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[ 6 July 2013

Dear Mr O'Dea
Question on Notice
Inquiry into the efficiency and effectiveness of the Audit Office of NSW

Different Approaches to Appointing External Auditors
Local Government, Universities and Aboriginal Land Councils

Thank you for the opportunity to take on notice your question on the different approaches in
New South Wales to appointing external auditors to Local Government, Universities and
Aboriginal Land Councils.

in my view, as a general principle, where a person is a steward for other people’s money an
auditee should not appoint their external auditor because the independence, or perceived
independence, of the auditor can be compromised.

For audit independence, quality and consistency reasons, | believe my Office should conirol
external audits of all New South Wales local government entities and universities.

Currently in New South Wales, local government entities appoint their own external auditor.
The results of these audits are therefore known only to the local governments who engaged the
auditor. There is no overview of the performance of councils in general, nor comparisons
between councils. Local councils are audited by the Auditor-General in a number of other
States in Australia, for example Victoria and Queensland.

Having the Auditor-General control all the external audits within a particular jurisdiction has the
added benefit of providing a high level of confidence that financial reports are consistent and
supported by the same rigorous and independent audit processes. If also allows an Auditor-
General to confidently comment on whole-of-sector findings and issues.

New South Wales universities’ external audits are currently conducted by my Office and |
believe my Office should continue to control alt external audits of the ten New South Wales
public universities. The sector overview is reported in Volume Two each year in my reporis to
Parliament.
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My Office also conducts the external audit of the NSW Aboriginal Land Council. However, we
do not do the external audits of individual Local Aboriginal Land Councils. Their external
auditors are appointed by the NSW Aboriginal Land Council. For consistency my Office could
control these audits. However, due to the small size of these Local Councils and the very local
nature of these activities, | am accepting of the NSW Aboriginal Land Counci continuing to
appoint the external auditors. | certainly do not believe it would serve the public interest if the
individual Local Aboriginal Land Councils choose their own external auditors.

By controlling all external audits of all New South Wales government agencies, local
government entities and universities 1 will be able to provide key decision makers with a higher

level of confidence about the integrity and consistency of financial reports they use to make so
many decisions on allocating limited public monies. '

The attachment provides a more detailed analysis of differences between Local Government,
Universities, the NSW Aboriginal Land Council and Local Aboriginal Land Councils.

Please contact me if you have any questions or would fke any further information.

Yours sincerely

Lo, Awee A

Peter Achterstraat
Auditor-General
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