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Dear Madam Speaker

The Australian National Audit Office has undertaken an independent
performance audit in the Department of Health titled Implementation of
Audit Recommendations. The audit was conducted in accordance with
the authority contained in the Auditor-General Act 1997. | present the
report of this audit to the Parliament.

Following its presentation and receipt, the report will be placed on the
Australian National Audit Office’s website—http://www.anao.gov.au.
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lan McPhee
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Summary

Introduction

1. Performance audits conducted by the Australian National Audit Office
(ANAOQO)—often referred to as ‘external” audits—involve the independent and
objective assessment of the administration of Australian Government entities’
programs, policies, projects and activities, and highlight opportunities for
improvement. Audits initiated by entities using resources under their
control—known as ‘internal’ audits—fulfil a complementary role, providing
assurance to entity management on the effectiveness of the internal control
environment and identifying opportunities for enhancing entity
administration.

2. Performance audits play an important role in stimulating
improvements in the administration and management of public sector entities
as well as providing independent assurance to Parliament on the
administration of programs. Recommendations in audit reports highlight
actions that are expected to improve entity performance when implemented
and generally address risks to the successful delivery of outcomes. The
appropriate and timely implementation of recommendations that have been
agreed by entity management is an important part of realising the full benefit
of an audit.!

3. Primary  responsibility = for  implementing  agreed  audit
recommendations generally lies with senior managers in the program or
business area of the entity that was subject to the audit. Successful
implementation of audit recommendations requires strong senior management
oversight and implementation planning to set clear responsibilities and
timeframes for addressing the required action.? Implementation planning
should involve key stakeholders, including the internal audit function.

4. Audit committees, through their position in an entity’s governance
framework, also have a role in monitoring the implementation of audit
recommendations. While audit committees do not undertake management
responsibilities and are not a substitute for management controls, they have an

1 Commonwealth, Joint Committee of Public Accounts and Audit (JCPAA), 13 February 2014,
| McPhee, Auditor-General, Opening Statement, p. 1.

2 ibid, p. 2.
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important role in assisting the accountable authority® in ensuring that the
anticipated benefits of audit reports are realised, through the effective and
timely implementation of audit recommendations. The audit committee’s role
in maintaining oversight of implementation is supported by the entity’s
internal audit function. One of the key roles of internal audit is to support the
audit committee by monitoring and providing advice on management’s
progress in implementing recommendations.

5. In recent years, the Joint Committee of Public Accounts and Audit
(JCPAA) and other parliamentary committees have expressed interest in the
performance of Australian Government agencies in relation to implementing
audit recommendations. In addition, responses provided as part of the
ANAOQ'’s 2011 Survey of Parliamentarians indicated that periodic audits of the
implementation of performance audit recommendations would be of benefit.*
In response to this feedback, the ANAO has conducted a program of
performance audits on the implementation of audit recommendations, of
which this report is one.®

Audit objective, scope and criteria

6. The audit objective was to assess the effectiveness of the Department of
Health’s monitoring and implementation of both ANAO performance audit
and internal audit recommendations. The ANAO examined a sample of 220
ANAO performance audit and internal audit recommendations to assess the
timeliness of Health’s implementation of the recommendations. A subset of
seven closed ANAO performance audit recommendations and seven closed
internal audit recommendations was also analysed in detail to assess the
adequacy of the implementation of the recommendations.

3 The ‘accountable authority’ for an Australian Government department is the Secretary. See Public
Governance, Performance and Accountability Act 2013, section 12.

4 ANAO, 2011 Survey of Parliamentarians Report, ORIMA Research, Canberra, 2012, pp. 41 and 53.

5 The other reports are ANAO Audit Report No.25 2012-13 Defence’s Implementation of Audit
Recommendations; ANAO Audit Report No.53 2012—13 Agencies’ Implementation of Performance
Audit Recommendations (which reviewed the Department of Education, Employment and Workplace
Relations, the Department of Families, Housing, Community Services and Indigenous Affairs, the
Department of Finance and Deregulation, and the Department of Infrastructure and Transport); and
ANAO Audit Report No.34 2013-14 Implementation of ANAO Performance Audit Recommendations
(which reviewed the Department of Human Services and the Department of Agriculture).
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Summary

7. To conclude against the audit objective, the ANAO examined whether
the Department of Health’s arrangements for monitoring the implementation
of audit recommendations:

J provided adequate visibility and assurance to departmental
management regarding the status of audit recommendations, with
appropriate involvement by the Audit Committee and internal audit
function; and

. facilitated appropriate implementation of ANAQO, and internal audit,
recommendations by agency management in a timely manner.

8. The ANAO also compared the department’s overall performance in
implementing recommendations against seven other departments that have
been the subject of recent ANAO audits on the implementation of audit
recommendations.®

Overall conclusion

9. It is an entity’s responsibility to manage the implementation of audit
recommendations to which it has agreed, including determining an
appropriate strategy to help achieve timely and effective implementation. The
successful implementation of audit recommendations requires senior
management oversight, implementation approaches that set clear actions and
timeframes, and effective monitoring.

10. Of the 14 audit recommendations examined in detail as part of this
audit, nine were assessed by the ANAO as being adequately implemented by
the Department of Health. The other five audit recommendations were
assessed as being partially implemented despite being closed on the
department’s  audit recommendation  monitoring  system.  Audit
recommendations assessed as partially implemented generally showed that the
implementation either: fell short of the intent of the recommendation; only
addressed some of the risks to which the recommendation was directed; or
was ongoing at the time of this audit. As these recommendations had been
formally closed on the department’s monitoring system, the Audit Committee
no longer had visibility over them. The internal audit function” and the
department’s Audit Committee generally relied on advice from responsible

6 The departments are listed in footnote 5.
7 In the Department of Health this is known as the Audit and Fraud Control Branch.
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Division Heads that recommendations had been implemented and therefore
no longer needed to be monitored by the Audit Committee. This highlights a
limitation with the department’s current process, which can permit the closure
of audit recommendations as complete without sufficient assurance of
implementation. While it is impractical to undertake detailed assessments of
the implementation of all recommendations, the internal audit function should
seek appropriate assurance from responsible Divisions to support requests for
the closure of audit recommendations, and consider the benefit of sign-off at a
more senior level for significant recommendations. The ANAO has observed
from previous audits that, where there was sign-off by the responsible
departmental Deputy Secretary, a higher proportion of recommendations had
been adequately implemented.®

11. The ANAQ’s recent examination of the implementation of audit
recommendations in seven other Australian Government departments’
indicated that across these departments, 65 per cent of recommendations were
assessed by the ANAO as adequately implemented, while the remainder were
assessed as having being implemented to varying degrees. The Department of
Health's result of 64 per cent for adequate implementation is comparable to the
combined average of the seven departments.

12. The ANAO examined the timeliness of Health’s implementation of a
sample of audit recommendations from 1 July 2009 to 30 June 2012, which
involved a review of 220 recommendations (comprising 35 ANAO audit
recommendations and 185 internal audit recommendations). The results show
that, on average, the ANAO and internal audit recommendations took 379 days
to close, with the ANAO recommendations taking 160 days longer to close than
internal audit recommendations. Ninety-one per cent of audit recommendations
were closed within two years, most after their original estimated implementation
date. For many recommendations, if implementation is not progressed promptly,
and the identified risks remain wuntreated, the full value of agreed
recommendations is not being achieved.

13. Under Health’s current monitoring and reporting process, responsible
Divisions are not required to formally seek an extension to the implementation
dates for audit recommendations. The Audit Committee only becomes aware

8 Commonwealth, Joint Committee of Public Accounts and Audit (JCPAA), 13 February 2014,
| McPhee, Auditor-General, Opening Statement, pp. 3—4.

9 See paragraph 5 and footnote 5 for details of the ANAO’s recent program of work in this area.
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of any change to implementation dates when Divisions report on progress
twice a year, with an attendant risk of ‘drift’ in the timeliness of
implementation. To address this risk of drift, the department should
strengthen its monitoring and reporting system by requiring Divisions to
formally apply for any change to an agreed implementation date.

14. A better practice approach to the implementation of significant audit
recommendations features the development of implementation plans in
consultation with the department’s internal audit function and audit committee,
if appropriate, that set clear responsibilities and timeframes for addressing the
required action.!® While the department’s internal audit function (the Audit and
Fraud Control Branch) consults closely with responsible Divisions in the
development of implementation plans for internal audit recommendations, there
is no consultation with Divisions in the development of implementation plans
for ANAO recommendations. The lack of engagement by the internal audit
function in the development of implementation plans for ANAO
recommendations may, in part, explain why 86 per cent of internal audit
recommendations sampled were adequately implemented compared to only 43
per cent of ANAO recommendations. Moreover, it takes five months longer on
average to implement an ANAQO recommendation than internal audit
recommendations. Improved consultation with Divisions by the Audit and
Fraud Control Branch would help improve the quality and consistency of
implementation plans for ANAO audit recommendations, and may contribute
to improved implementation of ANAO recommendations.!!

15. Health’s system and procedures for monitoring and reporting on the
implementation of recommendations provides the Audit Committee with
sufficient visibility over reported action and significant implementation delays.
Recently, the Audit Committee has been provided with more detailed
information on the audit recommendations that have been classified as
‘significant’, allowing members to focus on implementation progress of the
audit recommendations that are intended to address significant risk and
exposure to the department. The ANAO’s examination of Audit Committee

10  ANAO Better Practice Guide—Public Sector Internal Audit: An Investment in Assurance and Business
Improvement, September 2007, Canberra, pp. 44-45.

11 The ANAO’s examination of the department’s data on the implementation of audit recommendations,
within the department’s audit recommendation monitoring system, found that 23 per cent of ANAO
audit recommendations and nine per cent of internal audit recommendations did not have specific
timeframes recorded in the system.
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meeting minutes indicated that the Committee now actively monitors
implementation of significant audit recommendations. The Committee has also
requested the attendance of representatives from responsible Divisions to
explain difficulties in implementation, on a number of occasions.

16. ANAO and internal performance audits play an important role in
identifying risks to the successful achievement of entity outcomes, and
highlighting actions to address those risks, through audit recommendations.
The effective and timely implementation of audit recommendations is an
important part of realising the full benefit of an audit. While the Department of
Health’s system and procedures for monitoring and reporting on the
implementation of recommendations provides the internal audit function and
Audit Committee with reasonable visibility of progress, there are elements that
could be more aligned with better practice, by introducing more structured
processes  for extending implementation deadlines and closing
recommendations. The key issue highlighted by this audit, that requires
further attention by the department, concerns the need to obtain an
appropriate level of assurance in respect to the completion of actions taken to
implement agreed recommendations. To avoid the risk of closing
recommendations prematurely, the department should seek appropriate
assurance and sign-off from responsible Divisions, and in the case of
significant recommendations, consider the benefit of sign-off at the Deputy
Secretary level.

17. The ANAO has made one recommendation focusing on the
introduction of measures to improve Health’s internal processes for
monitoring the implementation of audit recommendations, including: the
recording of expected deliverables and timeframes; requiring formal requests
for extensions to implementation dates; seeking appropriate assurance of
implementation before closing recommendations; and recording the basis of
decisions to close audit recommendations as implemented.

Key findings by chapter

Governance Arrangements (Chapter 2)

18. It is an entity’s responsibility to manage the implementation of audit
recommendations to which it has agreed. Primary responsibility for
implementing audit recommendations within Health lies with senior managers
in the program area or business units subject to the audit. While the
implementation of audit recommendations is a management responsibility, the
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internal audit function is well placed to monitor the progress of
implementation. Effective monitoring requires a system that accurately tracks
progress and records the actions of program managers responsible for
progressing action against timeframes.

19. The department’s Audit and Fraud Control Branch discharges the
internal audit function. The Branch has a well-established process for
monitoring the implementation of audit recommendations. The Branch liaises
with relevant Divisions for updates on the implementation of audit
recommendations, which provide a basis for reporting to the Audit Committee
twice a year. A system of iterative spreadsheets and emailed documents is
used to prepare key information for the Audit Committee on progress made by
program areas in implementing audit recommendations. While the
information is relevant and well-targeted, the use of this system has an
inherent risk in terms of potential data loss from the manual transfer of
information from one spreadsheet to another.’? Moreover, the department’s
current system is not well suited to readily tracking progress in
implementation over the life of a recommendation. To track the course of
implementation of a recommendation often requires accessing multiple
spreadsheets, written documents and hard copy files.

20. The ANAO also noted that limited supporting information was provided
by program areas to support the closure of recommendations as implemented.
The Audit and Fraud Control Branch and Audit Committee generally rely on
advice provided by the First Assistant Secretaries (Division Heads) from the
program areas responsible for implementation that recommendations have been
implemented. The ANAO identified a number of audit recommendations that
have not been adequately implemented despite being closed in the audit
recommendation monitoring system. There are benefits in requiring formal sign-
off by senior management prior to the closure of recommendations. As
highlighted in ANAO Audit Report No.53 2012-13 Agencies’” Implementation of
Performance Audit Recommendations, for those entities that required senior

12 The ANAO’s review identified an instance where information was lost from the current spreadsheet.
Historical records relating to previously closed recommendations were deleted from the spreadsheet,
instead of the records being hidden. The Audit and Fraud Control Branch’s current standard operating
procedures (SOPs) state that rows should be hidden and that no records should be deleted from the
document. While this data could be recovered from previous records it illustrates the inherent risk in
the use of spreadsheets and emails rather than a database system.
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management sign-off at the Deputy Secretary level, the ANAO observed a
higher proportion of recommendations had been adequately implemented.'>

21. There is no formal process through which Divisions seek extensions to
the implementation timeframes for recommendations, and the six monthly
update to the Audit Committee schedules is when a possible delay to
implementation is first identified. In many cases, Divisions revised their
estimated implementation dates numerous times before recommendations were
completed. A review of Audit Committee minutes by the ANAO (for the period
1 July 2009 to 30 June 2012) indicates that the Audit Committee has expressed
concerns on a number of occasions regarding overdue recommendations and
inadequate implementation schedules, particularly where the corrective action
outlined by the responsible Division did not justify the estimated
implementation date.’* The Audit Committee requested follow-up action on
specific recommendations on at least eight occasions over the three year period
examined by the ANAO and expressed concern over estimated timeframes on at
least six occasions. To avoid the risk of drift in the timeliness of implementation,
responsible Divisions should formally request extensions to agreed
implementation timeframes for audit recommendations.

Implementation of Audit Recommendations (Chapter 3)

22, In order to derive the intended benefit, audit recommendations should
be effectively implemented in a timely manner. The ANAO assessed a sample
of seven ANAO audit recommendations and seven internal audit
recommendations that had been closed in the department’s monitoring system
to determine whether they had been adequately implemented. The ANAO's
review found the department’s implementation of agreed ANAO and internal
audit recommendations was variable, indicating shortcomings in
implementation approaches.

23. The ANAO identified five audit recommendations out of 14 (or
36 per cent) that had not been adequately implemented despite being recorded as
closed on the department’s monitoring system. As these recommendations had
been formally closed on the department’s monitoring system, the Audit

13 Commonwealth, Joint Committee of Public Accounts and Audit (JCPAA), 13 February 2014,
| McPhee, Auditor-General, Opening Statement, pp. 3—4.

14 For example, on 14 December 2010, the Audit Committee requested that a Division ‘bring forward the
corrective action unless large system changes are required’.
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Committee no longer had visibility over them. The Audit Committee generally
relied on advice from Division Heads that recommendations had been
implemented and therefore no longer needed to be monitored by the Audit
Committee. To avoid the premature closure of audit recommendations as
implemented, the internal audit function should obtain an appropriate level of
assurance from responsible Divisions for all requests to close recommendations,
and should record the basis for all decisions to close audit recommendations as
implemented.

24. Over the past two years, the ANAO has conducted a program of audits
on the implementation of audit recommendations by seven Australian
Government departments. A comparison of the rate of implementation of
audit recommendations by the Department of Health against the seven other
selected departments indicated that:

J an average of 65 per cent of recommendations were assessed as
adequately implemented across the seven departments, as compared to
64 per cent in Health;

J an average of 22 per cent of recommendations were assessed as partially
implemented across the seven departments, as compared to 36 per cent
in Health; and

J an average of 13 per cent of recommendations were assessed as not
adequately implemented across the seven departments, as compared to
Health which had no recommendations in this category.

25. The ANAO also considered the timeliness of Health’s implementation of
audit recommendations, through the analysis of a sample of 220 recommendations
(comprising 35 ANAO and 185 internal audit recommendations). The ANAQO'’s
analysis identified issues with the timeliness of the department’s implementation
of recommendations, particularly ANAO recommendations. The ANAO found
that, on average, the ANAO recommendations sampled took 514 days to close,
while the internal audit recommendations took, on average, 354 days. These
implementation timeframes, on average, exceeded the department’s estimated
timeframes by 188 days.
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Summary of entity response

26. The Department of Health provided the following summary comments
to the audit report.

The findings of the audit have been of value in the further enhancement of
Departmental processes to improve performance in the delivery of Health
outcomes. The Department of Health agrees with the audit recommendation.
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Recommendations

Recommendation To improve the quality and accuracy of internal

No. 1 processes for monitoring the implementation of audit

Paragraph 2.38 recommendations and information provided to the
department’s executive and Audit Committee, the
ANAO recommends that the Department of Health:

(a) record clear deliverables and timeframes for the
implementation of all audit recommendations;

(b) require responsible Divisions to formally request
extensions to agreed implementation timeframes;

(c) seek appropriate assurance from responsible
Divisions supporting requests for the closure of
audit recommendations as implemented; and

(d) record the basis for all decisions to close audit
recommendations as implemented.

Department of Health’s Response: Agreed.
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Audit Findings
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1. Introduction

This chapter outlines the Department of Health’s framework for managing audit
recommendations and sets out the audit objective, scope and criteria.

Overview

1.1 Performance audits play an important role towards stimulating
improvements in the administration and management practices of public sector
organisations. Recommendations made in Australian National Audit Office
(ANAO) performance audits and in internal audit reports highlight actions that
are expected to improve entity performance when implemented and generally
address risks to the successful delivery of outcomes. The appropriate and timely
implementation of recommendations that have been agreed by management is
an important part of realising the full benefit of an audit.’

1.2 This audit examines the Department of Health’s (Health) system for
monitoring the implementation of recommendations arising from ANAO
performance audits—often referred to as ‘external’ audits—and the
department’s internal audits.!®

Governance, performance and accountability

1.3 The Public Governance, Performance and Accountability Act 2013
(PGPA Act) sets out the Australian Government’'s framework for the
governance, performance and accountability of Commonwealth entities, and
the use and management of public resources. Under section 15 of the
PGPA Act, the accountable authority of an entity has specific responsibilities to
govern the entity in a way that promotes ‘proper use’’” and management of
public resources, the achievement of its purposes and financial sustainability.
The Secretary of Health is the accountable authority for the Department of
Health.'®

15  Commonwealth, Joint Committee of Public Accounts and Audit (JCPAA), 13 February 2014,
| McPhee, Auditor-General, Opening Statement, p. 1.

16 The authority for conducting ANAO performance audits stems from the Auditor-General Act 1997.
17 ‘Proper use’ of public resources is defined as efficient, effective, economical and ethical use.

18  The PGPA Act came into effect on 1 July 2014. Prior to this, the Financial Management and
Accountability Act 1997 provided the framework for the use and management of public resources.
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1.4 Section 45 of the PGPA Act requires the establishment of an audit
committee by the accountable authority. Audit committees are intended to
provide independent advice and assurance to the accountable authority on the
appropriateness of the entity’s accountability and control environment,
including: financial and performance reporting, systems of risk oversight and
control, and systems of internal control.””

1.5 While audit committees do not undertake management responsibilities
and are not a substitute for management controls and accountabilities, they
have an important role in helping to ensure that the entity derives the
anticipated benefits from its internal audit activity, and responds appropriately
to the findings and recommendations of external audits.

Health’s framework for managing audit recommendations

1.6 The Secretary of Health has established an Audit Committee which,
according to its Charter, is to provide independent assurance and assistance on
the department’s risk, control and compliance framework, and its external
accountability responsibilities including its financial statement responsibilities.?

1.7 The department’s internal audit function, the Audit and Fraud Control
Branch, supports the Audit Committee by undertaking internal audits;
coordinating the department’s engagement with the ANAO on financial and
performance audits; and monitoring progress on the implementation of audit
recommendations.

1.8 To monitor the implementation of audit recommendations, the Audit
and Fraud Control Branch has established a system of regular reporting by
responsible Divisions within the department. An illustration of the
Department of Health’s framework for managing audit recommendations is at
Figure 1.1. Chapter 2 examines the administrative framework in more detail.

19  Public Governance, Performance and Accountability Rule 2014, section 17.
20 Department of Health, Audit Committee Charter, November 2013.
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Figure 1.1: The Department of Health’s framework for managing audit

recommendations
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Source: ANAO.

Parliamentary interest and previous audits

1.9 In recent years, the Joint Committee of Public Accounts and
Audit (JCPAA) and other parliamentary committees have expressed interest in
the performance of Australian Government entities in relation to implementing
audit recommendations. In addition, responses provided in the ANAO’s 2011
Survey of Parliamentarians indicated that periodic audits of the implementation
of performance audit recommendations would be of benefit.?!

21 ANAO, 2011 Survey of Parliamentarians Report, ORIMA Research, Canberra, 2012, pp. 41 and 53.
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1.10 In response to this feedback, the ANAO has conducted a program of
performance audits on the implementation of audit recommendations. In the
previous two financial years, the ANAO has completed the following audits:

. ANAO Audit Report No.25 2012-13 Defence’s Implementation of Audit
Recommendations which examined the Department of Defence’s
implementation of ANAO performance audit and internal audit
recommendations;

J ANAO Audit Report No.53 2012-13 Agencies’ Implementation of
Performance Audit Recommendations which was a cross-agency audit that
examined the implementation of ANAO performance audit
recommendations by four entities: the Department of Education,
Employment and Workplace Relations; the Department of Families,
Housing, Community Services and Indigenous Affairs; the Department
of Finance and Deregulation; and the Department of Infrastructure and
Transport; and

J ANAO Audit Report No.34 2013-14 Implementation of ANAO
Performance Audit Recommendations which was a cross-agency audit that
examined the implementation of ANAO performance audit
recommendations by two entities: the Department of Human Services;
and the Department of Agriculture.

111 The JCPAA subsequently reviewed ANAQO Audit Report No.25
2012-13 and ANAO Audit Report No.53 2012-13, indicating that it continues
to support the strategic use of follow-up audits as part of the ongoing process
of improving agency performance.22 The JCPAA also highlighted that:

The purpose of internal and external auditing is to identify weaknesses and
better enable an organisation to address risk. The benefits of this work are
undermined if agencies do mnot institutionalise robust monitoring,
implementation, reporting and oversight mechanisms.?

Audit objective, criteria and scope

1.12  The audit objective was to assess the effectiveness of the Department of
Health’s monitoring and implementation of both ANAO performance audit

22 Joint Committee of Public Accounts and Audit, Report 433: Review of Auditor-General’s Reports Nos.
23 and 25 (2012-13) and 32 (2012-13) to 9 (2013—14), Canberra, 2014, paragraph 3.30.

23 ibid, Foreword.
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Introduction

and internal audit recommendations. The ANAO examined a sample of 220
ANAO performance audit and internal audit recommendations to assess the
timeliness of Health’s implementation of the recommendations. A subset of
seven closed ANAO performance audit recommendations and seven closed
internal audit recommendations was also analysed in detail to assess the
adequacy of the implementation of the recommendations.

1.13 To conclude against the audit objective, the audit examined whether
the Department of Health’s arrangements for monitoring the implementation
of audit recommendations:

o provided adequate visibility and assurance to departmental
management regarding the status of audit recommendations, with
appropriate involvement by the Audit Committee and internal audit
function; and

. facilitated appropriate implementation of ANAQO, and internal audit,
recommendations by agency management in a timely manner.

114 The ANAO also compared the department’s overall performance in
implementing recommendations against seven other departments that have
been the subject of recent ANAO audits on the implementation of audit
recommendations.?* As discussed, these audit reports are part of a program of
performance audits conducted in response to ongoing parliamentary interest
in entities” implementation of audit recommendations.

1.15 The audit methodology for the current audit broadly included:

J an analysis of the department’s systems and processes for monitoring
the implementation of audit recommendations;

. an examination of hard copy and electronic documentation in relation
to the implementation of a sample of audit recommendations; and

o interviews with audit staff, the Audit Committee members and
representatives from the Divisions responsible for the implementation
of recommendations.

116 The audit was conducted in accordance with the ANAO Auditing
Standards at a cost to the ANAO of approximately $325 800.

24  See paragraph 1.10.
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Report structure

1.17

The structure of the report is outlined below:

Chapter  2:  Governance Arrangements examines the governance
arrangements that the Department of Health has in place to monitor the
implementation of audit recommendations; and

Chapter 3: Implementation of Audit Recommendations reports on the extent
to which the Department of Health has implemented audit
recommendations from both ANAO performance audits and internal
audits.
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2. Governance Arrangements

This chapter examines the governance arrangements that the Department of Health
has in place to monitor the implementation of audit recommendations.

Introduction

21 Governance refers to the arrangements and practices which enable an
organisation to set direction and manage its operations to achieve expected
outcomes and discharge its accountability obligations.”> The Department of
Health’s (Health) governance arrangements for managing audit
recommendations are largely supported by the department’s internal audit
function, the Audit and Fraud Control Branch, which coordinates and reviews
information provided by program managers. The department’s Audit
Committee has oversight of the progress made by the department in
implementing recommendations.

2.2 This chapter examines the department’s governance arrangements and
processes for monitoring the implementation of ANAO performance audit and
internal audit recommendations.

Audit committees and internal audit

2.3 The role that audit committees play in the governance framework of
public sector entities flows from the legislative base established by
government. Audit committees do not displace or change the management
accountability arrangements within entities, but enhance the existing
governance framework, risk management practices, and control environment
by providing independent assurance and advice on key elements of an entity’s
operations.? The precise role an audit committee undertakes should be
determined by the accountable authority” of the public sector entity in
consultation with the audit committee, within the context of each entity’s
governance framework and other assurance mechanisms. Each entity is

25  ANAO Better Practice Guide—Public Sector Governance: Strengthening Performance Through Good
Governance, June 2014, Canberra, p. 7.

26  ANAO Better Practice Guide—Public Sector Audit Committees, August 2011, Canberra, p. 3.

27  The ‘accountable authority’ for an Australian Government department is the Secretary. See Public
Governance, Performance and Accountability Act 2013, section 12.
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required to establish an audit committee and determine the functions of the
committee through a written charter.?

2.4 Figure 2.1 identifies the roles and responsibilities of the Department of
Health’s Audit Committee in relation to internal and external audits including
monitoring the implementation of both internal and external audit
recommendations. These responsibilities were included in the Charter for the
Audit Committee approved by the Secretary of Health in November 2013.

Figure 2.1: Audit Committee responsibilities

Internal Audit External Audit
Responsibilities Responsibilities
e Act as a forum for communication e Act as a forum for communication

between the Secretary, senior
management and internal audit.

between the Secretary, senior
management and external audit.

e Review the internal audit annual work e Provide input and feedback on the
plan. financial statement and performance
o Advise the Secretary on the adequacy of audit coverage proposed by external

internal audit resources. audit.

o Review external plans and tabled

e Coordinate the audit programs r
reports and monitor management’s

conducted by internal and other review

functions.

Review all tabled audit reports and
provide advice to the Secretary on

implementation of recommendations.

Provide advice to the Secretary on
action to be taken on significant matters,
opportunities for improvement and

significant matters.

instances of good practice.

¢ Monitor management’s
implementation of internal audit
recommendations.

e Periodically review the internal audit
charter.

e Periodically review the performance of
internal audit.

e Advise the Secretary about the
professional standards to be used by
internal audit in carrying out audits.

o Provide advice to the Secretary on the
appointment of the Assistant Secretary,
Audit and Fraud Control.

Source: Department of Health, Audit Committee Charter, November 2013.
Note: Emphasis added.

28  Public Governance, Performance and Accountability Rule 2014, section 17.

ANAO Report No.8 2014—15
Implementation of Audit Recommendations

32



Governance Arrangements

2.5 During this audit, the department was revising the Audit Committee
Charter in light of the revised resource management framework that took
effect from 1July2014 wunder the Public Governance, Performance and
Accountability Act 2013 and section 17 of the Public Governance, Performance and
Accountability Rule 2014.%°

2.6 The Audit Committee comprises three independent external
members®, one of whom is the Chair, and six departmental members. There
are four ‘participating observers’ which includes a representative from the
ANAQO, the Chief Operating Officer of the Therapeutic Goods Administration
(TGA)*, the Chief Finance Officer and the Assistant Secretary of the Audit and
Fraud Control Branch.?

2.7 The Audit Committee met seven times during 2013-14 to consider
issues in relation to the department’s risk, control and compliance framework
as a basis for providing assurance and advice to the Secretary on these matters.
The Audit Committee considers the implementation of audit recommendations
at least on a bi-annual basis. It reviewed the progress of the implementation of
audit recommendations twice in 2013-14.

2.8 The Audit and Fraud Control Branch supports the Audit Committee’s
review process by providing the Committee with information which outlines
the implementation status of audit recommendations that have not been
formally closed.®® More broadly, the role of the Audit and Fraud Control
Branch as set out in the department’s Audit Manual, is to promote and
improve the department’s corporate governance arrangements, through the
conduct of audits and investigations and the provision of high quality advice

29  Adraft Charter was presented to the Audit Committee on 2 October 2014 for consideration.

30  The Joint Committee of Public Accounts and Audit (JCPAA) has highlighted that the involvement of
independent members, who bring external skills, bolsters the oversight of agency performance and
brings important external influence into an otherwise closed system. Similarly, the Department of
Finance has observed that appointing a majority of external members ‘is the most visible and practical
way to make sure the [audit] committee is as independent as possible from the management of the
entity’. See JCPAA, Report 433, JCPAA, Canberra, 2014, paragraphs 3.21 and 3.34; and Department
of Finance, Resource Management Guide No. 202 Audit Committees for Commonwealth entities and
Commonwealth companies, Finance, Canberra, June 2014, paragraph 7.

31 The TGA is a Division within the department.

32 Atthe time of conducting fieldwork for the audit, the Audit and Fraud Control Branch’s Audit Manual,
June 2010, had not been updated to reflect the current membership of the Audit Committee.

33 Although the Audit and Fraud Control Branch monitors the implementation of audit recommendations
and provides a status report to the Audit Committee twice a year, this function is not specified in the
current Audit and Fraud Control Branch Charter or Audit Manual.

ANAO Report No.8 2014-15
Implementation of Audit Recommendations

33



and assistance.* In 2013-14, the Branch completed 24 audits, close to its target
of 25 reports for 2013-14. An external review of Branch activities in 2010 noted
that the Audit and Fraud Control Branch had, over time, consistently achieved
the total annual audits it had committed to deliver, in the context of an
increasing workload. Moreover, feedback from a range of stakeholders
indicated that the quality and consistency of internal audit products had
improved markedly since 2007-08.%

2.9 The Audit Committee reviews the quality of the support provided by the
Audit and Fraud Control Branch through an annual survey. The results of these
annual surveys are held by the Chair of the Audit Committee and are not made
available to the Branch for analysis and reporting. However, the ANAQO's
assessment of minutes from the meetings at which the results of the surveys
were discussed found that the Audit Committee’s views on the performance of
the Audit and Fraud Control Branch were generally positive. Further, Audit
Committee members advised the ANAO that they were satisfied with the
quality and timeliness of information provided by the Audit and Fraud Control
Branch on the implementation of audit recommendations.

Program management responsibilities

210 The successful implementation of audit recommendations requires
strong senior management oversight with implementation planning that sets
clear responsibilities and timeframes for addressing the required action.’® A
better practice approach to the implementation of significant audit
recommendations features the development of implementation plans in
consultation with the department’s internal audit function and audit
committee, if appropriate, that set clear responsibilities and timeframes for
addressing the required action.?”

211  Within Health, primary responsibility for the implementation of audit
recommendations rests with Divisions. The department’s Audit and Fraud
Control Branch consults closely with responsible Divisions in the development

34 Department of Health, Audit Manual, June 2010.

35  McGrath Nicol, Quality Assurance Review of the Department’s Internal Audit Function, Canberra, 30
June 2010, p. 37.

36  Commonwealth, Joint Committee of Public Accounts and Audit (JCPAA), 13 February 2014,
| McPhee, Auditor-General, Opening Statement, p. 2.

37  ANAO Better Practice Guide—Public Sector Internal Audit: An Investment in Assurance and Business
Improvement, September 2007, Canberra, pp. 44-45.
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Governance Arrangements

of implementation plans for internal audit recommendations, however, there is
no consultation with Divisions in the development of implementation plans for
ANAO recommendations. The lack of engagement by the internal audit
function in the development of implementation plans for ANAO
recommendations may, in part, explain why 86 per cent of internal audit
recommendations sampled were adequately implemented compared to only
43 per cent of ANAO recommendations. Moreover, it takes five months longer
on average to implement an ANAO recommendation than internal audit
recommendations. Improved consultation with Divisions by the Audit and
Fraud Control Branch would help improve the quality and consistency of
implementation plans for ANAO audit recommendations, and may contribute
to improved implementation of ANAO recommendations.®® Differences in the
implementation of ANAO and internal audit recommendations are outlined in
more detail in Chapter 3.

Systems for monitoring recommendations

212 While the implementation of audit recommendations is a management
responsibility, internal audit is well placed to monitor progress of
implementation.® Effective monitoring requires a system that accurately tracks
progress and records the actions of program managers responsible for
progressing action against timeframes.

213 In previous audits, the ANAO has examined the systems that some
entities have developed to capture audit recommendations and monitor their
implementation. The monitoring systems differ amongst entities. Some entities
have developed an electronic database that tracks progress. One department has
developed an intranet based database application to monitor internal and
external ~audit recommendations. The implementation status of
recommendations can be updated at any time by nominated officers in Divisions
throughout the department. Any changes made in the system are automatically
logged and the department’s internal audit function performs quality control
checks and monitors these changes. The information entered in the database
allows internal audit to generate a ‘traffic light report” which is used to provide

38 The ANAO'’s examination of the department’s data on the implementation of audit recommendations
found that 23 per cent of ANAO audit recommendations and nine per cent of internal audit
recommendations did not have specific timeframes recorded in the system.

39  ANAO Better Practice Guide—Public Sector Internal Audit, September 2012, Canberra, pp. 42—-43.
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an update to the Audit Committee every four months.*’ Other entities, such as
the Department of Health, employ a basic system relying on spreadsheets and
tables which are emailed to the relevant program areas for them to update and
return to the Audit and Fraud Control Branch.

Information systems

214 To assist the Audit Committee in assessing the appropriateness and
timeliness of action taken in response to recommendations, reporting by
Divisions to the Audit and Fraud Control Branch should include all of the
necessary information and be an accurate representation of the implementation
status of the recommendation.

215 The Department of Health’s system of iterative spreadsheets and
emailed documents provides the basis for preparing key information to the
Audit Committee on progress made by program areas in implementing audit
recommendations. However, the use of this system has an inherent risk in
terms of potential data loss which may result from the manual transfer of
information from one spreadsheet to another. The ANAO’s analysis identified
an instance where information was omitted through the manual manipulation
of aggregate figures.*! While this information was still available from earlier
versions of the spreadsheets, this example highlights the risks inherent in
systems based on the manual handling of data.

216  Further, the department’s current system is not well suited to tracking
progress in implementation. To track the implementation of a recommendation
often requires accessing multiple spreadsheets, written documents and hard
copy files.

217  There is scope to improve the efficiency and accuracy the department’s
audit recommendation implementation data through the use of a consolidated
database. The Audit and Fraud Control Branch is in the process of developing a
Microsoft Access database to record audit recommendations and track progress.*
The database holds the same information available in the Audit Committee
papers including the recommendation, its priority rating, implementation action

40  ANAO Audit Report No.53 2012—13 Agencies’ Implementation of Performance Audit
Recommendations, pp. 33—-34.

41 In this instance, historical records relating to previously closed recommendations were deleted from
the spreadsheet, instead of the records being hidden. The Audit and Fraud Control Branch’s current
SOPs state that rows should be hidden and that no records should be deleted from the document.

42  The development of this database commenced in April 2014.
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and timeframes and the responsible Division. It also has additional information
including;:

. the auditor responsible for making the recommendation;

J the Audit Committee meeting date when the monitoring process for the
recommendation commenced; and

° who authorised the closure of the recommendation.

218 The Audit and Fraud Control Branch advised the ANAO that the new
database will be used to run reports that will form the basis of reports to the
Audit Committee on audit implementation, thereby automating a large
proportion of the follow-up process. The department also expects the database
to provide a more accurate and flexible reporting capability. The Audit and
Fraud Control Branch anticipates that it will have the capability to provide
more detailed and targeted reports, including trend data (for example on the
length of time to implement recommendations by priority rating), by Division
and by audit type.

Health’s monitoring system

219 Health’s Audit Committee reviews the status of recommendations on at
least a bi-annual basis. In preparation for these bi-annual reviews, the Audit
and Fraud Control Branch emails a list of audit recommendations to the
relevant Divisions for review and updating. Figure 2.2 outlines the process that
the Audit and Fraud Control Branch uses to monitor and report the status of
audit recommendations.

Figure 2.2: Process for reporting to Audit Committee

More than 6 6 weeks before 2 weeks before || 1 week before Audit
weeks before Committee
1. Outstanding 2. ‘Schedules’ 3. AFCB 4. ‘Schedules’ are 5. Audit 6. Review by
recommenda- sent to Divisions reviews the updated and key Committee Chair Audit Committee
tions are added to provide an adequacy of information and Assistant of the status of all

to Audit >  update on action [3{ responses [ added to > Secretary AFCB |—H audit
Committee and estimated from Divisions spreadsheet meet to consider recommendations
schedules implementation closure of that are still
date recommendations ‘open’

Source: ANAO.

2.20  The Audit and Fraud Control Branch updates the spreadsheet based on
the responsible Division’s response, which may include a revised timeframe or
advice that a recommendation has been implemented and should therefore be
closed. The Audit and Fraud Control Branch applies a ‘reasonableness check’
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to the updated information provided by Divisions.** Further information or
clarification is sought by the Audit and Fraud Control Branch as required,
which the ANAO observed had been done on several occasions. The ANAO’s
analysis of the department’s handling of audit recommendations over a three
year period showed that two ANAO reports with three relevant
recommendations and one internal audit report with one recommendation
were not captured in the spreadsheet.

221 The department’s program areas tended to revise their estimated
implementation dates a number of times before recommendations were
completed.* In one case, the estimated implementation date for an internal
audit recommendation was revised five times, and was completed three years
after the original estimated implementation date and more than eight months
after the final revised implementation date. The current process does not
require Divisions to formally request extensions to implementation timeframes
for recommendations; a shortcoming which should be addressed in the context
of process improvements discussed in the next section.

Closure of recommendations

222 In previous audits of entities’ implementation of audit
recommendations, the ANAQO has identified instances where limited
supporting information was provided to the internal audit function or audit
committee to support the closure of recommendations. Audit committees
generally rely on advice from program management areas that audit
recommendations have been implemented and therefore no longer need to be
monitored by the audit committee. There are benefits in entities requiring sign-
off by senior management prior to the closure of recommendations. In two
entities, the ANAO observed that it was a standard procedure for sign-off to
occur at the Deputy Secretary level and in these entities a higher proportion of
recommendations had been adequately implemented.*

43  The department advised the ANAO that this ‘reasonableness check’ is a judgement call by the Audit
and Fraud Control Branch to determine whether the responsible Division’s actions address the intent
of a recommendation.

44 The ANAO reviewed the Audit Committee meeting papers from 1 July 2009 to 30 June 2012 and
found that at least 80 of 233 internal audit recommendations and 13 of 60 ANAO recommendations
had their implementation dates revised.

45  Commonwealth, Joint Committee of Public Accounts and Audit (JCPAA), 13 February 2014,
| McPhee, Auditor-General, Opening Statement, p. 3.
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223  Health’s process for closing recommendations does not require the
responsible program area to provide evidence of implementation of the
recommendation. The Audit and Fraud Control Branch and Audit Committee
rely on the advice provided by Division Heads that recommendations have been
implemented. The ANAO found that while 36 per cent of a sample of audit
recommendations had not been adequately implemented they had nonetheless
been closed in the department’s monitoring system.* The rate of early closure in
the ANAO’s sample highlights the risk of closing recommendations without
appropriate assurance. The department should obtain an appropriate level of
assurance from responsible Divisions to support requests to close audit
recommendations and in the case of significant recommendations, consider the
benefit of sign-off at the Deputy Secretary level.

224  When a Division advises the Audit and Fraud Control Branch that an
audit recommendation has been implemented, the Assistant Secretary of the
Audit and Fraud Control Branch will make a determination about ‘closure” of the
outstanding recommendation, in consultation with the Chair of the Audit
Committee.*” The outcomes from these discussions are not always documented in
a clear and consistent manner.*® The department should record the basis for all
decisions to close audit recommendations as implemented.

Information for Audit Committee

2.25 It is important that the information provided to the Audit Committee is
accurate, relevant and timely so the Committee can readily assess issues and
risks associated with implementation of audit recommendations. The Audit and
Fraud Control Branch provides to the Audit Committee a listing of all
outstanding audit recommendations classified by delay in implementation (that
is, three to six months, six to twelve months and more than twelve months). The
Audit Committee is also provided with more detailed information on the most

46  The ANAO’s analysis is discussed in more detail in Chapter 3.

47  Generally this discussion is held a week before the Audit Committee meeting. The ANAO notes that
the involvement of the Audit Committee Chair in making this decision is not reflected in the Audit and
Fraud Control Branch’s SOPs.

48  The Audit and Fraud Control Branch’s SOPs require that the outcomes of these meetings be
annotated in the Audit Committee schedules.
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significant recommendations, including proposed action and associated
timeframes.*

2.26  Health classifies both ANAO and internal audit recommendations
according to the degree of risk and exposure faced by the department, should
recommendations not be implemented. The Audit and Fraud Control Branch
assigns ratings to all recommendations according to a three-tiered ‘priority
rating scale’. The highest rating for recommendations is ‘significant’ and is
applied to recommendations that present ‘major issues or exposure for the
Department’. The next highest rating is ‘moderate’ and is applied to
recommendations that could ‘benefit the efficiency/effectiveness of business
and should be addressed to reduce risk to an acceptable level’. The lowest
priority rating is ‘procedural’ and is applied to recommendations relating to
‘issues of a routine nature that should be directed at ongoing administrative
improvement’.

227 The Audit Committee further refined the priority rating scale in
December 2010 by allocating timeframes to recommendations classified as
significant, moderate and procedural.® This approach reflects better practice as
discussed in the ANAO Better Practice Guide Public Sector Internal Audit:

As a general rule, recommendations designed to address the highest category
of risk exposure would be acted on immediately and implemented within one
to three months; medium risk exposures would be implemented within three
to six months and low level risk exposures within six to 12 months. Where
recommendations involve a long lead time to address fully, for example where
changes to policy, purchases of new equipment or services are involved, better
practice suggests the action plan and timeframe is broken up into stages.™

2.28 The application of a risk based approach to assessing audit
recommendations and implementation timeframes can contribute to the Audit
Committee’s oversight of implementation, discussed in the following
paragraphs.

49 Until 2008, the Audit Committee received detailed schedules for all recommendations. The department
advised that this approach was discontinued due to a significant increase in the internal audit program
conducted by the Audit and Fraud Control Branch.

50 At the time of conducting fieldwork for the audit, the Audit and Fraud Control Branch’s SOPs and Audit
Manual had not been updated to reflect the revised priority rating scale.

51 ANAO Better Practice Guide—Public Sector Internal Audit, September 2012, Canberra, p. 42.
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Audit Committee oversight

2.29 A distinguishing feature of an audit committee within an entity’s
governance framework is its potential for objectivity, as audit committees do
not undertake management responsibilities. An effective agency system for
implementing audit recommendations will be supported by an audit
committee that monitors management’s implementation of audit
recommendations, prioritising recommendations that are overdue or that pose
significant risk or exposure to the department.

230 The department’s Audit Committee actively monitors overdue and
significant audit recommendations and, at times, has taken direct follow-up
action. For instance, the Audit Committee has requested the attendance of
Division Heads responsible for the implementation of recommendations to
discuss progress and the approach adopted. In one case, a Division Head
appeared before the Audit Committee to provide an explanation as to the
reason the Division disagreed with a recommendation made in an internal
audit report. In another case, a Division Head from the responsible area
appeared at the Audit Committee to provide an update on the implementation
of recommendations that were of particular concern to the Committee.

231 A review of Audit Committee minutes by the ANAO (for the period
1 July 2009 to 30 June 2012) indicates that the Audit Committee has expressed
concerns on a number of occasions regarding overdue recommendations and
inadequate implementation schedules, particularly where the corrective action
outlined by the responsible Division did not justify the estimated
implementation date.”® The Audit Committee requested follow-up action on
specific recommendations on at least eight occasions over the three year period
examined by the ANAO and expressed concern over estimated timeframes on
at least six occasions.

2.32 Previous ANAO reports on the implementation of audit
recommendations have observed the importance of the audit committee
keeping the departmental Secretary informed of progress in implementing

52  ANAO Audit Report No.25 2012—13 Defence’s Implementation of Audit Recommendations, pp. 28 and
55.

53 For example, on 14 December 2010, the Audit Committee requested that a Division ‘bring forward the
corrective action unless large system changes are required’.
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recommendations, on an as needs basis.®* The Chair of Health’s Audit
Committee advised the ANAO that he meets with the Secretary after every
Audit Committee meeting to discuss any significant issues or risks to the
department identified in Audit Committee meetings. The Secretary is also
provided with a copy of the Audit Committee minutes from every meeting. In
addition to this, the Audit Committee will write to the Secretary as necessary,
providing advice on matters such as the department’s financial statements and
Certificate of Compliance.*

2.33  The Audit Committee’s Charter requires the Committee to provide a
report to the Secretary, on at least an annual basis, detailing its operations and
activities. The Audit Committee has provided annual reports to the Secretary
which have identified a range of issues including changes to Audit Committee
membership, the scale of the internal audit work program, updates on risk
management and fraud control activities and updates on issues of non-
compliance within the department. The ANAO reviewed these annual reports
over three years from 2009-10 and found that they also included an update on
the implementation of outstanding audit recommendations. The information is
provided in the form of high level statements regarding the closure of
recommendations and possible improvements.

Conclusion

2.34 It is an entity’s responsibility to manage the implementation of audit
recommendations to which it has agreed. Primary responsibility for
implementing audit recommendations within Health lies with senior managers
in the program area or business units subject to the audit. While the
implementation of audit recommendations is a management responsibility, the
internal audit function is well placed to monitor the progress of
implementation. Effective monitoring requires a system that accurately tracks
progress and records the actions of program managers responsible for
progressing action against timeframes.

235 The department’s Audit and Fraud Control Branch discharges the
internal audit function. The Branch has a well-established process for

54 ANAO Audit Report No.25 2012—13 Defence’s Implementation of Audit Recommendations, pp. 11 and
31.

55  The annual Certificate of Compliance process has to date involved the provision of a written report on
the department’s compliance with financial framework requirements. The report is provided by the
Secretary to the responsible Minister, copied to the Finance Minister.
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monitoring the implementation of audit recommendations. The Branch liaises
with relevant Divisions for updates on the implementation of audit
recommendations, which provide a basis for reporting to the Audit Committee
twice a year. A system of iterative spreadsheets and emailed documents is
used to prepare key information for the Audit Committee on progress made by
program areas in implementing audit recommendations. While the
information is relevant and well-targeted, the use of this system has an
inherent risk in terms of potential data loss from the manual transfer of
information from one spreadsheet to another.® Moreover, the department’s
current system is not well suited to readily tracking progress in
implementation over the life of a recommendation. To track the course of
implementation of a recommendation often requires accessing multiple
spreadsheets, written documents and hard copy files.

236 The ANAO also noted that limited supporting information was
provided by program areas to support the closure of recommendations as
implemented. The Audit and Fraud Control Branch and Audit Committee
generally rely on advice provided by the First Assistant Secretaries (Division
Heads) from the program areas responsible for implementation that
recommendations have been implemented. The ANAO identified a number of
audit recommendations that have not been adequately implemented despite
being closed in the audit recommendation monitoring system. There are
benefits in requiring formal sign-off by senior management prior to the closure
of recommendations. As highlighted in ANAO Audit Report No.53 2012-13
Agencies” Implementation of Performance Audit Recommendations, for those entities
that required senior management sign-off at the Deputy Secretary level, the
ANAQO observed a higher proportion of recommendations had been
adequately implemented.>”

2.37  There is no formal process through which Divisions seek extensions to
the implementation timeframes for recommendations, and the six monthly
update to the Audit Committee schedules is when a possible delay to

56  The ANAO'’s review identified an instance where information was lost from the current spreadsheet.
Historical records relating to previously closed recommendations were deleted from the spreadsheet,
instead of the records being hidden. The Audit and Fraud Control Branch’s current SOPs state that
rows should be hidden and that no records should be deleted from the document. While this data
could be recovered from previous records it illustrates the inherent risk in the use of spreadsheets and
emails rather than a database system.

57  Commonwealth, Joint Committee of Public Accounts and Audit (JCPAA), 13 February 2014,
| McPhee, Auditor-General, Opening Statement, pp. 3—4.
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implementation is first identified. In many cases, Divisions revised their
estimated implementation dates numerous times before recommendations
were completed. A review of Audit Committee minutes by the ANAO (for the
period 1 July 2009 to 30 June 2012) indicates that the Audit Committee has
expressed concerns on a number of occasions regarding overdue
recommendations and inadequate implementation schedules, particularly
where the corrective action outlined by the responsible Division did not justify
the estimated implementation date.®® The Audit Committee requested follow-
up action on specific recommendations on at least eight occasions over the
three year period examined by the ANAO and expressed concern over
estimated timeframes on at least six occasions. To avoid the risk of drift in the
timeliness of implementation, responsible Divisions should formally request
extensions to agreed implementation timeframes for audit recommendations.

Recommendation No.1

238 To improve the quality and accuracy of internal processes for
monitoring the implementation of audit recommendations and information
provided to the department’s executive and Audit Committee, the ANAO
recommends that the Department of Health:

(a) record clear deliverables and timeframes for the implementation of all
audit recommendations;

(b) require responsible Divisions to formally request extensions to agreed
implementation timeframes;

() seek appropriate assurance from responsible Divisions supporting
requests for the closure of audit recommendations as implemented; and

(d) record the basis for all decisions to close audit recommendations as
implemented.

Department of Health’s Response: Agreed.

58 For example, on 14 December 2010, the Audit Committee requested that a Division ‘bring forward the
corrective action unless large system changes are required’.
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3. Implementation of Audit
Recommendations

This chapter reports on the extent to which the Department of Health has implemented
audit recommendations from both ANAQ performance audits and internal audits.

Introduction

3.1 Audit recommendations identify risks to the successful delivery of
outcomes consistent with policy and legislative requirements, and highlight
actions aimed at addressing those risks, and opportunities for improving entity
administration. Entities are responsible for the implementation of audit
recommendations to which they have agreed, and the timely implementation of
recommendations allows entities to realise the full benefit of audit activity.*

3.2 This chapter examines the Department of Health’s (Health)
performance in implementing ANAQO performance audit and internal audit
recommendations.

Audit approach

3.3 The ANAO assessed Health’s performance in implementing seven
recommendations from three ANAO audit reports tabled in Parliament between
1 July 2009 and 30 June 2012.°° The ANAO also examined the implementation of
seven recommendations from six internal audit reports finalised during the
same three year period.®! All audit recommendations selected for assessment
had been recorded as fully implemented (that is, closed) by the Audit and Fraud
Control Branch.

59  Commonwealth, Joint Committee of Public Accounts and Audit (JCPPA), 13 February 2014,
| McPhee, Auditor-General, Opening Statement, p. 1.

60  The sample of ANAO audit recommendations selected for assessment excluded recommendations
arising from ANAO cross-agency audits.

61 The audit recommendations selected for the ANAO sample excluded recommendations relating to
aged care services and programs that are no longer part of the Health portfolio following Machinery of
Government changes announced in September 2013. Similarly, any recommendations in relation to
sports programs were also excluded as the department had only re-acquired responsibility for these
programs from September 2013. Recommendations arising from the department’s internal audits of its
state and territory offices have also been excluded from assessment.
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3.4 Table 3.1 summarises the number of audit recommendations assessed
by the ANAO for progress in implementation and the timeliness of

implementation.
Table 3.1: Number of recommendations assessed, July 2009-
June 2012

Recommendations assessed ANAO Int:;r:;:: Total
Assessed for No. of audit recommendations 7 7 14
impl tati
implementation No. of audit reports 3 6 9
Assessed for No. of audit recommendations 35 185 220
timeli
Imeliness No. of audit reports 14 58 72

Source: ANAO.

3.5 The ANAO reviewed entity documentation, interviewed key staff, and
extracted data from the department’s monitoring system to assess the
implementation of 14 recommendations, appearing in nine audit reports. The
extent to which implementation had been achieved was considered in the
context of the relevant Division’s progress towards the intended outcome of
the audit recommendation. The definitions used to assess the extent to which
recommendations had been implemented are provided in Table 3.2.

Table 3.2: ANAO’s categorisation of implementation
Category Explanation
Adequate The action taken met the intent of the recommendation, and sufficient
implementation evidence was provided to demonstrate action taken.
Partial This category encompasses three considerations:

implementation — Action taken was less extensive than recommended by the

ANAO. Action either fell short of the intent of the
recommendation, or only addressed some of the identified risks.

— The entity may have established a process or procedure to
address an issue, however, the specific action noted in the
recommendation was not complete at the time of the assessment.

— The entity may have commenced action to address a
recommendation but subsequent policy changes may influence
how it might be implemented.

Not adequate This category encompasses two considerations:

implementation — There is no supporting evidence that action has been undertaken.

— The action taken does not address the recommendation.

Source: ANAO.
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Implementation of Audit Recommendations

3.6 The ANAO also assessed the timeliness of Health’s implementation of
audit recommendations. This analysis was done by reviewing and collating the
information held by the Audit and Fraud Control Branch regarding the
implementation of ANAO and internal audit recommendations made from
1 July 2009 to 30 June 2012. This analysis, which involved a review of 220
recommendations (comprising 35 ANAO recommendations and 185 internal
audit recommendations appearing in 72 audit reports), also excluded
recommendations relating to programs and services in ageing and sport, and
recommendations from the department’s internal audits of its state and
territory offices.

ANAO assessment of the implementation of audit
recommendations

3.7 The ANAO has indicated in previous audits that a structured and
planned approach to the implementation of audit recommendations assists
entities to manage timeliness, completeness and adequacy of implementation,
by allowing progress to be clearly targeted and monitored within the program
management area.®

3.8 Table 3.3 provides a summary of the ANAQO'’s assessment of Health's
implementation of a sample of seven ANAO audit recommendations and
seven internal audit recommendations. The audit recommendations have been
provided in full at Appendix 2 including the ANAO’s assessment of them. In
summary, nine of the 14 recommendations in the ANAQO’s sample had been
adequately implemented. Five recommendations had only been partially
implemented, despite having been closed (as fully implemented) in the
department’s monitoring system for audit recommendations.

62  ANAO Audit Report No.53 2012-13 Agencies’ Implementation of Performance Audit
Recommendations, p. 53.
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Table 3.3: Overview of the ANAO’s assessment

Implementation category ANAO Internal audit Total
recommendations recommendations

Adequate implementation 3 (43%) 6 (86%) 9 (64%)
Partial implementation 4 (57%) 1 (14%) 5 (36%)
Not adequate implementation 0 0 0
Total 7 7 14
Source: ANAO analysis.
Note: The implementation categories used to assess the recommendations are outlined in Table 3.2.
3.9 Overall, the department performed better in implementing the

recommendations from internal audits than ANAO recommendations. Of the
seven ANAO recommendations that were analysed, only three of the
recommendations were adequately implemented, compared to six internal
audit recommendations. This difference could in part be attributed to the
higher level of engagement between the Audit and Fraud Control Branch and
responsible Divisions when developing implementation plans for internal
audit recommendations. As discussed in Chapter 2, the ANAO was advised by
the department that once the Audit and Fraud Control Branch had drafted an
internal audit report, it continued to work with the responsible program
manager to develop an implementation plan for the audit recommendations
and associated implementation dates. These discussions occurred before an
internal audit report had been finalised. This level of engagement in the
development of an implementation plan does not occur with ANAO
recommendations. Instead, program areas advise the Audit and Fraud Control
Branch of proposed actions and timeframes for implementing ANAO
recommendations when they provide their twice-yearly status update to the
Audit Committee.

3.10 The difference observed in progressing the implementation of ANAO
recommendations and internal audit recommendations could also be related to
the style of the recommendations themselves. ANAO recommendations tend
to be less prescriptive than internal audit recommendations, which generally
outline the specific action to be taken by the responsible Division. The focus of
ANAO recommendations tends to be on the desired outcome—how this is
achieved is generally left to the department. The ANAQO's approach allows the
department to tailor the implementation of recommendations to its current
operating environment.
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Implementation of Audit Recommendations

3.11 A typical example of an internal audit recommendation is that ‘staff are
to be reminded of the Department’s recordkeeping policy, particularly in
relation to documenting key decisions and retention of external
correspondence’. This action is specific when compared with the following
example of an ANAO recommendation:

To improve compliance with the regulatory framework, the ANAO
recommends that the TGA [Therapeutic Goods Administration]: (a) use its
random sampling review of listed medicines to develop risk profiles of
sponsors and the most significant characteristics of medicines and (b) use the
profiles to inform its program of post market reviews.

3.12 While the outcomes for this recommendation are clear, the ANAO has
avoided detailing the process required to address the recommendation, leaving
scope for the department to develop the most appropriate course of action to
address the recommendation.

313 The ANAQ’s assessment of the implementation of this ANAO
recommendation found that it had only been partially implemented. While
improvements had been made to the relevant IT system to capture the
information necessary to develop risk profiles, sufficient information had not
been collected to develop sufficiently reliable profiles on which the program of
post market reviews could be based. By comparison, the ANAO found that the
internal audit recommendation discussed above had been adequately
implemented within six months.

Cross-entity comparison

3.14 In recent years the ANAO has conducted a program of performance
audits that have assessed the implementation of audit recommendations by
seven departments, using the same assessment criteria outlined in Table 3.2.
While recognising that individual audit recommendations may vary in their
scope and complexity, the ANAO’s published findings provide a basis for the
comparative assessment of departmental performance.

3.15 Figure 3.1 presents the results from the three ANAO audit reports
tabled to date®, alongside the results of the ANAO’s assessment of the
Department of Health in the current audit. The figure indicates the proportion

63  ANAO Audit Report No.25 2012-13 Defence’s Implementation of Audit Recommendations; ANAO
Audit Report No.53 2012-13 Agencies’ Implementation of Performance Audit Recommendations; and
ANAO Audit Report No.34 2013-14 Implementation of ANAO Performance Audit Recommendations.
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of recommendations that were assessed by the ANAO as adequately, partially
or not adequately implemented by the audited departments, including Health.
In summary, Figure 3.1 indicates that:

. an average of 65 per cent of recommendations were assessed as
adequately implemented across the seven departments, as compared to
64 per cent in Health;

o an average of 22 per cent of recommendations were assessed as partially
implemented across the seven departments, as compared to 36 per cent
in Health; and

o an average of 13 per cent of recommendations were assessed as not
adequately implemented across the seven departments, as compared to
Health which had no recommendations in this category.

Figure 3.1: Implementation of audit recommendations by Australian
Government entities
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Source: ANAO analysis.

Note: Overall, the combined average for all eight audited departments has been: 65 per cent of audit
recommendations adequately implemented; 24 per cent partially implemented; and 11 per cent not
adequately implemented.
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Implementation of Audit Recommendations

The closure of recommendations

316 The ANAOQO's analysis of the implementation of 14 ANAO and internal
audit recommendations indicates that Health’s processes for monitoring the
implementation and closure of audit recommendations could be improved. The
ANAQ's analysis identified that five of the recommendations were closed in the
department’s system prior to being fully implemented, based on commitments by
the responsible Divisions that appropriate action would be taken to address the
recommendations, or that further action would be taken that would adequately
address the recommendations. Subsequent analysis by the ANAO indicated that
four of these recommendations did not go on to be adequately implemented.

3.17 Table 3.4 provides a listing of the recommendations examined by the
ANADOQ, including the recommendations closed prior to implementation, based
on commitments made by the responsible Divisions (blue shading). The table
also indicates the priority ratings assigned to the recommendations and the
ANAOQ'’s assessment of the level of implementation.

Table 3.4: The closure of recommendations prior to implementation

2 o - 1J -
O aatio 0 0 adon a ANAO

ANAO recommendations

Rec 3, Report No.3 2011-12 Moderate Y Partial implementation
Rec 4, Report No.3 2011-12 Moderate Y Partial implementation
Rec 5, Report No.3 2011-12 Moderate Y Partial implementation
Rec 2, Report No.44 2011-12 Moderate Y Partial implementation
Rec 1, Report No.51 2010-11 Moderate N Adequate implementation
Rec 3, Report No.51 2010-11 Procedural N Adequate implementation
Rec 5, Report No.51 2010-11 Moderate N Adequate implementation
Internal audit recommendations

Rec 1, Report No.30 2010-11 Significant Y Adequate implementation
Rec 1, Report No.4 2009-10 Procedural N Adequate implementation
Rec 2, Report No.15 2010-11 Significant N Adequate implementation
Rec 1, Report No.6 2011-12 Moderate N Adequate implementation
Rec 9, Report No.20 2011-12 Significant N Adequate implementation
Rec 11, Report No.20 2011-12 Significant N Partial implementation
Rec 3, Report No.22 2011-12 Significant N Adequate implementation

Source: ANAO analysis.
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3.18 Five of the 14 recommendations (36 per cent) examined by the ANAO
were closed prematurely. The ANAO also observed that limited supporting
information was generally provided to the Audit and Fraud Control Branch
and the Audit Committee to support the closure of recommendations. The
Audit and Fraud Control Branch and the Audit Committee generally relied on
assurances from the responsible First Assistant Secretary (Division Head) that
the recommendation had been implemented and, therefore, no longer needed
to be monitored.

3.19 It is the responsibility of entity management to implement agreed audit
recommendations, assess progress and report accurately on the state of
implementation. That said, it is the responsibility of the department’s internal
audit function to ensure that internal monitoring and reporting processes
provide adequate assurance as a basis for advising the Audit Committee and the
Secretary on progress with implementation. The internal audit function and the
Audit Committee lose oversight of the progress of implementation where
recommendations are closed prematurely. The early closure of
recommendations means that the Audit and Fraud Control Branch and the
Audit Committee are not able to adequately identify and monitor departmental
risks, on behalf of the Secretary, or identify the need for remedial action where a
Division is not making adequate or timely progress in its implementation of a
recommendation. The department should obtain an appropriate level of
assurance from responsible Divisions for all requests relating to the closure of
audit recommendations as implemented, and consider the benefit of sign-off at a
more senior level for significant recommendations.

The timeliness of the department’s implementation of
audit recommendations

3.20 Audit recommendations can vary in scope and complexity, and as a
consequence the implementation task may require coordination across a range
of program delivery and support functions within an entity. The risks involved
and the time taken to implement recommendations within entities can vary.
Notwithstanding these considerations, if implementation is not progressed
promptly, and individual risks remain untreated, the full value of the audit is
not being achieved. In this context it is important that the internal audit
function and the audit committee keep the entity’s accountable authority
informed on progress with implementing recommendations that are complex,
difficult or overdue.
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Implementation of Audit Recommendations

3.21 Table 3.5 provides an overview of the timeliness of the department’s
implementation of audit recommendations.** As discussed, the ANAO
examined the timeliness of Health’s implementation of a sample of performance
audit recommendations from 1 July 2009 to 30 June 2012, which involved the
review of 220 recommendations (comprising 35 ANAO recommendations and
185 internal audit recommendations).®> The results show that, on average, the
ANAQO and internal audit recommendations took 379 days to close, with ANAO
recommendations taking 160 days longer to close than the internal audit
recommendations. Additionally, a majority of all recommendations (75 per cent)
were closed after the original estimated implementation date.

Table 3.5: Timeliness of implementation of audit recommendations,
July 2009-June 2012

Recommendations H ANAO Internal audit Total/average ‘
Average no. of days estimated to 424 days 155 days 191 days
implement recommendations

Average no. of days to close 514 days 354 days 379 days
recommendations

No. and percentage of recommendations 2 (6%) 19 (10%) 21 (10%)

closed on or before the original estimated
implementation date

No. and percentage of recommendations 23 (66%) 141 (76%) 164 (75%)
closed after the original estimated
implementation date

Average no. of extra days that it took for 244 days 232 days 234 days
overdue recommendations to be closed

Total no. of recommendations 35 185 220

Source: ANAO.

Note: The percentages provided in the table do not equal 100 as 10 (or 29 per cent) of the ANAO
recommendations and 25 (or 14 per cent) of the internal audit recommendations did not have clear
estimated implementation dates.

64  The Audit and Fraud Control Branch does not capture the exact dates that recommendations are
implemented. The closure of recommendations is only recorded at the time of the bi-annual Audit
Committee meetings at which the implementation of recommendations is considered. Therefore, there
may be a delay of up to six months in the implementation dates of some of the audit
recommendations. As discussed, there is also a tendency to report the closure of some
recommendations by Divisions prior to final implementation.

65  The ANAO'’s analysis of timeliness excluded: 47 recommendations the department was already
compliant with or was compliant with by publication; 17 recommendations that were overtaken by
events prior to closure; and five recommendations that were yet to be implemented. In addition, four
recommendations made in the period examined by the ANAO were not captured in the department’s
monitoring system and, as a result, were not assigned to Divisions for implementation.
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3.22  Figure 3.2 shows that 95 per cent of the internal audit recommendations
examined were closed within two years, in comparison with 77 per cent of the
ANAO recommendations examined. On average, internal audit recommendations
took 12 months to close while ANAO recommendations took an average of
17 months to close.

Figure 3.2: Time taken to implement audit recommendations
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Source: ANAO.
Note: This analysis involved 35 ANAO audit recommendations and 185 internal audit recommendations.

3.23  The closure of internal audit recommendations some five months earlier,
on average, than ANAO recommendations may reflect the level of engagement
between the responsible Divisions and the Audit and Fraud Control Branch in
developing an agreed plan for implementing internal audit recommendations.
As discussed at paragraph 3.9, implementation plans for internal audit
recommendations are developed in consultation with the Audit and Fraud
Control Branch prior to the audit reports being published, in contrast to the
approach adopted for ANAO audits, which does not involve such consultation.
Further, as discussed at paragraphs 3.10-3.12, the specificity of internal audit
recommendations may also be a factor in their speedier implementation.

3.24  Figure 3.3 compares estimated and actual implementation times for the
closed ANAO and internal audit recommendations.
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Implementation of Audit Recommendations

Figure 3.3: Comparison of estimated and actual implementation times
of audit recommendations
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Source: ANAO.

Note: For the purposes of this analysis, recommendations that were not assigned a specific
implementation date have not been included. This analysis involved 25 ANAO audit
recommendations and 160 internal audit recommendations.

3.25 The ANAO'’s analysis shows that, although 32 per cent of the ANAO
recommendations and 90 per cent of the internal audit recommendations were
estimated to be implemented in the first year, only eight per cent of the ANAO
recommendations and 61 per cent of the internal audit recommendations were
closed within this timeframe. Additionally, while eight per cent of the ANAO
recommendations were estimated to take more than two years to implement,
32 per cent of the recommendations were closed in this timeframe. This contrasts
with the internal audit recommendations, only five per cent of which took more
than two years to close. The significant variance between estimated and actual
implementation dates, for both ANAO and internal audit recommendations,
indicates possible shortcomings in the department’s approach to assessing
implementation risks, and the processes employed to monitor progress.
Measures to address shortcomings in the monitoring and closure process have
been identified in the recommendation for this audit. The related issues of
accurately assessing implementation risks and timeframes require ongoing
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management attention within all Divisions responsible for planning the
implementation of audit recommendations.

Priority rating scale

3.26 As discussed in Chapter 2, consistent with better practice the
department applies a priority rating scale to all recommendations, based on
the degree of risk and exposure to the department.®® The scale includes three
categories—significant, moderate and procedural. The implementation
timeframes are: three months for recommendations rated as significant;
six months for recommendations rated as moderate; and 12 months for
recommendations rated as procedural.

3.27 Table 3.6 shows that two thirds of the ANAO recommendations and
over half of the internal audit recommendations from the sample period
(1 July 2009 to 30 June 2012) were rated as a moderate risk by the department.
Only 21 per cent of the recommendations were rated as significant and, of
these, only 12 percent of the ANAO recommendations were rated as
significant. As discussed in Chapter 2, the schedules for significant
recommendations are presented to the Audit Committee for review while the
audit recommendations that are not classified as significant are incorporated
into broader statistics.

Table 3.6: Priority rating scale and assessment of the sample
recommendations

Priority ratings Implementation ANAO Internal

timeframes audit
Significant 3 months 7 (12%) 54 (23%) | 61 (21%)
Moderate 6 months 40 (67%) 125 (54%) | 165 (56%)
Procedural 12 months 9 (15%) 54 (23%) | 63 (22%)
Not rated 4 (7%) Nil 4 (1%)
Total no. of recommendations 60 233 293

Source: Department of Health records.
Note: The percentages provided in the table do not equal 100 due to rounding.

66  See paragraph 2.26 of this audit report.
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Implementation of Audit Recommendations

3.28 Figure 3.4 shows the length of time taken to close the significant
recommendations in the sample examined by the ANAO. According to the
department’s priority rating scale, significant recommendations should be
implemented within three months. The results show that the majority of the
significant recommendations (96 per cent) were not closed within the
three month timeframe. Twenty-seven per cent of the recommendations were
closed more than twelve months after they were made and four of these
recommendations took more than two years to close.

Figure 3.4: Time taken to close significant recommendations
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Source: ANAO analysis.

Note: For the purposes of this analysis, only recommendations made after 14 December 2010 have
been included, as that was when the revised implementation timeframes were introduced. This
analysis involved three ANAO audit recommendations and 48 internal audit recommendations.

3.29 Figure 3.5 shows the length of time taken to close the moderate
recommendations in the sample examined by the ANAO. According to the
department’s priority rating scale, moderate recommendations should be
implemented within six months. The results show that only 27 per cent of the
moderate internal audit recommendations were closed within the six month
timeframe. No moderate ANAO recommendations were closed within
six months.
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Figure 3.5: Time taken to close moderate recommendations
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Note: For the purposes of this analysis, only recommendations made after 14 December 2010 have
been included, as that was when the revised implementation timeframes were introduced. This
analysis involved 14 ANAO audit recommendations and 63 internal audit recommendations.

3.30 Figure 3.6 shows the length of time taken to close the procedural
recommendations in the sample. According to the department’s priority rating
scale, procedural recommendations should be implemented within 12 months.
The results show that none of the procedural ANAO audit recommendations
were closed within the 12 month timeframe, compared to 62 per cent of the
procedural internal audit recommendations which were closed within 12 months.

Figure 3.6: Time taken to close procedural recommendations

100%

80%
80%

62%
60% o 50%
(]

40% —

38%

20%

20% —
6%

Nil Nil

Percentage of recommendations

0%
Less than 12 12-24 More than 24
Months to close
ANAO recommendations ® Internal audit recommendations Total

Source: ANAO analysis.

Note: For the purposes of this analysis, only recommendations made after 14 December 2010 have
been included, as that was when the revised implementation timeframes were introduced. This
analysis involved five ANAO audit recommendations and 13 internal audit recommendations.
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3.31 The Audit Committee introduced a revised priority rating scale for audit
recommendations in December 2010, which stipulates timeframes for
implementation. Despite this change the ANAO found that, for the
recommendations made after the introduction of the revised timeframes:

. one per cent were closed within three months (according to the scale,
this should have been 35 per cent);

. 27 per cent were closed between three to six months (instead of
53 per cent);
. 28 per cent were closed between six to 12 months (instead of

12 per cent); and

. the remaining 44 per cent of recommendations took longer than
12 months to close.

3.32 Overall, while the department’s system for implementing audit
recommendations exhibits elements of better practice, such as having a clear
allocation of roles and responsibilities and a priority rating scale for all
recommendations based on an assessment of risk, the department has not
consistently implemented recommendations in a timely manner. The ANAO’s
analysis indicates that there can be lengthy delays in implementing
recommendations, including for significant recommendations. On average, the
significant recommendations made after the risk based timeframes were
introduced took 302 days to close. This exceeded the three month
implementation timeframe by 211 days. As a general rule, significant
recommendations designed to address the highest category of risk exposure
should be acted on immediately and implemented within one to three months.
Where recommendations involve a long lead time to address, for example where
changes to policy, purchases of new equipment or services are involved, better
practice suggests that the action plan and timeframe could be broken up into
stages with the first stage implemented within three months.®” Delays in
implementation can impact on entity performance as audit recommendations
are designed to address risks to an entity’s successful delivery of its
responsibilities. In these circumstances, the early implementation of the
measures recommended in this audit should be accompanied by a clear senior
management focus on accountabilities at the Divisional level.

67  ANAO Better Practice Guide—Public Sector Internal Audit, September 2012, Canberra, p. 42.
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Conclusion

3.33 In order to derive the intended benefit, audit recommendations should
be effectively implemented in a timely manner. The ANAOQO assessed a sample
of seven ANAO audit recommendations and seven internal audit
recommendations that had been closed in the department’s monitoring system
to determine whether they had been adequately implemented. The ANAQO'’s
review found the department’s implementation of agreed ANAO and internal
audit recommendations was variable, indicating shortcomings in
implementation approaches.

334 The ANAO identified five audit recommendations out of 14 (or
36 per cent) that had not been adequately implemented despite being recorded
as closed on the department’s monitoring system. As these recommendations
had been formally closed on the department’s monitoring system, the Audit
Committee no longer had visibility over them. The Audit Committee generally
relied on advice from Division Heads that recommendations had been
implemented and therefore no longer needed to be monitored by the Audit
Committee. To avoid the premature closure of audit recommendations as
implemented, the internal audit function should obtain an appropriate level of
assurance from responsible Divisions for all requests to close
recommendations, and should record the basis for all decisions to close audit
recommendations as implemented.

3.35  Over the past two years, the ANAO has conducted a program of audits
on the implementation of audit recommendations by seven Australian
Government departments. A comparison of the rate of implementation of
audit recommendations by the Department of Health against the seven other
selected departments indicated that:

. an average of 65 percent of recommendations were assessed as
adequately implemented across the seven departments, as compared to
64 per cent in Health;

J an average of 22percent of recommendations were assessed as

partially implemented across the seven departments, as compared to
36 per cent in Health; and

. an average of 13 per cent of recommendations were assessed as not
adequately implemented across the seven departments, as compared to
Health which had no recommendations in this category.
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Implementation of Audit Recommendations

3.36 The ANAO also considered the timeliness of Health’s implementation of
audit recommendations, through the analysis of a sample of 220
recommendations  (comprising 35 ANAO and 185 internal audit
recommendations). The ANAO'’s analysis identified issues with the timeliness of
the department’s implementation of recommendations, particularly ANAO
recommendations. The ANAO found that, on average, the ANAO
recommendations sampled took 514 days to close, while the internal audit
recommendations took, on average, 354 days. These implementation timeframes,
on average, exceeded the department’s estimated timeframes by 188 days.

= =

Tan McPhee Canberra ACT
Auditor-General 26 November 2014
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Appendix 1: Entity Response

Australian Government
Department of Health

SECRETARY

Dr Tom Toannou

Group Executive Director

Performance Audit Services Group

Australian National Audit Office

GPO Box 707

Canberra ACT 2601

Dear Dr Ioannou

Proposed Audit Report on Health's Implementation of Audit Recommendations

I refer to your letter dated 29 October 2014 and the enclosed proposed Performance Audit
Report on Health’s Implementation of Audit Recommendations.

The findings of the report and the recommendation have informed changes to the systems and
processes that monitor the implementation of audit recommendations within the Department.

The Department’s response for noting in the Audit Report Summary is:
The findings of the audit have been of value in the further enhancement of Departmental
processes to improve performance in'the delivery of Health outcomes. The Department of

Health agrees with the audit recommendation.

If you have any questions regarding the Department’s response, please contact Mr Colin
Cronin on (02) 6289 7877.

Yours sincerely

/‘ y 4
: w]es PSM
Segretary

7 November 2014

MDP 84 GPO Box 9848 Canberra ACT 2601
Telephone: (02)6289 8401 Facsimile: (02) 6285 1994
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The ANAO’s Assessment of
Implementation

Appendix 2:

ANAO recommendations

(ATAPS) Program

Report No.51 2010-11 Administration of the Access to Allied Psychological Services

Recommendation 1—Needs-based funding model.

To support the effective targeting of program funding, the ANAO
recommends that the Department of Health provide options for Ministerial
consideration that would allow the ATAPS program to transition to an
appropriate needs-based funding model.

Adequate
implementation

Recommendation 3—Demand management strategies.

To support equitable access to treatment for eligible consumers experiencing
a mental health disorder, the ANAO recommends that the Department of
Health periodically review the demand management strategies employed by
Divisions funded under the ATAPS program and provide additional
assistance and guidance where necessary.

Adequate
implementation

Recommendation 5—Risk based compliance strategy.

In order to plan and coordinate its compliance activities, the ANAO
recommends that the Department of Health establishes a risk based
compliance strategy, promulgates the strategy to internal and external
stakeholders, and periodically reviews the strategy.

Adequate
implementation

Report No.3 2011-12 Therapeutic Goods Regulation: Complementary Medicines

Recommendation 3—Post market reviews.

The ANAO recommends that the TGA makes information available in a timely
manner to the Australian public, for each listed complementary medicine,
stating whether it has been subject to post market review by the TGA, when it
was reviewed and the outcome of that review.

Partial
implementation

Recommendation 4—Risk profiles.

To improve compliance with the regulatory framework, the ANAO
recommends that the TGA: (a) use its random sampling review of listed
medicines to develop risk profiles of sponsors and the most significant
characteristics of medicines and (b) use the profiles to inform its program of
post market reviews.

Partial
implementation

Recommendation 5—Advertising breaches.

The ANAO recommends that the TGA adopt a standard operating procedure
for completing investigations of advertising breaches. In developing the
procedure the TGA should incorporate: (a) appropriate timeframes for
completing the investigations and (b) the provision of regular reports to the
TGA executive on progress with investigations and trends in non-compliance.

Partial
implementation
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Recommendations

Appendix 2

assessment

ANAO

Report No.44 2011-12 Administration of the Primary Care Infrastructure Grants

Program

Recommendation 2—Focused evaluation.

Partial

Recognising that the allocation of grants under the PCIG program is largely
complete, the ANAO recommends that Department of Health undertake
focused evaluation activity to assess program effectiveness, drawing on

implementation

available information and reporting mechanisms.

Internal audit recommendations

Report No.4 2009-10 Audit of Advertising Campaigns

Recommendation 1—Recordkeeping.

Adequate

Audit recommends staff be reminded of the department’s recordkeeping
policy, particularly in relation to the documenting of key decisions and
retention of external correspondence.

implementation

Report No.15 2010-11 Follow-up Audit of Record Keeping

Recommendation 2—Recordkeeping policy.

Adequate

Audit recommends that Business Group update the Recordkeeping Policy in

implementation

accordance with NAA’s “How to Develop a Recordkeeping Policy” guidance.

Report No.30 2010-11 Review of Capital Grants Management — Health and Medical

Research Infrastructure Projects

Recommendation 1—Treatment of GST.

Adequate

Audit recommends that the Centre for Excellence in Capital Grants
Administration in the OCFO provide definitive advice to all capital program
hubs in relation to the treatment of GST on the funding amounts provided
under capital programs (that is, whether the funding amounts should be GST
inclusive or GST free).

implementation

Report No.6 2011-72 Audit of the Commitment to Spend Public Monies on Procurement

Activities

Recommendation 1—SAP and AusTender data.

Adequate

Audit recommends that the office of the Chief Financial Officer conduct a
review of the timeliness and accuracy of contract information recorded initially
in SAP and then reported to AusTender.

implementation

Report No.20 2011-12 Audit of the Procurement of End User Print, Scan a
Services

nd Copy

Recommendation 9—Recordkeeping.

Adequate

Audit recommends that all documentation, particularly in relation to key
decisions in the procurement process, is retained on a Departmental file, or
an official Departmental recordkeeping system.

implementation
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Recommendations ANAO

assessment

Recommendation 11—Contract signatures. Partial
implementation

Audit recommends that the Department ensures that all contracts, and
variations, are signed and witnessed by both parties and that the date of the
last signatory is recorded.

Report No.22 2011-12 Audit of the Procurement of Physical Security Services

Recommendation 3—AusTender data. Adequate
implementation

Audit recommends that the contract amount in AusTender is promptly
corrected to reflect the full value of the contract.

Source: ANAO.
Note: The categories of implementation are outlined in Table 3.2.
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Index

A

accountable authority, 12, 25, 26, 31, 52

adequacy of the implementation of
recommendations, 13-15, 17-19, 35,
39, 43, 46-52, 60, 66

ANAQ's program of audits on the
implementation of audit
recommendations, 12, 19, 28, 29, 49,
60

audit committees, 11, 12, 15, 26, 31, 32,
34,38, 41,52

B
better practice, 15, 16, 34, 40, 56, 59

G

governance, 11, 16, 25, 31, 33, 41

H

Health's Audit Committee, 13-19, 26,
31-34, 3644, 48, 52, 56, 59, 60

Health's internal audit function (the
Audit and Fraud Control Branch),
15-19, 26, 31, 33-40, 42, 43, 45, 47, 48,
52, 54

internal audit functions, 11-15, 17, 34,
35, 38,42, 52

J

Joint Committee of Public Accounts
and Audit (JCPAA), 12,27, 28

P

Public Governance, Performance and
Accountability Act 2013 (PGPA Act),
25,26, 33

Public Governance, Performance and
Accountability Rule 2014, 33

S

systems for monitoring the
implementation of
recommendations, 13, 15-17, 26, 35—
38,42, 43

-

timeliness of the implementation of
recommendations, 14, 15, 18-19, 35,
44, 52-61
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Series Titles

ANAO Report No.1 2014-15

Confidentiality in Government Contracts: Senate Order for Departmental and Agency
Contracts (Calendar Year 2013 Compliance)

Across Agencies

ANAO Report No.2 2014-15
Food Security in Remote Indigenous Communities
Department of the Prime Minister and Cabinet

ANAO Report No.3 2014-15
Fraud Control Arrangements
Across Entities

ANAO Report No.4 2014-15

Second Follow-up Audit into the Australian Electoral Commission’s Preparation for
and Conduct of Federal Elections

Australian Electoral Commission

ANAO Report No.5 2014-15
Annual Compliance Arrangements with Large Corporate Taxpayers
Australian Taxation Office

ANAO Report No.6 2014-15
Business Continuity Management
Across Entities

ANAO Report No.7 2014-15
Administration of Contact Centres
Australian Taxation Office
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Better Practice Guides

The following Better Practice Guides are available on the ANAO website:

Successful Implementation of Policy Initiatives

Public Sector Governance: Strengthening Performance through Good
Governance

Administering Regulation: Achieving the Right Balance

Implementing Better Practice Grants Administration

Human Resource Management Information Systems: Risks and controls
Preparation of Financial Statements by Public Sector Entities

Public Sector Internal Audit: An investment in assurance and business
improvement

Public Sector Environmental Management: Reducing the environmental
impacts of public sector operations

Developing and Managing Contracts: Getting the right outcome,
achieving value for money

Public Sector Audit Committees: Independent assurance and advice for
chief executives and boards

Fraud Control in Australian Government Entities

Strategic and Operational Management of Assets by Public Sector
Entities: Delivering agreed outcomes through an efficient and optimal
asset base

Planning and Approving Projects — an Executive Perspective: Setting the
foundation for results

Innovation in the Public Sector: Enabling better performance, driving new
directions

SAP ECC 6.0: Security and control

Business Continuity Management: Building resilience in public sector
entities

Developing and Managing Internal Budgets

Oct. 2014
June 2014

June 2014
Dec. 2013
June 2013
June 2013
Sept. 2012

Apr. 2012

Feb. 2012

Aug. 2011

Mar. 2011

Sept. 2010

June 2010

Dec. 2009

June 2009
June 2009

June 2008
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