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Audit summary

Background

Public sector agencies meet the business costs they incur by reimbursing
out-of-pocket expenses, settling corporate purchasing card statements and paying
invoices generated through their activities. These costs are significant, for example,
during 2010-11, agencies charged $61.6 million to government purchasing cards and
spent a total of $14.4 million through the whole-of-government contract for air travel.

The government's 2010 Better Financial Management Plan, which requires
departments to reduce non-payroll costs by $722 million over four years, has added
impetus to finding savings while properly controlling expenses and improving services
to the community.

In Victoria, legislation describes a framework of rules for effective and efficient financial
management. Public sector agencies are responsible for developing specific systems,
procedures and reports to meet these rules and assure government that they have
achieved this.

The Department of Treasury and Finance (DTF) communicates the legislated rules to
public sector agencies and monitors their compliance on behalf of the Minister for
Finance. DTF has translated the rules into the Financial Management Compliance
Framework (FMCF), which agencies are required to follow.

Agencies report annually on their compliance with the FMCF through a checklist and
DTF uses this information to assure the Minister for Finance and Parliament that the
state's finances are well managed.

The audit examined the management of travel-related, hospitality, credit card, and
reimbursed expenses for the following six agencies: the departments of Business and
Innovation, Human Services (DHS), Justice (DOJ) and Premier and Cabinet, the
Country Fire Authority and Tourism Victoria (TV).

The audit also included DTF because of its whole-of-government oversight role. It

assessed how well agencies had applied, and DTF had overseen, the FMCF for:

° controlling expenditure so that funds are used for legitimate business expenses in
accordance with the rules

° taking account of the costs, benefits and risks when deciding how to purchase
and pay for goods and services

° realising the potential savings of using mandated State Purchase Contracts
(SPCs)—whole-of-government, discounted contracts for goods and services.
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Audit summary

Conclusions

The agencies examined in this audit are effectively controlling expenses so that they

are used for legitimate business purposes. Cases where public money is used:

° for purely personal benefit are extremely rare

° for legitimate business purposes, but without complying with all the rules, make
up a small proportion of purchases—less than 10 per cent of the total number.

However, there is no cause for complacency because:

° agencies have not done enough to improve cost-effectiveness by understanding
and reducing the costs of small transactions and addressing spending that leaks
outside of mandatory, heavily discounted, SPCs

° the mechanisms for assuring government about performance are not working—
except for DOJ, agencies did not accurately report rule breaches to the Minister
for Finance, and DTF did not adequately review this information.

The government's goal of reducing departments' non-payroll costs by $722 million over
four years means public sector agencies should realise savings that can be made by
using more cost-effective purchasing arrangements, including SPCs.

Realising greater efficiency

Departments should identify further efficiencies by:

° understanding where they do not use mandatory SPCs, reporting this information
to DTF and securing further savings by addressing contract leakage

° analysing how they purchase and pay for goods and services and identifying
improvements based on the costs, benefits and risks.

The public sector is expected to spend more than $750 million each year on SPCs.
Only one agency in this audit, DOJ, had purposefully managed contract leakage. Its
experience showed the significance and benefits of doing this, reducing average
leakage from 47 per cent to 14 per cent of spending on the goods and services
available through these arrangements. This generated significant savings.

The agencies in this audit understood the costs of processing invoices and five of them
had upgraded their systems to secure efficiency gains. They did not have the same
knowledge of expenses involving purchasing cards or reimbursements. Documenting
the costs, benefits and risks will help them verify or improve their efficiency.

Managing expenditure risk

Agencies have consistently applied core controls requiring evidence of an expense
and the documented approval by a person other than the purchaser. This reduces the
risk that non-business expenses will go unchallenged.

However, a small proportion of transactions—7 per cent of the sample of 460 we
tested—did not fully comply with legislated rules. These breaches happen when:
° the rules are not adequately documented and communicated to staff
° staff work around the rules to make a legitimate business purchase.
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Audit summary

The reporting mechanisms intended to alert DTF and the Minister for Finance to
transactions that broke the rules failed. Only DOJ accurately reported purchasing card
rule breaches and DTF did not detect the reporting failures of the other agencies.

Addressing these issues requires the continued and improved scrutiny of transactions,
comprehensive documentation of the rules and their clear communication to staff. DTF
needs to improve how it communicates updated purchasing rules because the existing
mechanisms have not been effective. Only DHS and TV incorporate the latest
purchasing card rules in cardholder agreements.

Public sector agencies should meet government's reporting requirements and DTF
should apply a greater level of scrutiny in assessing the validity of these reports.

Recommendations

Number Recommendation Page
Public sector agencies should:
1. review and increase the level of scrutiny and control 22
applied to transactions by:
e making greater use of in-built card limits
e running regular, automated tests to detect control
breaches and better target detailed reviews
e including reviews of personal expenses in their forward
internal audit programs
2. review and, where required, strengthen how they 22
document and communicate rules so that staff have a
comprehensive understanding of their obligations

3. meet the mandatory requirements for reporting 22
unauthorised purchasing card use and thefts and losses.

The Department of Treasury and Finance should:

4. improve its communication of changes to the legislated 22
purchasing rules so that agencies have a comprehensive
and current understanding of what is required

5. significantly improve its scrutiny of agencies’ reporting on 22
breaches of the purchasing card rules and reports on
thefts and losses.

6. The Department of Premier and Cabinet should evaluate 22
the effectiveness of the 2012 hospitality guidelines within
two years of their issue, by:
e confirming that agencies have adequately reflected the
revised framework in their individual policies
e assessing the impact on hospitality expenditure and
controls, and the community’s satisfaction with the way
agencies control this type of expenditure.
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Recommendations — continued

Number Recommendation Page
Public sector agencies should:

7. comprehensively analyse how they purchase and pay for 27
goods and services, and identify improvements based on
the costs, benefits and risks

8. report and address expenditure occurring outside of 38
mandated State Purchase Contracts.

9. The Department of Treasury and Finance should request 38
an acquittal of the scale of contract leakage and the
reasons why this happens from agencies patrticipating in a
mandatory State Purchase Contract.

Submissions and comments received

In addition to progressive engagement during the course of the audit, in accordance
with section 16(3) of the Audit Act 1994 a copy of this report was provided to the
departments of Business and Innovation, Human Services, Justice, Premier and
Cabinet, and Treasury and Finance, the Country Fire Authority and Tourism Victoria,
with a request for submissions or comments.

Agency views have been considered in reaching our audit conclusions and are
represented to the extent relevant and warranted in preparing this report. Their full
section 16(3) submissions and comments however, are included in Appendix A.

X Personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards Victorian Auditor-General’'s Report



1 Background

1.1 Introduction

Public sector agencies meet the reasonable business costs they incur by reimbursing
out-of-pocket expenses, settling corporate purchasing card statements and paying
invoices generated through their activities. These costs are significant, for example,
during 2010-11 agencies charged $61.6 million to government purchasing cards and
spent a total of $14.4 million through the whole-of-government contract for air travel.

Public sector agencies are responsible for controlling expenditure consistent with
legislation that defines sound financial management.

The following sections describe this legislation, government policy and the roles and
responsibilities of the Department of Treasury and Finance (DTF) and the public sector
agencies it oversees on behalf of the Minister for Finance.

1.2  Legislation and policy

In Victoria, legislation describes the requirements for the financial management of
public sector agencies. The legislation creates a framework of principles and rules, but
allows agencies to develop specific systems, procedures and practices to fulfil these
principles and comply with the rules.

1.2.1 Legislation

The legislative framework includes:

° the Financial Management Act 1994 (FMA)

° Standing Directions of the Minister for Finance under the FMA (the standing
directions)

° the Financial Management Compliance Framework (FMCF).

Financial Management Act 1994

The FMA is the principal legislation governing public sector financial management and
annual reporting. Its objectives are to:

° improve the financial administration of the public sector

° make better provision for the accountability of the public sector

° provide for annual reporting to Parliament by public sector agencies.

Victorian Auditor-General’'s Report Personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards 1
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2  Personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards

Standing Directions of the Minister for Finance
In 2003, the Minister for Finance issued standing directions under section 8 of the

FMA.

The standing directions document what public sector agencies need to do to:

Each
[ ]
[ ]
[ ]

implement and maintain appropriate financial management practices
achieve a consistent standard of accountability and financial reporting.

standing direction includes:

background material

a concise description of the direction

a procedure for complying with the direction

guidelines to help agencies interpret the direction and apply the procedures.

The parts of the document describing the standing directions and procedures have
legislative force, while the remaining parts provide best practice guidance.

Figure 1A describes the standing directions that are of most relevance to the expenses
examined in this audit.

Figure 1A
Standing directions relevant to this audit

Standing direction Relevant requirements for public sector agencies

3.1.3

3.4.6

3.21

3.24

3.4.5

451

453

454

Policies and procedures Document, communicate and regularly review policies
and procedures used to control transactions.

Expenditure Implement and maintain effective controls for travel
and hospitality expenditure, personal expense
reimbursements and the use of purchasing cards.

IT management Annually review the use of information technology for
financial management.

IT development Annually review the efficiency and effectiveness of
core financial processes. Document a business case
for proposed system developments.

Procurement Establish effective controls over procurement so that
agencies comply with government supply policies,
including the use of whole-of-government State
Purchase Contracts.

Compliance with Annually review and certify that they have complied

standing directions with all applicable standing directions.

Purchasing card Establish effective controls so that purchasing cards
are used according to the government's rules and
report all cases of unauthorised use.

Thefts and losses Report all cases of suspected or actual monetary and

property thefts and losses and address control
weaknesses highlighted by these cases.

Source: Standing Directions of the Minister for Finance under the Financial Management Act 1994,

Victorian Auditor-General’'s Report
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Financial Management Compliance Framework

The Minister for Finance endorsed the FMCF to help public sector agencies apply the
standing directions.

The FMCF translates the standing directions into specific requirements describing

what public sector agencies need to do to meet the government's objectives of:

° promoting effective financial management

° making agencies accountable

° providing ministers with reasonable assurance that agencies have complied with
the standing directions and are using public resources efficiently and responsibly

° documenting and reporting on compliance with the standing directions.

The Minister for Finance supplemented the standing directions by endorsing more
detailed rules on the use and administration of purchasing cards, and the monitoring
and reporting of thefts and losses. These have been incorporated into the FMCF.

Public sector agencies are required to submit an annual checklist to DTF certifying that
they have followed the FMCF. These reports are used to assure the Minister for
Finance that public sector agencies are effectively and efficiently managing public
resources.

1.2.2 Policy

The government is implementing its 2010 Better Financial Management Plan to deliver
savings of $1.6 billion over five years from 2010-11 to 2014-15.

It aims to achieve 45 per cent of these savings by reducing departmental running costs
by $722 million. This will require a 1 per cent procurement efficiency saving on
non-payroll costs compared with agencies' budget and forward estimates as they
stood in late 2010.

The parts of this report that examine agencies' efficiency in purchasing goods and
services and their use of State Purchase Contracts directly relate to this policy
objective.

1.3 Roles and responsibilities

1.3.1 The Department of Treasury and Finance

Vision, mission and role

DTF's vision is for a prosperous future for all Victorians. DTF's mission is to provide
leadership in economic, financial and resource management so that the state benefits
from the highest standard of economic, financial and resource management.

Victorian Auditor-General’'s Report Personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards 3
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DTF advises government on how to manage resources to deliver its policy outcomes
through guidance in the form of a framework for responsible financial management.
DTF is responsible for designing, communicating and monitoring the FMCF, and
advising the Minister for Finance on the levels of compliance achieved by public sector
agencies.

Administering the framework and advising government

DTF administers the FMCF and is responsible for:

° implementing strategies that improve compliance across the public sector

° monitoring public sector agencies' compliance

° advising the Minister for Finance about levels of compliance and the actions
needed to address weaknesses in the FMCF or its application.

The Minister for Finance provides assurance to Parliament that expenditures across

the public sector are effectively controlled based on DTF's advice summarising:

° departments' summary reports on how well they, and the other public sector
agencies in their portfolios, had complied with the government's framework

o the results of DTF assurance reviews

° DTF's actions to improve compliance through training and improved
communication and monitoring.

The Department of Treasury and Finance's 2011-14 strategic
plan and 2011-12 business plan

DTF's current planning documents describe DTF's financial management leadership
role and specific actions for improving financial management and achieving the
savings set out in the government's Better Financial Management Plan.

The strategic plan includes the goal of building Victoria's and DTF's reputation as

leaders in financial and performance management by:

° strengthening the frameworks underpinning financial and resource management

° increasing accountability and transparency in delivering services and programs

° instilling awareness across the public sector of the levels of accountability
required for exemplary public sector financial management.

DTF will know it has succeeded in achieving the goals described above if by 2014:

° Victoria is considered to have a best practice public sector financial management
and accountability framework that delivers improved effectiveness and efficiency

° government decisions are supported by high standards of accountability and the
timely disclosure of relevant, reliable and understandable information to
Parliament and the community

o DTF is an exemplar of best practice financial management and a skilled and
effective change agent.

DTF's shorter-term objectives described in the business plan are to improve
value-for-money from government services and realise the efficiency savings set out in
the government's Better Financial Management Plan.

4 personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards Victorian Auditor-General's Report
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1.3.2 Agencies

Public sector agencies are responsible for effectively managing their finances by
complying with the standing directions. Each agency needs to develop and document
policies, procedures and systems so they comply with the standing directions and
manage their resources effectively and efficiently.

Public sector agencies are required to:

° conduct an annual review of compliance with the FMCF obligations

° complete an annual certification process describing how well they have met the
requirements of the FMCF and addressing areas where they fell short of meeting
the framework's requirements.

1.4  Audit objective and scope

The audit examined how well agencies had applied, and DTF had administered and

overseen, the legislated principles and rules for effectively and efficiently managing

expenses by:

° controlling expenditure so that funds are used for legitimate business expenses in
accordance with the FMCF's rules

° taking account of the costs, benefits and risks of options when deciding how to
purchase and pay for goods and services

° realising the potential savings from using State Purchase Contracts, the
whole-of-government, discounted arrangements, where these are mandatory for
departments.

The audit examined the travel-related, hospitality, purchasing card and reimbursed
expenses of the following six agencies: the departments of Business and Innovation,
Human Services, Justice, and Premier and Cabinet, and the Country Fire Authority and
Tourism Victoria. The audit included DTF because of its whole-of-government oversight
and leadership role in this area.

The audit was conducted in accordance with Australian Auditing and Assurance
Standards.

The cost of the audit was $455 000.

1.5  Structure of the report

Part 2 examines how well the agencies in this audit have controlled expenses and
managed the associated risks.

Part 3 describes whether agencies can demonstrate that they take account of the
costs, benefits and risks when deciding how to purchase and pay for goods and
services.

Part 4 examines whether agencies are realising the value provided by State Purchase
Contracts which aggregate demand for specified goods and services with the aim of
securing discounts and more effective delivery.

Victorian Auditor-General’'s Report Personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards 5






2 Managing expenditure risk

At a glance

Background

We examined how well agencies had applied, and the Department of Treasury and
Finance (DTF) had overseen, the legislated rules designed to make sure that only
legitimate expenses are funded and to deliver effective and efficient financial
management.

Conclusion

Agencies' management and DTF's oversight of the expenses included in this audit
have been generally effective.

Findings

Agencies have been effective in controlling expenses so that resources are used for
legitimate business purposes. However, a small proportion of transactions did not
comply with the purchasing rules. This requires better documentation, better
communication and the use of automated, cost-effective checks.

The reporting mechanisms intended to alert DTF and the Minister for Finance to
transactions that broke the rules failed. Of the six agencies examined, only the
Department of Justice accurately reported purchasing card exceptions. DTF did not
detect the reporting failures of the other agencies.

Recommendations

Public sector agencies should:

° increase the level of scrutiny and control applied to transactions

° strengthen how they document and communicate rules to staff

° meet the mandatory reporting requirements.

The Department of Treasury and Finance should:

° improve its communication of changes to the legislated purchasing rules

° significantly improve the scrutiny of agencies' reporting.

The Department of Premier and Cabinet should evaluate the effectiveness of the 2012
hospitality guidelines within two years of their issue.

Victorian Auditor-General’'s Report Personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards 7
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2.1

Introduction

2.2

Agencies are required to comply with the Standing Directions of the Minister for
Finance under the Financial Management Act 1994 (the standing directions). The
standing directions create a framework for controlling expenditure, so that resources
are effectively and efficiently used for legitimate business purposes.

The standing directions refer to any action outside of these rules as the ‘inappropriate
use’, ‘unauthorised use’ or ‘misuse’ of resources.

In this Part we examine whether agencies:

° developed, documented and effectively communicated the policies and
procedures required by the standing directions

° applied controls and checks to detect and prevent unauthorised use

° succeeded in preventing the unauthorised use of resources based on the internal
audit evidence and VAGO's testing of a sample of transactions

° accurately reported on where and how often the rules had been broken, allowing
for the proper oversight of expenditure by the Department of Treasury and
Finance (DTF) and the Minister for Finance.

Conclusion

All agencies applied controls requiring evidence of purchase and the documented
approval of the expense by a person other than the purchaser. These core controls
reduce the likelihood that non-business expenses will go unchallenged.

Agencies have been effective in controlling expenses so that resources are used for
legitimate business purposes. In a small percentage of transactions, employees
purchased goods and services for legitimate business purposes, but broke one or
more of the purchasing rules. For example, VAGO's testing found that 7 per cent of the
460 transactions reviewed did not fully comply with the purchasing rules.

This type of non-compliance weakens the control framework and, if not addressed,
raises the risk of paying for illegitimate expenses.

The reporting mechanisms intended to alert DTF and the Minister for Finance about
these exceptions failed—of the six agencies under review, only the Department of
Justice (DOJ) accurately reported the number of cases where they knew purchasing
card rules had been broken. DTF’s review of this information did not detect these
reporting failures.

Four of the six agencies we examined applied more scrutiny to purchasing card
transactions but less scrutiny to other types of expenses, such as personal
reimbursements. This is the case even where reimbursements accounted for the same
or more expenditure than purchasing cards. As a result these agencies do not have as
clear an understanding of how well these expenses complied with purchasing rules.

Personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards Victorian Auditor-General’'s Report



Managing expenditure risk

2.3 Developing, documenting and communicating
policies and controls

An effective control framework requires accessible, comprehensive and clearly
communicated documentation about the rules and how they should be applied.

The standing directions require agencies to:

° establish and maintain documented policies and procedures in relation to travel
and hospitality expenditures, personal expense reimbursements and the rules for
the use and administration of purchasing cards

° effectively and efficiently communicate policies and procedures to all officers,
either electronically or manually

° establish mechanisms to review policies and procedures.

The standing directions are most prescriptive for purchasing cards, mandating a

detailed control regime, so that:

° adequate training is given to employees before they are issued with a card

° cardholders must sign a cardholder agreement before receiving a card

° expenditure does not exceed set monthly and transaction limits, as well as the
cardholder's financial delegation

° sufficient documentation is maintained that adequately supports the payment
process for all transactions

° monthly statements and supporting documentation are reviewed and approved
by the appropriate approver.

The standing directions do not prescribe a control regime for travel, hospitality and
reimbursed expenses. These expenses are, however, covered by government issued
travel principles and hospitality guidelines that establish high-level, minimum
requirements.

2.3.1 Developing, documenting and regularly reviewing
policies and controls

Our observation of how agencies apply controls showed that all agencies include
checks that encompass the purchasing card rules. The Department of Business and
Innovation (DBI) was the exception because it did not enforce transaction limits or
financial delegations.

Agencies audited had developed and documented policies covering the use and
administration of purchasing cards, travel, hospitality and personal expense
reimbursements. However, DOJ’s hospitality policy covers only the acceptance of,
hospitality, not expenditure on it.

The depth and coverage of the policy documents and agencies’ effectiveness in
communicating the rules varies and should be improved.

Victorian Auditor-General’'s Report Personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards 9
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Purchasing card policies and controls

For purchasing cards, we assessed how well agencies had:

° established the necessary control regime

° documented the rules that regulate purchasing card use and administration
° identified and defined measures to control purchasing card use.

Application of controls

Agencies’ finance departments showed us how they applied the purchasing card
controls as set out in the standing directions. This confirmed that all agencies, except
DBI, check that the required controls are applied to purchasing card transactions.

DBI advised us that, in some instances, holders of purchasing cards had limits in
excess of their financial delegations due to their roles in department-wide procurement
activities. This is in breach of the purchasing card rules. It allows cardholders to create
financial obligations for the agency greater than their legislative authority and DBI
accepted that this practice should be corrected.

Documentation of controls

Audited agencies had met the standing direction’s minimum policy requirements for
purchasing cards by providing cardholders with a copy of DTF’s purchasing card rules.
However, the quality and depth of the documentation provided to help staff understand
and apply these rules varied. DOJ and the Department of Human Services (DHS) had
the most comprehensive documentation. They identified and documented the controls
required and provided cardholders and authorising delegates with detailed flowcharts,
screen shots and checklists to show how these rules should be applied.

DBI, the Country Fire Authority (CFA), the Department of Premier and Cabinet (DPC)
and Tourism Victoria (TV) did not provide the same level of detail about how staff
should apply the rules. They should improve their documentation and provide a clear
guide showing purchasing card users and approvers how to apply the required
controls.

Review of policies and controls

DTF guidance recommends that policies and controls are reviewed every two years to
incorporate changes in business requirements, technologies and emerging better
practices.

We found mixed results when we assessed agencies’ performance in regularly

reviewing policies and controls. TV, DOJ, DHS and DBI had policies that had been

endorsed or reviewed within the past two years. However:

° CFA's entertainment expenses policy was updated in September 2011 after
remaining unchanged for 17 years

° DPC'’s hospitality policy states it will be reviewed in January 2010, but this was
delayed and DPC is currently reviewing the policy. In the meantime DPC has
developed and issued interim, updated procedures to clarify hospitality policy
requirements.
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Managing expenditure risk

DTF has regularly updated the government's Purchasing Card Rules for Use and
Administration since 2003. When this audit commenced in September 2011, only DHS
and TV were using the latest version. This is concerning as the rules themselves
mandate that any revisions to the rules or agency policies must be circulated to
cardholders by the agency’s program administrator in a timely manner.

DTF should notify department contacts of all changes to the rules, even if these are
considered minor, and agency contacts should communicate these to cardholders.

Personal expense reimbursement, travel and hospitality policies

We found that there is adequate whole-of-government guidance on personal expense
reimbursement and travel. In contrast, agencies have not been able to draw on a
whole-of-government guidance when deciding how to control hospitality expenditure.
The government has recently approved, for subsequent distribution, an expanded
policy framework covering hospitality expenditure and DPC needs to monitor its
implementation and evaluate its effectiveness.

However, this framework is yet to be disseminated. Up to this point, the absence of a
whole-of-government framework has led to inconsistencies in how audited agencies
control hospitality expenditure. For example, the thresholds that triggered more
onerous controls varied across agencies as did the controls on the supply of alcohol
for agency events. For the supply of alcohol:

° DPC had the most stringent approach requiring the prior, written approval of the
secretary and the assessment, monitoring and mitigation of the specific health
and safety risks related to the supply of alcohol at events involving departmental
staff

° TV'’s policy requires the prior approval of the chief executive on a case-by-case
basis when alcohol is supplied at an event

° DHS requires approval for all alcohol purchases, either by the secretary or a
responsible executive or regional director. In addition, hospitality expenses over
$2 000 require approval by an executive or regional director

° for CFA staff events, hospitality expenditure under $2 000, including the supply of
alcohol, is authorised by the appropriate manager, whereas expenditure over
$2 000 requires the approval of a director or regional manager

° DBI's hospitality policy does not include specific approval provisions for staff
events involving alcohol and DOJ’s hospitality policy covers only the acceptance
of hospitality, not expenditure on it.

Hospitality expenditure is an area of reputational risk for public sector agencies and the
government. The media and the community are sensitive to what is perceived as
excessive expenditure on food, alcohol and entertainment for public sector employees
and those they are required to entertain.

Victorian Auditor-General’'s Report Personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards 11
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2.3.2

In July 2011 the government asked the State Service Authority (SSA) to expand the
2010 Gifts, benefits and hospitality policy framework, guiding the receipt of gifts,
benefits and hospitality, to cover hospitality expenditure. The government approved
SSA's proposed changes on 4 April 2012, asking it to prepare and publish the revised
document under the cover of a Premier’s Circular to public sector agencies.

The acting Premier requested that the SSA:

° provide guidance on the key issues relating to the provision of hospitality

° advise departments about how to manage hospitality for staff-related functions,
including advice on monetary thresholds and the appropriate service of alcohol

° describe appropriate mechanisms for the disclosure of hospitality expenditure

° indicate whether the expanded framework should be applied to all public sector
hospitality without exemptions.

The expanded policy framework did not adopt a prescriptive approach to controlling
expenditure on gifts and hospitality. It does not set monetary thresholds or specific
rules for controlling hospitality expenditure. Instead it requires all public officials, as a
minimum, to ‘ensure that:

° any gift or hospitality is provided for a business purpose in that it furthers the
conduct of official business or other legitimate organisational goals, or promotes
and supports government policy objectives and priorities

° any costs are proportionate to the benefits obtained for the State, and would be
considered reasonable in terms of community expectations

° when hospitality is provided, individuals demonstrate professionalism in their
conduct, and uphold their obligation to extend a duty of care to other participants’.

While the policy includes guidelines for containing the cost of hospitality and controlling
the provision of alcohol, these are not mandatory and agencies need to develop their
own policies to apply the high-level, minimum requirements.

Adopting a principle-based approach means that agencies are unlikely to apply
uniform monetary thresholds or detailed controls to hospitality expenses.

The DPC should evaluate the effectiveness of these expanded guidelines within
two years of their issue.

Communication of policies

The minimum communication requirement for reimbursed, travel and hospitality

expenses is to provide access to these documents at all times and to inform staff of

updates as they are authorised. Additional requirements apply to purchasing cards,

because the rules mandate that agencies:

° provide appropriate training to cardholders before giving them a card

° require cardholders to sign an agreement which describes the terms and
conditions for use.
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Training for new cardholders

DHS best communicated policies and addressed the purchasing card requirements by:

° providing new cardholders with a full-day training course covering procurement
principles, the responsibilities that come with a financial delegation and the
purchasing card rules and controls

° incorporating the latest DTF purchasing card rules into cardholder agreements—
DTF provides agencies with a model cardholder agreement incorporating the
rules in the form of a template.

The five other agencies examined in this audit relied on less formal training, for
example, one-on-one briefing sessions. Of these five agencies, only TV fully
incorporated DTF's latest template in their cardholder agreements.

For agencies with smaller numbers of purchasing cards, such as DPC, DBl and TV, the
current one-on-one briefings should be adequate provided they have a clear structure
backed by comprehensive content. For agencies, such as DOJ and CFA, with large
numbers of cardholders, developing a formal training course similar to that provided by
DHS would be beneficial.

Cardholder agreements that are up-to-date and comprehensive

Only DHS and TV used the most up-to-date DTF template. DBI was using an
out-dated template but has since updated its agreement with the latest DTF template.
The remaining agencies, except for CFA, base their cardholder agreements on older,
out-dated versions. CFA did not use the template at all, but instead referred to the rules
rather than reproducing them in the cardholder agreement.

However, the current DTF template is not comprehensive. For example, the template
does not prohibit paying tips and gratuities or splitting transactions to stay within
purchasing card transaction limits.

As a result, none of the agencies used cardholder agreements that comprehensively
captured the government’s current purchasing card rules. DTF and the agencies in this
audit should modify and update cardholder agreements to reflect the current rules.

DTF has advised that it will provide agencies with a template that is comprehensive.
Agencies should use this as the minimum set of rules which all cardholders are
required to sign.
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2.4

Detecting and preventing inappropriate use

2.4.1

Agencies have applied controls to the expenses included in this audit requiring that:

° the purchaser provides evidence that the expense is legitimate

° a more senior person reviews and approves the expense taking account of
government and agency policies, and the evidence of purchase.

These controls are the routine mechanism agencies use to prevent staff breaking the
rules and to detect where this happens.

The government’s purchasing card rules require additional checks including:
° card administrators regularly checking a sample of transactions
° the annual review of card use by agencies’ internal auditors.

The standing directions do not mandate the same level of additional checks be applied
to personal expense reimbursements.

Additional checks by agency staff

The level of scrutiny applied to personal expense reimbursements, beyond the core
controls of approval, is lower than the level of scrutiny applied to purchasing card
transactions.

Purchasing card transactions

Purchasing card program administrators for all the examined agencies monitor
compliance and carry out checks on purchasing card transactions.

The card coordinators of TV, DBI and DPC check each monthly purchasing card
statement for the probity of expenses and adherence to procedures. For CFA, DHS
and DOJ, where the purchasing card programs are much larger, card coordinators
check a sample of transactions:

° CFA check six or seven of 400 monthly purchase card statements against a
checklist.

° DHS check a small sample (less than 50) of its 3 000 monthly transactions, it
requires regular reports on card use by supervising managers, and conducts
monthly reviews of overall card use.

° DOJ checks 20 randomly selected transactions from the 1 500 transactions
completed each month, and in addition, the CFO checks the monthly statements
of the Secretary, the Fire Services Commissioner and those Executive Directors
who are cardholders.

Personal expense reimbursements

Only TV applies additional checks to personal expense reimbursements. The finance
section checks all claim forms, regardless of dollar amount, for the completeness of
the form, supporting documentation and correct coding of the expense for tax
purposes.

For the other agencies, the level of scrutiny applied to personal reimbursements was
restricted to the core controls described above.
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2.4.2 Meeting the internal audit requirements

The standing directions require agencies to implement an internal audit function to
address relevant areas of their risk profile, as well as to include a review of purchasing
card use in their internal audit programs on an annual basis.

Only TV, DBI and DHS examine personal expense reimbursements through their
internal audit program. However, reimbursements can represent a significant amount
of expenditure for the other audited agencies, and these expenses should be included
in their internal audit program.

Annual purchasing card reviews

All agencies, except for DPC, provided evidence of annual purchasing card reviews for
the period of July 2009 to June 2011.

DPC's purchasing card reviews are completed through DTF's internal audit activities
under a shared services agreement. DPC sent us the review for 2009-10 and advised
that, while DTF excluded DPC from the purchasing card review for 2010-11, the next
review will include transactions from the 2010-11 financial year.

Purchasing card internal audit reviews can be improved by examining spending
outside of State Purchasing Contracts (SPCs). The importance of this issue is
confirmed by our own examination of SPC spending reported in Part 4.

Only two purchasing card reviews by the audited agencies examined this expenditure.

These reports found that:

° At DOJ, only 17 per cent of the $2.35 million accommodation expenditure
between 1 July 2009 and 31 May 2010 was spent on preferred suppliers.
However, we note that this is not a mandatory SPC, and DOJ advised that the
use of these preferred suppliers depends on their coverage, availability and price
compared to the alternatives.

° At DHS, between October and December 2010, staff purchased stationery and
office supplies from non-preferred suppliers to the value of $26 327.

These reports highlight the need and value of this kind of testing.

Personal expense reimbursements

For some agencies the value of reimbursements is similar to, or exceeds, purchasing
card expenditures.

We compared the volume of spend committed through purchasing cards and personal

expense reimbursements for 2010-11 and found that:

° DPC spent five times as much through personal expense reimbursements
compared to purchasing cards

° DOJ and DBI spent approximately equal amounts across the two methods

° DHS and TV spent approximately five times more through purchasing cards.

For DPC, DOJ and DBI, personal expense reimbursements are of a similar or greater
magnitude than expenses made using purchasing cards.
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2.5

TV, DBI and DHS examined the controls for reimbursements through their internal
audit programs. The other agencies should also decide how and when to include
reviews of reimbursements in their internal audit programs.

Evidence of effectiveness of controls

2.5.1

In determining whether agencies had been effective in controlling expenditure so that it

is legitimate and follows the purchasing rules, we examined:

° agencies’ records of rule breaches

° internal audit reviews that focused on purchasing cards

° a sample of 460 transactions drawn from across the six agencies including
purchasing card, travel, hospitality, and reimbursed expenses.

Internal audit results

The annual purchasing card reviews selected a small sample of transactions and
statements to test whether the use of purchasing cards complied with the rules. For
one agency, DHS, the internal auditors completed more extensive analyses, identifying
potential split transactions and breaches of monthly and single-transaction limits.

Overall, the level of unauthorised use was low and related to non-compliance with
purchasing rules for transactions that had a legitimate business purpose.

However, there were occasional exceptions to these findings where non-compliance

was more frequent or the business purpose was unclear, for example:

° At CFA—in 2010, two out of the 60 transactions examined involved the purchase
of alcohol with no documentation to explain the business purpose and three
purchases of gifts without evidence of prior approval. Internal audit found that the
CFA policy at the time did not provide adequate guidance to employees on these
expenses. These types of breaches fell to one out of 60 transactions in 2011.
CFA updated its hospitality policy in September 2011 to strengthen approval
requirements and to require that business purposes can be demonstrated.

Also in 2010, 18 of the 60 transactions tested were not adequately coded in the
general ledger, but this fell to three of 60 transactions for the 2011 audit.

° At DBI—the 2010 audit found that 60 per cent, or 146 of the 242 statements
tested, had not been reconciled within the agencies’ required time lines. Reasons
for this include the delay in obtaining supporting documentation from ministerial
and other agency staff who travel overseas. DBI reminded staff of their obligation
to acquit statements in a timely manner and the 2011 audit results showed that
this widespread breach had been addressed.

° At DHS—the 2011 audit found 46 transactions where invoices had potentially
been split to avoid breaching transaction limits and 22 transactions where flowers
or other gifts had been purchased without evidence of prior approval as required
by the agency’s policy.
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Figure 2A describes the type of purchasing card rule breaches found by internal audits.

Figure 2A

Internal audit rule breaches for purchasing cards 2009-10 and 2010-11
Type of non-compliance CFA DBI DHS DOJ DPC TV
Insufficient supporting documentation X X X X
Untimely reconciliation of statements X X X X
Non-compliant purchases—gifts, alcohol and flowers X X
Exceeding transaction limits X X X
Card used by someone other than the cardholder X X X
Purchasing cards issued to ineligible persons X
Splitting card transactions to keep within limits X X
Purchase from non-preferred supplier(s) X X
Card payment processed without approval X
Cardholder agreement out of date or not signed X X
Inappropriate or unclear general ledger coding X

Source: Victorian Auditor-General's Office analysis of agencies' internal audit reports.

The breaches where the card is used by someone other than the cardholder include:

° A person in the organisation uses a government purchasing card allocated to
another employee. This is not allowed but happened in TV on a small number of
occasions in 2010 (four out of 423 transactions tested). These purchases were
for legitimate business needs but were driven because of the limited access to
purchasing cards.

° Card details are obtained and fraudulently used by a third party to purchase
goods and services. DOJ identified that this happened for 87 of the 153 rule
breaches it reported in 2009—10 and 2010-11. These did not involve improper
behaviour on the part of employees because third parties unknown to DOJ
personnel obtained card details through their normal use and fraudulently used
this information to purchase goods and services.

DBI provided evidence that it has addressed the issues found by internal audit. TV has
addressed the issue of ineligible staff having purchasing cards.

2.5.2 VAGO'’s testing of transactions

VAGO selected 460 transactions for detailed testing, including 182 purchasing card
transactions and a combined total of 278 personal reimbursements, travel and
hospitality transactions. We selected these transactions based on analyses of
agencies’ expenditure records for 2009-10 and 2010-11 to further test the types of
rule breaches identified in internal audit reports.

We found that 7 per cent of all of the transactions tested had breached the rules. In
total, one transaction, or less than 1 per cent of the total, involved the use of resources
for a non-business expense. The agency detected and took action to correct this.
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Figure 2B and Figure 2C show that we found that a total of 32, or 7 per cent, of
transactions, breached purchasing rules—nine involved purchasing card transactions
and the remaining 23 involved other types of expenses.

Figure 2B summarises the results of our testing of purchasing card transactions.

Figure 2B

Purchasing card test results
Type of rule breach CFA DBI DHS DOJ DPC TV Total
Non-business expense 1 - - - - - 1
Insufficient supporting - - - - g 1 4
documentation
Purchase exceeded transaction - - - - - - 0
limit
Split transactions 2 - - - - -
Processed without approval from - - - 1 - -
authorised signatory
Card used by person other than - - - 1 - - 1
cardholder
Total rule breaches 3 - - 2 3 1 9
Sample size 43 17 a7 33 27 15 182
Breaches as a percentage 7 0 0 6 11 7 5@

(a) We found a total of nine breaches out of 182 samples. This represents 5 per cent.
Source: Victorian Auditor-General's Office analysis of agencies' documentation.

For the purchasing card transactions examined we found:

° One transaction was clearly not for a legitimate business expense at CFA, where
one employee used the corporate purchasing card instead of a personal card for
a non-business expense. The monies were recovered and the incident was
reported to DTF as an unauthorised use.

° Four transactions had insufficient supporting documentation:
¢ three transactions at DPC where the supporting documents were not sufficient

to establish the business purpose of the transactions. We established their
legitimacy but found they needed to be supported by better documentation.

e one transaction at TV where an employee included a mini-bar expense on an
accommodation bill for a legitimate business trip. While this should not have
been paid for using the purchasing card, we established that the cardholder
had arrived at the hotel at a time of night when the mini-bar was the only
practical option for food and water. TV acknowledges that the cardholder
should have included this information in the supporting documentation and the
approver should have detected and questioned this.

° Two split transactions involved a payment by CFA of an advanced deposit for
accommodation that was processed in two transactions due to the limit. After
VAGO raised this, CFA confirmed that this was a breach and informed the
cardholder that they should not do this.

18 Personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards  Victorian Auditor-General’'s Report



Managing expenditure risk

° A single transaction by DOJ for a legitimate business expense was not authorised
prior to purchase, but the cardholder statement was approved.

° In one transaction for DOJ the purchasing card was used by someone other than
the cardholder. On this occasion, an imminent flight was booked by a DOJ officer
through the SPC travel manager and paid for by purchasing card. The cardholder
was absent from the office and did not know that their purchasing card had been
used for this transaction.

Figure 2C summarises the results of our testing for non-purchasing card transactions.

Figure 2C

Personal reimbursements, travel and hospitality expenses test results
Type of rule breach CFA DBI DHS DOJ DPC TV Total
Reimbursement claim not signed - - - 1 - - 1
by authoriser
Insufficient supporting 2 - - - - - 2
documentation
Invoice not authorised prior to 1 - - - - - 1
payment
Duplicate or triplicate payment 4 - - - - - 4
Expense allocated to 14 - - 1 - - 15
inappropriate general ledger code
Total rule breaches 21 - - 2 - - 23
Sample size 61 51 38 62 36 30 278
Breaches as a percentage 34 — — 3 — - 8@

(a) We found a total of 23 breaches in 278 samples. This represents 8 per cent.
Source: Victorian Auditor-General’s Office analysis of agencies' documentation.

We found that 21 of the 23 breaches were for CFA transactions:

° Fourteen involved the inappropriate coding of expenses to a general ledger
account code. Four instances happened in 2009-10, five in 2010-11 and we
found four instances in the first seven months of 2011-12. This appears to be a
persistent problem.

° Two involved insufficient supporting documentation; one where the receipt
covered only a part of the expense, and one where the supporting documentation
was insufficient to explain the reason for the purchase.

° One was for a $152.48 invoice that had not been authorised prior to payment.

° Four were for multiple payments of the same expense:

e one triplicate payment of a $500 catering invoice. CFA advised that
one payment occurred due to the supplier re-invoicing on a different invoice
number, and the other payment occurred due to use of the wrong vendor
number, which was not picked up by the accounts payable system

e one duplicate payment of a $700 catering invoice.

CFA are pursuing the recovery of funds from these multiple payments.
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2.6

Overall, we found 32 exceptions in a sample size of 460. This represents 7 per cent.
The majority of these cases were for expenditure that had a legitimate business
purposes, but where one of the purchasing rules was not followed. The one expense
that did not have a business purpose had been detected and rectified.

This shows that the effectiveness of the control framework around expenses is
reasonable. However, agencies must be rigorous in applying all the controls to each
transaction. Allowing employees to circumvent the required processes weakens the
framework that is in place and increases the risk that funds may be used for illegitimate
purposes.

Reporting and oversight

2.6.1

The reporting and oversight mechanisms intended to provide assurance that agencies

are controlling expenditure according to the standing directions are failing because:

° except for DOJ, agencies under-reported unauthorised purchasing card use and
DTF did not detect this

° the definition of a ‘significant instance of unauthorised use’ of a purchasing card
remains unclear

° two of four agencies that reported significant thefts and losses of more than
$1 000 did not fully comply with the requirement to provide a separate incident
report within two months.

Agencies’ reporting
The standing directions require agencies to report on unauthorised use of purchasing
cards, as well as all cases of suspected or actual monetary thefts and losses.

Unauthorised use of purchasing cards

The purchasing card rules define ‘unauthorised use’ as any instance of
non-compliance with the standing directions and rules. These kinds of breaches must
be reported to DTF and the Minister for Finance annually for the period ending

30 June. All ‘significant instances of unauthorised use’ must be reported as soon as
the inquiry into the incident is complete.

All agencies were made aware of multiple cases of unauthorised purchasing card use
through internal audit reviews but only DOJ has reported all of these to the minister in
its 30 June report.

The rules do not define what is meant by a ‘significant’ instance of unauthorised use
and therefore do not provide enough clarity around this reporting requirement. DTF
provided evidence that it had acted to more clearly define when a ‘significant’ instance
has occurred.
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Only two agencies, DOJ and CFA, maintain registers where they record and track

identified purchasing card breaches. It would be beneficial for the other agencies to

establish and maintain similar registers, so that management can effectively:

° report all instances of unauthorised use to DTF by 30 June

° report all instances of significant breaches within two months of completing the
investigation

° monitor the progress of corrective action

o track the number of times a cardholder has incurred an unauthorised use.

Monetary thefts and losses

All agencies are required to report to DTF and the Minister for Finance on thefts and

losses involving money by:

° reporting annually on all cases under $1 000 for the period ending 30 June,
together with an incident report

° providing an incident report within two months in cases where the loss is equal to
or greater than $1 000.

All agencies provided summarised incident reports with their year-end returns.
However, of the four agencies that had more serious incidents of over $1 000 in
2009-10 and 2010-11, only two agencies, CFA and DPC, reported accurately within
two months of detecting these cases.

DHS and DBI did not fulfil their reporting requirements because:

° DHS provided only one incident report, despite having two cases above $1 000

° DBI confirmed that it did not report a serious incident within two months, but
noted that the inquiry went for an extended period of time and this meant it
reported on this incident in its annual return to DTF.

2.6.2 Department of Treasury and Finance oversight

DTF had not adequately reviewed and scrutinised the accuracy of agencies’ reports
and did not detect the reporting failures of the agencies.

We confirmed that DTF interprets agencies' responses as having complied with the
standing directions, unless they inform DTF otherwise. In late 2011, DTF informed
agencies that the absence of reports on the unauthorised use of purchasing cards or
thefts and losses would be interpreted as meaning there were no reportable breaches.

DTF must apply greater scrutiny to agencies' submissions under these standing
directions.
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Recommendations

Public sector agencies should:
1. review and increase the level of scrutiny and control applied to transactions by:
o making greater use of in-built card limits
o running regular, automated tests to detect control breaches and better target
detailed reviews
o including reviews of personal expenses in their forward internal audit
programs

2. review and, where required, strengthen how they document and communicate
rules so that staff have a comprehensive understanding of their obligations

3. meet the mandatory requirements for reporting unauthorised purchasing card use
and thefts and losses.
The Department of Treasury and Finance should:

4. improve its communication of changes to the legislated purchasing rules so that
agencies have a comprehensive and current understanding of what is required

5.  significantly improve its scrutiny of agencies’ reporting on breaches of the
purchasing card rules and reports on thefts and losses.

6. The Department of Premier and Cabinet should evaluate the effectiveness of the
2012 hospitality guidelines, within two years of their issue, by:
o confirming that agencies have adequately reflected the revised framework in
their individual policies
o assessing the impact on hospitality expenditure and controls, and the
community’s satisfaction with the way agencies control this type of
expenditure.
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paying for goods and
Services
At a glance

Background

We examined whether agencies had considered the costs, benefits and risks when
deciding how to purchase and pay for goods and services.

Conclusion

The agencies included in this audit could not demonstrate that they had efficiently
managed the transactions we examined. They could not show that decisions about
how to purchase and pay for goods and services had been based on an objective
understanding of the costs, benefits and risks of the alternatives.

Findings

Understanding the costs of invoice payment processes is most advanced because five
of the six agencies we examined had upgraded these in the past two years. We found
that four of the five business cases developed to support this upgrade fell short of
requirements of the Standing Directions of the Minister for Finance under the Financial
Management Act 1994.

None of the agencies in this audit had, however, documented the costs, benefits and
risks of other forms of purchase and payment, such as for purchasing cards, despite
this being a mandatory requirement of the standing directions.

An analysis of transactions, and particularly the balance between the use of
purchasing cards and reimbursements for small transactions, would address the
standing directions' requirement and confirm or improve agencies' efficiency.

Recommendation

Public sector agencies should comprehensively analyse how they purchase and pay
for goods and services, and identify improvements based on the costs, benefits and
risks.
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3.1 Introduction

Agencies can purchase goods and services by:

° issuing cheques or transferring funds to pay for invoices received following an
approval to purchase

° settling expenses incurred by employees using a corporate purchasing card

° reimbursing employees for expenses incurred during the course of their work

° allowing employees to use petty cash for low-value expenses.

Each of these methods of purchase has different:

° costs—including the time and money involved in preparing, checking, paying for
and auditing transactions

° benefits—including their impact on employees’ effectiveness

° risks—including the likelihood that resources are misused.

The mix of purchasing and payment types that best balances the required levels of
control against costs are likely to vary by agency. For example, decentralised
agencies, where large numbers of staff need to make frequent, small purchases, will
gain most value from the widespread use of credit cards. Smaller, more centralised
agencies are more likely to rely on an automated accounts payable system.

In this Part of the report we examine whether agencies followed the requirements of

the Standing Directions of the Minister for Finance under the Financial Management

Act 1994 (the standing directions) by:

° assessing the costs and benefits of using purchasing cards

° reviewing at least annually whether core financial processes should be upgraded
and automated for greater efficiency and effectiveness

° documenting an adequate business case for major financial upgrades, and here
we examine the adequacy of agencies' documentation for upgrading their invoice
processing systems.

This Part examines how the audited agencies met these requirements of the standing
directions.

3.2 (Conclusion

Public sector agencies need to demonstrate that the way they purchase and pay for
goods and services is effective and efficient.

The agencies included in this audit could not demonstrate that they had efficiently
managed the transactions we examined. They could not show that decisions about
how to purchase and pay for goods and services had been based on an objective
understanding of the costs, benefits and risks of the alternatives.

Four of the five agencies that had invested in more automated and efficient invoice
processing did not have documented business cases to inform this change that met
the requirements of the standing directions.
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3.3 Assessing the costs and benefits of using
purchasing cards

A cost-benefit analysis involves comparing the costs, benefits and risks of using
purchasing cards with alternative forms of purchase and payment.

Agencies had not:

° quantified the costs, benefits and risks of purchasing cards and the alternative
methods of purchase and payment

° explained their rationale for current patterns of procurement.

Without this type of systematic analysis, they cannot provide assurance that their use
of purchasing cards and alternative forms of payment is efficient.

The Country Fire Authority (CFA) was the only agency that provided any information on
purchasing card costs. It quantified the dollar costs attributed to:

° cardholders’ time for preparing statements and assembling supporting evidence

° managers’ time for reviewing and approving statements

° finance department staff time for processing statements and recording data

° credit card controller time for checking statements

o merchant fees.

The five other agencies provided no evidence that they had estimated the
whole-of-organisation costs and benefits for purchasing cards and other types of
transaction.

None of the agencies had sufficient information to determine whether the balance of
transactions between purchasing cards and other forms of purchase and payment took
account of the costs, benefits and risks.

Figure 3A shows the amount five of the agencies spent through purchasing cards and
personal reimbursements. We could not calculate the information for CFA because of
the form of data provided. The Department of Human Services (DHS) and Tourism
Victoria have a greater reliance on purchasing cards compared to personal
reimbursements. Agencies need to provide assurance that their current purchasing
activity reasonably balances the costs, benefits and risks.
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Figure 3A
Purchasing card and reimbursed transactions 2010-11

Purchasing card Personal reimbursements
Agency Number  $ million Number $ million
Department of Justice 15 538 3.34 10 121 4.35
Department of Business
and Innovation 2099 0.68 2 400 0.55
Department of Premier
and Cabinet 71 0.03 532 0.12
Department of Human Services 36 127 8.90 9 869 1.60
Tourism Victoria 4 351 0.92 1582 0.17

Source: Victorian Auditor-General’s Office analysis of agencies’ expenditure data.

All agencies should analyse transactions to recommend how to more cost-effectively
purchase and pay for goods and services by documenting the:

° type, value and frequency of transactions by the method of payment

° costs of applying for, approving, verifying and reporting on transactions

° business benefits of different forms of purchase and payment

° risks associated with the alternative types of purchase and payment.

3.4  Annual review of financial systems

The standing directions require an annual review of financial systems which should
encompass the way agencies manage all types of financial expenditure.

DHS, the departments of Premier and Cabinet (DPC) and Justice (DOJ) provided the

clearest and most comprehensive evidence of this type of review:

° DHS included a review of the accounts payable processes that resulted in an
upgrade of the Oracle Financials system.

° DPC reviewed their financial systems and developed the State Resource
Information Management System, which supports the effective management of
the state's financial resources.

° DOJ developed a comprehensive Financial Systems Strategic Plan that reviewed
current financial systems and led to the development various projects including
Procure to Pay, which included implementing the invoice scanning system.

The remaining three agencies have not fully demonstrated how they have fulfilled the
annual review obligation under the standing directions across their financial systems.

However, one area that all the audited agencies had reviewed was the use of
automated invoice scanning and we report on this below.
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3.5 Business cases for scanned invoice processing

Business cases are required for major financial upgrades. Five of the six agencies'
upgrades resulted in scanned invoice processing. One agency, DHS, retained its
existing system after investigating the options.

Moving to scanned invoice operation has benefits in terms of reducing the staff time
required to raise, approve and process payments and accurately record information
about the transaction. For the Department of Business and Innovation (DBI), the
upgrade was intended to improve its performance in paying invoices on time,
especially to small businesses.

The quality and coverage of the business cases for these investments varied. The
standing directions’ guidelines require that business cases quantify the proposed
benefits and associated measures, budgets, key risks and actions to address risks.

DOJ’s scanned invoice business case best fulfilled these requirements including:

° benchmarking its ‘as is’ costs of processing invoices against industry norms

o detailed options

° expected benefits, including target values and key performance indicators

° a thorough description of the key risks and mitigation measures

° implementation time lines and the expected cost of the upgrade

° documentation describing how people would be trained to use the new system.

The business cases put forward by the remaining four agencies did not meet the

requirements of the standing directions because:

° DPC'’s business case, written by DTF under the shared services arrangement,
omitted a baseline review, benchmarks, target costs and efficiency savings

o CFA's business case did not estimate efficiency savings or include risk mitigation

° DBI's (applying to DBI and Tourism Victoria) did not assess the risks or
alternatives to the upgrade proposal beyond the option of doing nothing.

While we acknowledge that the DPC upgrade project required only linking existing
equipment to form a more efficient system, the business case should still have met the
requirements under the standing directions.

DHS decided not to upgrade its invoicing processes. While it did not conduct a formal
cost-benefit analysis, it provided documentation that explained why the current
non-centralised method for processing invoices is the department's preferred option.
DHS advised that it will engage with those departments that have implemented invoice
scanning to reassess whether upgrading to scanning will benefit DHS in the future.

Recommendation

7. Public sector agencies should comprehensively analyse how they purchase and
pay for goods and services, and identify improvements based on the costs,
benefits and risks.
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Realising the potential of

State Purchase Contracts

At a glance

Background

State Purchase Contracts (SPCs) are whole-of-government arrangements for
aggregating purchases of goods and services to secure significant discounts. We
examined the use and management of the travel services and stationery contracts that
are mandatory for departments.

Conclusion

The departments in this audit made significant savings from using these contracts.
However, audited departments and the Department of Treasury and Finance (DTF)
have not fully realised potential savings because significant purchasing still occurs
outside these contracts. Apart from the Department of Justice (DOJ), departments
have not understood or managed contract leakage—spending made outside of these
mandatory arrangements. Realising savings through SPCs directly affects the
government's savings targets.

Findings

Apart from DOJ, the departments in this audit had not estimated or managed spending
outside of the travel and stationery SPCs. DTF confirmed that agencies had not
provided them with information on contract leakage by, for example, meeting their
obligations to report where they had not complied with government supply policies.

The evidence shows that this gap is significant:

° When first measured in 2008, DOJ's leakage across all mandatory SPCs
exceeded 70 per cent for three of nine SPCs.

° Our analysis shows significant spending outside of these contracts occurs, with
14 per cent indicated leakage of the $4.3m air travel spend by three departments.

° Managing leakage is a core requirement if agencies are to realise potential
savings and DTF is to effectively monitor and evaluate success.

Recommendations

° Public sector agencies should report and address expenditure occurring outside
of mandated State Purchase Contracts.
° DTF should request an acquittal of contract leakage from participating agencies.
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4.1

Introduction

4.2

State Purchasing Contracts (SPC) provide for the purchase of goods and services
across agencies where value-for-money can be achieved by aggregating demand.
There are currently 44 active SPCs—29 are mandatory and 15 are optional for
departments.

The mandatory SPCs apply to government departments. The Country Fire Authority
and Tourism Victoria are only obliged to exclusively use SPCs where these agencies
‘opt in’ to these arrangements. Accordingly the focus of this Part is on government
departments.

The Standing Directions of the Minister for Finance under the Financial Management
Act 1994 require effective controls over procurement so that public sector agencies
comply with government supply policies. These policies include the requirement that
agencies exclusively use SPCs where these are mandatory.

Department of Treasury and Finance (DTF) guidance material identifies monitoring and
reducing expenditure made outside of SPCs as a minimum requirement. The overall
management of SPCs is the responsibility of category managers, who report quarterly
on the benefits realised and the challenges that need to be addressed.

Departments are required to report annually to the Victorian Government Purchasing
Board (VGPB) where they have not fully complied with government’s supply policies,
including exclusively using mandatory SPCs.

We examined how well DTF had overseen, and departments had managed SPCs, and
we specifically assessed their understanding and management of contract leakage.

Conclusion

For the travel services and stationery SPCs, participating agencies had secured
significant savings and DTF had monitored their use and acted to increase savings.

However, the Department of Justice’s (DOJ) experience and VAGO’s analysis of

departments’ expenditure shows that contract leakage is significant. Except for DOJ,

we did not find that agencies had:

° understood how much they spent outside of these arrangements

° acted to reduce this expenditure and increase savings

° reported the scale and reasons for non-compliance to category managers, or to
VGPB in their annual submissions.

DTF has not effectively overseen agencies’ compliance with the requirement that they
purchase exclusively through the whole-of-government contract.
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4.3 Understanding and managing contract leakage

Apart from DOJ, the agencies in this audit could not demonstrate that they had
estimated or managed contract leakage. The DTF category managers for the travel
services and stationery SPCs confirmed that agencies had not provided them with
information on contract leakage.

These gaps are significant because:
° DOJ’s experience shows that leakage is likely to be significant and costly
° the analysis of the travel services and stationery SPCs confirms this significance.

Managing leakage is a core requirement if agencies are to realise potential savings
and DTF is to effectively monitor and evaluate success.

4.3.1 The Department of Justice’s management of State

Purchase Contracts

DOJ stood out as the only audited agency that could show that it had:
° monitored and managed leakage from SPCs
° found ways to manage the stationery SPC to secure additional savings.

Managing leakage from State Purchase Contracts

DOJ commissioned an internal audit review of SPC spending for 2008 and followed
this up with three further analyses covering the periods: September 2008 to
September 2009, October 2009 to February 2010 and March 2010 to August 2010.

The review generated recommendations and the successive analyses tracked the
impact of these changes on contract leakage.

Figure 4A shows how much expenditure happened within SPCs based on the internal
audit review in 2008 and strategic analyses between late 2008 and August 2010.

Figure 4A
Percentage of expenditure through State Purchase Contracts

Internal audit Strategic analyses

Mar 10—
State purchase contract Aug 10
Advertising 83 93 98 99
Airfares 86 97 94 94
Contractors (agency hired) 64 79 82 83
Electricity 68 98 99 99
External printing 43 65 64 87
Media services 12 71 69 85
Fuel and associated products 76 99 99 99
Legal services panel 26 90 93 89
Stationery and consumables 23 43 46 42

Source: Victorian Auditor-General's Office analysis of Department of Justice reports.
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The 2008 review alerted DOJ to the scale of underperformance and the need for
purposeful action. Contract leakage affected all nine SPCs listed in Figure 4A and was
particularly significant for external printing (57 per cent), stationery (77 per cent) and
media services (88 per cent).

The strategic analyses showed the impact of these actions. For example, we estimated
that stationery spending within the SPC increased from $1.5 million to $3 million
between 2008 and 2009. This is based on DOJ's estimates of leakage in 2008 and
2009 and DTF's estimates of DOJ's stationery spending within the SPC in 2008.

After understanding the scale of non-compliance and potential losses, DOJ:

° wrote to executive directors reminding them of the obligation to use mandatory
SPCs

° reminded staff of their obligation to use mandatory SPCs through staff forums

° introduced a procurement induction for VPS and executive staff

° publicised SPC responsibilities through electronic newsletters

° wrote to the heads of units that were spending significant sums outside SPCs.

These actions had a significant, positive impact across all SPCs. For example, DOJ
raised the percentage of external printing expenditure made through the SPC from
12 per cent in 2008 to 87 per cent by August 2010.

While progress has been significant, DOJ needs to address the outstanding issues
identified in its strategic analyses and report information on leakage to DTF. DOJ
advises that the procurement policy team promotes the use of SPCs and is currently
conducting a spend analysis to identify baseline spend information, compliance
requirements with SPCs and areas for improvement.

Sustaining and further improving performance involves reminding staff of their
obligations, checking on the scale of, and reasons for, leakage and targeting parts of
the organisation that are not complying with SPCs.

DOJ also needs to address:

° the department’s Accredited Purchasing Unit (APU) approving contracts that went
outside of the SPCs for agency-hired contractors, media services and legal
services. APU approval does not override a mandatory SPC and there was no
evidence that the VGPB was consulted to grant an exception from the SPCs’
requirements, as required by the SPC policy.

° the wholesale purchase of stationery from an alternative provider by one part of
the department

° the absence of reporting of SPC contract leakage to the relevant category
managers or to the VGPB. DOJ’s 2010-11 annual supply report to VGPB did not
report on the extent of its non-compliance with mandatory SPCs.
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Using the stationery State Purchase Contract more efficiently

In September 2011, DOJ reviewed the performance of the first three months of the

stationery SPC that started in April 2011. It compared activity and expenditure with the

previous stationery SPC and documented actions that could save up to $890 000 over

five years by:

° securing rebates by paying accounts within 14 days, consolidating orders,
choosing sustainable products and ordering online

° rationalising the stationery cupboards that the provider checks and fills.

We did not find similar analyses for other SPCs used by DOJ or any of the SPCs used
by the other agencies included in this audit.

4.3.2 Wider management of State Purchase Contracts

In contrast to DOJ, we found no evidence that the other departments and agencies
included in this audit had understood or managed leakage from SPCs that were
mandatory. These agencies were silent in their annual submissions to VGPB on
whether they had complied with their SPC obligations.

DOJ’s experience shows that the potential savings are significant and the impacts
need to be understood and purposefully managed.

DTF, in its oversight role, had not identified these significant omissions.

4.4 Travel services and stationery State Purchase
Contracts

We examined how well DTF and the departments in this audit had managed the
mandatory SPCs for travel services and stationery. Our data collection captured all

expenditures on air travel and a sub-set of stationery expenditures made using a
purchasing card or through personal reimbursements.

4.4.1 Travel services

DTF and the agencies that use the travel SPC secured significant savings through the
SPC and identified the need to apply further controls to expand these savings.

However, DTF and participating departments had not understood or effectively
managed contract leakage. VAGO's review of departments’ records showed that
14 per cent of air travel expenditure was not invoiced through the state’s nominated
travel manager.

This is a significant blind spot that needs to be addressed. Understanding the scale
and reasons for contract leakage will save money and better align the contracts to
agencies’ needs. Understanding leakage is not optional. DTF’s good practice guide
refers to this as a minimum requirement and departments are mandated by
government policy to report when they do not follow government's procurement
policies.
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Services covered

The SPC started from 1 March 2010, with the appointment of a travel manager to book
flights, accommodation and car hire, and the selection of airlines offering discounted
domestic and international airfares.

The SPC runs for three years. It is mandatory for departments to use the appointed
travel manager to access the selected airlines and negotiated airfare discounts. Going
outside of these arrangements for operational reasons requires the category manager
to grant an exemption. However, booking accommodation and car hire through the
travel manager is optional.

DTF’s guidelines are clear that all airline bookings should use the travel manager.

The following sections examine how the SPC was developed and how well it has been
managed by DTF and departments.

Developing and tendering the State Purchase Contract

DTF documented a business case that met the government’s policy requirements and:

° estimated savings in the costs of air travel of between $2.4 and $2.8 million on
annual expenditure of $12.4 million across inner budget agencies

° found that these savings exceeded those under the previous SPC by $1 million

° expected a new SPC to deliver better reporting and access to information

° recommended public tenders for a travel management company to book travel
using rates secured from revised panels of domestic and international airlines.

DTF secured improved airfare discounts and appointed a travel management company
that it expected to deliver cost savings and quality improvements.

The Department of Treasury and Finance’s management,
reporting and continuous improvement

DTF tracks agencies’ quarterly expenditure, reports on the savings achieved and holds
regular forums to understand and address departments’ issues.

The annual report shows agencies spent a total of $14.4 million in 2010-11, saving
$3.1 million or 22 per cent, because of the discounts embedded in the contract. Nearly
90 per cent of this expenditure was for air travel.

The annual report identified the potential for increased savings where departments:

° booked flights with airlines from outside the contract panel

° chose fares that were not the ‘best fare of the day’—that is the lowest fare for the
intended destination and dates of travel available from the airlines on the panel.

While participating departments should use panel airlines, unless DTF grants an
exemption, they are not required to use the best fare of the day. Agencies specific
operational requirements may mean they cannot take this fare where, for example,
they need greater flexibility about their precise time of travel than is afforded by the
lowest fare.
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DTF receive information on the potential gains from the greater use of the best fare of
the day. Over time DTF has encouraged agencies to use the best fare of the day and
this has been reflected in a greater take up of this type of fare.

DTF has flagged that it will require all contract users to get the category manager’s
approval for using non-panel airlines and for not choosing an international fare that is
the lowest fare that meets agencies' operational requirements.

The reasons departments stated for not using the lowest available fare included:

° requiring greater flexibility

° wanting to travel at a specific time, use a specific route or a particular airline

° booking a business class flight where the government’s travel rules allowed this.

Departments need to examine the reasons why staff did not choose the best fare of
the day to determine if they can drive further air travel savings while not compromising
operational efficiency.

DPC provided evidence of progress in this area because, as part of its shared service

arrangement with DPC, DTF:

° guantifies DPC's lost savings from not booking ‘best fare of the day’

° provides advice to DPC's travel bookers on ways they can improve efficiency by
booking flights in advance, booking online and using past flight credits

° is developing an online tool to provide DPC staff with direct access to travel
expenditure data and foregone savings.

Managing contract leakage

Our analysis of air travel confirmed that leakage from the SPC happens and is not
understood or managed by the agencies using the SPC or by DTF in its oversight role.

DTF confirmed that it did not have the information to understand the scale, nature or
significance of travel purchased outside the contract because departments had not
collected and reported the information needed to do this.

VAGO's review of three of the four departments included in this audit found that
14 per cent of air travel expenditure did not have the SPC travel manager as the
vendor for these transactions. This is therefore the upper estimate of contract leakage.

DTF and the agencies participating in the travel services SPC need to address these
gaps in their understanding and management of air travel spending that happens
outside of the contract.

We estimated contract leakage for DOJ, the departments of Business and Innovation
and (DBI) and Premier and Cabinet (DPC) from their travel expenditure records. Given
the requirement to book through the travel manager’s systems, we identified leakage
where the departments’ records did not record the SPC travel manager as the ‘vendor’
for air travel transactions.
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Figure 4B shows that departments were invoiced by the state’s travel manager for

86 per cent of air travel. For the remaining 14 per cent, costing $620 000, departments:

° paid airlines or alternative travel managers directly (5 per cent)

° reimbursed employees who had paid for flights (3 per cent)

° met the flight costs of other government agencies (2 per cent) and private
companies providing services to these departments (4 per cent).

Figure 4B
Payments for air travel for DBI, DOJ and DPC 2009-10 and 2011-12
Vendor $ million Per cent
SPC travel manager 3.63 86
Airlines and travel agents 0.21 5
Employees 0.14 3
Other government agencies 0.09 2
Private sector companies 0.18 4
Total 4.25 100
Potential contract leakage 0.62 14

Source: Departmental expenditure data provided to the Victorian Auditor-General’s Office.

This level of non-compliance is significant because:

° using the nominated travel manager is mandatory and this represents a breach of
the government’s procurement policies

° going outside of the SPC is very likely to increase the cost of air travel.

Stationery

As with the travel services SPC, DTF and the participating agencies have secured
savings through the stationery SPC but do not understand, and therefore cannot
effectively manage or report on, contract leakage. We identified expenditure records
for stationery and office products made outside the SPC and established that none of
the agencies in this audit, except for DOJ, had quantified leakage.

Services covered

The current SPC started in April 2011 and covers:

° copy paper, printer and toner cartridges, and media and data storage

° general office products—first aid, filing and writing products, and food and
beverages

° janitorial and kitchen products—including cleaning products, kitchen and
washroom consumables, food service and catering products, and kitchen
equipment other than fridges and freezers

° office machines, and environmentally friendly products.

The major omission was office furniture which made up 2.5 per cent of expenditure
under the previous SPC.
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The SPC runs for three years from April 2011 with options for extending the contract by
a further two years. The expected expenditure is $18 million in the first year rising to
$20.6 million in the fifth year. The SPC is mandatory for government departments and
Victoria Police.

Developing and tendering the State Purchase Contracts

DTF documented a business case that met the government’s policy requirements and
estimated savings in the costs of stationery compared to average industry prices. In
the first year, DTF expected savings of $2.2 million or, 12 per cent of annual
expenditure. In subsequent years DTF estimated savings equivalent to 5.7 per cent of
expenditure or between $1 million and $1.2 million per year. DTF recommended a
public tender for the new stationery SPC.

DTF secured an improved stationery discount that it benchmarked as being
13 per cent better than market averages.

The Department of Treasury and Finance’s management,
reporting and continuous improvement

DTF’s quarterly report for the period July to September 2011 shows that agencies
made savings of $386 000, equivalent to 8.6 per cent of the quarterly expenditure of
$4.48 million. If these savings are repeated in the following three quarters, then the
annual savings of $1.5 million will fall short of the projected $2.2 million savings
forecast in the business case.

In its first quarterly report for 2011-12, DTF identified the following initiatives:

° short term (12 months)—encourage green purchasing by providing agencies
with better information on comparative costs

° medium term (2 to 3 years)—explore new supplier products and innovations,
benchmark prices in year two to provide assurance about value-for-money and
rationalise the product catalogue

° long term (3+ years)—analysis in preparation for a decision on the contract and
continue with product rationalisation.

Managing contract leakage

Our analysis of purchasing card purchases and personal reimbursements confirmed
that leakage from the SPC happens and is not understood or managed by the
agencies.

DTF confirmed that it did not understand contract leakage because departments had
not collected and reported the information needed to do this.

There are challenges in measuring leakage from this contract:

° First, expenditure is typically classified in agencies’ accounts as ‘stationery and
consumables’. Items in this classification are not all included in the SPC. The
wide coverage of the SPC means that the impact is likely to be small.

° Second, we examined purchasing card and reimbursed transactions but not
stationery paid for through the accounts payable process.
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We found that in 2010-11, the four departments in this audit used purchasing cards for
2 300 stationery transactions that did not use the SPC supplier. These transactions
were valued at $369 000. This represents a partial estimate of contract leakage.

Recommendations

8. Public sector agencies should report and address expenditure occurring outside
of mandated State Purchase Contracts.

9. The Department of Treasury and Finance should request an acquittal of the scale
of contract leakage and the reasons why this happens from agencies participating
in a mandatory State Purchase Contract.
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Auait Act 71994 section 16—

sUubmissions and comments

Introduction

In accordance with section 16(3) of the Audit Act 1994 a copy of this report was
provided to the departments of Business and Innovation, Human Services, Justice,
Premier and Cabinet, and Treasury and Finance, the Country Fire Authority and
Tourism Victoria, with a request for submissions or comments.

The submission and comments provided are not subject to audit nor the evidentiary
standards required to reach an audit conclusion. Responsibility for the accuracy,
fairness and balance of those comments rests solely with the agency head.
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RESPONSE provided by the Secretary, Department of Business and Innovation
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RESPONSE provided by the Secretary, Department of Human Services
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RESPONSE provided by the Secretary, Department of Human Services —
continued
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RESPONSE provided by the Secretary, Department of Justice
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RESPONSE provided by the Secretary, Department of Treasury and Finance
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RESPONSE provided by the Chief Executive Officer, Country Fire Authority
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RESPONSE provided by the Chief Executive Officer, Country Fire Authority —
continued

CFA Submission — Audit Report
Personal expense reimbursement, travel expenses and
corporate credit cards

Recommendations

Public sector agencies should:

1. review and increase the level of scrutiny and control applied to
transactions by:
- making greater use of in-built card limits
- running regular, automated tests to detect control breaches and better
target detailed reviews
- including reviews of personal expenses in their forward internal audit
programs

CFA accepts this recommendation.

CFA will review, and revise if required, the use of in-built card limits to increase
the level of scrutiny and control applied to purchasing card transactions.
Current CFA practice includes the use of in-built card limits, utilising both
purchasing card monthly limits, and purchasing card transaction limits.
Purchasing card monthly limits are determined as part of the purchasing card
application and approval process, with ‘standard’ limits outlined in the CFA
Corporate Card Policy. Purchasing card transaction limits are set at a standard
limit of $1,000 unless otherwise determined through the purchasing card
application and approval process.

CFA will review current purchasing card analysis activities to increase the level
of scrutiny and control applied to transactions, incorporating better targeted and
detailed sampling.

Current CFA practice, as outlined in section 2.4.1 of the Audit Report, includes
the regular review of purchasing card transactions against a checklist, which was
determined in consultation with an independent accounting firm as part of the
CFA internal audit program.

CFA will consider the inclusion of review of personal expenses in the forward
internal audit program, including the review of the following (as indicated in
Figure 2C of the Audit Report):

- reimbursement claim signed by authoriser

- sufficient supporting documentation

- invoice authorised prior to payment

- identification of duplicate payments

- appropriate general ledger coding

Current CFA practice includes the review of transaction samples from accounts
payable payment runs. These transaction samples include a number of personal
expense transactions, with a broader focus on all expense types and not a
specific focus on personal expenses.

Further to this, CFA has also included appropriate general ledger coding as an

item to address as part of a quality assurance regime that is currently being
developed within the relevant CFA directorate.
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2. review and, where required, strengthen how they document and
communicate rules so that staff have a comprehensive understanding of
their obligations

CFA accepts this recommendation

CFA will review current corporate card documentation to strengthen, where
required, the documentation to identify the controls required by the
purchasing card rules and provide clear guidance to purchasing card users
and approvers regarding the required controls.

CFA will improve its training to clearly communicate to new cardholders
procurement principles, the responsibilities that come with a financial
delegation, and the purchasing card rules and controls.

Upon DTF issuing the comprehensive cardholder agreement template as
outlined in section 2.3.2 of the Audit Report, CFA will review cardholder
agreements and expand as necessary to ensure that both the government'’s
current purchasing card rules and CFA'’s additional requirements are
comprehensively captured.

3. meet the mandatory requirements for reporting unauthorised
purchasing card use and thefts and losses

CFA accepts this recommendation

Current CFA practice has been to report unauthorised purchasing card use
on an individual case by case basis. In future, to meet the mandatory
requirements for reporting unauthorised purchasing card use, CFA will report
unauthorised purchasing card use to DTF and the Minister for Finance on an
annual basis.

As stated in the Audit Report, CFA has complied with the reporting
requirements for thefts and losses, and will continue to adhere to these
requirements in the future.

The Department of Treasury and Finance should:

4. improve its communication of changes to the legislated purchasing
rules so that agencies have a comprehensive and current
understanding of what is required.

No comment.

5. Significantly improve the scrutiny of agencies’ reporting on breaches of
the purchasing card rules and reports on thefts and losses

No comment.

6. The Department of Premier and Cabinet should evaluate the
effectiveness of the 2012 hospitality guidelines within two years of their
issue, by:

- confirming that agencies have adequately reflected the revised
framework in their individual policies
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RESPONSE provided by the Chief Executive Officer, Country Fire Authority —

continued

Personal Expense Reimbursement, Travel Expenses and Corporate Credit Cards

- accessing the impact on hospitality expenditure and controls and
the community’s satisfaction with the way agencies control this type
of expenditure

No comment.

Public sector agencies should:

7. comprehensively analyse how they purchase and pay for goods and
services, and identify improvements based on the costs, benefits and
risks

CFA accepts this recommendation

CFA will expand the analysis already undertaken on purchasing card costs, to
review the costs, benefits and risks associated with the various forms of
purchasing methods.

CFA will analyse transactions to identify possible improvements to more cost-
effectively purchase and pay for goods and services based on the costs,
benefits and risks.

8. report and address expenditure occurring outside of mandated State
Purchase Contracts

Recommendation 8 refers to participation in mandatory State Purchase
Contracts. As stated within section 4.1 of the Audit Report, the utilisation of
State Purchase Contracts is optional for CFA. CFA has access to utilise
State Purchase Contracts, however are not bound to the mandatory use of
State Purchase Contracts.

Current CFA practice is to consider the utilisation of State Purchase Contracts

as one of CFA's options when determining the most cost-effective
purchasing outcome.

9. The Department of Treasury and Finance should request an acquittal of
the scale of contract leakage and the reasons why this happens from
agencies participating in a mandatory State Purchase Contract

No comment.

Additional Comments

2.5.1 (Figure 2A) — Internal audit results

The current GGPC rules do not specify a definition for ‘timely’. However in a recent
update to the CFA Corporate Card Policy, the CFA Policy now specifies the
requirement to supply the corporate card statement with all relevant documentation
within 15 business days of receipt by the cardholder.

2.5.2 (Figure 2B) — Purchasing card test results

The purchasing card test results include the use of a CFA purchasing card for non-
business expense. This transaction occurred when an employee used the corporate
purchasing card instead of a personal card for a non-business expense. The monies
were recovered and the incident was reported to DTF as an unauthorised use.
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RESPONSE provided by the Chief Executive Officer, Country Fire Authority —
continued

As a measure to minimise this type of purchasing card breach, CFA has previously
had the colour of its purchasing cards changed to a very distinctive yellow with the
CFA logo also printed on the card. The yellow coloured card and the inclusion of the
CFA logo assists cardholders to clearly identify that the corporate card is not a
personal card as it is easily distinguishable from personal cards.

The test results indicate two split transactions that involved payment by CFA of an
advanced deposit for accommodation that was processed in two transactions due to
the limit. The ‘limit’ that is referred to is the purchasing card transaction limit. The
purchasing card transaction limit was set internally by CFA at $1,000 per transaction.
The CFA Corporate Card Policy identifies a maximum possible transaction limit of
$5,000. The purchase made in the identified circumstance was within the financial
delegation of the cardholder and within the purchasing card monthly limit of the
cardholder's purchasing card.

Further to this, the test results indicate a triplicate payment of an invoice. The
triplicate payment occurred within one of CFA's Regions, in a decentralised accounts
payable environment. CFA is currently in the process of centralising the accounts
payable function to CFA Headquarters, enhancing the controls around the accounts
payable processes and reducing the risk of multiple payments occurring.
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Auditor-General’s reports

Reports tabled during 2011-12

Report title Date tabled
Biotechnology in Victoria: the Public Sector's Investment (2011-12:1) August 2011
Developing Cycling as a Safe and Appealing Mode of Transport (2011-12:2) August 2011
Road Safety Camera Program (2011-12:3) August 2011
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