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CHAIRMAN'S FOREWORD

The Public Accounts Conmittee is commtted to assisting in the
conti nued i npr ovenent of public sect or
accountability. Accordingly, it is appropriate for the Committee
to review this nost fundanental accountability issue, nanely
Parlianment's control over the public purse

The Inquiry fulfils the Commttee's statutory function under
Section 57(1) of the Public Finance and Audit Act to review
Payments Wthout Parliamentary Appropriation. This and ot her
reviews by the Committee are undertaken without political bias due
to the bipartisan nature of the Public Accounts Conmttee.

The Inquiry details paynents nmade wi thout Parlianentary
Appropriation for the financial years 1986/87 and 1987/ 88. The
payments were rmade under the Mnisterial responsibility of State
Treasurers from opposing political philosophies.

The PAC was very concerned to discover during its inquiry that the
Treasury in its endeavours to build up the State's cash reserves
has adopted a "npbst liberal" view of the "energency" powers
conferred' by Section 22 of the Public Finance and Audit Act, to
nmake transfers to various Special Deposits Accounts.

Most of these transfers were nmade beyond any reasonabl e
interpretation of the " exigencies" or energency provisions of the
Act. Wiile the letter of the | aw was observed the spirit of ful

and frank disclosure of the financial operations of Government was
obscured by an intricate web of reserves.

The Commttee was disturbed to note that even after amendnment to
the legislation which established a Revenue Equali sati on Account
to even out revenue fluctuations, the Treasury continued to nmake
substantial transfers under the guise of enmergency paynents
contrary to the intention of Parliament. It is inportant to note
that the |legislation was supported by both the Government and the

Qoposi tion.

The tax-paying public and their Parliamentary representatives
shoul d have the right to review and debate the spendi ng or
ot herwi se, of the State's revenues, BEFORE the event.

The Committee believes there is no justification for the financia
fiction revealed by this Inquiry. It is not necessary to override
open government and parlianentary debate in order to achi eve
econom ¢ and financial efficiency.
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EXECUTIVE SUMMARY

The Public Accounts Conmittee's role is to undertake a nunber of
statutory functions relating to the accounts of statutory bodi es,
i ncl udi ng governnent departnents operating on the Consol i dated
Fund and sel f-funding statutory bodi es. In particular, under
Section 57(1)g of the Public Finance Audit Act, the PAC has the
statutory function to inquire into expenditure by a Mnister of
the CGrown without Parlianmentary Sanction or Appropriation. This
Report arises fromsuch inquiries.

Payments fromthe Consolidated Fund are usually rmade on the basis

of Parlianentary Appropriation. This takes the formof the
annual Appropriation Bill which is debated in the Parlianment and
wi dely covered in the nedia. The Budget process includes the

Budget debates in the Parlianment resulting in the funding of the
central or inner budget group activities of the public sector

Financial reforns introduced in New South Wales in 1983 incl uded
provi sion for payments to be nade in excess of the anounts
"appropriated by Parliament in circunstances described as

exi genci es of government so

The Auditor-Ceneral in his 1986 and 1987 Reports to the Parliament
expressed concern at the weakening of Parliamentary control over
the public purse by the use of Section 22 paynents. The Parli ament
was bei ng asked to give approval after the event, to spending
deci si ons made el sewhere.

The PAC found that many of the "paynments" nade on the authority of
Section 22 were, in fact, transfers to Special Deposits Accounts
within the Treasury books. They often renai ned "unspent" some
12 nmonths after the transfer. Payments were often nade with a view
to bal anci ng the budget and not to neet some urgent or pressing
need.

Al t hough, the PAC found that the paynents satisfied, in a lega
sense, the procedural requirements of the Public Finance and Audit
Act, they did not always exenplify appropriate uses of the Act to
provi de essential services.

It is reconmended that the Section 22 provision be retai ned but
that its use be limted strictly to urgent and essential works and
services as appears to have been the original intention

To allow the Governnent of the day to have sone flexibility in
matters of financial and econonic nmanagenent, the PAC favours a
second or subsequent appropriation bill being presented to the
Parlianment later in the financial year. This procedure woul d be
simlar to the concept of mni-budgets late in the financial year
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RECOMMENDATIONS

Afull list of the Conmittee's reconmendati ons foll ows. The
recomrendations are |isted consecutively and shoul d be consi dered
inlight of the discussion in the rel evant chapters.

CHAPTER 2

Recomrendat i on |

The PAC recommends that the budget result for the year be rel ated
to the anmounts appropriated by the Parliament.

CHAPTER 3

Reconmendati on 2

That the adoption of accrual accounting by budget sector
authorities conmence inmmredi ately.

CHAPTER 4

Reconmendati on 3

The PAC recommends that the Parliament be presented with a second
or subsequent Appropriation Bill in the second half of the
financial year to enable the Treasury to adjust the budget with
Parlianmentary consent.

-iv-
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CHAPTERS

Recomrmendati on 4

The PAC recommends that Treasury introduce forward estimates to
all ow t he Educati on Departnent and Public Wrks Department to
undertake | onger termplanning and enter into longer term
contracts.

Recommendation 5

The PAC recommends that for major works prograns |ike school

mai nt enance that control of the funds in Special Deposits Account
at Treasury be transferred to the user department. The Education
Department shoul d control both funds all ocated and work
priorities.

CHAPTERS6

Recomrmendati on 6

The PAC recommends that no further transfers under Section 22 be
made to the Fire R sks Account until:

1. the overall R sk Managenent review by Treasury has been
conpl eted; and

2. Treasury self-insurance activities are on a comercially
cost effective basis.

Recommendati on 7

The PAC recommends that funds provided to acquire public sector
assets including conputers should be included in the nornmal
Parliamentary appropriation process (see al so Recommendation 8).
CHAPTERS

Recommendati on 8

The PAC recommends that the Section 22 facility be retained, to be
used only for urgent and pressing necessities that require

i mmedi ate action by government in the public interest, for

exanmpl e, relief fromnatural disasters.

_V-
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1. INTRODUCTION

1.1 AS stated in its Supplenentary Report for 1987 (No. 34)
the Public Accounts Committee (PAC) reviews Paynents
wi thout Parl iamentary Appropriation each year

1.2 To date, the PAC has reported that this expenditure has been
satisfactory. However, the PAC noted the increasing |evel of this
expenditure and gave notice that it would

i nvestigate mechani sis whi ch woul d augment
-the
Parlianment's control over the appropriation process.

1.3 In addition, the PAC was aware of simlar concerns
expressed by the Auditor-Ceneral in his 1986 and 1987
Reports to Parlianent.

AUDITOR-GENERAL'S CONCERN

1.4 In his 1986 and 1987 Report to Parlianent the Auditor
Ceneral reflected his increasing concern at the use of
Section 22 to authorise paynents fromthe Consoli dated

Fund.
1.5 In part, the Auditor General stated:

"The present systemleaves Parliament little scope for anything
nore than formal endorsenent of funding deci sions nade el sewhere"

1.6 The full text of the Auditor General's coment is included
at Appendix 4 of this report.

Audi tor-CGeneral's Report to Parlianment 1986/87, Page 31

-1-
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TREASURY RESPONSE

1.7 In response to the cooments by the Auditor General the
former Treasurer, the lateThe Hon. Mr K. Boot h, forwarded

the following reply:

"I't must be renmenbered that the budget is not a docunment set in
Concrete. During any given year both circunmstances and priorities
may change. It is only prudent managenent for the Governnent to be
flexible in its approach and where additional funds have becone
avail abl e to nake provision for known future energing

liabilities."

“I'n New South Wal es there has been a long history of what used to
be known as expenditure un-authorised in suspense. There has never
been an occasi on when such expendi ture has not been
subsequent |y aut horised by Parlianent. The revision of the Public
Fi nance and Audit Act in 1983 introduced a new control neasure
wher eby such expenditure requires the Governor's approval and then

subsequent aut hori sati on by Parliament”. 2

1.8 Accordingly, the Committee resolved to undertake a fornal
inquiry into thismatter under Section 51(g) of the Public
Finance and AuditAct, 1983.

2 The late The Hon. K Booth, MP, Treasurer, response to Auditor-

General's Report,letter to Public Accounts Committee.

2.
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TERMS OF REFERENCE

1.9

The Commttee's Terns of Reference for this Inquiry were

to exam ne and report

i)

i)

iii)

Payment s nade under Section 22 of the Public
Fi nance and Audit Act, 1983, during the 1986-87
Fi nanci al Year;

The appropri ateness of the paynents nade;

The accountability and other issues involved in

t he payment process;

iv)

To exam ne the Report of the Auditor-General in
relation to those paynents; and

Any other natters arising out of the Commttee's
i nqui ri es which inpinge on the accountability of
the NSWPublic Sector.

EXPANDED TERMS OF REFERENCE

1.10

In Septenber 1988, the Conmittee resolved to expand the
Terns of Reference to include payrments nmade during the
1987-88 Fi nanci al Year under Section 22. These payments
anounted to $412M and are detailed at Appendi x 3.
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BACKGROUND

PREVIOUS PAC INQUIRIES AND COMMENTS

1.11 The PAC has on a nunber of previous occasions revi ewed
payments nmade without Parlianmentary Appropriation. These
were on the basis of review ng the individual paynents.

1.12 In this Inquiry, the Conmittee has reviewed the effect of
such payments on the overall budget result for the year.
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2. PARLIAMENTARY CONTROL OVER
THE BUDGET
2.1 One of the fundanental controls within the Wstm nster

system of governnent is Parliamentary control over the
public purse.

2.2 This control has taken the form of annual appropriations
by the Parlianment for the running costs of government.

2.3 In New South Wl es the budget process includes the
Parliament debating the Appropriation Act, usually in
Septenber for the financial year ending the follow ng June
30.

2.4 A consistent policy of very tight Treasury control over
departnental expenditure estinates has resulted in very
little "fat" being available to fund new gover nnment
initiatives or substantial increases in existing prograns.

2.5 The PAC acknow edges that both the current and previous
governnents have inposed tight 'budgetary constraints on
departnental expenditures.

2.6 If a decision is made to fund newinitiatives or expand
exi sting services, payments have tended to be nmade above
t he anmount appropriated by Parliament. This reduces the
effectiveness of Parlianmentary control over the public
purse. Accountability to the Parliament is dimnished to
a mere "rubber stanp" approval after the event.
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1902 AUDIT ACT

2.7 Under the 1902 Audit Act (repealed in 1983) paynents
wi thout Parlianmentary Appropriation were classified 'as
bei ng "unaut horised in Suspense" and were reported to
Parliament with the public accounts for t he year. Many of
the early reports of previous Public Accounts Conmittees
covered a revi ew of these paynents.

2.8 It is significant to note that the | ate The Hon.
Ken Booth, MP, then State Treasurer, at the Second Reading
Speech for the Public Finance bills said:

"There is a long history in New South

Wl es of government spendi ng in

anticipation of parliamentary
appropriation. This goes back as far as the early days of self-

governnment. Since the financial reports reflected in the Audit Act

of 1902, Al'l such expenditures have been subject to report by
the Public Accounts Comrittee. The princi pal cause of
t he excess

been the effect of inflation on costs
and the need to provide relief for

victims of natural disasters.
2.9 It is obvious fromthis review by the PACthat in the
years 1983/84 to 1987/88 the Section 22 facility was used

for purposes other than "inflation on costs" or "relief

for victinms of natural disasters".

| Hansard, M K Booth, MP., - 10 Novenber, 1983, Page 2955

-6-
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PUBLIC FINANCE AND AUDIT ACT, 1983

2.10 Significant financial refornms were introduced in the 1983
Act . included in the Public Finance and Audit Act, at
Section 22 is a provision to allow for "exi genci es of
governnent" to be met by paynents above the anounts
appropriated by Parliament. These paynents, generally
referred to as "Section 22 paynents", are formally
appropriated by Parliament in the following year's
Appropriation Bill

2.11 The rel evant section of the Act is as foll ows:

Expenditure for certain services or works.

22(1) Not wi t hst andi ng section 21, where, after an Act is
passed in respect of a financial year appropriating noney out of
the Consolidated Fund to neet the requirenents of that financial
year, exigencies of Governnent so require, the Treasurer may,

with. the approval of the Governor, determ ne that there shall be
paid fromthe Consolidated Fund, in anticipation of
appropriation

Parlianment, such additional suns as nay be necessary in the public
interest to provide for expenditure of a recurrent nature or for
capi tal works and services.

2.12 Wien the legislation was drafted a control mechani smwas
included in the Act. This involved the Public Accounts
Commttee, constituted under Part IV of the Act being
charged under Section 57 with the function of "inquiry
into expenditure .o. without Parlianmentary sanction or

appropriation
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2.13 The PAC noted that in 1983 at the tine the new | egi sl ation
was introduced, the then Attorney-Ceneral, the late The
Hon. Paul Landa, said in the Second Readi ng Speech in the
Legi sl ative Council:

"The main causes of expenditure being incurred in excess of
parlianmentary appropriation have been the effect of inflation
costs and the need to provide for unpredictable requirenments such
as relief neasures associated with natural disasters, Under

| ongst andi ng practice

such expenditure has been subnitted for parliamentary sanction in

the followi ng year's Appropriation Bill

2.14 The Conmttee's review of the paynments nmade in the 1986-87
and 1987-88 financial years have shown that the purposes

for which paynents and or transfers were nade goes beyond

the rather linted scope as nentioned by the late M Ken

Booth, MP., and the late M Paul Landa, MP

2.15 The PAC was concerned to note that the majority of the
"paynents" were, in fact, transfers between Treasury
Ledger Accounts and di d not represent actual paynents for
goods or services delivered.

2.16 The PAC noted, in a review of Section 22 paynents for the
two financial years 1986/87 and 1987/88, nore than half
the funds invol ved were transfers held in Special Deposits
to be spent at a |ater date. That is, they were not
urgent or pressing paynents requiring i mredi ate funding
but rather funds reserved for future expenditures.

2 Hansard, The Hon. D. P. Landa, MP, Attorney-Ceneral - 28
Novenber, 1983, Page 3530

-8-
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TABLE 2.1

Section 22 Transfers to Treasury, Special Deposits Account

1987 Financial Year $M
Bicentennial Pr ogr ans 25.0
Arrears of Mintenance 55.1
Tel econmuni cati ons Net wor k 10.0
Comput er Acqui sition 30.0
Public Liability 30.0
Fire R sks 25.0

175.1

1988 Financial Year $M
Comput er Acqui sition 75.8
Enpl oyment Conpensati on 10.0
Debt - principal repaymnent 51.8
Arrears of Mintenance 72.0

209. 6

2.17 The PAC notes that the Treasury Secretary, M Percy Al an,
when asked to respond to the concerns of the Auditor-

Ceneral , said:

"My understanding is that the Auditor-

Ceneral's concern is that many of those appropriations, while they
may have been

l egitimate, wer e not absol utely necessary, and I would
have to say that

I could not prove the absolute necessity and urgency of each of

t hose paynents, but I coul d denonstrate their

legitinmacy ". 3

3 Transcript of Evidence - 22 June, 1988, Page 2

-9-
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2.18 The PAC agrees with M Allan's statement to the effect
that the "absolute necessity" and "urgency" of the
payrments appears difficult to prove.

2.19 The PAC is of the opinionthattheuse of the Section 22
provisionby ALL GOVERNMVENTS HAS BEEN USED to achieve a

bal anci ng of the budget forthepurpose of denonstrating
superficial efficiency in achieving that bal ance.

2.20 This view by the PAC is reinforced by evidence given by a
senior Treasury officer:

"Quite frankly, M Chairman, the Fire Ri sks Account and the Public
Liability Fund ..o have been used of often as a balancing item for
t he budget".

2.21 It should be noted that the PACis of the opinion that
until the public sector, including the inner budget
sector, adopt full accrual accounting, then the nanagenent
of the budget is not of itself a truly effective neasure
of econonmic or financial efficiency by government.

2.22 The Auditor-Ceneral, M Ken Robson, in evidence to the PAC

sai d:
CHAI RVAN: "Wul d you regard this practice as
acceptable froman auditor's point of
Vi ew?

AUDI TOR- GENERAL: No. If I were in a position to apply
Austral ian Accounting Standard AAS1 to the Treasurer's public
accounts, | believe a fairer representation would be to declare an
operating surplus. For | ast year, for instance, 1986-87, |

bel i eve an operating surplus should have been around the $300
mllion to $350

4 Transcript of Evidence - 26 July, 1988, Page 111

-10-
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million mark, I f AAS1 was used, the operating surplus could
have been

adj ust ed by appropriation to the

reserves totalling the sanme figures.
This is what happens in private
i ndustry. Organi sations strike a result
and t hen transfer their retained
profits.

Recommendation 1

2.23 The PAC recommends that the budget result for the year be
related to the amounts appropriated by the Parliament.

EXTENT OF SECTION 22 PAYMENTS

2.24 Section 22 was introduced in 1983. The follow ng table
shows paynents for the years 198 3/84 to 1987/88 i ncl usive.

TABLE 2.2
FI NANCI AL YEARS $M 1983/ 84 = 100
1983/ 84 119. 4 100.0
1984/ 85 154.5 129.3
1985/ 86 281.5 235.6
1986/ 87 326.1 273.1
1987/ 88 413. 6 346.4

5 Transcript of Evidence - 14 June, 1988, M K Robson, Page 41

-11-
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2.25 It is noted that the increase in Section 22 paynents

roughly corresponds with the econom c upturn in the

econony over these years, generating substantial and

unexpect ed i ncreases in governnent revenue.
2.26 The Secretary of the Treasury, M Percy Allan, in evidence

sai d:
"Qur revenues are beconing increasingly difficult to predict
Stanp duty is an extrenely volatile revenue ... Qur ability to
pr oj ect revenues had di nmi ni shed. In these circunstances,
| believe it is inmportant to have

nmechani sm such as a revenue equalisation

account to enable the government to snooth out

| ong

2.27

2.28

period ...

The PAC was concerned that although | egislation was passed

in May 1988 setting up a Revenue Equalisation Account
within Treasury Special Deposits Account, funds were still

being transferred using Section 22 anounting to $413.5 for

the 1987/88 financial year.

It would appear that during the PAC Inquiry at |east one
Section 22 payrment was reversed to reduce adverse conment.
This paynment related to a $50Mtransfer to arrears in
school mai ntenance. The Treasurer approved a transfer of

$50M on 26/4/88, at a later date this transfer was reduced

to $25M

6 Transcript of Evidence - 14 June, 1988, M P. Alan, Page 3

-12-
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3. "SECTION 22" AS A FINANCIAL
MANAGEMENT TOOL

3.1 The PAC has no doubt that "Section 22" gives the Treasury
a very useful tool that can be used effectively to achieve
the stated budget objective.

3.2 Recent State budgets have been framed for a bal anced
budget , that is, the cash receipts through the
Consol i dated Fund from Commonweal th paynents and State
revenues woul d be about equal to the paynents fromthe
Consol i dat ed Fund.

3.3 The PAC notes that if the Public Accounts of the State
- were to be prepared on an accrual accounting basis the results
for the year woul d be substantially different froma sinple

statenent of cash receipts, cash paynents and cash hol di ngs.

3.4 The issues involved in the adoption of accrual accounting
i n governnent were addressed at a seninar conducted by the

PAC at Parliament House on 5 February 1988. The

proceedi ngs of the semnar were issued as the PACs 38th

report. 1

1 Report of the proceedings of the Accrual Accounting Sem nar 5
February 1988. Report No 38, Public Accounts Conmittee May 1988.

-13-
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3.5 Several quotes fromthe papers presented at the Seninar

areof interest.

"There is no doubt t hat accrual
accounting woul d provi de nmuch i nformation which woul d

be very useful in the decision making process.

"Quite obviously there would be a
substantial difference between Budget results prepared on a cash

basis and results prepared on an accrual basis.

"The overall thrust of ny remarks is that in principle, the
adoption of some form of accrual accounting seens

unnecessary to ensure t hat the interested parties are

better informed about the activities of public sector departnents
or authorities. But the adoption of these accounting
techniques will not be sufficient to ensure that financial
.reporting conveys relevant information, that governnments or
public service managers are nade aware of the financial
consequences of the decisions, or that those sane parties may be

hel d account abl e to parlianent or the conmunity at | arge.

3.6 The PAC notes that the accounting profession has
recogni sed the need for inproved financial disclosure by
the various |evels of governnent within Australia. The
PAC endorses the work being undertaken by the Public
Sect or Accounting Standards Board.

2 M P. Alan, Secretary, Treasury Page 36 - Report on
proceedi ngs of the Accrual Accounting Sem nar Feb. '88 Report 38
PAC May 1988.

3 M P. Alan, Secretary, Treasury Page 37 - Report on
proceedi ngs of the Accrual Accounting Sem nar Feb. '88 Report 38

PAC May 1988.

4 Professor Bob VWl ker, Page 32 - Report on proceedings of the
Accrual Accounting Seminar Feb. '88, Report 38 PAC May 1988.

-14-



Public Accounts Committee

Recommendation 2

3.7 That the adoption of accrual accounting by budget sector
authorities conmence inmediately.

STATE REVENUES OVER BUDGET

3.8 State revenues for both the 1986/87 and 1987/88 fi nanci al
years were above budget. The followi ng table conpares the
actual receipts with the budget estinates.

TABLE 3.1

State Revenues Compared to Budget

BUDGET ACTUAL INCREASE
$'000 $'000 $' 000
1986/ 87 11, 868 12, 165 297
1987/ 88 13', 136 13, 763 627
3.9 Treasury (and the Governnent) can be placed in a quandary

when State revenues are up. Credit can be taken for good
econoni ¢ nmanagenent resulting in increased tax revenue.
On the other hand, a large surplus by a government can
result incriticismthat the State is a "big taxer" that
is, building up cash reserves and at the sane time having
tax rates that, it is argued, could act as a disincentive
for grow h.

-15-
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3.10 However, this can be no excuse for a practice which the
general public could, quite rightly, regard as an attenpt
at deception in the nmanagenent of State Government

fi nances.

-16-
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OTHER PARLIAMENTS

A conpari son has been nade with the existing arrangements
by other Parliaments in Australia.

Under Conmmonweal th | egi sl ation no equival ent provision to
Section 22 exists. The Commonweal th has a system of
second or third Appropriation Bills debated and passed by
the Parliament progressively throughout the year

The Committee sees great nerit in the process which all ows
for full public disclosure and Parliamentary debate of the
budget process .

The Victorian Parliament retains greater control over the
public purse in that no equivalent facility to Section 22
is avail abl e.

To provide for urgent clainms, a $30Mfacility is avail able
to the Treasurer "subject to Parliamentary sanction ".
This effectively places a limt on the anount that can be
pai d without parlianentary appropriation

The accountability of the public sector to the Parliament
is naintained and the Parlianment is not placed in a
position of rubber stanp ing spending decisions nmade

el sewhere, at an earlier tine.
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4.7 In avisit to Victoria the PAC was able to discuss this
i mportant issue of public sector accountability with M R
Hunmphry, then Auditor General for Victoria and now
Director CGeneral of the Premer's Departnent New South
Wl es.

4.8 I n discussion the PAC agreed with the view expressed by M
Hunmphry that not declaring surplus revenue is contrary to

public accountabilit vy.

South Australia

4.9 In South Australia, government has used Suppl enentary
estimates to obtain parliamentary appropriation of
addi ti onal revenues.

4.10 The South Australian Legislation provides a facility for
urgent projects. This facility is limted to three per
cent of the budget as appropriated by the Parlianent.

4,11 The PAC is in favour of supplementary appropriations so as

to facilitate Parlianentary debate and full public
di scl osure.

Recommendation 3

4,12 The PAC recommends that the Parliament be presented with a
second or subsequent Appropriation Bill in the second hal f
of the financial year to enable the Treasury to adjust the
budget with Parlianentary consent.
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5.1

5.2

5.3

REVIEW OF PAYMENTS/TRANSFERS 1986/87
& 1987/88 FINANCIAL YEARS

Payrments are not unsubstantial, in 1986/87 $326M was paid
out or transferred and in 1987/88 a total of $413M was
i nvol ved.

A detailed listing of the anounts involved is included at
Appendix 1 and 3 to this report.

The Parliament, after the event, fornally approved these
paynments totalling $739M for the two years when the annual
appropriation bills were debated in the Parliament in 1987
and 1988.

SCHOOL MAINTENANCE - GENERAL OBSERVATIONS

5.4

5.5

-19-

The PAC is concerned at the methodol ogy used in regard to
School Mi ntenance. The Conmmittee noted that in the two
years under review substantial sums were transferred
within the Treasury accounting system as mai nt enance of

School Bui | di ngs. In considering this anount the

significant size of the allocation under Section 22
facility is detailed in the follow ng Table. The PAC
noted that about 40% of total funds provided for School

mai nt enance was by Section 22 transfer.

In the two years under review a total of $153.4M was
avai | abl e for school naintenance.
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TABLE 5.1

School Maintenance Funding Provided

$M

1986/87 Budget Appropriation 325
1986/87 Section 22 Trander 30.0
TOTAL 1986/87 62.5

1987/ 88 Budget Appropriation 40.9
1987/ 88 Section 22 Transfer 50.0
TOTAL 1987/ 88 90. 9.

TOTAL 2 YEARS $153. 4

5.6 In a prepared statement to the PAC, senior officers from

the Education Departnent said:

"There is no doubt that the issue of school.building maintenance
has been vexed question for many years. There is no doubt that the
conmunity has had the view that the provision of funds for school

nmai nt enance is total 1y i nadequate

"At Decenber 1987, prices the arrears figure is $162M and the
recurrent needs per annum $77M'.

Transcript of Evidence - 26 July, 1988, Page 5
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5.7

5.8

"Ful |

The PAC is concerned at this situation and notes that the
Annual Report of the Department for the year ended 31
Decenber 1987 refers only in general terns to the arrears
of school s mai ntenance. The dollar terns referred to in
evidence to the PAC were not quoted in the Annual Report.

The Education Departnent annual report for the year ending
31 Decenber 1987 under the heading " Mai ntenance of

School s" reports:

i npl enent ati on of state-w de cyclic naintenance prograns

i nvol ves the allocation of significant additional resources."

5.9

5.10

-21-

The PAC finds this understatenent to be unacceptabl e.

The PAC noted that considerable funds have accunul ated in
the Treasury Special Deposits account. The buil d-up of
cash allocations available was significantly in excess of
the rate of actual expenditure.
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TABLE 5.2

Arrears of Maintenance

Schools, TAFE, Other Public Buildings

OPENING CRED T

BALANCE RECEI PTS PAYMENTS BALANCE

$' 000 $' 000 $' 000 $' 000
1983 190 68 122
1984 122 20, 000 8 20, 114
1985 20, 114 20, 061 14, 110 26, 065
1986 26, 065 31, 264 20, 958 36, 371
1987 36, 371 55,672 38, 211 53, 832
1988 53, 832 72.589 49, 668 76, 753

199, 586 123, 023

This tabl e shows that over the past five years $199. 6M was paid
into the Arrears of Maintenance Account while $123. 0M was paid
out. The bal ance at 30th June, 1988 was $76. 8M

5.11 The PAC notes that the Education Departnent in planning
its Maintenance prograns for funds held in Treasury
Speci al Deposits Account, is concerned about conpleting
wor ks by June 30 each year. In evidence to the PAC
senior officers stated:

"W work up our programon the basis of the information that we

are provided and we nmeke sure that it is spent by 30 June of the

foll ow ng year".2
2 Transcript of Evidence - 26 July, 1988, Page 8
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5.12 Treasury officers, however, gave a different view of the
restrictions, if any, inposed on spending fromthe Speci al

Deposits Accounts:

"There is really no prohibition on a departnent spending the

nonies earlier if they are able ".3

Recommendation 4

5.13 The PAC recommends that Treasury introduce forward
estinmates to all ow the Education Departnent and Public
Wrks Department to undertake | onger term planning and
enter into | onger termcontracts.

5.14 The PAC was perplexe d to discover that the responsibility
for school maintenance is under the control of three
governnent departments. There was no overall control by
one depart ment.

5.15 The Educati on Departnent as the user or owner has identified

a maj or nmai nt enance probl em exi sts. In the Annual Report for
the year ended 31 Decenber 1987 the Department notes that the
recomrendations of an Efficiency Audit into school naintenance
conducted by the Public Service Board in 1986.

5.16 The Committee notes that Efficien cy Audit reports are not
public docurments and the detailed findings of the
efficiency audit are not consequently avail able for PAC
Revi ew. The PAC noted that in evidence, senior officers
of the Education Departnent stated that planning and
eval uation processes have been introduced.

Transcript of Evidence - 26 July, 1988, Page 69

-23-



Report on Payments Without Parliamentary Appropriation

"0 0 0 as part of our conmputerisation program which has now been
running for sonme three to four years, counting this year, we are
doi ng quite substantial work in the properties area, we have a
property managenent and finance systemvirtually in place, and we
have our sites data base as a first step in the total assets

regi ster.

5.17 In relation to the maintenance arrears in schools the
Departnent has detailed estimates for the current year and
the planning processes are underway for the subsequent
year.

"Those estimates are normally requested in Cctober.

The time scale is Cctober the preceding financial year, so t hat
we coul d consolidate the estimates in February which is the tinme
that we would subnit the estinates to the Treasury. At the sane
time, we develop a programof this order which identifies the

projects on a priority basis."5

5.18 The PAC considers this approach to be reasonabl e given'

t he
traditional allocation of funds on a yearly appropriation
basi s.

5.19 The Treasury has an inportant role to provide funds in
accordance with the governnent's budgetary priorities.

5.20 The PAC noted that the Treasury's role is to allocate
funds in the context of the overall budget not in

accordance with detail ed costing of specific projects.

4 Transcript of Evidence 26 July 1988 Page 18,19 5 Transcript of
Evi dence 26 July 1988 Page 28

- 24-



Public Accounts Committee

5.21 In evidence to the PAC the Chief Budget Oficer of the

Treasury stated, when relating the budget process:

W don't get a detailed costing on

a project by project basis, we are addressing the overall question

of the maintenance effort ... ' ©

5.22 The public Wrks Departnent (PWD) is involved in
undert aki ng the mai nt enance work on school s by day | abour

or contract.

5.23 The PWD does not determne priorities and does not
allocate f unds. The PAC finds that the "stop start”
del ays due to annual allocations of funds is an inpedi ment
to long term mai nt enance work bei ng undert aken

5.24 The issue of being constrained by annual appropriation was
furtherexpl ored by the PAC with the Education Depart nent:

" Coul d you clarify for me just what sort of' communi cati on goes

on between Treasury and the Department of Education with regard to

noneys that may or may not be available in

DEPARt: "... the tinmetable for preparation of the naintenance
program and that tinetable for preparation does fit in very
closely with Treasury's tinmetable for preparation of the budget

estimates and the annual budget process.

It is around the period of January each year that departnents are
required to prepare, collate, their budget estimates

for submi ssion to the Treasury normally in about February. Because
the programis developed in the latter part of the preceding

cal endar year, we are able to incorporate our needs for

mai nt enance in our budget Did.

Transcript of Evidence 26 July 1988 Page 61 Transcript of Evidence 26 July 1988
Page 33
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5.25 I nherent in this annual appropriation concept is a
"l apsing nentality". This is regarded by the PAC as a
matter of concern. Treasury officers indicated that the
"Section 22" provision is used to give the Public Wrks
and Education Departrents time to inplenent a work program
as a neans of avoiding the end of year cut off.

5.26 Further, the Conmittee's concern reinforced by evidence on
the costing of the Education Department ' s draft
mai nt enance program

"And it would be guestinmates for a subsequent period

EDUCATI ON
DEPARTMENT: It woul d be conbinati ons of detail ed estinmates, snap
estimates and guesti mates, even in the current program But at
the bottomend of the programit would appear to be snap estinates

and the guestimates."8

Recommendation 5

5.27 The PAC recommends that for najor works prograns |ike
school maintenance that control of the funds in Special
Deposits Account at Treasury be transferred to the user
departnent. The Educati on Department should control both
funds allocated and work priorities.

5.28 The PAC noted with concern the apparent inconsistency

bet ween the obvi ous need for naintenance and the build up of funds

avail able within the Treasury Special Deposits Account.

5.29 The follow ng Tabl e shows the bal ance of funds avail abl e
at 30 June each year over the past 5 years for Arrears of
Mai nt enance for Schools, TAFE, and other public buil dings.

8 Transcript of Evidence - 26 July, 1988, Page 30
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TABLE 5.3

Balance of Funds Available - Arrears of Maintenance Schools, TAFE and Other

Public Buildings,

$™
30/6/88 76.8
30/6/87 53.8
30/6/86 36.4
30/6/85 26.0
30/6/84 20.1

DEBT RETIREMENT ACCOUNT

5.30 Towards the end of the 1987/88 Financial Year a " Debt
Retirenment Account" was opened w thin Treasury Speci al
Deposits Accounts.

5.31 The purpose of the account is to receive contributions
fromthe Consolidated Fund for the purpose of elimnating
out st andi ng Consol i dated Fund debt .

5.32 This early retirenent of debt is inline with the
recomendati ons of the NSW Commi ssion of Audit

0.. reduction of debt should be a high priority".9

9 Report on the State Finances, Executive Summary Page 42, NSW
Comm ssion of Audit, July 1988.
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5.33

5.34

A Section 22 Transfer $51.8Mwas nmade to fund the account.
The repayments were nade in early Septenber 1989, that is,
three weeks prior to the budget being presented to the
Parlianment and two nonths after the close of the financial
year.

The PAC consi ders that notw thstandi ng the good fi nanci al
managenment in early retirement of debt the use of Section
22 as an "exigency of governnent" was not denonstrated in
this case.

STAFF REDUNDANCY ACCOUNT

5.35

5. 36

5. 37

5.38

-28-

The above naned account was opened by direction of the
Treasurer to record redundancy paynents nmade to excess
staff in public sector organisations.

The account was opened in by a transfer of $10.0M using

the Section 22 provision as an "exi gency " of gover nirent .

Further enquiries by the PAC have disclosed that by late
Novenber 1988 payments of only $133, 448 had been nmade
| eaving a bal ance in excess of $9.0Min the account.

This clearly denonstrates that the transfer of $10Mdid
not constitute a paynent of urgent or pressing need and
was obviously used in part to bal ance the budget.
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6.1

6.2

6.3

6.4

6.5

-29-

SECTION 22 PAYMENTS AND THE STATE'S
CASH BALANCES

The PAC noted that the Treasury accounts show substantia
funds are held for various projects within the Specia
Deposi ts.

The bal ance of funds held is substantially in excess of
t he average usage of the accounts.

The PAC found that the hol ding of cash reserves is of
itself not a matter deserving adverse comment. The PAC
was concerned that the formand structure of the Public
Accounts and the supporting tables do not provide

meani ngful di scl osure for other than an informed reader

The use of Section 22 to transfer funds at the cl ose of
the financial year on the pretext of expenditure on
specific programor activities i s viewed with disquiet as
a high proportion of these funds was held in Treasury
Speci al Deposits to be spent at a |later date.

This is a matter of concern. For exanple, Public Wrks
provided the PACwth the follow ng table show ng the

nont hly bal ance of "Arrears of Mintenance" funds unspent
during the year ended 30/ 6/ 88.
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TABLE 6.1

Arrears of Maintenance: Funds Available

MONTH SCHOOLS TAFE OTHER TOTAL
$M $M $M $M

Jul 87 26.1 50 20 7 51 8
Aug 87 25.9 50 20 2 51 2
Sep 87 25.5 50 19 7 50 2
et 87 25.3 50 19 2 49 5
Nov 87 22.6 49 18 9 46 4
Dec 87 22.0 48 18 5 45 3
Jan 88 10.5 48 17 8 331
Feb 88 7.2 46 16 8 28 6
Mar 88 26.5 41 31 0 61 6
Apr 88 43,5 10 9 30.4 84 8
May 88 41.5 10 2 26.8 78 5
Jun 88 50.0 7 8 16.9 74 7

sour ce: PUBLI C WORKS DEPARTMENT,

Letter to PAC

Not e: Smal | difference exist between Public Wrks records and

Treasury

records due to timng di fferences and year end

adj ust nent s.

6.6 This is not an isol ated exanpl e. The PAC found in the
course of its Inquiry that the Treasury has held funds in
Speci al Deposits Accounts substantially in excess of
average nonthly usage.

6.7 These i ncl uded:

BALANCE $M
JUNE '86 JUNE '87 JUNE ' 88
$M M $M
Conput er Account 36.7 80. 8 98.6
Treasury Fire Ri sks Account 60.1 88. 6 78.1
Bi cent enni al Fund Account 66. 4 97.6 48. 7
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6.8 The PAC is of the view that the hol ding of cash reserves can
be efficient financial managenent. However, the |evel held should
refl ect planned foreseeabl e expenditure. Cash reserves above short
termrequi renents shoul d be disclosed as part of the State's
general cash reserves.

6.9 The current practice is to record Section 22 transactions
as paynents when a nmajor proportion are in fact internal
transfers within the Treasury books. This leads to
confusion as to the actual expenditure on high public
profile projects and contributes to Departnents being
unaware of their true costs.

REVENUE EQUALISATION ACCOUNT

6.10 In May 1988, |egislation was passed by the Parlianent
amendi ng the Public Finance and Audit Act by establishing a
Revenue Equal i sation Account. The purpose of this account is to
transfer surplus funds in years of buoyant receipts and support
the budget in years when revenue receipts fall bel ow estinates.

6.11 The legislation had the support of both the CGovernnent and
t he Qpposition. In the Second Readi ng Speech in the

Legislative Assenb |y, M J. Longley, MP., for t he

Covernnent sai d: ... This particular

neasure will go a long way to renoving the tenptation
faced by governnents to spend up in. good

years and rai se taxes in bad years

| Hansard - 1 June 1988, Page 1229
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6.12 The Labor Qpposition supported the |egislation. The
Qoposi tion speaker, M J. Murray, MP., a former Chairman
of the PAC said:

"The Opposition believes that it would be in the interests of
accountability of public finances, which both sides of the House

have al ways supported".

6.13 The PAC notes with great concern that notwi thstanding the

stated position of the Parlianent towards greater

accountability and the provision of the new Revenue

Equal i sation Account to even out fluctuations in the
State' s Revenue, the annual "Section 22 fudge "

conti nues.

6. 14 The PAC formed the view that Treasury mandari ns continued
the bal ancing act even after the Parlianment had been
war ned o

" there is concern that the budget

result will be neaningless as an instrument indicative of

ef ficiency or otherw se".

6. 15 An exam nation of the Public Accounts show that
not wi t hst andi ng a change of governnent significant nonies
were transferred under Section 22 of the Public Finance
and Audit Act.

2 M J. Mirray, MP - Hansard, 1 June 1988, Page 1228 3 M J.
Mirray, MP - Hansard, 1 June 1988, Page 1228
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TABLE 6.2

Section 22 Transfers, 1987/88 Financial Year

ACCOUNT BALANCE SECTION 22* BALANCE
31/3/88 TRANSFER 30/6/88
$M $M $M

Pur chase of
Conputers 94.5 75. 8 98.6

Arrears of
Mai nt enance 63. 4 72.0 76. 8

* Section 22 Transfer as included in the 1988 Appropriati on Act.
6.16 This reinforces the PAC viewthat only the practitioners
with "inside know edge" can interpret the Public Accounts

i n a neani ngful manner.

TREASURY FIRE RISKS ACCOUNT

6. 17 The Treasury Fire R sks Account received a transfer of

$25M usi ng t he Section 22 facility during 1986/ 87
Fi nanci al Year.

6. 18 The follow ng table shows the bal ance of the account over
the last four years.

-33-



Report on Payments Without Parliamentary Appropriation

TABLE 6.3

Treasury Fire Risks Account Balance

30/ 6/ 85 30/6/86  30/6/87 30/ 6/ 88 31/11/88
32.9 60. 1 88.6 78.1 70.9

6.19 A nore detailed review of the activities of the Treasury
Fire R sks Account has been undertaken in the recent PAC
Inquiry "The Managenent of Arson in the Public Sector",
PAC Report No. 42.

6. 20 Inthis review, th e PACreports on the transfers into the
account in particular a $25Mtransfer in June 1987, for no
apparent reason other than to hel p bal ance the budget.

6.21 The PAC was concerned that, no preniuns are payable for

i nsurance cover, no actuarial assessnent has been undertaken on
the operations of the account and no financial incentive exists
for public sector managenent to reduce risk exposure.

6. 22 The follow ng extracts from evidence at PAC hearings are
illustrative of the PAC s concern:
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there is no premum"4

"“... OQther than the normal restraints of good managenment there is

no incentive to reduce it. (Risk). '5

"... As far as | know that no conprehensive actuarial advice has
not been used in the past in deternmning the |level of funding for

t hat account. '5

"... Quite frankly, M Chairman, the Fire R sks Account
have been used
often as a balancing itemfor the buget. There hash ' t

been a conprehensive eval uati on of t hose funds.

6. 23 The PAC noted that an overall review of R sk Managenent

within the State Governnent 8 was underway at the tine of
drafting this report.

6. 24 The PAC found that the payment of $25Mto the Fire R sks
Account was in accordance with the strict |egal
interpretation of Section 22 of the Public Finance and
Audit Act.

6.25 However, in the interests of full and conplete public
di sclosure, this "payment" was nmore in the nature of a transfer to
bal ance the budget.

6. 26 The PAC was informed that a s part of the Treasury study

into R sk Managerent all governnent departnents and the
ten largest statutory authorities were surveyed as to

their current assets and clai ns experience. The PAC was
4 Transcript of Evidence - 14 June 1988, Page 22 5 Transcript of
Evi dence - 26 July 1988, Page 22 6 Transcript of Evidence - 26
July 1988, Page 98 7 Transcript of Evidence - 26 July 1988, Page

111 8 Transcript of Evidence - 26 July 1988, Page 99
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i nformed t hat "1 28 billion dollars in assets at replacenent
val ue"9 had been identified and i nsurance clains of about $44M are

nmade each year.

Recommendation 6

6. 27 The PAC recommends that no further transfers under Section
22 be made to the Fire R sks Account until:

1. the overall R sk Managenent review by Treasury has
been conpl eted; and

2. Treasury sel f-insurance activities are on a
comrercially cost effective basis.

COMPUTER FUNDING

6. 28 The NSWPublic Sector has a significant commtne nt towards
the provision of funds for the purchase of conputers.

6. 29 The PAC notes that in 1986/87 and 1987/88 the Section 22
facility was used to transfer substantial funds to Speci al
Deposits Account for the purchase of conputers.

9 Transcript of Evidence - 26 July 1988, Page 93
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TABLE 6.4

Section 22 Transfers for Purchase of Computers

sSM
1986/87 30.0
1987/88 75.8

6.30 The PAC notes the Auditor-Ceneral's comrent in his report to
Parlianment 1986/ 87:

"... Funds could have been transferred as necesaryunder full

Parliamentary control". 10

6. 31 The followi ng table shows that substantial funds have been
hel d, unspent, in the conputer acquisition account within
Treasury Speci al Deposits.

Audi tor-Ceneral's Report to Parliament 1986/87, Page 31
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TABLE 6.5

Treasury Special Deposits

Computer Acquisition Account Balances

30/6/85 30/6/86 30/6/87 30/6/88

10.0 36.7 80. 8 98.5

6.32 The PAC noted t he comrent by a senior Treasury officer that
funds for conputer acquisition are closely controlled by Treasury.

"The government wi shed to control
cl osely the devel opnent of conputer systens, and chose to use this
nmechani sm of a separate conmittee which does its

own budgeting limted strictly to

computer acquisition. "11

6. 33 The PAC accepted that the acquisition of new conput er
systens including the devel opment of conputer sof tware and

graff costs are essentially long term projects.

11 Transcript of Evidence - 14 June 1988, Page 19

-38-



Public Accounts Committee

6.34 In evi dence, the PAC was advi sed:

"Conputer projects are often very long termprojects, and they are
notorious for not conming in on tinme. It has been a matter of
concern, particularly in the past tw years, that projects have
tended to run |late and expenditure has not been nade al ong the

anticipated tinme scale."12

6. 35 The PAC accepted this explanation for the build up of
funds within the account.

6. 36 The PAC, however, believes that the allocation of cash to
this account via Section 22, was outside the intention of
the legislation and was unreasonabl e in the context of
Parliamentary control of public funds.

Recommendation 7

6. 37 The PAC reconmmends that funds provided to acquire public

sector assets including conputers should be included in
the usual Parlianentary appropriati on process (see al so
Reconmmendati on 8).

12 Transcript of Evidence - 14 June 1988, Page 17
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7. THE BUDGET CYCLE

7.1 The Annual Budget Cycle has a long lead time and Treasury
(and the Governnent) do not have flexibility to quickly
respond to sudden and unexpected upturns in the econony
and, therefore, growh in State tax revenues.

7.2 In New South Wal es, we are fortunate fromthe point of
view of econom c growh, that Sydney is devel oping from
the major Australian financial centre to the |eading
financial centre in the Pacific Region. The Stock Market
boomY (up to Cctober 1987) and the property 'boont have

caused significant increases in State revenues.

7.3 In evidence before the Committee, the Secretary to the
Treasury referred to the difficulties in forecasting State
Revenues.

"o Qur revenues are becom ng increasingly difficult

to predict. Already stanp duty has overtaken payroll tax as our
nost inportant tax, That happened a few nonths ago. Stanp duty
is an extrenely volatile revenue. This year stanp duty is likely
to be up by 47 per cent on last year, and | think the budget
projected only about 14 per cent

7.4 Covernnent accounting is conplicated, the reports are
difficult to interpret. Not wi t hst andi ng t he changes
introduced by reforming |egislation over recent years, it
is difficult for even a |l earned reader to readily find a
conci se report on Government Financial Admnistration.

Transcript of Evidence - 14 June 1988, Page 4
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7.5 In New South Wl es, these reforns are ahead of the rest of
Austral i a. The Auditor-GCeneral's Report which includes
the Public Accounts as prepared by the Treasury is wdely
regarded as a leader inits field.

7.6 During the course of this Inquiry, the Conmittee received
advi ce froma nunber of |eading accounting acadenics.
Prof essor Bob Wl ker, Professor of Accounting at the
Uni versity of New South WVl es and an acknow edged | eader
in the study of public sector finances said:

governnent's financial statenents

The Publ i c Accounts prepared by Australian CGovernments are al
difficult to interpret - even by qualified accountants. In mny
opi ni on, New Sout h Wal es has been havi ng Auditors-Ceneral who have
seen their role as including the highlight significant itens in
those financial statenents. The Auditor-Ceneral's Report

whi ch sunmari ses the Public Accounts, departnental accounts and

t he fi nanci al statenent s of statutory authorities is an

extrenely useful and informative docunent"”.

1987

7.7 An anal ysis of Section 22 Paynents for 1986/87 and 1987/ 88
has been prepared on the foll owi ng basis:

1) Transfers to Special Deposits Account in Treasury

2) Payments to transport authorities. These paynents
have the effect of reducing the State's revenue
surplus on one side and then reducing the

operating deficit of the Transport authoriti es.
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3) Bi centenni al projects - major capital works

TRANSFERS TO SPECIAL DEPOSITS

7.8

7.9

7.10

7.11

7.12

A significant nunber of the 'Payments" au thorised under
Section 22 during the 1987 Financial Year were Transfers
bet ween various Treasury accounts and not cash payments.

The rational e behind these transfers is that Consol i dat ed
Fund appropriations lapse if not "spent" by 30th June.

Funds held in a Special Deposits Account at Treasury do
not |apse at financial year end.

A Consol i dated Fund appropriati on can be fully expended
during the year, by payment for goods or services
supplied. If noneys remain in an allocation at year end,
this noney can be "saved" fromreverting to Treasury as an

unspent allocation by "paynment ", i.e. transfer fromthe
Consol i dated Fund to Special Deposits Account.

Rul es and Quidelines apply to prevent w despread open abuse

of this systemin that Special Deposits Accounts are opened by

direction of the Treasurer under the Public Finance Audit Act or

by other enabling |egislation.

7.13
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Publ i ¢ di scl osure of the accounts opened is provided by
Table 17 to the Public Accounts which is included with the
Auditor-Ceneral's statutory Report to Parlianent and is a
publ i ¢ docunent. In 1986-87, sone nine accounts were
opened. Two exanpl es being the ' New South Wal es Public
Sector Tel econmuni cati ons Network Account”and the "Public
Liability Fund". Both were opened at the direction of the
Treasurer under the Public Finance and Audit Act.
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PUBLIC SECTOR TELECOMMUNICATIONS NETWORK ACCOUNT

7.14 Thi s account was opened for the purpose of recordingt he
capital costs of devel opment of a public sector
t el ecommuni cati ons networ k. An anount of $10M was
provi ded using the Section 22 facility.

7.15 The PAC rejects the argunent put to it by a nunber of
departnents that the Section 22 provision overcane the
probl em of funds lapsing if unspent at June 30 each year
Wile this nay have been a problemin the past the use of
the "commitnments outstandi ng", "Revenue Equalisation"and
"Section 22" provisions have broken down the artificia
barriers of the June 30 year end.

7.16 The PAC is concerned that this "lapsing nentality" may
i npi nge on the efficient delivery of services due to the
use of artificial barriers of June 30 to restrict the use
of long termcontracts.

7.17 The PAC was concerned to learn that the Comrunications
Net work project was only at the conceptual stage when the
funds were transferred using the Section 22 facility as
"an exi gency, of Governnent"

7.18 The PAC endorses the research and feasibility studies in to
this project. I n evidence, the PAC was advi sed that
consi derabl e cost will be involved in establishing this
network if the feasibility study shows the proposal to be
cost effective.

7.19 The PAC considers it likely that the Section 22 provision
was used as a guise to authorise the transfer of the $10M
i nvol ved and was not a transfer for the "exigency of

governnment".
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7.20 The PAC believes that the Parliament shoul d have the
opportunity to consider and debate this and simlar projects.

The failure to include this matter on the public record is a | ost
opportunity for good and open government.

7.21 The PAC noted that the $10Mtransfer was nade in the
cl osing nonths of the 1986-87 financial year. At 30
Novenber, 1988, that is during the 1988-89 financial year
an anount of $6, 000 had been spent fromthe account
| eaving a bal ance of $9.994M

PUBLIC LIABILITY FUND

7.22 Included in the 1986-87 financial year "Section 22" payments
is an anount of $30.0Mto establish a "publ ic liability" fund
within Treasury Special Deposits account. The government self

insures for public liability of the inner budget sector. Funds had
not previously been set aside to provide for any contingent
liability.

7.23 The PAC found that the Treasury was conducting its self
i nsurance on the follow ng basis.

PAC: "What is the fund for?

TREASURY: The government acts as a self-insurer for
public liability. In the past it has never
set aside any funds to nmeet energent clains.
It has dealt with clains on a totally ad hoc
basi s. To inprove the aspect of risk
managenent, the governnent reached a deci sion
that funds woul d be set aside as funds that
bear interest, and the interest earnings
woul d be used to nmeet such clains as they

arise. It is adifficult area to forecast.
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Was that forecasting assisted by actuarial advice?

TREASURY: | cannot answer that. ,,?2
7.24 In evidence, Treasury officers stated that a review of the
Treasury's risk managenment practices was underway. The

transfer of $30M was nmade on internal Treasury
recommendat i on without actuarial advice.

7.25 In answer to the question:

"Could I ask you, are you acting on actuarial advice to show that

this $31Mis an appropriate figure?

TREASURY: No detailed actuarial advice has been
obtained ". 3

7.26 This lead the PACto the viewthat the transfer of the
amount was nmore in line with bal ancing the budget. To
resolve this issue a further questions was asked:

“... But it would have hel ped to bal ance the budget as well

woul dn't it?

TREASURY: It seens to have. that consequential effect,
yes ". 4
7.27 The PAC finds in the case of this $30Mtransfer, the

absence of actuarial advice and before the interna
Treasury risk exanmi nation was conplete that the "exi gency

of Government" had not been established. Accordi ngly,
2 Transcript of Evidence - 14 June 1988, Page 20 3 Transcript of
Evi dence - 26 July 1988, Page 83 4 Transcript of Evidence - 26

July 1988, Page 83
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this $30M was seemngly used in part to bal ance the budget.

7.28 The view was endorsed in evidence given by a senior
officer of Treasury to the PAC when inquiring into the
"Managenent of Arson in the Public Sector"to the effect
that the Public Liability Fund has been used "... as a

bal ancing itemfor the budget" S

PAYMENT TO TRANSPORT AUTHORITIES

7.29 Paynents totalling $72 . 7M were nade under Section 22, that
is, above the armount appropriated by the Parlianent, for
the foll owi ng purposes:

TABLE 7.1

Financial Year 1986/87

$M

MINISTRY OF TRANSPORT

"Paynments to Transport Authorities for

concessi ons granted byt he Gover nnent

- further sunt 3
2.7

t owar ds superannuati on costs
- further sunt 40. O
TOTAL 72.7

5 Transcript of Evidence - 26 July 1988, Page 111
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7.30 The PAC notes that the operating | osses of various
transport authorities are well known and were the subject
of detailed review by the New South Wil es Commi ssi on of
Audi t.

7.31 The PAC noted that the use of the Section 22 provision to
pay funds to the transport authorities has the effect of
del ayi ng the opportunity for public and Parliamentary
scrutiny over the payment. The Parlianent can do little
nore than rubber stanp such a significant commtnment of
public funds.

BICENTENNIAL PROJECTS

7.32 The PAC noted that during the 1986/ 87 Fi nancial year, an
anount of $25Mwas transferred as a Section 22 payment, to the
Premier's Departnment "State Bicentennial Program Account” held
wi thin Speci al Deposits Account at Treasury.

7.33 The PAC noted that the Public Accounts show an

accumul ation of funds within this account over the years
prior to the Bicentennial year.

TABLE7.2

State Bicentennial Program , Premer's Departnent Funds held in

Treasury - Special Deposits

$' 000
30/ 6/ 84 10, 000
30/ 6/ 85 29, 893
30/ 6/ 86 66, 356
30/ 6/ 87 97, 649
30/ 6/ 88 48, 682
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7.34 The PAC was concerned that the Section 22 provision was
used to accunul ate cash reserves for future projects.

7.35 In evidence the PAC found that Section 22 transfers had
been used to build up reserves years before expenditure

was anticipated.

"... Il amalittle intrigued you have nentioned that some of the
noneys all ocated by Section 22 m ght be spent ,.. over the next

18" nonths ... up to two years hence. |Is that conmon and expected
that noneys allocated in one financial year m ght take 18 nonths

to two years for total exhaustion?

TREASURY. ' | don't think it is comon. | think normally
speaki ng the noneys woul d be expended in the

following year ... in certain cases the noney

won't be spent for some tine ... it applies

to the Bicentennial Fund where we started

putting noneys away for the Bicentennial in

1983 and we knew that the bul k wouldn't be

spent for® five years hence.

7.36 The PAC finds that the use of the Se ction 22 facility to
transfer $25Mto the Bicentennial Fund in 1986/87 coul d
not be justified as an "exigency of governnment" and was
used partly to bal ance the budget. This purpose is beyond
the Parliament's intention for "Section 22" paynents.

6 Transcript of Evidence - 26 July 1988, Page 58

-48-



Public Accounts Committee

8. PAC CONCERN WITH THE PARLIAMENTARY
CONTROL OVER PUBLIC SECTOR FINANCES

PARLIAMENTARY CONTROL

8.1 Section 22 effectively reduces the overall opportunity of
the Parli ament to consider and debate the receipts and
payments of the budget sector

8.2 Surpl us revenues can be spent without the Parlianent being
effectively involved or anare of the actual collections of

St at e revenues.

8.3 Addi ti onal paynents can be nmade wi thout the Parliament
being abl e to consider and debate the areas to be funded.

Recommendation 8

8.4 The PAC recommends that the Section 22 facility be
retained, to be used only for urgent and pressing
necessities that require imediate acti on by government in
the public interest, for exanple, relief fromnatura
di sasters.

8.5 The PAC concl udes that on the bal ance of evidence
presented the Section 22 payments have been repeatedly
used to authorise Transfers without Parlianentary
Appropriation for the purposes of bal anci ng the budget and
not for any pressing urgency. This is considered, by the
PAC, to be outside the original intent of the |egislation.

8.6 The PAC regards this practice as underm ni ng the necessary
Parliament ary control over public sector finances.
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9.6 A sinpl e bal ancing of the cash book is and shoul d not be
regarded as a neasure of the financial efficiency of the

gover nnent .
9.7 The electorate is now sensitive to the i ssue of taxes and
gover nnent char ges. The NSWTreasury in its financial

managenent rol e nust ensure that the government strategy
of a bal anced budget is achieved. This aimcan be seen to
be in conflict with the prim ary objective of the State
Treasury Ofice of State Revenue which is to optimse Tax
Revenue. An upturn in the econonic activity of the State
leads to an increase in the collection of revenue from
State taxes and charges.

9.8 Any government that ends the financial year with a surplus
runs the risk of criticismby uninformed taxpayers that the
governnent is a high taxing governnent.

9.9 In both years, the Section 22 provision was used to nake
addi tional payments and transfers fromthe Consolidat ed
Fund.

9.10 The Committee noted that at 30th June, 1988, the fine
tuning of the Public Accounts by Treasury resulted in the
Consol i dated Fund overdraft being repaid and the account
bal ance being NI at 30th June, 1988.

9.11 The Committee further noted that this overdraft had been
carried forward since the early 1960 s.

9.12 The Committee finds difficulty in understanding the answer
of the Treasury Secretary, to the PAC s question

"Do you consider that a nbdest budget surplus of $767, 000 as
detailed in Table 2 to the 1986-87 Public Accounts was a fair

di scl osure of the actual results for that year5
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Il think it was a fair disclosure after the Governnent had deci ded

to put noney aside for particular purposes ...

9.13 The Auditor Ceneral in evidence to the PAC indicated that
in his professional opinion

“If | were in a position to apply Australian Accounting Standard
AAS1 to the Treasurer's public accounts, | believe a fairer
representation would be to declare an operating surplus. For

| ast year, for instance, 1986-87, | believe an operating surplus
shoul d have been around the $300 nillion to $350 mllion mark.

If AAS1 was used, the operating surplus could have been adjusted

by appropriation to the reserves totalling the same figures.

i ndustry. Organisations strike a result and then transfer their

retained profits

9.14 The PAC notes that thisis in line with the recommendati on

of the Australian Society of Accountants in
their
submission to t he Inquiry.

"That after deternmining the result follow ng matchi ng of actua
recei pts and expenditure for the State each year, transfers to
speci al deposit accounts be disclosed as transfers rather than as
payment s nade. Wi |l e adopting this recomrendati on woul d

i mprove on the current situation, the Society strongly supports
further extension of accrual accounting concepts in the accounts
of the public sector to nore effectively reflect the financial

position of the State. ,,3

1 Transcript of Evidence, June 1988, Page 1

2 Transcript of Evidence June 1988 Page 41

3 Australian Society of Accountants, NSWDi vision, Submssion to
t he PAC
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9.15 The PAC further considered the generally accepted
accounting concept of differentiating between provisions
and reserves. The fol l owi ng question was asked of the
Audi t or - Gener al

PACt "When you nention appropriation of
reserves, is that the only alternative
that m ght have been available to
Treasury for those years about which you
adversely commented in your reports?
AUDI TOR- GENERAL: The other alternative of course is to
have a surplus. There could have been a surplus of $300 mllion.
interesting to note that if the additional consolidated fund
receipts for 1986-87 had not been allocated to the chosen areas,
there woul d have been sufficient cash to W pe out t he
consol idated fund overdraft, or to discharge the high-cost finance
budget sector, deferred paynents schene.
The consolidated fund overdraft at |oth June 1987
deferred paynent of the budget sector
works totalled $278 mllion.

9.16 The PAC is of the opinion that in the interests of ful
di sclosure the results of inner budget sector i.e. the
consol idated fund be on a basis simlar to the private
sector in that transfers to reserves be made "bel ow t he
line" after the (perating result for the year has been
decl ar ed.

9.17 In the Septenber 1988 Report of the Auditor-General the
results of the Consolidated Fund for th e year ended 30
June 1988 have been recast in line with Australian
Accounting Standards which apply to the private sector and
are progressively being applied to the public sector

4 Transcript of Evidence - June 1988 Page 41
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TABLE 9.1

CONSOLIDATED FUND RESULTS FOR 1987-88 AS RECAST BY AUDITOR-

GENERAL

CONSOLIDATED FUND TRANSACTIONS - 1987-88

$M
Total Receipts
Total Payments
Operating Surplus
Less - Transfers to "Reserves" (a)
wi t hin Special Deposits Account for:
CASH ADVANCES:

State Rail Account 60.0
Darling Harbour Account 81.7
OTHER PURPCSES:

Heal th Wor ki ng Account 25.6

Various Natural Disaster Accts 18.5 (b)
Provi si on for Purchase of

Conput ers Account 83.1
Arrears of Mintenance Acct 72.0
Debt Retirenment Account 51.8
Staf f Redundancy Account 10.0
Advances to be Recovered Acct 10.0

Less - Transfer to Revenue

Equal i sati on Account (S22A)
Decl ared Surplus, 1987 - 88
Amount Applied to Eimnate
Consol i dat ed Fund Overdraft

KEY
(a) No Budget allocation in 1987 - 88
(b) Represents anmobunts in excess of Budget all ocation.
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10. OTHER ISSUES

10.1 During the course of the Inquiry, it was brought to the

PAC s notice that the use of the "Section 22 facility" to transfer
over budget State revenues night have an econom c inpact on
Federal / State financial arrangenents.

10. 2A view was put to the PAC that the use of the Section 22
facility in the present manner mght disguise the extent
of State expenditures on specific itenms and di sgui se the

nature of the State's cash reserves.

10. 3 Expendi ture on specific goods and services coul d be
over stated when substantial sunms are transferred to
Speci al Deposit Accounts. |In subsequent years expenditure
fromthese accounts could result in double counting in
these future years. School nai nt enance and conput er
acquisitions are two accounts where this could occur

10.4 The PAC has no objection to the Treasury hol di ng cash
reserves to nmeet conmtments of the State as they emerge.

10.5 The PAC noted that the Corporate Plan of the Treasury

O fice of Financial Managenent had identified t he
follow ng aim

"To serve t he Treasurer in the performance of his

responsibilities, including the prudent nanagenent of the

Governnent's finances.

1 Treasury: O fice of Financial Managenent, Corporate Plan
June '88 - June '89, Page 2.
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10.6 The PAC considers, however, that a clear distinction
shoul d be rmade between provisions and reserves.
Provi sions cover identified coomitnents specifically
provided for prior to the operating result being declared,

that is "above the line™ for exanpl e enpl oyee
entitlenents and depreciation. Reserves on the other

hand, are an appropriation of the operating surplus and are shown
"bel ow the line", exanples being asset replacenent' reserve and

| oan repaynent reserve. This woul d be in accordance with
general |y accepted accounting principl es.
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APPENDIX 1

SECTION 22 PAYMENTS 1986/87

ITEM
AMOU
NT

PAYMENTS FOR RECURRENT SERVICES

PREMIER' S DEPARTMENT

2.4 Co-ordination of State Governnment Bi centenni al

Activities and Australia Day Cel ebrations

- State Bicentennial Program- further sum 25, 000, 000

TOTAL, PREMIER' S DEPARTMENT 25,000,000

PUBLIC WORKS DEPARTMENTS

2.6 Maintenance of School Buil dings
G her Services
- Arrear s of Mintenance 30, 000, 000

2.7 Maintenance of Tertiary Education Buil di ngs

QG her Services

- Arrears of M ntenance 5, 000, 000
2.9 Maintenance of Public and O her Buil di ngs

QG her Services

- Arrears of M ntenance 20, 120, 000

TOTAL, PUBLIC WORKS DEPARTMENT 55, 120, 000
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ITEM

NT

PAYMENTS FOR RECURRENT SERVICES eontinued

MINISTRY OF TRANSPORT

AMOU

1.1 Payments for providing Travel Concessions, Drivers Licence

Concessi ons and O her M nor Concessions
G ants and Subsi di es
- Payments to transport authorities for
concessions granted by the Government
- further sum

1.3 Contributions towards CGovernnent Railways

Super annuati on

- Payments to transport authorities towards
superannuati on costs - further sum

TOTAL - MINISTER FOR TRANSPORT

TREASURY

1.2 Financial Accounting and Funds Managenent

- Est abl i shment costs of Public Sector
Tel ecommuni cat i ons Networ k
- Provi sion for new conputer facilities,
i ncluding staf f and associ ated costs
- carried to Special Deposits Accounts

3.2 |Insurance and Conpensation Paynents

- Contribution to Public Liability Fund
- Contribution to Treasury Fire R sks Account
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40, 000, 000

72,715,855

10, 000, 000
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ITEM

NT

PAYMENTS FOR RECURRENT SERVICES eontinued

4.1

Assi stance to Authorities and O her Bodies

Q her Services

- Advances to Department and undert aki ngs
for working capital - further sum

TOTAL - TREASURY

TOTAL - PAYMENTS FOR RECURRENT SERVICES

PAYMENTS FOR CAPITAL WORKS

DEPARTMENT OF HEALTH

2.3 Support for Area Health Services and Public

Hospital s

Acqui sitions of sites, new buil dings,

i nprovenents, additions and associ at ed
facilities, capital grants and staff
accommodat i on

DEPARTMENT OF ENVIRONMENT AND PLANNING
2.1 State Library and Support of Library Services

State Library - new wi ng

2.2 The Australian Museum
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AMOU

27, 336, 468

122, 336, 468

275,172,323

806, 915

6, 801, 096

2,751,933
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ITEM

UNT

PAYMENTS FOR CAPITAL WORKS conti nued

2.3 Museum of Applied Arts and Sci ences

Power House Miseum

TOTAL - DEPARTMENT OF ENVIRONMENT AND PLANNING

PUBLIC WORKS DEPARTMENT

1.2 Country Towns Water Supply and Sewerage Schenes

Survey, investigation, design and supervi sion
costs and constructi on paynents for
el i gi bl e works

1.6 Flood Plain Managenent

Ri vers and foreshore inprovenents, including
grants to councils, etc, for such works

1.9 Fishing and Governnent Facilities

Harbour and rivers generally - mi scellaneous
2.4 Ot her Public Buildings

Publ i ¢ Buil dings generally
TOTAL - PUBLIC WORKS DEPARTMENT

TOTAL - PAYMENTS FOR CAPITAL WORKS AND SERVICES

TOTAL - CONSOLIDATED FUND
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19,092, 744

28,645,773

15, 349, 444

61, 000

753, 000

5,351, 773

21,515,217

50,967,905
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APPENDIX 2

1987 PUBLIC ACCOUNTS

CONSOLIDATED FUND - RECEIPTS IN DETAIL

LAST
YEAR HEAD OF RECHEI PT AMOUNT TOTAL
1985/ 86 1986/ 87

STATE TAX RECEI PTS
STATE TAXATI ON

$000 $000 $000
Act ual
STAMP DUTI ES
360, 565 Contracts and Conveyances 520, 673
118, 745 | nsur ance 150, 610
60, 503 Loan Securities 55, 341
85, 351 Share Transfers 168, 374
114, 567 Mot or Vehicle Registration
Certificates 130, 530
25,590 Cheques 25,174
137, 250 Financial Institutions Duty 165, 551
103, 046 Q her 91. 377
1, 005, 617 1, 306, 630
3,618 Probate and Death Duties 1. 860
1. 009. 235 1, 308, 490
1,579, 145 PAY- ROLL TAX 1,723, 826
295, 976 LAND TAX 345, 577
34, 875 HEALTH | NSURANCE LEVI ES 37, 003
RACI NG
120 Bookraker s 113
Raci ng Taxation (Betting Tax)
14,578 Act, 1952 16, 625
45, 739 Total i zator Tax 48, 491
Totalizator (O f-Course
126. 960 Betting) Act, 1964 140, 050
187. 397 205, 279

--- PCKER MACH NE TAXATI ON
191, 819
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734

27

247, 234

113, 379
464

138, 198

8, 210
1, 395
108, 122
707

769

1,214
1,815

622. 268

3, 728, 896
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Aucti oneers, Stock and
Station, Real Estate and
Busi ness Agents

Busi ness Franchi se Licences
(Petroleum) Arrears

Busi ness Franchi se Licences
(Petrol eum Pr oduct s)

Act, 1982

Busi ness Franchi se Licences
( Tobacco)

Consuner COredit

Fer ment ed and

Spi rituous Liquors

Li quor (Anusenent Devi ces)
Amendment  Act

Soccer Football Pool s
Lotto

Mot or Deal ers

Danger ous Goods

Fi rearnms and Danger ous
Weapons

Q her Licences

TOTAL - STATE TAXATI ON

693

12

225, 422

157, 066
767

149, 423

12, 341
3,571
113, 804
868

705

2,020
2.107

668. 799

4, 480, 793
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APPENDIX 3

SECTION 22 PAYMENTS 1987/88

ITEM
AMOU
NT
$
PAYMENTS FOR RECURRENT SERVICES
TREASURY
Pl ant and Equi prrent
- Purchase of conputers and rel ated payments
-further sum 75, 823, 593
3.1 Superannuation Costs
Q her Services
- Enployer's liability to non-contributory
superannuati on (basic benefit) 2, 669, 004
3.2 I nsurance and Conpensati on Paynents
- Enpl oynent and conpensati on paynents 10, 000, 000
5.4 Liability for Debts Assunmed from Vari ous
Aut horities
Q her Services
- Princi pal repayments 51, 800, 000
TOTAL, TREASURY 140, 292, 597

DEPARTMENT OF HEALTH

2.3 Support for Area Health Services and Public Hospital sCher
Servi ces
- Payments towards area health services and
public hospitals' operating costs
-further sum 51, 632, 444

TOTAL, DEPARTMENT OF HEALTH 51,632,444
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ITEM

UNT

PAYMENTS FOR RECURRENT SERVICES eontinued
DEPARTMENT OF PLANNING
1.5 Administrative Support Services

QG her Services

- First State 88 operating costs
TOTAL, DEPARTMENT OF PLANNING
PUBLIC WORKS DEPARTMENT
2.6 Mintenance of School Buil dings

G her Services
- Arrears of nmintenance

2.7 Maintenance of Tertiary Education Buil di ngs

G her Services
- Arrears of Mintenance

2.9 Maintenance Public and O her Buil di ngs
G her Services
- Arrears of M ntenance

TOTAL, PUBLIC WORKS DEPARTMENT

POLICE DEPARTMENT

1.1 General Police Services

Sal ari es and Q her Enpl oyee Payments - further sum

QG her Services
- Fire-arms conpensation
TOTAL, POLICE DEPARTMENT

TOTAL - PAYMENTS FOR RECURRENT SERVICES
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7, 100, 000

7,100,000

50, 000, 000

7, 000, 000

15, 000, 000

72,000,000

10, 682, 956

1,742, 317
12, 425, 273
283,450,314
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AMOU
NT
ITEM $
PAYMENTS FOR CAPITAL WORKS & SERVICES
DEPARTMENT OF PLANNI NG
1.5 Admi nistrative Support Services
Darling Harbour Authority - repaynent of
prom ssory not es 74,531, 928
TOTAL, DEPARTMENT CF PLANNI NG 74,531, 928
M N STRY CF TRANSPORT
1.2 Contributions towards the Cost of Leasing and
Purchasing Rolling Stock, Buses & Ferries
Repayabl e advance to the State Rail Athority 55, 581, 340
TOTAL, M N STRY OF TRANSPCRT 55, 581, 340
TOTAL - PAYMENTS FOR CAPI TAL WORKS AND SERVI CES 130, 113, 268
TOTAL - CONSCLI DATED FUND 413, 563, 582
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APPENDIX 4

AUDITOR-GENERAL'S CONCERN

Extract Page 30 - Auditor-General's Report to Parliament 1987 EXPENDITURE

Total expenditure for 1986-87 was $12, 165M of which $10, 634M
related to recurrent expenditure and $1,531Mto capital
expenditure. Both areas were greater than budget estimates, by
$236M and $52M respectively. Expendi ture under Parliamentary
Appropriation, together with the .full use of $125M conti ngency
budget provision, the Treasurer's Advance, accounted for $11, 838M
of total expenditure. The bal ance, $326M of over-budget paynents
was made in accordance with the Treasury's interpretation of
Section 22 of the Public Finance and Audit Act. The bulk of this
consists of the additional transfers to Special Deposits |listed
earlier in this review

t he passage of another 12 nonths has increased ny concern at the
weakeni ng of Parlianentary control of the purse by the use of
Section 22 of the Public Finance and Audit Act. I f feel,
therefore, that it is necessary to reproduce the comrents | nade
in nmy 1985-86 Report on this type of expenditure.

"The Advance to Tr easurer is a contingency sum

appropriated ' to neet supplenentary charges and expenditures of

an unforeseen nature ' Section 22 enabl es addi ti onal
payment s from Consol i dated Fund 'as nmay be necessary in the
public interest'. In anticipation of Parlianmentary appropriation

in the foll ow ng year,
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"A weakness of these nechanisns in allow ng budget overruns is

that they do not differentiate between essential expenditure and

funds that nmay be needed in a subsequent year. The present
systens | eaves Parliament little scope fore anyt hi ng nor e
t han formal endorsenent of funding decisions nade el sewhere.

This is not suggesting action taken is not prudent management! but
sinmply that Parlianmentary control of the purse is sonmewhat

under m ned. "

By way of an exanple, the table below traces the activities of

five account within Special Deposits Account mentioned by ne | ast
year. Colum (1) lists the 1985-86 transfers which were deemed to

be necessary "to neet supplementary charges and expenditures of an

unf oreseen nature or "in the public interest",
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(1) (2 (3) (4) (5) (6)
Transfer Balance Usage 1st
Late Balance Without Usage Quarter Balance
85-86 30.6.86 Transfer 86-87 86-87 30.6.87
SPECIAL DEPOSITS ACCOUNT ™M ™M ™M ™M ™M $M
Bicentennial Fund Account 40.0 66.4 26.4 16.8 17 97.6
Coal Compensation
Fund Account 30.0 77.5 475 23.6 13 74.0
Treasury Fire Risks
Account 25.0 60.1 35.1 37 0.1 88.6
Computer Account 30.0 36.7 6.7 30.4 35 80.8
Arrears of Maintenance
Account 30.0 36.4 6.4 38.2 34 53.8

In respect of the first three accounts the ~"Balance Without Transfer" (Column 3) was sufficient to cater for expenditure for the whole of 1986-87. In the other two accounts, the revised
balance was not large enough to support a full year's activity, but it was sufficient to meet expenditure in the first quarter. (Computer Account, $3.5M; Arrears of Maintenance Account,

$3.4M). By that time the 1986-87 budget was delivered and funds could have been transferred as necessary under full Parliamentary control.
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APPENDIX 5

AUDITOR-GENERAL'S CONCERN

Extract Page 128 - Auditor-General's Report to Parliament 1988 EXPENDITURE

Total expenditure for 1987/88 was $13,519M of which $11, 871M
related to recurrent expenditure, $1,592Mto capital expenditure,
while $56M was transferred under Section 22A of the Public Finance
and Audit Act to the Revenue Equalisation Account in Special
Deposits. Recurrent expenditure was $195M and capital expenditure
$131M above Budget forecasts. The Section 22A transfer is not
a Budget item the anmount determned to be transferred depends on
the result for the year and ot her factors.

Expendi ture under Parliamentary Appropriation, together with the
full use of the $134M conti ngency Budget provision, the
Treasurer's Advance, account for $13,049M The bal ance, $414M of
over - budget paynents was made in accordance with the Treasury's
interpretation of Section 22 of the Public Finance and Audit Act.
The bul k of this consists of the additional transfers to Speci al
Deposits listed earlier in this review The Section 22A paynent
menti oned above accounts for the bal ance.

The tabl e bel ow reveal s how, in the decade since 1977/78, paynents
purporting to meet the definitions of Treasurer's Advance or
Section 22 have risen steadily. The conparison with the total
Consol i dated Fund expenditure is to sone extent distorted by the
large increase in total expenditure, in 1986/87, when funds
previously accounted for outside the inner Budget, were included.
The increase in the usage of the Treasurer's Advance or Section 22
bef ore 1986/87 was steady and this year the trend has recomrenced.
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(1) (2) (3) (4)
Section 22 Treasurer's Tota
Expenditure Advance Total Consolidated %
$M $M $M Fund (3) of (4)
$M
1987/ 88 413,563 134, 000 547, 563 13,518, 518 40
1986/ 87 326, 139 125, 000 451, 139 12,164, 584 37
1985/ 86 281, 525 123, 000 404, 525 8, 878, 672 46
1984/ 85 154,473 77,000 231,473 8,001, 749 29
1983' /84 119, 390 70, 000 189, 390 7,441, 370 25
1977/ 78 20, 208 50, 000 70, 208 3, 755, 636 19

* Under previous Audit Act 1902 titled "Paynents Unaut hori sed

Suspense". For conparative purposes total expenditure
i ncl udes
previ ous CGeneral Loan Account.

The data above clearly denonstrates why the escal ati ng growt h of
payments nade under Section 22 of the Public Finance and Audit Act
is again ny maj or concern when review ng the activities of the
Consol i dat ed Fund.

In ten years to 1987/88, these paynents have increased from $20. 2M
to $413.6M It is apparent that the Treasury has continued to
ignore ny criticisns, but it is pleasing that nmy warnings to
Parlianment that control of a portion of the public purse is noving
fromParliament to the bureaucracy has produced some action

Per haps now that there has been sonme concern expressed by
Parliament itself, through the actions of a Public Accounts
Committee inquiry, at which | was pleased to attend and appear as
a witness, steps will be taken to stemthe snowbal | ing use of
Section 22 so that it is limted ot paynents "as may be necessary
in the public interest™
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M/ optimismis tenpered, however, by the fact that many of the
transfers from Consolidated Fund to Special Deposits Account,

whi ch make up the bulk of the Section 22 paynents, were nade after
Treasury officers had appeared before the Committee during its
revi ew of the equival ent 1986/ 87 payments.

A step towards better and nore meani ngful public disclosure of the
Section 22 payments would be to include a detailed nake-up in the
Publ i c Accounts each year. Such discl osure should ideally contain
a full description of the item together with an explanation as to
why the paynent/transfer was consi dered necessary and coul d not
await Parliamentary appropriation in the follow ng year's Budget.
The table | included ny Report last year (P 31 Vol 1) showed
clearly that the funds, having been transferred to nmeet the

exi genci es of CGovernment, generally renmain unused for up to a year
bef ore bei ng required.

I amal so concerned as to the apparent arbitrary manner in which
over-expenditures as classified as Treasurer's Advance or Section
22. The former has Parliamentary appropriation and is therefore
not reviewed separately by Parlianment as to its appropriateness to
be included within the definition of "suppl enent ary charges and

expendi tures of an unforeseen nature" The table earlier shows
how this appropriation fromParlianent which is limted by dollar
armount, but unspecified as to how it can be applied has increased
by 168%in ten years and by $57Mor 74%in the |ast three years.
feel it desirable that the individual itens make up these paynents
shoul d al so be disclosed in the Public Accounts.

Wil e Parlianent has the opportunity to reviewthe itens naki ng up
both Section 22 paynents and Treasurer's Advance as part of the
debate on the following year's Appropriation Bill, | fell that
their inclusion in the Public Accounts would allow for nmore public
scrutiny of themand also allow me to consider their
appropriateness as part of ny annual certificate to the Public
Account s.
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