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1. Context and terms of reference 

1.1 Introduction 

The NSW Government has set out five strategies for NSW. These are to: 

 rebuild the economy 

 return quality services 

 renovate infrastructure 

 strengthen our local environment and communities 

 restore accountability to Government. 

The issue is, given what has been inherited, can the Government deliver on these 
five strategies? Or to be positive, what needs to change to ensure that these 
strategies can be delivered? 

In this Interim Report, the Commission of Audit examines public sector management. 
It is not good news. The Commission has seen pockets of good practice in the NSW 
public sector, but generally managerial performance is far from excellent. This will 
hinder the achievement of the Government‟s five strategies. Capabilities need 
improving and the Commission is surprised at the low importance that has been 
attached to financial, people and asset management. Information systems are 
complex and cumbersome and often non-existent. 

Prior to the last Budget in June 2011 the Financial Audit described the deteriorating 
Budget position over the last decade and noted the significant challenge for 
Government (See Appendix 1). This Budget deterioration, now being addressed, is 
not independent of shortcomings in financial management, people management, and 
asset management. These areas all require urgent attention. 

The Commission of Audit has tried to do three things: 

 explain the current situation 

 describe what excellence might look like 

 recommend how to move forward from the current position to where the NSW 
Government and its public service should be.  

Addressing the issues will take time and resources. There are matters that can be 
done reasonably quickly say within six months. Other matters that are cultural or 
more complicated will take up to four years or so. The important thing is to start. The 
Commission has commented on the order in which issues might be tackled. 

There are three basic premises that have been followed by the Commission.  

First there is an indispensable role for Government. This for example covers helping 
those who genuinely need assistance, ensuring access to education, health care and 
housing and regulating monopoly prices and controlling pollution. 
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Second the Government must operate efficiently. Government basically depends on 
the taxes paid by the community it serves. It has a duty to ensure that these funds 
are not wasted and that the provision of services or assistance to the vulnerable is 
done efficiently. If services are available more efficiently and effectively from sources 
other than Government then this is how they should be sourced. 

Finally the Commission recognises that a well-managed and efficient public sector 
contributes to the NSW economy. There are a number of public services that directly 
affect both business and the community. More efficient transport of both passengers 
and freight, for example, would improve NSW productivity as would better 
performance in government owned enterprises. 

All three of the premises require accountability. This report has found poor systems, 
poor clarity about roles, insufficient coordination and limited strategic foundations. All 
this hinders achievement of policy and inability to keep pace with societal change. 

The work of the Commission of Audit has been greatly assisted by an Advisory 
Board. Individual members of the Advisory Board have advised on specific areas of 
work. The Board has also met together to consider the report as a whole.  

Implementing reform will be assisted by the goodwill and talent within the public 
sector management and staff. The Commission‟s work has had support from the 
Directors General of clusters and comment and assistance from many staff. 
Dedicated people have been delivering services by navigating through and around 
cumbersome structures and unnecessary barriers that have developed in past years. 
Improvements will not only be welcomed by the majority of staff but will enable the 
government to implement its strategies.  

The Commission has followed the following Terms of reference. The future work of 
the Commission is discussed at section 1.3. 
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1.2 Terms of reference 

Preface 

The Commission of Audit delivers a long standing commitment by the Government to 
review the current state fiscal situation and to establish a framework for future 
reform. The Audit will be delivered in two stages: 

1. Financial Audit (the Lambert Review), comprising: 

a. Review of State Finances 

b. State Financial Strategy 

2. Expenditure and Management Audit. 

 

Background 

The Commission of Audit will report to the Treasurer. The first stage Financial Audit 
will inform the second stage Expenditure and Management Audit. It is expected that 
an interim report of the Expenditure and Management Audit will be issued in 
November 2011 with a final report in January 2012. The Financial Audit (Lambert 
Review) was completed before the 2011-12 Budget. 

 

Governance of Commission of Audit 

An Advisory Board of Commissioners, directed by a Chairman, will provide advice to 
the CEO of the Commission of Audit. This advisory role is to provide guidance 
around the CEO‟s work on the Stage 2 Expenditure and Management Audit.  

The Commissioners on the Advisory Board were chosen on the basis of their 
management and professional background with expertise in areas including public 
service delivery, community services, regional issues, performance management 
and auditing. The CEO is responsible for the stage 2 Expenditure and Management 
Audit with an interim report in November 2011 and the final report due in January 
2012. 

The Advisory Board is: 

David Gonski AC Chairman 

Chris Eccles (ex officio)  

Phil Gaetjens (ex officio) 

Belinda Hutchinson AM 

Sue Page AM 

Kerry Schott (ex officio) 

Peter Shergold AC 

Richard Spencer 
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Gerard Sutton AO. 

Dr Schott is also the CEO of the Commission of Audit, Stage 2 and is an ex officio 
member of the Advisory Board. Chris Eccles and Phil Gaetjens are also ex officio 
members of the Advisory Board and are Director General of the Department of 
Premier and Cabinet and the Secretary of the Treasury respectively.     

 

Financial Audit (The Lambert Review) 

The first stage Financial Audit was convened by Acting Treasury Secretary Michael 
Lambert and included: 

 a comprehensive review of the State‟s finances 

 development of a State Financial Strategy. 

The Stage 1 Financial Audit was to identify and report on issues including: 

a. the state of the NSW balance sheet, including on budget and off budget 
assets and liabilities 

b. the long-term sustainability of the NSW Budget position, including its 
underlying cost and revenue drivers 

c. weaknesses in financial controls and financial risk management 
frameworks 

d. wasted expenditure that has built up over 14 years of Labor including 
program and infrastructure costs overruns and areas of less effective 
programs and infrastructure provision 

e. opportunities to strengthen the NSW financial position. 

The Financial Audit is supported by a secretariat within Treasury. It was completed 
prior to the commencement of the Stage 2 work on the Expenditure and 
Management Audit and informs the second stage work. 

 

Expenditure and Management Audit 

The Expenditure and Management Audit will examine public sector management 
and service delivery issues through case studies which illuminate specific and 
systemic weaknesses in management and expenditure. It will identify reform 
opportunities and appropriate performance objectives for public sector management 
and service delivery. 

Terms of reference for the Expenditure and Management Audit were: 

a. a review of all costs and performance of State Government services to 
global benchmarks 

b. measures to drive better performance through increased accountability 
and transparency in financial reporting.  
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The Expenditure and Management Audit will deliver against these Terms of 
Reference and support the implementation of the NSW State Plan by: 

1. Examining public sector management and service delivery issues, 
including procurement, corporate services and asset management and 
identify potential improvements to productivity, service quality, and public 
value across the public sector. 

2. Evaluating the effectiveness of existing performance metrics and options 
for greater transparency and accountability through improved public 
reporting.  

3. Using benchmarking data (against public, private, not for profit, interstate; 
international comparisons) to identify objectives for performance 
improvement and analyse the reasons for any significant divergence from 
these objectives in NSW.  

4. Producing recommendations to generate long term systemic reform. 

The Expenditure and Management Audit may take up matters arising from the 
Financial Audit. 
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1.3 Work Program 

The work done by Michael Lambert and Treasury on the Financial Audit was 
completed before the last Budget in June 2011. It informed that Budget and some 
changes within the Budget were based upon it. The Lambert Review has also 
informed the Commission work, especially on Financial Management (Chapter 3). A 
summary of the Lambert review is included at Appendix 1. 

This Interim Report on management will be followed by a Final Report in 
February/March. This Final Report will address expenditure across the sector and 
specific areas of interest to the Government. These will include: 

 implementing service delivery at more local and community levels 

 performance improvement in support activities including procurement, 
corporate and shared services and workers compensation. 
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2. Structure and accountability 

 The NSW Government is a very large and diverse organisation conducting a 
wide mix of services.  

 It has over 4,400 entities, 22 Ministers, nine Directors General and hundreds 
of Chief Executives and other senior executives.  

 To operate effectively, there is a need for clear roles and responsibilities at 
Ministerial and administrative levels.  

 Relationships need to be clear between Coordinating and Portfolio Ministers 
and between Directors General and Chief Executives.  

 Clusters are pivotal in improving service delivery. At present within clusters 
there are too many different entities and governance arrangements are 
blurred.  

 Accountabilities and management reporting needs to be simplified, and the 
roles of central agencies clarified, both in relation to each other, and to 
clusters. 

 

2.1 Overview  

Every day people in NSW interact with the state government. They use public 
transport, they are treated in hospitals and children attend school and go on 
excursions to subsidised museums and zoos. People face court, report theft and 
apply for boat moorings. They drive on government owned roads and in the cities 
rely on functioning traffic lights. Abused and neglected children are protected. 

Other interactions are less obvious: 

 restaurant cleanliness is regulated and checked 

 building standards are set and inspected 

 prices of water and sewerage services in large cities are independently 
regulated 

 compensation for work injuries is provided 

 the environment is protected by law and regulation. 

These government services are provided by about 322,400 full time equivalent 
employees (FTEs) working in around 4,400 government entities. The structure of 
such a large diverse service organisation must have clearly defined roles, 
responsibilities and regular performance checks. The structure must also allow 
flexibility to cope with societal change. New entities will need to be created easily 
and redundant ones merged or retired from time to time. 

Previously in NSW, agencies have operated as independent organisations – usually 
coordinating with other agencies as needed. This type of arrangement no longer 
works well. People now have different expectations of government and seek more 
integrated services. Service users find it hard to make sense of government 
structures, particularly where they duplicate services or do not know what other 
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areas of government are doing. This lack of clarity and simplicity erodes public 
confidence and trust. 

A proliferation of agencies also results in inefficiencies. There is fragmentation of 
both services and back office systems. There is also a misalignment between 
financial and legal accountabilities. Differing employment and staffing arrangements 
abound.  Where different agencies should be working closely together this is often 
difficult. 

In the NSW Government the various entities and organisations are now grouped into 
nine clusters. These new clusters are not legal entities. They are administrative 
arrangements of a group of different legal entities. They allow similar government 
services to be coordinated more effectively within the broad policy area of a 
particular cluster.   

The establishment of similar clustering has occurred in other jurisdictions since the 
1990s. NSW is a late adopter of the cluster arrangements. Clusters are groupings 
around service delivery areas like education, health, human services, transport, 
economic development and justice. Clusters enable better linkage between silos and 
provide more integrated services to the community. It also allows Ministers and 
senior administrators to better coordinate budgets, staff and other resources to drive 
more coherent policy and program delivery. Greater size also enables greater 
efficiencies in administrative arrangements and corporate systems.  

While the establishment of cluster structures should drive better policy coordination 
and service delivery, there is still a long way to go to establish fully functional 
organisations that have the ability to provide the quality services that the community 
expects. Many clusters are not able to gain a single view of their organisation, 
cannot produce a set of monthly accounts or performance reports, or even email all 
staff on a common system.  
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2.2 The new cluster arrangements 

The nine new clusters are: 

 Premier and Cabinet 

 Treasury 

 Finance and Services 

 Education and Communities 

 Health 

 Transport 

 Family and Community Services 

 Trade and Investment, Regional Infrastructure and Services 

 Attorney General and Justice. 

The nine clusters vary considerably in the number of Ministers they support, the 
entities they contain, the number of staff they employ and the budget they 
administer: 

 Ministers supported in each cluster ranges from 1 to 9 

 staff numbers range from 400 to 96,000 

 budgets range from $2.1 billion to $15.3 billion 

 clusters include between 15 and 384 entities.   

The data presented in Figure 2.1 is indicative as there is no „single source of truth‟ 
that provides up to date information on staff numbers, entities and budgets by 
cluster. More detail on clusters is outlined in Appendix 2.  
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Figure 2.1: The Nine Clusters 

Note: Does not include State Owned Corporations staff or budgets. 

Each cluster has a Coordinating Minister with responsibility for coordinating policy 
across that cluster. The Coordinating Minister is also responsible for service 
planning, budget appropriations and asset planning and resource allocation. This is 
done in consultation with the relevant Portfolio Minister(s) in their cluster. The 
Director General of the cluster has a primary role to support the Coordinating 
Minister in driving coordination and the delivery of services in the cluster.  

Each cluster has a Principal Department. They have the same name as their cluster 
and each principal department has been established under the Public Sector 
Employment and Management Act. The principal departments are legal entities 
which have a key coordination role. They are headed by the Director General who 
has a role in coordinating the other subsidiary entities within the cluster. The 
subsidiary entities undertake specific regulatory or service delivery functions. These 
are headed by a Chief Executive who report to their Portfolio Minister on their core 
functions and to the Director General on various policy and administrative matters.  

In each cluster the relationship to the Director General may also be more or less 
hierarchical and more or less coordinated depending on the tasks undertaken. For 
example, in the Premier and Cabinet Cluster there are a number of Accountability 
Institutions which are oversighted by the Parliament and operate independently from 
the principal department. The Attorney General and Justice Cluster includes support 
for the Judiciary, which is an independent branch of government. This Attorney 
General and Justice cluster also includes the uniformed services of Police, Fire and 
Rescue and the State Emergency Services. For operational reasons these have 
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strong command structures. The Principal Department does not have any direct role 
in the operations of these entities. 

Clusters are somewhat similar to a large parent company in its relationship to 
subsidiary companies in private sector conglomerates. Subsidiary companies 
operate their own businesses, with strategic matters and key performance reported 
to the group chief executive and the parent company board. A partially comparable 
tiered relationship applies in clusters: subsidiary entity Chief Executives should be 
accountable to the Director General on strategic matters. 

An overview of the range of entities in each cluster is outlined in Figure 2.2. Given 
this complexity, a NSW Government Entity Classification Framework has been 
developed by the Department of Premier and Cabinet. This serves as a guide to the 
ongoing development of governance and accountability structures across 
Government. The Framework groups 14 entity types into three tiers depending on 
their organisation type and reporting relationships. This is outlined in Appendix 2. 

Tier 1 entities have a primary governance role. Examples include the Ministry of 
Health, Transport for NSW, Sydney Water Corporation, Sydney Ports Corporation, 
the Independent Commission Against Corruption, the Ombudsman and the Supreme 
Court. The inclusion of commercial State Owned Corporation in the Tier is important 
to preserve their corporate like operations with a Board and Shareholder Ministers. 

Tier 2 entities operate like subsidiaries within their cluster or branch of government. 
Examples include the Road and Maritime Service, Railcorp, Department of Primary 
Industries, the Ministry for Police and Emergency Services, Catchment Management 
Authorities, National Parks and Wildlife Service, Forests NSW, the Illawarra Venues 
Authority, the Sydney Opera House and the Guardianship Tribunal.   

The Tier 3 entities are advisory and do not have any decision-making or governance 
role such as the Youth Advisory Council, Radiation Advisory Council, Child 
Protection Advisory Group and the Sydney CBD Bus Strategy Working Group.  

The Commission notes that at present there are so many entities within some 
clusters that coordination is impossible at the Director General level without some 
changes. The number of entities should be reduced. Over time a number of small 
entities have been set up, often for a specific purpose that may no longer be of 
importance. These entities are now due for a review. Are they still serving a purpose, 
and if so can that purpose be met more efficiently?  

 

Recommendation: The Commission recommends that each Coordinating Minister 
and Director General review entities within the cluster and report to the Premier 
within six months. In particular each cluster should review the number of entities it 
contains and their type. Immediate steps should be taken to group or merge entities 
where appropriate and abolish them if they no longer serve a purpose.  
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Premier & Cabinet

Principal Department:
Department of Premier & Cabinet^including

• Local Government Division
• Office of Environment  and Heritage including

- Environment and Climate Change
- National Parks and Wildlife Service

- Heritage Branch
• Office of Western Sydney
• Parliamentary Counsel‟s Office
Other Department(s)

Department of Planning and Infrastructure  ̂including
• Office of Strategic Lands
Other Bodies:
• Audit Office *
• Independent  Commission Against Corruption *̂
• Independent Pricing and Regulatory Tribunal
• Infrastructure NSW
• Inspector of Independent  Commission Against Corruption*
• Inspector of the Police Integrity Commission*
• Internal Audit Bureau 
• NSW Electoral Commission *̂
• Ombudsman‟s Office *̂
• Police Integrity Commission*
• Public Service Commission  ̂(to be established)
• Centennial Park and Moore Park Trust 
• Environmental Trust 
• Environment Protection Authority
• Historic Houses Trust
• Jenolan Caves Reserve Trust 
• Lord Howe Island Board 
• Natural Resources Commission
• Parramatta Park Trust 
• Royal Botanic Gardens & Domain Trust
• Taronga Conservation Society Australia
• Western Sydney Parklands Trust 
• Barangaroo Delivery Authority 
• Central Coast Development Corporation   
• Hunter Development Corporation
• Luna Park Reserve Trust
• Redfern Waterloo Authority
• Sydney Harbour Foreshore Authority
• Cooks Cove Development Corporation
• Sydney Metropolitan Delivery Authority
• Building Professionals Board
• Landcom #

Treasury

Principal Department:
The Treasury  ̂including

• Office of Financial Management 
Other Bodies:
• Crown Finance Entity^
• Electricity Tariff Equalisation Ministerial Corporation 

• Liability Management Ministerial Corporation 
• NSW Self Insurance Corporation
• T Corp

Attorney General & Justice

Principal Department:
Department of Attorney General & Justice^including

• Attorney General‟s 
- NSW Trustee and Guardian 
- Registry of Births Deaths and Marriages
- Guardianship Tribunal

- Industrial Relations Commission  
• Corrective Services
• Juvenile Justice 
Other Department(s)

Ministry for Police and Emergency Service 
• Disaster Welfare Assistance    
• Emergency Management NSW  
Other Bodies:

• Information and Privacy Commission*
• Judicial Commission  
• Legal Aid Commission 
• Office of the Director of Public Prosecutions^

• Fire and Rescue NSW  
• NSW Crime Commission  
• NSW Police Force 
• Rural Fire Service 

• State Emergency Service 

Finance & Services

Principal Department:
Department of Finance & Services^including
• Corporate and Shared Services Reform
• NSW Fair Trading
• Government Services
• Housing: Asset Management
• Industrial Relations 
• Office of State Revenue
• Land and Property Information
• NSW Public Works
• NSW Procurement
• Registrar General
• Service First
• State Fleet
• Surveyor General

Other Bodies:
• Aust. Centre for Advanced Computing & Communications (ac3)
• Board of Surveying and Spatial Information
• Compensation Authorities Staff Division
• Consumer Trader and Tenancy Tribunal 
• Geographic Names Board
• Lifetime Care & Support Authority
• Long Service Corporation
• Motor Accidents Authority
• NSW Architects Registration Board
• NSW Government Telecommunications Authority
• Rental Bond Board
• State Contracts Control Board
• State Property Authority
• State Records Authority
• Teacher Housing Authority
• Waste Assets Management Corporation
• WorkCover Authority
• Workers‟ Compensation (Dust Diseases) Board
• NSW Land and Housing Corporation (jointly with FACS)
• Valuer General
• Hunter Water Corporation #
• Superannuation Corporations x 4 # Pilar; SAS; FSS; PCSF
• Sydney Water Corporation #

Trade & Investment, Regional 
Infrastructure & Services 

Principal Department:
Department of Trade & Investment Regional 

Infrastructure & Services^including
Industry and Investment 
• Chief Scientist and Engineer
• Retail Tenancies Unit
• Small Business
• State Development
• Regional Development 
• Tourism and Major Events Policy
• Arts NSW
• Office of Liquor, Gaming and Racing 

Division of Resources and Energy
• Energy, Mining and Biofuels
• Mine Safety

Department of Primary Industries
• Aquatic Reserves
• Food Authority 
• Forests NSW 
• Catchment Management
• Crown Lands
• Office of Rural Affairs
• Office of Water 
• Primary Industries
• Agriculture
• Fisheries
• Biosecurity

Other Bodies:
• Art Gallery
• Australian Museum
• Casino, Liquor and Gaming Authority
• Destination NSW incl. Tourism, Events, Homebush Motor RA
• Museum of Applied Arts and Sciences
• Sydney Opera House
• Screen NSW
• State Library
• Benerembah Irrigation District Environ. Protection Trust
• Catchment Management Authorities  x 13
• Central Coast Water Corporation
• Chipping Norton Lake Authority
• Cobar Water  Board
• Game Council
• Lake Illawarra Authority
• Livestock Health and Pest Authorities x 15 (incl  SMC)
• Marine Parks Authority
• Rural Assistance Authority
• Sydney Catchment Authority
• Wild Dog Destruction Board
• Mine Subsidence Board
• State Water #
• Energy Corporations #

Family & Community Services

Principal Department:
Department of Family & Community Services^ including

• Ageing, Disability and Home Care incl Office for Ageing
• Community Services 
• Housing NSW
• Office for Women‟s Policy 

Other Bodies:
• Aboriginal Housing Office
• NSW Businesslink Pty Ltd
• City West Housing Pty Ltd  

• Home Care Service
• Home Purchase Assistance Fund 

NSW Public Sector: Principal Departments and Other Bodies  as at 17 August 2011

Transport
Principal Department:
Department of Transport^including

Other Bodies:
• Country Rail Infrastructure Authority 
• Independent Transport Safety Regulator 
• NSW Maritime 

• Office of Transport Safety Investigations 
• Public Transport Ticketing Corporation 
• RailCorp
• Roads and Traffic Authority

• State Transit Authority
• Sydney Ferries
• Sydney Metro Authority 
• Transport Construction Authority 

• Western Sydney Buses 
• Ports Corporations # x3

Education & Communities

Principal Department:
Department of Education & Communities^including

Office of Education
• Early Childhood Education and Care
Public Schools
TAFE and Community Education

Office of Communities
• Aboriginal Affairs 
• Sport and Recreation 
• Veterans Affairs 

• Volunteering
• Youth
Other Bodies:
Education

• Board of Studies  
• Board of Vocational Education and Training 
• Institute of Teachers  
• TAFE Commission  

Communities 
• Combat Sports Authority of NSW 
• Children‟s Guardian  
• Commission for Children and Young People *  

• Community Relations Commission 
• Hunter Region Sporting Venues Authority
• Illawarra Venues Authority
• NSW Institute of Sport  

• Parramatta Stadium Trust 
• Sydney Cricket & Sports Ground Trust  
• Sydney Olympic Park Authority

Health
Principal Department:
Department of Health^ including Medical Research

Other Bodies:
• Health Care Complaints Commission*
• Local Health Districts x 15
• Health Professional Councils Authority

• Statutory Health Corporations x 10
• Ambulance Service of NSW
• Cancer Institute 
• Health Administration Corporation

Key: *   Entity that reports independently to Parliament 
#  State Owned Corporations 

 ̂ Entities receiving an appropriation via a 
Minister

 

Figure 2.2  

Figure 2.2: NSW Public Sector 
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2.3 Governance experience elsewhere 

Experience in other government jurisdictions and in the private sector provides 
insights for the governance and accountability challenges. Some other state 
governments have had clusters arrangements for some time, and they have 
formalised governance arrangements. For example, Victoria has classified and 
standardised the legal form of entities (State Services Authority, 2010). South 
Australia‟s Sustainable Budget Commission in 2010 recommended developing a 
policy framework for establishing statutory authorities (including legislative 
templates) and for the governance and accountability arrangements for different 
types of entities.   

Queensland is considering legislation to set minimum governance standards across 
all non-departmental entities. A policy framework will address the policy and 
procedural requirements for entity creation and review. New Zealand has codified 
entity types in a legislative framework. The Canadian Province of Alberta has set out 
a legislative basis for governance of agencies, boards and commissions. It includes 
requirements for a Mandate and Roles document, codes of conduct, member 
recruitment, and terms of office, remuneration and agency review processes. 

Governance is also important in the private sector. A parent company has a defined 
relationship with its subsidiary companies: they have clear governance and reporting 
arrangements. The Commission found that typically large corporate organisations 
such as BHP Billiton, Rio Tinto and Wesfarmers share similar features. The 
leadership group headed by the Group Managing Director generally involves both 
key corporate and functional heads. These include the Chief Financial Officer, the 
Chief Human Resource Officer and the General Counsel along with the Chief 
Executives of the functional or operational groups such as retail, mining or 
insurance.  

The entire group often operates on the same systems, subsidiaries largely running 
their own businesses and having their own (secondary) boards. Strategic matters 
and key performance is reported to the Group Managing Director and the parent 
company board. Government clusters can learn valuable lessons from such an 
approach.  

Wesfarmers provides an example of a private sector conglomerate which has a 
diverse range of entities under functional groups as outlined below. Wesfarmers is 
one of Australia‟s largest and most diversified industrial companies. It is one of the 
nation‟s largest employers, has annual revenue of $55 billion and 450,000 
shareholders. Its group structure is set out below. 
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Figure 2.3: Wesfarmers Group Structure  

 

 

Case study: Wesfarmers – Clustering in the private sector  

The Leadership Group at Wesfarmers comprises the Group Managing Director, a 
Corporate Group (including the Chief Financial Officer, the Chief Human Resource 
Manager, the Group General Counsel, the Head of Business Development and the 
Head of Corporate Affairs) and an Operations Group (including the Managing 
Directors of the various industry groups that encompass Coles, Home Improvement 
and Office Supplies, Target, Kmart, Insurance, Resources, Industrial and Safety, and 
Chemicals, Energy & Fertilisers). This is shown in Figure 2.4. 
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Figure 2.4: Wesfarmers Leadership Group 

 

The diversity of the businesses run by Wesfarmers is similar to that of a 
departmental cluster. The structure of the leadership group provides an indication of 
which parts of the business are represented at the top table. The Group Managing 
Director meets regularly with the Leadership Group consisting of the Corporate and 
the Operations Groups, as well as meeting separately in their individual groups.  

While private sector models have some application in the public sector, the 
Commission does recognise there are differences. However what has surprised the 
Commission is the absence of the Chief Financial Officer and the Chief Human 
Resources Manager among the direct report group in the public sector. These are 
essential strategy positions in large organisations. This would be especially the case 
in budget constrained labour intensive service organisations – like clusters and 
public sector agencies.  

 

Recommendation: The Commission recommends that the Director General of each 
cluster should set up a leadership group including Chief Financial Officer, Chief 
Human Resource Manager, the Group General Counsel and operational cluster 
CEOs as appropriate.  

Key corporate positions report to the 
Managing Director, with the CFO and 
CHR included in the Leadership Group. 

The heads of each of the 
commercial companies is 
also on the Leadership 
Group. They also have their 
own Boards and corporate 
governance structures.  

The Wesfarmers 
Leadership Group  



NSW Commission of Audit  Interim Report: Public Sector Management 

 

Cabinet-in-Confidence  Page 20 of 175 

2.4 Accountability and reporting within clusters 

There has not yet been a clear articulation of accountability arrangements in 
clusters. This has resulted in some confusion about the respective roles of 
Coordinating Ministers and Portfolio Ministers, and between the Directors General of 
Principal Departments and Chief Executives of subsidiary entities within each 
cluster. 

Within clusters the Coordinating Ministers are more senior than others and have a 
role in coordination across the cluster. How they will work with other Ministers in their 
cluster must be clear. This is particularly important where cluster seniority is different 
from Cabinet seniority order. A tiered relationship is needed between the Directors 
General and Chief Executives of other entities in each cluster. The accountability 
framework would make clear who is responsible for what functions at a ministerial 
and administrative level and who is accountable for achieving agreed outcomes.   

Current governance arrangements in NSW do not provide a complete, well-
understood and consistent governance framework. Broad deficiencies in the current 
arrangements include: 

 inconsistencies between the main legislative instruments used for entity 
classification, the Public Sector Employment and Management Act 2002 
and the Public Finance and Audit Act 1983 

 lack of appreciation by some entities, particularly advisory entities, about 
the limitations of their powers 

 confusion concerning the relative responsibilities of an entity and the 
Principal Department of its cluster 

 evidence that some entities have an incomplete understanding of their 
obligations under the Public Finance and Audit Act 1983, Annual Reports 
(Departments) Act 1985, Annual Reports (Statutory Bodies) Act 1984, and 
Treasury‟s financial management reporting requirements 

 lack of clear approval processes for creation and dissolution of entities 

 lack of comprehensive and authoritative guidance for decision-making 
around the most appropriate type of structure for new entities. 

In this context the Commission notes the Government‟s recent initiatives to improve 
accountability. These include: 

 establishing nine clusters of agencies, each with a Coordinating Minister 
accountable to the Premier 

 establishing Portfolio Ministers within each cluster, accountable to the 
Premier 

 instituting NSW 2021: A Plan to Make NSW Number One with 32 
measurable goals with progress monitored on a quarterly basis and 
reported publicly 

 making Directors General of clusters directly accountable to the Premier 
for achieving specified outcomes within that cluster 
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 establishing the Public Service Commission to support the highest levels 
of integrity, impartiality, ability, innovation and leadership within the public 
sector 

 establishing the Customer Service Commission to put the citizen at the 
centre of public services, including innovations to make it easier for people 
to interact with government 

 strengthening the powers of independent „watchdogs‟, making more 
government information easily available, and enabling citizens to critique 
services.  

Many features of the accountability framework are in place, but some key elements 
are missing or require further development. Ministers are required to fulfil 
commitments outlined in Charter Letters issued by the Premier. Directors General 
have performance contracts with the Premier which address key priorities and 
deliverables. This makes the Premier a key convergence point for accountability both 
at a Ministerial and an administrative level. This is represented the Figure 2.5. 

Figure 2.5: Ministerial and Departmental cluster accountability arrangements 
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The Premier‟s Charter Letters with Ministers outline responsibilities for the delivery of 
the Government‟s key policy and service delivery priorities, including those outlined 
in NSW 2021. What has not yet been articulated is the role of Coordinating Ministers 
in relation to Portfolio Ministers in setting overall strategic directions for the cluster.  
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Directors General are also accountable to their coordinating Minister and to their 
portfolio Minister(s). Likewise, Chief Executives are accountable to their Portfolio 
Minister and to their cluster Director General.  

The recent budget has appropriated all funds (with the exception of some 
accountability and statutory bodies) to the Coordinating Minister of the cluster as the 
„Budget holding‟ Minister. This is a welcome development as it provides Coordinating 
Ministers with greater flexibility in the allocation of budget funds within a cluster. 
These funds are then allocated to Departments and entities within the cluster. In this 
context, there is a need to clarify the role of Coordinating Ministers in approving the 
reallocation of funds within a cluster. Financial management systems need to 
change to enable tracking and allocation of funds within clusters. 

The Commission believes this mirroring of accountabilities at a Ministerial and an 
administrative level is appropriate and should be extended. While the Directors 
General of the nine Principal Departments also have their Performance Agreement 
with the Premier, the arrangements for Performance Agreements of Chief Executives 
are less clear. Directors General together with the appropriate Minister, should have 
Performance Agreements with Chief Executives in the cluster. Government priorities 
should be reflected in the Performance Agreements of both departmental heads and 
CEOs and should cascade through the performance arrangements to senior 
executives and staff within each entity. 

The Premier‟s focus, and that of the Cabinet, is on whether strategic policy and 
services outcomes are achieved. However, to achieve these outcomes the cluster 
heads need to have accountability for budgets, people management and assets with 
cascading responsibilities for Portfolio Ministers and agency chief executives. This is 
not currently the case. They do not formally have all the levers to manage their 
clusters effectively. The Commission believes there is benefit in clarifying the roles of 
Coordinating and Portfolio Ministers as well as those of Directors General as heads 
of Clusters and Chief Executives of entities within clusters. 

It is noted that in some instances it is not appropriate for a CEO to report to a 
Director General. This is the case where a Statutory Officer reports directly to 
Parliament. ICAC and the Auditor General are in this category. Also where statutory 
officers exercise their statutory powers they are not (and should not be) subject to 
Ministerial or administrative direction and control. 

While a single approach will not fit each cluster, some generic roles should be 
agreed and consideration given to amending the Public Sector Employment and 
Management Act and the Public Finance and Audit Act accordingly. A proposed 
delineation of roles is outlined in Figure 2.6.  
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Figure 2.6: A proposed delineation of roles  
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In large and diverse systems there are often tensions between the parties. This is 
particularly the case where roles are not clear, either at a Ministerial or administrative 
level. Good governance practice suggests conflict can be reduced by assigning clear 
responsibilities. 

For the cluster system to work effectively, the Coordinating Minister and Director 
General need to play leadership and coordinating roles in their respective domains. 
At a ministerial level the roles of Coordinating and Portfolio Ministers and their 
relationship in the cluster must be clear. And at an administrative level similar clarity 
is needed between Directors General and Chief Executives. While all systems are 
dependent on the cooperation of individuals to make them work – whether they are 
Coordinating or Portfolio Ministers, Directors General or Chief Executives – setting 
up the right structures, governance arrangements and clarifying roles and 
accountabilities assists in delivering clear and transparent processes and better 
outcomes.  
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Recommendation: The Commission recommends that leadership responsibility 
should be transparently set out for each cluster to clarify the roles of Coordinating 
and Portfolio Ministers as well as those of Directors General and Chief Executives. 
These roles should be incorporated in Charter Letters and Performance Agreements, 
to ensure clear accountabilities. 

The Commission recommends that consideration is given to amending the Public 
Sector Employment and Management Act and the Public Finance and Audit Act to 
ensure that the legal recognition of clusters, Principal Departments and other entities 
within clusters is appropriate for that cluster. This would be consistent with the Entity 
Classification Framework and reduce the number of employment divisions and 
controlled entities.  

The Commission recommends that a moratorium on transfers between clusters 
should be put in place for the current reforms to be bedded down, with a further 
review to occur within 12-18 months.   
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2.5 Case studies: accountability issues  

Case studies of the Transport cluster and the Trade and Investment cluster illustrate 
issues relating to accountabilities, back office systems that support clusters, and the 
impact of continual amalgamations.  

 

Transport cluster  

The Transport cluster has recently been structured with clear accountabilities which 
have been enshrined in legislation. To achieve better transport outcomes, the 
Director General has been given strong coordination and direction powers.  

The cluster includes the Principal Department, Transport for NSW, and subsidiary 
entities: the Roads and Maritime Service, RailCorp NSW, the State Transit Authority, 
three ports corporations, the Office of Transport Safety Investigations, the Public 
Transport Ticketing Corporation, the Country Rail Infrastructure Authority and the 
Independent Transport Safety Regulator.   

The cluster is a focal point because of the importance of current government policy 
in this area. The Principal Department funds: 

 transport service providers 

 specific infrastructure programs 

 regulates the bus, taxi and hire car industries 

 contracts with accredited bus operators in metropolitan, outer 
metropolitan, rural and regional NSW.   

The cluster supports the Minister for Transport and the Minister for Roads and Ports. 

The accountabilities of the Director General and Chief Executives were considered in 
the development of governance arrangements for the Transport cluster. The 
Transport Administration Act specifies the functions of the Director General of 
Transport in coordinating the sector. These include integrated planning and policy, 
the administration of the allocation of public funding within the cluster, the planning, 
oversight and delivery of infrastructure, contracting for the delivery of services, 
services delivery co-ordination, public information, provision of corporate and shared 
services, and deployment of staff.   

The Director General also has the power to employ and remove Chief Executives of 
the operating entities with the concurrence of the Minister and has a specific power 
of direction over the operating entities.  

Unfortunately, codifying responsibilities in legislation does not solve the practical 
problems. The Transport cluster, like others, is comprised of formerly independent 
entities each with their own culture and ways of operating. Each entity has had its 
own corporate, IT, finance and payroll systems. As a result there are multiple 
corporate systems in the cluster which prevent it from operating in an effective and 
integrated way. 
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Corporate and Shared Services in the Transport cluster are currently delivered by 
teams working in each of the transport agencies, with a small team located in the 
Department of Transport. At 30 June 2010, there were 2,503 full time equivalent 
employees (FTEs) undertaking these activities. This is 9.2% of the total FTEs 
employed in the Transport cluster.  

To support business processes and reporting there are currently 130 separate 
systems. The complexity in just four of the core functions is represented in the 
following diagram with each bubble representing one of these systems.   

It is anticipated that the number of systems can be consolidated to between 12 and 
24 which will result in both clarity and an estimated recurrent cost saving of over 
$100 million per year.  

Figure 2.7: Corporate systems in the Transport cluster 

 

 

Trade and Investment, Regional Infrastructure and Services cluster 

A succession of amalgamations over the past seven years has had considerable 
impacts on clusters. There is a need to have a moratorium on further significant 
change between clusters for say 12 to 24 months so that change can be bedded 
down. The impact of ongoing change is evident in the experience of the Trade and 
Investment, Regional Infrastructure and Services cluster.  
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Department of Primary Industries – 2004 

First the Department of Primary Industries was formed in 2004 with 4,000 staff 
amalgamating the Department of Agriculture, NSW Fisheries, Department of Mineral 
Resources and State Forests. Within 18 months all payroll, finance, IT and records 
management were consolidated onto one platform based in Orange for Agriculture, 
Minerals and Fisheries. This amalgamation was managed and funded internally. 

Department of Industry and Investment – 2009 

Next in 2009 the Department of Industry and Investment NSW was created 
comprising the Department of State and Regional Development, the Department of 
Primary Industries, the NSW Food Authority, the Energy Division of the Department 
of Water and Energy, Screen NSW, the NSW Rural Assistance Authority, the NSW 
Game Council, the Mine Subsidence Board and NSW Tourism. The new department 
serviced seven different Ministers. 

It had seven different finance, payroll and IT systems which took about two years to 
integrate onto one platform based in Orange. During this period the Department 
reduced staffing numbers by over 300 FTE to meet budget requirements, with one 
third of these from corporate support functions. 

Trade and Investment, Regional and Infrastructure and Services – 2011 

Finally the Department of Trade and Investment, Regional Infrastructure and 
Services was set up on 1 April 2011. This amalgamated Industry and Investment 
NSW, Office of Water, Marine Parks, Catchment Management Authority and thirteen 
Authorities, Crown Lands, Soil Conservation Service, Arts NSW, Events NSW, Office 
of Liquor, Gaming and Racing, and Cultural Institutions. DTIRIS now services four 
Ministers and staffing numbers have doubled to about 8,700 FTE. The budget has 
also doubled in size to be in excess of $2.4 billion. 

After completing a corporate services integration resulting from the last 
amalgamation, Trade and Investment now has six different payroll, ICT and finance 
systems being operated by:  

 Trade & Investment at Orange  

 former Communities NSW 

 former Land and Property Management Authority 

 former Department of Climate Change and Water 

 ServiceFirst for Office of Water 

 ServiceFirst for Catchment Management Authorities. 

The Department has not been able to prepare a consolidated monthly report since 
May 2011. This is due to a lack of coordination, competing demands on the other 
service providers, and end of financial year and Treasury budget preparation 
happening at the same time. 
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There are no common IT networks. Communications and sharing of information and 
records is problematic within the new agency. There are no common: 

 intranet, policies or web sites 

 email platform 

 document tracking and filing and management systems 

 Ministerial liaison processes. 

Trade and Investment is currently planning the next corporate services integration. 
This amalgamation is significant and will require external support and additional 
resources to complete. This will be the third change in Government process for this 
Department within seven years. There is little wonder that staff are reported to be 
experienced at amalgamation but „battle weary‟. 

 

Management support systems 

Clusters vary in size and with the number of Tier 1, Tier 2 and Tier 3 entities they 
contain. The Commission found many clusters and Principal Departments do not 
have the corporate systems, governance arrangements nor legal authority to operate 
in a coordinated way. They are unable to provide consolidated reporting on basic 
areas of management such as staffing, budget expenditure, utilisation of assets or 
whether services are provided in an efficient, effective and timely way. This leads to 
waste and duplication of effort. Arrangements should be streamlined in a way 
appropriate to each cluster. 

 

Recommendation: The Commission recommends that Directors General should 
review the management support systems for finance, human resources and asset 
management in their cluster to better integrate the cluster and improve service 
delivery and prepare business cases to support any required additional expenditure.  
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2.6 The role of central agencies 

In NSW there are three central agencies: the Department of Premier and Cabinet, 
NSW Treasury and the Department of Finance and Services. The Public Service 
Commission and Infrastructure NSW also have important central roles. The role of 
the Customer Service Commission is also developing. Typically central agencies 
undertake a number of key roles (Beschel et al, 2001:1): 

 advising – providing frank and fearless advice on matters such as 
strategy, policy, legal service delivery and fiscal matters 

 allocating – determining the fiscal framework, including revenue, 
expenditure and advising Cabinet on resource trade-offs 

 appointing – key personnel and managing the human resources of the 
public sector as a corporate entity 

 coordinating – the business of government including policy issues, 
matters that cross departmental boundaries and related media responses 

 monitoring – measuring and reporting on system wide performance 

 regulating – the operation of the public sector as ultimately enabling 
functions are regulated across the sector. 

The Commission notes that the three central agencies have recently initiated a 
Strategic Centre Project to clarify the respective roles and functions of each central 
agency and their relationship with the clusters. A set of principles has been agreed to 
guide the way in which central agencies operate.  

The Commission believes that central agencies should play a more strategic and 
enabling role. To the extent that central agencies are internal regulators of the public 
sector, the better regulator principles are relevant. These are:  

Principle 1:  The need for action should be established. 

Principle 2:  The objective of action should be clear. 

Principle 3:  The impact of action should be properly understood by 
considering the costs and benefits of a range of options, 
including non-regulatory options.  

Principle 4:  Action should be effective and proportional. 

Principle 5:  Consultation with line agencies should inform regulatory 
development.  

Principle 6:  The simplification, repeal, reform or consolidation of existing 
regulation should be considered. 

Principle 7:  Regulation should be periodically reviewed, and if necessary 
reformed to ensure its continued efficiency and effectiveness.  

Source: Better Regulation Office, 2009 

Central agencies should avoid micro-managing the activities of Principal 
Departments or the subsidiary entities within clusters. There needs to be devolution 
of some responsibilities from central agencies to the Principal Departments including 
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financial responsibilities for budgets, staff and asset management. Principal 
Departments should become „mini central agencies‟ within their cluster. 

Central agencies can provide a key leadership and facilitation role. This occurs with 
the Directors General Executive Committee which operates as a leadership forum, 
comprising the Directors General of each cluster and the Secretary of the Treasury. 
This provides an effective mechanism for the public sector leadership group to 
coordinate across the clusters. Such a „hub and spoke‟ arrangement could be 
applied to key professional groups to better facilitate sharing of better practice and is 
an effective way to develop networks and build capacity.  

Figure 2.8: „Hub and spoke‟ model to integrate key professional groups across 
clusters  
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sought by one or more central agency. It is also important to both central agencies 
and the cluster that data reported is not of inconsistent quality which leads to 
misleading comparisons between clusters and agencies. 

An overall information model is needed so that, wherever possible, basic information 
requests are known by clusters and agencies. Interoperability arrangements are 
needed between cluster/agency systems and central reporting systems, with end to 
end processes used. Minimum data sets should be defined for each area of 
performance reporting which align management reporting in clusters, for central 
agencies and for public reporting purposes. 

Information for central data collections should be collected once and used many 
times. This information should be derived from departmental operational systems 
and used for public reporting purposes. Such an approach requires common 
definitions and standardised approaches to the collection of management 
information. This will enable benchmarking between clusters. A representation of a 
sector-wide reporting model for clusters (including central agencies) is outlined 
below.  

Figure 2.9: Integrated Management Information Framework  

 

 

 

 

 

 

 

 

 

 

Figure 2.9 shows that clusters and agencies require information relating to service 
performance, people management and financial management. Clusters also need 
enablers such as ICT, fleet management, Procurement, Asset Management and 
Corporate Services. A subset of cluster performance information will be required for 
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reporting and accountability purposes. The information used in these different realms 
should be consistent and draw from the same systems. For example, the financial 
management information used to manage budgets within clusters may be a set of 
management account and is different to the information layout required for 
Treasury‟s Financial Information System. But there must be consistency between the 
two sets of accounts and one „single source of truth‟. The absence of „end to end‟ 
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systems means this is not always the case. Resources are wasted reworking 
information and manually re-entering it for different purposes. 

To enhance performance, clusters need to be able to compare data internally and 
across the sector. Benchmarking is not possible without this type of information. 
There are natural custodians of sector-wide information which should be seen as the 
„single source of truth‟ for that category: 

 Service performance – the Department of Premier and Cabinet has 
responsibility for tracking key priorities and outcomes such as those in 
NSW 2021, election commitments, Charter Letters and Council of 
Australian Government indicators. 

 People management – the Public Service Commission has responsibility 
for monitoring the capabilities of the NSW Public Sector workforce. 

 Economic and financial management – the Treasury is responsible for 
preparing the Budget, managing aggregate expenditure and revenues, 
and providing economic analysis. 

 Corporate enablers and asset management – the Department of 
Finance and Services is responsible for managing the delivery of 
corporate enablers across the sector including corporate and shared 
services, procurement, fleet, ICT, property and asset management. 

A raft of studies over the past 15 years has shown a proliferation of central reporting 
requirements. These impose a significant burden on agencies. In one study over 80 
central reporting requirements were identified (CEC, 2004b) with the costs estimated 
to be in excess of $66.1 million in 2004.   

Three agencies accounted for 85% of reporting requirements:  

 Treasury 60% 

 Premier and Cabinet 15% 

 Commerce (now Finance and Services) 10% 

 the remaining 15% of requirements was shared by 10 collecting agencies.   

There was little „smart-tape‟ with only 25% of reporting lodged electronically. This 
reduced the capacity for sector-wide analysis or feedback to agencies on their 
relative performance.   

A recent examination of central policy requirements undertaken by the Department 
of Finance and Services (DFS, 2011) confirms that the reporting burden and level of 
internal regulation of the NSW public sector has not reduced. It identified over 1,800 
pieces of NSW Legislation and Regulation and over 800 NSW Government Policies 
issued by Central Agencies as depicted in Figure 2.10. Much of this had a whole of 
government compliance focus.  
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Figure 2.10 NSW Legislation and Regulation 

 

 

What these studies suggest is that the central agencies need to have a hard look at 
their reporting requirements and the burden they are placing on operational clusters.  

There is no effective coordination or ongoing review of central reporting 
requirements and other internal regulatory burdens. Legislative and administrative 
reform is needed to eliminate unnecessary central reporting requirements and 
internal red tape. The Commission believes the deletion, consolidation, 
standardisation and streamlining of central reporting requirements is needed and an 
overall performance system established. This should result in higher quality of 
information and allow benchmarking information to be provided to clusters and 
agencies.  
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Recommendation: The Commission recommends that central reporting 
requirements should be reviewed and the compliance burden reduced.  

The Commission recommends that an integrated reporting framework should be 
developed, specifying minimum data sets which directly link cluster and central data 
systems. This should be developed in consultation with clusters for key sector-wide 
management information collections: 

 Service priorities and performance – lead: Department of Premier and Cabinet 

 People management – lead: Public Service Commission 

 Economic and financial management – lead: Treasury 

 Corporate enablers – lead: Department of Finance and Services. 
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2.7 The Public Service Commission 

The Government has established the Public Service Commission as an independent 
body to develop capabilities and enhance performance. The Public Service 
Commission is intended to promote and maintain integrity, impartiality, accountability 
and leadership across the public sector. Its role is critical in assisting clusters to 
rebuild capability. 

The Public Service Commission will have both an advisory and policy setting role. It 
has a stewardship role in developing the skills and capabilities of the sector as a 
whole. The Commissioner reports to the Premier on the exercise of the 
Commission‟s functions. The Commissioner, as an independent statutory officer who 
is not under Ministerial direction and control, is required to report annually to 
Parliament on the state of the public sector. These dual reporting roles mean it is 
different in form to the central agencies and operates external to the cluster system. 

The role of the Public Service Commission will need to be carefully defined in areas 
such the appointment of Directors General, Chief Executives and Senior Executives 
and in establishing capability and performance management frameworks across the 
sector. 
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3. Financial management 

 The Lambert Review made clear that the budget position has deteriorated 
over the last decade. The deterioration was particularly severe from 2005-06. 

 The financial position that the new government has inherited was not 
sustainable. It did not enable the delivery of a large capital program or even a 
guarantee of ongoing service delivery. 

 Reaching this point was a result of sector wide systemic weaknesses in 
financial management: 

o Accountability was eroded. A large contingency (provisions held plus 
the Treasurer‟s Advance) masked budget overruns and a lack of 
Ministerial and Cabinet control. Appropriations were not adhered to. 

o The fiscal discipline within departments was eroded by both this large 
contingency and by micromanaging by central agencies that occurred 
in an understandable attempt to control the budget. 

o Reporting is poor due to poor systems, a lack of capability and little 
importance attached to financial matters within agencies. 

 

3.1 What government financial management should be 

The authority for government to raise taxes and spend money comes from an 
electoral mandate based on commitments made to the community by the elected 
government. 

To deliver on this mandate governments require: 

 sustainable government finances, to finance continuous service delivery and 
medium to long term infrastructure reporting 

 accurate monthly reporting to check progress against budget 

 Portfolio Minsters and agency heads who have the capabilities and systems to 
manage their own budgets 

 financial reports that provide a comprehensive account of all expenditures 
undertaken by the government and a full reconciliation between estimates of 
budget spending and the final outcome. 

To do this a formal framework is needed that covers six elements: 

1. Fiscal sustainability to ensure that finances are managed so delivery 
of public services is not disrupted and long term investment in 
infrastructure is manageable 

2. Financial accountability that provides defined accountabilities for 
whole of government and day to day management of financial 
resources at an agency level 

3. Budgeting that provides Cabinet and Ministers with accurate, timely 
and consistent information 
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4. Appropriations and allocation that ensures Ministers and the 
government remain accountable to the Parliament and each other for 
their expenditure 

5. Financial reporting which ensures regular and transparent reporting 
of government expenditure and revenue decisions 

6. Performance that measures how government spending is contributing 
to service delivery commitments made to the public. 

Each of these elements is outlined below. 

 

3.1.1 Fiscal sustainability  

Whole of government financial management should be set within a fiscal envelope 
that ensures undisrupted delivery of government services and the ability to finance 
longer term capital progress and projects. 

Fiscal sustainability targets are typically measured by: 

 the fiscal capacity to absorb unexpected events 

 maintenance of a AAA credit rating 

 attainment of short term and medium term fiscal sustainability 

targets, such as net operating balance and net debt 

 sustaining capital infrastructure capacity 

 maintenance of intergenerational equity. 

The budget tends to focus on the general government sector more than the others, 
though there are important linkages between them. This is shown in Figure 3.1 
below. 
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Figure 3.1: NSW government structure 

General Public

Government Trading/Financial

Sector Enterprises

Revenue Revenue

Grants

Less Expenses (a) and Less Expenses

Subsidies

equals equals

Operating Result Profit or loss before tax

Tax equivalent

payments

Dividends

(a)  Not including depreciation and amortisation

In the general government sector, cluster borrowing and debt levels must be 
managed very carefully. This borrowing occurs for two reasons. First it can be 
funding an operating deficit. This is not a sustainable proposition when the borrowing 
is covering operating expenses like wages – there is no way to pay back the debt. 
On the other hand if the borrowing is to enable some operating expense to fall in the 
future (or revenue to rise) then it may be justifiable. There are not many projects that 
are likely to fall into this category, though there may be some. 

The second reason for borrowing in the general government sector is to fund capital 
expenditure. To finance such projects in general government the ultimate source of 
revenue is the operating result/surplus. Borrowing and debt in this sector are 
ultimately financed through the operating surplus and any deficit simply adds to the 
borrowing requirement.  

In the public trading enterprise (PTE) sector, the commercial enterprises (for 
example ports, water, electricity, forestry) operate in a similar way to a company. 
They receive revenue from customers, have operating expenses and capital 
expenditure and can borrow up to prudent levels in their own right with Treasury 
approval. 

The non-commercial enterprises do not generate enough revenue to cover their 
expenses and they rely on grants and subsidies from general government to make 
up their revenue shortfall and to fund capital expenditure. Railcorp is a good example 
of a non-commercial enterprise. Rail fares cover only 21% of operating costs. 
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Non-commercial PTEs have no capacity to borrow in their own right though some do 
carry debt. A list of entities in the non-commercial sector is shown in Appendix 3. 

There are several immediate conclusions that flow from this discussion. 

1. Capital expenditure in the general government sector must be carefully 
assessed. If it decreases operating expenses or raises revenue, there may be 
a net benefit. The need for infrastructure in the general government sector is 
recognised but it must be financed through a continuing operating surplus. 
The higher the capital expenditure requirements in this sector, the higher the 
ongoing operating surpluses need to be. 

2. Non-commercial PTEs should not borrow to fund their capital expenditure. 
More visibility would be evident if their capital expenditure was funded only 
through capital grants from the general government sector. While this would 
move debt from the non-commercial PTE sector to the general government 
sector it would make the level of that debt quite transparent. 

The Independent Review of State Finances undertaken for the Victorian Government 
in 2011 comes to similar conclusions. The Victorian Review sets out a number of 
principles of a new medium term fiscal strategy: 

 the fiscal balance is positive 

 net infrastructure investment is at least at its sustainable level 

 the net operating balance is positive. 

 

Recommendation: The Commission recommends that Treasury should carefully 
analyse various capital expenditure scenarios in the general government and non-
commercial PTE sector and analyse the level of ongoing operating surpluses 
required each year to meet the borrowing costs (principal repayments and interest) 
of both general government and non-commercial PTE capital expenditure on an 
ongoing basis. 

 

The pressure on the operating result to fund capital expenditure can be lessened by 
the disposal of assets. The government has already taken some decisions in this 
direction, with proposals for long term leases of the desalination plant and the Port of 
Botany.   

 

Financing infrastructure  

One of the important objectives of the NSW Government is to provide more 
infrastructure, particularly in transport. To finance a large infrastructure program the 
NSW Government has several options. All can be used to varying degrees. 

First, the Government could run continuing and large operating surpluses in general 
government to fund the capital programs. The size of the surplus would depend on 
the extent of reliance on this option, the size of the capital spend, existing and 
expected debt levels, and the ability to deliver efficient services at less cost. 
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The second option is to recycle funds for new capital projects by selling or leasing 
assets that will free up funds for new projects. In Appendix 4, information is provided 
about some assets that have been identified as possible lease or sale candidates. 
Where these assets generate income for the Government, through dividends and tax 
equivalent payments, the decision to sell or lease must ensure that the retention 
value is exceeded. 

The Commission also notes that this option is one that has long lead times. Assets 
and business operations must be prepared for lease or sale. Even getting 
documents and information together is time consuming. Often legislation is required, 
and sometimes a restructure, so that the Government retains certain functions.  

Other jurisdictions have set up specialised units to handle the sale or lease of assets 
and the restructure that is often required before any sale or lease becomes an 
option. These units have specialised capability and prepare a pipeline of possible 
projects each of which will be in varying states of readiness to progress to market. 
Some businesses may need to be corporatised and/or restructured. Some 
businesses will need sale and retention valuations and some will require scoping 
studies to survey the lease, sale and restructuring options. A specialised unit does 
provide focus for this way of recycling funds and can develop a broader strategy and 
advice about what should be in government and what should not.    

 

Recommendation: The Commission recommends that the Government should set 
up a specialised unit to investigate and restructure for the lease or sale of assets and 
businesses to increase funding for new infrastructure. Such a unit could be based in 
Treasury or Finance and Services. 

 

A third option is for private sector financing to be used. This makes sense where 
value for money can be increased by doing so. It is also relevant where the 
infrastructure generates sufficient revenue (say a toll road) to fund the project. This 
option is discussed further in Chapter 5.  

 

3.1.2 Financial accountability 

Financial accountability ensures there is authority for the financial decisions of the 
government at a whole of government and agency level. 

Accountability for meeting the targets under the whole of government fiscal strategy 
rests with the Treasurer and ultimately the government and Cabinet: 

 Decisions on whole of government financial targets are taken by Cabinet 
or sub-committees of Cabinet, such as an Expenditure Review Committee. 

 The Treasurer is held to account within the government for achievement of 
the targets on an annual basis, through the state budget. 
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Adhering to the whole of government fiscal strategy requires that individual cluster 
and portfolio budgets are managed by their Ministers, Directors General and Chief 
Executive Officers to achieve service delivery objectives. 
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3.1.3 Budgeting and systems 

The budget should be constructed in a comprehensive, disciplined, timely and 
transparent way. 

The budgeting system comprises the budget settings (government policy, economic 
conditions) and the budget estimates process. These facilitate: 

 a competent and timely assessment of the current and emerging economic 
conditions impacting on the budget 

 an accurate, complete and timely assessment of the status of government 
finances 

 the competent development of new policy proposals and measures 

 the timely update of changes in estimates throughout the year 

 the preparation of a transparent and Plain English set of budget papers. 

 

3.1.4 Appropriations  

The appropriation structure should authorise, through the legislature, the limits to the 
financial demands that may be made against the government‟s consolidated 
revenue. 

The appropriation structure makes clear: 

 where the appropriation will be used, such as output, outcome or program 
based 

 the basis upon which a department‟s baseline costs are appropriated 

 the basis upon which government decisions are appropriated. 

 

3.1.5 Financial reporting  

The financial requirements and needs of government at all levels, including whole of 
government, sectors of government and agencies of government, need to be 
carefully reported. Reporting should be set to a standard that facilitates independent 
audit and meets the financial reporting needs of users. This includes whole of 
government reporting and management accounts and should normally cover 
program costs. 
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3.1.6 Performance reporting  

The performance results of government should be timely and informative in content 
and format. Performance reporting would normally include: 

 standards of reporting – outcome, output or program reporting 

 accurate, complete and timely performance information 

 independent performance assessment, such as economy (cost), efficiency 
(time), effectiveness (quality) and appropriateness (continued relevance). 
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3.2 Systemic weaknesses in financial management 

 

3.2.1 Case study: NSW Health 

In the 2007-08 financial year, the then NSW Health incurred an overrun on its budget 
of $300 million. An analysis of the reasons for this overrun demonstrates how the 
elements of financial management, outlined in the previous section, had become 
seriously degraded in recent years. A review of NSW Health in 2009 by the Auditor 
General noted a significant improvement. 

PricewaterhouseCoopers (PwC) was asked by NSW Health to prepare a report 
analysing the reasons for the significant budget overrun. The report notes that the 
budget overrun was the product of a number of factors, including those that were 
outside the control of health administrators – increasing complexity and higher 
demand from an ageing population that was not matched with funding. 

To be fair to what is now the Ministry of Health, it is important to note that changes 
have been made and are being made to address the shortcomings. It will take some 
time. Developing adequate financial and management capabilities throughout the 
health system will not happen overnight. The underinvestment in IT and people is a 
false economy. Linking service delivery with financial budgets along with poorly 
defined accountabilities will also take time to fix. 

 

NSW Health – 2007-08 Budget review 

The PwC report identifies a number of serious shortcomings in the financial 
management of NSW Health. The systemic weaknesses identified by the 
Commission of Audit are reflected in the PwC investigation. Direct quotes from the 
PwC report are shown in italics. 

Capabilities 

The report found that there was a lack of appropriate skills and capabilities amongst 
those who were assigned as cost centre controllers. 

Cost centre controllers may be doctors, nurses or administration staff. 

In a large number of cases, a cost centre controller will have no or limited 
management and financial experience. 

Due to a low understanding of financial management and lack of appropriate 
financial information, it will often be difficult for a cost centre controller to 
clearly understand the financial performance of their cost centre. They may 
not have the necessary skills to identify when corrective action is required or 
what corrective action is required to bring the costs for their cost centre back 
into control. 

Resourcing 

The report found there has been an underinvestment in financial and management 
support systems (i.e. IT and people). 
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In line with the practice of obtaining efficiency savings from non-front line 
staffing, Areas have made significant people savings in administrative areas 
that would ordinarily support the Area’s operations. This has resulted in 
insufficient people resources being available to provide appropriate 
management reporting and monitoring and control of the financial operations 
of an Area. 

Some software systems have been in use for a number of years and are in 
urgent need of migration to newer more efficient and sophisticated platforms. 
For example [one Area] still performs its budget setting process and monthly 
financial analysis and reporting via MS Excel. 

Risk management 

The relationship between Treasury and the Department of Health was not conducive 
to an effective management of risks to the budget. 

The information provided by the Department [of Health] to Treasury is not 
presented at sufficient level of detail to allow Treasury to effectively identify 
and analyse the variances noted. 

Treasury has a distrust of the accuracy of information being provided and the 
Department [of Health] considers the questioning by Treasury to be intrusive, 
micro-managing and not understanding of the Health portfolio. 

Ultimately, both Treasury and the Department do not collaborate in order to 
make sure the needs of both parties are being met or to work together to help 
solve the financial difficulties faced by the NSW Health system. 

Accountabilities 

There were poorly defined accountabilities for financial management. 

The accountability and control frameworks in place do not operate effectively 
and are not sufficient for management by the Department and Areas budget 
allocations. 

There are extensive hierarchical structures across the key functions of each 
Area with multiple levels of financial delegations. However there is a lack of 
budgetary control by cost centre holders and key decision makers. Once 
budgets have been devolved to the cost centre levels (there can be hundreds 
in large hospitals) there is often a lack of ownership of the budget, particularly 
where a cost centre owner has a budget that they firmly believe will not cover 
expected activity levels. This combined effect diminishes accountability in 
achieving a desired financial outcome and makes it extremely difficult for an 
Area Chief Executive to control the spend of the organisation. 

Strategic planning 

 The report noted there has been poor coordination between service 
delivery objectives and whole of government financial objectives. 

 In responding to KPIs set by the Department, the dominant tone and 
emphasis has been to achieve clinical outcomes rather than balancing 
clinical needs with financial responsibility. 
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 From our consultations, we note that communications and emphasis from 
the Department have been interpreted by managers and clinicians as a 
prioritisation of clinical performance outcomes to the detriment of strict 
financial management. 

 The process [of allocating budgets to cost centres] is largely one of „top 
down‟ distribution rather than recognition of the costs to do a specific 
volume of activities within a cost centre. This leads to instances of cost 
centres being provided with a budget that does not reflect current activity 
levels. 

 

3.2.2 Systemic weaknesses in financial sustainability  

The weaknesses in financial sustainability are evident in the budget outcomes over 
the last decade and particularly over the last five years. The Lambert Review 
identifies the failure to implement a long term strategic plan for infrastructure 
investment led to: 

 non-commercial debt continually increasing in an ultimately unsustainable 
trend 

 this unsustainable trend being driven by a combination of ongoing 
operating deficits and further borrowing for high levels of non-commercial 
capital expenditure. 

One response to this trend was the rescheduling of capital grants in the operating 
statement to improve the net operating result in years where a deficit was in 
prospect. Faced with servicing current debt liabilities as well as increasing demands 
for infrastructure investment, the Lambert Review concludes that a sustainable fiscal 
strategy requires: 

 constraint in general government expenditure 

 a return to net operating surpluses to fund non-commercial capital 
expenditures, improve the net lending result and to service current and 
future debt liabilities. 

The Government‟s fiscal strategy is set out in 20011-12 Budget and in NSW 2021. 
The latter is the Government‟s 10 year plan to guide policy and Budget decision 
making and was released with the Budget. 

The fiscal strategy outlined in the Budget comprises: 

 a number of high level goals, and 

 supplementary measurable targets that support delivery of the goals. 

The high level goals of the fiscal strategy are as follows: 

 deliver fiscal sustainability to restore the State‟s capacity to ensure service 
delivery across the business cycle 

 maintain the state‟s AAA credit rating. 
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Underlying these goals is a series of quantitative targets, which include: 

 the fiscal targets and principles set out in the Fiscal Responsibility Act 
2005 

 a return to a sufficiently large operating surplus, on average over the 
business cycle, to finance a substantial portion of the capital expenditure 
program and provide a buffer in the balance sheet against adverse 
economic conditions 

 holding expense growth at or below long-run revenue growth 

 ensure, on average over the business cycle, total state net debt and net 
unfunded superannuation (will decline towards 100% of revenues). 

The fiscal strategy outlined in the 2011-12 Budget represents a shift in emphasis 
from the net debt and net liabilities targets in the Fiscal Responsibility Act. 

The increased focus on the relationship between the net operating balance and the 
funding requirement for capital expenditure is a direct response to the weaknesses 
identified in the Lambert Review. 

The Fiscal Responsibility Act 2005 was subject to a statutory review during 2011. 
The NSW Treasurer tabled a review of the Act in June 2011. The Treasurer reported 
that while the objective of the Act remained valid, targets have not been met: 

 the two targets aimed at stabilising net debt and net financial liabilities as a 
share of GSP have not been met, and the target to eliminate state sector 
unfunded superannuation liabilities by 30 June 2030 was on track, but not 
yet met 

 the principle of keeping the budget in operating surplus was not met, 
growth in expenses had not been contained and capital programs had not 
been evaluated properly. 

The report concludes that: 

The departure from the key net debt and net financial liability targets means 
that the state has less of a balance sheet buffer to absorb financial risks or 
shocks, thus threatening the long-term sustainability of the state's finances. 

The budget papers state that the government‟s fiscal consolidation strategy will be 
reflected in an updated Fiscal Responsibility Act later in 2011-12. 

 

3.2.3 Systemic weaknesses in financial accountability  

Over recent years there has been a systemic and pervasive failure in financial 
management accountabilities. This has occurred at both a whole of government level 
and at an agency level. 

 Enforcement of the fiscal strategy at a whole of government level, through 
Cabinet and the budget process, broke down as Ministers were not held 
accountable if they did not meet their budget allocations or went outside 
them. 
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 The Treasurer was not held accountable when targets were not met. 

 Agency heads were accountable to their Ministers, but Ministers were not 
being held explicitly accountable for managing their portfolio budget. 

 Agency amalgamations did not provide clear accountabilities for 
management of budgets within their new group. 

 Procedures put in place to manage the breakdown in Ministerial 
accountabilities blurred accountabilities for financial management. 

Reasons identified by the Lambert Review for these systemic weaknesses include: 

 Budget compliance was not seen as a responsibility of Portfolio Ministers 
and their CEOs 

 CFOs have not been fully empowered to undertake their role 

 there have been virtually no incentives or sanctions to ensure budget 
compliance and few formal process to hold Ministers accountable – it has 
not been mandatory for CEOs to have budget compliance in their 
performance agreements 

 Expenditure Review Committee (ERC) oversight of recurrent expenditure 
against budget allocation has not been effective. Ministers and agencies 
have failed to appear at ERC meetings as scheduled or have not taken 
appropriate action in response to ERC decisions.  

Significantly, the Lambert Review indicates that even if CEOs had been made 
explicitly accountable for management of their portfolio budget, they were 
constrained in their capacity to take decisions that would allow them to manage their 
budgets in accordance with the fiscal strategy. Examples of this include: 

 CEOs have been restricted in their ability to manage their costs, 
particularly employee-related expenses through wage agreements or the 
ability to adjust workforce numbers 

 the wages policy, where wage increases were funded at 2.5% despite 
actual agreements being higher, resulting in a budget gap that some 
agencies could not or did not bridge 

 agency heads have not had the ability to retain any savings during a 
financial year, with unspent appropriations returned to Treasury; this 
reduced the ability of agency heads to manage costs flexibly across 
financial years and encouraged end of year spend ups. 

This was made more difficult by the amalgamation of agencies in 2009, without clear 
lines of responsibility for management of individual agency budgets within the 
merged entity. 
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Changes have already been implemented to restore accountabilities for portfolio 
budgets to agency heads. These include: 

 removing tolerance limits on agency net cost of services 

 reducing and restricting the use of the Treasurer‟s Advance 

 requiring Ministers, Directors General and CEOs to manage within the 
allocated budget and reprioritising to accommodate pressures 

 appropriating only to senior Cluster Ministers and only they can request 
budget supplementation from Cabinet 

 permitting agencies to rollover unspent appropriations for future years 
provided it does not increase the ongoing level of expenditure. 

Accountability for financial management at an agency level was also constrained by 
poor capabilities. Reviews undertaken in recent years highlight this matter. 

 The Accountancy Skill Shortage – the Department of Premier and Cabinet in 
2008 noted that across the sector, finance work is undertaken by employees 
that do not have nor are required to have tertiary qualifications in accounting. 
The sector has also experienced difficulty in attracting and retaining qualified 
staff.  

 The Public Accounts Committee (PAC) in its report Quality and Timeliness of 
Financial Reporting (2010) discussed the need to improve the accounting 
skills of staff within government agencies. 

Many CFOs in the general government sector are not members of the executive 
team, and focus on financial reporting and day-to-day accounting functions rather 
than on providing strategic advice to the CEO. Finance functions focus on routine 
transaction processing tasks, rather than analysing costs and performance. 

The Auditor General noted in his 2011 financial audit that the quality of financial 
reporting could be improved by updating the twelve year old requirements for 
minimum qualifications for Chief Financial Officers. 

 

Recommendation: The Commission recommends that the Public Service 
Commission should develop specific cross-sector workforce strategies to strengthen 
the sector‟s capabilities in strategic financial management, with particular focus on 
the role of Chief Financial Officers. 

 

In the interim, given the changes that have already been announced by the 
government in relation to formalisation of Directors General accountabilities for 
agency financial management, the Commissions considers it would be beneficial for 
CFOs to be provided with formal training on the reforms to the government‟s 
budgeting framework, systems and accountabilities. 
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Recommendation: The Commission recommends that the Government should 
undertake formal training for CFOs on recently announced reforms to the budget 
framework, systems and accountabilities. 

 

In the context of a seriously deteriorated budget position, the Treasury reacted by 
first increasing the size of provisions in the whole of government budget. This was 
done partly through the traditional contingency, known as the Treasurer‟s Advance, 
as well as additional provisions for budget overruns. In addition Treasury staff acted 
to further check agency financial behaviour. In many cases this reached the level of 
Treasury micromanaging agencies. 

Both strategies had unintended consequences. In the case of the increased 
precisions and Treasurer‟s Advance, the responsibility and accountabilities of 
agency Directors General and Chief Financial Officers effectively moved to Treasury. 
This was particular the case in those agencies where Ministers were not being 
fiscally disciplined. 

The micromanaging and level of checking and financial scrutiny by Treasury at a low 
level in agencies had a similar outcome. Accountability and responsibility moved 
towards Treasury and away from the agency Directors General and CFOs. Many 
agencies also found the Treasury interference in their service delivery extremely 
frustrating and time consuming. Relations with Treasury became strained. 

The Better Service Value Taskforce in Treasury conducted expenditure reviews that 
included line by line expenditure audits of general government agencies. These 
reviews were initiated by Treasury as a mechanism for assisting agencies to identify 
and deliver savings and efficiencies and to identify good financial management 
practices. While broad strategic reviews by central agencies are appropriate they 
must be careful not to step into agency responsibilities and thus weaken 
accountabilities. 

Another measure taken to control expenditure involved an efficiency dividend. The 
efficiency dividend is a reduction in general government expenses that applies at the 
same fixed percentage across all agencies to controllable expenses. As agencies 
are required to deliver the same level of services after the application of the 
efficiency dividend, its purpose is to encourage more efficient service delivery, 
through the delivery of the same services at lower cost. 

The efficiency dividend is applied to the notional budget allocations for agencies 
agreed during the budget process. The budgets that agencies receive have the 
efficiency dividend deducted. 

Treasury investigated agencies to determine whether the efficiency dividend had an 
effect on agency expenses and in particular whether or not the imposed saving was 
effecting budget sustainability in the agency. In many agencies financial systems are 
so poor that the impact of any cut on specific programs is impossible to work out. 
Nevertheless in a Kafkaesque world, agencies were asked to explain what 
expenditure they did not undertake, on account of the efficiency dividend. In other 
words, agencies were being asked to explain what they would have done with a 
budget allocation they never actually received. 
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Consistent with their accountability for managing their agency budget, it is the 
accountability of Portfolio Ministers and their Directors General to ensure that the 
effect of the efficiency dividend is managed so as not to jeopardise the sustainable 
delivery of services. 

The combination of uncoordinated budget systems, intrusive and ill directed 
reporting requests and a lack of capabilities in line agencies has significant 
resourcing implications for agencies. One large agency has four FTE whose only 
role is to manage data input into the Treasury online financial information 
management systems (TOES/CAPTOES). The Commission understands that this 
matter has now been addressed.  

With a return to full Cabinet responsibility and accountability these past Treasury 
practices should cease. Directors General and CFOs have clear accountabilities as 
do their relevant Ministers. In short, Directors General and other CEOs should be 
empowered to manage again and be given the tools to do so. 

 

3.2.4 Budgeting  

Two important elements of budgeting include: 

 integration of the whole of government budget with government priorities 

 a financial information system that can produce timely and accurate 
information. 

The Commission noted significant weaknesses in both these elements. 

 First, budget decision making has not been aligned to government 
strategy. The Lambert Review notes: 

o Budget decision making did not reflect targets and principles. 

o There was an absence of a medium to longer term fiscal strategy, 
with the result what when actual revenue exceeded budget 
forecasts, there was a tendency to increase spending, producing a 
ratcheting effect in expenditure. 

 Second, the State Plan did not integrate government priorities with 
financial management: 

o While the State Plan developed a set of state wide priorities, it did 
not detail the resources necessary to deliver on the proposed 
targets, nor did it establish appropriate mechanisms for reprioritising 
activities to priority areas. 

o The absence of a strong link between priorities and available 
resources limited the usefulness of the State Plan as a tool to guide 
resource allocation decisions. 

 Third, financial reporting at an agency level was not aligned with whole of 
government financial reporting. The focus of agency reporting has been on 
outcomes and results, with no alignment to the financial resources 
committed. 
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The new government has begun to address these weaknesses. The following 
reforms were introduced as part of the 2011-12 Budget: 

 resurrection of the Fiscal Strategy through comprehensive fiscal and 
savings strategies to align trend revenues and expenses growth to help 
New South Wales maintain its AAA credit rating 

 developing an accountability framework for public sector financial 
management, improving agency capacity to effectively manage budgets, 
and increasing accountability at a cluster and agency level 

 reviewing budget processes and systems to better support sound, 
sustainable effective decision making and resource allocation, and to 
ensure alignment with the NSW 2021 goals. 

The government has released NSW 2021 with the budget. This 10 year plan guides 
policy and budget decision making. In his introduction to NSW 2021, the Director 
General of Premier and Cabinet states that: 

The goals, targets and actions in this plan will be integrated into the 
machinery of government, setting the priorities for funding, guiding decisions 
and focussing the day to day work of the public sector. 

This statement confirms the government‟s intention that its long term planning and 
priorities are integrated with funding decisions in the budget and day to day financial 
management. This is a further important step to reinstating strategic planning to the 
state‟s financial management. 

Central to the sustainable management of government finances is a system that 
produces financial reports that are: 

 based on accurate and stable baseline forward estimates 

 timely in the production of accurate budget estimates updates. 

Evidence from case studies outlined in this report indicates that the current financial 
information provided by agencies through the systems used by Treasury are 
somewhat compromised in their accuracy and timeliness in producing financial 
reports. 

This reflects a range of factors outlined in the case studies, including the level of 
detail in financial reports, the extent of manual manipulation of data in the system 
and inconsistent financial reporting between line agencies and Treasury 

Treasury maintains three systems for the reporting of financial information: 

 the Treasury Online Entry System (TOES) – where agencies report their 
financial transactions, end-year projections and detailed budget estimates  

 the Capital Treasury Online Entry System (CAPTOES) – through which 
agencies report to Treasury on capital projects for inclusion in Budget 
papers. Once a year this system collects data from agencies 

 the Financial Information System (FIS) – which is the central Treasury 
database which draws on data in TOES and stores agency monthly/annual 
financial data for both budgeting and financial reporting purposes. 



NSW Commission of Audit  Interim Report: Public Sector Management 

 

Cabinet-in-Confidence  Page 54 of 175 

The three systems interact: 

 TOES and CAPTOES are systems for agencies to upload financial 
information according to a standard chart of accounts requested by 
Treasury 

 at a number of times during the year, agencies are required to update their 
estimates of expenses and revenues in TOES  

 during the budget process, Treasury provides agencies with their updated 
budget control limits, which agencies are then required to disaggregate by 
service group and line item and upload into TOES/CAPTOES 

 agencies are required to convert financial information in their own financial 
accounts into the standard chart of accounts requested by Treasury. 
Modifications to the TOES system in 2011 have made it easier for agency 
financial data to be converted into a format that can be automatically 
uploaded into TOES. However, some agencies may still upload data into 
TOES manually 

 Treasury undertakes quality assurance of the estimates uploaded into 
TOES and CAPTOES by agencies 

 consolidated whole of government financial statements are produced in 
the FIS 

 the information used in FIS may be either agency data in TOES or 
Treasury‟s own estimates, depending on the quality assurance undertaken 
on the TOES data. 

 

Review of Treasury Office of Financial Management 

A review undertaken by Ernst and Young provides a summary of how this system 
works for the monthly financial reporting process. 

Ernst and Young made the following observations on the data collected: 

 Overall the process in Treasury is focussed more on manual processing (such 
as data entry, agency follow up, checking for errors in data) and less on 
adding strategic value. 

 Current processes require agencies to manually consolidate data from their 
systems and upload into FIS. The quality of data could be improved if agency 
systems were better interfaced with TOES/FIS. 

 Increased accountability of agencies to improve data through robustness of 
projections, providing variance explanations and ensuring projections are 
realistic relative to actuals would reduce time spent by Treasury providing 
analysis or contact with agencies. 

 Explanations for variation are required to be input by agencies and Treasury 
often resulting in duplication of manual process. 

Opportunities identified by Ernst and Young include: 

 A review of end to end budget process (both within the agencies and flows 
into NSW Treasury) could identify duplication, excess handovers, gaps, 
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checking and rework which may exist due to the current budget management 
process. 

 Allow Treasury access to agency data sources to minimise time spent editing 
data.   

 Increase accountability of agencies to improve data through robustness of 
projections to reduce time spent by Treasury undertaking manual processing 
and following up with agencies to gain clarification and explanations. 

Other jurisdictions in Australia have financial systems that are primarily automated. 
They require only a single upload of data, with consolidation of accounts processed 
automatically through a central budget management system. In South Australia, 
agencies go through a relatively automatic process that validates the integrity of 
information before it is loaded into the budget management system. 

In the Commonwealth, data can be loaded into the Central Budget Management 
System by way of online entry or a flat file. 

Being able to compare variations to the budget against the current year budget and 
against forward estimates is important. The evidence from the Lambert Review, 
other case studies and Auditor General Reports highlight a number of risks to the 
integrity of a single, stable forward estimates baseline. This includes: 

 the institutionalised supplementation of agency budgets, leading to 
centralised provisions and agency budgets and forward estimates that did 
not reflect realistic levels of funding 

 the lack of synchronisation between financial reports used by Treasury 
and those used by line agencies, leading to a misalignment of financial 
reporting 

 a lack of detail in variances to budgets reported by line agencies to 
Treasury 

 a high degree of manual processing of data, both within agencies and 
within Treasury, increasing risks to the accuracy and timeliness of financial 
reports 

 the degree of variation between estimates and outcomes reported by the 
Auditor General in his annual financial audits. 

The NSW Auditor General‟s 2011 Financial Audit noted that during 2010-11 
Treasury had developed an improved agency process of uploading agency financial 
data to TOES aimed at eliminating manual aspects of the data submission process. 
Not all agencies adopted the new processes for 2010-11 and Treasury should 
ensure that the new process is used by all appropriate agencies. 

The Auditor General stated that implementing seamless processes for collecting 
agency data would facilitate more regular and timely collection of financial 
information, improve data consistency and reduce the risk of errors. 

The Lambert Review indicates that the forward estimates baseline was not accurate 
due to significant provisioning to accommodate budget overruns. 
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This provisioning, was in addition to and substantially greater than the Treasurer‟s 
Advance – the statutory tool to manage unexpected variations in budget expenditure 
between appropriation bills – that is set at $300 million. 

Forward Estimates 

As the Lambert Review noted almost all large agencies have failed to manage 
within their budget allocations and have reported actual expenses higher than 
budget, a situation which has persisted for an extended period. 

Forward estimates have been developed incrementally and are based on 
optimistic assumptions, especially with regard to agencies’ ability to deliver 
efficiency dividends and wage offsets. Some agencies have been unable to 
fully achieve these across the board savings targets. As a result, budgets in 
many instances are unrealistic targets. Supplementation requests have 
become institutionalised as agencies cannot manage within the budget 
originally allocated. 

Increasing concern about the ability of agencies to deliver on productivity 
savings associated with both efficiency dividends and wages growth above 
the funded 2.5 per cent per annum. This has led to agency forward estimates 
reflecting savings being achieved and central provisions being established for 
the risk associated with this assumption. 

A breakdown in the budget process, which has seen agency budget 
allocations being adjusted on an almost continuous basis, necessitating the 
establishment of central provisions to ensure the realism of bottom line budget 
aggregates. 

There will always be a need, as a matter of prudent risk management, for 
central provisions to be established for contingencies and uncertainties. 
However, where a matter is under the reasonable control of an agency, the 
budget and forward allocation should reflect realistic levels of funding. 

At a broader level, a common theme of the consulting reports to Treasury‟s Better 
Services and Value Taskforce was a divergence between the forward estimates for 
individual agencies and agency expectations of their required service delivery 
expenditure profiles. This divergence also occurs in other jurisdictions but in NSW 
the extent of the divergence is greater. 

The Auditor General reported in his 2011 financial audit that the 2010-11 financial 
statements submitted for audit by agencies contained 25 errors. Six of these were 
errors between $100 million and $1 billion, one error was greater than $1 billion. The 
Auditor General stated that: 

These issues indicate insufficient review mechanisms in agency financial 
reporting processes and insufficient expertise in accounting standard 
requirements when accounting for complex transactions. 

The following chart from the Auditor General‟s 2010 financial audit show the 
alarming extent of variations in the estimated net operating result throughout the 
course of the financial year. 
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Figure 3.2: Changes to Net Operating Balance during 2009-10 

 

The variations in the 2010-11 financial audit were actually wider. The budget result 
varied from $773 million at the beginning of the financial year to $167 million in 
December; and then $1264 million at year end. 

These examples suggest that the total forward estimates for portfolio budgets could 
well be different to the forward estimates that make up the whole of government 
forward estimates, and the fiscal strategy. This is extremely concerning. 

 

Review of Financial Systems of NSW Police Force 

An external review of financial systems of the NSW Police Force identified examples 
where two sets of forward estimates exist. In August 2009, Deloitte conducted a 
review of the financial systems of the NSW Police Force (NSWPF). The review did 
not identify major issues with internal budget controls within the NSWPF. 

However, the review revealed major issues in the interaction between NSWPF and 
Treasury in the reporting of the Police budget (quotes from Deloitte in italics). 

 System risks – unsynchronised data and manual processing: 

Data transfer is required from the NSWPF systems to the NSW Treasury 
systems. There is no automated interface between NSWPF and 
TOES/CAPTOES to ensure NSWPF and NSW Treasury systems are 
synchronised. Once data has been imported, there is no automated check 
between NSWPF SAP and TOES to ensure consistency of data between 
systems. 

The synchronisation process is a human based process, therefore it is critical 
that this process has a well-defined governance model to ensure the systems 
remain synchronised. High level analysis has highlighted limited definition of 
this process. 

As there are no automatic synchronisation mechanisms, this may ultimately 
contribute to a misalignment between NSWPF and NSW Treasury systems. 

 Inconsistent information: 

The line items underpinning the budget figures outlined in the Budget Papers 
do not reflect some of the historic expenditure for previous years in certain 
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areas (including motor vehicles, property expenses and other operating 
expenses). 

As a consequence, ongoing reporting by NSWPF to Treasury maintains this 
inaccuracy and is balanced for particular items by underspends in other areas 

 Out of date information: 

The overall budget for NSWPF is set via the annual allocation letter and is 
loaded into TOES on 1 July. NSWPF consider this notional as their internal 
budgets have not been finalised, however Treasury’s view is that this is the 
annual budget they will be measured against throughout the year. 

This makes it difficult for Treasury to provide accurate and timely advice to the 
Treasurer and government on the actual level of expenditure by NSWPF in 
particular areas. 

 Inadequate information: 

There is a lack of sufficiently granular detail for certain line items in the 
NSWPF reporting structure which is submitted in TOES. For example, the 
single ‘other operating expenses’ line item accounts for approximately 45% 
(approx. $170m) of non-employee related operating expenses (approx. 
$355m). 

 Misalignment between the budget process and finalisation of the internal 
police budget: 

An analysis of these processes had discovered that the budget planning and 
ad-hoc in year adjustment process contribute to the misalignment of NSWPF 
and NSW Treasury systems. 

In the case of NSWPF, the usage of TOES is slightly modified. As their 
budgeting process is not finalised by 30th June, the [TOES budget estimate] 
is not a true representation of the NSWPF internal budget allocation for the 
year. Therefore the ability to use the two separate columns in TOES to 
compare the budget against subsequent projections is negated in the case of 
NSWPF. 

As noted, the reporting system is a mix of automated and manual processing. 
Agencies may use a mix of manual and automated data entry into the Treasury 
online data entry system (TOES). 

The uploading of data within Treasury from TOES into its consolidated Financial 
Information System is also a mix of manual and automated processes. Agency 
processing represents a significant cost of the overall end-to-end process 

As mentioned the Commission has been advised that one agency takes four person 
days to upload their data into the Treasury‟s financial management information 
system. The Commission understands that this matter has now been addressed. 

This assessment has implications not only for the provision of timely advice to the 
Treasurer but also on the management of budget risks by Treasury. 
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Recommendation: The Commission recommends that Treasury in consultation with 
agency CFOs should commence scoping the design of a new financial management 
information system as a matter of urgency. Such a system should incorporate:  

 a standard chart of accounts across all agencies of government 

 a single, stable baseline set of forward estimates against which all decisions of 
government are measured 

 the production of timely financial reports to government on a monthly and annual 
basis and as required at times of budget estimates updates. 

The implementation of this new financial information system should be undertaken in 
close consultation with other agencies and in a way that does not disrupt the current 
annual budget process. 

 

The Commission accepts that attending to the systemic weaknesses outlined in this 
chapter will require a significant investment of both time and resources. It may be 
several years before these weaknesses are fully corrected. The Government will 
need to consider investment in a new financial management information system 
against other priorities in deciding both the timing and quantum of investment to be 
made in addressing the structural weaknesses in the financial management 
framework. 

Regardless of investment decisions in a new financial management system, the 
government should decide the core level of financial reporting that it requires for 
whole of government financial management and measuring the cost of service 
delivery. This should start with the building blocks of government financial 
management – what information do line agencies require to deliver services in a way 
that provides value for money, ensures the government is accountable for its 
expenditure decisions and ensures that ministers can make sensible decisions in the 
allocation of budget resources to line agencies. This should start with the design of a 
program budgeting and performance reporting framework, taking into account the 
experience of other jurisdictions, including recent Australian Government experience. 

 

3.2.5 Financial reporting framework 

Good financial management in any situation requires timely and accurate reporting 
to those responsible for managing a budget.  

In a company the board would expect to see, each month, a report on how things 
went in the month just past, how financial performance was tracking against budget 
for the year to date and whether or not the end of year budget was likely to be met. 
In addition, any material change in the company‟s assets and liabilities would be 
reported, as would the cash position. 

If things are not in line with the budget then a course of action would be proposed 
and, upon approval, implemented. Company directors would expect a short and 
honest update on how any major projects were going and a report on any issues of 
significance (good or bad). 
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Large companies would expect the same type of reporting at a divisional or 
subsidiary level. For management purposes this reporting flows down, with some 
changes to fit the purpose, to small operating units. At the operational levels 
managers need information about both their budget and its links to their specific 
activities. Performance indicators relate to operational activity targets and to budget 
targets. 

NSW publishes a similar number of financial reports to that of other states and the 
Commonwealth: 

 a report on compliance with targets and principles under the Fiscal 
Responsibility Act 2005 

 an annual budget, with consolidated financial statements for the budget 
year and three forward years 

 a Half Yearly Review of the current financial year 

 a report on the final outcome for the previous budget year in a Report on 
State Finances 

 monthly consolidated financial statements, year to date. 

NSW, along with South Australia, is the only state not to publish an update of the 
state‟s financial position in a pre-election period. 

There are however variations in the level of detail published in NSW financial reports 
compared to most other jurisdictions. 

 

Reconciliation table 

Most jurisdictions now publish a detailed and full reconciliation of changes in the net 
operating result between the initial budget year estimate, the preliminary budget 
outcome and final budget outcome. The reconciliation shows for the budget and 
forward estimates years: 

 the extent to which the change in the net operating balance was due to 
changes in aggregate revenues and expenses 

 within aggregate revenue and expenses, the extent to which the variations 
were due to decisions by government as opposed to external factors, such 
as increases in costs or changes in demand, affecting the cost of 
programs. 

By making transparent the contribution of decisions by government to changes in the 
net operating balance, the reconciliation table is a valuable source of transparency 
and accountability in government financial reporting. 

Production of the reconciliation table requires a single baseline of budget estimates 
against which all variations are measured. Any consolidated financial report 
published subsequent to the budget should be able to be fully reconciled back to the 
original budget estimates. 
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NSW does not publish a reconciliation table in the form that is published by other 
jurisdictions. Instead, NSW publishes a list of „major variations‟ for selected 
agencies. In comparison to a reconciliation table, these variations tables: 

 are not comprehensive – the expense variation table in the 2011-12 
Budget has a single line item of Other that represents around 25% of 
general government expenses 

 do not include all agencies – only those with major variations are listed 

 do not provide a clear breakdown between decisions taken by government 
and other variations. 

A reconciliation table from the 2011-12 Western Australian Budget is an example of 
reasonable practice. It is at Appendix 5. 

 

Measures statement 

Complementary to the reconciliation statement is a measures or decisions 
statement. The measures or decisions statement lists all revenue and expense 
decisions taken by the government between the budget and the current financial 
report and their impact on the budget over the four budget estimate years. The sum 
total of the forward estimates in the measures statement will reconcile to the 
aggregate decisions estimates in the reconciliation table. 

The purpose of the measures statement is to provide a further level of transparency 
and accountability to financial reports. 

The measures statement details each decision of government, usually listed by 
portfolio and provides a: 

 a complete record of changes in the net operating balance between 
estimates and outcomes due to decisions of government 

 a detailed understanding of where government priorities changed or were 
reinforced during the year, by being able to analyse those portfolios that 
made the greatest contribution to the change in the net operating balance 

 an historical record of increased investment in particular portfolio areas. 
Measures statements in each subsequent year should be additive, when 
prepared on a consistent baseline, to allow for the calculation of total 
changes in operating expenditure by agency or program over a number of 
years. 

NSW financial reports do not provide a full account of expense and revenue 
decisions impacting on the budget. 

 The 2011-12 NSW Budget outlines the effect on the budget of revenue 
decisions announced in the budget and the revenue effect of previously 
announced decisions that will commence during the budget period. There 
is no complete accounting of all revenue decisions taken since the 
previous budget and their effect on the revenue estimates. 
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 The 2011-12 NSW Budget does not include any tabulation of expense 
decisions in the budget. The reporting of changes in expenses is limited to 
descriptions of trends in portfolio areas. 

Budget Paper No 2, 2011-12 states that the budget forward estimates, „…are 
premised on targeted strategies to deliver almost $8 billion in efficiency and other 
savings.‟ As there is no detailed measures statement published with the NSW 
budget, it is not possible to determine from the budget papers: 

 how much of these savings were already incorporated into the forward 
estimates prior to the budget – for example as a result of decisions from 
the previous government 

 from which portfolio areas these savings will be achieved 

 when the savings will be achieved – whether in the early years of the 
forward estimates or in the later years. 

A full measures statement, combined with a reconciliation statement, would provide 
this additional level of transparency. A measures statement for 2011-12 from the 
South Australian Budget is at Appendix 6 and is an example of reasonable practice. 

The Treasurer announced in the 2011-12 budget review of the presentation of future 
budgets to provide greater transparency. 

 

Other elements of financial reporting 

A further weakness in NSW financial reporting is the lack of reporting across the 
forward estimates years. Information on measures and variations, where published, 
is not always published across the forward estimates.  

For capital expenditure, longer term projections should be published of forward 
capital plans, linked to information published in total asset management plans. 
These are important elements in the forward estimates. 

Reporting on capital projects is limited to the budget year in Budget Paper No 4. 
Publication of forward projections of expenditure on capital projects requires an 
evaluation of information currently loaded into CAPTOES and the Major Capital 
Project Reporting System, to assess its timeliness and usefulness. 

 

Recommendation: The Commission recommends that Treasury should align NSW 
government financial reporting with the practice of other states, in particular the 
publication of a measures statement and reconciliation statement, for both expenses 
and revenues for the budget year and three forward estimates years. 

 

Half Yearly Review 2010-11 

An example of how the weaknesses in transparency masked the breakdown in 
financial management in NSW can be seen through a comparison of information 
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published in the Half Yearly Review of the 2010-11 Budget published on 15 
December 2010 and that published in the Lambert Review. This is summarised in 
Table 3.1. 

The Half Yearly Review outlined a reduction in general government operating 
expenses of $527 million between the 2010-11 Budget and the Half Yearly Review. 
There is no tabulation in the Review of all the changes that comprise the variation in 
expenses. 

In the text of the Review, there is a discussion of three major variations and 
descriptions of other changes, although no estimates are provided. 

The Lambert Review provides a detailed (although still not complete) tabulation of 
the variations between the 2010-11 Budget and Half Yearly Review. A summary of 
how the $527 million was derived is shown below. The main points are that: 

 the $527 million reduction in expenses comprised an increase in expenses 
of $688 million which was offset by a reduction in expenses of $1.2 billion 

 of the increase in expenses, almost half ($237 million) was attributable to 
efficiency dividends and previous savings factored into the forward 
estimates not being delivered 

 of the reduction in savings, the $237 million in previously identified budget 
savings that were not achieved were fully offset by a drawdown in the 
provision in the budget for budget over runs 

 a further $120 million was drawn down on the Treasurer‟s Advance to 
offset other unbudgeted expenses in the budget 

 a further $350 million was brought forward in rail grants. 

The publication of a reconciliation and measures table would have indicated the 
emerging weaknesses in the budget estimates. The reconciliation table would have 
shown: 

 significant variation in higher general government expenses that were 
attributable to estimates variations rather than policy decisions 

 estimates variation of over $700 million requiring explanation. 

This may have assisted in making transparent the breakdown in the internal controls 
in the budget process. 
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Table 3.1: Expense variations – Lambert Review 

Variation $m 

Increased expenses  

Education - savings/efficiency dividend not met 180 

Police – savings efficiencies not achieved 57 

Police – other variations 54 

Bus contracts – additional costs 55 

Commonwealth funded programs 10 

Natural disasters 68 

Other variations 264 

Total increased expenses 688 
  

Reductions in expenses  

Drawdown of provisions to offset unachieved savings -237 

Other changes in provisions -376 

Use of Treasurer‟s Advance to offset unbudgeted expenses -120 

Prepayment of rail grants to bring forward spending from out years -350 

SI Corp – actuarial adjustment -96 

Interest savings – electricity privatisation -36 

Total reductions in expenses -1215 

 

3.2.6 Performance  

Performance information is published in the budget papers under the Results and 
Services Plans. These plans describe: 

 high level results toward which each agency works 

 the services that contribute to the results 

 quantitative performance measures against the defined results 

 high level aggregate expenditure information on groups of similar services. 

Funding measures announced in the budget relevant to each agency and 
achievements or outputs from the agency in the previous year are also outlined.  

While the outputs and funding decisions are reported, there is no direct mapping 
between these measures and the results and services. It is not possible to determine 
how particular funding commitments contributed to the delivery of services and 
achievement of results.  

While the Results and Services Plans have helped identify the government‟s desired 
results and the specific services that contribute to achieving these results they have 
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not significantly influenced the budget allocation process. They have not been 
successful as an accountability or budgeting tool, or in influencing funding decisions.  

This is because although the policy required services to be costed, in actual practice, 
service group expenditure was not determined by the costs of services to be 
delivered. Instead, service group expenditure was derived as a top-down distribution 
of the agency‟s budget. 

The Results and Services Plans do not provide a real mechanism for making 
agencies accountable for their expenditure. There was no monitoring system to 
ensure that actual performance met planned performance in terms of outputs 
delivered for the actual expenditure incurred, and no related incentives or 
consequences.  

The Lambert Report concluded that, in the absence of any link with actual funding 
and a lack of consequences for failure to meet agreed targets, many agencies 
considered Results and Services Plans to be a compliance exercise. 

The tension between reporting on the basis of inputs, or program expenditure, is not 
isolated to NSW. The Australian Government has changed its reporting of service 
delivery three times in the last decade: from inputs and programs, to outputs and 
outcomes, and back to programs and outcomes.   

These changes reflect a combination of different reporting requirements demanded 
by the public and the Parliament, reporting issues within government, as well as 
political realities. 

In a recent review of the Australian Government‟s budget framework, the OECD 
summarised the conflict between input and program reporting on the one hand and 
output or results reporting on the other as follows: 

The extent to which outcomes are integrated into decision making during the 
budget formulation stage and in daily agency operations has been very low. 
The overwhelming focus is on programs 

The issue is mostly conceptual. Programs are specific, can be defined 
concretely and are identifiable to the public, rather than aggregate outcome 
goals which are more conceptual in nature. For this reason, programs will 
always be more important politically. 

Similarly, day-to-day management is focused on programs; outcomes are 
generally not reflected in any internal management documents. In this 
respect, it is important to note that in year reporting from departments and 
agencies on their expenditures to the Department of Finance is done on the 
basis of major programs. 

Consequently, if the budgeting system is to serve the needs of the 
government, the Parliament and the public, it must take programs increasingly 
into consideration. 
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The final comment from the OECD is most relevant for NSW. 

Reporting on outcomes and results is not enough. Accountability to the public and 
the Parliament also requires a full integration between: 

 commitments made to the public by government on resource inputs to fund 
service delivery objectives 

 resource allocation decisions made by government in the budget process, 
consistent with the public commitments 

 transparent reporting by government of how the public commitments made on 
investment into inputs will translate into service delivery outcomes. 

The financial information systems in Treasury are currently not equipped to achieve 
this outcome. 

 

Recommendation: The Commission recommends that the publication of 
performance information in NSW financial reports should include financial reporting 
by program expenditure as well as reporting on performance through either a results 
or outcome framework. 
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4. The management of people 

 Most government services are labour intensive by their nature. There are 
386,000 people working across the whole NSW public sector. 

 Management of people in the NSW public sector does not meet best practice 
and is characterised by out-dated, inefficient and overly-prescriptive 
approaches that make better service performance difficult. 

 This is exacerbated and reinforced by rigid adherence to procedure, insularity 
and an unnecessary aversion to risk. 

 Workforce management has not kept pace with the evolving nature of public 
services. Service delivery has become more complex and more community 
based, requiring greater skill levels and more collaborative work practices. 

 The Public Service Commission has been established to turn this around – 
and recreate a NSW public sector which manifests capability, accountability, 
professionalism, initiative and customer service. 

 

4.1 How people management should be 

If people management is excellent, or near that end of the scale, there are several 
key requirements that are usually observed. We have noted six. These are: 

1. knowledge of your organisation‟s role and its values 

2. a clear understanding of the job 

3. honest feedback on your performance 

4. workforce planning that considers new entrants, retirements, skills, 
personal training and development that is job related 

5. widespread and honest reporting 

6. recognition of the importance of people in achieving objectives and doing 
so in a way that meets the agreed values and culture. 

First everyone should know what the organisation does. There is a “mission” 
statement that makes clear the precise role of the organisation. What is it that the 
agency does? All people including back office staff are there for that purpose and 
they need to understand this. Their job should in some way be part of the purpose 
and if it is not then the position should be changed or abolished. The process of 
obtaining such a mission statement can be a useful process in itself. The statement 
is discussed with all staff and how it came about is explained. The explanation is 
often as important as the statement itself. 

People also need to agree on how they are going to work together and what values 
they consider important in this working relationship.  
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The NSW Government has set four key values: 

 integrity 

 trust  

 service 

 accountability. 

Within the workplace these values need to be considered in detail and turned into 
values that are day-to-day reflections of the principles. Typically, people may choose 
values for their organisation such as honesty, teamwork, personal responsibility, 
service and/or pride in one‟s job and the organisation. These do not conflict with the 
top down government values and indeed operationalize them by making them a 
statement of how work will be done every day. It is important for staff to engage with 
these values and agree between them and their executive on what values are 
adopted. They are everyone‟s values at that particular organisation and reflect how 
work is to be done and how people relate to each other each day. 

The second requirement of good people management is that everyone knows what 
their job is. The specifics of the job should be set out in a position description that is 
clear, short and easy to understand, including by people outside of the organisation.  

The third requirement is regular and honest performance assessment of staff by their 
relevant manager or supervisor. This assessment should be judged against their job 
requirements in the position description. Goals should be set out for that year and 
questions asked about the progress staff are making towards their goals.  

A large part of a performance assessment should be based on the values adopted 
by all in the organisation. Have staff members been honest, a good team member, 
taken personal responsibility etc. Performance appraisals should be formally 
conducted every year, with an interim assessment at six months and conducted by 
immediate managers or supervisors. The HR role is to check across the organisation 
that the appraisals are fair and honest. 

The fourth requirement is workforce management. For a manager this translates into 
an understanding of their team or group. What is their age profile? Who are the 
talented people? Who is a critical person and what is a critical position for ongoing 
service delivery? What flexibility in work arrangements would assist both 
management and staff? Who are struggling to perform or performing poorly? What 
personal training and development is needed? What retirement or departures are 
expected? What new entrants/trainees/graduates are expected? And given all of this 
information, how are managers going to manage their workforce over the next year 
and out over five years to improve their overall performance and productivity and 
personal outcomes. 

Reporting is the fifth requirement. Directors General and CEOs need regular monthly 
reports on exits and entrants, safety performance, sick leave and annual leave. The 
more strategic assessments around the workforce plans at high level are likely to be 
discussed at a Director General/CEO level every six months.  
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Finally, the sixth requirement is to value the important role of people. Large service 
companies typically have the HR manager as a direct report to the CEO. This is a 
strategic role focussed on productivity across the organisation. This executive 
informs the CEO and the executive team of relevant developments outside the 
sector, of skills shortages, of relevant training and development, of redeployees and 
has a small team to assist with change management, advice and industrial relations. 

A recent study of 77 organisations in the Australian services sector compared high 
performing workplaces with low performing workplaces (Boedker et al, University of 
New South Wales, 2011). Public sector organisations were represented. The study 
found that the higher group: 

 were more productive – more efficient at delivery of services 

 were 34% better at achieving their budget targets 

 were more innovative, for example, generating more new ideas and 
transforming them into new services or better processes 

 offered better employee experiences, with employees having higher levels 
of commitment and exerting extra effort in their jobs 

 were fairer, with managers implementing company policy more fairly 

 had managers with better leadership abilities 

 were more customer focused and reaped more customer satisfaction. 

The top 18 management characteristics of the high performing workplaces in the 
study are shown in Figure 4.1 below. 
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Figure 4.1: Characteristics of management practices in high performing workplaces 
(sorted by strength of correlation). Source: Boedker et al, 2011  

 

The management practices deployed by the high performing workplaces included: 

 higher levels of responsiveness to changes 

 higher levels of employee participation in decision making processes  

 higher levels of behavioural and skills flexibility in employees  

 effective use and quality of information and communication technology 
(ICT)  

 excellence in attracting and retaining high quality people 

High performing workplaces „are characterised by a set of values and shared beliefs 
where people welcome and seek to introduce change and innovation, where leaders 
care for their employees and foster collaboration, and where there is an ambition to 
deliver results and a focus on achieving goals. Interestingly, a control culture has a 
negative and significant association with the high performing workplaces.‟  

The applicability of the study to the NSW public sector needs to be treated with 
caution. While organisations reviewed were from the services sector (including 
companies involved in education and social assistance), the organisations examined 
in the study had fewer employees than most NSW departments; most had fewer 
than 500 FTEs. 

Nevertheless, the conclusions of the study are consistent with the generally-
accepted basics for people management just discussed. 
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4.2 A snapshot of the NSW sector 

The NSW public sector employed 386,000 people, representing 322,000 Full Time 
Equivalent (FTE) staff in June 2010. This includes government businesses and State 
Owned Corporations. The NSW public sector has more employees than Victoria and 
Queensland.  

Figure 4.2: Numbers of public sector employees in NSW, Victoria and Queensland. 
Source: ABS  

 

The number of NSW public sector employees has remained relatively static over the 
last three decades, while NSW‟s population has been rising. As a proportion of the 
total NSW population, the public sector has declined from 7% in the 1980s to 5.5% in 
2010. This decline is comparable to the experience in other states.  

This trend may be influenced by productivity improvements, and by NSW 
Government services increasingly being delivered through third parties or 
outsourced. Even so, the provision of government services is labour-intensive. 
Almost half of the NSW Government‟s current expenditure is employee-related 
payments. Employee expenses in 2010-11 are about $28 billion in the general 
government sector. 

Wages in the NSW Government on average have increased over the last decade 
more than in other jurisdictions (such as Victoria and Queensland). 
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Figure 4.3: Comparison of the average wage/salary per person in the NSW, Victoria 
and Queensland public sectors. Source: ABS 

 

Treasury expects growth in employee-related costs to slow to 3.7% over the next 
four years, largely reflecting the new legislated Wages Policy (Gaetjens, 2011).  

In 2010, the Australian Public Service (APS) Commission appointed Mercer to 
undertake a broader market comparison with the states and in the private sector 
(APS 2011). The NSW comparison included the administrative and clerical 
classification plus Senior Officers and Senior Executive Service.  

For non-executive employees, Mercer‟s analysis showed that the midpoint 
remuneration rate for all state public servants (including those in NSW) is lower than 
the median base salaries and total remuneration in the APS. Such an analysis has 
not been undertaken for the NSW public sector, but would be useful to inform 
workforce strategies for the administrative and clerical classification, as well as for 
executives. 

Recent data produced by the Australian Bureau of Statistics for NSW Treasury, 
compares salary paid for four occupations in NSW and other states. It found that: 

 entry level teachers receive similar levels of salary in NSW compared to 
those in Queensland and Victoria 

 entry level police constables and nurses in NSW were paid similar salaries 
to that of their colleagues in other states 

 experienced police constables and nurses in NSW were paid at a slightly 
higher level than their colleagues in other states 

 NSW fire-fighters had a relatively low level of salary after five year‟s 
experience compared with Victoria and Queensland. 
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The Commission has been advised by HR professionals and executives that, 
according to their experience, employees up to Grade 11-12 in the NSW public 
sector are remunerated more than their counterparts doing similar work in the private 
sector. On the other hand people in more senior grades are paid significantly less 
than in the private sector.  

The scarcity of solid data on comparability of employee remuneration should be 
rectified to enable well-informed decision-making on wages and other employee-
related costs. Attempts to recruit outside the public sector are not assisted if 
remuneration is not comparable. And it is important for the community that public 
servants are neither under or over remunerated in comparison to other sectors. 
Terms and conditions of employment more generally must also be considered in any 
comparisons. 

 

Recommendation: The Commission recommends that the Public Service 
Commission should undertake a remuneration comparison for NSW public sector 
classifications and executives, similar to that undertaken by the Australian Public 
Service Commission‟s Broader Market Comparison. 

 

Most public servants in NSW are employed in health, education and police. The 
figure below shows how the workforce is spread across the sector. 

Figure 4.4: Percentage of FTE staff in each cluster, at June 2010 

 

Note: Excludes State Owned Corporations. Source WFP 

The large employee number increases in 2010 have occurred in: Transport (4% 
increase), Education (2% increase) and Health (1% increase). 
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Public sector employees are employed through a number of arrangements. There 
are approximately 230 industrial instruments across the sector, which set 
remuneration and conditions. Most employees fall under an award, although 
employees of State Owned Corporations (SOCs) and some Public Trading 
Enterprises are generally covered by Enterprise Agreements. Individual employment 
contracts apply to members of the State Executive Service and to some SOC 
employees.  

The Department of Premier and Cabinet centrally manages the Crown Award, which 
covers around 79,000 employees across the sector. Other awards are managed by 
the relevant departments. Renegotiation of awards with significant impacts, for 
examplefor nurses or teachers, is jointly undertaken by the relevant department and 
the Department of Premier and Cabinet. 

The 2010-11 Budget notes that leave entitlements across the sector total $8.3 billion. 
This comprises agencies‟ liabilities for recreation leave, long service leave and sick 
leave. Some 12% of public sector employees have recreation/annual leave accruals 
of greater than 40 days. Some awards allow higher leave balances than that. Some 
agencies manage their leave so well that they have no staff in this category. But in 
25 agencies, with more than 100,000 employees in total, more than 20% and up to 
50% of staff had leave balances over 40 days. The worst offenders are those 
agencies where staff have rostering arrangements that allow lengthy off duty periods 
and whose staff are „saving leave for retirement‟.  

Sick leave rates across the NSW public sector are no higher generally than levels in 
the Australian public and private sectors (Direct Health Solutions, 2010). The 
average sick leave taken per NSW public sector FTE was just over 8 days a year in 
2010, but there is large variation between agencies. According to the NSW Auditor 
General, agencies with high sick leave levels in 2008-09 included the NSW Fire 
Brigades (13.6 days) and the Ambulance Service (11.4 days). 

The NSW public sector turnover rate was 7.9%, lower than in the Victorian, 
Queensland and Australian public sectors and very much lower than the rate for the 
NSW private sector which was 19.7% (Australian Bureau of Statistics data). Two and 
a half thousand fewer people resigned or retired in 2009-10 than in the previous 
year. There is also some evidence that individuals are staying longer within the one 
agency. Only 567 people were promoted or transferred between agencies in 2010, 
though this data is likely to under-report the true situation.  

There are no data on the number of transfers into the NSW public sector from other 
governments, non-government organisations or the private sector. Anecdotally these 
transfers are very low. In 1996, only 6% of SES positions had been filled from the 
private sector. 

The median age of the NSW public sector has remained fairly constant at 45 over 
the past four years. This is five years older than the median for all employed persons 
and is comparable to the other States.  

The proportion of employees aged under 25 years in the NSW public sector is less 
than in the broader NSW labour force and measures have been taken to increase 
this segment. Since 2009, some 3,640 young people have been employed as 
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apprentices and cadets. This younger cohort is typically more mobile and far more 
likely to leave, with a turnover rate of 13%, than the over 45 age group which has a 
turnover rate of 7%.  

Eighty per cent of the public sector employees work in Sydney, the Hunter and the 
Illawarra, broadly consistent with the wider workforce. 

Women represent 61% of the NSW public sector workforce, compared with 45% of 
all employed persons in NSW. Victoria and Queensland show a similar gender 
profile. This high ratio of women to men is due, in part, to the preponderance of 
traditionally female occupations, notably teachers and nurses. In NSW, the Health 
cluster has the highest female participation rate (74%) and the Transport cluster the 
highest male participation rate (77%). 

Women continue to be underrepresented in non-traditional occupations such as 
trades, engineering, information technology and the uniformed services. Over the 
last ten years, a number of initiatives have been instigated to encourage the 
recruitment and retention of women in non-traditional roles to address skills 
shortages. In 2010, women represented 26% of police officers, 20% of correctional 
officers, 7% of bus drivers and 6% of train drivers. 

The figures above show average female participation across all grades. In executive 
and other relatively higher remunerated positions, earning above $155,000 per 
annum, the public sector has only 26% female representation. This is less than 
Victoria (38%) and Queensland (29%).  

Figure 4.5: Numbers (FTEs) of employees by earnings and gender, year to June 2010. 
Source: WFP. 

 

In June 2010, 2.48% of NSW public sector employees identified as being Aboriginal 
and/or Torres Strait Islanders. This exceeds the current target of 2%.  

The proportion of the workforce identifying they have a disability is estimated to have 
declined from 8% in 2000 to 3.7% in 2010, although these data may represent 
under-reporting. 

Some 15.2% of employees identified as being from a non-English speaking 
background, compared to 23.8% of the NSW community who were born overseas. 
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4.3 Constraints on excellence 

A move to excellent people management has been made virtually impossible by the 
constraints imposed on agencies in the last decade. It is astounding to note the 
problems that management has faced and a credit to the public sector as a whole 
that service delivery has continued.  

The main constraints on people management that the Commission has identified 
are: 

 directives from central agencies that restricted new hires and informal 
government directions that made redeployment and redundancy 
extraordinarily difficult 

 central agency expenditure directives, at explicit line item levels, that 
removed management flexibility 

 industrial arrangements that are cumbersome and complicated and include 
matters which should more properly be agency and management 
prerogatives 

 inflexible position classifications and structures with too many layers causing 
confusion about responsibilities 

 a lack of information for managers and staff about performance related to 
both service outcomes and adherence to values and behaviours 

 capability shortcomings in some Human Resource units where the focus has 
not been on strategic service delivery but rather on employee advocacy and 
disputes. 

 

4.3.1 Central ‘diktats’  

From 1999, there was a freeze on staff numbers in the public sector, apart from 
SOCs, with a centrally managed exemption system and provisions that varied 
periodically. The freeze itself was lifted in August 2007 as part of red-tape reductions 
but was soon reinstated, in November 2008. The staff freeze remains in place, with 
the exemption process devolved to cluster Directors General. The current freeze is 
on: 

 filling all non-frontline jobs 

 contingent labour including contractors and consultants when used as a 
substitute for recruitment action 

 labour hire to fill temporary jobs 

 executive search hire to manage recruitment activity.  

Also, a cap on the number of Senior Executive Service (SES) officers has been in 
force since 2008. In May 2011, the Government also imposed a recruitment freeze 
on non-frontline staff in the electricity SOCs. 

The imposition of a staff freeze to control expenditure is a blunt instrument. It does 
not distinguish between agencies that have been running at efficient staff levels and 
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those that have not. Larger agencies often find it easier to cope than smaller ones. 
But the worst feature of these freezes is the disempowerment of cluster and agency 
management. Agencies have services to deliver and are accountable for doing so. 
As long as they perform these activities well, and within their allocated budget, they 
should be left to meet their responsibilities. If services are not delivered satisfactorily 
within budget, then the agency executives responsible should face appropriate 
disciplinary action. 

In 2008, a 20% reduction in the SES was imposed by the then Government. This 
amounted to a reduction in 171 senior positions. As Roger Beale AO remarked, in 
his recent review of the Australian Public Service: „while such controls are popular 
politically, they can reduce leadership capacity, particularly in circumstances where 
the overall size of the service continues to grow in response to Government policies 
and priorities.‟ 

 

Recommendation: The Commission recommends that cluster Directors General 
should determine the workforce composition of their cluster, including the 
appropriate number of front line staff, support staff and SES officers, and does not 
support the use of centrally-imposed executive caps or employee freezes. 

 

It is remarkable that, as the SES cuts were imposed, Senior Officer positions 
continued to increase. These latter positions overlap with lower SES positions and 
appear to have been used to fill the required (but centrally abolished) SES levels. 
The numbers of non-SES executives and other highly-remunerated officers, for 
example in Health, also continued to increase. 

Figure 4.6: Representation of executives and other highly-remunerated employees in 
the NSW public sector.  
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Similarly, agencies appear to have evaded the intent of the employee freeze through 
recourse to the use of contractors. Contract labour is appropriate for time-limited 
engagements and/or when specific skills are lacking in the sector. It is generally 
much more expensive than permanent employment. As staff freezes occurred, 
contractors in long-tenured roles became more evident. 

 

Case study: Use of contractors in the RTA 

In September 2010, the Roads and Traffic Authority (RTA) employed around 690 
contractors as „skill hires‟ representing approximately $94 million per annum. This 
was approximately 9% of its total workforce FTEs.  

RTA policy aimed for contractors to provide a contingent workforce to cover short-
term requirements, of a maximum period of two years. However, 37% had been 
engaged for longer than this, and 7%, around 50 contractors, had been engaged for 
more than six years. This suggests that a reasonable proportion had become de 
facto members of the RTA‟s permanent workforce, while retaining the economic 
benefits of contractor rates. Almost 40% of the long-tenured contractors were located 
within the Finance and Corporate Services areas. 

The typical premium paid by RTA to attract contractors appeared to be around 25% 
to 30%, representing some $23-28 million per annum.  

If the roles filled by skill hires continued to be needed, converting those roles to 
permanent positions could have provided the RTA with significant savings in 
contractor rates and recruitment providers‟ fees and commissions. 

 

Redeployment and redundancy 

It is not only employee and executive numbers that have been the focus of 
directions. The manner in which staff can be redeployed or made redundant has 
been governed by industrial agreement and policy as well as by government 
intervention.   

Prior to August 2011, the Managing Excess Employees policy specified that officers 
declared excess to the agency‟s requirements: 

 retained their full salaries during a 12-month redeployment period, which was 
extended if the officer temporarily occupied a position 

 were eligible for 12 months‟ salary maintenance if redeployed to a lower 
position 

 could not be forced to take redundancy without the „provision of reasonable 
redeployment opportunities to suitable positions‟. 

Not a single person was retrenched under this policy. The Commission has been 
advised that the process had become politicised. In some cases, Ministers refused to 
support agencies‟ submissions for redundancies. In other cases, agencies „second 
guessed‟ the likely reaction and did not proceed with action. 
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From August 2011, a revised policy applies to staff employed under the Public 
Sector Employment and Management Act 2002. This provides incentives for excess 
employees to exit the sector, gives certainty around action timeframes and reduces 
the retention period and salary maintenance to a maximum of three months. Forced 
redundancy is applied at the end of the retention period. At the end of March 2011, 
510 employees were on the excess officers list. At the end of August 2011, after the 
new policy was implemented, this had reduced to 226. 

The Managing Excess Employees Policy does not apply to the Health Service, the 
Teaching Service, police officers, fire fighters, Railcorp, Sydney Ferries, the Country 
Rail Infrastructure Authority, the Transport Construction Authority and State Owned 
Corporations. Under a Premier‟s Memorandum, those agencies are not obliged but 
„encouraged‟ to apply consistent provisions, subject to obligations under legislation 
and/or industrial instruments. In August 2011, of the total 226 excess employees, 81 
were in agencies not covered by the policy; 77 of these are in Railcorp and the rest 
are in the Ambulance Service. Some of the entities not covered by the policy may 
have robust and equitable arrangements, but it is timely to review all such 
arrangements across the sector. 

 

Recommendation: The Commission recommends that the Public Service 
Commission and the Department of Premier and Cabinet should review policies on 
excess employees in agencies not currently covered by the new Managing Excess 
Employees Policy (that is, those not under the Public Sector Employment and 
Management Act 2002), with a view to extending the Policy‟s coverage if necessary. 

 

The impacts of central directives about employment have been made more severe 
by central directives around other line items of expenditure. Agencies have 
commented to the Commission that staff freezes and headcount reductions would 
have been more manageable had they been able to spend (within budget) on other 
process or system improvements. ICT expenditure was apparently ruled out by 
central agencies on several occasions where relatively minor system improvements 
could have saved significant administrative expense.  

Interference by central agencies in the management of clusters and the entities 
within them has caused perverse effects which have not been adequately 
recognised. Clusters and their agencies are accountable for both their budgets and 
their service delivery, and central impositions should take care not to cut across 
these responsibilities. 

 

Recommendation: The Commission recommends that central agencies (Premier 
and Cabinet, Treasury, and Finance and Services) should recognise that clusters 
and their agencies must undertake their responsibilities and be accountable for them 
as set out in Charter Letters to Ministers and in Performance Agreements. In doing 
so, central agencies should refrain from issuing directives that directly and indirectly 
cut across these cluster and agency accountabilities.  
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4.3.2 Industrial relations arrangements 

Most NSW public sector employees‟ pay and conditions are set under one of the 
approximately 230 industrial instruments (awards, determinations and enterprise 
agreements) across the sector. Around 79,000 employees are employed under the 
Crown Employees‟ Salaries and Conditions of Employment Awards, which are 
centrally managed by the Department of Premier and Cabinet. 

The Commission has identified problems with the current industrial relations 
arrangements applying to the NSW public sector. The solution is not a wholesale 
shift from award-based employment to contract-based employment. Some key 
settings, discussed below, need to be reviewed or changed. However, the 
Commission strongly believes most progress will be made by improving workforce 
management processes and using the flexibility already built into awards.   

A number of changes have been made to the industrial relations framework set 
through the Industrial Relations Act 1996, the: 

 Act now principally applies to NSW public sector employment matters 

 Industrial Relations Commission of NSW (IRC), established by the Act, now 
only covers State and Local Government employees in NSW for industrial 
relations purposes 

 IRC‟s jurisdiction has changed with the introduction of the Fair Work Act and 
the National Occupational Health and Safety system 

 Government has recently announced that the NSW Parliament‟s Law and 
Justice Committee will review options to reform the number of Tribunals 
including the IRC in NSW. This review will also consider opportunities for 
consolidation.  

Given these developments, it is timely to update the Act. Particular consideration 
should be given to: 

 limiting the definition of „industrial matters,‟ which currently permits a wide 
range of workplace requirements to be enshrined in awards - compared to the 
more limited federal provision of „matters pertaining to the employment 
relationship‟ 

 ensuring that the Government continues to have sufficient flexibility to alter 
workforce policies in response to emerging priorities, changes in economic 
conditions or changes in service delivery design 

 removing the unfair contracts jurisdiction – noting NSW is the only jurisdiction 
in Australia that features such provisions and it only applies to the public 
sector and local government within NSW. 

 

Recommendation: The Commission recommends that the Government should 
review the Industrial Relations Act 1996, to ensure that it is responsive to the needs 
of a modern public sector and that it is not inconsistent with the federal legislative 
employment landscape that applies to the private and not for profit sectors. 
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Some agencies have expressed concerns that the number of awards they administer 
causes administrative complexity. For example, workers in the Health cluster are 
covered by about 55 separate industrial instruments. To reduce complexity and 
administrative burden, there is scope for consolidating some instruments, including 
where there are multiple awards covering similar occupational groups. 

About half of the employees covered by the Crown Employees Award, an „omnibus‟ 
award, are administrative and clerical staff with relatively similar occupations and 
capability requirements. Maintaining those positions under the Crown Employee 
Award and merging it with other awards which cover only administrative and clerical 
staff would reduce the number of separate awards and possibly facilitate mobility 
between agencies.  

Other staff covered by the Crown Employees Award are a mix of different 
occupational groups with specific capability requirements. Moving those distinct 
occupational groups out of the Crown Employees Award into separate focused 
awards could enable devolution to agencies and clusters. Having such separate 
occupational-based awards, managed by clusters and agencies rather than centrally, 
would give clusters the ability to directly manage employment relations with more of 
their employees. Such a move could also facilitate implementation of the new Wages 
Policy and reforms associated with offsets. The wage offsets achieved, or not 
achieved, for one employee group would be considered as a stand-alone issue. 
Currently, the wage outcomes for all employee groups covered by the Award are 
dependent on wage offsets being achieved across all clusters. 

 

Case study: Decentralised wage bargaining in the Commonwealth public 
service 

Bargaining in the Commonwealth was devolved in 1997 to around 100 different 
agencies. This has resulted in significant differences in pay scales across the sector.  

The recent Moran report Ahead of the Game: Blueprint for the Reform of Australian 
Government Administration found anecdotal evidence that decentralised bargaining 
may have discouraged workforce mobility due to the emergence of significant 
variations in wages and conditions across agencies. 

In its response to the Moran report, the Australian Public Service Commission noted 
that mobility rates had remained at 3% for the last 10-15 years, but that the 
proportion of employees with experience in only one agency had risen over the past 
few years.  
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Recommendation: The Commission recommends that the Department of Premier 
and Cabinet should consider a process of rationalisation of awards, including: 

 consolidating multiple awards covering similar occupational groups 

 amalgamating small awards which cover only administrative and clerical staff into 
the Crown Employees Award, to reduce the number of separate awards and 
facilitate mobility between departments 

 move distinct occupational groups out of the Crown Employees Award, into 
separate awards to be administered by cluster Directors General.   

 

Requiring employees to be linked to a specific position in an organisational structure 
impedes flexible and efficient resourcing. This is especially the case where the 
positions are in organisations with too many managerial layers. 

An alternative approach is to appoint employees to a substantive remuneration 
(band) level. Under this arrangement, employees would: 

 no longer „own‟ a position 

 be assigned duties appropriate for their remuneration level and skill set 

 be assigned to different duties over time to reflect the needs of the 
organisation 

 be unable to refuse a reasonable direction to take on new or varied duties. 

Giving managers the control of a total budget rather than a fixed staffing 
establishment could also support efforts to improve flexibility and performance. 

 

Recommendation: The Commission recommends that the Government should 
agree to the development of mechanisms to decouple positions from a narrow 
classification and appoint employees where appropriate to a substantive 
remuneration band level, to provide greater flexibility in staff deployment within an 
agency or cluster.   

 

NSW public sector awards currently cover policies and conditions, such as staff 
ratios, workforce management policies and death and disability benefits. The 
Lambert Review states:  

„The Industrial Relations (Public Sector Conditions of Employment) Regulation 
2011 explicitly prevents excess employee policies from being included in 
awards. Excluding other human resource management policies from awards will 
help to ensure that the Government has sufficient flexibility to change its 
policies in response to emerging priorities, changes in economic conditions or 
changes in service delivery design. It is recommended that the Department of 
Premier and Cabinet amend the NSW Public Sector Wages Policy 2011 to 
include a provision that additional staff ratios, workforce management policies 
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and death and disability benefits should not be included in industrial 
instruments.‟ 

The Commission agrees that some workforce management policies and input 
controls are managerial prerogatives and should not be incorporated into awards. In 
some organisations, a resource allocation methodology is a major determinant of 
staffing levels, rostering, overtime policies and/or numbers and locations of service 
outlets. Examples are:  

 teacher to pupil ratios 

 police authorised strength 

 nursing hours per patient bed day, or nurse to patient ratios 

 resource models for ambulance officer number 

 fire fighter crew per appliance. 

Such resource allocation methodologies can be useful guides to resource needs and 
the Commission is not opposed to them per se. They must be based on rigorous 
analysis, informed by best practice, expert opinion, benchmarks and/or 
interjurisdictional comparisons to ensure they are effective. The public debate on 
teacher-to-pupil ratios, in relation to kindergarten class size limits, showed some of 
these elements. The methodologies then need to be applied flexibly and altered as 
needed to reflect changing circumstances or the emergence of new evidence on 
best practice. 

In the NSW public sector generally, rigorous development and flexible application is 
not the norm. The Lambert Review states that „Input controls are blunt instruments 
that do not guarantee service quality and constrain management from directing 
resources to areas of need.‟ Resource levels and controls of this type should not be 
set in awards, as this limits their flexibility.  

 

Recommendation: The Commission recommends that the Department of Premier 
and Cabinet should amend the NSW Public Sector Wages Policy 2011 to include a 
provision that workforce management policies (such as staff ratios) should not be 
included in industrial instruments. 

 

4.3.3 Inflexible position classifications and structures  

Many agencies‟ organisational structures have narrow spans of control, in both the 
executive and non-managerial areas. This makes responsibility and accountability 
unclear.  

 

Case study: Narrow spans of control in the RTA 

In December 2010, many positions within the Roads and Traffic Authority (RTA) 
were identified as having narrow spans of control. Around half of its 1,190 managers 
supervised fewer than five people. Some supervised only two or three staff. 
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In some areas, narrow spans of control were seen as entirely appropriate, for 
example in Customer Services (where the median span of control was 1:9) and 
Commercial Services (1:6). However, the median across the RTA, removing those 
two directorates, was 1:4, substantially lower than a target range of 7 or 8 staff per 
manager.  

A strategy of increasing each manager‟s span of control, where judged appropriate, 
and lowering the number of management levels would reduce costs and bring the 
benefits of better management structures with clear responsibilities. 

The Commission‟s interviews suggest that inappropriate levels of delegation, both 
formal and informal, mean that staff are regularly unable to exercise responsibility 
and accountability commensurate with their grading and remuneration. This is made 
worse when there are too many layers of control. These structures appear to be a 
result of risk averse cultures, where concerns about unpopular decisions or valid 
errors mitigate against good management.  

 

Case study: Delegations set at the wrong level  

In one agency, the Chief Executive‟s approval is required before any new job, of 
whatever level, can be created and before any job title can be changed. The 
approval of a third-tier manager, at SES 2 level, must be obtained for all stationery 
orders and petty cash claims of the 60 staff under his management. That third-tier 
manager, despite directly controlling budgets over $15 million and indirectly 
managing outcomes over $40 million, has a financial delegation of $10,000. Further, 
the senior managers reporting to him (on annual packages of over $140,000) have 
no financial delegation. The third-tier manager has had to sign off 400 invoices under 
$10,000 in three months. 

In another department, approval to purchase Personal Protective Equipment (PPE) 
for field officers, such as work boots, is delegated at senior manager level. This 
delegation is in turn only exercised after sign-offs by two lower level managers. This 
came about in response to an inappropriate purchase of non-PPE personal clothing 
by a staff member when delegations were (properly) lower and not supervised at 
senior manager level. Instead of addressing that occurrence as a probity/fraud issue, 
the organisation raised the delegation for an item as straightforward as PPE boots to 
a senior level.  

This excessive endorsement and sign-off has a range of outcomes including: 

 a needless focus by senior staff on procedural sign-throughs or „paper 
shuffling‟, rather than responsibility being taken at the correct level 

 reduced morale because staff are not able to exercise the leadership and 
levels of accountability that they were recruited to undertake 

 unclear accountabilities between the numerous endorsers and approvers.  

The roll out of the new cluster structure is an opportunity to streamline structures 
with too many management layers and too many staff layers.  
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The number of middle and highly remunerated positions, paid over $91,653 per 
annum, has grown over the past decade. This has been influenced by the increasing 
complexity and professionalisation of government work. There are also fewer lower-
graded positions, with outsourcing and third party contracting.  

But the growing „bulge‟ in the middle and top ends of the workforce may also be 
influenced by several unnecessary and avoidable factors in various parts of the 
sector, including: 

 failure to undertake organisational redesign due to lengthy central approval 
processes and intensive union consultation 

 poorly-conceived or implemented organisational design 

 duplication of management layers after agency amalgamations, if 
unaccompanied by proper consolidation restructures 

 unnecessarily tall reporting structures, due to inappropriately high delegations  

 poor job evaluation and grading, due to poor application of workforce planning 
frameworks 

 managers seeking to retain individuals through promotion when there is no 
change in skills or job requirements 

 narrow spans of control due to unnecessarily segmented service provision 
within clusters and agencies 

 staff freezes inducing agencies to upgrade positions, as employees need to 
perform additional work that was previously carried out in unfilled positions 

 grading positions higher than their work value to address real or perceived 
skills shortages, market competitiveness or agency attraction issues. 

The tendency towards unnecessary top heaviness in agencies can involve significant 
cost, as shown in reviews of various agencies for the Better Services and Value 
Taskforce from 2009 to 2011. It can also distort accountabilities and impede effective 
management, productive and engaged workforces, innovation and customer focus. 
Flatter structures, with less distance between managers and operational functions 
and customers, can be significantly more effective as well as efficient. 

 

Recommendation: The Commission recommends that the Director General of each 
cluster should review the grading profile in their cluster, with a view to, as 
appropriate, increasing spans of control, reducing middle management layers and 
formally delegating responsibility to lower management levels. 
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Case study: Excess middle management in a cluster’s corporate and shared 
services 

Until recently in one cluster, each agency in the cluster had its own structure to 
deliver corporate services and shared services. The cluster is now consolidating its 
diffuse corporate services and its shared services in a single provider.  

A proposed new grading profile reflects both public sector salary levels and private 
sector best practice. In the figure below, the blue lines show the current grading 
profile of corporate services and shared services across the cluster. There is a 
significant „bulge‟ at the middle management level. The recommended future state, 
shown by the red lines, is more reflective of private sector good practice. It 
significantly reduces management duplication across multiple agencies and 
increases spans of control. 

Figure 4.7: Grading profiles of corporate and shared services in a cluster, current 
and recommended future states 

 

A broad comparison of agency positions with market salaries for positions of similar 
work value indicated that, in the current state: 

 positions at the lower end tend to be remunerated at a higher level than 
similar functions in the private sector 

 mid-ranking positions tend to be remunerated at a level comparable to the 
market 

 specialists, especially in areas such as finance and ICT, tend to be 
remunerated at below market rates 

 senior positions appear to be remunerated at both lower and higher levels 
than private sector equivalents. 

 

The structure of executive employment does not align to the new clusters and 
requires fundamental overhaul.  

First, the differentiation between the SES and SO structures is inequitable. Many 
executive level roles with the same work value attract a variety of salaries and 
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conditions of employment. There is an overlap between the remuneration of SES 
and SOs, but different conditions apply. For example, SO salaries can reach 
$177,000, include tenure and generous conditions and do not involve rigorous 
performance appraisal. Equivalent SES salaries currently reach $221,300 but have 
no tenure or similar benefits and do involve appraisal. This restricts mobility and 
career planning, and prevents the creation of a single leadership cadre. Given their 
work value, SO positions should be subject to contracts and Performance 
Agreements. There should be no guarantee of tenure and some performance-based 
remuneration, as is recommended for SES officers. Accordingly, the SO and SES 
classifications should merge. 

Secondly, the SES classification structure is too layered. The current eight-band 
structure should be replaced with fewer but broader bands, say four bands including 
department/agency head. Movement to the new structure should be undertaken 
through an audit to classify individual positions, guided by „work level standards‟ for 
each broader band developed through comparative job assessments. A recent audit 
of SES in the Australian Public Service against such standards found „prima facie 
support for the view that some SES roles are designed with insufficient regard to job 
design principles or reference to appropriate work level standards‟ (Beale, 2011). In 
NSW, it is likely that a similar conclusion would be reached, even though commercial 
job evaluation methodologies are used. 

Thirdly, the non-SES executive structures in the Police, Health and Transport should 
be examined to determine whether they are warranted and if the number of layers is 
appropriate. There may be particular requirements for specialists in those three 
clusters to be part of an executive structure. On the other hand, a single sector-wide 
executive structure brings benefits including cross-fertilisation between clusters, 
encouraging fresh thinking and ability to develop a leadership cadre.  

Fourthly, the current structure does not provide adequate „headroom‟ for Directors 
General and key agency Chief Executive Officers. There is insufficient distinction 
between Directors General and other SES positions in terms of conditions of 
employment. A separate classification scheme should be established for them, as 
exists in the Commonwealth, Victoria and Western Australia. 

Logical first steps in reforming executive structures would be to establish a separate 
Chief Executive Service, for cluster Directors General, and merge the lower SES and 
SO levels. Legislative amendments would be required. 

 

Recommendation: The Commission recommends that the Public Service 
Commission should present reform proposals to the Government regarding the 
executive structure of the NSW public service (SES, SO and other executives) to: 

 establish a separate structure for cluster Directors General 

 create a new executive structure combining the SES and the Senior Officer 
classification and, as appropriate, other executive groupings. 
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3.4.3 A lack of information 

In most clusters and agencies, reliable information is not able to be provided in a 
form useful for making strategic workforce decisions. At an individual level, regular 
and honest performance appraisal is not guaranteed and performance management 
and skills development is haphazard across the sector. Effective management 
depends on data – what gets measured can get managed. Currently managers at 
cluster, agency and sector-wide level do not have access to strategically useful data 
which is collected and presented as a matter of course. 

The management information systems in departments and agencies cover 
transactional processes, such as payroll and flextime. The problem is there is an 
array of systems and they are not consolidated at cluster level. Just retrieving cluster 
wide data on payroll at the present time is a challenge. 

Information systems should also provide more strategic corporate information to 
allow workforce planning and shorter term management of leave, safety outcomes, 
and turnover. Indeed the executive leadership group would expect reports monthly 
on:  

 staff numbers 

 turnover 

 safety performance; 

 absence rates, such as sick leave and recreation leave above a set level of 30 
or 40 days 

 risk factors, such as numbers approaching retirement. 

While the Executive and/or Boards of some NSW public sector organisations, such 
as the Department of Education and Communities, do receive regular strategic 
information on people issues, many agencies do not.  

The WorkForce Profile collects demographic and basic employment data across the 
sector. It has remained relatively unchanged since 1999. While it can provide some 
whole of government data on the workforce, the WorkForce Profile has significant 
limitations. It has data quality issues, because agencies have seen little benefit in the 
collection and so have generally not paid close attention to data verification or 
cleansing. It requires significant manual effort by both agencies and the Department 
of Premier and Cabinet. Its products are limited as it is not integrated with other 
workforce data sets. It cannot easily be extended to support future requirements 
because it provides an historical view only. 

The Department of Premier and Cabinet is now developing the WorkForce Profile to 
become capable of meeting current and future workforce information requirements. 
However, implementation is not due until early 2012-13. The Commission therefore 
remains concerned at the lack of reliable systems at both cross-sector and cluster 
levels. 
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Recommendation: The Commission recommends that: 

 the Public Service Commission should continue the upgrade of the WorkForce 
Profile and investigate other mechanisms to enable efficient whole of sector 
reporting 

 cluster Directors General should invest in improved systems for providing them 
with the basic and strategic workforce metrics required to manage their 
organisations.  

 

Some agencies (such as the Department of Trade & Investment, Regional 
Infrastructure & Services, and Sydney Water) initially focused on introducing clear 
position descriptions, implementing proper performance management everywhere 
and improving recruitment processes.  

At Sydney Water, staff were extensively consulted about the values that they should 
adopt, which were agreed with the Executive, CEO and Board. An online 
performance management system allows the tracking over time of staff development 
and measures yearly performance targets and adherence to values. High level 
information about staff turnover, training, new entrants, leave balances, redeployees, 
retention, talent and critical positions are made available to all staff. At a less 
aggregated level, managers get this information about their divisions and sections. 
Specific data goes to the Executive and Board monthly and a more strategic 
presentation is made every quarter. 

The success of the required change in workforce culture and management across 
the NSW public sector cannot be measured at present, as no organisational „climate 
survey‟ is undertaken. This is a major issue. Such surveys, to collect information 
about employee perceptions of their work environment, are routinely undertaken in 
the Commonwealth, Queensland and Victorian public sectors, and are standard 
practice in large private sector organisations.  

At the Commonwealth level, the Australian Public Service Commission has 
undertaken an employee survey for eight years. The survey provides data on 
employee views on emerging and current issues including: citizen-centred service 
delivery, attraction and retention, innovation, leadership, work-life balance, learning 
and development, job satisfaction and collaboration across government. 

In the Queensland Government, departments use climate surveys of staff to 
measure stress, morale, quality of work life, wellbeing, employee engagement, 
absenteeism, turnover and performance. Queensland Transport has found that 
increasing managers‟ awareness of these behaviours has improved quality of work 
life for its employees and its ability to deliver its organisational goals. 

 

Recommendation: The Commission recommends that the Public Service 
Commission should coordinate regular organisational climate surveys to provide 
information on employee perceptions of their work environment, at both sector-wide 
and cluster-specific levels. 

http://en.wikipedia.org/wiki/Queensland
http://en.wikipedia.org/wiki/Stress_(biology)
http://en.wikipedia.org/wiki/Morale
http://en.wikipedia.org/wiki/Employee_engagement
http://en.wikipedia.org/wiki/Absenteeism
http://en.wikipedia.org/wiki/Queensland_Transport
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4.3.5 Capability  

Workforce management has in the recent past been politicised in some 
circumstances and in some clusters, with inappropriate weight given to union views. 
The Commission has been advised that many staff in Human Resources (HR) 
sections see themselves as employee advocates, rather than ensuring the needs of 
the business are met. This is compounded by capability gaps and attitude issues. 
There is a strong resistance to change and innovation. 

To reform workforce management, some agencies have found it necessary to recruit 
enthusiastic reform-oriented HR leaders from outside the public sector, to bring in 
modern human capital practices. The support of Ministers, Directors General and 
(where relevant) governing boards, is also needed. The management of people and 
improving performance is not a matter that can or should be left to industrial 
arrangements. The capability of HR units must be improved so that the strategic 
issues around workforce planning and individual staff management and development 
can be handled professionally.  

Most large private sector organisations have HR, including organisational capability, 
as a direct report to the CEO. In NSW public sector organisations, the norm is for HR 
to report through a Corporate Services Division, alongside Finance, IT, Assets and 
sometimes Communications and Legal.  

The Commission sees value in promoting capable leaders of HR units to be direct 
reports to the Director General/CEO, especially in the phase of transitioning to a high 
performing organisation.  

 

Recommendation: The Commission recommends that the Public Service 
Commission should formulate and implement a strategy to develop the capacity of 
Human Resource leaders and units across the sector.  

 

Workforce planning must be closely tied to business planning, and a common 
approach must cover all aspects of workforce planning, including:  

 culture change, including values and behaviours 

 performance management, including appraising individual employees‟ 
performance, rewarding high performers and managing poor performers 

 organisational design, including planning the composition of the workforce, 
such as grade structures 

 job design and description, including position descriptions 

 recruitment 

 managing capability issues, including skills shortages 

 managing an ageing workforce 

 talent management. 
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A framework covering all such aspects is already developed but not properly 
implemented in all clusters. The Capability Framework guides employees, managers 
and HR practitioners in all of the above aspects of workforce planning. The rigour of 
such a framework is necessary to address many of the poor outcomes discussed in 
this chapter. This includes employees who don‟t know their job‟s role and how it 
contributes to the agency‟s goals, and who don‟t know the capabilities they are 
expected to have and how their performance will be evaluated.  

Advice from HR practitioners indicates that agencies‟ adoption of the Capability 
Framework (or similar frameworks) has been patchy. A number of agencies are 
using the Capability Framework to plan and strategically manage staff. These 
include Education and Communities, Finance and Services and Corrective Services. 
Other agencies, such as Trade & Investment, Regional Infrastructure & Services, 
have adopted their own framework. However, most agencies use only some aspects 
of the Capability Framework, such as job evaluation, and do not use it as a 
systematic integrated approach for performance management, learning and 
development and workforce planning. 

 

Recommendation: The Commission recommends that the Public Service 
Commission should provide further guidance and assistance to agencies in rolling 
out the Capability Framework; and that particular focus be given to using it to 
develop Plain English position descriptions. 
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4.4 Challenges 

The Commission has identified four key challenges across the sector:  

 managing poorly-performing employees 

 recruitment 

 planning for particular workforce needs 

 mobility. 

 

4.4.1 Performance management 

The first issue of concern is the current way in which managers at all levels manage 
poorly-performing employees. This is governed by procedures specified in four 
separate unintelligible policy documents and legislation. The procedures are highly 
prescriptive, for example the timeframes for formal advices to the employee are 
specified in legislation. 

Management of poor employees is also hindered by: 

 ineffective application of performance management frameworks – it is difficult 
to commence a management process if the employee has no, or ineffective, 
performance agreements and has not been subject to feedback in a formal 
appraisal process 

 lack of training of managers in how to have difficult conversations with their 
staff, and appropriate support at the time of such discussions 

 negative incentives for managers, including the time required to endure the 
process and exposure to harassment claims 

 inappropriately high and shared or unclear accountabilities, which usually 
require the involvement of the agency‟s HR section. 

In many NSW public sector organisations, an extreme aversion has formed to the 
risk of employees alleging harassment and union involvement in these matters. This 
is due to the complexity and resources required to deal with these issues. In one 
department, commencing a process of managing poor performance requires an 
approval from the Director General. 

Given the difficulties in managing poor performance, at times managers instead 
institute organisational restructures, with a „spill and fill‟ process. This is used to 
declare officers excess and/or to offer redundancy to poor performers. This process 
is both costly and disruptive. 

 

Case study: Managing a poorly performing employee 

An employee‟s continual disruptive and negative behaviour in the workplace was 
impacting on both their own ability to undertake their job and also on other 
employees in the workplace. 
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The employee was managed according to procedures for dealing with unsatisfactory 
performance. Initially, they were counselled for about five months. Numerous 
attempts were made by the employee‟s supervisor and manager to counsel the 
employee on workplace issues including clarification of roles, workplace 
communication and workplace participation. The employee walked out on many 
attempts to discuss these issues. 

The employee continued over a period of time to:  

 refuse to undertake specific work and participate in a work program 

 use inappropriate and abusive language and fail to complete work tasks to 
reasonable timeframes and standards 

 refuse to work as part of a team 

 fail to follow reasonable and lawful directions, including refusing to participate 
in remedial action and formal counselling via the implementation of a 
Performance and Conduct Improvement Plan. 

During this period, the employee also made a number of allegations of misconduct 
and corruption against other work colleagues including the supervisor. These 
allegations were investigated independently and were unsubstantiated.  

The outcome was that the employee was dismissed, one year after the initial 
performance management discussion. The employee subsequently lodged unfair 
dismissal claim in the Industrial Relations Commission, which was dismissed. 

The agency estimated that the cost of managing poor performing employees is 
approximately $15,000 per month. This includes line manager time, HR manager 
time and often the cost of hiring external investigators. The agency noted that only 
three out of its estimated 50 identified poorly-performing employees have had 
multiple Performance and Conduct Improvement Plans, creating a perception that 
management tolerates poor performance. 

 

It is not possible to quantify the extent or cost of the problem of poorly-performing 
employees across the sector. Ineffective management of the problem has become 
symbolic of broader issues around workforce management, such as values, 
accountabilities and union pressure, real or perceived. Removing underperforming 
employees is better for everyone involved, to improve workgroup productivity and 
reinforce values of excellence. Addressing this problem in a concerted way would 
signal that the Government is serious about making a difference to workforce culture. 

It is essential for management of poorly-performing staff not to be seen as an 
isolated issue. Rather, it is just one end of the performance management spectrum. 
Many managers and supervisors perceive that performance management relates to 
poor performers, rather than to all. That stated, agencies have also reported that 
employees, especially younger ones, are seeking feedback on performance. They 
are more attuned to development needs and career progression both inside and 
outside the sector.  
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There is a central requirement for departments to have policies and processes to 
manage and improve individual and organisational performance. The Capability 
Framework can provide the basis for performance management arrangements. 
Online assistance, tools and templates and „communities of practice‟ groups are run 
by the Department of Premier and Cabinet. However, adoption of the Capability 
Framework is patchy and the effectiveness of agencies‟ performance management 
practices is not centrally known. 

Most systems are paper-based with limited central record-keeping. A few agencies 
are moving into online systems which prompt and record actions. These may link to 
development planning, talent management and succession planning systems. 

Many managers do not perceive performance management as an integral part of 
their job. They see it as an HR activity, rather than a continuing process of skills 
development and workforce planning. This is a fundamental error which must be 
addressed. 

 

Case study: Performance management in QBE 

QBE regards performance management as the hardest process to implement in an 
organisation, but the one that effects the most change. 

QBEs performance management system is built on:  

 setting clear objectives for each job 

 setting expectations for each employee 

 providing regular feedback 

 managing any expectation gap between managers and staff 

 incorporating development and career planning. 

For executives, there is an in-depth process. In annual two-hour performance 
reviews facilitated by the HR General Manager, the job objectives are clarified and 
feedback given, including through a 360º tool. Each executive has a development 
plan, which comprises 70% on-job development, 20% bespoke individual training 
and 10% out-of-company experiences such as Harvard courses. The Chief 
Executive Officer receives quarterly reports on executive progress. 

For the rest of QBE Australia‟s 14,000 to 15,000 staff, a consistent performance 
management process is applied across its 50 locations. This comprises: an annual 
manager/employee discussion to review the past year‟s performance, setting smart 
job objectives for the coming year and a personal development plan. Employees are 
rated on a five point scale, linked to the company‟s values, in terms of both what they 
do and how they do it. This links to remuneration. People with above-average scores 
receive a proportion of their maximum possible at-risk pay component. People 
whose performance did not meet expectations receive a written performance 
improvement plan. Each manager has refresher training each year on the process. 
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QBE‟s advice from its experience with performance management is that: 

 it is essential for the highest levels of the organisation to get engaged, and 
demonstrate their leadership of the process 

 there is a large cultural change component – embedding the attitude that it is 
a fundamental part of every manager‟s job to manage their staff 

 it is not an „add-on‟ process, but part of the way that business is done within 
the organisation 

 the performance-pay link should not be introduced until the process is stable, 
which takes at least three years 

 it is a difficult process to introduce because managers are often promoted due 
to their technical abilities, rather than their people management skills, and 
because it is essential, but often resisted, for managers to have difficult 
conversations with their staff 

 the key is regular, honest and open discussions. 

The advice from both QBEs and other organisations‟ HR professionals is that, for an 
organisation which does not have a strong performance management culture, 
implementation would take around five years to become effective. 

 

At the other end of the performance spectrum are high performing employees. There 
are very few mechanisms that provide incentives to such people, even when they 
have been recognised. Some positions are „broad banded‟ positions, which span 
several remuneration levels, for example Clerk Grade 7-8. Progress through the 
salary levels is dependent on demonstrated „satisfactory‟ performance. In practice, 
ineffective management of poor performance means that progression is regarded as 
a right. For example, a Grade 3 Senior Officer is entitled to transition from a salary of 
$161,000 to $177,000 after a year of satisfactory performance. Teachers can 
progress from a salary of $57,000 to $82,000 over nine years without any real link to 
performance.  

There are several non-monetary arrangements for recognising and rewarding 
exceptional or innovative performance. The most important is frequent 
communication between managers and their staff, including providing feedback on a 
job well done.  

Agencies often have recognition and reward schemes, talent identification, 
development programs and/or celebrations of individual or team achievements 
through staff newsletters and the like. In parts of agencies with highly-motivated 
staff, these non-remunerative rewards can be effective in reinforcing good 
performance and values such as innovation. At a sector-wide level, the Premier's 
Public Sector Award scheme „showcase[s] the outstanding achievements of teams 
and individuals whose commitment, passion and creativity have driven 
improvements to service delivery for the NSW community.‟ 

Increasing the broad banding of positions offers a practical way to recognise 
performance. Salary progression could be a mechanism for rewarding high 
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performers if accelerated progression was made dependent on „high‟ or „exceptional‟ 
performance. Another option to link high performance and pay is to include a small 
„at risk‟ component at the higher end of each salary band, which is made available 
only to superior performers. Such a scheme would need to be designed so that it 
would not undermine the intent of the Government‟s Wages Policy. 

These options depend on having effective and well-embedded performance 
appraisal arrangements and should only be introduced where such arrangements 
can be proved to be effective. Initially, eligibility for such incentives could be confined 
to executive level employees to drive the cultural change required to effectively 
manage a performance remuneration process and later extended to all employees in 
an agency.  

 

Recommendation: The Commission recommends that the Public Service 
Commission should: 

 develop a program to promote the importance of performance management, set 
minimum standards and encourage each supervisor to understand that 
performance management, especially conducting appraisals, is an integral part of 
their job 

 develop clear and effective mechanisms and guidance to managers to address 
poor performance 

 investigate mechanisms to provide remuneration and/or other incentives to high 
performers, including greater use of broad banded positions and the introduction 
of a small component of „at risk‟ pay for executives.  

 

4.4.2 Recruitment 

The second serious challenge for the public sector is recruitment. The position 
descriptions examined by the Commission were long and bureaucratic and in some 
cases incomprehensible to anyone outside the sector. As an easy first step to a 
smooth recruitment process, it is important that the nature of the job is made clear in 
plain English. 

In 2008, agencies spent $3,102 for each recruitment action, plus $459 on advertising 
and $330 on postage. Some 65 hours of activity was required to recruit each 
position. These figures were comparable with the Victorian public sector. The 
average elapsed time to recruit was 78.5 days, compared to a Commonwealth public 
sector time-to-hire benchmark of 45 days and a general private sector comparator 
maximum of 55 days for senior management positions (Deloitte 2010, CCQG 2006, 
APS 2009, Mercer 2003). 

To streamline recruitment processes, the Department of Premier and Cabinet is 
rolling out an electronic-based e-Recruitment system which can manage the full 
process from identifying a vacancy to appointing the successful candidate. Total 
cross-sector benefits of $77.6 million over four years to 2012-13 were forecast from 
the system‟s introduction, mainly from reductions in the cost of advertising, postage 
and staff effort. 
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Benefits of the system are being tracked against a baseline set of data from 2008. 
Some early positive indicators are: 

 the cross-sector spend on recruitment-related advertising has reduced to a 
third of the pre-system expenditure, from $1.4 million per month to $427,000 

 one of the pilot agencies‟ spend on advertising reduced from $459 to $21 per 
recruitment action, and on postage from $15 to $2 

 the number of positions advertised on jobs.nsw in 2011 was 45% higher than 
in 2009 and 32% more applications were received 

 currently 98% of job applications are received online  

 the cost for each recruitment action has reduced from $3,102 to $2,991 – the 
target is $2,879. 

It was intended that agencies use their adoption of the e-Recruitment system as the 
opportunity for a broader review and streamlining of their recruitment processes. 
Most, however, have only adopted its basic administrative features and their broader 
recruitment processes remain unwieldy. Although data is not collected centrally, it is 
believed that most agencies do not meet the Australian Public Sector time-to-hire 
benchmark of 45 days. For example, the average time to hire within the Department 
of Premier and Cabinet was 96.8 days in March 2011, even though it uses some of 
the basic functions of the e-Recruitment system. A reduction in the time-to-hire to the 
45 day benchmark could save the Department $315,758 per vacancy, as well as 
improving candidates‟ acceptance rates thus increasing the likelihood that the 
agency will secure the best candidates (PwC, 2010).  

In addition to the administrative inefficiency of recruitment procedures, there is the 
issue of the attitude that public sector managers bring to recruitment. There remains 
a focus on demonstrating adherence to specified procedures, rather than identifying 
and hiring the best person for the job. This is largely driven by poor understanding of 
policy, such as the merit principle, combined with concern to avoid the risk of 
appeals. For example, modern selection techniques, such as asking applicants to 
indicate what they would do in handling a hypothetical situation, are rarely used. 

 

Recommendation: The Commission recommends that the Public Service 
Commission should review clusters‟ recruitment processes, with a view to assisting 
them to maximise efficiencies through use of the e-Recruitment system and 
addressing any policy, legislative and cultural barriers to ensuring that the best 
person gets the job.    

 

4.4.3 Planning for capability gaps 

The third key challenge identified by the Commission is the need for workforce plans 
to address skills shortages, the ageing workplace and the difficulty of attracting and 
retaining employees in certain locations. Planning for workplace issues such as 
these must be an integral part of the business of managing an organisation, 
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inextricably linked with its objectives. While this should be obvious, current practice 
does not support this approach. 

Skills shortages have been identified in the following areas: 

 finance professionals 

 high school teachers (particular subjects 

 disability workers 

 child protection and community sector workers 

 engineers 

 health workers 

 IT specialists 

 apprentices, trainees and other entry level groups. 

In addition, various reviews have identified further skills shortages in accounting and 
strategic financial advice. This has been highlighted in Chapter 3 and is of crucial 
importance. The Commission has also noted an ongoing shortage of staff across the 
sector skilled in project management and management of third party delivery 
contracts. These capabilities are becoming increasingly important to the sector with 
the further devolution of service delivery to private and not-for-profit organisations.  

Some agencies have specific programs in place targeting skills of core importance to 
the agency‟s service delivery goals, such as teaching positions in public schools. To 
address identified generic capability gaps, such as in project management in a public 
sector context, central agencies and some line agencies have developed training 
courses. 

The ageing workforce is not a specific challenge independent of other workforce 
issues such as a falling average length of tenure in younger Generation Y 
employees, low mobility and business dependence on certain critical positions. 
Strategies that should be part of an agency‟s workforce plan that can assist in 
addressing these issues are: 

 effective recruitment strategies to make the agency an „employer of choice‟ 

 retaining and developing staff 

 talent management and leadership development 

 business continuity programs 

 succession planning 

 flexible working arrangements, such as part time work and working from home 

 gradual exit strategies 

 coaching roles for mature staff 

 redesigning jobs to fit projected business and service needs 

 processes to capture and share critical expertise and corporate knowledge. 
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Clusters are best placed to take the lead in developing and delivering workforce 
planning strategies that address the unique needs of their service delivery 
environment. The central role requested by agencies is to help with data analysis 
plus consultancy type support in developing workforce plans and removing any 
legislative or policy blockages that prevent effective workforce plans being 
implemented. 

Many agencies report difficulty in attracting and retaining employees, such as 
teachers, police and human sector workers, to provide services to rural and remote 
NSW towns, particularly those in Western NSW. For example, Health had 25 
positions vacant for more than six months in such locations to June 2011. These 
shortages will continue to be acute, particularly in the far south and far west. 

The key barriers have been identified as: 

 ineffective training and professional development of existing or prospective 
staff already in such locations, to be able to undertake higher level jobs 

 service delivery models which are not integrated across government agencies 

 inconsistent and inflexible salary incentives 

 inadequate accommodation for employees in such locations. 

Some agencies have specific programs to encourage employees to take up service 
delivery and support jobs in rural or remote locations. For example, teachers working 
in specified schools may receive incentives including a rental subsidy, priority when 
subsequently applying for transfers, an annual retention benefit and other 
allowances. 

Combined with the changing demographic profiles of many rural or remote towns, 
difficulty in NSW Government service delivery there poses a significant future 
challenge.   

 

Recommendation: The Commission recommends that the Public Service 
Commission should develop specific cross-sector workforce strategies to strengthen 
the sector‟s capabilities in strategic financial management, project management and 
management of third party delivery contracts.    

 

4.4.4 Mobility 

The final challenge for the sector is how to encourage a sensible turnover rate, and 
filling from within and outside the sector. The Premier has recently explained the 
advantages of mobility:  

„In my view, insularity is the enemy of innovation. Combining the textures of different 
cultures stimulates new ideas and healthy competitive thinking… Sharing of ideas 
between sectors can lead to innovation in service delivery. Innovation is the great 
driver of reform and is a key to shaping a better future. We must encourage new 
models and ideas and not be limited by existing paradigms.‟ (O‟Farrell, 2011) 
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Legislation has been recently passed to facilitate the temporary two-way assignment 
of staff between the NSW public sector, other Australian public sectors, universities 
and the private sector, including the not-for-profit sector. While this will facilitate 
temporary assignments, action should also be taken to encourage both greater 
mobility between agencies and more permanent recruits from other governments, 
NGOs and the private sector. There have been a number of barriers to mobility. 
These include: 

 centrally imposed freezes 

 remuneration that is not comparable 

 bias in the recruitment process caused by poor job descriptions 

 extraordinarily slow recruitment procedures and a lack of courage to try an 
unknown recruit. 

 

 

 



NSW Commission of Audit  Interim Report: Public Sector Management 

 

Cabinet-in-Confidence  Page 101 of 175 

5. Asset management 

 NSW has various asset-related polices and guidelines which are intended to 
be part of the state asset planning and management framework.  

 The broader framework is conceptually sound, but its components appear to 
be implemented inconsistently and often not all. 

 This has consequences, the most serious being inattention to maintenance 
and, when infrastructure commitments are considered, not all options are 
thought about that could meet government objectives 

 All proposed capital investments must comply with the appropriate business 
case requirements and be evaluated in accordance with the Procurement 
Policy. 

 Agencies and Treasury must ensure that agency Total Asset Management 
(TAM) plans are meaningful and robust, not simply a „tick and flick‟ exercise.  

 There is significant scope for agencies to improve the management of their 
existing assets through more focus on maintenance, increased asset 
utilisation, and by selectively rationalising assets which no longer have a 
strong connection to service delivery objectives.   

 

5.1 Overview 

The physical assets of the NSW Government sector are valued at almost $236 
billion. Of this $123 billion is in the general government sector and $113 billion is the 
PTE sector. 

Figure 5.1: General Government Physical Assets by Cluster at 30 June 2010 
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Figure 5.2: Public Trading Enterprise Sector Physical Assets at 30 June 2010 
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Within the general government sector, most of the physical assets are in transport – 
roads, rail, buses and ferries. 

The 2011-12 Budget has committed a further $62.5 billion in infrastructure 
investments across the four years of the forward estimates to 2015-16. Of this 
amount, $25.2 billion will be invested in the general government sector and $37.3 
billion is in the PTE sector. 

Generally physical assets exist to support service delivery. Good asset management 
in the public sector starts with planning which assets are needed to meet current and 
future service delivery demands and asking whether the demands can be met in a 
better way. Asset planning evaluates alternatives, assesses costs, benefits, risks 
and seeks value for money across the life cycle of the asset.   

At the cluster and agency level, there should be integration of asset maintenance, 
acquisition, disposal and life-cycle decisions into an entity‟s strategic and 
organisational planning. Effective asset management should also establish 
governance structures, along with accountability for risk management, asset 
condition, maintenance, utilisation and performance.  

Recent asset management frameworks in other jurisdictions have embodied these 
principles.  
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Case Study: Victorian Government Asset Management Framework 

The framework places an emphasis on four key areas: 

1. Service delivery needs – regarded as the basis of all asset management 
decisions.  

2. Life cycle approach to asset management – operating and maintenance 
costs and requirements are evaluated during acquisition decisions across the 
whole life of the asset. The planning process also includes evaluation of non-
asset alternatives for the delivery of services. 

3. Integrated approach to asset management and service delivery – across 
all assets and all governmental departments and agencies. This means 
looking beyond individual assets, and examining the total asset base during 
decision making. It also means achieving balance across government 
portfolios. 

4. Increased emphasis on accountability for asset investment – this in turn 
requires greater transparency and quality in reporting arrangements.   

 

The Commission notes that the asset-related frameworks in NSW are conceptually 
sound but implementation is far from assured. The frameworks comprise various 
policies and guidelines developed by central agencies which are intended to guide 
asset management, and integrate agency assets into a broader state asset planning 
framework.  

For example, Total Asset Management (TAM) Plans and Statements of Business 
Intent (SBIs) or Corporate Intent (SCIs) are intended to underpin or inform asset 
planning and management at the agency and corporate level. The State 
Infrastructure Strategy (SIS) guides longer term infrastructure planning, having 
regard to fiscal sustainability, with input from NSW 2021 as well as agency TAM 
plans and SBIs/SCIs. 

Business case requirements and Gateway Reviews, under the NSW Procurement 
Policy, should provide discipline and transparency around asset investment 
decisions, including a consideration of alternative options, in order to drive value for 
money.  

However, the Commission agrees with the Lambert Review „that rigorous and holistic 
asset planning in NSW is sometimes absent and tends to follow, rather than lead, 
the commitment to an infrastructure investment‟. Notably: 

 some specific infrastructure projects have been pursued for their own sake 
with little consideration to their objectives or the outcomes they actually 
deliver. The supporting evidence base for projects has sometimes been 
inadequate and anecdotal in nature 

 an emphasis is placed on providing new fixed infrastructure over addressing 
some of the demand drivers, or maintaining and improving the utilisation of 
existing assets 

 projects were not always subject to rigorous evaluation or detailed studies 
before they are announced publicly. This includes financial and economic 
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cost-benefit analyses which are sometimes treated as a ‘compliance’ 
exercise, rather than being genuinely used by agencies to identify and 
evaluate optimal service solutions. Announced cost estimates are often much 
lower than actual delivery cost  

 there is a general lack of prioritisation and coordination of new infrastructure 
within and across sectors 

 a failure to strategically prioritise needs within realistic future funding limits set 
by reference to the fiscal capacity of the State. 

These failures are manifest through flawed project prioritisation and selection, 
feasibility or integration problems, cost blow-outs and policy reversals. For example, 
NSW set out seven, sometimes conflicting, transport plans between 1998 and 2010. 
Many of these prematurely announced projects have not been delivered. 

 

Case Study: Cancellation of the Sydney Metro 

Announced in 2008, the Sydney Metro was a proposed metro rail line running from 
Rozelle and Pyrmont, connecting at Wynyard, Town Hall and Central. It was derived 
from a North West metro system conceived as an alternative to a North West Rail 
Link. 

The Sydney Metro Authority was formed and tasked with its development and 
planning. Despite heavy criticism from within the transport sector and NSW business 
forums, the Authority continued planning until February 2010 when the previous 
Government released its Metropolitan Transport Plan and announced its intention to 
no longer proceed with the Sydney Metro. 

The 2010 Auditor-General‟s Report confirmed that as at 30 June 2010, $412 million 
had been spent on Metro projects, including $176 million in project expenditure 
which was written off, $94.9 million in cost reimbursement claims and $103 million in 
property acquisition claims.  

The high public visibility of the project and its failure has produced considerable 
public concern as to the integrity and effectiveness of infrastructure planning. 

Arguably, while the project had transport benefits, for example, reducing bus traffic 
into the CBD and improving travel times for Victoria Road commuters, it could not 
address the core transport challenge of congestion on Western rail lines and at city 
stations, especially Town Hall and Wynyard. This would depend upon a much larger 
metro network being built. When this proved unaffordable, the principal rationale for 
the project was lost.   

Source: The Lambert Review 

 

The Commission notes that a number of actions are required to improve the 
management, including maintenance future planning and investment prioritisation, of 
the State‟s considerable physical asset base.  



NSW Commission of Audit  Interim Report: Public Sector Management 

 

Cabinet-in-Confidence  Page 105 of 175 

At the whole of government level, capital investment prioritisation should ensure 
consistency with the Government‟s social and economic objectives, as well as the 
State‟s fiscal envelope.  

There should be more rigour around the development and assessment of capital 
investment business cases to inform investment planning and prioritisation.  

At the agency level, there should be renewed emphasis on ensuring quality Total 
Asset Management (TAM) planning to inform whole-of-life asset planning and 
management. There is also significant scope for agencies to improve the 
management of their existing assets through more focus on maintenance, increased 
asset utilisation, and by selectively rationalising assets which no longer have a 
strong connection to service delivery objectives.  
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5.2 Planning and management  

The capital program is made up of capital expenditure estimates for both the general 
government and PTE sectors. Capital expenditure estimates are specified over four 
years in the budget forward estimates.  

For the general-government sector, aggregate capital expenditure levels are 
determined through the prioritisation of agency capital submissions in the Budget. 
This allocation covers both maintenance and purchase of new assets. 

Agency capital submissions are expected to have linkages to the State Infrastructure 
Strategy and be informed by agency TAM plans. The prioritisation of agency capital 
submissions in the Budget should occur after the required business cases are 
developed and then assessed via the relevant Gateway review and by Treasury. 
Capital submissions approved in the Budget are reflected in agency‟s Asset 
Authorisation Limits (AAL) across the forward estimates, and published as part of 
Budget Paper No.4.  

For the PTE sector, capital expenditure is prioritised through an agency‟s SCI, or the 
SBI of a non-commercial PTE, which specifies planned capital expenditure levels 
and major projects or programs.  

In the case of commercial sector PTE agencies, capital expenditure is informed by 
standards compliance and regulatory requirements as well as by commercial 
objectives. Capital expenditure for commercial PTEs is usually funded by a 
combination of own source revenue and borrowings. PTEs in the non-commercial 
sector generally rely on a combination of borrowings and general-government grants 
to fund their capital requirements. 

For major construction works, the delivery of projects is generally monitored via the 
Major Capital Projects Reporting System managed by Treasury. 
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Figure 5.3 Summary of the Capital Planning and Approval Framework 
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Governance and administration of the planning and management framework, 
including associated information systems and policy documents and guidelines, are 
fragmented, being spread across a number of central agencies. For example: 

 Treasury – administers policies and guidelines associated with TAM, Gateway 
and business case requirements, Privately Financed Projects (PFPs), 
coordination of agency Budget Capital Submissions, and managing the Major 
Capital Projects Reporting System. 

 Department of Finance and Services (DFS) – administers polices and 
guidelines associated with the NSW Procurement Policy (except business 
case and Gateway requirements), as well central NSW procurement systems 
such as e-tendering. The DFS cluster also includes:  

o the State Property Authority which provides real estate services and 
assists agencies in managing their property 
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o the Government Asset Management Committee which provides advice to 
Budget Committee on asset management and office accommodation 
related matter 

o Public Works which provides infrastructure services to agencies, including 
the planning, design, delivery and maintenance of building and 
engineering projects 

o management of the substantial social housing assets. 

 Trade and Investment, Regional Infrastructure and Services – manages 
Crown Lands. 

 Infrastructure NSW (INSW) – lead the development of the State Infrastructure 
Strategy and associated Infrastructure Plans, advises on the priority of major 
infrastructure projects, and oversees their delivery, and where required, 
exercises its capacity to „step in‟ to deliver projects. 

Whilst it is not appropriate to have all these functions centralised within one agency, 
the Commission believes that the current fragmented position is confusing. Roles of 
central agencies, agencies and clusters should be made clearer as noted in Chapter 
2. 

Similar to asset management policy statements issued in other jurisdictions, it would 
be useful for NSW to release an „umbrella‟ policy statement which re-establishes a 
set of objectives for asset management, namely: 

 Physical assets not be seen as an end in themselves and should exist to 
facilitate service delivery outcomes. 

 Asset planning and investment need to integrate with the agency‟s strategic, 
corporate and financial planning whilst also recognising the Government‟s 
broader strategic, fiscal and economic intent. 

 All available options should be considered to achieve desired service 
outcomes, not just investment in new assets. This could include increased 
utilisation of existing assets or through other solutions. 

 Asset planning should incorporate risk assessment and adopt a life cycle 
approach to asset acquisition, maintenance, utilisation and disposal, with clear 
visibility on all associated costs.  

 There should be transparency and accountability for all asset investment 
decisions to drive the best value for money. 

 All proposed asset investments must comply with the appropriate business 
case requirements and must be evaluated in accordance with the NSW 
Procurement Policy. 

 There should be a focus on continuous improvement. 

The proposed asset management policy statement should also serve to provide 
clarity on the roles and responsibilities of agencies, central agencies and INSW, as 
well as explaining the various asset planning and procurement frameworks and their 
linkages. 
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Recommendation: The Commission recommends that the Government should 
release an asset management policy statement which confirms a clear set of 
objectives for the State‟s asset management. The policy statement should also 
explain the various asset planning and procurement frameworks and their linkages, 
and clarify in detail the roles and responsibilities of central agencies, clusters and 
agencies.  
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5.3 Improving infrastructure planning and investment at the whole of 
government level 

NSW does not have a formal system for prioritising budget-funded projects. While 
this is meant to occur as part of Budget deliberations, it has not happened in any 
meaningful analytical manner. Instead, capital expenditure has been influenced by 
historic rates rather than any assessment of objective needs. Their linkage to the 
former State Plan or the State Infrastructure Strategy is not always apparent, and 
even links to agency TAM plans are inconsistent.  

Agency asset and infrastructure planning has also tended to be „siloed‟, with limited 
integration across sectors or agencies. The new cluster arrangements should assist 
in bringing more integration.  

The current frameworks have not been used to drive compliance with specific state 
economic, fiscal and service delivery goals, or to ensure that project plans are 
coordinated across different agencies.  

 

Infrastructure coordination of stadia across NSW  

There has been a lumpy, uncoordinated and ad hoc approach by government to 
spending on stadia across NSW. Over the past five years, 2006-07 to 2010-11, 
funding of around $175 million was allocated towards the upgrade of NSW stadia 
without reference to an overarching strategy based on a comprehensive assessment 
of the State‟s needs. For example, a $45 million contribution, over two years, was 
committed towards the redevelopment of Sydney Showgrounds, Olympic Park – 
right next to the existing Olympic Stadium which could have been utilised. 

Source: The Lambert Review 

 

Although the current frameworks, discussed in Section 5.1 are intended to drive 
considered and integrated infrastructure planning in NSW, many case studies 
suggest they have not been successful. 

The Government has undertaken steps to improve the prioritisation and integration 
of state infrastructure planning, with a commitment to developing a 20-year State 
Infrastructure Strategy (SIS), supported by a number of short to medium-term 
infrastructure plans: 

 The State Infrastructure Strategy will become a 20-year, high-level strategy 
setting out long-term infrastructure priorities. These will be based on sound 
evidence and are aimed at achieving defined social and economic goals set 
out in the State, Metropolitan and Regional Plans. The SIS will be reviewed 
every five years. 

 A 10-year Infrastructure Plan, based on the 20-year State Infrastructure 
Strategy, will provide total capital expenditure estimates by sector. This will be 
based on agency TAM Plans and PTE Statements of Corporate/Business 
Intent, and will be aligned with the State‟s overall fiscal strategy and 
resourcing constraints.  
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 A five-year Infrastructure Plan, reviewed annually, will identify immediate 
priority infrastructure projects, including their rationale for selection, timing, 
estimated cost and recommended funding and delivery model.  

The recently created Infrastructure NSW (INSW) is intended to drive further 
discipline in the State‟s infrastructure planning. INSW will lead the development of 
these plans, working with clusters and their agencies as well as central agencies.  

However, the integration of the new SIS with 10-year and five-year Infrastructure 
Plans and other elements, such as the NSW 2021 Plan, the Fiscal strategy, agency 
service delivery plans, TAMs, SBIs and SCIs, is not immediately clear. Improving the 
State‟s infrastructure planning will require better integration of whole of government 
infrastructure priorities with those at the agency and cluster levels. The Government 
should reinforce that infrastructure investment is to be intrinsically linked to the 
service delivery, social and economic outcomes of NSW, having regard to the 
State‟s budget envelope. 

The Commission proposes that the development of the SIS and associated 
infrastructure plans fit together conceptually in the following manner:   

Figure 5.4: A proposed capital investment planning process 
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Ideally, there should be a staged approach to project planning. Projects are first 
linked to the 20 year SIS, and more details emerge through agency TAMs/SBIs/SCIs 
and move to the 10-year and five-year Infrastructure Plans and then to the Budget. 
This would allow discussion of the strategic issues when projects are five to 10 years 
out before they are prioritised for funding in the Budget.  

Projects identified in the five year period should be subject to detailed planning and 
assessment of options. This is a vital component of prudent infrastructure planning 
and ensures that the infrastructure provides the highest value for money and realises 
the State‟s priority outcomes.  

The relative certainty around the scope, timing and cost of projects should 
progressively increase as projects get closer in time, and as planning, concept 
design, business cases, community engagement and costing are completed. 

Accordingly, projects identified in the five-year Infrastructure Plan would have a 
higher degree of planning and certainty than projects identified in the 10-year 
Infrastructure Plan. This is reflective of the fact that longer term projects rely on 
projections of future growth demands based on forward planning directions and the 
likely infrastructure implications of this growth. 
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Recommendation: The Commission recommends that there should be further 
clarity on how the State‟s infrastructure planning will be conducted through the new 
twenty-year State Infrastructure Strategy and associated five-year and ten-year 
Infrastructure Plans, including how these will integrate whole of government 
infrastructure priorities with those at the agency and cluster levels.   

 

For the general government and non-commercial PTE sectors, prioritisation of 
capital investments will continue to rely on the assessment of agency capital 
submissions in the Budget process. Budget capital submissions are required to be 
supported by TAM information (discussed further in section 5.6), as well as robust 
business cases which establish the investment need and the bona fides of the 
proposed option. 

However, agencies have not always provided robust business cases with sound and 
objective evidence bases substantiating their capital investments. The supporting 
evidence base for projects has sometimes been inadequate and anecdotal in nature. 
As a result, capital expenditure has sometimes been poorly targeted to deliver on the 
Government‟s underlying social and economic goals.  

Even where an asset investment is able to be linked to a desired service delivery or 
economic benefits, its selection may not always represent the optimal or value for 
money option, or the risk parameters may not always be adequately considered. 

 

Case study: Performance against the Gateway Criteria  

Since 2004, 358 Gateway reviews have been undertaken on 527 projects valued at 
$40 billion. Infrastructure projects, including construction and property reviews, 
contributed to 50% of the reviews undertaken for 53% of the total value of all 
projects.  

Aggregated results for all reviews undertaken since 2004 indicate that agencies are 
demonstrating a level of procurement competency for Service Delivery, 
Sustainability, Governance, Stakeholder and Change Management criteria in the 
Gateway process. 

However, on the criteria of Affordability, Value for Money and Risk Management, 
poorer competencies were identified. In an analysis of 53 reviews that were 
undertaken in 2010, recommendations identified that factors contributing to poor 
Affordability and Value for Money performance were attributed to agencies not:   

  undertaking and completing the economic appraisal and financial appraisal 

 clearly identifying and costing the capital and recurrent expenditure for the 
project properly 

 exploring all alternate options to deliver the project 

 clearly demonstrating the benefits that will be derived from the project. 
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The results for Risk Management revealed similar outcomes. Risk assessments 
were disregarding fundamental risk management processes including: 

 appropriately planning risk management strategies 

 documenting risks and identifying contingency practices 

 clearly identifying all risk and ensuring the appropriate mitigation strategies 
are applied.   

 

Part of the problem is the push towards new assets and infrastructure. It is attractive 
to both users and agencies. Acquisition or construction of new assets often provides 
tangible physical evidence to the community of an agency‟s and a government‟s 
commitment. 

General government agencies and non-commercial PTEs, by virtue of their reliance 
on government grant funding for the majority of their investment requirements, often 
perceive capital as a „free good‟. These agencies are not required to meet the cost of 
capital for their asset investments. In many cases, these agencies also receive 
additional funding to meet the associated operating costs of their new assets.  

This „free good‟ perception, and the attractiveness of new infrastructure, means that 
other potential options, such as demand management or greater utilisation of 
existing infrastructure, are ignored. 

Commercial PTE sector entities, by contrast, finance their capital investments from 
own-source revenue and borrowings. This is an incentive for more rigorous 
infrastructure planning, requiring investment decisions to be weighed against service 
delivery and financial objectives.  

New Zealand has attempted to improve asset planning and management through 
capital charging. Capital charging tries to overcome the „free good‟ perception by 
levying government agencies with a cost of capital or opportunity cost on their capital 
investments. This should in theory force greater discipline around asset prioritisation, 
acquisition and rationalisation. 

 

Case study: Capital charging for New Zealand Budget Sector Agencies  

The New Zealand Government introduced capital charging to the whole of the 
budget sector in 2002. The idea is that, in addition to depreciation, a type of „interest‟ 
charge is levied upon departments for the use of the capital which they have tied up, 
particularly in physical assets. Because it means that capital is no longer „free‟, 
capital charging is thought by its proponents to reduce wasteful capital expenditure 
and to encourage the identification and sale of surplus assets.  

The rate at which the capital charge is set is supposed to reflect the opportunity cost 
of capital provided to Departments. In thus providing a return on the equity provided 
by the Government, it is considered to mimic private sector shareholders 
expectations that enterprises to which they provide capital should earn at least a 
reasonable rate of return.   
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Capital charging has an administrative cost which should be weighed against the 
potential benefits from more efficient use of capital. The Commission understands 
that some jurisdictions who have attempted Capital Charging have struggled with its 
complexity and are not sure that benefits are being realised. 

In NSW capital charging is in place for office accommodation. This is arranged by 
the Property Management Authority, who knows the relevant assets and the market 
rental. The Property Management Authority owns some of these assets and 
arranges the lease or rental of others. 

Introducing capital charges beyond this asset class is hampered by a lack of 
knowledge of the assets, their utilisation and their precise ownership within 
government. 

 

Recommendation: The Commission recommends that Treasury should explore the 
implementation of capital charging or levies, recognising that preliminary work is 
needed to identify asset ownership and use, and that the objective is to drive more 
efficient capital use. 

 

The Commission has a more fundamental concern in that infrastructure projects 
have not always been fully developed prior to receiving approval. A significant 
number of capital proposals have not been supported by a proper business case or a 
Gateway review. 

Business case requirements under the NSW Procurement Policy vary depending on 
project scale, risk and proposed commencement. Generally, business cases are 
required for all capital investment over $1 million. Preliminary business cases are 
also required for any capital investment or project: 

 over $10 million that is planned to commence in the subsequent three years, 
or  

 over $50 million planned to commence in the upcoming five to 10-year period, 
once project development expenditure exceeds $1 million. 

Business cases are also reviewed by Treasury as part of agency Budget capital 
submissions. The required content of business cases, and preliminary business 
cases, is specified by Treasury guideline TPP08-05. These include: the need to 
identify and objectively evaluate multiple alternative service delivery options; and to 
develop strategies for managing risks and delivering intended community benefits.  

Financial impacts and economic appraisals are required for projects over $5 million. 
Economic appraisals are required to outline all material financial, social, economic 
and environmental impacts as per Treasury guideline TPP07-05. 
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The Commission‟s view is that the existing business case criteria are essentially 
robust and comprehensive. For material capital investments, agencies are required 
to elaborate on: 

 what contribution the proposed investment will make to the program delivery 
requirements 

 how this contribution relates back to strategic and business plans of the entity 
and government 

 whether alternative forms of infrastructure may deliver the same outcome  

 the financial and economic implications of the proposed capital investment, 
including of whole-of-life costs and how these will be met 

 key performance indicators that the investment will influence, including a 
commitment to performance targets if the investment is undertaken 

 the evidence base supporting the investment, including its provenance and a 
statement on its robustness 

 alternative forms of infrastructure that may deliver the same outcome; 

 alternative programs that might displace the need for infrastructure 

 whether existing assets could be better leveraged or adapted to deliver the 
investment objectives. 

It is important that agencies fully comply with the business criteria and ensure that all 
these aspects are addressed in a well-articulated and unambiguous manner.  

Agencies also need to be held accountable against the appropriate key performance 
indicators if the proposed asset investments are undertaken. 

Gateway is important to Treasury. The reviews provide a level of assurance on 
whether the investment is warranted, the strategic options, and the agency‟s 
capability and capacity to manage the delivery of the project.   

Mandated in 2004 these reviews test the soundness of the business case for major 
projects with the objective of ensuring agencies apply an appropriate level of 
procurement discipline being applied.   

In a review of the Gateway process in 2008, it was identified that Gateway is capable 
of delivering significant benefits to the whole of government throughout the process 
lifecycle. The advantages for Government are:  

 NSW Treasury – the initial risk reduction stages (Strategic and Business 
Case Gates) 

 individual agencies – the entire process 

 whole of government – at the performance review stage.  

Compliance with Gateway is required by all general government agencies, 
Government businesses and nominated State Owned Corporations. The Strategic 
and Business Case Gates are mandatory for procurement of all construction, goods 
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and services, including information and communications technology, property and 
accommodation procurement that meet the following thresholds: 

 Strategic Gate Review: 

o estimated total cost over $10 million and commencing in years two 
to four of the upcoming forward estimates period, or  

o proposed for State Infrastructure Strategy publication or other public 
statement.  

 Business Case Gate Review 

o all projects with an estimated total cost over $10 million and 
commencing in the upcoming budget year, or   

o estimated total cost over $1 million and requested by Treasury. 

The compliance target for Gateway is 100% for all new projects in the Budget's 
Infrastructure Statement requiring such a review. 

Agency compliance is increasing, with 93% of 2011-12 projects being reviewed at 
the mandated gates. This is an improvement on 2009-10 where only 80% 
compliance was achieved, and a marked improvement on the 67% in 2007-08.   

Despite these clear compliance requirements, there have been some projects which 
have not undergone review. They have included some major high risk and 
contentious projects, where public pressure for action encouraged decisions to be 
made before projects had been fully scoped for evaluation, analysis and 
development.   

By not undertaking reviews, agencies are creating a higher risk for government, 
especially in the areas of project time, cost and quality deliverables. 

In an effort to improve agency compliance, Treasury issued a circular reinforcing 
Gateway requirements. Training in „Building Credible Business Cases‟ also 
continues to be offered.  

 

Recommendation: The Commission recommends that all proposed capital 
investments should only proceed if they comply with the appropriate business case 
requirements and have been evaluated in accordance with the Procurement Policy. 
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5.4 The role of Infrastructure NSW (INSW) 

INSW has been established as a statutory authority under the Infrastructure NSW 
Act 2011. It is headed by an independent Board, and Chairman, that report to the 
Cabinet Infrastructure Committee chaired by the Premier. 

INSW‟s legislative framework provides it with a broad mandate to support the 
prioritisation, delivery and management of the State‟s infrastructure. Its functions 
include: 

 leading the development of the next State Infrastructure Strategy 

 reviewing and evaluating submissions by agencies of major infrastructure 
projects valued greater than $100 million 

 overseeing the delivery of major projects, and where required, exercising its 
capacity to „step in‟ to deliver projects 

 undertaking ex-post reviews of completed projects as requested by Cabinet  

 advising on the priority of projects 

 reviewing and evaluating unsolicited infrastructure proposals 

 undertaking analysis and advising on economic and regulatory impediments 

 coordinating NSW infrastructure funding submissions to the Commonwealth 
Government.  

Further clarity is required on how INSW will work with central agencies and the 
clusters to deliver its functions.  

INSW should implement a work program which ensures a suitable focus across both 
economic and social infrastructure, such as in health and education.  

From the perspective of infrastructure planning, it is vital that INSW increase 
discipline by introducing greater objective scrutiny of the social and economic 
objectives, specification of requirements and the budget cost estimates underpinning 
major infrastructure projects.  

The Commission is of the view that INSW‟s work program should also prioritise a 
series of „quality assurance‟ reviews of capital plans to feed into the development of 
the State Infrastructure Strategy and associated five-year and 10-year Infrastructure 
Plans. It is important they are robust, and linked to the Government‟s economic and 
social objectives. A cluster based approach would be helpful. 

Reviews of cluster capital plans might commence with a priority review of Transport. 
The Government has identified Transport infrastructure as a priority for the State, 
with the Transport Capital Plan forecast to invest over $52 billion over 10 years on 
new Transport projects. The recent failures in this sector suggest that starting in 
Transport would be advisable.  

Government has a major role in setting infrastructure reliability and safety standards 
across both social and economic infrastructure. Whilst many of these standards are 
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sensible, inadequate evaluation of their impacts can lead to significant costs that 
outweigh the benefits provided by the infrastructure. 

It is important that INSW also works with agencies and sectors to:  

 establish a transparent basis for cost-benefit assessment of standards 

 identify opportunities to remove unnecessary prescription and duplication in 
infrastructure standards. 
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5.5 Improving planning and management at the cluster and agency level  

Clusters will rely on a single budget appropriation for their recurrent and capital 
requirements. Overall resources will need to be aligned to cluster service delivery 
priorities. The Coordinating Minister and Director General in each cluster will 
negotiate with their Portfolio Ministers and agency Chief Executives to ensure 
alignment with overall cluster priorities.  

The new cluster model should in part address the current „siloed‟ approach to asset 
planning and coordination. Cluster agencies will be subject to resourcing decisions 
across the cluster, which should create an impetus for agencies to establish the 
merits of proposed asset investments, including the bona fides of the proposed 
option over others in the cluster. 

 

Recommendation: The Commission recommends that disciplined and effective 
cluster asset management should be promoted through the following measures:  

 capital budget submissions each year to be signed off by Coordinating Ministers 
and Directors General as the agreed priorities of clusters 

 projects in the State Infrastructure Strategy and associated infrastructure plans to 
be reflected as clusters priorities 

 all clusters to progressively be given 10-year capital allowances, starting with 
capital-intensive clusters 

 clusters to investigate the opportunities to rationalise and consolidate asset 
management functions across cluster agencies. 

 

In relation to the first two points, cluster prioritisation and planning should ideally 
serve as another „gate keeper‟ for identifying and promoting the best asset 
investment options for the cluster. 

Apart from the Transport cluster, Treasury has not formally communicated to 
agencies or clusters its estimated forward capital allowances and provisions beyond 
those amounts set aside in the four year forward estimates. There should be scope 
to progressively roll-out longer term capital allowances to other capital-intensive 
clusters, starting with Health and the Department of Education and Communities, to 
provide funding certainty to drive better asset planning.   

Given that capital allowances have a long term outlook, beyond five years and 
potentially up to 10 years; the broader rollout of capital allowances should be 
moderated with some flexibility to vary them if they subsequently become 
inconsistent with the State‟s fiscal targets.  

For capital-intensive agencies, asset management is core or a very significant 
component of their business. These agencies already have established asset 
management capability, systems and administrative frameworks. Where feasible, 
establishing cluster-based asset management units would allow agencies, for whom 
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asset-management is not a core business, to remove duplicated functions and to 
benefit from synergies with capital-intensive agencies. 

Improving planning and management at the agency level  

The Commission has found that benchmarking data on the asset management 
practices of agencies is limited. Asset-related benchmarking in the public sector 
generally tends towards asset performance rather than the asset management 
practices of agencies. 

Some benchmarking of asset management practice is undertaken across water 
transport utilities. A 2008 Benchmarking Project, conducted jointly by the 
International Water Association (IWA) and the Water Services Association of 
Australia (WSAA) benchmarked Australian and various International Water Utilities. 
All up, 41 utilities took part in the benchmarking, 18 of which were Australian. A 
snapshot of Sydney Water‟s performance is provided below. 

 

Case study: Benchmarking of Sydney Water across a number of Asset 
Management functional areas 

Figure 5.5: Benchmarking water utilities across asset management functions 

 

 

Sydney Water was benchmarked as the highest performer across Asset Acquisition 
and Asset Replacement and Rehabilitation.  

It also benchmarked near the top of the cohort for Corporate Policy and Business 
Planning, Asset Capability and Forward Planning, Asset Operations, Asset 
Maintenance and Business Support Systems.  
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Sydney Water‟s performance reflects the significant inroads it has made in asset 
management practices over recent years. 

 

Case study: Sydney Water Asset Management  

Early attention was on the engineering aspects of maintenance, such as asset 
renewals and condition monitoring. Later, the Total Asset Management (TAM) 
manual released by Treasury was added. This increased the focus beyond 
engineering and asset condition assessments and increased the focus on service 
delivery. A more commercial approach based on financial and economic analysis 
developed. Risk management has become a fundamental part of the asset 
management framework.   

Asset management is a business discipline over the life cycle of an asset. The 
agency sets desired levels of service and a financial return with acceptable risk. The 
framework takes a „pyramid‟ approach.   

Figure 5.6: Asset management framework 
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Management systems are used for knowledge capture and as a basis for consistent 
outputs, but mostly as a basis for continuous improvement. External benchmarking 
and networking identifies opportunities for improvement. 

An independent audit, undertaken by Halcrow Pacific Pty Ltd, noted that Sydney 
Water‟s approach to asset management is consistent with good practice. The 
framework was found to effectively integrate asset management with strategic 
business planning and tactical service delivery. The framework also gives due regard 
to risk assessment, whole-life costing and prioritisation of the capital program. The 
audit also noted the benefits of the continuous improvement dimension built into the 
framework. 
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Sydney Water‟s asset management is influenced by the regulatory and commercial 
PTE environment it operates within. Nonetheless its objectives have applicability 
across other agencies and in particular for other capital-intensive agencies. 

TAM planning, as seen from the Sydney Water case study, should drive an agency‟s 
asset strategy. TAM planning should ensure integration with the agency‟s overall 
strategic and service delivery objectives. It should also have linkages to asset 
management systems, and be informed by asset performance standards, condition 
monitoring and utilisation.  

TAM policy, administered by Treasury, also forms an integral part of the NSW capital 
planning process. For budget-dependent agencies, TAM information constitutes part 
of the formal budget submission on capital expenditure projects intended to 
commence in the upcoming budget year, as well as providing information on 
potential future infrastructure spending requirements to inform development of the 
State Infrastructure Strategy. TAM information includes: 

1. TAM data tables, covering:  

 adjustments to cost and timeframes of the current capital program 

 proposed 10-year capital investment 

 project development activity and identification of urban development related 
projects 

 asset disposal data and estimated sales revenues 

 estimates of other capital funding revenues 

 a summary of the agency‟s capital program and its potential budget impact. 

2. An Asset Strategy, for nominated agencies, which should explain how the overall 
proposed capital and maintenance program has been prioritised. Also, how it 
integrates to support a cohesive service delivery strategy, within expected 
funding levels, to achieve efficient, effective use of all assets. Agencies are also 
required to include their office accommodation strategy and identify maintenance 
expenses and performance indicators.  

However, the quality of the TAM submissions and compliance with the policy has in 
recent years been inconsistent. As a consequence, agencies‟ TAM plans have been 
of limited use to inform the Budget.  

 

Case study: 2009 Audit-General’s Review of TAM compliance 

In 2009, the Auditor-General performed a review of 12 major NSW Government 
agencies' compliance with the Government's TAM policy requirements. The Auditor-
General found that Treasury‟s ability to make informed decisions about capital 
expenditures for the Budget and the next ten years was significantly diminished by 
late, incomplete, poor quality and unreliable TAM submissions, due in part to: 

 deficiencies in the development and submission of asset strategies, 
including failure to submit asset strategy as part of the TAM 
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  not linking project priorities to identified risks, service delivery outcomes 
and asset gaps or identifying the risk to service delivery if major projects 
are not funded 

 not prioritising proposed expenditure between asset expansion, asset 
renewal and maintenance of existing assets 

 not referencing measures of existing and future asset utilisation to support 
proposed disposals 

 not considering cross-agency projects – agencies incorrectly assumed 
other parties to multi-agency projects had included the project in their 
submissions 

 general, non-specific narratives were substituted where hard factual data 
was required 

 uncertainty about reporting obligations resulting in under provision of 
information; 

 deficiencies in submitting strategic gateway reports and final business 
cases 

 incomplete TAM data tables 

 required deadlines not being met 

 failure to obtain both Ministerial and CEO sign-off prior to TAM submission 

 failure to submit the proposed TAM and asset strategies in the required 
format. 

 

Treasury has taken steps to improve the TAM process since the Auditor-General‟s 
report. The submission process was modified for the 2010-11 Budget. TAM data is 
more streamlined and targeted, with overall requirements tailored according to an 
agency‟s capital budget risk.  

The Commission notes that Treasury stated compliance with the TAM policy for 
nominated agencies is 100% but this does not mean that a good quality TAM Asset 
Strategy was submitted. Many agencies are still preparing their TAM plans as a 
compliance exercise and this means that Treasury cannot rely on them to inform the 
Budget forward estimates. 

Aside from Transport, most budget-dependent agencies have limited visibility over 
their capital funding beyond the four year forward estimates period. Introduction of 
capital allowances, as proposed in section 5.3, would provide agencies with greater 
funding visibility to drive better forward asset planning. This should in turn be 
reflected through better quality and more robust TAM plans. 

Agencies would also benefit from better feedback by Treasury on TAM submissions 
to promote continuous improvement and signal that submissions are scrutinised. 
Feedback by Treasury on TAM submissions is largely concentrated on capital 
intensive agencies such as Transport and larger capital spenders such as Health.  



NSW Commission of Audit  Interim Report: Public Sector Management 

 

Cabinet-in-Confidence  Page 124 of 175 

 

Recommendation: The Commission recommends that the efficacy of TAM policy 
should be increased by ensuring that:  

• agency TAM submissions for 2012-13 are timely, complete, and of good quality in 
order to reliably inform the Budget and the State‟s infrastructure planning 

• Treasury has adequate resourcing and training across its staff to support timely, 
consistent and concise feedback on all agency TAM submissions.  

 

Agency TAM submissions though are only a component of their TAM planning. For 
general government agencies and non-commercial PTEs, there is limited visibility on 
the robustness of their overall asset management practices.  

There is transparency on the asset management practices of some regulated utilities 
in the commercial PTE sector. For example, water utilities are required to undergo 
periodic and intensive independent reviews of their asset management as part of 
their regulatory Independent Pricing and Regulatory Tribunal (IPART) pricing 
determinations. External reviews and continuous benchmarking have been important 
in the evolution of asset management in that sector. 

 

Recommendation: The Commission recommends that a rolling series of 
collaborative asset management benchmarking and evaluations, potentially every 
five years, should be undertaken for a number of capital-intensive and large capital 
spending agencies in the general government and non-commercial PTE sectors. 
These should be undertaken in conjunction with external experts, the relevant 
agency, central agencies and INSW 

 

The proposed rolling evaluations should be undertaken at a strategic level focusing 
on: 

 agencies‟ methods and capabilities for identifying, evaluating and 
prioritising asset and infrastructure needs within available resources 

 assessment of performance and risk, asset maintenance, service and asset 
reconfiguration, including better utilisation and rationalisation.  

Other areas of particular interest for the evaluations could include strategic asset 
management governance, systems and processes, and the agency‟s approach to 
continuous improvement of asset management practices.   

As well as allowing agencies to benchmark and identify opportunities to improve their 
asset planning, collaborative evaluations should also facilitate knowledge and skills 
transfer across agencies, central agencies and INSW. Evaluations should seek to 
identify „good practice‟ in public sector asset management for a wider knowledge and 
skills sharing across the NSW public sector. 
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These measures would considerably lift the profile of TAM planning, encourage more 
disciplined asset planning and prioritisation, and increase awareness around  
whole-of-life issues such as asset maintenance, utilisation and rationalisation. 

 

Year-end spend-ups 

Agencies have not previously had the ability to retain any savings during a financial 
year as unspent appropriations to Treasury at year-end.  

This has reduced the ability of agency to manage expenditure flexibly across 
financial years and has encouraged year-end spend-ups across recurrent and capital 
appropriations.    

There is concern that the rush by agencies spend is resulting in capital expenditure 
where: 

 the investment does not meet agency and government priorities 

 the investment is ill-planned and under-scoped, and whole-of-life issues have 
not been adequately considered, resulting in further on-going and unfunded 
cost implications 

 the value-for-money is difficult to ascertain given that the significant rollout of 
contracts in short timeframes overheats the market relative to industry 
capacity. 

 

Case study: Year-end increase in construction contracts awarded 

Figure 5.7: Construction contracts awarded 
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The chart above has been prepared on five-year average data of contracts awarded 
through the Department of Finance and Service‟s Contractor and Consultant 
Management System. It shows the percentage of construction contracts awarded on 
a month-by-month basis, based on their annual values. The graph shows a marked 
increase in contract values awarded from March each year.  

This trend partly reflects lead times associated with agencies needing to plan and 
tender their construction works. However, the trend may also represent agencies‟ 
desire to commit and expend their capital allocations before year-end. 

 

The Commission is of the view that some inter-year capital spending flexibility would 
serve to improve capital work planning and reduce the occurrence of year-end 
spend-ups. Treasury has signalled reforms that allow clusters to rollover unspent 
appropriations for future years provided this does not increase the ongoing level of 
expenditure. The Commission has been advised that the proposed rollover 
arrangements will also extend to cluster capital appropriations. 
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5.6 Asset maintenance 

Asset maintenance has a direct relationship to the performance of assets and, 
therefore, with the quality of service delivery. Government infrastructure investments 
need to ensure an appropriate balance between the maintenance and growth of 
assets within the State's available resources envelope. 

Anecdotally, maintenance seems to be a lesser priority within the general 
government and non-commercial PTE sectors than investment in new infrastructure 
or other more visible areas of recurrent expenditure, such as service delivery 
programs. 

The commercial PTE sector agencies, with their regulatory imperatives for service 
standards and reliability, have generally better developed asset condition monitoring 
and maintenance practices. There is also a commercial tension for these agencies to 
find the proper balance between investing in new assets and maintaining existing 
ones. 

Ultimately, all maintenance is driven by the need to ensure assets continue to 
support service delivery and business operations. Maintenance neglected or 
deferred is not maintenance avoided. Deferred maintenance can increase asset 
degradation, leading to a drop in asset reliability and services. It also transfers 
greater financial burdens onto later budgets, both from a recurrent and capital 
expenditure perspective. 

Deferred or backlog maintenance are terms used for maintenance identified but not 
addressed within an agency-nominated timeframe.  

The Commission has not attempted to validate the extent of maintenance backlogs 
across agencies in the general government and non-commercial PTE sectors. 
Gathering an accurate estimate is difficult given this is impacted by a number of 
variables such as: 

 appropriate standards, which vary between asset classes  

 approaches to performance and risk monitoring and measurement 

 agency practices and capability, including systems, processes, data quality 
and expertise. 

However, a Treasury review of the RTA conducted in 2010 found that a further  
$300 million in maintenance expenditure could be required by the RTA to address 
the long-term sustainability of roads. This reflects the difference between existing 
maintenance levels and the level the RTA believes is required to achieve its road 
service delivery objectives. 

NSW Health, Housing NSW, NSW Police and Education and Communities are other 
agencies who have large physical asset bases and have existing maintenance 
backlogs. In the case of Education, the extent of the maintenance backlog in schools 
is currently being assessed, although the last condition based assessment of school 
facilities in 2008 quantified a maintenance backlog of around $400 million.  
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The significant capital investment in schools and social housing under the 
Commonwealth‟s Building the Education Revolution and the Economic Stimulus is 
also likely to create additional unfunded maintenance liabilities. 

 

Increasing the focus on asset maintenance 

TAM policy currently requires agencies to take a balanced approach and explain 
how investment in additional assets is prioritised relative to maintenance of the 
existing asset base. 

This is intended to drive more effective maintenance planning and delivery, which 
aims to ensure that assets and infrastructure remain productive over their planned 
service lives, at the lowest possible long-term costs. 

There should be greater priority around agency asset maintenance. Current policy 
requirements for strategic maintenance planning and reporting should also be 
applied more rigorously through the following recommendations. 

 

Recommendation: The Commission recommends that the Government should 
ensure that the significance of the investment in asset maintenance should be more 
visible and better articulated, starting with the 2012-13 Budget Paper No. 4 and the 
next State Infrastructure Strategy.  

 

Maintenance of the existing NSW asset base is an important and legitimate 
component of the State‟s infrastructure investment. Yet most infrastructure 
statements devote very little discussion to it and its merits are generally undersold 
relative to the investment in new infrastructure. For example, 2011-12 Budget Paper 
4 estimates that over $18.4 billion will be invested on infrastructure maintenance 
over the forward estimates. However, beyond disaggregating the expenditure 
between sectors, little detail is provided on the significance of this investment. Where 
agencies will spend maintenance-related capital and recurrent expenditure is not 
spelt out, and the Budget Paper is silent on what it will achieve for government and 
the community. 

This may reflect a lack of planning and prioritisation of asset maintenance 
expenditure at the agency level. Ideally, this expenditure should be determined from 
agencies‟ long-term maintenance planning, showing the timetable for replacement, 
disposal or modification of major assets as well as any long-term maintenance 
cycles and their funding.  

The 2012-13 Budget Paper No.4 and the next State Infrastructure Strategy should 
have a better articulation of cluster and agency asset maintenance activity, including 
its significance in continuing to deliver services efficiently and effectively. This in part 
could also force better planning at the agency level.  
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Recommendation: The Commission recommends that Treasury should work with 
asset-intensive and large capital spending agencies to establish maintenance related 
KPIs to be incorporated into the annual TAM submissions. 

 

Required performance levels should be determined by the roles which assets play in 
an agency‟s service delivery and business operations, which allow maintenance 
needs and KPIs to be established.  

Agencies should develop appropriate effectiveness and efficiency measures of asset 
and infrastructure performance. Areas previously identified in Asset Management 
(TAM) policy, which KPIs could cover, as a minimum, include the:   

 condition of the asset base and its ability to support priority service levels  

 effectiveness of maintenance practices in terms of the extent to which they 
consistently deliver the intended asset condition  

 efficiency of maintenance activities e.g. as measured against unit-cost 
benchmarks.  

 

Recommendation: The Commission recommends that Treasury‟s assessment of an 
agency‟s TAM compliance should consider the adequacy of its Asset Maintenance 
Strategic Plan. 

 

The Asset Maintenance Strategic Plan is a key component of an agency‟s TAM 
plans. It should identify the work required to efficiently and effectively address the 
risks of asset ownership and their impact on the agency‟s services and business 
operations, identify any deferred maintenance requirements and establish a funding 
plan.  

Associated maintenance KPIs, discussed in the recommendation above, should also 
be assessed as part of the Asset Maintenance Strategic Plan. 

A 10-year Asset Strategy should also identify maintenance programs and major 
projects and explain how these are prioritised within projected funding limits and 
agreed priority service levels.  

 

Recommendation: The Commission recommends that reviews of capital 
submissions and business cases should more thoroughly interrogate the whole-of-
life costs, including how these will be funded.  

 

Agencies‟ capital submissions and business cases should be more transparent in 
explaining and quantifying the whole-of-life costs of a proposed capital investment, 
including projected recurrent and capital maintenance and renewal and 
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refurbishment costs. Submissions and business cases should also specify how an 
agency will meet these costs. 

Gateway and Treasury reviews of capital submissions and business cases should 
interrogate this aspect more closely and projects should not be considered for 
funding approval unless capital submissions and business cases satisfactorily 
address these aspects. 

 

Recommendation: The Commission recommends that Directors General should 
ensure clusters and/or agencies have transparent asset management governance 
supported by appropriate systems and processes. 

 

Successful planning and implementation of asset maintenance relies on strong 
corporate governance of asset management. Clusters and agencies should: 

 ensure clear lines of responsibility and accountability for strategic 
maintenance planning and achievement of planned results 

 enhance the link between service delivery and business operations, and 
the maintenance of supporting assets 

 establish clear links between maintenance objectives and asset 
performance 

 enable prioritisation of maintenance relative to all other asset investment, 
across the agency 

 resolve impacts on maintenance programs of uncertainty regarding the 
reconfiguration and disposal of assets 

 ensure clear, ongoing understanding and commitment to the asset 
maintenance framework, at all levels.  

Effective, efficient maintenance implementation also relies on reliable, accessible 
systems and clear processes, supported by appropriate personnel. In turn, agencies 
who are better informed of their maintenance requirements are able to adopt a more 
holistic planned approach. 

Planned maintenance reduces impacts on business operations and service delivery 
by minimising unexpected shut-downs. This also reduces risks to community safety 
and further asset damage. In addition, the useful lives of assets, especially plant and 
equipment, are extended. Planned performance levels are then achieved in the most 
long-term cost-effective way.   

Collaborative evaluations of agency asset management practices, as proposed in 
section 5.6, could assist agencies in optimising their asset management frameworks. 

The following case study illustrates that proper asset management frameworks can 
benefit all agencies who have physical assets to maintain. 
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Case Study: Dorrigo Plateau Area Asset Management System 

Dorrigo Plateau Area is one of the 64 Parks & Wildlife Areas and includes the 
Dorrigo National Park – situated roughly 1 hour west of Coffs Harbour. Asset types 
are typical of other Areas with vehicle trails, fences, walking tracks and elevated 
walkways. 

Historically, maintenance jobs were conducted based on the knowledge and 
experience of senior supervisors, yet tended to be focused on reactive needs. 
Documentation of work carried out and the condition of assets was little or non-
existent.  

The Area implemented an Asset Management System (AMS) in 2008-09. Dorrigo 
Area managers have described the move to using AMS as „a quantum leap‟ in terms 
of allocating work, managing the direct workforce and understanding costs. A sample 
of feedback direct from Dorrigo Area managers revels that there appears to have 
been a cultural shift associated with the moving to AMS:  

 „We used to do roughly 80% reactive work, now it‟s more like 20%.‟  

 „Our staff now have a better idea of what it actually costs to do 
maintenance and some now realise it can be very expensive.‟   

 „Our staff are now becoming cost-sensitive and are questioning the need 
to work on assets that aren‟t high risk or in high visitor areas.‟  

 „One of our managers now puts all work through AMS, including things as 
trivial as moving furniture from one building to another. The point is that all 
work needs to be planned and prioritised.‟ 

 „While the amount of work needed to be done is large, it gives our staff a 
morale boost to look at a list of work we have all actually achieved.‟    

Utilisation of the AMS has the potential to reduce the volume of reactive work orders, 
through targeting higher volumes and cyclic work at the highest risk assets. This 
reduces the overall costs per maintenance work order, as reactive work is around 
2.7 times the cost of cyclical work.  
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5.7 Asset utilisation and rationalisation 

The extent of utilisation of existing assets should influence asset investment 
decisions. Where there is currently underutilisation of assets, new investment 
decisions may be postponed as long as utilisation of existing assets can be 
increased, without a diminution of service delivery. 

Improving utilisation of assets will depend on the nature of the asset and the nature 
of the underutilisation. The causes of underutilisation will take different forms: 

 for public transport, utilisation varies with time – high rates of utilisation at 
peak travel times and lower rates during off peak periods 

 for other assets, particularly important public and community assets providing 
services to the community in areas of isolation, utilisation will vary by spatial 
factors such as location and access 

 public goods, even where there is no restriction on access, may also be 
underutilised if the purpose and attraction of the asset is not known to the 
public. 

Addressing the mismatch in utilisation of these three classes of assets will require 
different management plans. 

For public transport assets and other infrastructure subject to a pricing regime, 
adjustments to pricing may assist with managing peaks and troughs in demand 
through time linked charging. Charging a higher price during peak periods will 
convince commuters, who do not have to travel during peak periods, to delay their 
travel until a later time when the price will be lower. 

With toll roads, the charge at present reflects mainly the capital cost of the road. It 
would make more sense for the toll road network in Sydney to be tolled on utilisation 
based formulae, for example per kilometre travelled and/or differing time charges. 

 

Recommendation: The Commission recommends that Infrastructure NSW and 
Treasury should investigate toll arrangements and provide options to Government on 
opportunities to make the toll road network more efficient.  

 

In the case of public infrastructure, the duplication of some government assets in 
geographic areas may have occurred at times of different population density and 
distribution or when travel between locations was difficult and took much longer than 
it does now.   

What was once fully utilised public infrastructure located in close proximity to each 
other may now be characterised by high levels of underutilisation. There are 
considerable holding and opportunity costs associated with these.  

Various reviews have concluded that rationalisation of underutilised agency assets 
would reduce waste, improve service efficiency and quality, and can return capital for 
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reinvestment in other areas. This is important given that financing the State‟s future 
infrastructure requirements, as discussed in Chapter 3, will be a significant task. 

The Commission notes that a Property Asset Utilisation Taskforce is being 
established to review property asset holdings at a whole-of-government level, with a 
view to develop property disposal plans and strategies.  

There should also be increased focus and more ongoing effort on asset 
rationalisation within individual agencies. 

 

Recommendation: The Commission recommends that the focus and ongoing effort 
within agencies on asset rationalisation should be increased through the following 
measures: 

 periodic agency reporting to the Expenditure Review Committee should 
incorporate a discussion on agencies‟ asset rationalisation activities  

 a mandated requirement be set whereby all agency capital business cases and 
Budget capital submissions must articulate the extent to which sales of existing 
assets can partially fund proposed new capital investments. This should include a 
detailed description of the proposed assets that will be sold, expected timings, 
sales proceeds and any risks.   

 

In addition to economic and social infrastructure, the Commission notes that there is 
considerable scope to increase utilisation of the State‟s public lands. 

The NSW Government has a substantial portfolio of land assets, valued at 
approximately $11 billion and covering 47% of the State. The Commission notes that 
Auditor-General has for the last eight years qualified the State‟s financial accounts 
due to a lack of data about asset ownership and the value of Crown land and 
associated infrastructure holdings.  

Treasury estimates that the value of the unrecognised Crown lands is between a 
further $3 and $4 billion. A further value of between $4 and $5 billion is attached to 
the associated infrastructure on these land parcels.  

Whilst there has been work since 2006-07 to identify and value the Crown reserves 
controlled by the State, this process remains incomplete. As a consequence, the 
Government does not know the full extent of its land and infrastructure holdings.  

The Commission believes that not all agencies have accurate asset registers or 
processes for identifying and cataloguing their assets. This is a concern. It is very 
difficult to make informed decisions around increased asset utilisation and 
rationalisation if agencies do not understand the assets they control. 

The Commission agrees with the Auditor-General‟s recommendation in his audit of 
the 2010-11 State Accounts, that the „Government needs to address its process for 
identifying, valuing and recording land and related assets it controls as matter of 
priority so it can effectively manage the full extent of its land and infrastructure 
holdings‟. 
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Recommendation: The Commission recommends that the Department of Finance 
and Services should give effect to the Auditor-General‟s recommendation regarding 
the identification and recording of land and infrastructure assets.   

 

While the Government‟s land portfolio also includes some physical assets, such as 
lighthouses, the bulk of these assets are Crown lands and reserves, which are in the 
nature of public goods. Access to Crown lands may be regulated but they are mostly 
accessible to the public without restriction or at a nominal charge. 

Being public goods, there are few mechanisms to manage or maximise utilisation, 
particularly where demand management is not appropriate, such as access to 
coastal zones. Nevertheless, the government needs a strategy to ensure that public 
lands are utilised for the community, environmental and urban amenity they generate 
and to ensure they are properly maintained and protected. 

Examples of where the Government could examine greater utilisation of public lands 
include: 

 optimising the use of prime coastal land, such as through ensuring access 
and active management of pests and weeds 

 improved use of Crown reserves to increase social and community benefits, 
through active management of land and conservation of natural resources 

 leveraging of public lands for recreation and tourism activities. 

Many of these opportunities will have both economic and community benefits.  

Public lands which are underutilised, not accessed and not valued will not generate 
the returns to the community from having land assets in public hands. Public land, 
while considered open space, will still have a requirement for maintenance and 
preservation, including fencing, pest control and safety measures.   

Encouraging greater utilisation of public land, through partnering with local 
businesses and local communities can also assist in ensuring these public assets 
are maintained for future generations. 
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5.8 Infrastructure procurement  

Infrastructure delivery in NSW has been mainly conducted through traditional Design 
and Construct or Design, Build, Operate and Maintain (DBOM) contracts. Privately 
Financed Projects (PFPs) and Alliance Contracting have also been used. 

 

PFPs 

PFPs have been utilised in NSW for the delivery of both economic, such toll roads, 
and social infrastructure, such as housing, schools and hospital redevelopments.  

The decision on which projects are undertaken using the PFP model is driven by the:  

 extent to which underlying project risks can be more effectively managed by 
the private sector 

 demonstrated value for money and economic benefit to the state through a 
PFP approach. 

Proposed PFPs require a detailed project scope, including a detailed risk 
investigation and risk sharing plan, to be completed by the agency. Value for money 
is determined by comparing complying bids against the Government‟s assessed cost 
of building, financing and operating the project using tools such public sector 
comparators and net present value analysis.  

NSW has been successful at applying the PFP model for both economic and social 
infrastructure, and the approach has been used in NSW in the decade to June 2010 
for approximately 11% of NSW infrastructure procurement.  

The Commission notes the use of PFPs is generally well governed, though the 
process can be streamlined. Treasury, in conjunction with relevant agencies and 
Infrastructure NSW, works on PFP procurement for infrastructure assets.  

Anecdotally, there are cases where probity has been managed without any common 
sense and the process has become too inflexible. The consultation process within 
agencies is not always well conducted and this can and does lead to changes of 
scope after the process has started and after contracts are let. 

Notwithstanding criticism following private sector losses, delivery of economic 
infrastructure such the Cross City Tunnel, Lane Cove Tunnel, M2, M4, M5 and M7 
toll roads were provided at zero cost to Government via economic infrastructure PFP 
procurement. Social infrastructure PFPs have successfully delivered schools, 
hospitals and social housing. 

The private sector has raised concern around future PFPs involving toll roads given 
their large losses with projects such as the Cross City Tunnel and the Lane Cove 
Tunnel. Future participation by the private sector in toll roads is likely to be 
contingent on a different risk sharing mechanism being adopted between 
Government and the private sector. At the same time, the Government will want to 
have this infrastructure off its own balance sheet and the private sector will not bear 
all the traffic risk. Various options to satisfy both parties should be explored by INSW 
and Treasury. 
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Recommendation: The Commission recommends that Infrastructure NSW and 
Treasury should investigate options to optimise risk transfer arrangements for future 
toll road PFPs, with a view to ensuring that associated infrastructure remains off the 
Government‟s balance sheet and encourages private sector participation.  

 

Recognising the merits of PFPs, any future toll road PFPs should involve 
collaboration between government and the private sector to improve risk sharing and 
to determine the optimal level of risk transfer between the parties.  

Optimised risk transfer arrangements, particularly for toll roads, would also serve to 
make investments in PFPs more attractive to a wider pool of investors, including 
Superannuation Investment Accounts. Large amounts of funds have now accrued 
across these Accounts, both locally and overseas. However, Account funds are not 
being used significantly for the building of public infrastructure, either because the 
returns are relatively high risk or not commensurate with the associated level of risk.  

The Lambert Review also notes that all infrastructure procurement approaches, 
including PFPs, would benefit from more rigorous assessment of contractor 
capability to ensure they can deliver against project scope, scale and complexity. 
Tender evaluations should place more emphasis on ensuring that contractors have 
the requisite capability to deliver in a range of circumstances. 

 

Alliance contacting  

The use of alliance contracting has been increasing in the public sector. In all 
alliance contracts, a public sector agency, or Owner, works collaboratively with 
private sector parties, who are Non-Owner Participants (NOP). 

Contracts can be competitive alliances or based on agreed outturn costs. 

All participants are required to work together in good faith, acting with integrity and 
making best-for-project decisions. Working as an integrated, collaborative team, they 
make unanimous decisions on all key project delivery issues. The alliance structure 
capitalises on the relationships between the participants, removes organisational 
barriers and encourages effective integration with the Owner. 

The most significant difference between traditional contracting methods and alliance 
contracting is that in alliancing, most project risk management and outcomes are 
collectively shared by the participants. The way in which this is done is the recipe for 
success or failure. 

Alliance agreements are premised on joint management of risk and opportunity for 
project delivery. All participants jointly manage risk within the terms of an alliance 
agreement, and share the outcomes of the project, including any profit margin 
according to an agreed formula. 
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Recent concerns around alliance contracting cost blow outs have led to a study of 
alliance contracts, and whether value for money could be enhanced. The 
conclusions were: 

 for the right project, alliancing can provide real benefits, e.g. early construction 
start, on time delivery, good capital assets, to the delivery of public 
infrastructure 

 business cases often did not clearly define the project the value for money 
proposition to the rigour required for investment decision making 

 a robust program and budget was not always evident from the business case 
stage 

 the Actual Outrun Cost (AOC) of Alliances was approximately 50% higher 
than the business case cost estimate, compared to 7% higher for PPPs and 
20% higher for design and construct projects. Some of these differences may 
be explained by the use of alliancing for projects with high risk and uncertainty 
that cannot be quantified at the business case stage. However, this is not 
often a convincing explanation 

 the complex nature of alliances can sometimes result in governments being 
exposed to serious asymmetry of information, commercial capability and 
capacity in their engagement with the private sector. 

As a result of the Study, the Council of Australian Government‟s (COAG) 
Infrastructure Working Group (IWG) developed the National Alliance Contracting 
Policy and Guidelines (National Policy), which address recommendations of the 
Study and is underpinned by the following main principles: 

 governments should ensure good public accountability and transparency, and 
protect the public interest 

 each project should achieve value for money in line with Business Case 
commitments 

 an efficient and effective market engagement should be undertaken for each 
project. 

The National Policy was adopted by the COAG Infrastructure Working Group in July 
2011 and was released by the Federal Minister for Infrastructure and Transport in 
August 2011. NSW has not yet adopted the National Policy, but is currently 
developing a set of jurisdictional requirements. 

 

Recommendation: The Government should consider the implementation of the 
National Policy and Guidelines for Alliancing Contracting when it becomes available. 

 

Ultimately, in determining the best procurement approach, agencies should first 
establish the priority of a capital investment project. Robust business cases should 
set out the social and/or economic objectives and demonstrate the financial 
feasibility of a proposed project. 
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An agency‟s decision on the most appropriate procurement approach to deliver the 
project should then be supported by strategic procurement analysis. Agencies 
should demonstrate a good understanding of, including the capability to effectively 
manage, the delivery method that is most likely to optimise the level of risk and 
deliver best value for money against the business case objectives. 
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5.9 Improving engagement with industry 

The Government has announced an infrastructure investment program valued at 
$62.5 billion over the four years to 2014-15 as part of the 2011-12 Budget.  

Most of this program will be delivered by the private sector. Government construction 
procurement will represent at least a third of the total construction spend in NSW 
over this period, with the NSW Government being the largest single industry client. 

The procurement of this substantial construction program is based on a largely 
decentralised model. The Department of Finance and Services provides a 
centralised procurement delivery system that is used by some agencies carrying out 
construction. These are non-accredited agencies under the NSW Government 
Agency Accreditation Scheme for Construction and some accredited agencies.  

In addition, NSW Public Works in the Department of Finance and Services provides 
project management services to several non-accredited agencies that require such 
assistance. Nevertheless, all agencies carrying out construction are required by the 
Procurement Policy to take responsibility for their construction programs, including 
when using the centralised services of Finance and Services. In so doing, each 
agency acts independently. 

The decentralised approach is appropriate and recognises that accredited agencies 
have technical skills and established processes to manage their own projects. 

However, there is no overall system of governance and coordination for the State‟s 
construction program, and no system for communicating and co-operating with the 
industry from a whole of government perspective. This has some implications for 
government. 

There is not a uniform rate of construction expenditure across government, or a 
gradual rate of growth or reduction. This creates major peaks and throughs in the 
timing and value of work tendered. This is leading to government infrastructure 
projects being tendered in competition, potentially causing overheating of the market 
and inflated tender prices. Anecdotally, contractors are also walking away from 
government construction projects because of uncertainty around future works. 

The Commission is advised that there is also little apparent effort by agencies to 
procure construction works through aggregated purchasing arrangements for work of 
a like nature and/or geographical areas.  

Aggregation could result in significant cost savings for government. The clustering of 
agencies may drive some action in this regard, for example in the Transport cluster. 
However, other opportunities across government should also be explored. 

The Commission is aware that other international jurisdictions, such as the United 
Kingdom, several other EU member states and Hong Kong, have adopted 
decentralised approaches to government procurement that include forms of central 
coordination to lower costs, avoid duplication and improve procurement capability. 

NSW would benefit by taking a more coordinated, whole of government approach to 
procuring and delivering infrastructure projects. Better coordination would enable 
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government to achieve synergies across multiple projects through leveraging buying 
power, smoothing resource demands, and possible consolidation of some activities 
to achieve economies of scale. 

Recent industry surveys conducted by the Department of Finance and Services also 
indicate that all other states have communication strategies that include industry 
forums and web-based publication of procurement plans and proposed contracts for 
short, medium and long term infrastructure delivery programs. 

As a result, the NSW construction industry is unable to retain capability and skilled 
resources and NSW can lose out to major infrastructure and primary industry 
development in other states, particularly Queensland and Western Australia. This in 
turn impacts on the Industry's ability to tender and deliver government infrastructure 
projects in a timely manner, for reasonable prices and within approved budgets.   

Internationally, the UK‟s 2010 Infrastructure Cost Review has demonstrated the 
importance of providing better visibility and certainty to Industry around Government 
infrastructure investment pipelines.    

The stop-start investments and lack of visibility that characterised the UK‟s 
infrastructure investment program over the last few decades had led to a stifling of 
industry investment in innovation and growth, and was found to have contributed to 
increased outturn delivery costs 

The UK Government has set priority around improved communication and 
collaboration, including providing better visibility and certainty of the infrastructure 
investment pipeline, to foster innovation and investment. 

Similarly in NSW, measures to increase industry communication and provide better 
certainty around the State‟s construction program should be explored. 

 

Recommendation: The Commission recommends that the Department of Finance 
and Services, Treasury and Infrastructure NSW should jointly investigate and 
provide recommendations to Cabinet on measures to: 

 improve the coordination of the State‟s construction procurement across NSW 
Government agencies 

 increase communication of the NSW Government‟s construction program with 
industry. 
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6. Reform: just do it! 

‘There are costs and risks to a program of action, but they are far less than the long-
range risks and costs of comfortable inaction.’ John F. Kennedy 

6.1 Reforms to begin now 

The Government has set out a clear program for what it wants to achieve in the next 
four years. But without implementing the reforms suggested by the Commission, the 
program is at risk.  

NSW 2021 talks about rebuilding the economy – good financial management in the 
public sector has to be an important contributor to this goal. NSW 2021 talks about 
returning quality services – but without good people management, the goodwill and 
talent of 386 000 employees will not be best harnessed to that task. It advocates 
renovating infrastructure – but this is not possible without properly planning and 
managing assets. 

NSW 2021 wants our local environment and communities strengthened – but 
programs cannot be devolved without information on fundamental costs, staffing 
levels and goals. It seeks the restoration of accountability to Government – but 
without clear governance arrangements, people cannot assign tasks and be held 
accountable for them.   

The problems this report has uncovered are systemic. While on the surface, 
processes and systems look functional, in practice, they are often only observed „on 
paper‟ and their intention is ignored. The Commission has been surprised at how 
consistently basic management practices have not been implemented. 

These basic management issues need to be tackled now. The time has come to stop 
commissioning reports from consultants. Reform must begin. To fix the issues will 
take time and resources. The problems have developed over years, and a four or 
five year period is needed to remedy the situation. 

The Government will be assisted in this task by the goodwill and talent of the public 
service‟s leaders and its employees. In the past, many dedicated people have 
worked to deliver services by navigating through and around cumbersome structures 
and unnecessary barriers. They have made do with poor data, unclear reporting 
lines and ineffective systems. They are, in general, keen to be part of the solution. In 
particular, Directors General and CEOs will welcome the new imperative to fix these 
problems. 

It is important to recognise that the problems are not only with systems and 
processes. They also stem from a culture of risk aversion, insularity, adherence to 
procedure and powerlessness, even defeatism that has built up over time. The 
Government has made the right start by legislating a set of values – integrity, trust, 
service and accountability – and emphasising the value of the public service. Now 
what are needed are consistent messages that the Government is serious about this; 
and then a continued effort to give public sector workers the tools they need and to 
remove the barriers in their way. 
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What should be done first 

To get started, the Commission recommends that immediate priority be given to the 
following actions. 

 

Fixing the structures of Government: 

 Ministers and cluster Directors General to review the governance 
arrangements in their cluster, to clarify accountabilities and reporting lines and 
reduce the proliferation of entities. 

 The Government to clarify accountabilities for Coordinating and Portfolio 
Ministers, and Directors General and Chief Executives, as recommended by 
the Commission. 

 Directors General to establish a leadership group for each cluster, including 
the Chief Financial Officer, the Chief Human Resource Manager, the Group 
General Counsel, as appropriate, and heads of operations. 

 Directors General to develop proposal for improving the management 
information systems of their cluster; and central agencies to lead the 
development of minimum data sets and inter-operability standards to facilitate 
data sharing across the sector. 

 Central agencies to establish key professional groups (such as Chief Financial 
Officers, Chief Human Resource Officers, Chief Information Officers) to report 
periodically to the Directors General Executive Committee on key strategic 
issues. 

 Central agencies to reduce the compliance burden of central reporting and 
develop an Integrated Reporting Framework to link cluster and central data 
systems. 

 

Managing finances: 

 NSW Treasury, in consultation with cluster CFOs, to scope the development 
of a new Financial Information System that includes accounts for the Budget 
for a whole of government level, and a set of accounts for management at 
agency and cluster levels, and consistent interface between them. 

 The Government to consider the level of the net operating result to fund the 
capital expenditures of the general government sector and the non-
commercial PTE sector in its review of its medium term fiscal strategy. 

 Treasury, Finance and Services and Infrastructure NSW to investigate what 
assets and businesses the Government currently owns which could serve to 
recycle funds through their disposal or long term lease. 
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Managing people: 

 All cluster Directors General to review and update all position descriptions – 
so employees know what their job is. 

 All clusters Directors General to focus on performance management of their 
people and to ensure that all staff are involved in performance appraisal. 

 The Public Service Commissioner to recommend, and the Government to 
implement, a new executive structure replacing the SES. 

 The Public Service Commissioner to develop a program to increase the skills 
of the professional corporate support groups – people in finance, human 
resource and asset management throughout the sector. 

 

Managing assets: 

 The Government to release an asset management policy statement, to clarify 
objectives, explain how asset planning, maintenance and procurement 
frameworks link and clarify the roles and responsibilities of central agencies, 
clusters and agencies. 

 The Government to ensure that capital investments are supported by robust 
business cases. 

 All cluster Directors General to ensure they have transparent governance 
around asset management, including maintenance, supported by appropriate 
systems and processes. 

 All clusters Directors General to ensure there is an accurate asset register for 
the cluster; and the Department of Finance and Services to develop 
processes and standards for registers. 

 The Department of Finance and Services, Treasury and Infrastructure NSW to 
recommend measures to improve the coordination of procurement and 
communicate the expected pipeline of the government‟s construction program 
to industry. 

 

Making sure this happens 

Implementing the Commission‟s recommendations will be a large and lengthy body 
of work. Because it is crucial for meeting the Government‟s program, it needs to be 
steered at the highest levels of Government. The Commission recommends that the 
group that should take responsibility for oversighting the reforms should be the 
Directors General Executive Committee (DGEC), comprising the Directors General 
of all nine clusters plus the Public Service Commissioner. DGEC should develop a 
forward program for the reforms, including a timetable, budget, coordinate action and 
troubleshoot problems. Each Director General may become the champion of, and 
take responsibility for, leading action in one reform area that they are particularly 
passionate about. 
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Supporting DGEC will be the „key professional groups‟ that the Commission 
recommends be established, for the Chief Financial Officers, Chief Human Resource 
Officers, etc. It will be these groups that drive much of the detailed work needed to 
implement the Commission‟s recommendations. 

Every six months, DGEC should report to the Cabinet Committee on Strategy and 
Policy on progress and any impediments. Ultimately, it is the Cabinet Committee that 
needs to make sure that the reforms happen. 

The DGEC would also benefit from independent advice from an advisory group of 
people from outside the sector who can contribute their expertise and experiences. 
The Commission has found the input from its advisory group, chaired by Mr David 
Gonski, extremely valuable and recommends that it continue, to advise DGEC. 
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6.2 Summary of Recommendations  

The Commission of Audit recommends as follows. 

 

Actions for the Government 

1. Leadership responsibility should be transparently set out for each cluster to 
clarify the roles of Coordinating and Portfolio Ministers as well as those of 
Directors General and Chief Executives. These roles should be incorporated in 
Charter letters and Performance Agreements, to ensure clear accountabilities. 

2. Each Coordinating Minister and Director General review entities within the 
cluster and report to the Premier within six months. In particular each cluster 
should review the number of entities it contains and their type. Immediate steps 
should be taken to group or merge entities where appropriate and abolish them 
if they no longer serve a purpose. 

3. Consideration should be given to amending the Public Sector Employment and 
Management Act and the Public Finance and Audit Act and other relevant 
legislation to ensure that the legal recognition of clusters, Principal 
Departments and other entities within clusters is appropriate for that cluster. 
This would be consistent with the Entity Classification Framework and reduce 
the number of employment divisions and controlled entities. 

4. A moratorium on transfers between clusters should be put in place for the 
current reforms to be bedded down, with a further review to occur within 12-18 
months.   

5. The Government should set up a specialised unit to investigate and restructure 
for the lease or sale of assets and businesses to increase funding for new 
infrastructure. Such a unit could be based in Treasury or Finance and Services. 

6. The Government should undertake formal training for CFOs on recently 
announced reforms to the budget framework, systems and accountabilities. 

7. The Government should review the Industrial Relations Act 1996, to ensure that 
it is responsive to the needs of a modern public sector and that it is not 
inconsistent with the federal legislative employment landscape that applies to 
the private and not for profit sectors. 

8. The Government should agree to the development of mechanisms to decouple 
positions from a narrow classification and appoint employees where 
appropriate to a substantive remuneration band level, to provide greater 
flexibility in staff deployment within an agency or cluster.   

9. The Government should release an asset management policy statement which 
confirms a clear set of objectives for the State‟s asset management. The policy 
statement should also explain the various asset planning and procurement 
frameworks and their linkages, and clarify in detail the roles and responsibilities 
of central agencies, clusters and agencies.   
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10. There should be further clarity on how the State‟s infrastructure planning will be 
conducted through the new twenty-year State Infrastructure Strategy and 
associated five-year and ten-year Infrastructure Plans, including how these will 
integrate whole of government infrastructure priorities with those at the agency 
and cluster levels. 

11. The Government should ensure that the significance of the investment in asset 
maintenance should be more visible and better articulated, starting with the 
2012-13 Budget Paper No. 4 and the next State Infrastructure Strategy.  

12. The Government should consider the implementation of the National Policy and 
Guidelines for Alliancing Contracting when it becomes available. 

 

Actions for central agencies 

13. Forums of key professional groups (such as Chief Financial Officers and the 
Chief Human Resource Officer) should be established by relevant central 
agencies and report periodically to the Directors General Executive Committee 
on key strategic issues from March 2012.  

14. Central reporting requirements should be reviewed and the compliance burden 
reduced.  

15. An integrated reporting framework should be developed, specifying minimum 
data sets which directly link cluster and central data systems. This should be 
developed in consultation with clusters for key sector-wide management 
information collections: 

 Service priorities and performance – lead: Department of Premier and 
Cabinet) 

 People management – lead: Public Service Commission 

 Economic and financial management – lead: NSW Treasury 

 Corporate enablers – lead: Department of Finance and Services. 

16. Treasury should carefully analyse various capital expenditure scenarios in the 
general government and non-commercial PTE sector and analyse the level of 
ongoing operating surpluses required each year to meet the borrowing costs 
(principal repayments and interest) of both general government and non-
commercial PTE capital expenditure on an ongoing basis. 

17. Treasury in consultation with agency CFOs should commence scoping the 
design of a new financial management information system as a matter of 
urgency. Such a system should incorporate: 

 a standard chart of accounts across all agencies of government 

 a single, stable baseline set of forward estimates against which all 
decisions of government are measured 
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 the production of timely financial reports to government on a monthly 
and annual basis and as required at times of budget estimates 
updates. 

The implementation of a new financial information system should be 
undertaken in close consultation with other agencies and in a way that does not 
disrupt the current annual budget process. 

18. Treasury should align NSW government financial reporting with the practice of 
other states, in particular the publication of a measures statement and 
reconciliation statement, for both expenses and revenues for the budget year 
and three forward estimates years. 

19. The publication of performance information in NSW financial reports should 
include financial reporting by program expenditure as well as reporting on 
performance through either a results or outcome framework. 

20. Central agencies (Premier and Cabinet, Treasury and Finance and Services) 
should recognise that clusters and their agencies must undertake their 
responsibilities and be accountable for them as set out in Charter Letters to 
Ministers and in Performance Agreements. In doing so, central agencies should 
refrain from issuing directives that directly and indirectly cut across these 
cluster and agency accountabilities. 

21. The Department of Premier and Cabinet should consider a process of 
rationalisation of awards, including: 

 consolidating multiple awards covering similar occupational groups 

 amalgamating small awards which cover only administrative and 
clerical staff into the Crown Employees Award, to reduce the number of 
separate awards and facilitate mobility between departments 

 move distinct occupational groups out of the Crown Employees Award, 
into separate awards to be administered by cluster Directors General.   

22. The Department of Premier and Cabinet should amend the NSW Public Sector 
Wages Policy 2011 to include a provision that workforce management policies 
(such as staff ratios) should not be included in industrial instruments. 

23. Treasury should explore the implementation of capital charging or levies, 
recognising that preliminary work is needed to identify asset ownership and 
use, and that the objective is to drive more efficient capital use. 

24. Disciplined and effective cluster asset management should be promoted 
through the following measures: 

 capital budget submissions each year to be signed off by Coordinating 
Ministers and Directors General as the agreed priorities of clusters 

 projects in the State Infrastructure Strategy and associated 
infrastructure plans to be reflected as clusters priorities 
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 all clusters to progressively be given 10-year capital allowances, 
starting with capital-intensive clusters, and 

 clusters to investigate the opportunities to rationalise and consolidate 
asset management functions across cluster agencies. 

25. A rolling series of collaborative asset management benchmarking and 
evaluations, potentially every five years, should be undertaken for a number of 
capital intensive and large capital spending agencies in the general government 
and non-commercial PTE sectors. These should be undertaken in conjunction 
with external experts, the relevant agency, central agencies and INSW. 

26. Treasury should work with asset-intensive and large capital spending agencies 
to establish maintenance related KPIs to be incorporated into the annual TAM 
submissions. 

27. Treasury‟s assessment of an agency‟s TAM compliance should consider the 
adequacy of its Asset Maintenance Strategic Plan. 

28. Reviews of capital submissions and business cases should more thoroughly 
interrogate the whole-of-life costs, including how these will be funded. 

29. Infrastructure NSW and Treasury should investigate toll arrangements and 
provide options to Government on opportunities to make the toll road network 
more efficient. 

30. The Department of Finance and Services should give effect to the  
Auditor-General‟s recommendation regarding the identification and recording of 
land and infrastructure assets. 

31. Infrastructure NSW and Treasury should investigate options to optimise risk 
transfer arrangements for future toll road PFPs, with a view to ensuring that 
associated infrastructure remains off the Government‟s balance sheet and 
encourages private sector participation.  

32. The Department of Finance and Services, Treasury and Infrastructure NSW 
should jointly investigate and provide recommendations to Cabinet on 
measures to:  

 improve the coordination of the State‟s construction procurement 
across NSW Government agencies 

 increase communication of the NSW Government‟s construction 
program with industry. 

 

Actions for cluster Directors General 

33. The Director General of each cluster should set up a leadership group including 
Chief Financial Officer, Chief Human Resource Manager, the Group General 
Counsel and operational cluster CEOs as appropriate. 
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34. Directors General should review the management support systems for finance, 
human resources and asset management in their cluster to better integrate the 
cluster and improve service delivery and prepare business cases to support 
any required additional expenditure.  

35. Cluster Directors General should determine the workforce composition of their 
cluster, including the appropriate number of front line staff, support staff and 
SES officers, and does not support the use of centrally-imposed executive caps 
or employee freezes. 

36. The Director General of each cluster should review the grading profile in their 
cluster, with a view to, as appropriate, increasing spans of control, reducing 
middle management layers and formally delegating responsibilities to lower 
management levels. 

37. Cluster Directors General should invest in improved systems for providing them 
with the basic and strategic workforce metrics required to manage their 
organisations. 

38. All proposed capital investments should only proceed if they comply with the 
appropriate business case requirements and have been evaluated in 
accordance with the Procurement Policy. 

39. The efficacy of TAM policy should be increased by ensuring that:  

 agency TAM submissions for 2012-13 are timely, complete, and of 
good quality in order to reliably inform the Budget and the State‟s 
infrastructure planning 

 Treasury has adequate resourcing and training across its staff to 
support timely, consistent and concise feedback on all agency TAM 
submissions.  

40. Directors General should ensure clusters and/or agencies have transparent 
asset management governance supported by appropriate systems and 
processes. 

41. The focus and ongoing effort within agencies on asset rationalisation should be 
increased through the following measures: 

 periodic agency reporting to the Expenditure Review Committee should 
incorporate a discussion on agencies‟ asset rationalisation activities 

 a mandated requirement be set whereby all agency capital business 
cases and Budget capital submissions must articulate the extent to 
which sales of existing assets can partially fund proposed new capital 
investments. This should include a detailed description of the proposed 
assets that will be sold, expected timings, sales proceeds and any 
risks. 
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Actions for the Public Service Commissioner 

42. The Public Service Commission should develop specific cross-sector workforce 
strategies to strengthen the sector‟s capabilities in strategic financial 
management, with particular focus on the role of Chief Financial Officers.  

43. The Public Service Commission should undertake a remuneration comparison 
for NSW public sector classifications and executives, similar to that undertaken 
by the Australian Public Service Commission‟s Broader Market Comparison. 

44. The Public Service Commission and the Department of Premier and Cabinet 
should review policies on excess employees in agencies not currently covered 
by the new Managing Excess Employees Policy, that is, those not under the 
Public Sector Employment and Management Act 2002, with a view to extending 
the Policy‟s coverage if necessary. 

45. The Public Service Commission should present reform proposals to the 
Government regarding the executive structure of the NSW public service (SES, 
SO and other executives) to: 

 establish a separate structure for cluster Directors General 

 create a new executive structure combining the SES and the Senior 
Officer classification and, as appropriate, other executive groupings. 

46. The Public Service Commission should continue the upgrade of the WorkForce 
Profile and investigate other mechanisms to enable efficient whole of sector 
reporting. 

47. The Public Service Commission should coordinate regular organisational 
climate surveys to provide information on employee perceptions of their work 
environment, at both sector-wide and cluster-specific levels. 

48. The Public Service Commission should formulate and implement a strategy to 
develop the capacity of Human Resource leaders and units across the sector.  

49. The Public Service Commission should provide further guidance and 
assistance to agencies in rolling out the Capability Framework; and that 
particular focus is given to using it to develop Plain English position 
descriptions. 

50. The Public Service Commission should: 

 develop a program to promote the importance of performance 
management, set minimum standards and encourage each supervisor 
to understand that performance management, especially conducting 
appraisals, is an integral part of their job 

 develop clear and effective mechanisms and guidance to managers to 
address poor performance 

 investigate mechanisms to provide remuneration and/or other 
incentives to high performers, including greater use of broad banded 
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positions and the introduction of a small component of „at risk‟ pay for 
executives. 

51. The Public Service Commission should review clusters‟ recruitment processes, 
with a view to assisting them to maximise efficiencies through use of the  
e-Recruitment system and addressing any policy, legislative and cultural 
barriers to ensuring that the best person gets the job. 

52. The Public Service Commission should develop specific cross-sector workforce 
strategies to strengthen the sector‟s capabilities in strategic financial 
management, project management and management of third party delivery 
contracts. 
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Appendix 1: The Lambert Review 

There has been a significant deterioration in the net operating results for general 
government (total revenue less total expenditure). This is particularly evident after 
2005-06. This pattern was temporarily offset in 2009-10 and 2010-11 by 
Commonwealth expenditure on economic stimulus. 

Figure 1: Operating Results 2000-01 to 2011-12 (Revenue less Expenditure)   

 

Source: Lambert Review. 

In the General Government sector expenditure has grown over the last ten years at 
an average annual rate of 6.2% (excluding Commonwealth stimulus). This is well in 
excess of revenue growth of 5.6% per annum (excluding Commonwealth stimulus).  

Employee cost is the largest component of expenses at 49%. This has increased at 
6.7% per annum since 2000-01. This reflects both wages growth as well as 
employment growth of 1.8% per annum. Wages in the NSW public sector have 
grown significantly faster than those in both the private sector and other public sector 
jurisdictions. 

Many services delivered by government are labour intensive (health, education, 
community services) and labour costs are significant variable for the budget.        

The general government capital program has strongly increased over the last ten 
years, averaging 10.4% per annum, with growth accelerating from 2005-06 at an 
average annual growth rate of 14.9% per annum. The major components of the 
program are transport, education and health. 
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Figure 2: General Government sector capital expenditure by policy area: 
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The boost in 2009-10 in part reflects the Commonwealth economic stimulus 
package. 

The combination of expenditure growth exceeding revenue growth and the large 
increase in the capital program has led to a significant deterioration in the budget 
position for the general government sector. This is seen in Figure 3 which shows the 
net lending result. Net lending is basically the operating result plus depreciation less 
capital expenditure. This deterioration in the net lending result is a significant fiscal 
challenge. 

It represents all the expenditure, capital and operating, that is not covered by 
revenue and hence requires borrowing. 
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Figure 3: Net lending results 2000-01 to 2011-12  

 

At 30 June 2011 the total debt in the general government sector was $22 billion; 
double the amount just six years earlier. 

The key questions are why has this happened and what must be done to avoid fiscal 
deterioration? The Lambert Review outlined a number of key weaknesses in budget 
arrangement including: 

 assumed expenditure reductions that realistically are never going to happen 

 inadequate systems for holding agency/Director‟s General/CEO‟s and 
Ministers to account 

 no sanctions applied to agencies if budget performance is poor; indeed money 
was held in a contingency, the Treasurer‟s advance, to cover such poor 
performance 

 limited and inadequate evaluation of programs and projects 

 expenditure proposals assessed and committed outside the discipline of 
Cabinet and its Budget Committee. 

The upshot of this poor financial management has required borrowing simply to fund 
excessive recurrent expenditure. Borrowing for capital expenditure where benefits 
exceed cost is appropriate but borrowing for recurrent expenditure is most ill 
advised. 

Capital expenditure was increasing in the general government sector and in PTE‟s. 
Much of this capital expenditure did not generate revenue and in many cases was 
misdirected due to inadequate analysis. Business cases were not robust. 

Strengthening the seriousness of the increase in net lending and net debt in the 
general government sector is increasing capital expenditure in the non-commercial 
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Public Trading Enterprise sector of government. This sector, which includes public 
transport providers, does not generate sufficient revenue to cover their operating 
costs or to service their debts. 

In the five years to 2009-10 total state sector capital expenditure increased from 
$8.4billion to $16.3 billion, of which around 70% was attributable to capital 
expenditure in the non-commercial sectors of general government and  
non-commercial PTE‟s.  

The conclusion of the Lambert Review is that the escalation in net lending and net 
debt, underpinned by increasing non-commercial capital expenditure was not 
sustainable: 

 the increase in non-commercial capital spending would not generate a 
sufficient income stream to service the debt 

 the government would end up in a position of having to borrow to finance its 
debt liabilities 

 the increase in debt posed a threat to the state‟s AAA credit rating. 

Faced with servicing current debt liabilities as well as support within the community 
and government for infrastructure investment, the Lambert Review concludes that a 
sustainable fiscal strategy must be based on: 

 constraint in general government expenditure to improve the operating result 

 a return to net operating surpluses to fund non-commercial capital 
expenditures, improve the net lending result and to service current and future 
debt liabilities. 

The conclusions from the Lambert Review are consistent with those of the recent 
Independent Review of State Finances undertaken for the Victorian Government. 
Both reviews have conclusions that are necessarily longer term focussed. 

„The General Government sector‟s net debt must not continue to increase. The 
General Government sector will need to achieve sufficiently large positive net 
operating balances on an ongoing basis to repay outstanding debt and fund future 
infrastructure investment.‟ 
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Appendix 2: Cluster arrangements and details 

A. The Nine Clusters 

Premier and Cabinet Cluster 

The Premier and Cabinet cluster employs about 6,700 Full Time Employees (FTEs) 
and has two hundred and eleven entities. It includes 11 Tier 1 entities, 71 Tier 2 
entities and 129 advisory entities. The advisory entities are predominately in the two 
Environment and Planning portfolios. These figures include entities that report to and 
support the Parliament as there is no Parliamentary cluster.  

The cluster supports the Premier, Portfolio Ministers for Planning and Infrastructure, 
the Environment, Local Government and also Portfolio Ministers with regional 
responsibilities for Western Sydney, the Hunter, the Central Coast, Western NSW, 
the Illawarra and the North Coast. This cluster thus has a lead Minister, the Premier, 
and eight Portfolio Ministers.   

The Department of Premier and Cabinet is the cluster‟s Principal Department. It 
provides a strategic leadership role in communicating the Government‟s intentions 
and outlining what it seeks to achieve and in what timeframe. As a central agency, 
the Department of Premier and Cabinet plays a pivotal role in aligning policy and 
operational strategies with the government priorities set by the Premier and the 
Cabinet. It has a key role in managing the interface between elected officials and 
government entities. 

The cluster currently includes agencies which report to a Portfolio Minister, such as 
the Office of Environment and Heritage which reports to the Minister for the 
Environment and the Department of Planning and Infrastructure which reports to the 
Minister for Planning and Infrastructure. Infrastructure NSW reports to the Premier 
and has been established to secure the efficient, effective, economic and timely 
planning, delivery and whole-of-lifecycle asset management of infrastructure.   

These are areas of major reform within Government and as such are appropriately 
located in the Premier and Cabinet cluster. Once major reforms have been 
completed in the Planning and the Environment areas, consideration might be given 
to their arrangements.  

The Public Service Commission reports to the Premier as well as to the Parliament. 
The Premier and Cabinet cluster also includes independent entities such as the 
Independent Commission Against Corruption, the Independent Pricing and 
Regulatory Tribunal, the Natural Resources Commission, the Audit Office of NSW, 
the NSW Ombudsman, the NSW Electoral Commission and the Police Integrity 
Commission. A number of these independent bodies report to and are oversighted 
by Parliament and the Department of Premier and Cabinet has no role in their 
administration. These independent accountability entities may be more efficiently run 
if grouped together for administration.  
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Treasury cluster 

The Treasury cluster has 15 entities and an estimated 400 FTEs. It includes one Tier 
1 entity, 14 Tier 2 entities and no advisory entities and supports the Treasurer. Tier 2 
entities include: four non-SOC PTEs and 16 Management Authorities such as the 
NSW Self Insurance Corporation, NSW Treasury Corporation and the Electricity 
Tariff Equalisation Ministerial Corporation. 

NSW Treasury is the Government‟s principal financial and economic advisor and has 
responsibility for:  

 the budget and the fiscal policy framework 

 advising on fiscal policy 

 economic management and forecasting 

 advising on commercial management 

 advising on cluster and agency budgets 

 assessing capital funding 

 providing resource allocation advice.   

 

Finance and Services cluster 

The Finance and Services cluster has 81 entities and an estimated 7,200 FTEs. It 
includes four Tier 1 entities, 52 Tier 2 entities and 25 advisory entities. The cluster 
supports the Minister for Finance and Services and the Minster for Fair Trading.  

The Department of Finance and Services is now a central agency with responsibility 
for the procurement and provision of sector-wide services and the provision of 
financial advice. It supports sustainable government finances in areas including 
procurement, ICT, corporate and shared services, taxation collection and 
administration, property information, major public works and property asset 
management. It is also engaged in the efficient administration of Government 
businesses and regulating business and workplaces. 

The cluster is a service provider and regulator dedicated to delivering services to 
client agencies, customers and the community. It also includes Sydney Water 
Corporation, Hunter Water Corporation, WorkCover Authority of NSW, the State 
Records Authority, the Workers‟ Compensation Commission and the Consumer 
Trader and Tenancy Tribunal. 

 

Health cluster 

The Health cluster has a total of 185 entities and 96,400 FTEs. It includes one Tier 1 
entity, 79 Tier 2 entities and 105 advisory entities. The cluster supports two 
Ministers: the Minister for Health and Medical Research and the Minister for Mental 
Health and Healthy Lifestyles.  
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The cluster is responsible for state-wide policy and planning, performance 
management and monitoring, and strategic financial and asset management for the 
NSW public health system. 

The Principal Department is the Ministry for Health, which includes 15 local health 
districts, the Ambulance Service of NSW, statutory health corporations, affiliated 
health organisations and a range of health support and health infrastructure services 
provided by the Health Administration Corporation. 

 

Education and Communities cluster 

The Education and Communities cluster has 124 entities an estimated 99,500 FTEs. 
It includes one Tier 1 entity, 58 Tier 2 entities and 65 advisory entities (excluding 
1,889 Parents and Citizens‟ Associations). The cluster supports four Ministers: the 
Minister for Education, the Minister for Citizenship and Communities, and Aboriginal 
Affairs; the Minister for Sport and Recreation; and the Minister for Family and 
Community Services in respect to the Children‟s Guardian.  

The cluster provides schooling and vocational education services and support to 
over 1.6 million students each year through an extensive network of government 
schools and TAFE NSW Institutes, and funding support for the non-government 
school sector. 

The cluster also provides regulatory and quality assurance services to the vocational 
education and training sector. It brings together government entities focused on 
enhancing quality of life and contributing to the wellbeing of diverse communities 
including Aboriginal people and people from a non- English speaking background 
and the development of children and young people, particularly through sport and 
recreation. 

The Principal Department, the Department of Education and Communities, 
comprises the Office of Education and the Office of Communities. The cluster also 
includes entities such as the Sydney Olympic Park Authority, the Centennial Park 
and Moore Park Trust, the Sydney Cricket and Sports Ground Trust, the NSW 
Institute of Sport, the Commission for Children and Young People, the Children‟s 
Guardian and the Community Relations Commission. 

 

Trade and Investment, Regional Infrastructure and Services cluster 

The Trade and Investment, Regional Infrastructure and Services cluster has 384 
entities and an estimated 7,600 FTEs. It includes nine Tier 1 entities, 254 Tier 2 
entities and 121 advisory entities (excluding the 1,144 Crown Reserve Trusts). The 
cluster supports four Ministers: the Deputy Premier and Minister for Trade and 
Investment and Minister for Regional Infrastructure and Services; the Minister for 
Energy and Resources; the Minister for Tourism, Major Events, Hospitality and 
Racing and Minister for the Arts; and the Minister for Primary Industries and Minister 
for Small Business.  
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The cluster drives sustainable economic growth in NSW by working with and 
supporting the vast range of businesses and industries across NSW to advance 
investment, innovation, activity and improvements across all industry sectors. The 
cluster works with industry and the community in the following key areas:  

 trade, business and investment 

 primary industries, food and water 

 mineral resources and energy 

 tourism, major events, hospitality, racing and arts. 

 

Transport cluster 

The Transport cluster has 58 entities and an estimated 27,700 FTEs. It includes six 
Tier 1 entities, 23 Tier 2 entities and 29 advisory entities. 

The cluster is the focal point for integrated transport planning and service delivery in 
NSW. The Principal Department funds transport service providers and specific 
infrastructure programs, regulates the bus, taxi and hire car industries and contracts 
with accredited bus operators in metropolitan, outer metropolitan, rural and regional 
NSW. The cluster supports the Minister for Transport and the Minister for Roads and 
Ports. 

The cluster includes the Principal Department Transport for NSW, the Roads and 
Maritime Service, RailCorp NSW, the State Transit Authority, three ports 
corporations, the Office of Transport Safety Investigations, the Public Transport 
Ticketing Corporation, the Country Rail Infrastructure Authority and the Independent 
Transport Safety Regulator. To achieve better transport outcomes, the Director 
General has been given strong coordination and direction powers which may not be 
as applicable in all clusters.  

 

Family and Community Services cluster 

The Family and Community Services cluster has 28 entities and an estimated 17,300 
FTEs. It includes one Tier 1 entity, 10 Tier 2 entities and 17 advisory entities. The 
cluster supports two Minsters: the Minister for Family and Community Services and 
Minister for Women; and the Minister for Ageing and Minister for Disability Services. 

The cluster provides human and social services directly and in partnership with non-
government organisations in order to improve the outcomes for vulnerable groups. 
The responsibilities of the Principal Department, the Department of Family and 
Community Services, include providing specialist accommodation and home-based 
services for people with a disability, providing social housing and promoting and 
enhancing child safety and wellbeing. 

There are a number of areas where synergies can be driven across the department 
to gain better outcomes. These include grants administration, case management and 
prevention and early intervention programs.  
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Attorney General and Justice cluster 

The Attorney General and Justice cluster has 273 entities and an estimated 37,900 
FTEs. It includes five Tier 1 entities, 52 Tier 2 entities and 216 advisory entities. The 
cluster supports the Attorney General and the Minister for Justice; and the Minister 
for Police and Emergency Services. 

The cluster delivers legal, court and custodial and community supervision services 
by:  

 managing courts and justice services to resolve civil and criminal matters 

 reducing crime and re-offending 

 protecting rights and community standards 

 managing correctional services in centres 

 advising on law reform and legal matters 

 providing legal representation; and coordinating and providing Police and 
Emergency Services.   

The Principal Department is the Department of Attorney General and Justice. 

This cluster supports 10 court jurisdictions and a range of statutory officers such as 
the Director of Public Prosecutions, the NSW Trustee and Guardian, the Register of 
Births, Deaths and Marriages and the Crown Solicitor. Protocols relating to the 
separation of powers are important in this cluster given, for example, the respective 
roles of the Police, the Courts and the custodial system. In addition, it has a number 
of uniformed services such as the Police Force, Fire and Rescue, State Emergency 
Services, the Rural Fire Service and Corrective Services which for operational 
reasons have strong command and control cultures. Given these factors and the 
need for a clear separation of roles, the cluster cannot operate as a fully integrated 
entity on all activities. 
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B. Overview of Entity Types 

Primary entities: Tier 1 

Tier 1 entities have a primary line of accountability to the branch of government they 
serve. There are five types of Tier 1 primary entities: 

1. Principal Departments – examples include the Ministry of Health, Transport for 
NSW and the Department of Family and Community Services. They are headed 
by Directors General, who support Ministers in carrying out their portfolio 
responsibilities. They undertake a range of functions including service delivery, 
administer legislation and provide advice on policy across one or more portfolios 
within a cluster.   

2. State Owned Corporations (SOCs) – examples include Sydney Water 
Corporation, Superannuation Administration Corporation (Pillar), Sydney Ports 
Corporation and Landcom. They are governed by a Board and undertake 
commercial activities.   

3. Accountability Institutions – examples include the Independent Commission 
Against Corruption, the Ombudsman and the Audit Office. They report directly to 
Parliament to ensure government administration demonstrates probity, efficiency 
and transparency. They are independent of the Executive branch of government 
which they scrutinize.   

4. Parliamentary Administrative Entities – support the administrative operation of 
the Parliament. These entities support the Legislative Assembly, the Legislative 
Council or both. The entities are independent of the Executive Branch and 
comprise the Department of the Legislative Assembly, the Department of the 
Legislative Council and Department of Parliamentary Joint Services. 

5. Superior Court – the Supreme Court is the superior court in NSW and Supreme 
Court Judges comprise the Court of Appeal and the Court of Criminal Appeal. 
These are the highest civil and criminal courts in the state. The Courts are 
administratively supported by the Department of Attorney General and Justice. 

 

Subsidiary entities: Tier 2  

Tier 2 entities tend to have a subsidiary relationship within their cluster or branch of 
government. They may have multiple accountabilities and different reporting 
relationships on statutory and administrative functions. For example, „agencies‟ or 
„offices‟ have a subsidiary relationship to the Principal Department in their cluster on 
matters such as policy setting, resource allocation and staffing, yet report to a 
Portfolio Minister on their core and statutory functions. 

There are seven types of subsidiary entities which have a reporting or administrative 
relationship to the primary entities. 

1. Agency – they may be stand-alone departments or divisions within a Principal 
Department. They have a narrower scope of activity than the Principal 
Department. The agency Chief Executive reports to a Portfolio Minister on core 
functions and has a subsidiary relationship to the Director General of the 
Principal Department on administrative matters. Examples include the Office of 
Environment and Heritage, Roads and Maritime Services, Department of Primary 
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Industries, Fire and Rescue NSW, the Ministry for Police and Emergency 
Services, and the Department of Planning and Infrastructure. 

 

2. Management Entity (with Board or Trust) – a Management Entity with a 
governing Board or Trust manages a specific asset, resource or a well-defined 
area of activity such as parks, professional regulation, infrastructure or intangible 
assets. Examples are the Catchment Management Authorities, the State Records 
Authority, the NSW Government Telecommunications Authority, the Legal 
Profession Admission Board, the Architects Registration Board, the Livestock 
Health and Pest Authorities, the Pharmacy Council of NSW, the Barangaroo 
Development Authority and the Art Gallery of NSW. 

3. Management Entity (without a Board) – has the legislative authority to manage 
a specific asset, resource or a well-defined and particular area of functional 
delivery. Assets under management may also include financial, staff resources, 
infrastructure or intangible assets. Management entities without a board include 
the Small Business Commissioner, Ambulance Service, National Parks and 
Wildlife Service, Food Authority, State Property Authority, NSW Trustee and 
Guardian. A number of special employment divisions also fall under this category 
such as the Boxing Authority Casual Staff Division, the Board of Studies Casual 
Employee Division and the Transport Special Services Group. 

4. Public Trading Enterprises (Non-SOCs) – are engaged in trading activities on 
a commercial basis. PTEs raise some income from user charges, but basically 
rely on government funding. They generally provide a public good and may 
operate in an environment where there are legislative or regulatory barriers to full 
competition. They may or may not have a board and usually have an 
administrative relationship with a Principal Department. Examples include Forests 
NSW, the Illawarra Venues Authority, the Sydney Opera House Trust, Sydney 
Harbour Foreshore Authority, RailCorp the NSW Land and Housing Corporation 
and the Teacher Housing Authority of NSW. 

5. Independent Commissions – perform a range of specific and specialist 
functions, and report to Parliament or the Governor on aspects of their 
operations. They generally receive support from and have an operational and/or 
administrative relationship with a Principal Department, but are not under the 
direction of any Minister in relation to their statutory powers. Examples include: 
the Commission of Children and Young People, the Natural Resources 
Commission, the NSW Electoral Commission, the Law Reform Commission and 
the Community Relations Commission.  

6. Intermediate and Lower Courts – hear civil and criminal matters and are bound 
by decisions of Superior Courts. They include the Land and Environment Court, 
the Children‟s Court, the Drug Court, the Industrial Court, the Coroner‟s Court, 
the District Court and the Local Court. 

7. Tribunals – make decisions and may undertake quasi-judicial functions for a 
specific area of law which can be appealed via the court system. Led by a Chair 
or President who is accountable to the Minister for the administration of their 
statutory functions, they have an administrative relationship with, and may be 
supported by, a Principal Department. Examples include: the Administrative 
Decisions Tribunal, the Guardianship Tribunal, the Dust Diseases Tribunal, the 
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Statutory and Other Offices Remuneration Tribunal and the Consumer, Trader 
and Tenancy Tribunal. 

 

Advisory entities: Tier 3 

Tier 3 entities involve external representation to government. They have an advisory 
role and are generally supported by Principal Departments or subsidiary entities. 
Advisory bodies do not have executive or governing functions, may provide advice to 
Ministers or departments/agencies may be established by statute or administratively, 
and may operate for a short period of time or have an ongoing role. 

There are two major types of Advisory entities: 

1. Ministerial Advisory Entities – provide expert advisory functions direct to a 
Minister and are generally supported by staff and other resources of other 
entities. Examples are: the Youth Advisory Council, the Radiation Advisory 
Council, the Agriculture Ministerial Advisory Committee, the Minerals Ministerial 
Advisory Council and the Organic Ministerial Advisory Committee. 

2. Departmental Advisory Entities – provide expert advisory function to a 
department or agency and are supported by staff and other resources of other 
entities. Examples are: the Advisory Group for Multicultural Education and 
Training, the Safe Families Funded National Quality Framework NSW 
Stakeholder Reference Group, the Child Protection Advisory Group and the 
Sydney CBD Bus Strategy Working Group. 
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Number of entities in each cluster, by type and tier (as at 8 November 2011)  

    Cluster     P&C Treasury F&S TIRIS AG&J Transport Health E&C F&CS Total 

Tier  No. Entity type 
 

                  

1 1 Principal Department 1 1 1 1 1 1 1 1 1 9 

  2 
State Owned Corporation 
(SOC) 1   3 8   3       15 

  3 Accountability Institution 6       1 2       9 

  4 
Parliamentary Administrative 
Entity 3                 3 

  5 Superior Court 
 

      3         3 

      11 1 4 9 5 6 1 1 1 39 

2 1 Agency 6 
 

6 6 18 1 6 7 4 54 

  2 MA with Board/Trust 51 7 33 230 10 5 55 41 4 436 

  3 MA without Board/Trust 5 3 7 13 2 7 10 4 1 52 

  4 PTE 2 4 3 3 1 10   3 1 27 

  5 Independent Commission 2     1 3   2 1   9 

  6 
Intermediate and Lower 
Court 

 
      7         7 

  7 Tribunal 5   3 1 11   6 2   28 

      71 14 52 254 52 23 79 58 10 613 

3 1 Ministerial Advisory Entity 20 
 

9 29 10 5 13 8 5 99 

  2 Departmental Advisory Entity 109 
 

16 92 206 24 92 57 12 609 

      129 0 25 121 216 29 105 65 17 708 

                          

    Total 211 15 81 384 273 58 185 124 28 1359 

  Others: Crown Lands Trusts 
 

    1144             

    P&C Associations 
 

            1889     

    Overall Total 211 15 81 1528 273 58 185 2013 28 4392 

Source: DPC Government Entities Database
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Appendix 3: Non-Commercial PTEs 

The non-commercial sector of government comprises: 

 the general government sector 

 the non-commercial PTE sector. 

The general government sector comprises departments of state and other agencies 
that are wholly or predominantly budget funded. 

The non-commercial PTE sector are business enterprises that receive budget funding 
to meet social policy objectives agreed with the government where revenue is 
insufficient to meet operating expenses or capital expenditure. 

These PTEs do not at this stage fall under the SOC governance framework as they 
are not primarily supported by user charges. 

The non-commercial PTEs are: 

 City West Housing Pty Ltd 

 Country Rail Infrastructure Authority 

 Fair Trading Administration Corporation 

 Land and Housing Corporation, NSW 

 Public Transport Ticketing Corporation 

 Rail Corporation New South Wales 

 State Transit Authority 

 Sydney Ferries 

 Teacher Housing Authority 

 Transport Construction Authority. 
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Appendix 4: Lease and sale of assets 

The Government has already announced the long term lease of the desalination plant 
and the Port of Botany.  

 

Sydney Desalination Plant  

In the 2011-12 State Budget, the Government confirmed its intention to refinance 
Sydney‟s Desalination Plant. Early estimates suggest that more than $1.5 billion can 
be secured through this transaction. This money can then be used on other capital 
projects. 

The Government‟s objectives for the refinancing are to: 

 ensure the ongoing responsible and reliable operations of the desalination plan 

 maximise funds for alternative use by the NSW Government.  

Importantly, this refinancing will ensure that the liability associated with the 
desalination plant can be effectively removed from both Sydney Water‟s and the 
State‟s balance sheets. This then allows that debt to be used elsewhere without 
compromising the State‟s credit rating. 

 

Port of Botany 

The Port of Botany lease follows a similar transaction recently completed for the Port 
of Brisbane. A comparison of the two assets follows. 

 Brisbane (2010) Port Botany (2010) 

Operating Revenue $242.6 million $220.2 million 

Net Profit (before tax) $108.8 million $85.1 million 

Throughput (TEUs) 919,000 1.9 million 

Throughput (Mass Tonnes) 32 million 28.2 million 

Land 750 hectares 
6 km of quay line (after 

land reclamation) 

86 hectares 
In final stages of building a 

third terminal which will 
increase footprint to 149 

hectares 
3.8 km of quay line 

Rent Revenue $86.5 million $49.4 million 

Growth (TEU‟s to 2030) 4.3 million 7 million 
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Electricity Businesses 

Other businesses should be considered. The electricity companies have already been 
well analysed and so long as their retention value is less than sale value an orderly set 
of asset sales / leases could be planned. 

Preliminary estimates indicate the NSW government might raise up to $40 billion from 
sale proceeds and free up $20 billion in future capital expenditure. 

Energy Business Transactions – December 2010 

On 14 December 2010, a number of transactions occurred with proceeds totalling $5.3 
billion. These comprised: 

 The retailing arms of Country Energy and Integral Energy, along with the 
Generation Trading Agreement (Gentrader Agreement) for Eraring power 
station, were acquired by Origin Energy for an aggregate value of $3.25 billion. 

 The retailing arm of Energy Australia, the Gentrader Agreement for Delta 
Electricity‟s Mt Piper and Wallerawang power stations, and development sites 
at Mt Piper and Marulan were acquired by TRUenergy for a total of $2.03 
billion. 

Additionally, in October 2010 the former Government agreed to develop a mine at 
Cobbora to sell coal to the State owned generators at prices that reflected the 
estimated cost of production. 

Electricity Inquiry – March 2011 

The Tamberlin Inquiry has recently provided the following recommendations: 

a) the sale or long term lease of the Eraring and Delta West generators  

b) the sale of development sites 

c) the sale of Cobbora coal mine 

d) the Government determines its objectives for the network businesses, „poles 
and wires‟, and in accordance with those, decide whether it will retain in public 
ownership or sell all or part of the network businesses; and the sale of 
distribution network businesses  

e) that the Government seek expert advice as to the implementation, including 
timing of these recommendations, particularly in respect of the network 
businesses and in light of current reviews expected to be completed in 2012. 

 

Other Assets and businesses 

Within government there are other businesses that might be corporatized and 
prepared for sale or lease. The toll tag business of the RTA may be one possibility. 
Forestry plantations are another possibility. In Victoria and Queensland these forestry 
assets have been sold or leased. A comparison between NSW Forestry and the 
Queensland transaction follows.    
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 Forestry Plantations 
Queensland (2010) 

Forests NSW (2010) 

Operating Revenue $105.6 million $316.4 million 

Operating Profit (before 
tax) 

$21.8 million $102.8 million 

Timber Production  1.9 million cubic metres 4.5 million cubic metres 

Biological Assets $420.6 million $57 million current 
$662 million non-current 

Land Under Management 343,000 ha 2.4 million ha 

Land Available for Harvest  212,000 ha 1.3 million ha 
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Appendix 5: WA Budget Reconciliation  
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Appendix 6: SA Measures Statement 

 



NSW Commission of Audit  Interim Report: Public Sector Management 

 

Cabinet-in-Confidence  Page 172 of 175 

Bibliography 

 

NSW 2021: A Plan to Make NSW Number One; at http://www.2021.nsw.gov.au. 

Lambert, M, 2011, NSW Financial Audit 2011, Sydney, unpublished, Cabinet in 
confidence. 

 

Chapter 2: Structure and accountability 

Australian Graduate School of Management, University of New South Wales, 1999, 
Review of Compliance Reporting by Small and Mini agencies, unpublished, report for 
Department for Women. 

Beschel, B, Manning, N, Peters, G, Falk, M and Demers, M, 2001, The Center of 
Government, World Bank.  

Department of Finance and Services (DFS), 2011, Report on Policy and Compliance 
requirements for the Corporate and Shared Services Reform Program, unpublished. 

Department of Premier and Cabinet, Better Regulation Office, 2009, Guide to Better 
Regulation; at 
http://www.dpc.nsw.gov.au/__data/assets/pdf_file/0009/16848/01_Better_Regulation_
eGuide_October_2009.pdf.  

Key Centre for Ethics Law Justice & Governance, Griffith University (KCELJAG) and 
Transparency International Australia, 2004, Chaos or Coherence: Strengths, 
Challenges and Opportunities for Australia’s National Integrity Systems, Brisbane; at 
http://www.griffith.edu.au/arts-languages-criminology/key-centre-ethics-law-justice-
governance/research/integrity-anti-corruption/projects/?a=37155. 

Norman, R, 2008, At the centre or in control? Central agencies in search of new 
identities, Policy Quarterly, Vol.4, Issue 2. 

Premier‟s Department, Report to Chief Executives Committee (CEC), 2004a, NSW 
Public Sector Central Reporting Requirements Project: Progress Report - March, 
unpublished. 

Premier‟s Department, Report to Chief Executives Committee (CEC), 2004b, NSW 
Public Sector Central Reporting Requirements Project: Progress Report – July, 
unpublished.  

Public Accounts Committee (PAC), 2004, Reporting and auditing requirements for 
small agencies. Report no. 153, Legislative Assembly, NSW Parliament, Sydney.  

State Services Authority, 2010, Legal Form and Governance Arrangements for Public 
Entities, State Services Authority, Melbourne.  



NSW Commission of Audit  Interim Report: Public Sector Management 

 

Cabinet-in-Confidence  Page 173 of 175 

World Bank, Public Sector Governance, Administrative and Civil Service webpage on 
Center of Government; at 
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPUBLICSECTORANDGO
VERNANCE/EXTADMINISTRATIVEANDCIVILSERVICEREFORM/0,,contentMDK:20
133433~menuPK:1919171~pagePK:210058~piPK:210062~theSitePK:286367,00.html 

 

Chapter 3: Financial management 

Deloitte, 2009, Review of Financial Systems of NSW Police Force, unpublished, 
Cabinet in confidence. 

Ernst & Young, 2011, NSW Treasury Initial Scan Expenditure Review - Final Report, 
report for the Better Services and Value Taskforce, unpublished, Cabinet in 
confidence. 

Webb, R, 2010, The Commonwealth Budget: process and presentation (updated April 
2010), Parliament of Australia. 

Blondal, JR, Bergvall, D, Hawkesworth, I and Deighton-Smith, I, 2008, Budgeting in 
Australia, OECD; at http://www.oecd.org/dataoecd/59/24/42007191.pdf. 

PricewaterhouseCoopers, 2008, NSW Health: Independent Management Review, 
unpublished, Cabinet in confidence. 

 

Chapter 4: People management 

Auditor-General, 2010, Performance Audit of NSW public sector employees sick 
leave, Sydney. 

Australian Bureau of Statistics (ABS), 2007, Wage and Salary Earners, Public Sector, 
Australia. 

Australian Bureau of Statistics (ABS), 2011, Australian Demographic Statistics. 

Australian Bureau of Statistics (ABS), 2010, Labour Mobility, Australia. 

Australian Bureau of Statistics (ABS), 2006, Census of Housing and Population. 

Australian Public Service Commission (APS), 2011, 2010 Broader Market Comparison 
– APS SES and Non-SES Remuneration; at 
http://www.apsc.gov.au/workplacerelations/2010apsbmreport.pdf. 

Australian Public Service Commission (APS), 2009, Recruitment: Do you measure 
up?; at http://www.apsc.gov.au/publications09/recruitmentmetrics.htm. 

Beale, R, Review of the Senior Executive Service: Report to the Special Minister of 
State for the Public Service and Integrity, 2011, PricewaterhouseCoopers; at 
http://www.apsc.gov.au/publications11/reviewofses.htm#execsumm.  

http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPUBLICSECTORANDGOVERNANCE/EXTADMINISTRATIVEANDCIVILSERVICEREFORM/0,,contentMDK:20133433~menuPK:1919171~pagePK:210058~piPK:210062~theSitePK:286367,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPUBLICSECTORANDGOVERNANCE/EXTADMINISTRATIVEANDCIVILSERVICEREFORM/0,,contentMDK:20133433~menuPK:1919171~pagePK:210058~piPK:210062~theSitePK:286367,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPUBLICSECTORANDGOVERNANCE/EXTADMINISTRATIVEANDCIVILSERVICEREFORM/0,,contentMDK:20133433~menuPK:1919171~pagePK:210058~piPK:210062~theSitePK:286367,00.html
http://www.apsc.gov.au/workplacerelations/2010apsbmreport.pdf
http://www.apsc.gov.au/publications11/reviewofses.htm#execsumm


NSW Commission of Audit  Interim Report: Public Sector Management 

 

Cabinet-in-Confidence  Page 174 of 175 

Boedker C, Vidgen R, Meagher K, Cogin J, Mouritsen J, and Runnalls J M, Society for 
Knowledge Economics, Leadership, Culture and Management Practices of High 
Performing Workplaces in Australia: The High Performing Workplaces Index, 2011, © 
University of New South Wales, Sydney; at 
http://www.deewr.gov.au/Skills/Programs/WorkDevelop/Documents/SKEHPW.pdf. 

Deloitte Touche Tohmatsu, 201, e-Recruitment project review and development of 
benefits case: Stage 2, unpublished. Based on Council on the Cost and Quality of 
Government, 2006, Special Review: Recruitment Practices in the NSW Public Sector, 
unpublished, Cabinet in confidence. 

Department of Premier and Cabinet, 2011,The NSW Public Sector Workforce: A 2010 
Snapshot and Snapshot Tables. 

Department of Premier and Cabinet, WorkForce Profile dataset (WFP), data for June 
2010, analysed September/October 2011. 

Direct Health Solutions, 2010, 2010 Absence Management Survey Summary; at 
http://www.dhs.net.au/NewsDetail.aspx?pid=184.  

Fahey, J, Minister for Industrial Relations and Employment, and Minister Assisting the 
Premier, 1989, second reading speech to Public Sector Management (Executives) 
Amendment Bill 1989, cited in SOORT 2010. 

Gaetjens, P, 2011, presentation to the Institute of Public Administration of Australia; at 
http://www.nsw.ipaa.org.au/content/docs/Events%202011/Secretarys%20slides%20-
%20IPAA_final.pdf. 

Management Advisory Committee (MAC) for the Australian Public Service 
Commission, 2001, Performance Management in the APS-A Strategic Framework; at 
http://www.apsc.gov.au/publications01/performancemanagement.pdf. 

Mercer, 2003, Corporate Benchmark Report 2003, cited in CCQG 2006, Special 
Review: Recruitment Practices in the NSW Public Sector, May 2006. 

Moran. T, 2010, Ahead of the Game: a Blueprint for the Reform of Australian 
Government Administration, Department of the Prime Minister and Cabinet, Canberra; 
at 
http://www.dpmc.gov.au/publications/aga_reform/aga_reform_blueprint/docs/APS_ref
orm_blueprint.pdf. 

NSW Premier's Department, 2005, Workforce Planning Agency Survey: Overview 
Report. 

Organisation for Economic Co-operation and Development (OECD), 2004, 
Performance related pay policies for government employees: Main trends in OECD 
member countries; at 
http://www.oecd.org/document/9/0,2340,en_2649_37405_35553801_1_1_1_37405,00
.html#ExecutiveSummary.    

http://www.deewr.gov.au/Skills/Programs/WorkDevelop/Documents/SKEHPW.pdf
http://www.dhs.net.au/NewsDetail.aspx?pid=184
http://www.nsw.ipaa.org.au/content/docs/Events%202011/Secretarys%20slides%20-%20IPAA_final.pdf
http://www.nsw.ipaa.org.au/content/docs/Events%202011/Secretarys%20slides%20-%20IPAA_final.pdf
http://www.apsc.gov.au/publications01/performancemanagement.pdf
http://www.oecd.org/document/9/0,2340,en_2649_37405_35553801_1_1_1_37405,00.html#ExecutiveSummary
http://www.oecd.org/document/9/0,2340,en_2649_37405_35553801_1_1_1_37405,00.html#ExecutiveSummary


NSW Commission of Audit  Interim Report: Public Sector Management 

 

Cabinet-in-Confidence  Page 175 of 175 

O‟Farrell, B, 2011, second reading speech for the Public Sector Employment and 
Management Amendment (Ethics and Public Service Commissioner) Bill 2011; at 
http://www.parliament.nsw.gov.au/prod/PARLMENT/hansArt.nsf/V3Key/LA201109150
24?open&refNavID=HA8_1. 

PricewaterhouseCoopers (PwC), 2011, Initial Scan of the Department of Premier and 
Cabinet, report for the Better Services and Value Taskforce, unpublished, Cabinet in 
confidence. 

Public Service Commission of Queensland, 2010, State of the Service Report 2010.  

State Services Authority, 2010, State of the Public Sector in Victoria 2008-09. 

Statutory and Other Offices Remuneration Tribunal (SOORT), 2011, Report and 
Determination under Section 24c of the Statutory and Other Offices Remuneration 
Act, 1975 - Chief Executive And Senior Executive Services; at 
www.remtribunals.nsw.gov.au. 

Third Horizon, 2010, RTA Expenditure Review –Initial Agency Scan, report for the 
Better Services and Value Taskforce, unpublished, Cabinet in confidence; including 
costings by RTA and PricewaterhouseCoopers. 

 

Chapter 5: Asset management 

GHD, Marchment Hill consulting and CH2MHill, 2008, 2008 Asset Management 
Process Benchmarking Project, Utility Report for Sydney Water Corporation, report for 
International Water Association (IWA) and Water Services Association of Australia 
(WSAA). 

HM Treasury and Infrastructure UK, 2010, Infrastructure Cost Review Main Report, 
London; at http://hm-treasury.gov.uk/d/cost_review_main211210.pdf. 

Independent Pricing and Regulatory Tribunal (IPART) of New South Wales, 2008, 
Review of Sydney Water Corporation’s Asset Management Systems - Final Report, 
Sydney. 

PricewaterhouseCoopers (PwC), 2010, Department of Environment, Climate Change 
and Water - Initial Scan, report for the Better Services and Value Taskforce, 
unpublished, Cabinet in confidence. 

Robinson, M, 2002, Accrual Output Budgeting in Australia, section on capital charging 
for the New Zealand budget sector Queensland University of Technology, Brisbane; at 
http://eprints.qut.edu.au/533/1/robinson_103.pdf. 

Third Horizon, 2010, RTA Expenditure Review – Initial Agency Scan, report for the 
Better Services and Value Taskforce, unpublished, Cabinet in confidence. 

Turner and Townsend, 2008, Gateway Review Process Refresh Program, report for 
NSW Treasury, unpublished. 

http://eprints.qut.edu.au/533/1/robinson_103.pdf

