(7 X\,

{L“Q,} = May 2017

NSW | Treasury tpp
17-06

% ifying the Effectiveness of Internal Controls
/G Over Financial Information
5 % @5 Policy & Guidelines Paper

Q




Schedule of document amendments

Revision .
NG Date Update description
November - ' S
0 2014 Document Original — first publication
1 TPP 17-06 Due date for submission of Letter of Certification to Treasury has

been changed from 31 October to 15 September from 2016-17
onwards

Submission inbox has been standardised to
agencyinfo@treasury.nsw.gov.au across the document

Further clarification provided on obtaining certifications from
external service providers (Core Requirement 4)

All references to TPP 09-05 have been updated to reflect TPP 15-
03

Allowance for agencies to certify on behalf of any wholly-
controlled entities

Amendments to wording of CFO Certification template

Further clarification provided on responsibilities of the CFO (Core
Reguirement 2)

Agencies are advised that this'version of the,document supersedes and replaces all previous

versions

New South Wales Treasury


mailto:agencyinfo@treasury.nsw.gov.au

Certifying the effectiveness of internal controls over financial information tpp
17-06

Under the Public Finance and Audit Act 1983 departments and statutory bodies must
prepare financial reports in accordance with Australian Accounting Standards that exhibit a
true and fair view of the financial position and financial performance of the department or
statutory body. Further, AASB 101, Presentation of Financial Statements, requires entities
to prepare financial statements “in a manner that provides relevant, reliable, comparable and
understandable information.”

High quality financial information is essential to support resource allocation decisions and
financial management and reporting at the agency level. More broadly agency reporting is
consolidated to provide a sector-wide financial position monthly and at year end. All financial
information should be prepared to a high standard, including that provided throughout the
year, as well as financial statements prepared at the financial year end.

The quality of an agency’s financial information and financial reporting reflects the
effectiveness of the systems, policies, procedures and practices that collectively underpin
that informatioen and reporting.

In April 2020,4NSW-Ireasury wrote to agencies advising that it was seeking to improve the
accuracy and reliability of financial information. As part of this initiative, NSW Treasury
requested that each agency Chief Financial Officer (CFO) provide an annual certification as
to the effectiveness of its Systems, processes and internal controls for ensuring that financial
information providedto,NSW-Treasury is relevant and reliable. The annual certification, or
Chief Financial Officer — Letter/of Certification on the Effectiveness of Internal Controls over
Financial Information (CFO.Leétter of Certification), must be provided by the CFO to the
Agency Head with a copy to NSW Treasury.

NSW Treasury recognises that there.are opportunities to further strengthen the annual CFO
Letter of Certification process and bring @about-greater rigour and consistency by setting
minimum standards and providing additional guidanee. This Policy and Guidelines Paper
establishes a set of Core Requirements to ensure thatiagencies have clear accountabilities
for the effectiveness of internal controls over finan€ial information. The guidance in Part 2
outlines the fundamentals of an effective system of internal‘control and provides a framework
for the annual CFO Letter of Certification. The Policy’and Guidelines Paper also provides
examples of checklists and templates to assist in the preparation.of the CFO Letter of
Certification.

No two agencies are the same and their processes may be at different’stages of maturity and
involve different levels of complexity. While agencies must comply with the Core
Requirements of the Policy, NSW Treasury requires agencies to ‘adapt the questionnaires in
the Annexures to suit their own circumstances. Many agencies alreadyhave existing
processes underlying the CFO Letter of Certification. In these circumstances, | encourage
you to benchmark existing processes against this guidance to identify gaps, if@any, and
implement strategies to address these gaps.

Rob Whitfield
Secretary
NSW Treasury

Treasury Ref:  TPP 17-06

Note
General inquiries concerning this document should be initially directed to the Financial Management
and Accounting Policy team. Tel: 9228 5932, or email: cfocertification@treasury.nsw.gov.au

This publication can be accessed from the Treasury’s website www.treasury.nsw.gov.au.
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Executive Summary

The requirement for Chief Financial Officers (CFOs) to submit an annual Letter of
Certification was introduced in 2010 as part of a series of initiatives designed to provide
greater assurance as to the quality of financial information and reporting, both within
agencies and as consolidated in the Total State Sector Accounts. The purpose of this Policy
and Guidelines Paper is to:

o formalise the requirements for completion and submission of the CFO Letter of
Certification concerning the effectiveness of internal controls over financial information

e provide guidance about the fundamental elements that contribute to an effective
system of internal control over agency financial information and the process for
assessing the effectiveness (including design effectiveness and operating
effectiveness) of that system

To_support this purpose, the document has been structured in two (2) parts.
Part 1 outlines the following five (5) mandatory Core Requirements:

Core Requirement 1 The Agency Head must ensure there is an effective system of internal
control over the financial and related operations of the agency

Core Requirement 2 _The CFO must provide the Agency Head with an annual Letter of
Certification as to the effectiveness of the system of internal control
overfinancial information. Once the Letter of Certification is
accepted by the Agency Head, the CFO must ensure that a copy is
provided to NSW Treasury

Core Requirement 3 The CFOd etter of Certification must be supported by an Internal
Control Questionnaire designed to assess the overall adequacy of
the existing system.ofinternal control over financial information and
completed bysthe CFO

Core Requirement 4 The CFO, when preparing‘the CEO Letter of Certification, must
request and consider certifications provided by management, and
outsourced and shared service providers

Core Requirement 5 The CFO must submit a copy of thed_etter of Certification and
supporting documentation to the Audit and Risk Committee (ARC)
for review. The ARC must review the,Letter of Certification and
provide advice to the Agency Head and, where. applicable, to the
governing board.

Compliance with the Policy is mandatory for all material entities (other than State Owned
Corporations) identified as material in the NSW Government Budget Papers This ifcludes
departments, statutory bodies, and other entities'. ~ State Owned Corporations are strdngly
encouraged to comply with all of the Core Requirements and to benchmark their'systems of
internal control over financial information against the guidance in this Policy and Guidelines
Paper.

The CFO Letter of Certification is required to be submitted to NSW Treasury on or before
15 September and is intended to cover the prior financial year.

Core Requirement 5 will only be applicable to agencies where there is an ARC. Those agencies that are not
required to, and do not, have an ARC (or alternative form such as an Audit Committee) are not required to
comply with this requirement.
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Core Requirement 1 reflects an existing requirement in the Public Finance and Audit Act 1983
(PFAA). While the legislative requirement does not apply to State Owned Corporations, the
Guidelines for Boards of Government Businesses (TPP 09-02) notes that “Businesses should
develop a sound system of risk oversight and management and internal control”.

Core Requirement 2 formalises an existing requirement that has previously been
implemented by an annual letter to agencies. Core Requirements 3 to 5 relate to the
processes underpinning the Letter of Certification to:

e promote consistency of practice across the sector in assessing and providing
assurance on the effectiveness of the system of internal control

¢ set minimum standards for agencies around NSW Treasury’s requirements relating
to the Letter of Certification.

Core Reguirement 5 requires a copy of the CFO Letter of Certification to be provided to the
ARC fof review. For those agencies listed in Schedules 2 and 3 of the PFAA, the ARC’s role
in providing advice to the Agency Head regarding the processes undertaken to provide the
Certification is,consistent with the ARC’s responsibilities for oversight of an agency’s internal
control framework as,outlined in the Internal Audit and Risk Management Policy for the NSW
Public Sector (TPP 15-03). For other agencies, the provision of advice by the ARC in
relation to an agency’s\system of internal control is not only consistent with better practice’
but is a responsibility,alreadysassumed by the ARC in the majority of agencies.

Part 2 provides guidanceintended to support agencies to implement the Core
Requirements. The guidance is provided in the form of 10 better practices for an effective
system of internal control over financial information:

1. A strong financial management culture including tone at the top
Clear definition of financial feporting roles and responsibilities

Financial reporting planning

Ea

Appropriate allocation of resources and competent staff for financial information
and reporting functions

Identification and monitoring of financial reporting compliance obligations
Financial information risk management
Internal control activities for financial information and reporting

Effective financial information management including propenrecerd=Keeping

© © N o U

Financial information performance monitoring and evaluation

10. Continuous improvement

Templates and examples of checklists to be used by the CFO and the ARC are provided as
Annexures to this Policy and Guidelines Paper. With the exception of the CFO Letter of
Certification (Annexure B), the templates and examples are intended to provide guidance
and, if used, must be adapted to the needs and circumstances of the agency.

2 Refer, for example, to Audit Committees: A Guide to Good Practice, 2" Edition 2012, a joint publication from

the Auditing and Assurance Standards Board, Australian Institute of Company Directors and the Institute of
Internal Auditors-Australia.
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In preparing this Policy and Guidelines Paper, NSW Treasury has drawn on publications and
guidance materials developed by public and private sector organisations across Australia
and internationally.

Key elements of the Policy and Guidelines Paper reflect better practices extracted from
guidelines developed in comparable public sector organisations. These have been modified
and adapted for the NSW public sector context.

NSW Treasury acknowledges the following organisations for documents and standards that,
amongst others, have been consulted in the preparation of this Policy and Guidelines Paper:

® “Australian National Audit Office (ANAO) for Preparation of Financial Statements by
Public Sector Agencies Better Practice Guide, June 2013

o Committee of Sponsoring Organizations of the Treadway Commission (COSO) for
Internal Control — Integrated Framework, 2013

o NSW Department of Justice for the use of internal documentation informing the
Management.Cetrtification Questionnaire Template (Annexure D)

A number of stakeholders, including Chief Financial Officers, Chief Audit Executives, Audit
and Risk Committee Chairs;@nd others including PricewaterhouseCoopers (Melbourne)
have provided input into the development of this Policy and Guidelines Paper. These
contributions are gratefully acknowledged.
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Definitions

The following lists relevant key terms and their definitions:

Agency means an entity considered material for whole of government purposes and listed in
the budget papers as a “material entity controlled by the NSW Government.” It includes
departments, statutory bodies and other entities.

Agency Head means:

e inrelation to a department, the department head as identified in column 2 of
Schedule 3 of the PFAA, or

e in relation to a statutory body listed in Schedule 2 of the PFAA, the chief executive
officer or the person who exercises the functions of a chief executive officer in
relation to the statutory body, or

o invelation:to a State Owned Corporation, the chief executive officer, or

e in relation.to_any other entity, the chief executive officer or the person who
exercises the‘functions of a chief executive officer in relation to that entity.

Audit and Risk Committee (ARC) is a committee established to oversee an agency’s
governance, risk management and internal control framework. Departments and statutory
bodies are required to establish ARCS in accordance with the requirements of NSW
Treasury’s Internal Audit and Risk‘Management Policy for the NSW Public Sector

(TPP 15-03). The term, as used in.this Policy and Guidelines Paper, is intended to include
the Audit Committees of State Owned Corporations.

Audit Office means the Audit Office of New South Wales.

Chief Financial Officer (CFO) is the most senior position inithe agency with the primary
responsibility and accountability for the financial management of an agency, including the
preparation of external and internal financial reports and the delivery of other financial
management support functions®.

CFO Letter of Certification is a certification made by the CFO.to the Agency Head in a
prescribed format as to the effectiveness of an agency’s system ofinternal control over
financial information.

Consolidated Financial Statements means the consolidated financial statements for the
State prepared by the Treasurer under section 6(1) of the PFAA (commonly referred tolas
the Total State Sector Accounts).

Controlled entity means an agency that is consolidated into the statutory financial
statements of the parent, and in which all governance and operating activities are whally
controlled by the parent entity.

Department means a person, group of persons or body specified in Column 1 of Schedule 3
of the PFAA.

3 The role of the CFO should be read in accordance with sections 21 and 59 of the Government Sector
Employment Act 2013
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Financial information refers to both historical and prospective information that presents the
financial position and performance of the agency and used to assess the financial position
and performance of the agency and/or to inform internal and external decision-making about
resource allocation and use.

Financial reporting refers to both internal (management) reporting and external reporting.

Financial statements are a structured representation of the financial position, financial
performance and financial cash flows of an entity prepared in accordance with Australian
Accounting Standards and NSW Treasury guidelines.

Internal controls are systems, policies, procedures and processes that are designed to
proevide reasonable assurance regarding the achievement of objectives in the following
categories

o effectiveness and efficiency of operations
o reliability of financial reporting, and
o"compliance with laws and regulations®.

Internal Control’Questionnaire is a questionnaire used to assess the effectiveness of the
system of internal control supporting an agency’s financial information and financial reporting
and to assist the CFO'in completion of the CFO Letter of Certification.

Materiality requires consideration of the significance and impact of the matter in question,
as well as whether or not'a reader of the financial information or financial statements will be
misled. Australian Accounting Standédrd AASB 108 - Accounting Policies, Changes in
Accounting Estimates and Errors #notes that information is material if omissions or
misstatements of that informationicould, “individually or collectively, influence the economic
decisions that users make on the basis of the financial statements. Materiality depends on
the size and nature of the omission or misstatement,judged in the surrounding
circumstances. The size or nature of the item, or a combination of both, could be the
determining factor.”

Outsourced (or shared) service provider means athird party organisation (or Department
or other government agency) that provides corporate and'ether finance functions (such as
those involving the recording, processing and reporting of financial'data on behalf of an
agency) where the provision of those services has an impact on.the’agency’s system of
internal control as it relates to financial reporting.

Significance, for the purposes of this Policy and Guidelines Paper, must be determined
based on an exercise of judgement that a deficiency or combination‘ef deficiencies is of
sufficient importance to merit the attention of the Agency Head.

Statutory bodies means a person, group of persons or body specified in Schedule 2 of the
PFAA.

State Owned Corporations refers to an entity defined in section 3 of the State Owned
Corporations Act 1989.

Work papers represent documentation that support the CFO and related certifications and
can include both paper and electronic records.

Committee of Sponsoring Organizations of the Treadway Commission (COSQO) December 2011 Internal
Control — Integrated Framework

Paragraph 5
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Part 1: Policy

This Policy outlines the Core Requirements that must be adopted by agencies to ensure that
an effective system of internal control over their financial and related operations is
implemented, maintained and routinely reviewed.

Consistent with the legislative requirement under section 11 of the Public Finance and Audit
Act 1983 (PFAA) applicable to departments and statutory bodies, the Core Requirements
require the Agency Head to ensure that there is an effective system of internal control over
the financial and related operations of the agency. For State Owned Corporations, the
requirement is consistent with the NSW Treasury policy Guidelines for Boards of
Government Businesses (TPP 09-02) which notes that “Businesses should develop a sound
system of risk oversight and management and internal control.”

This Policy requires the Chief Financial Officer (CFO) to annually certify that the system of
internal«control has been operating effectively to support the true and fair presentation of the
financialinformation. The certification covers the financial year (i.e. 1 July to 30 June for
most agencies).

The Australian Accounting Standards (based on International Financial Reporting
Standards), stress the.importance of presenting financial information that is relevant,
reliable, comparablefand understandable. NSW Treasury requires all financial information
produced by agencies tobe:

e Relevant: information must be timely and aligned to user needs
¢ Reliable: information must’be,complete and accurate, in all material respects

e Comparable: information,must be consistently recorded and presented permitting
comparisons over time and between agencies

e Understandable: informatiof must be suitable for the needs and abilities of the
users of that information

This Policy applies to all agencies listed in the NSW Goevernment Budget papers as material
entities (other than State Owned Corporations)°®.

Core Requirements 1 to 5 aim to ensure clear accountability’and assurance relating to the
system of internal control over an agency’s financial informationg, The flowchart at
Annexure F outlines the processes to be undertaken to meetithe Core’Requirements of the
Policy.

The CFO Letter of Certification is required to be submitted to NSW Treastry on or before
15 September and is intended to cover the prior financial year.

On an ongoing basis, agencies newly identified as material agencies, in the NSW.
Government Budget Papers, must comply with all of the Core Requirements’ by the end of
the financial year to which the budget papers relate. For example, if an agency isHifst listed
as a material agency in the Budget Papers for 2016-17, that agency must comply with all of
the Core Requirements for the 2016-17 financial year, including submitting a copy of the
CFO Letter of Certification to NSW Treasury on or before 15 September.

State Owned Corporations are strongly encouraged to comply with all of the Core Requirements and to
benchmark their systems of internal control over financial information against the guidance in this Policy and
Guidelines Paper

This does not provide an exemption to existing obligations to ensure that there is an effective system of internal
control over financial and other related operations under section 11 of the PFAA.
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The Agency Head must ensure that there is an effective system of internal control over the
financial and related operations of the agency.

The Agency Head has a responsibility to ensure that there is an effective system of internal
control over the financial and related operations of the agency, including:

a) management policies and requirements prescribed by legislation and applicable
to the agency

b) sound practices for the efficient, effective and economical management of
functions by each organisational branch or section within the agency

c) ansystem of authorisation and recording and procedures adequate to provide
accounting control in relation to assets, liabilities, revenue and expenses

d) proper segregation of functional responsibilities, and

e) proeceduresto review the adequacies of and compliance with the system of
internal control.

W< 7N

The Agency Chief Financial Officer (CFO) must provide the Agency Head with an annual
Letter of Certification as to the effectiveness of the system of internal control over the
agency’s financial information.

Once the Letter of Certification is accepted by the Agency Head, the CFO must ensure that
a copy is provided to NSW Treasury on or before 45 September.

The system of internal control that underpins financial informatien.forms a key component of
an agency’s overall financial management system. Core Requirement 2 provides critical
support and assurance to the Agency Head in meeting his/her respansibilities under Core
Requirement 1 above®.

While ultimate accountability for the existence and efficacy of the total system of internal
controls sits with the agency head, it is the responsibility of the CFOto ensure that an
appropriate system of internal controls over financial information has been:designed,
implemented and is operating effectively.

It is also the responsibility of the CFO to annually undertake a risk-based assessment.of
such controls and certify the efficacy of the control system, as it relates to the agency’s
financial information, to the agency head. External audit procedures should not be
considered part of the CFO’s annual assessment of internal controls, and it is not necessary
for external audit procedures to be concluded before the CFO Letter of Certification is
completed.

Recommendation 4.2 of the ASX Corporate Governance Principles seeks a comparable assurance to be made
to the board by the chief executive officer and the chief financial officer.
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The certification is intended to assist the agency head in discharging their responsibility for
the agency’s internal control system under the PFAA, and to increase the likelihood that any
significant deficiencies in the internal control system are identified and rectified in a timely
manner.

The CFO Certification is designed to cover the entire financial year. Itis good practice for
controls to be monitored and tested periodically throughout the year where appropriate.
This provides management with more timely information on the operation and effectiveness
of controls, and opportunity to remedy control deficiencies arising during the financial year.
However some controls testing may be more appropriately performed at or after year end
due to the nature of the controls.

The annual CFO Letter of Certification provides assurance to the Agency Head that the
agency had an effective system of internal control in place to ensure that the agency’s
financial information presents a true and fair view, in all material respects, of the financial
positioniand financial performance of the agency. Where significant deficiencies in the
system.of internal control have been identified, these are required to be documented in the
Letter of Certification (refer Annexure B), along with the likely impact and management’s
agreed-action plans to address the deficiencies.

The CFO Letterfof Certification must use the template at Annexure B. It must certify that:

OR

The CFO acknowledges responsibility for the design, implementation and operation
of internal control systems over the agency’s financial information, and

Over the financial year, the agency had an effective system of internal control:
the Certification confirms thatyto the best of the CFO’s knowledge and belief after
undertaking all relevant precedures, the agency had an effective® system of internal
control to ensure that financialdinfermation presenting the financial position and
performance of the agency‘is true and fair, in all material respects.

One or more significant deficiencies havebeen identified that are likely to
have adversely affected the ability of the'agency to record, process,
summarise and report financial information: the Certification notes that, based
on an annual evaluation of the system of interfal control over financial information,
one or more significant deficiencies have béen identified that are likely to have
adversely affected the agency’s ability to record, process, summarise and report
financial information. Significant deficiencies mustbe detailed in the Certification.
The Certification also notes that, other than the deficiencies identified, the integrity
of financial information has been based on a sound system of risk management and
internal control that has been operating effectively.

Where an agency has identified significant deficiencies in the system of intefhal control over
financial information, the CFO must assess the impact of these deficiencieés and detail the
plans and timescales for resolution of any unresolved significant issues in the CF@ Letter of

Certification.

Wholly controlled entities may be incorporated into the parent entity’s Letter of Certification:
An agency'’s certification must explicitly list all controlled entities that the parent agency.is

certifying on behalf of, as per the template provided at Annexure B.

The Certification is intended to cover the financial year (i.e. for most agencies this will be

1 July — 30 June).

In assessing effectiveness, the CFO should consider both whether the internal controls were appropriate and

sufficient, as well as whether they were operating properly.
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After acceptance by the Agency Head', a copy of the Letter of Certification must be
submitted to NSW Treasury on or before 15 September. Electronic submission of signed
and scanned CFO Letters of Certification will be accepted. CFO Certifications may be
emailed to cfocertification@treasury.nsw.gov.au.

Where an agency fails to submit the annual CFO Letter of Certification on time or submits a
fully compliant certification but material errors are subsequently discovered in its financial
reports by external audit or external review, the agency may be requested by the
Expenditure Review Committee (ERC) or NSW Treasury to provide:

o afull report detailing the reason why the agency failed to submit the CFO Letter of
Certification on time or the reason for material errors not being identified and
addressed and

e aremedial action plan detailing accountabilities and timeframes and

o da follow up report on closure or completion of the matter.

These reports to NSW Treasury must be signed by the CFO and approved by the Agency
Head afterreceiving.independent advice from the agency’s ARC. The agency’s ARC should
monitor the implementation of remedial action plans.

NSW Treasury may(alse request additional information or investigation if required.

- ] gh
Juesl
The CFO Letter of Certification must'be supported by an Internal Control Questionnaire

(ICQ) designed to assess the overall adeguacy of the existing system of internal control over
financial information and completed by the CFO.

One of the CFQO'’s primary responsibilities is to provide'for a system of effective financial
management and oversight throughout the financial'year, ‘edlminating in the preparation of
the annual financial statements. The CFO, therefore, is the appropriate person to ensure
that the necessary internal controls have been implemented and are effective in ensuring
that the agency’s financial information is relevant, reliable, comparablesand understandable
and that financial reports present a true and fair view in all material respects of the agency’s
financial position and performance. CFOs should also consider howrtheir financial
information impacts at a whole-of-sector level and report issues to Treasury-at'the earliest
opportunity.

An ICQ that is designed for the specific circumstances of the agency, must be used by the
CFO to systematically collect evidence on which to assess the overall adequacy/of the
existing system of internal control over financial information (including financial statements).
The ICQ is a management tool. It provides a framework for the CFO to undertake a
comprehensive review and assessment of the effectiveness of the agency’s internal controls
and confidently communicate the results of that assessment to the Agency Head, ARC and
NSW Treasury.

" The manner and form in which an Agency Head ‘accepts’ the CFO Certification is to be determined by the

Agency Head. Evidence of the Agency Head’s acceptance is not required to be submitted to NSW Treasury
but should be retained by the agency.
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Although not required to be submitted to NSW Treasury, the ICQ should form a key part of
the evidence supporting the CFO’s Letter of Certification and the outcomes of the
assessment made using the ICQ must be considered by the ARC as part of its review of the
CFO Letter of Certification (refer to Core Requirement 5 below).

The ICQ must be developed by the CFO to suit the particular circumstances of the agency.
Once developed, the ICQ must be reviewed and updated annually. The ICQ must be
approved by the Agency Head annually prior to implementation.

The content and focus of the ICQ should be driven by a risk assessment (refer to Part 2.6
Financial Information Risk Management below). As a minimum, however, the ICQ must
consider the following:

e financial management culture (including tone at the top)

¢ clarity of roles and responsibilities relating to financial reporting

o _<sufficiency and appropriateness of financial reporting planning

o {sufficiency of resources and competency of staff responsible for financial reporting

o complianeenwith financial reporting obligations

o financial information risk management

o effectiveness ofiinternal control activities

o effectiveness of financial information management including proper record keeping

o financial information and repafting performance monitoring and evaluation

e continuous improvementprocesses.

Further guidance on these fundamental elements of an effective system of internal control
can be found in Part 2 of this Policy and Guidelines,Paper.

tll

When designing the ICQ agencies must also consider the Annual Returns Checklist™ and

early close procedures issued by NSW Treasurys (Referamaw.treasury.nsw.gov.au).

Responses to ICQ items should be informed by a range of sources including both current
and prior feedback relevant to the current certification period.suchuas:

o the CFO’s own observations
e reports and certifications from subject-matter experts
e reports and certifications from management (refer to Core Requirement’4)

e reports and certifications from outsourced service providers (refer.to, Core
Requirement 4)

e internal audit reports

o external audit findings such as those detailed in management letters, client service
plans and reports, letters of early close observations and reports to Parliament

e reports from independent external consultants.

Any significant issues identified in the process of completing the ICQ must be considered
and assessed to determine the impact on financial information.

™ The Annual Return Checklist is contained in the Agency Guidelines for the Mandatory Annual Returns to

Treasury circular.
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Whilst it is envisaged that the ICQ based assessment will be concluded prior to signing off
the CFO Letter of Certification, the evidence required to complete the ICQ will need to be
planned by the CFO, accumulated and documented throughout the financial year. This will
enable early identification of any potential departures to allow remedial actions to be
implemented prior to early close and final sign off.

An example of an ICQ is provided at Annexure C. Agencies must modify the template to
suit their own circumstances.

The CFO, when preparing the CFO Letter of Certification, must request and consider
certifications provided by management, and outsourced and shared service providers.

iNiPoRCeEr

Certifications frém management®, that will assist the CFO in assessing the effectiveness of
internal controls withingdifferent parts of the agency, must be obtained to support the
completion of the ICQ"and annual CFO Letter of Certification.

The specific content and form offthe certifications from management must be:

e agreed as part of the planning process for compliance with this Policy
e approved by the AgencydHead
e communicated at an early date t0 all.affected managers.

An example of a management certification questionnaire can be found at Annexure D.

The requirement to seek certifications is important because. it engages line managers in the
financial management of the agency and improves financial'accountability. Managers who
have input in setting budgets and clear accountability forrmanaging financial resources,
including the identification of relevant risks and cost drivers, are"mere likely to take
ownership for the resources under their control*®.

Budget ownership and devolution of financial responsibility ista.core component of good
financial control within an organisation. The CFO must decide on.the appropriate level at
which to seek management certification based on the agency’s financial accountability
framework and an appropriate risk assessment. This should take account ofsthe volatility
and historical financial performance of the business area as well as its overall size.

o 2

Many agencies engage outside service providers to perform functions that are integral to the
agency’s financial operations and information including the recording, processing and
reporting of financial data on behalf of the agency. Despite the fact that these activities may
be taking place outside of the agency, and that the agency may not have direct oversight
over the processes and controls of the outsourced or shared service provider, the agency

2 Eor the purposes of this Core Requirement, management refers to line and other managers i.e. budget holders

and business area managers.

13 Refer to Australian National Audit Office, June 2008, Developing and Managing Internal Budgets, Better

Practice Guide, Commonwealth of Australia.
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nonetheless retains ultimate accountability for the accuracy and completeness of its financial
information. It is therefore important for agencies to be assured that controls implemented
by service providers are properly designed and operate effectively, and complement the
agency’s system of internal control in relation to financial information and reporting. This
includes agencies designing and implementing relevant internal controls within the agency in
relation to the services provided by the service provider, including internal controls applied to
the transactions processed by the service provider.

Agencies must require all outsourced and shared service providers undertaking finance
functions that will impact their financial information and reporting, to provide a letter of
certification each year.

The certification letter must provide assurance that meets the satisfaction of the agency as
to the design and effectiveness of the internal controls in the service organisation as they
relateo, and impact on, the agency’s financial information and reporting.

The contents of such a letter must include:

o “Addescription of the financial functions provided to the client agency

e A description,of the system (policies and procedures) designed and implemented by
the service provider to provide the agreed financial functions14 for the client agency
covering;"among other things:

o the procedures, both within information technology and manual systems, by
which the functions are provided

o related recards and stpporting information

o how the service provider deals with significant events (other than
transactions)

o the processes to prepare reports and other information

o the control objectives and controls designed to achieve these objectives and
the risks that threaten the achievement of the control objectives

o other relevant aspects of the sérvice provider’s control environment™.

A certification by the service provider that inall material respects:

o the service provider has an effective system of interhal control to ensure that
the financial information provided to the client agengy is relevant, reliable,
comparable and understandable

o The system description fairly presents the servicerprovider’'s system as
designed and implemented throughout the specified,period

o The controls related to the control objectives stated in the system
description were suitably designed throughout the specified périod

o The controls related to the control objectives stated in the system
description operated effectively throughout the specified period.

o Details of any assurance activities conducted during the period in relation to internal
controls (for example by the service provider’s internal audit function or other quality
functions performed by the service provider as part of its internal assurance
framework) to support the certification

e Actions to address recommendations and findings arising from assurance activities.

14 . . . . Lo )
It is better practice for services provided under an outsourced arrangement to be detailed in a contract, service

level agreement or equivalent together with performance standards.

15 ASAE 3402 Assurance Reports on Controls at a Service Organisation, Auditing and Assurance Standards

Board, (Appendix 1A) provides an example of a service provider’'s system description.

New South Wales Treasury Page 12



Certifying the effectiveness of internal controls over financial information tpp
17-06

Client agencies must agree the broad content and timing of the service provider’s letter(s) of
certification. (In some instances a client agency may choose to require such a letter of
certification more than once in a financial year).

In particular, it is the client agency’s responsibility to be satisfied with the adequacy of the
system description, control objectives and related controls.

While financial processes may be outsourced to an external service provider or administered
through a shared service, ultimate responsibility for the accuracy and completeness of the
agency’s financial information (including that provided by any outsourced or shared service
provider) remains with the agency. This includes designing and implementing necessary
internal controls within the agency in relation to the services provided and transactions
pracessed by an outsourced or shared service provider. It is incumbent upon the CFO,
therefore to ensure that assurance processes (including obtaining an annual letter of
certification) are undertaken in order to provide the CFO with a level of confidence regarding
the internaldontrols of the outsourced or shared service provider as they relate to the
financialdnformation of the agency.

If the CFO,does not receive a high enough level of comfort from the service provider’s letter
of certification alone, it is incumbent upon the CFO to undertake any additional activities
necessary to achieve alevel of confidence that can inform their CFO Letter of Certification to
the Agency Head.

In some instances, depending upon the nature and extent of the services provided by a
service provider, client agenciés may consider it appropriate to seek or request additional
assurance in the form of an‘independent opinion on the design and operating effectiveness
of controls in the service organisation as it relates to the agency’s financial information and
reporting.

Such an assurance engagement should bé undertaken by the assurance practitioner in
compliance with the relevant audit standards issued by. the Audit and Assurance Standards
Board (AASB) which are:

e ASAE 3000 Assurance Engagements Otherthan Audits or Reviews of Historical

Financial Information

e ASAE 3402 Assurance Reports on Controls at a Service Organisation.
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The CFO must submit a copy of the Letter of Certification and supporting documentation to
the ARC for review.

The ARC must review the Letter of Certification and provide advice to the Agency Head and,
where applicable, to the governing board.

Faor those entities listed in Schedules 2 and 3 of the PFAA, the ARC has responsibilities that
inclade “reviewing the agency’s control framework, as outlined in the Internal Audit and Risk
Management Policy for the NSW Public Sector (TPP 15-03).

In additionythe ARC is required to “satisfy itself that the financial statements are supported
by approptiate management'’ signoff on the statements and on the adequacy of the systems
of internal controls.” For other agencies, including State Owned Corporations, this ARC role
is consistent with betterspractice® and reflects current practice for the majority of agencies.

The ARC must be previded.with a.copy of the Certification and supporting documentation. It
is the responsibility of the/ARC t0 review the processes that the agency has in place to
generate an accurate CFQ, Letter of Certification and make any necessary inquiries of the
CFO and other staff to satisfy itself that the processes undertaken by the CFO appear
complete and reasonable.

The ARC must also consider whether the conclusions reached by the CFO in the Letter of
Certification are consistent with the ARC’s"understanding of the agency’s control framework.

The ARC must provide advice on the outcome of its review to the Agency Head and, where
applicable, to the governing board. It is not necéssary for the ARC'’s review of the CFO
Certification to take place before the agency submits.a copy of the Certification to NSW
Treasury.

Annexure E provides examples of questions that the ARC could,.ask of the CFO or other
staff within the agency in order to satisfy itself that the processes supperting the Certification
are appropriate.

16 Applicable to all agencies where there is an ARC (or equivalent). Those agencies that are not required to have

an ARC, and do not have an ARC, are not required to comply with this requirement.

" In this context management refers to the CFO.

18 Refer, for example, to Audit Committees: A Guide to Good Practice, 2" Edition 2012, a joint publication from

the Auditing and Assurance Standards Board, Australian Institute of Company Directors and the Institute of
Internal Auditors-Australia.
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A system of internal control consists of a range of policies, processes, structures, systems
and activities that are designed to provide reasonable assurance regarding the achievement
of objectives in the following categories:

a) effectiveness and efficiency of operations,

b) reliability of financial reporting, and

c) compliance with laws and regulations®®.
Part 2>provides guidance on the fundamentals of an effective system of internal control

specific to previding reasonable assurance regarding the integrity of an agency’s financial
informationfincluding financial reporting.

While theré"may be similarities, no two agencies will have the same system of internal
control. Eachragency must develop its system of internal control to suit its own particular
operational environment and strategic objectives. It is also important to recognise that a
system of internal contrelis not a static structure. Rather, it is an integrated and dynamic
framework of companent parts including, in the case of financial information and reporting:

A strong financial management culture including tone at the top
Clear definition-of financial reporting roles and responsibilities

Financial reporting planning

A 0w DN R

Appropriate allocation 6f'resgurces and competent staff for financial information
and reporting functions

Identification and monitoring of financials#eporting compliance obligations
Financial information risk management
Internal control activities for financial infefmation’and reporting

Effective financial information management including proper record keeping

© © N o v

Financial information and reporting performance manitoring and evaluation

10. Continuous improvement.
Each of these fundamental elements is discussed in more detail belew.

A critical success factor in any effective system of internal control is the agtive,and proper
exercise of judgement. As observed by COSO (2013)%, judgement is an essential€lement
in the selection, development and deployment of controls, and the monitoring and
assessment of the effectiveness of the system of internal control. It is not only the CFO that
is exercising this judgement. Judgement should be exercised by senior managementfand
staff across the agency with functions affecting the agency’s financial information and
financial reporting.

¥ Committee of Sponsoring Organizations of the Treadway Commission (COSO) 2013 Internal Control —

Integrated Framework.

2 ibid.
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Quality financial information is not only essential to reporting and full accountability, it is also
a key input into organisational decision-making. In the absence of this quality financial
information, an agency is unable to make well-informed decisions about all facets of its
operations.

There should be a clear and consistent commitment from senior management to ensuring
that the agency has good financial information. Agency Heads and CFOs must provide the
necessary leadership to ensure that all staff have sufficient direction and support to ensure
the preparation of sound financial information and to contribute to the delivery of quality
financial reporting. This requires regular and consistent communication to all managers and
relevant staff in the agency about the importance of producing financial information that is
relevant, reliable, comparable and understandable.

In addition to,management commitment, a strong financial management culture can also be
supported by:

e Jincreasing staff awareness of the link between achieving the agency’s strategic
objectives and sound financial management

e developing and documenting clear policies and relevant procedures that are up-to-
date and accessible to all staff and relevant stakeholders

e creating an'environment where the early reporting of potential or known errors and
overspends is mandatory

e acting promptly to'eafrect or address errors or misstatements
e encouraging staff to makessuggestions to improve systems and processes

e minimising silos and encouraging cross-agency teams or working groups to identify
and discuss developments that have'the potential to impact the agency’s financial
statements, and other finan€ial reporting meechanisms

e ensuring that financial management issues are regularly included on the agenda of
executive and senior management meetings and staff forums

e regularly reviewing the agency’s delegations to ensure that they are effective,
appropriate, and operating as intended.

NG r i

The roles and responsibilities of key staff involved in financial reporting shouldsbe
documented by the agency. At a minimum, roles and responsibilities with,regard to financial
information should be clarified for the following positions:

e The Agency Head is, among other things, responsible for:

establishing and maintaining an effective system of internal control to_support
financial reporting that presents a true and fair representation of the finanéial
position and financial performance of the agency

- ensuring that financial reporting policies and procedures are available for use by
agency managers and staff

- certifying the accuracy of financial projections

- certifying the annual financial statements

- attesting to compliance with the Core Requirements of the Internal Audit and
Risk Management Policy for the NSW Public Sector (TPP 15-03)*

a For those entities listed in Schedules 2 and 3 of the Public Finance and Audit Act 1983
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- approving the design and coverage of the ICQ and Management Certification
Questionnaire prepared for assessing the system of internal control for financial
information

- accepting the CFO Letter of Certification

- ensuring that internal control deficiencies are effectively resolved

- ensuring that the CFO is at a sufficiently senior level within the agency to
influence decision-making by senior management

- ensuring responsibility for oversight and management of outsourced service
providers has been appropriately assigned.

» The CFO is, among other things, responsible for:

- certifying the effectiveness of the agency’s system of internal control
underpinning the provision of high quality financial information

- providing the executive with relevant, reliable, comparable and understandable
financial information to assist with decision making about the allocation of
agency resources

-« managing the preparation of external financial reports within mandated
timeframes, the form and content of which are prepared to comply with
Australian Accounting Standards and NSW Treasury policies and guidelines.
The audited financial statements included in an agency's annual report would
be the most common example of this type of report. Another example is all
financial data supplied to NSW Treasury using the NSW Treasury Online Entry
System (TOES)

- preparing financial reports for use by the agency’s management, the form and
content of whichsare to be,consistent with Australian Accounting Standards

- financial management functions including the preparation of accurate and
timely management accounting reports, providing leadership in developing
financial reporting policies and procedures and maintaining the chart of
accounts and financial reportingsinformation systems

- preparing and monitoring.compliance With the agency’s budget. This includes
involving relevant staff in budget develepment, monitoring and reporting on
variances

—  establishing agreed lines of communication with,NSW Treasury to ensure that
any issues arising in the context of financialreporting are identified and
resolved in a timely manner

—  reporting in a timely manner to the Agency Head, any issues that may have
implications for financial reporting to NSW Treasury.

— ensuring the timely provision of monthly and year=end financial information in
the required format to NSW Treasury to enable the preparation of the
Consolidated Financial Statements

— developing and deploying the ICQ and Management Certification Questionnaire

— ensuring maintenance of appropriate and secure systems and technology (and
its documentation) to deliver financial reports.
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e The Audit and Risk Committee, among other things:

has responsibilities as outlined in the Internal Audit and Risk Management
Policy for the NSW Public Sector (TPP 15-03) including specific responsibilities
for oversight of the agency’s internal control framework and external
accountability®

is responsible for reviewing the CFO Letter of Certification processes and
associated questionnaires and checklists and making appropriate inquiries in
order to satisfy itself that the processes supporting the Certification undertaken
by the CFO appear complete and reasonable (Core Requirement 5 of the
Policy)

is responsible for monitoring the implementation of any remedial action plans
resulting from a failure to submit a Letter of Certification on time or from the
subsequent discovery by external audit or review of material errors in the
financial reports.

e ‘“Imternal Audit, among other things:

hasiresponsibilities including the provision of assurance services to the
organisation on the operational effectiveness of its risk management, internal
control and governance processes. For entities listed in Schedules 2 and 3 of
the Public_Einance and Audit Act 1983 these responsibilities are outlined in the
Internal Audit)/and Risk Management Policy for the NSW Public Sector (TPP 15-
03)

could be asked to conduct follow-up reviews to ensure that the necessary
improvements,to«€ontrols ever financial information have been actioned in a
timely manner.

e Managers and their staff (as\relevant) are, among other things, responsible for

complying with the agency’s financial reporting policies and procedures,
including appropriate sign-0ff requirements

ensuring that financial information is reported accurately and in a timely manner,
and that internal controls over financial information are effectively implemented
as intended

processing and entering transactions agcurately/into financial information
systems consistently and in a timely manner

providing financial and non-financial information in the format and timeframes
required by the CFO. This would include analysis ofikey variances and
significant transactions

maintaining supporting documentation relevant to theimareas‘of control, in order
to substantiate all financial amounts

ensuring that all relevant documentation is readily available for audit and review
as necessary

working with the accounting officers to ensure the accuracy of finangial
information, for example checking the accuracy of activity data to highlight
errors, and complying with local accounting procedures.

22

In the case of SOCs, the audit committee will have responsibilities as outlined in the respective Committee
charters.
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CFOs should have in place plans to guide the preparation and review of financial reports.
These plans should be developed in consultation with key stakeholders. In the case of the
annual financial statements, this should include consultation with the ARC and external
auditors and endorsement by the Agency Head.

The plans should document the actions and commitments required to achieve the effective
preparation and review of financial reports. Key elements of such strategies or plans should
include:

e adescription and/or flowcharts of existing processes for the preparation of financial
reports highlighting critical milestone dates

e alist and description of all key roles and responsibilities for financial reporting

& an outline of quality control standards and processes including monitoring of
progesses for progression, completion and review of financial reports within the
required timeframes

e an outline of processes to identify opportunities to improve the quality and timeliness
of financialreports

e afinancial reporting calendar with key deadlines for the submission and approval of
financial reports.

When developing these plans,/agencies should also take into consideration the need to
make arrangements for early close precedures. Early close procedures refer to preparing
certain aspects of financial statementsiat an early date. Nominated agencies are required to
perform early close procedures. Agencies should refer to NSW Treasury guidance
concerning early close procedures®.for further guidance.

The Australian National Audit Officed¢(ANAO)* has provided a detailed guide to effective
planning for the preparation of financial statements_ thatdescribes the process and notes key
planning considerations. A copy of the ANAO’s Better Practice Checklist: Planning the
preparation of financial statements has been reproduced with permission in Annexure G.

% |nformation about the early close requirements can be found in Accounting Policy Frequently Asked Questions

on the NSW Treasury Website at https://www.treasury.nsw.gov.au/information-public-entities/accounting-
policy/accounting-policy-fags

4 Australian National Audit Office (ANAO) June 2013 Preparation of Financial Statements by Public Sector
Entities, Better Practice Guide
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The Agency Head should ensure that there are adequate financial and human resources
provided and deployed to support the integrity of the agency’s financial information and
financial reporting. Adequate resources will, among other things, ensure that:

e the CFO is able to provide effective financial management support and assistance to
budget holders

e asound system of risk management is built into the agency’s financial operations
o afinancial reporting compliance framework is developed and maintained

o staff have sufficient time and knowledge to properly perform their responsibilities,
including those relating to financial processes, financial systems and record-keeping

e there is an effective system of financial delegations and adequate segregation of
duties.

The professional skills of senior finance staff are important. The NSW Department of
Premier and Cabinet Circular C1999-69*° Qualifications for Senior Financial Management
and Accounting‘Positions outlines qualifications required of people recruited or promoted to
financial managementspositions in agencies. The NSW Public Sector Performance
Development Framework® published by the Public Service Commission also provides
mandatory performance objectives for executives managing budgets including the Chief
Financial Officer and Exe€utiveslevel budget holding operational managers.?’

It is also important that all relevant staff within an agency understand their roles and
responsibilities relating to the preparation and presentation of financial information and have
sufficient guidance and training to‘undertake those roles and responsibilities. To ensure that
staff and resources are managed effectivelysagencies should also ensure that:

o clear lines of responsibility and accountabilityiin relation to financial report
preparation are identified and well understood

e the finance function and relevant business areas areysufficiently resourced and
skilled to meet their respective financial reperting,responsibilities

o the mix of resources utilised is effective in managingfpeak financial reporting
workloads

e there are practical strategies for succession planningiand longer term financial
workforce needs

e business continuity plans are in place.

% Department of Premier and Cabinet, http://www.dpc.nsw.gov.au/announcements/circulars/1999/c1999-69

26 ) .
http://www.psc.nsw.gov.au/employmentportal/performance-management-and-career-planning/managing-for-

performance/human-resources/framework-hr

2" A Finance Professionals Occupational Capability Set is currently being developed by the Public Service

Commission.
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It is important that agencies are aware, and have a good understanding, of the compliance
obligations relating to both the preparation and presentation of financial information.

Agencies should develop, implement and maintain formal arrangements designed to ensure
that staff and service providers understand legislative and policy requirements.

In preparing financial reports, agencies must comply with the accounting standards issued
by the Australian Accounting Standards Board (AASB) as well as public sector reporting
requirements including relevant legislation, policies and circulars.

” Vc

The/AASB sets the financial reporting standards for all reporting entities in Australia. The
objective ofdfinancial reporting is to ‘provide information about the financial position, financial
perfermance and cash flows of an entity that is useful to a wide range of users in making
economiic.decisions.””® In order for the financial information to be useful, the AASB states
that it should bé “relevant, reliable, comparable and understandable.””® Financial statements
are also the primary means by which the management or the governing body of a reporting
entity discharges its accountability to the users of the reported financial information.

A craf

S—y

In addition to the Australian Aecounting Standards, agencies must also comply with the
financial reporting requirements within the following instruments, as applicable, when
preparing financial information:

e Public Finance and Audit Act 1983%
e Annual Reports (Departments) Act 1985
e Annual Reports (Statutory Bodies) Act 1984

e Financial Reporting Code for NSW General Govefament Sector Agencies issued by
NSW Treasury

e Annual Appropriation Acts
e State Owned Corporations Act 1989
e Enabling legislation (for certain statutory bodies)

e Other mandatory NSW Treasury accounting policies, circulars and directions as required
for financial and year end reporting®

2 AASB 101 Presentation of Financial Statements, paragraph 9

29 AASB 101 Presentation of Financial Statements, paragraph 17(b)

%0 References to Acts should be read to include associated and relevant regulations

3L Alist of NSW Treasury accounting policies issued as NSW Treasury Circulars and NSW Treasury Policy

Papers currently in force (at date of publication) have been published in Appendix 3 of the Financial Reporting
Code for NSW General Government Sector Agencies.
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In accordance with Australian Accounting Standards and the PFAA, financial statements
must respectively present fairly/present a true and fair view of the financial position, financial
performance and cash flows of the agency. Reporting a true and fair view requires the
faithful representation of the effects of transactions, other events and conditions in
accordance with the definition and recognition criteria for assets, liabilities, revenue and
expenses.

The correct application of Australian Accounting Standards, legislation and other NSW
Treasury codes, policies and circulars, should result in financial statements that present a
true and fair view.

Anrobligations register, list or database can be useful to understand and monitor an agency’s
key campliance obligations. The information in the register should include the nature of the
obligation, the owner within the agency and any associated agency policies, plans or systems.
An example‘template for an obligations register is provided at Annexure H.

Keeping the,register up-to-date requires the implementation of processes that will ensure the
agency receives timely advice of changes to laws, regulations, standards, codes, policies
and other sourcés of compliance obligations. Entities, such as the Audit Office® and the
Parliamentary Counsels Office®, provide regular updates that can assist with this. Ongoing
liaison with NSW Goavernment strategic centres, including NSW Treasury analysts, can also
support the maintenance’of up-to-date information about an agency’s financial reporting
compliance obligations. Al current NSW Treasury Circulars and Policies are available on
the NSW Treasury website (http://www.treasury.nsw.gov.au).

The obligations register can also stipport an agency’s risk management processes by
providing a basis for identifying and assessing compliance risks and allocating resources for
their treatment accordingly.

While the CFO might not be allocated responsibility for maintenance of the agency’s
obligations register as a whole, they are expected 10 ensure that the financial management
and related obligations of the agency are monitered and«hat the register is updated
accordingly.

To comply with NSW Treasury’s Internal Audit and Risk Management Policysforthe NSW
Public Sector (TPP 15-03) the Agency Head is required to ensure that amenterprise risk
management process has been established that is appropriate to the needs'of the agency
and consistent with AS/NZS ISO 31000 Risk management — Principles and guidelines. \The
application of this risk management process should include the management of risks to' the
integrity of the agency’s financial information reported internally and externally.

%2 The Audit Office regularly publishes a Professional Update. Further information about this publication can be

found at http://www.audit.nsw.gov.au/Publications/ProfessionalUpdate

B A weekly notification is made available through the NSW Legislation website -

http://www.legislation.nsw.gov.au/maintop/epub
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Risk is defined as the impact of uncertainty on objectives. In the context of financial
reporting, an agency’s objectives will include the timely preparation of reliable external and
internal financial reports and prevention of inaccurate, misleading or fraudulent financial
reporting.

Risk assessment is a structured approach to identifying and analysing the uncertainties
that exist in meeting an agency’s objective of reporting high quality and timely financial
information. While the Agency Head is ultimately responsible for risk management across
the agency, the CFO has a key responsibility to assess and manage the risks relating to the
agency’s financial management and financial information.

Risk assessment consists of identifying risks, analysing and then evaluating these risks.
This enables the CFO to prioritise the risks and determine which require further treatment
and, then, identify the appropriate treatments. A process flowchart outlining the steps
involved in the risk management process can be found at Annexure I.

Risks can peértain to internal and external factors. Internally, the absence or ineffective
operation’of gach of the better practices described in this Policy and Guidelines Paper has
the potentialto adversely affect the integrity of an agency’s financial information.

The ANAO**has listed examples of events that can impact on the preparation of financial
statements:

e Unavailability of'skilled resources: a lack of appropriately trained staff will hinder an
agency’s ability to properly)perform its financial management and reporting
responsibilities.

e Unsuitable management information systems: an inefficient and/or ineffective
management information system may,result in a high degree of manual processing with
a greater risk of error.

e Incorrect recording of transactions:/ errors in re¢ordkeeping are likely to result in
misclassification of financial statement items and posting of amounts to incorrect
reporting periods.

e Unrecorded transactions: the non-recording of transactions will result in incomplete
records and financial reporting.

¢ Non-compliance with legislation: various pieces of legislation impact on an agency’s
administration, recordkeeping and financial reporting. Incorrect interpretations of
complex legislation may result in the inappropriate recoghition»of tfansactions or
incompleteness of transactions.

e Restructures: restructures resulting from internal or external events may-be
accompanied by staff changes and changes in supervision and the segregation of
duties. The transfer of assets and liabilities may also result from machinery of
government changes. These changes can have a significant impact on thefinancial
statement preparation process.

e Fraudulent activity: the availability, and extensive use, of information and
communication technologies has provided increased opportunities for fraud. Fraud
includes intentional misstatements, including omissions of amounts or disclosures,to
deceive users of financial information.

e Untimely reporting of information: delays in financial reporting may mean that the
information is out-of-date and of little value to users.

4 Australian National Audit Office (ANAO) June 2013 Preparation of Financial Statements by Public Sector
Entities, Better Practice Guide
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Other important considerations include interfaces with outsourced service providers and any
changes in the external environment, business model, operations, and technology.

After risks have been identified, the next step is to analyse and evaluate the risk and
develop cost effective treatments to bring it to a level at which the agency is prepared to
accept or tolerate the risk*®.

Throughout this process it is important to communicate and consult with key stakeholders
both within the agency as well as external stakeholders such as third party service providers.
It is also important to continuously monitor and review the whole process to ensure that
treatments remain effective and relevant. Change is constant. Managing change requires a
constant assessment of risk and the effectiveness of existing treatments on an ongoing
basis.

FYa [ag

In addition t6 managing risks to the overall operation of an agency’s financial management
framework and system of internal control, agencies may find it beneficial to conduct a risk
analysis fameach financial statement item and its accompanying notes.

The ANAO*® naotés that such an analysis may assist agencies to prioritise the resources
allocated to the preparation of the financial statements, including the extent of the quality
assurance required./ This\will also assist the agency to determine whether there is scope to
improve related controls.

\ e

Internal control activities, as related tofinancial information and financial reporting, are the
specific measures implemented to mitigate risks to the quality (including relevance,
reliability, comparability and understandability) of financial information. Internal control
activities will include the agency’s policies, procedures, processes and systems that
implement legislative and policy requirements, togetherwith the directions of management.
They will also comprise measures that have been identifiedyand implemented to address
specific risks identified in the financial reporting risk assessment process.

Internal control activities can be preventative or detective. Préventative activities operate to
prevent errors and irregularities while detective activities are designed to discover errors and
irregularities. Agencies should ensure that there is an appropriate balance between these
forms of activities. In addition, agencies need to be ready to identify and implement
corrective actions in a timely manner in response to errors and irregularities identified as an
outcome of detective activities.

B Nsw Treasury’s Risk Management Tool Kit for NSW Public Sector Agencies provides detailed guidance on the

risk management process

% Australian National Audit Office (ANAO) June 2013 Preparation of Financial Statements by Public Sector

Entities, Better Practice Guide. Refer to Toolkit - Item 6 for a template.
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In financial reporting, examples of key internal control activities will include®”:

Policies and procedures should provide clear and up-to-date accounting and
procedural guidance with unambiguous instructions for key processes that underpin
the collection, collation and reporting of financial information. The accounting
procedures should also clearly identify roles and responsibilities against key
processes and the associated accountabilities.

Authorisation and approval procedures (including delegations) should be clearly
defined and widely understood. Transactions should be authorised by people acting
within the range of their authority.

Segregation of duties ensures that no single person has control over a transaction
from beginning to end. ldeally, no single person should be able to authorise, pay,
record and reconcile a transaction. Effective segregation of duties provides an
important mechanism to better detect and prevent intentional and unintentional error.
Im'some instances, resource constraints might impede full segregation of duties.
These.instances should be clearly documented and alternative control activities —
Suchras periodic review processes — implemented.

Performance appraisal and the provision of training should be a priority to ensure
that staffthave the knowledge and skills to effectively deliver on their responsibilities.
Staff should beé held accountable for their roles and responsibilities but this should be
in an environmentthat.supports strong performance with good information, training
and coaching. Existing and new processes, procedures and technology should be
supported through the availability of accessible information and guidance.
Deficiencies in knowledge andéskills should be promptly addressed through training,
coaching and supervision.

Sound systems design and construction will ensure that technical systems
properly support the agency’s.internal control,framework and financial reporting
objectives. Key stakeholders®™ should be constited during systems design or
redesign including preparation of specifications, computer systems design, testing and
documentation to ensure that control objeCtives are satisfied. The design, and any
changes to systems and programs, should be clearly authorised with acceptance of
test results with final approval of changes approvediin writing by the project sponsor.

System-enabled control activities can provide a means of automating procedures
and processes. For example, access controls such as access restrictions and
password protections provide a means of implementing-adthorisation and approval
procedures and segregation of duties. Audit trails provide @means of reviewing and
evaluating the effectiveness of access controls as well as providing-asmeans of
investigating suspected irregularities. Other system-enabled control activities can
include input controls where input data is automatically reconciled t6 source
documentation and version controls to identify the latest approved versions of files.

37

The list and description of example controls is not intended to be exhaustive. Control activities should reflect

rigorous risk management processes. ldentification of risk treatments should lead to the implementation of new

and tailored controls appropriate to the specific contemporary needs of the agency. In some cases, risk

management processes will identify control activities that are unnecessary and that can be removed. Agencies
should also refer to NSW Treasury policies, circulars and other guidance for specific requirements as they

relate to internal controls.

3 Stakeholders may include functional users, internal and external auditors, and agency finance staff.

New South Wales Treasury Page 25



Certifying the effectiveness of internal controls over financial information tpp
17-06

Reconciliation processes should be completed in a timely manner to ensure the
accuracy of financial information. Where appropriate, the reconciliations procedures
should include:

e responsibility for reconciliation completion and review

o frequency of reconciliation completion

e prioritisation of key reconciliations

o format of the reconciliations

e completion deadlines

e requirements for reconciling items to be followed up and cleared in a timely manner
e requirements to review spreadsheet validity

e requirements for appropriate supporting documentation to be attached

e requirements for evidencing preparation and review processes.

There should be a segregation of duties between responsibilities for the preparation
and_review of reconciliations.

Automation ofyreconciliation processes, where possible, can ensure timeliness,
support consistent format, and reduce resource requirements associated with
reconciliation processes. Automated processes, however, should have clear control
objectives and provide an audit trail that can be readily monitored and reviewed.

Variance analysis should be routinely undertaken to identify and explain differences
between budgeted amounts and actual amounts. Not only can variance analysis be
useful in identifying irregularitieSior particular issues for correction or redress, but it
can also provide early infofmation about a performance trend in the agency.

Performance and quality reviews.of‘operations, processes and activities represent
important detective control activities. Reviewsican be undertaken in a range of
diverse formats including formal reviews (spe€ialiand periodic), informal reviews and
evaluations, and ongoing review processes such asysupervision.

Appropriate thresholds for the adjustment of errors provide a useful, commonly agreed,
reference point to guide decisions about the approach te'beyadopted in respect of
correction of errors and misstatements. Appropriate thresholds for adjustment of errors or
misstatements in financial reporting help to ensure the préportionate and efficient use of
resources. Itisimportant that such thresholds are agreed«with the ‘auditors and
documented.

Disaster recovery plans protect financial information and financial reporting by
planning for the detection and containment of disasters and recovery from disasters.
Disaster recovery plans should be tested regularly and reviewed at leastibi-anntally
using rigorous risk assessment processes to ensure that they are current and accurate.

Fraud and corruption is an important focus for internal control. Agencies should
develop and implement internal control activities, including specific policies and
procedures, to prevent, detect and correct fraudulent financial reporting, such as‘the
falsification of accounting records and the intentional omission of transactions and
misapplication of accounting principles. Controls should also be in place to prevent,
detect and correct misappropriation of resources or assets. The NSW Audit Office
Fraud Control Improvement Kit: Meeting your Fraud Control Obligations®® provides
agencies with better practice guidance to enhance fraud controls. The Independent
Commission Against Corruption has extensive guidance on preventing corruption, see
http://www.icac.nsw.gov.au/publications-and-resources/corruption-prevention.

3 http://www.audit.nsw.gov.au/Publications/Better-Practice-Guides
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The quality of financial information and financial reporting will reflect the nature and
effectiveness of an agency’s overall information management systems and its ability to
manage both electronic and physical information throughout the information lifecycle.

Agencies have specific obligations relating to information management including record-
keeping, such as those under the State Records Act 1988“. In addition, effective information
management will also:

e ensure that senior management, staff and other key stakeholders have the
information that they need to make good decisions

e support the agency and its staff to be accountable

o _support agency efficiency and productivity through facilitating retrieval and delivery
of infermation to others

e preserve the corporate memory of the agency.

Effective finaneial information management will include the following attributes:

o the comprehgnsive and accurate collection of relevant internal and external data
o proper collation'and record-keeping of financial data and information

e a capacity to collate data and process relevant data into financial information

e security of financial infermation and related records

e generation and delivefy of reparts to meet the requirements of users

e timely and straightforward access to financial data and financial information.

d' Lep't

An agency’s financial reporting and financial information should be regularly monitored and
evaluated to ensure that it presents a true and fair view'of the agency’s financial position and
performance.

Agencies should develop and implement processes for ensuring that feedback on financial
information is properly reviewed and acted upon. Feedback sources will include:

e agency Executive/Board

o staff and management

¢ the internal auditor

o the external auditor

e the ARC

o NSW Treasury analysts

e agency working groups and steering committees
e reports from program and project reviews.

Feedback about the integrity of financial reporting and financial information may include instances
of error and misstatement, unexpected variations, inclusion of irrelevant financial information or a
lack of explanatory notes or disclosures. Every instance of feedback about the agency’s financial
reporting and financial information generally should be assessed to determine the cause and

response required. This will not only provide good information about the presentation of financial

0" Details of requirements and responsibilities relating to record-keeping in the NSW public sector are available

from the State Record Authority - http://www.records.nsw.gov.au/recordkeeping/recordkeeping
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information but may also provide insights about the systems and processes behind that
information.

Feedback should be sought not only as to the presentation of the financial information but also
about the internal controls underpinning the information. This may include feedback relating to:

o effectiveness of training and availability of guidance on financial processes

¢ whether the financial management culture is supportive of good financial reporting
outcomes

e adequacy of controls at critical points

o efficacy of the allocation of responsibilities, including whether the delegations are
appropriate and effective.

24 Cont

The ageney’s system of internal control should be comprehensively reviewed on a regular
basis to ensure that controls are:

e adequate, proportionate and operating as intended

e adjusted as(necessary in response to changes in the internal or external
environment

e supporting the agency/to meet its financial reporting compliance and quality
objectives.

Monitoring and review can eithef'be carried out formally or informally with mechanisms that
may include:

e Management reviews: e.g. the use of self-assessments and other types of
management reviews
Independent reviews: e.g. by internal @r external audit
Continuous informal reviews: e.g. discussingithe progress and effectiveness of
the financial reporting system of internal control insworkgroups or meetings within
the finance function.

If there are any significant organisational changes, such as changes intkey processes,
systems or staffing, consideration should be made to conducting an earlier or additional
comprehensive review to assess the impact of those changes on‘the system of internal
control. Without undertaking such a review, the impact on the effectiveness of the system of
internal control of those changes may be underestimated or discovered toodate.

It is important that the results of any reviews are documented and communicated 0 senior
management including any recommendations to enhance the system of internal/contral.

Internal audit clearly has a role to play in providing independent, objective assurance and
recommendations for continuous improvement in relation to an agency's system of internal
control. Internal audit's annual work plan comprises a mixture of pro-active and reactive
audits, developed on the basis of both a risk assessment and input from key stakeholders.
These stakeholders will include, but not be limited to, the CFO because internal audit is
charged with reviewing internal controls employed within an agency, both financial and non-
financial. It is unacceptable to assume that internal audit alone can provide full assurance
around all controls over financial information. CFOs should instead look to internal audit as
just one source of feedback and assurance.
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Annexure A: Overview of annual certifications and attestations

The Agency Head is responsible for ensuring that the agency has an effective system of internal
control over the financial and related operations of the agency. The CFO Letter of Certification
provides the Agency Head with an important source of assurance in relation to this responsibility.

Further, as a separate requirement, the Agency Head is required to certify annually to NSW Treasury
as to the accuracy of revised estimates, budget and forward estimates, and to having ensured that
theré is,an effective system of internal control over the financial and related operations of the agency.
The CFO) Letter of Certification also provides the Agency Head with internal assurance from the CFO
to support this certification to NSW Treasury.

Auditor
Statement General
accompanying the J
financial statements® '
y .
Portfolio
Minister
CFO
Certification of
accuracy of Revised \
Estimates, Budget and —
Forward Estimates =/
- NSW
Attestation of Treasury*

compliance with the
Internal Audit and
—~ Risk Management \

— I
—L'.'

Policy

1. Acopy of the Letter of Certification is submitted to Treasury

2. Inthe case of the statement accompanying the financial statements, where there is a governing board, the statement is
signed by at least two (2) members of the governing board

3. The Statement is required under sections 41C and 45F respectively of the Public Finance and Audit Act 1983

4. A Statement of Compliance with the Internal Audit and Risk management Policy is published in the Agency’s Annual
Report.
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Letter of Certification

To the Head of Authority of [agency name]
Copied to NSW Treasury

For the Financial Year [20XX-XX]

Expression of opinion as to the effectiveness
of internal controls over financial Information

I [Chief Financial Officer of agency name] acknowledge my responsibility for the design,
implementation and, operation of internal control systems over the agency’s financial
information.

a) | certify that, to“the dest of my knowledge and belief and having undertaken the
relevant processes, ([agency name] had an effective* system of internal control to
ensure that financial informationdpresenting the financial position and performance of
the agency is true and fair in all material respects.

OR

b) | certify that, based on the annual evaluation of the system of internal control over
financial information, one or moresignificant deficiencies have been identified* that
are likely to have adversely affected the ability of fagency name] to record, process,
summarise and report financial information. These aresset out in detail on the attached
schedule.

Other than the deficiencies identified, | certify that the integrity of the financial
information has been based on a sound system of risk management and internal
control that has been operating effectively to the best of my knewledge and belief.

This certification is made on behalf of the following wholly controlledentities:
o [Entity 1]
o [Entity 2]
o [Entity 3]

[name]
Chief Financial Officer
[Date]

1 assessing effectiveness, the CFO should consider both whether the internal controls were appropriate and sufficient, as

well as whether they were operating properly.

2 Includes significant deficiencies for part of the financial year
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Action Plan

Description of deficiency | Likely impact Measures to address Timeframe

Complete as required

Q

[name]
Chief Financial

[Date] O

o4

A
Gey
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The following Internal Control Questionnaire (ICQ) is intended to be an example of a useful tool for
CFOs to use in assessing the effectiveness of controls relating to the preparation of financial
statements and other financial information. Controls will be aimed at managing the risk of material
misstatement or error within financial information that could result from errors in initiating, recording,
processing or reporting transactions.

Positive responses should provide a level of comfort and confidence to a CFO and provide a basis to
assistithem to meet their obligations to certify that the agency has had an effective system of internal
control tosensure that financial information is, in all material respects, true and fair.

The ICQ buildsfupon existing financial reporting checklists that have been provided to agencies by
NSW Treasury and has been supplemented, with permission, with material primarily from the ANAO.
Questiong'relating specifically to internal controls have been drawn from the COSO Internal Control
Framework guidance material. Further information on each of these resources can be accessed from:

ANAO - https://wwwianao.gov. au/work/better-practice-guide/public-sector-financial-statements-high-
quality-reporting-through4good!/

COSO - http://www.coso.org/

The ICQ is illustrative and not exhaustives While many of the questions relate to accounting
standards and NSW Treasury policysrequirements, the ICQ is not designed to reflect every standard
and policy requirement. Questions relating todunderlying processes supporting technical accounting
requirements have also been included.

Sample questions have been adapted for the NSW public sector and relate to both the specific
preparation of the financial statements as well.as regular rep@rting and the general management of
financial internal controls. Some questions may only be relevantto the General Government Sector.

The ICQ must be tailored to reflect the particular circumstances of each individual agency and the
CFO should determine what the focus of the ICQ should be. Agencies must be mindful of the need
and importance of covering high risk areas based on their risk assessment.when customising this
guestionnaire for their own use.

Prior to deployment, the ICQ, as tailored for the agency, must be approved by the*Agency Head.
The ICQ is to be completed by the CFO at the corporate level. The complétion of the ICQ should be
based on an appropriate consideration of risks within each major business unit area; including

information received through the Management Certification process.

The completed ICQ should be reviewed by the ARC (Core Requirement 5) as part of the ARC’s
review of the CFO Certification processes.

Whilst it is envisaged that the questionnaire will be concluded prior to signing off on the CFO Letter of
Certification, the evidence required to complete it will need to be planned, accumulated and
documented by the CFO throughout the financial year. This will enable any potential departures to be
identified early enough for remedial actions to be completed prior to final sign off.

The ICQ is not required to be submitted to NSW Treasury but should be retained by the agency.
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Financial Information Internal Control Questionnaire Template

This Internal Control Questionnaire (ICQ) is an important assurance tool for CFOs and Audit
and Risk Committees (ARCS).

The design of the ICQ must be tailored to reflect the individual circumstances and risk profiles
of the agency. Prior to deployment, the ICQ must be approved by the Agency Head.

The'ICQ must be completed by the CFO prior to the completion of the CFO Letter of
Certification.

Upon completion of the ICQ, significant issues identified that may impact on the quality of
financiallinformation and the effective operation of internal controls should be detailed in the
schedule below

Action plans,should be developed by management to overcome any deficiencies identified and
these plans should besmonitored by the CFO and overseen by the ARC and the Agency Head.

ACTION PLAN

ICQ# Description Action(s) Responsibility | Due Date Traffic Light
Status
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FINANCIAL INFORMATION INTERNAL CONTROL QUESTIONNAIRE

For reporting period [financial year 20XX — 20XX] Y N Comment

A STRONG FINANCIAL MANAGEMENT CULTURE INCLUDING TONE AT THE TOP

ICQ.1 | Demonstrated commitment to integrity and ethical values This column may be
* Inyour opinion, during the reporting period, did the agency have a used to document
culture that emphasised the importance of integrity and ethical relevant actions, note
behaviour? any departures or
»  During the reporting period, was a code of conduct in place that is concerns and identify
consistent with the government sector core values as outlined in the any remedial or
Government Sector Employment Act 2013? Was it implemented and follow up actions.

enforced through the behaviours and attitudes demonstrated by
senior management?

» ““Was adherence to the code of conduct and related polices
monitored and deviations identified and remedied in a timely and
consistent manner?

* Was there an on-going commitment and support by management for
the effective implementation of financial management internal
controls?

ICQ.2 | Audit and Risk Committee (ARC) oversight

«  During the repertingsperied, did the ARC complete its considerations
of the financial statements as required by TPP 15-03 Internal Audit
and Risk Management, Polieysfor the NSW Public Sector? Were all
issues raised satisfactorily resolved?

CLEAR DEFINITION OF FINANCIAL REPORTING/ROLES AND RESPONSIBILITIES

ICQ.3 | Oversight responsibilities

«  During the reporting period, were agency structures and
responsibilities defined and documented/to.ensure that financial
management oversight responsibilitiessand expectations were
established and well understood?

*  Was financial information, including an analysis of the financial
position and the projected financial outcome at year end, régularly
reviewed (e.g., monthly) by the agency head and senior
management?

+ Did those in senior management with responsibility for financial
management oversight hold the necessary expertise?

*  Where relevant, did those tasked with financial management
oversight responsibilities satisfy the necessary independence
requirements to ensure that they were objective in their evaluations
and decision making?

*  Was there sufficient oversight for the overall system of internal
control?

*  Were robust arrangements in place for the approval, review and
oversight over financial reporting at the business area/budget holder
level?

FINANCIAL REPORTING PLANNING

ICQ.4 Planning and coordination of the preparation of the financial
statements and financial information

*  Was a work plan and a timetable for the preparation of the financial
statements and other financial information prepared, discussed and
agreed with relevant stakeholders, including senior management
and the Audit Office as relevant?

*  Were formal arrangements in place to obtain appropriately certified
information from other agencies that was required to be included
within the agency’s financial statements and reporting information?

*  Were contingency arrangements in place for any unexpected staff
movements or unplanned leave that could affect the preparation of
the financial statement process?
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FINANCIAL INFORMATION INTERNAL CONTROL QUESTIONNAIRE

For reporting period [financial year 20XX — 20XX] Y N Comment

*  Were arrangements in place to regularly monitor and review
implementation of the work to ensure the financial statements and
other financial reporting requirements were completed in
accordance with agreed timeframes?

*  Were measures in place to align the scheduled meetings of the
ARC/Chief Executive/Board with the completion and audit of the
financial statements?

*  Was the timing and completion of the financial statements and audit
coordinated to meet deadlines in the NSW Treasury agency
reporting timetable, and the requirements of the Public Finance and
Audit Act 1983?

= Wasya timetable for printing/publishing/distributing financial
information established?

APPROPRIATE ALEOCATION OF RESOURCES AND COMPETENT STAFF FOR FINANCIAL INFORMATION
AND REPORTING FUNCTIONS

ICQ.5 | Management;of resources

«  During the reporting period, were effective human resource policies
and procedurestiimplemented to recruit, train, promote, remunerate
and retain skilled finange professionals?

«  Does evidence existithat employees had the requisite financial
knowledge, skills, expertise and qualifications (where appropriate) to
perform their jobs?

« Did senior management evaluate financial management
competence across the organisation, and provide training to support
continuing professional development?,

»  Were sufficient people resources, with appropriate qualifications
(where appropriate), knowledge and skillscommitted to the
preparation of financial information?

» Did officers involved in the preparation of financial statements and
other financial information understand their responsibilities and the
expectations placed on them to achieve a quality. productiwithin the
agreed timetable?
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FINANCIAL INFORMATION INTERNAL CONTROL QUESTIONNAIRE

For reporting period [financial year 20XX — 20XX] Y N Comment

IDENTIFICATION AND MONITORING OF FINANCIAL REPORTING COMPLIANCE OBLIGATIONS

ICQ.6 Accounting policies

»  During the reporting period, were the agency’s accounting policies
and procedures appropriate and consistent with the Australian
Accounting Standards and requirements as outlined within
Treasurer’s Directions, NSW Treasury Circulars and NSW
Treasury Policy and Guidelines papers?

This should include all relevant accounting policies as listed on the
NSW Treasury website*® and may include but is not limited to:

NSW Treasury Circulars

* Mandatory Early Close Procedures (updated annually)

» {Mandates of Options and Major Policy Decisions Under
Australian Accounting Standards (updated annually)

« < Aceounting for Long Service Leave and Annual Leave (TC 15-
09)

»  FinanciallandyReporting Requirements arising from Personnel
Services Arrangements (TC 15-07)

»  Financiakreportingirequirements for NSW Government Entities
including those affected by restructures (TC 15-05)

«  Accounting for,Superannuation (TC 14-05)

«  Determining the présent value of a provision (TC 11-17)

«  Accounting for Commonwealth Paid Parental Leave (TC 11-
16)

NSW Treasury Policies and Guidelines

*  Financial Reporting Code for,theINSW General Government
Sector Entities (updated annually)

«  Valuation of Physical Non-current /Assets at Fair,Value (TPP
14-01)

» Lessor Classification of Long Term Land Leases (TRP 11-1)

*  Contributions by owners made to Wholly-owned Publi¢:Service
Entities (TPP 09-3)

*  Accounting for Financial Instruments (TPP 08-1)

* Accounting for Privately Financed Projects (TPP 06-8)

»  Guidelines for Capitalisation of Expenditure on Property, Plant
and Equipment (TPP 06-6)

»  Distinguishing For-Profit from Not-For-Profit Entities (TPP.05-
4)

*  Were changes in the agency’s accounting policies from previous
reporting periods disclosed and the impact quantified in the
financial statements, where necessary, and endorsed by the
relevant stakeholders?

+ Did the agency undertake a review of new or updated accounting
standards? Were these changes incorporated into the agency’s
accounting policies to ensure they were appropriately applied to
financial information and reports?

3 For a list of NSW Treasury Accounting Policies see: http://www.treasury.nsw.gov.au/Publications_by_Policy Area or

Financial Reporting Code for the NSW General Government Sector Entities, Appendix 3.
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Y N Comment

For reporting period [financial year 20XX — 20XX]
ICQ.7

Legislative and policy compliance

During the reporting period, were there any breaches of legislation
and/or policy that could have an impact on the financial statements
and other financial information?

Were these breaches of legislation or policy addressed
appropriately?

Were monies expended for the purpose for which they were
appropriated and was there compliance with the limit on any
appropriation (i.e. limits were not exceeded)?

Were rollovers of unspent appropriations appropriately approved?
Were the financial impacts of any outstanding legal or contractual
matters identified and reflected in the financial statements and
other information, where appropriate?

Were delegated powers appropriately exercised during the
financial year?

Was appropriate action taken regarding communications from
regulatorysauthorities concerning non-compliance with, or
deficiencies ingfinancial reporting practices or other matters that
could have a material effect upon the financial statements?

ICQ.8

Accountability and compliance with policy and controls

During the reporting periodsdid management hold individuals
and/or business areas accountable for performance on policy
compliance and internal control responsibilities such as good
financial management and record keeping? Were any necessary
corrective actions implemented accordingly?

Were channels in place, such as whistleblowing hotlines, to enable
the confidential communication ofiinformation? Were all whistle-
blower reports investigated?

FINANCIAL INFORMATION RISK MANAGEMENT

1CQ.9

Agency objectives

For, and during, the reporting period, did the agency specify and
document its financial information and financial repofting objectives
with sufficient clarity to enable the identification and assessment’of
risks relating to the objectives?

Was the agency tolerance for specific areas of risk identified'and
communicated?
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Y N Comment

For reporting period [financial year 20XX — 20XX]
ICQ.10

Identification and analysis of financial management risks

During the reporting period, did the analysis of financial
management risks consider both internal and external factors and
their impact on the achievement of objectives?
Did the agency identify and assess risks at all levels relevant to the
achievement of financial reporting objectives?
As a minimum, were the risks which are commonly identified as
risks that can impact the preparation of financial statements
considered? This includes but is not limited to:

— Unavailability of skilled resources

— Unsuitable management information systems

~  The incorrect recording or non-recording of transactions

— 1 Non-compliance with legislation and/or policy

— 4 Restructures

— <Fraudulent activity and corruption

Untimely or inaccurate reporting of information

Were effective risk management practices consistently applied
throughaut thé agency during the reporting period?
Were effective mechanisms in place to ensure that risk
assessmentsireceived the appropriate attention from
management?
Were suitable processesdnplace,to ensure that identified risks
were analysed through/a process that included estimating the
likelihood, consequence,and significance of the risk?
Did the risk assessment determine the significance of the risk
assuming existing controls fail?

ICQ.11

Treatment of risks

Following the risk assessment, did management ensure that
suitable risk treatments were planned.and implemented (where
necessary)?

Did regular monitoring and consideration of the identified risks and
treatments take place?

ICQ.12

Assessment of fraud and corruption risk

During the reporting period, were there any instances of suspected
fraud? If so, did the agency consider the financial information,
systems and processes that may be affected?

Were all instances of fraud or corruption reported to the Agency
Head and ARC?

During the reporting period, were factors that could place pressure
on management to achieve financial results, and increase the risk
of fraudulent financial reporting, considered? If so, were
appropriate mitigation or control activities put in place?

1CQ.13

Identify and analyse significant change

During the reporting period, were arrangements in place to monitor
any proposed changes to the agency’s business strategy, systems
or processes that could have affected the financial statements?
Did clearly understood reporting mechanisms exist to alert senior
management to new and changing risks regarding the preparation
of financial information?

Were changes in management and their attitudes and philosophies
regarding risk and internal controls considered?
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Y N Comment

For reporting period [financial year 20XX — 20XX]
INTERNAL CONTROLS ACTIVITIES FOR FINANCIAL INFORMATION AND REPORTING

ICQ.14

Selection of internal controls

During the reporting period, did the agency have internal controls
that had been selected and developed to contribute to the
mitigation of risks to accurate and timely financial reporting?
Were internal controls in place to ensure compliance with
legislation (e.g. the Public Finance and Audit Act 1983), Australian
Accounting Standards and other regulations relevant to the
preparation of financial statements and other financial information?
Were internal controls within the agency sufficiently robust to
prevent, detect or correct error, misstatement or fraud?
Dichaccounting and business systems that record and monitor
financialdransactions operate effectively throughout the year? If
not, were alternative measures implemented to correct
deficiencies?

Weretheiinternal controls relating to key IT systems that underpin
the collection, recording processing and presentation of financial
information tested and did these operate as intended?

Were all internal controls relevant to the preparation of financial
information identified and documented to enable a comprehensive
analysis to be undertaken of their effectiveness?

Were measures in placeto ensure that segregation of duties was
applied to control activities to'better enable the detection and
prevention of fraud and error?

ICQ.15

Policies and procedures

Were internal controls reinforced thretigh/clear policies and
guidelines, so that employees knew what was.expected and how to
implement internal controls? Was training provided (where
necessary)?

Were effective mechanisms in place to establish responsibility and
accountability for the implementation of internal eontrol policies and
procedures?

ICQ.16

Preparation of Financial Reports and Information
NSW Treasury Checklists and Procedures

Were all early close procedures as outlined in NSW Treasury’s
annual instructions considered and completed accordingly?

Were the procedures outlined within the annual Financial Reporting
Checklist as provided by NSW Treasury considered and completed
accordingly?

End of Financial Year Close

Was the accounts close completed in line with the close timetable
and NSW Treasury deadlines (including early close requirements)?
Were lessons learnt from the accounts close process logged and
reviewed by management? Were lessons from previous years
acted upon for the financial year?

Presentation and Disclosure

Were steps taken to ensure that the financial statement items and
corresponding notes:
— reflected the re-stating of comparative year figures, where
appropriate
— were supported by lead schedules and other supporting
documentation, reconciling to the trial balance, where
appropriate, and
— were free from arithmetical and typographical errors?
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FINANCIAL INFORMATION INTERNAL CONTROL QUESTIONNAIRE
For reporting period [financial year 20XX — 20XX] Y N Comment

Notes to the Financial Statements

*  Were specific notes and disclosures prepared as required by the
Australian accounting standards and NSW Treasury Accounting
Policy: Financial Reporting Code for the NSW General
Government Sector Entities?

*  Were any other disclosures required to present a true and fair view

included in the financial statements?

General and Subsequent Events

*  Were there any events or transactions (other than those reflected
or disclosed in the financial statements) that should have been
disclosed to prevent misleading the users of the financial
statements?

» 4 Are you satisfied that any events occurring after the reporting date
were adjusted or disclosed in the financial statements where
appropriate?

Group Financial'Statements

«  Are you satigfied that the group financial statements included the
results of the parent entity and all subsidiaries, associates and joint
ventures as appropriate?

«  Are you satisfiedithat'all special purpose entities that are controlled
by the entity were consolidated in the group financial statements?

ICQ.17 | General Procedures and Practices concerning the preparation of
Financial Information

Analysis and adjustment of errors and'misstatements

«  Was an appropriate materiality threshold set®by the agency for the
analysis and adjustment of errors andsmisstatements? Were the
materiality thresholds applied during the preparation ofthe financial
statements endorsed by the ARC and the Agency #ead?

*  Were errors or misstatements identified during the year analysed to
consider their impact on financial reporting and decision making?
Were all material errors or misstatements corrected? Was the‘root
cause of material errors investigated and any control weaknesses
resolved?

Analytical procedures

*  Were analytical procedures used to identify any unusual
relationships and items within draft financial reports which could
indicate issues with accuracy and completeness?

*  Were unusual relationships and items within draft financial reports
investigated and corrected where necessary to ensure financial
information was reliable? Was the possibility of systematic
breakdowns in internal controls considered?

*  Were explanations obtained for significant variations in financial
results when compared to the previous year and the current year’s
budget? Was management satisfied that the explanations were
reasonable?

*  Were significant non-recurring transactions or events adequately
explained? Were they checked to ensure the correct accounting
treatment was applied?

*  Were significant accounts identified and checked for accuracy
ahead of the financial statement preparation?

*  Were critical business processes and systems evaluated to ensure
the accuracy of the financial information generated?
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FINANCIAL INFORMATION INTERNAL CONTROL QUESTIONNAIRE

17-06

Y N Comment

For reporting period [financial year 20XX — 20XX]

Reconciliations

»  Were reconciliations completed between data outputs from
financial and other related ICT systems?

*  Were there appropriate checks in place to ensure financial analysis
was accurate and could be reconciled back to source data?

Variance analysis and forecasting

*  Were accruals-based management accounting reports prepared
regularly (e.g. monthly)?

»  Was routine analysis performed and were any problems that were
identified addressed promptly? (This includes the analysis of
variances and the management of projected overspends).

Actounting estimates and methodology

* ', Were the methodology and techniques used for developing
accountingyestimates documented? Was this methodology based
onapproepriate accounting policies?

*  Were'accounting estimates based on sound assumptions about
future conditions, transactions or events that affect the estimates?
Were the assumptions routinely tested to ensure they remained
valid?

*  Was sufficient, relevant data collected on which to base the
accounting estimates? Was thebasis for the estimates reasonable
and accurate?

ICQ.18 | Management Certifications
*  Were the financial statements and other financial information
supported by management sign-offs‘from budget holders and
appropriate business area managers?
«  Were the management certifications,supported by appropriate
documentation, where applicable?
ICQ.19 | Managing outsourced service providers

»  During the reporting period, were outsourced service providers
governed by a service level agreement with clearly defined
objectives, service outputs, performance indicators and measures?

*  Was the performance of the service provider regularly monitored
and measured against the service level agreement?

*  Was a letter of certification meeting the satisfaction of the ageney:.
as to the effectiveness of the internal controls in the service
organisation (as they relate to, and impact on, the agency’s
financial information) received from the outsourced service
provider?

EFFECTIVE FINANCIAL INFORMATION MANAGEMENT INCLUDING PROPER RECORD KEERING

1CQ.20

Documentation

»  During the reporting period, was key documentation supporting the
preparation of the financial statements and other financial reports
maintained? This may include analyses performed, management
representations, checklists, technical advice, registers,
correspondence concerning significant matters and work
schedules.

*  Were there any significant management judgements and
estimations made? If so, did the agency adequately disclose and
document this information?

*  Was all information from other entities that was required to be
included in the financial reports (including financial statements)
obtained? Was this information appropriately certified in
accordance with the agreed arrangements?

New South Wales Treasury

Page 41



Certifying the effectiveness of internal controls over financial information tpp

FINANCIAL INFORMATION INTERNAL CONTROL QUESTIONNAIRE

17-06

Y N Comment

For reporting period [financial year 20XX — 20XX]

« Did financial records meet the requirements of the State Records
Authority?

*  Were suitable financial records, as outlined in the Client Assistance

Schedules and Client Service Plans (issued by the external audit
teams) as a minimum, available for the external auditors?

*  Were accounting records retained in accordance with the NSW
Treasury and ATO requirements?

FINANCIAL INFORMATION AND REPORTING PERFORMANCE MONITORING AND

EVALUATION

1CQ.21

Treatment of deficiencies

» _4During the reporting period, were identified internal control
deficiencies evaluated and communicated in a timely manner to
thosesesponsible for taking action including those with oversight
responsibilities?

*  Werefappropriate measures in place to track whether corrective
actionsshad delivered the required results on a timely basis?

ICQ.22

Quality assurance

»  During the reportingypefiod, were the financial statements and
other financial information subject to appropriate quality assurance
reviews to ensure that they haddeen prepared in accordance with
NSW Treasury’s policies and Australian Accounting Standards?

«  Were there any instancesiwhere the quality of financial information
was raised as an issue? (For example; by internal or external
audits). If so, was appropriate remedial action taken in response
and the ensuing results monitored?

«  Were all matters raised by the ARC from its review of the financial
statements and other financial information during the,reporting
period addressed?

+ Did the agency identify any significant or material issues-arising
during the financial management oversight processes (e.gs
reconciliations)? If so, did the agency consider the impa€t on the
quality of financial information and reporting? Were these'issues
resolved?

»  During the reporting period, were there instances of the untimeély
reporting of information? If so, was appropriate remedial action
taken in response?

ICQ.23

Audit

*  Were records and related information that support the financial
statements made available to external audit e.g. Board minutes,
accounting records, third party documents, relevant ministerial
approval/determinations?

*  Were the reasons for not correcting any errors or misstatements
identified by external audit reported to the Chief
Executive/Board/ARC, where appropriate?

*  Was the audit opinion including issues arising from the audit
discussed with the NSW Audit Office?

*  Were remedial measures taken (or proposed) to address the
issues raised by external audit, including any adjustments
necessary to the financial statements?

*  Were any legal compliance issues raised by internal and/or
external audit adequately addressed and reflected in the financial
statements, where appropriate?
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FINANCIAL INFORMATION INTERNAL CONTROL QUESTIONNAIRE

For reporting period [financial year 20XX — 20XX] Y N Comment

CONTINUOUS IMPROVEMENT

ICQ.24 | Evaluations

*  Were all internal controls relevant to the preparation of financial
information identified and documented to enable a comprehensive
analysis to be undertaken of their effectiveness?

*  Was adequate monitoring and evaluation of internal controls in
place to ensure that they were proportionate and operating as
intended?

ICQ.25 4| Changes to the environment

«% During the reporting period, were there any changes to internal
controls, systems or procedures related to financial information that
may havé affected the quality and integrity of financial information?

+ “WWas the agency subject to any machinery of government changes
thatmay ‘have impacted the allocation of resources and the
preparation.of financial information?

*  Were theré any'new contracts, partnerships or commercial
activities that required consideration and attention when
considering'internal.controls?

*  Was there a process)for identifying and responding to changes to
financial reporting requirements and the operational environment?

+ Didinternal audit or any other external consultancy/assurance
body provide recommendations to improve the internal controls
over the provision of finangeial information? If so were these
recommendations monitored through'to successful implementation
by management, the Agency Head and the ARC?
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TPP 15-03 requires the Audit and Risk Committee to be satisfied that the financial statements are
supported by appropriate management sign-offs on the statements and on the adequacy of the
systems of internal control.

The exact nature of these sign-offs will vary. However, agencies may consider using a tool, similar to
thedManagement Certification Questionnaire included below, to obtain certifications from relevant
blsiness unit managers/budget holders within their agency. Alternatively, agencies may develop a
Management Certification Questionnaire that is derived from the ICQ or a combination of these
approaches.

Information-retdrned within completed questionnaires should provide the CFO with a level of
confidence that business areas have a clear understanding of their financial reporting and internal
control obligations, and that these have been implemented and have been operating effectively across
the entire organisations

As is the case with thednternal Control Questionnaire, the template should be tailored to meet the
particular circumstances ©f the agency. The selected questions should enable both the business area
manager and the CFO to determine whether there are any issues that may impact on the agency’s
system of internal control and'the,quality of financial information. Questions may therefore focus on
those areas where the agency-has identified particular risks or on those areas where the CFO has
less visibility of operational practices and outcomes.

It is envisaged that whilst the Management Cefiification Questionnaire is to be completed prior to the
CFO Internal Control Questionnaire, business managers will be advised of the requirements of the
Questionnaire and understand their obligations#vell in advance of the deadline for completion. This
will enable any potential weaknesses to be identified and appropriate remedial actions to be
undertaken before final sign off by the business.manager.

The questions provided below are for illustrative purposes anly and.should not be considered
exhaustive.
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Management Certification Questionnaire Template

Introduction and Overview

The fellowing questionnaire and certification is necessary and required so that the Chief Financial
Officer (€FO) is able to certify that [AGENCY NAME] has had a sound system of risk management
and internal control to ensure that the agency’s financial information is true and fair, in all material
respects.

At a minimum, when making the certification, NSW Treasury requires the CFO to consider the
following:

financial management culture (including tone at the top)

clarity offroles and responsibilities relating to financial reporting
sufficiency‘and.appropriateness of financial reporting planning

sufficiency of resources and competency of staff responsible for financial reporting
compliance with financiakreporting obligations

financial information riskumanagement

effectiveness of internal controhactivities

effectiveness of financial information management including proper record keeping
financial information and reperting performance monitoring and evaluation
continuous improvement processes.

Managers have a key role in implementing and overseeing key internal controls within their areas that
affect the agency’s financial information and financial reporting. In recognition of this, itis a
requirement of NSW Treasury that the CFO must request and/consider certifications provided by
management as part of the process underpinning the certification. This questionnaire is designed to
meet that requirement. The questionnaire covers the finaficial year [[NSERT FINANCIAL YEAR].
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a)

b)

c)

d)

17-06

Certification by Business Area Manager

I acknowledge and understand my responsibilities for ensuring that financial information
as it relates to [INSERT BUSINESS AREA] is in line with [INSERT AGENCY7]'s policies
and procedures.

I'acknowledge my responsibility for the implementation and operation of internal control
systems over the financial and related operations of the agency as they relate to my
business area.

| certify’'that, to the best of my knowledge and belief, any issues relevant to my business
area, which in my opinion, may have impacted the preparation of financial statements
and infarmation and the effective operation of internal controls during the financial year
[INSERT FINANCIAL YEAR] have been identified in the significant issues schedule
below. Wherge deficiencies have been identified, corrective actions and timeframes for
their completionshave been proposed.

I have complied with*the'requirements of the CFO’s Management Certification
Questionnaire, and the'information provided for the financial year [INSERT FINANCIAL
YEAR] is accurate and complete.

ACTION PLAN

MAQ# Deficiency Action(s) Responsibility | Due Date Traffic Light

Status

Signature of business area manager

Business area

Date
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MANAGEMENT CERTIFICATION QUESTIONNAIRE TEMPLATE

For reporting period [financial year 20XX — 20XX] Comment

A STRONG FINANCIAL CULTURE INCLUDING TONE AT THE TOP

MAQ.1 *  Were all employees in your business area informed of the code of This column may be
conduct and did you monitor their compliance with this code? used to document
» Did you take steps to create and maintain a culture within your relevant actions, note
business area that emphasised the importance of the effective any departures or
implementation of financial management internal controls and high concerns and identify
quality financial information? any remedial actions.
CLEA'D%TION OF FINANCIAL REPORTING ROLES AND RESPONSIBILITIES
MAQ.2 » “U'Were the financial responsibilities of the staff within your business
area clearly communicated to establish performance expectations,
accountability and control?
« During'the reporting period, did robust arrangements exist within
your business, area to review and approve the preparation of
financial infermation?

FINANCIAL REPORTINW

MAQ.3 | .

Did documented roles,and responsibilities of staff in your business

area ensure that allrelevant:ebjectives relating to the preparation

of financial information were ideftified and assigned appropriately?

«  Were arrangements in placeto ensure that information required
from third parties for inclusion within financial information was
received on time and is certified appropriately?

*  Can you confirm the following fof the financial year:

a) Your business area was prepared for possible business
disruptions

b) Your business area managed husiness continuitysin line with
the agency’s policy and mitigation strategies were
implemented where necessary.

c) Contingency plans were reviewed and updatéd where
necessary.

APPROPRIATE ALLOCATION OF RESOURCES AND COMPETENT STA NANCIAL INFORMATION
AND REPORTING FUNCTIONS

MAQ.4 | .

Were there sufficient resources within your business area, with.the
appropriate levels of expertise and knowledge, committed to the
financial information preparation process?

» Did those tasked with oversight responsibilities hold the necessary
expertise?

IDENTIFICATION AND MONITORING OF FINANCIAL REPORTING COMPLIANCE OBLIG NS

MAQ.5 » Did your business area have effective systems to enable it to

comply with its legislative and policy obligations, including
adequately documented policies, procedures and other documents
that were easily accessible by relevant staff?

+ Did you take steps to create and maintain a culture within your
business area that encouraged legislative compliance, including
encouraging relevant officers to seek legal, expert or NSW
Treasury advice in situations where the risks associated with non-
compliance were high?

*  Were new staff informed about their legislative and policy
responsibilities and were all staff provided with information and
training to maintain and update their knowledge of obligations as
required?
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MANAGEMENT CERTIFICATION QUESTIONNAIRE TEMPLATE

For reporting period [financial year 20XX — 20XX]

During the reporting period, did your business area have effective
processes to assist it to prevent, identify, report, remediate and
monitor breaches of legislation?

*  Were any significant breaches of legislation reported to executive
management?

tpp
17-06

Comment

MAQ.6

FINAi‘EI

MAQ.7

Delegations

+  Areyou satisfied that administrative and financial delegations were
followed in accordance with prescribed guidelines?

RMATION RISK MANAGEMENT

ldentifieation and analysis of risks

» £ Were thedinancial reporting objectives of your business area
sufficiently documented to enable the identification and
assessmentief risks?

*  Were gffective risk management practices relevant to the
achievement ofsfinancial reporting objectives implemented across
your business area over the reporting period?

«  Were all identified risks,considered and addressed by your
business area or escalated appropriately to Senior Management
for further attention?

MAQ.8

Fraud Risk

»  During the reporting peried; was any fraud and/or error involving
management or employees detected within your Business Area?

« If there were any fraud or error events that had, or that may have,
an impact on the agency’s financial information please provide:
a) Details of the evidence uncovered
b) Details of any subsequent action taken
c) Confirmation of no loss of public'monies
d) Advice on whether ICAC was informed.

INTERNAL CONTROL ACTIVITIES FOR FINANCIAL INFORM%NMORTING

MAQ.9 Selection of controls

»  During the reporting period, did your business area operate intefnal
controls selected and developed to contribute to the mitigation of
risks associated with the preparation of financial information?

»  Can you confirm that adequate internal controls operated in your
business area during the reporting period and that there was no
significant breakdown in these controls?

MAQ.10 | Employee entitlements

*  Can you confirm that, during the reporting period, employee
advances, including travel advances, were authorised by the
appropriate officer and reconciled at the end of the period/trip, with
all outstanding monies promptly being returned to the agency?

MAQ.11 | Assets - Cash Floats and Bank Accounts

*  Can you confirm that:

a) All bank accounts were reconciled at least on a monthly basis
and appropriate action taken to investigate and resolve any
unexpected items?

b) All cash floats, including advance accounts/witness advances,
petty cash and change/counter cash advances, were
reconciled and verified by a senior officer as required
throughout the year?

¢) You obtained the necessary prior approval for any new bank
accounts opened during the reporting period?
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MANAGEMENT CERTIFICATION QUESTIONNAIRE TEMPLATE

For reporting period [financial year 20XX — 20XX] Comment

MAQ.12 | Assets - Receivables

* Areyou satisfied that:

a) Invoices were raised for all recoverable debts, based on
purchase orders received, service delivery agreements or
other written evidence?

b) All receipts were correctly allocated against the appropriate
debtors to reduce the amounts outstanding?

c) Assessments were made as to whether outstanding invoice
amounts were recoverable and, where applicable, adequate
provisions for doubtful debts were made, and any bad debts
written off?

d), There was an effective process for working with the finance
function to assess and approve the write-off of bad debts?

e) The Audit and Risk Committee was provided with a summary
ofdad debts written off in the year for each category of
revenue?

MAQ.13 | Commitments; Contingent Assets and Liabilities

«  Can you confirm that:

a) All capital and’other expenditure commitments were advised to
Corporate Finance for inclusion in the accounting records of the
agency?

b) All operating lease commitments were inclusive of management
fees and other charges,cavered by eperating lease agreements?

¢) Any contingent liabilities'were adyised, including details of
litigation or threatened litigationfagainst the agency?

d) Any contingent assets were advised?

MAQ.14 | Physical Assets
»  Can you confirm that:

a) All assets were accounted for and any discrepancies hotified
to the appropriate branch for rectification.

b) Noatification of transfers or disposals of assets (including
transfers between business centres) was made to the relevant
finance officers for adjustment of the fixed asset register

c) There were no impediments or charges over the assets and/or
no assets were pledged?

d) Management provided valuers with suitable and consistent
instructions about valuation assumptions to be applied.

MAQ.15 | Accruals
»  Can you confirm that:

a) All relevant creditor accruals (goods or services that have
been contracted for and received but which have not been
paid) were recognised as at [Insert date]

b) All relevant debtor accruals (goods or services that have been
contracted for and delivered but for which payment has not
been received) were recognised as at [Insert date]

c) All goods received were receipted and all services delivered
were invoiced as at [Insert date]

d) All quantity and price mismatches were investigated and
resolved within 30 days

e) No accruals have since come to your notice that would require
adjustment in the accounting records

f)  Appropriate procedures were established for receiving goods
and services?
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MANAGE

For repor

MENT CERTIFICATION QUESTIONNAIRE TEMPLATE
ting period [financial year 20XX — 20XX]

Were any significant judgements and estimates of uncertainty
made? (This may also include the determination of discount rates,
inflation and other rates etc) If so, were such assumptions
consistent with applicable accounting standards, NSW Treasury
guidance and previous year assumptions?

*  Were such assumptions reviewed and endorsed by management
in particular before being applied by external experts such as
valuers and actuaries?

tpp
17-06

Comment

MAQ.16

Managing contractors and consultants

» 3 Were all appropriate returns covering the engagement of
consultants and contractors for the financial year provided to the
relevant division(s)?

* < Were all authorisations for the engagement of consultancy services
in accordance with agency guidelines?

MAQ.17

General

« Did thefollowing occur in your business area during the reporting
period:

a) Any event, circumstance or information that had, or may have,
such a finaneial impact that could make the agency’s financial
information (including financial statements) misleading or
incomplete?

b) Any change in strategic direction of your business area, or a
legislative change that.caused animpact on the financial
affairs of the agency?

EFFECTIVI

L N

E FINANCIAL INFORMATION MANAGEMENT | UDING PROPER RECORD-KEEPING

MAQ.18

Policies and procedures

+  Can you confirm that:
a) Manuals were in place for all major systemsfand procedures
b) These manuals were updated and adjusted on atimely basis
c) If manuals did not exist, steps are being taken to‘ensureitheir
implementation as soon as possible.

MAQ.19

Accounting Records

e Were all financial transactions of your business area properly
recorded (with working papers) in the accounting records, audit
files and systems?

e Were appropriate accounting records kept and relevant action
taken with regard to the following:

a) The issue of purchase orders in accordance with legislative
requirements, including with respect to government contracts
where appropriate, and the obtaining of quotations where
necessary.

b) The proper approval, verification and authorisation of vouchers
or orders in accordance with Treasurer’s Directions and
supported by appropriate documentation.

c) The proper approval of vouchers involving expenditure,
including air travel, by business centre managers by their
direct manager, including the Agency Head, where
appropriate.

d) The timely issue of receipts and daily banking as appropriate.

New South Wales Treasury

Page 50



Certifying the effectiveness of internal controls over financial information tpp
17-06

MANAGEMENT CERTIFICATION QUESTIONNAIRE TEMPLATE

For reporting period [financial year 20XX — 20XX] Comment

FINANCIAL INFORMATION AND REPORTING PERFORMANCE MONITORING AND EVALUATION

MAQ.20 | Treatment of deficiencies

»  Were any identified deficiencies in internal controls relevant to the
preparation of financial information communicated and escalated
appropriately for consideration and action?

MAQ.22, |/ Quality checks

- Was the financial information generated by your business area
subject to appropriate quality checks?

MAQ.22 | Internal and external audit reports

» ‘€an'you confirm that all recommendations or matters for action
arising from*Audit Office and internal audit reports, particularly high
and medium risk matters, relating to your business area prior to, or
during the reporting period, were actioned and closed off during the
year or appropriate steps were taken to action such matters?

« If appropriate steps have not been taken to date, what proposed
actions and timetables are in place to ensure implementation?

CONTINUOUS IMPROVEM

e

MAQ.23 | Evaluations and changes to the envirofiment

. Did you monitor internal controls'within your business area to
ensure that they were functioning asdntended and were still
relevant?

. Was there a process within your Business"Area to identify,
respond to and monitor changes to‘financial reporting
requirements and any changes to the environment?

QUESTIONNAIRE ADMINISTRATION - Q

MAQ.24 | . This questionnaire may be subject to audit or consideration bysthe
Audit and Risk Committee. Please confirm that a permanent
record has been created in respect of this questionnaire.
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What to ask

Have responsibilities for

tpp
17-06

‘ Who to ask What to look for

Agency Head/

Have those with responsibility and accountability for

financial reporting internal CFO/ Senior financial reporting internal controls had a clear
controls been clearly Management understanding of their respective responsibilities and
defined? accountabilities?

e Have the responsibilities and accountabilities for financial
reporting internal controls been clearly documented and
made available to relevant officers?

e Has there been sufficient resourcing to allow for proper
definition of roles and responsibilities including segregation
of duties?

During the fin@ncial years CEO ¢ Have internal controls during the reporting period been
have interral controls; adequate?

(including controls aver e  Were the internal controls operating effectively throughout
disclosure and finangial the reporting period?

r%portlntg prrc])c(j:es;?es;)ivbt’e)en e What foundations and better practices have supported
adequate and eflective: good financial reporting within, and by, the agency?

e Has there been any information arising from the ARC
deliberations throughout the year that contradict the CFQO’s
assessment of the internal controls?

Has the CFO deemed the CEO ¢ _Has the impact of these deficiencies been documented and

evaluation of internal justified?

controls over financial e Has there been, or is there, an adequate action plan

information to have established to address these deficiencies?

significant deficiencies? e Havesthere been appropriate monitoring procedures to
track progressiagainst action plans in order to address
deficiencies?

o Have all identified deficiencies been satisfactorily
addressed?

What has the CEO done to CEO ¢ Have all the Core Requirements and relevant Annexure
confirm their certification of templates in the Policy andiGuidelines Paper — Certifying
the internal controls over Effectiveness of Internal Controls over Financial

financial information? Information - been appropriately considered?

e Have appropriate certifications been obtained from
management? Is there consistency between the
management certifications provided and the assessment
made in the CFO Certification?

e Has a certification letter that provides an independent
opinion on the design and operating effectiveness_of
controls for each external service provider asthey relate to
the agency’s financial reporting been provided? If sofwhat
were the results and do the results affect the integrity of the
agency’s financial information and financial reporting?

Has a financial reporting risk | CFO e If so, were there any significant or extreme risks identified?

assessment been
undertaken?

What action was, or is being, taken to address those risks?
If not, when will the next risk assessment be undertaken?

How have processes/controls been adjusted to reflect new
or changing risks, or operational deficiencies?
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17-06

‘ What to ask ‘ Who to ask  What to look for
What have been, or are, the | CFO What impact has there been on the financial statements?
|mp||cat|_ons of_c_hanges in Have there been, or are there, any capital management
accounting policies due to issues?
new accounting standards ' ) .
and/or interpretations? Has there been any requirement to restate the previous
year’s statements to ensure comparability with the current
year? Has this been suitably explained in the notes to the
financial statements?
Have there been any , Management/ Have these been addressed by management? Has the
indicaters of fraud present? exte_rnal impact been assessed?
auditor
f/internal
auditor
Has financialiinformation CFO Has information been readily received from management

being receivedifram
management and others
been timely and fit for
purpose?

and others to meet regular reporting deadlines?

Have ad hoc requests for financial information been readily
addressed?

Has financial information from managers and others been
relevant, reliable, comparable and understandable?

Has the finance function been required to invest significant
time following-up requests for information?

Has the ARC been given sufficient time to review the
financial statements?
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JCESS |

CFO Certification of the system of.internal controls over financial information
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G Gy St Questionnaire Certification implement action plans to address accepted by CEO
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g implement action plans to address these in and provided to

preparation for signing o
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c D = Certification as to the design and operating effectiveness of
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(Source: Australian National Audit Office (ANAQO) June 2013 Preparation of Financial Statements by Public
Sector Entities, Better Practice Guide)

Better practice entities will establish the following practices in planning the preparation of their
financial statements:

identifying requirements and risks at an early stage
liaisingsaregularly with stakeholders

formally allocating responsibilities - errors are reduced when rigorous reviews of information
are performed and accountability for error correction is assigned to the originating unit

determining'realistic elapsed times for each activity. Information about timeframes assists in
planning theutotal resource requirements, enabling a more realistic estimate of workloads and
completion dates; as well as early identification of resource gaps

preparing detailed*plans covering key activities, responsibilities and timelines. Accurate times
are defined for tasks that'have very tight deadlines, or for tasks that have consequential
effects on other activities.” Rélevant stakeholders are consulted to agree and plan deadlines

obtaining early finalisation and@pprovalef the work plan and prompt promulgation to relevant
staff so that they can plan to meet thefrequired deadlines. The work plan is also agreed with
external audit and aligned with their' timetable

preparing clear, easy-to-follow instruetions'and checklists that are linked to the work plan,
providing detailed and specific guidance on@a'wide range of tasks, such as accrued and
unearned income, accruals and prepayments, journal entry processing and reconciliations.
Instructions can include clearly documented chart of@ccounts, process flow charts and user
instructions

strictly enforcing deadlines

establishing arrangements that enable the finance team to considerin a timely manner the
financial statement implications of business developments

identifying accounting requirements at an early stage, and

seeking continuous and demonstrable improvement. A culture of centinuets improvement
might include the phasing-in of improvements so that practices are embedded-into day-to-day
work programs and are not 'one-off' experiences. Feedback on 'what wenttight and what went
wrong' in order to learn from past experience is an important input to plannifigrwork

requirements.

New South Wales Treasury Page 55



Certifying the effectiveness of internal controls over financial information fpp17-06

Annexure H: Register of compliance obligations sample template

Timing/ Officer Related Agency

- ; Evidence of compliance
Key dates policies/ strategies

‘ Obligation Description
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Annexure 1:

tpp17-06

Flowchart of steps in risk assessment and treatment

(Source: NSW Treasury August 2012 Risk Management Toolkit for NSW Public Sector Agencies, TPP 12-03)

IDENTIFY

Consider the
possible sources
of risks

Identify risks to

Describe and
document the risk

objectives

7

Identify and
assess existing
controls

v

Document the level
of risk assuming
existing controls fail

EVALUATE

COMMUNICATE AND CONSULT

TREAT

No

Develop and
implement Risk
Treatment Plans
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N

Determine the likelihood
of the risk assuming
existing controls fail and
after existing controls

Document the
level of risk after

Compare
tolerance for risk.
Acceptable?

Prioritise

l

Assign risk owner

v

Develop risk
treatment

Compare with
tolerance for risk.
Acceptable?

existing controls

Document

Document

7

Implement Risk
Treatment Plans

Document selected treatments
and review and reporting
requirements in risk treatment
plans

D
097

MONITOR AND REVIEW
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