE AUDITOR-GENERAL’S REPORT ON THE ANNUAL FINANCIAL
REPORT OF THE STATE OF VICTORIA, 2022-23

Thank you for your letter on 2 November 2023, seeking my response to your report on
the Annual Financial Report (AFR) of the State of Victoria: 2022-23 (the report) before
its finalisation and transmission to Parliament.

The report confirms the issuance of a clear audit opinion on the financial statements of
the State of Victoria and the General Government Sector (GGS) for the financial year
ended 30 June 2023. It also provides assurance to Parliament that the financial
statements within the AFR reliably present the Government’s financial performance and
position for the financial year ended 30 June 2023.

The report further provides an independent assessment of the financial outcomes and
fiscal aggregates of the GGS for the year ended 30 June 2023, which complements the
Government’s own assessment as presented in the AFR.

The report particularly references the difficult circumstances the State has faced over
the last few years emanating from the worldwide COVID-19 pandemic. These events
have significantly affected families, local communities and businesses. They have also
adversely impacted the State’s finances, including its reported fiscal results and
financial position.

The Government actively intervened to provide community and business support over
this challenging period to ensure the State was best placed to emerge strongly from the
pandemic. Testament to these endeavours are the strong economic settings and
outcomes we currently enjoy in Victoria, including strong employment levels, high
productivity and strong population growth.

As the report notes, the State’s fiscal strategy continues to be underpinned by four

steps:
e Step 1: Creating jobs, reducing unemployment and restoring economic growth.
e Step 2: Returning to an operating cash surplus.
e Step 3: Returning to operating surpluses.
e Step 4: Stabilising debt levels.

!l "! : ORIA
State
Government

Australia
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Response provided by the Acting Treasurer of Victoria — continued

This is a balanced approach ensuring the Government carefully navigates through the
economic challenges facing the State. The recent 2023-24 Budget demonstrated that
the State remains on track to meet this fiscal strategy.

The report makes several recommendations to the Department of Treasury and Finance
(DTF), and responses are outlined in the table below.

Recommendation Response

1. Consider why quality issues with Agreed
information provided by material
entities arise and determine whether
further training and guidance are
required.

Over the past few years, DTF has placed
considerable effort into providing training
and guidance to the material entities,
including creation of various system tools
and guidance material prior to the
provision of information for the Annual
Financial Report (AFR) as well as
providing debriefs on outcomes with
departments post the AFR process. DTF
will continue to look for further
opportunities to provide training and
guidance materials for material entities as
part of a process of continuous
improvement.

2. Work with the government to set Noted
specific targets and precise timing of
achieving its key financial measures
and targets of net debt to GSP and
interest expense to revenue.

It is the responsibility of government to

set fiscal policy, strategy, financial

measures and key financial targets. The

Government annually reviews these

3. Work with government to outline their settings as part of each budget process
debt management strategy including to determine if they remain appropriate.
when and how the state will be able to
start to pay down the debt that it has
and plans to accumulate.

As part of the usual budget process, DTF
will continue to provide input for
government deliberations and decision-
making when setting fiscal strategy,
budgets and financial targets.

Finally, | wish to thank you again for the opportunity to comment on the report.

Yours sincerely

The Hon. Danny Pearson MP
Acting Treasurer
Date: 17/11/2023

VORIA
State
Government
Australia
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Response provided by the Secretary, DJCS

Department of Justice and Community Safety

Secretary Level 29
121 Exhibition Street
Melbourne Victoria 3000
Telephone
justice.vic.gov.au

Our ref: 23110718

Mr Andrew Greaves

Auditor-General

Victorian Auditor-General’s Office (VAGO)
Level 31

35 Collins Street

MELBOURNE VIC 3000

via emai: I

Dear Mr Greaves

Thank you for your letter dated 2 November 2023 regarding your proposed Report on the
Annual Financial Report of the State of Victoria: 2022-23 (Report), and the invitation to
provide a formal response.

| note that your proposed Report references the Department of Justice and Community
Safety’s (the department) reporting relating to the administered fines and fees receivables
and its provision for expected credit losses.

The Report acknowledges that management has refined the model and the method of
calculating the loss allowance for unpaid fines and fees to address the previously identified
issues and that no adjustments were required to the reported administered fines and fees
receivables balance in 2022-23.

Since identification of the issues in the previous years, significant work has been undertaken
to ensure that the model is compliant with the relevant accounting standards. The
department is committed to reviewing and implementing a sustainable best practice model
for the calculation of the expected credit loss relating to the administered fines and fees
receivables. The refined model will be reviewed regularly to ensure it remains accurate,
relevant, and fit for purpose.

During 2022-23, the department worked closely with VAGO to address the issues and is
committed to continuing to strengthen our reporting and the model relating to the
administered fines and fees receivables and its provision for expected credit losses.
The department will continue to work closely with your office to implement future
improvements.

ORIA
State
Government
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Response provided by the Secretary, DJCS — continued

Thank you again for the opportunity to comment on your report.

Yours sincerely

Kate Houghton
Secretary

17/11/2023

CC: Janaka Kumara, Director, Financial Audit, VAGO
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Response provided by the Secretary, DJSIR

OFFICIAL

Department of Jobs, Skills, Industry and Regions

GPO Box 4509
Melbourne Victoria 3001 Australia
Telephone: +61 3 9651 9999

Ref: CSEC-2-23-22177
File: 33703-24

Mr Andrew Greaves

Auditor General

Victorian Auditor-General's Office
Level 31, 35 Collins Street
MELBOURNE VICTORIA 3000

Dear Auditor General

PROPOSED REPORT AUDITOR-GENERAL’S REPORT ON THE ANNUAL FINANCIAL
REPORT OF THE STATE OF VICTORIA: 2022-23

Thank you for your letter of 2 November 2023 inviting the Department of Jobs, Skills,
Industry and Regions (the department) to provide a response to a draft extract of the
Auditor-General's Report on the 2022-23 Annual Financial Report of the State of Victoria
(the report).

The administration of Victorian Government programs to support Victorian businesses,
organisations and workers during the COVID-19 pandemic was unprecedented in scale
and the desire for speed. Between 2020 and 2022 the former Department of Jobs,
Precincts and Regions processed more than 700,000 applications from businesses and
organisations, delivering almost 1.8 million payments.

Including initiatives targeting workers and individuals, such as Test Isolation Payments
and Travel Vouchers, the department received more than 2.3 million applications and
made more than 3.17 million payments. This far exceeds by several orders of magnitude
what the department usually administers in any given equivalent period.

In delivering COVID-19 programs, the former department was encouraged to act quickly
and considered factors including supporting organisations and individuals that do not
regularly engage with government programs; administering programs to enable rapid
assessment of a high volume of applications; and delivering timely payments.

The former department also implemented measures to minimise the risk of fraud and
error. Program implementation processes during the period 2020-2022 resulted in an
estimated $140 million of potentially fraudulent grant applications not being paid and more
than 250 matters were referred to Victoria Police.

The department does however acknowledge that, in this context, there were some
process short-comings and the department should have been more timely in commencing
its after program audit activities.

The department has though already taken some actions to address the issues raised in
the report and will continue to improve its delivery of grant programs.
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Response provided by the Secretary, DJSIR - continued

The department has commenced a post implementation audit of COVID-19 Business
Support Grants, noting the program guidelines allow up to 4 years for this activity. The
audit will assess a sample of higher risk cohorts, including those identified in your report,
to better understand on what basis grant applications were made and how grant funding
was used. The findings from this audit will inform further actions, including potential
recovery.

Acknowledging factors including the passage of time, the department is taking a
proportionate approach, consistent with the Standing Directions under the Financial
Management Act 1994 related to recovery.

Lessons from COVID-19 business program administration have been incorporated into
subsequent programs, including the government’s flood recovery grants announced in
October 2022. For example, guidelines for both the $5,000 Small Business Immediate
Flood Relief program and the $50,000 Business and Community Sport Flood Recovery
program clearly stated that businesses that backdate their Goods and Services Tax
registration are not eligible. Active fraud prevention steps, including additional mitigations
for known risk cohorts observed in COVID-19 grant programs, were put in place during
program implementation. A post implementation audit and acquittal of flood grants is
already in the planning stage to be undertaken in the months following program closure on
1 December 2023.

Earlier this year the department also conducted an independent review of its internal
control processes and systems and is actively implementing process improvements.

Evaluation of a number of COVID-19 related grant programs has been undertaken to date
or are underway. These include the Small Business Digital Adaptation Program and the
Wellbeing and Mental Health Support for Victorian Businesses initiative.

The department accepts the report’s recommendation that it undertake an independent
evaluation of the Business Cost Assistance Program and the Licenced Hospitality Venue
Fund, which will be undertaken over the next six months.

Finally, as Secretary of the Department of Jobs, Skills, Industry and Regions, | am
committed to the department providing frank and fulsome advice to our ministers.

Thank you for the opportunity to comment on the extract of the draft report.

Yours sincerely

Tim Ada
Secretary

Date: 16/11/2023
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Response provided by the Secretary, Department of Premier and Cabinet

Department of
Premier and Cabinet

1Treasury Place

Melbourne, Victoria 3002 Australia
Telephone: 03 96515111
dpc.vic.gov.au

Mr Andrew Greaves BSEC-231100558
Auditor-General

Victorian Auditor-General’s Office

Level 31, 35 Collins Street

MELBOURNE VIC 3000

Dear Auditor-General

Thank you for inviting my comment regarding the recommendation to my department for the
Proposed report Auditor-General’s Report on the Annual Financial Report of the State of
Victoria: 2022—-23.

The Department of Premier and Cabinet (DPC) does not accept the recommendation to
“work with government, departments and state-controlled entities to reconsider the tabling
schedule of annual reports”. The tabling of the annual reports of departments and agencies
is a matter for the responsible minister under the Financial Management Act 1994. DPC does
not play a role in coordinating the tabling date of other departments or public body annual
reports.

Annual reports are important for providing accountable and transparent reporting to
Parliament and the Victorian community on agency efficiency, effectiveness, and
performance.

| thank the Victorian Auditor-General's Office for their professionalism and collaborative
approach to auditing my department's financial performance in accordance with the

Financial Management Act. This assists the community and Parliament to have confidence in
agencies’ financial management, and that the information provided to Parliament and the
public about the management of finances and resources is clear, accurate and readily
understandable.

Yours sincerely

Jeremi Moule
Secretary

queries or wish to gain access to your personal information held by this department please contact our Privacy Officer at the above address. oo
vernme

Your details will be dealt with in accordance with the Public Records Act 1973 and the Privacy and Data Protection Act 2014. Should you have any !‘ "!onl A
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Response provided by the Chief Executive, VicTrack

Our Ref: D/23/70772
6 November 2023

Janaka Kumara

Director - Financial Audit
VAGO

Level 31/35 Collins Street
Melbourne VIC

3000

Dear Mr Kumara,

Re: Auditor-General’s Report on the 2022-23 Annual Financial Report of the State of
Victoria.

Thank you for the opportunity for Victorian Rail Track (VicTrack) to provide comments to the
Auditor-General’s Report on the 2022-23 Annual Financial Report of the State of Victoria.

VicTrack continues to have a difference of opinion with the Victorian Auditor General’s Office
(VAGO) on the classification of its operating leases, which resulted in the adverse
qualification first issued in 2019-20 for VicTrack and its consolidated entities.

VicTrack’s position as lessor in relation to these leases as part of the 2022-23 financial
statements has been informed by refreshed professional accounting advice and remains
unchanged since the initial qualification.

There has been no contractual change in the franchise arrangements that allows VicTrack
to change this historical classification under the accounting standards.

We note that VicTrack’s treatment as lessor is not connected to the position adopted by the
Department of Transport and Planning (DTP) as lessee, as the adoption of the new Lease
accounting standard treats lessor and lessee’s differently.

Yours sincerel

Chief Executive

VicTrack
Level 8, 1010 La Trobe St Docklands VIC 3008
GPO Box 1681 Melbourne VIC 3001

®
T L300VICTRAGK €1300842872) Viclrack
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Response provided by the Chief Executive Officer, WorkSafe

T Gafe) Reducing Improving :
- ........ ) workplace | outcomes for WorkSafe Ref: CEO23-1697
harm. injured workers.
16 October 2023

Janaka Kumara

Director - Financial Audit
Victorian Auditor-General's Office
Level 31, 35 Collins Street
MELBOURNE VIC 3000

oy emei: I

Dear Janaka

Thank you for your email of 2 November 2023 regarding the Auditor-General’s Report on the 2022-
23 Annual Financial Report of the State of Victoria (the Report).

WorkSafe Victoria reviewed the Report and sought to independently re-calculate the financial
conclusions. We found the results to be materially and directionally correct. We do not dispute the
findings presented or have any further feedback.

WorkSafe’s financial performance has improved recently due to the increase in average premium
rates to 1.8 percent that came into effect from 1 July 2023. The gap between premium revenue and
claims cost has reduced but remains in deficit. Scheme reform or an additional increase to average
premium rates are necessary to return WorkSafe to long-term financial sustainability.

Thank you again for taking the time to write to me about this matter.

Joe Calafiore
Chief Executive Officer
WorkSafe Victoria

CEO23-1697 Page 1
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About this report, the AFR and our

financial audits

About this report

The Auditor-General provides this report to the Parliament of Victoria as required
under section 57 of the Audit Act 1994.

It contains matters we judge as significant that arise from the audit and pertain to
either effectively and efficiently managing public resources or keeping proper
accounts and records.

About the AFR

The AFR presents the financial report of the State of Victoria and the GGS. It is a

consolidation of the financial results of approximately 280 state-controlled entities.

Intra-sector transactions are eliminated.

Each year we audit and provide opinions on the financial reports of each of the
state-controlled entities. We also audit and provide an opinion on the AFR.

The government classifies state-controlled entities into 3 sectors (see Figure B1).

GGS and the State of Victoria

The Victorian GGS includes all
government departments, offices
and other bodies that provide
services free of charge or at prices
significantly below their cost of
production.

The GGS is not a separate entity.
Instead, it is a sector within the
State of Victoria. As a reporting
entity, the State of Victoria
includes the GGS as well as PNFCs
and PFCs.
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Figure B1: Categories of state-controlled entities

Adjusted for intra-sector transactions

Non-financial public sector

Adjusted for intra-sector transactions

GGS PNFCs

PFCs

7+

Corporations adjusted for
intra-entity transactions

205+ 60+

Corporations adjusted for

Entities adjusted for intra-entity transactions

intra-entity transactions

These entities deal with financial
aspects of the state. They have the
power to borrow, accept deposits

and acquire financial assets

These entities provide a wide
range of goods and services
while meeting commercial
principles through cost recovery
via user charges and fees

These entities provide
goods and services to the
community significantly
below their production cost

Source: VAGO.

Entities not included in the AFR

The AFR only includes state-controlled entities.

Other public sector entities that we audit are excluded from the AFR because the
state does not control them for financial reporting purposes. These entities prepare
separate financial reports.

Figure B2 lists the sectors and entities not included in the AFR.
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Figure B2: Sectors and entities not included in the AFR

Sector/entity

Local government

Why it is not included in the AFR

Local government is a separate tier of government. Councils are elected by and accountable
to their communities.

Universities

The Australian Government is the main sector funder. The state only directly appoints a
minority of university council members.

Denominational hospitals

Denominational hospitals are private providers of public health services. Each one has its own
governance arrangements.

State superannuation funds

State superannuation funds’ net assets are members' property. However, any net asset
shortfalls related to certain defined benefit scheme entitlements are a state obligation and are
reported in the AFR as a liability.

Registered community health
centres and aged-care
providers

These providers have various funding streams. Each one has its own governance
arrangements.

Source: VAGO.

About our financial audits

We conduct our financial audits
Australian Auditing Standards.

For each financial report we:

Evaluate the ...

risks of material misstatement —
whether due to fraud or error

internal controls relevant to the

appropriateness of accounting

in accordance with the Audit Act 1994 and the

And design and perform audit
procedures that ... And form an opinion ...

respond to these material risks based on audit evidence that is
sufficient and appropriate.

audit are appropriate in the on the appropriateness of using the
circumstances going-concern basis of accounting.

on whether the report fairly

policies used and the reasonableness represents the underlying

of accounting estimates and
disclosures

transactions and events.

overall presentation, structure and

content of the financial report

As part of our audit of the AFR we also obtain:

» evidence about the completeness and accuracy of the financial information of the
29 material entities within the AFR

+ anunderstanding of the consolidation process and evaluate the appropriateness,
completeness and accuracy of consolidation adjustments, such as intra-agency

and intra sector eliminations.
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Audit and report cost
The cost of our audit of the AFR was $406,000.

The combined cost of our audits of the 29 material entities was approximately
$9.0 million. These costs are met by the audited agencies. We receive no other
revenue from, and did not carry out non-assurance services for, these entities.

The cost of preparing this report was $502,000, which is funded by parliamentary
appropriation.

Our independence
The Auditor-General is:

* anindependent officer of the Parliament of Victoria

» appointed under legislation to examine, on behalf of Parliament and taxpayers,
the management of resources within the public sector

* not subject to the control or direction of either Parliament or the government.

The Auditor-General and VAGO staff, including our audit service providers, are
required to meet the ethical requirements of:

 the Australian Auditing Standards and the Accounting Professional and Ethical
Standards Board's APES 110 Code of Ethics for Professional Accountants

» the Code of Conduct for Victorian Public Sector Employees of Special Bodies and the
Public Administration Act 2004

» the Standing Directions 2018 under the Financial Management Act 1994, which
provides policies on accepting and provisioning gifts, benefits and hospitality.
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Audit opinion on the AFR
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VAGO

Victorian Auditor-General’s Office

Independent Auditor’s Report

To the Treasurer of the State of Victoria

Opinion | have audited the consolidated financial report of the State of Victoria (State) and the Victorian
General Government Sector (General Government Sector), which comprises the:

e consolidated State and General Government Sector balance sheets as at 30 June 2023

e consolidated State and General Government Sector comprehensive operating statements for
the year then ended

e consolidated State and General Government Sector statements of changes in equity for the year
then ended

e consolidated State and General Government Sector cash flow statements for the year then
ended

e notes to the consolidated financial statements, including significant accounting policies

e certification by the Treasurer and the Secretary of the Department of Treasury and Finance.

In my opinion, the consolidated financial report presents fairly, in all material respects, the financial

positions of the State and the General Government Sector as at 30 June 2023 and their financial

performance and cash flows for the year then ended in accordance with the financial reporting

requirements of Section 24 of the Financial Management Act 1994 and applicable Australian

Accounting Standards.

Basis for | have conducted my audit in accordance with the Audit Act 1994, which incorporates the Australian

opinion Auditing Standards. | further describe my responsibilities under that Act and those standards in the
Auditor’s responsibilities for the audit of the consolidated financial report section of my report.
My independence is established by the Constitution Act 1975. My staff and | are independent of the
State and the General Government Sector in accordance with the ethical requirements of the
Accounting Professional and Ethical Standards Board’s APES 110 Code of Ethics for Professional
Accountants (the Code) that are relevant to my audit of the consolidated financial report in Victoria.
My staff and | have also fulfilled our other ethical responsibilities in accordance with the Code.

| believe that the audit evidence | have obtained is sufficient and appropriate to provide a basis for

my opinion.
Key audit Key audit matters are those matters that, in my professional judgement, were of most significance
matters in my audit of the consolidated financial report of the current period. These matters were addressed

in the context of my audit of the consolidated financial report as a whole and in forming my opinion
thereon, and | do not provide a separate opinion on these matters.

Level 31 / 35 Collins Street, Melbourne Vic 3000
T 03 8601 7000 enquiries@audit.vic.gov.au www.audit.vic.gov.au
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How | addressed the matter

Key audit matter

Recognition and measurement of transport assets

Refer to Note 4.1 Land, buildings, infrastructure, plant and equipment and Note 7.5 Fair value determination of

non-financial assets

Significant spending on capital projects in the transport
sector results in large additions to the State’s asset
base each year.
The State is ultimately responsible for ensuring proper
accounts and records are maintained to sufficiently
explain the financial impact of these assets on the
financial performance and financial position of the
State.
| considered this to be a key audit matter because:
e transport assets are financially significant
e  capital projects in the transport sector are
complex, and each project results in multiple
assets being constructed
e asignificant degree of management judgement is
required to:
o determine individual assets within a project
o determine which expenses should be
capitalised
o allocate capital expenses to individual assets
o determine the fair value of individual assets.
e multiple agencies are involved in the management
and delivery of capital projects in the transport
sector which makes the timely recognition and
derecognition of assets challenging
e  Victorian Rail Track (VicTrack) is the custodial
owner of a large portion of the State’s transport
assets. Significant asset accounting issues are
being addressed at VicTrack.

My key procedures included:

assessing management’s process to identify individual
assets within a project, and the costs directly attributable
to those assets

assessing the results of the work undertaken by
management to review work in progress balances and
capitalise completed projects

reviewing management’s assessment of the existence of
assets, and the completeness and accuracy of asset
records

reviewing the accounting treatment for asset additions,
disposals and replacements against the requirements of
Australian Accounting standards

assessing the results of fair value assessments,
challenging assumptions contained within, and
investigating significant variances

assessing the potential impact of identified issues on the
consolidated financial statements.
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Key audit matter

How | addressed the matter

Recognition and measurement of service concession assets, liabilities and commitments

Refer to Note 4.1 Land, buildings, infrastructure, plant and equipment, Note 4.2 Other non-financial assets, Note 5.1
Borrowings, Note 5.3 Service concession arrangements and Note 6.4 Payables and contract liabilities

Service concession assets: land, buildings,
infrastructure, plant and equipment — $41.6 billion

Service concession assets: intangible produced — $3.4
billion

Service concession financial liabilities — $8.2 billion

Service concession financial liability commitments —
$49.1 billion (nominal value)

Service concession grant of a right to the operator
(GORTO}) liabilities — $19.8 billion

Service concession hybrid arrangements commitments
—$1.3 billion (nominal value)

There are three types of service concession
arrangements:

arrangements where the State has contractual
obligations to make payments and other

contributions to the operators for the construction

and operation of the assets

arrangements where the State has granted the

operators the right to charge the public directly for

the use of the assets

hybrid arrangements where the State has granted

the operators the right to charge the public for use

of the asset and the State makes contractual

payments and other contributions to the operator.

| considered this to be a key audit matter because:

service concession assets, liabilities and
commitments are financially significant

the requirements of AASB 1059 Service Concession
Arrangements: Grantors are complex, and their
application requires significant management
estimation and judgement

service concession arrangements and the financial
models used to value the assets, liabilities and
commitments are complex

a significant degree of management judgement is

required to determine the key assumptions used in

valuing the assets, liabilities and commitments

extensive disclosures are required by Australian
Accounting Standards which are critical to the
users understanding of service concession assets,
liabilities and commitments.

My key procedures included:

reviewing all contracts, supporting schedules, financial
models and professional accounting advice received by
the State, where applicable
assessing the accounting treatment against the
requirements of AASB 1059, and the reasonableness of
management judgements made in the application of the
standard
engaging appropriately qualified independent subject
matter experts to review certain valuation methodologies
and financial models and assess the:

o appropriateness of fair value methodologies

o reasonableness and consistency of assumptions

o reasonableness of inputs against underlying data
and supporting documentation

o accuracy of models
reviewing all other financial models and confirming the
judgements applied by management to independent
expert reports
assessing the completeness and accuracy of service
concession assets, liabilities and commitments against the
contracts and underlying financial models for each project
comparing the reasonableness of asset amounts against
actual costs incurred
assessing the adequacy of financial report disclosures
against the requirements of Australian Accounting
Standards.
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How | addressed the matter

Key audit matter

Valuation of defined benefit superannuation liability
Refer to Note 6.5 Superannuation

Defined benefit superannuation liability — $18.9 billion

The Emergency Services and State Super funds account
for $17.9 billion (94.7 per cent) of the State’s defined
benefit superannuation liability (the liability). The
Emergency Services Superannuation Board (ESSB)
manage these funds.

| considered this to be a key audit matter because:
e the liability is financially significant

e the underlying model used to value the liability is
complex

e asignificant degree of management judgement is
required to determine the method, the model and
key assumptions used in valuing the liability

e asmall adjustment to an assumption may have a
significant effect on the total value of the liability

e  ESSB has outsourced core member administration
and fund accounting to an outsourced service
provider. An independent assurance auditor was
engaged by ESSB to report on the design,
implementation and operating effectiveness of
controls at the service provider

e extensive disclosures are required by Australian
Accounting Standards which are critical to the
users understanding of the valuation of the
liability.

Management engaged an actuary to value the liability

as at 30 April, then adjust the value of the liability to

account for actual market performance and
movements in key assumptions up to 30 June.

My key procedures included:

gaining an understanding of the design and
implementation of key controls over the outsourced
arrangement, and then testing their operating
effectiveness, including those:
o supporting the completeness and accuracy of
membership data
o  assisting with the management and oversight of the
arrangement
obtaining the independent assurance auditor’s report
over the outsourced service provider’s controls and:
o assessing the adequacy of the scope of work agreed
between management and the assurance auditor
o assessing the professional competence and
independence of the assurance auditor
o considering the relevance of the stated control
objectives and controls covered by the assurance
report
o assessing the testing performed by the assurance
auditor and the results of the tests
o assessing the sufficiency and appropriateness of the
audit evidence provided by the assurance report
assessing the professional competence and independence
of the actuary
obtaining the actuarial report and year-end adjustments,
and engaging an appropriately qualified independent
actuary to assist in obtaining sufficient appropriate audit
evidence for the liability and disclosures, including to:
o  assess the appropriateness of the model used to
value the liability
o review the reasonableness of membership data in
the model by comparing it to the data in the service
provider’s system
o assess the appropriateness of management's
selection and application of the method, significant
assumptions and data used to value the liability
o challenge the reasonableness of key assumptions by
comparing against accepted industry benchmarks
o assess the reasonableness of the reported liability
value
assessing the adequacy of financial report disclosures

against the requirements of Australian Accounting
Standards.
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Key audit matter How | addressed the matter

Valuation of provision for insurance claims
Refer to Note 6.6 Other provisions

Provision for insurance claims — $47.0 billion My key procedures included:

| considered this to be a key audit matter because: ® testing the operating effectiveness of key controls

o the provision for insurance claims is financially supporting the underlying claims data used in the models
significant e reconciling claims data in the models to the data in the

o there are several insurance claim categories at the Victorian WorkCover Authority, Transport Accident
Victorian WorkCover Authority, Transport Accident Commission and Victorian Managed Insurance Authority
Commission and Victorian Managed Insurance systems
Authority which make up the provisionand must e assessing the professional competence and independence
be valued of management’s actuaries

e the underlying models used to value the provision e obtaining management’s actuarial reports, and engaging
are complex an appropriately qualified independent actuary to:

e the valuation of the provision is subject to o assess the appropriateness of management's
significant management assumptions and selection and application of the methods, significant
estimation uncertainty assumptions and data used to value the provision

e asmall adjustment to an assumption may have a o evaluate the appropriateness of the models used to
significant effect on the total value of the provision value the provision

e extensive disclosures are required by Australian o challenge the reasonableness of key assumptions by
Accounting Standards which are critical to the comparing against claims history and accepted
users understanding of the valuation of the industry benchmarks
provision. o assess the reasonableness of the reported provision

Management engaged actuaries to value the provision value.

as at 30 June. e  assessing the adequacy of financial report disclosures

against the requirements of Australian Accounting
Standards.

Other The Treasurer of Victoria is responsible for the Other Information, which comprises the

information information in chapters 1-3 and 5 of the 2022-23 Financial Report but does not include the

consolidated financial report in chapter 4 and my auditor’s report thereon.

My opinion on the consolidated financial report does not cover the Other Information and
accordingly, | do not express any form of assurance conclusion on the Other Information.
However, in connection with my audit of the consclidated financial report, my responsibility is
to read the Other Information and in doing so, consider whether it is materially inconsistent
with the consolidated financial report or the knowledge | obtained during the audit, or
otherwise appears to be materially misstated. If, based on the work | have performed, |
conclude there is a material misstatement of the Other Information, | am required to report that
fact. I have nothing to report in this regard.

The Treasurer's  The Treasurer of Victoria is responsible for the preparation and fair presentation of the
responsibilities  consolidated financial report in accordance with Australian Accounting Standards and the
for the Financial Management Act 1994, and for such internal control as the Treasurer determines is
consolidated necessary to enable the preparation of a consolidated financial report that is free from material
financial report  misstatement, whether due to fraud or error.
In preparing the consolidated financial report, the Treasurer is responsible for assessing the
State and the General Government Sector’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the going concern basis of accounting
unless it is inappropriate to do so.
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Auditor’s
responsibilities
for the audit of
the
consolidated
financial report

MELBOURNE
5 October 2023

As required by the Audit Act 1994, my responsibility is to express an opinion on the consolidated
financial report based on the audit. My objectives for the audit are to obtain reasonable
assurance about whether the consolidated financial report as a whole is free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes my
opinion. Reasonable assurance is a high level of assurance but is not a guarantee that an audit
conducted in accordance with the Australian Auditing Standards will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of this consolidated financial report.

As part of an audit in accordance with the Australian Auditing Standards, | exercise professional
judgement and maintain professional scepticism throughout the audit. | also:

e identify and assess the risks of material misstatement of the consolidated financial report,
whether due to fraud or error, design and perform audit procedures responsive to those
risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for my
opinion. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control

e obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the State and the General Government Sector’s internal
control

e evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Treasurer

e conclude on the appropriateness of the Treasurer's use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the State and the General
Government Sector’s ability to continue as a going concern. If | conclude that a material
uncertainty exists, | am required to draw attention in my auditor’s report to the related
disclosures in the consolidated financial report or, if such disclosures are inadequate, to
modify my opinion. My conclusions are based on the audit evidence obtained up to the date
of my auditor’s report. However, future events or conditions may cause the State and the
General Government Sector to cease to continue as a going concern

e evaluate the overall presentation, structure and content of the consolidated financial report,
including the disclosures, and whether the consolidated financial report represents the
underlying transactions and events in a manner that achieves fair presentation

e obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within the State and the General Government Sector to
express an opinion on the consolidated financial report. | remain responsible for the
direction, supervision and performance of the audit of the consolidated financial report. |
remain solely responsible for my audit opinion.

| communicate with the Treasurer regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal
control that | identify during my audit.

From the matters communicated with the Treasurer, | determine those matters that were of
most significance in the audit of the consolidated financial report of the current period and are
therefore key audit matters. | describe these matters in the auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, | determine that a matter should not be communicated in the auditor’s report
because the adverse consequences of doing so would reasonably be expected to outweigh the
public interest benefits of such communication.

Dave Barry,
Acting Auditor-General
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Results of material entity audits

Figure D1: Audit opinions issued for material entities

Financial Audit
Revenue  Expenses Assets Liabilities report opinion

Entity Benefit ($ million) ($ million) ($ million) ($ million)  certified issued Type
Department Controlled 15,874.0 15,404.6 44,990.8 3,098.9 1/9/23 5/9/23  Unmodified
of Education

Administered 4,784.1 4,765.1 50.0 0
Department of Controlled 4,370.8 4,114.6 12,807.7 1,412.0 21/9/23  26/9/23 Unmodified
Energy, o
Environment and Administered 1,879.4 1,879.4 5,021.9 3,246.7
Climate Action
Department of Controlled 6,038.0 6,282.1 38,565.6 1,383.6 7/9/23  20/9/23 Unmodified
Families, Fairness T
and Housing Administered 2,778.5 2,877.9 17 17
Department of Controlled 398.1 354.1 1,241.6 135.6 19/10/23  18/10/23  Unmodified
Government
Services Administered 1,150.7 1,116.8 2,617.7 2,5736
Department of Controlled 20,280.3 20,695.7 8,079.1 4,0284 31/8/23 8/9/23  Unmodified
Health

Administered 15,853.9 15,907.9 1,404.6 1,404.6
Department Controlled 4,136.1 4,003.0 2,064.0 562.1 25/9/23  27/9/23 Unmodified
of Jobs, Skills, .
Industry and Administered 125.2 106.9 208.9 4919
Regions
Department of Controlled 10,077.6 9,948.3 8,075.9 3,1474 3/10/23  4/10/23  Unmodified
Justice and .
Community Administered 2,230.7 1,728.7 2,687.2 1,097.9
Safety
Department of Controlled 7326 730.5 3514 52.7 13/9/23  18/9/23  Unmodified
Premier and .
Cabinet Administered 189 18.9 459 46.0

Controlled 8,483.0 8,730.1  139,518.6 19,288.7 18/9/23  21/9/23  Unmodified
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Financial Audit

Revenue  Expenses Assets Liabilities report opinion
Entity Benefit ($ million) ($ million) ($ million) ($ million) certified issued Type
Department Administered 4,286.3 11,7954 41,116.8 12,001.5
of Transport
and Planning
Department Controlled 485.5 472.7 217.7 134.8 2/10/23  5/10/23  Unmodified
of Treasury T
and Finance Administered 77,613.2 80,150.8 229,385.7 158,831.8
Eastern Health Controlled 1,510.6 1,553.2 1,702.8 587.5 22/8/23 7/9/23  Unmodified
Melbourne Controlled 1,757.0 1,706.7 1,514.7 644.0 30/8/23 5/9/23  Unmodified
Health
Monash Health Controlled 3,208.3 3,168.5 3,254.7 1,087.4 30/8/23 12/9/23  Unmodified
National Gallery Controlled 159.2 1394 4,726.0 52.9 24/8/23  28/8/23 Unmodified
of Victoria
Office of the Controlled 4,166.6 4,163.7 4,906.6 2,889.6 5/9/23  11/9/23 Unmodified
Chief .
Commissioner of Administered 86.2 85.1 723 69.6
Police
The Royal Controlled 1,134.2 1,109.0 1,8384 1,132.7 28/8/23 4/9/23  Unmodified
Children's
Hospital
Victorian Controlled 378 37.7 19.2 8.2 13/9/23  15/9/23  Unmodified
Gambling and .
Casino Control Administered 2,500.7 2,469.0 336.7 85.8
Commission
Total GGS* 194,608.7 204,044.9 552,964.9 216,788.4
Goulburn— Controlled 181.2 245.5 5,376.7 7873 8/9/23 12/9/23  Unmodified
Murray Rural
Water
Corporation
Greater Western Controlled 933.1 869.1 3,799.6 2,702.9 22/8/23 31/8/23 Unmodified
Water
Melbourne Port Controlled 1994 366.8 11,383.0 8,482.4 12/9/23 14/9/23  Unmodified
Lessor Pty Ltd
Melbourne Controlled 19194 1,715.8 17,876.6 9,922.7 25/8/23 1/9/23  Unmodified
Water
Corporation
North East Link Controlled 0.1 7.8 2,353.5 1,982.9 7/9/23 7/9/23  Unmodified
State Tolling
Corporation
South East Water  Controlled 1,060.1 964.3 5,192.5 3,174.0 28/8/23  31/8/23  Unmodified
Corporation
Victorian Rail Controlled 2437 1,131.1 46,663.7 4,002.7 15/9/23  21/9/23 Modified
Track
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Financial Audit

Revenue  Expenses Assets  Liabilities report opinion
Entity Benefit ($ million) ($ million) ($ million) ($ million)  certified issued Type
Yarra Valley Controlled 1,129.6 996.5 6,071.5 4,315.0 28/8/23 5/9/23  Unmodified
Water
Corporation
Total PNFCs* 5,666.6 6,296.9 98,717.1 35,369.9
Public financial corporations (PFCs)
Transport Controlled 3,795.1 2,138.4 20,133.8 18,549.8 31/8/23 5/9/23  Unmodified
Accident
Commission
Treasury Controlled 151.3 38.5 142,503.7 142,154.7 10/8/23 18/8/23  Unmodified
Corporation of
Victoria
Victorian Controlled 1,193.1 1,308.5 3,946.1 4,324.4 29/8/23 5/9/23  Unmodified
Managed
Insurance
Authority
Victorian Controlled 6,003.5 6,413.3 26,236.5 27,495.6 29/8/23 5/9/23  Unmodified
WorkCover
Authority
Total PFCs* 11,143.0 9,898.7 192,820.1 192,524.5

Note: *Amounts include transactions between sectors. These transactions are eliminated on consolidation in the AFR.

Source: VAGO.
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VicTrack lease arrangements

Figure E1: Accounting for operational transport assets' lease arrangements

VicTrack is the legal custodian of the state's

transport-related assets. It reported $46.5 billion of
property, infrastructure, plant and equipment assets
at 30 June 2023.

These assets include the operational transport assets, such as land,
stations, tracks, rolling stock and signalling systems, that are collectively
used to operate the state’s transport network.

VicTrack leases all operational transport assets to DTP (previously the
Department of Transport), which in turn provides train, tram and regional
transport operators access to them. The lease between VicTrack and DTP is
significantly below market terms and conditions, with only nominal
amounts paid to VicTrack.

The table below shows the adopted accounting treatment for ...

Opinion type

Adopted
accounting
treatment

VicTrack DTP AFR
Adverse Unmodified Unmodified
VicTrack incorrectly ~ DTP correctly A central
recorded the recorded right of adjustment was
arrangement asan  use assets under made on

operating lease
under AASB 16
Leases because it
believes it is
exposed to
substantially all the
risks and receives

AASB 16 Leases.
DTP disclosed in its
financial report
that it has the right
to direct the use of
the leased assets
and obtains

consolidation in
the AFR to correct
the inconsistent
accounting
treatment between
DTP (a GGS entity)
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the rewards from
owning the assets.

substantially all the
economic benefits
from their use.

and VicTrack (a
PNFC entity).

Impact

Leased assets and
all associated
transactions and
balances should
not have been
reported in
VicTrack's financial
report. Instead,
VicTrack should
have reported a
nominal finance
lease receivable.

DTP again availed
itself of temporary
relief provided by
the Australian
Accounting
Standards to
record leases with
significantly
below-market
terms and
conditions at cost
for 30 June 2023.

This meant that for
2022-23, the assets
and associated
depreciation
expenses were not
reflected in the
GGS*.

The fair value of
the underlying
assets and all
associated
transactions and
balances were
correctly reinstated
at the State of
Victoria level.

Note: *The Australian Accounting Standards Board has added a narrow-scope project to its work
program to consider accounting for right-of-use assets under concessionary leases by not-for-profit
entities. If the temporary relief from fair valuing these assets is removed, it is expected that these
amounts will be fully reflected in DTP's and the GGS's financial reports. No change to this temporary
relief occurred in 2022-23. This will adversely affect their net result from transactions because the
depreciation expenses from the assets will also need to be recognised.

Source: VAGO.
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Financial measures and targets

The government has changed its approach to setting measures and what its targets
are over the last 10 years. In 2020-21 government'’s focus on economic recovery after
the COVID-19 pandemic led to changes for 3 measures.

Figure F1 shows the various measures the government has used and how they vary
from specifically quantifiable targets to ones that allow for flexibility in response to
economic conditions.

Figure F1: Victoria’s financial measures and targets over the last 10 years

Net debt to GSP Superannuation
Year Operating cash surplus liabilities
2023-24 A net operating cash surplus General government Fully fund the
consistent with maintaining general net debt as a unfunded
government net debt at a sustainable  percentage of GSP to superannuation
level. stabilise in the medium liability by 2035.
. term.
2022-23 A net operating cash surplus
consistent with maintaining general
2021-22 government net debt at a sustainable
2020-21 level after the economy has recovered
from the COVID-19 pandemic.
2019-20 A net operating cash surplus General government
consistent with maintaining general net debt as a
2018-19 government net debt at a sustainable  percentage of GSP to
2017-18 level over the medium term. be maintained at a
_ sustainable level in the
201617 medium term.
2015-16
2014-15 A net operating surplus of at least

$100 million and consistent with the
infrastructure and debt parameters.

Other measures

General government
interest expense as a
percentage of revenue
to stabilise in the
medium term.

Infrastructure
investment of 1.3% of
GSP (calculated as a
rolling average).

Source: VAGO based on the state Budget.
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Parliamentarians and the community may find it challenging to measure the financial
performance of government when the measures are more qualitative and less
specific.
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Acronyms, abbreviations
and glossary

Acronyms

AFR 2022-23 Annual Financial Report of the State of Victoria
ATO Australian Taxation Office

BCAP Business Costs Assistance Program

DFFH Department of Families, Fairness and Housing
DGS Department of Government Services

DICS Department of Justice and Community Safety
DJSIR Department of Jobs, Skills, Industry and Regions
DTP Department of Transport and Planning

DTF Department of Treasury and Finance

FTE full-time equivalent

GGS general government sector

GSP gross state product

ISU Integrity Services Unit

IT information technology

LHVF Licensed Hospitality Venue Fund

PFC public financial corporation

PNFC public non-financial corporation

TAC Transport Accident Commission

Tcv Treasury Corporation of Victoria

TEI total estimated investment

VAGO Victorian Auditor-General's Office

VGCCC Victorian Gambling and Casino Control Commission
VPS Victorian Public Sector
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Abbreviations

Crown Casino

Crown Melbourne Limited

Royal Commission

Royal Commission into the Casino Operator and Licence

VicTrack Victorian Rail Track
WorkSafe Victorian WorkCover Authority
Glossary

Accountability

Responsibility of public sector entities to achieve their objectives in the reliability of financial reporting,
effectiveness and efficiency of operations, compliance with applicable laws, and reporting to interested
parties.

Asset

An item or resource controlled by an entity that will be used to generate future economic benefits.

Clear audit opinion

A clear audit opinion adds credibility to the financial report by providing reasonable assurance that
reported information is reliable and accurate and complies with the requirements of relevant Australian
Accounting Standards and applicable legislation.

Emphasis of matter

A paragraph included in the auditor's report that refers to a matter appropriately presented or disclosed
in the financial report that, in the auditor’s judgement, is of such importance that it is fundamental to
users' understanding of the financial report.

Insurance funding
ratio

A funding ratio of available assets to estimated liabilities used to monitor the long-term financial
sustainability of an insurance scheme.

Intra-sector or
intra-entity
transactions

Financial transactions that occur between 2 entities in the same sector, or between 2 sectors of
government. When an annual financial report is prepared, the accounts are adjusted so these
transactions are not counted twice.

Key audit matters

Auditors may include a description of key audit matters in the auditor's report, as described in auditing
standard ASA 701 Communicating Key Audit Matters in the Independent Auditor's Report.

Key audit matters are determined by the auditor as the matters of most significance to the audit. We
voluntarily adopt key audit matter reporting for the AFR and material entities to enhance the value of
our audit reports by providing greater transparency and insights about our audit process. Key audit
matters are not opinions and are not necessarily adverse findings.

Limited assurance

We obtain less assurance when we rely primarily on an agency's representations and other evidence
generated by that agency. However, we aim to have enough confidence in our conclusion for it to be
meaningful. We call these types of engagements assurance reviews and typically express our opinions in
negative terms. For example, that nothing has come to our attention to indicate there is a problem. See
our assurance services fact sheet for more information.

Material

Omissions or misstatements of items are material if they could, individually or collectively, influence the
economic decisions that users make on the basis of the financial report. Materiality depends on the size
and nature of the omission or misstatement judged in the surrounding circumstances. The size or
nature of the item, or a combination of both, could be the determining factor.

Material entities

The entities that account for most of the state’s assets, liabilities, revenue and expenditure. In forming
our opinion on the AFR, we focus on the financial transactions and balances of these entities.

Net operating
balance

Revenue from transactions minus expenses from transactions. It is the part of the change in net worth
that can directly be attributed to government policies and is a key measure of GGS financial
performance and operating sustainability. Also known as net result from transactions.

Off-balance sheet

Off-balance sheet commitments are assets and liabilities that an entity has committed to but not yet
included in its balance sheet.
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Glossary

Outstanding
insurance claim

A claim that the insuring entity is responsible for paying in the future where the claim arises from an
event that occurred on or before the valuation date. The liability includes an allowance for claims that
have occurred but have not yet been reported to the insuring entity.

Reasonable
assurance

We achieve reasonable assurance by obtaining and verifying direct evidence from a variety of internal
and external sources about an agency's performance. This enables us to express an opinion or draw a
conclusion against an audit objective with a high level of assurance. We call these audit engagements.
See our assurance services fact sheet for more information.
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Auditor-General's reports
tabled during 2023-24

Report title Tabled
Cybersecurity: Cloud Computing Products (2023-24: 1) August 2023
Responses to Performance Engagement Recommendations: Annual Status Update 2023 (2023-24: 2) August 2023
Elogue: the Joint Venture Between DoT and Xerox (2023-24: 3) October 2023
Domestic Building Oversight Part 1: Regulation (2023-24: 4) November 2023
Employee Health and Wellbeing in Victorian Public Hospitals (2023-24: 5) November 2023
Reducing the lllegal Disposal of Asbestos (2023-24: 6) November 2023
Auditor-General’s Report on the Annual Financial Report of the State of Victoria: 2022-23 (2023-24: 7) November 2023

All reports are available for download in PDF and HTML format on our website
www.audit.vic.gov.au
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Auditor-General's responsibilities

Our fact sheets provide you with more information about our role and our audit
services:

*  About VAGO
Information about the Auditor-General and VAGO's work

 Our assurance services
Information about the nature and levels of assurance that we provide to
Parliament and public sector agencies through our work program

Victorian Auditor-General's Office
Level 31, 35 Collins Street
Melbourne Vic 3000

AUSTRALIA

Phone  +613 8601 7000
Email enquiries@audit.vic.gov.au
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