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Presentation Notes
This presentation provides a summary of the Office’s report, Audit of the Legislative Assembly’s Financial Records.

For a copy of the full report, or further information, please visit our website at www.bcauditor.com




• The Auditor General is the independent auditor 
of the Legislative Assembly of British Columbia 

• Reports to the Legislative Assembly, not to the 
government of the day 

• Conducts both financial audits and performance 
(or “value for money”) audits 

About Our Office  

Presenter
Presentation Notes
As the non-partisan, independent auditor of the legislative assembly, the Auditor General audits the government reporting entity. 

This consists of ministries, Crown corporations, and other government organizations, such as universities, colleges, school districts, health authorities, and similar organizations that are controlled by, or accountable to, the Provincial government.

The Office of the Auditor General serves the people of British Columbia and their elected representatives by conducting independent audits and advising on how well government is managing its responsibilities and resources.

Under the Auditor General Act , the Auditor General conducts and reports on  both financial audits and performance (or “value for money”) audits. The Act also allows the Auditor General to follow up on any recommendations made in reports.




Introduction 

• 2007: Office of the Auditor General’s audit of 
the Legislative Assembly’s financial framework  

• A number of areas for improvement identified  

• 5 recommendations made – little action on 
these 
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Presentation Notes
In 2007, the office audited the financial framework in place around the Legislative Assembly’s financial records. That audit concluded that the minimum standards established by the Auditor General of Canada’s Financial Management Capability Model were met. However, it also identified significant opportunities for improvement in the controls and procedures the Legislative Assembly used around its financial affairs, and made recommendations to address these. 






Previous Work Completed 

2007 Special Audit Report to the Speaker 

2007 Report Recommendations  
 

Status as at July 13, 2012 (Based on response from the 
Legislative Assembly Clerk on January 12, 2012 and 
on OAG  observations) 

Engage an internal auditor COMPLETED – A contracted internal audit provider 
was engaged June 2012 

Clearer procedures, policies and guidelines be put in 
place 

UNDERWAY - Management is working on a framework 
and seeking direction from LAMC 

Complete a Business Continuity and Disaster 
Recovery Plan 

UNDERWAY - A plan is being developed 

Financial Reporting Requirements to LAMC 
 
 
Audited Financial Statements should be produced 

UNDERWAY - Some reporting has been implemented; 
the clerk is consulting further with LAMC and the 
Office of the Comptroller General 
 
NO ACTION – The Legislative Assembly does not 
prepare  and publish audited financial statements 

Implement a clearly documented budget process, 
including the roles of management and LAMC 

UNDERWAY - A consultant assisted in a more formal 
structuring of the budget process. Further changes are 
expected 

Presenter
Presentation Notes
The five high-level recommendations made in the 2007 report addressed the identified deficiencies in internal controls and procedures, roles and responsibilities, planning, and public reporting. However, subsequent follow-ups showed very little progress against any of these recommendations. 

This table summarizes the five recommendations contained in the office’s 2007 report and the status of implementation of those five recommendations five years later. 




Audit Objective and Scope 

• The Legislative Assembly still does not produce 
financial statements 

• Audit of Legislative Assembly’s trial balance for 
the fiscal years ended March 31, 2009, 2010, 
and 2011 

• Did not audit the use of the $119,000 
Constituency Office Allowance, except to the 
extent it was used to pay Constituency 
Assistant salaries 
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Presentation Notes
In the 2007 report, the Office recommended that the Legislative Assembly prepare and publish annual financial statements demonstrating how they have expended their vote 1 appropriations. However, as of today, the Legislative Assembly still does not prepare periodic financial statements. 

Given public interest in this area, and the lack of publically available financial statements, an audit was conducted of the closest information the legislative assembly has to “typical” financial statements: its trial balance. 

Trial balance results reflect the collection of the organization’s financial activities for a specific period of time into specific accounts. These trial balance accounts can then be grouped together later to form the foundation for a set of financial statements.

We audited the financial information in the Legislative Assembly’s trial balance for the three fiscal years ended March 31, 2009, 2010, and 2011. 

Per a specific request of the Speaker, the audit did not include the $119,000 annual constituency office allowance members received to operate their offices, except to the extent that this money was used to pay constituency office staff salaries and benefits through the legislative assembly payroll system.





Key Findings 

• Inadequate internal controls 

• Significant departures from Canadian GAAP 

• Observations on governance 

• Result: denial of opinion 
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Presentation Notes
The audit identified a number of significant concerns. 

This result was unexpected, even though many of the items we identified in this audit had already been raised in the office’s earlier 2007 special report.  

The significance and pervasiveness of the problems was such that the Auditor General was unable to determine whether the financial information in the Legislative Assembly's’ trial balance was fairly stated. As a result, the Auditor General is in the position of having to issue what is called a “denial of opinion” statement.  




Audit Conclusion 

• Numerous examples of poor internal controls 

• Identified items had a pervasive and material impact 
on trial balance results 

• Unable to conclude whether trial balance results were 
fairly stated 

• “Denial of Opinion” extremely rare 

Presenter
Presentation Notes
An auditor’s job is to determine whether reported results are fairly stated. In making that determination, an auditor tries to determine what level of misstatement in the reported results would impact the decision of the users of this information. In auditing, this concept is called “materiality” and in making this determination, an auditor is required to consider both the quantitative and qualitative nature of the information being reported. 

Given the nature of the organization being audited, and the public’s sensitivity around the expenditures of elected officials, even a relatively small amount may be qualitatively material to users of this information.

The combination of inadequate accounting records, coupled with numerous and pervasive poor controls, meant that there was a significant risk that there could be a misstatement in the trial balance results that users of this information would find material.

As a result, the Auditor General was unable to conclude that the trial balance results audited were fairly stated for any of the three years looked at. A “denial of opinion” means that the organization’s records and controls are so deficient that the auditor, regardless of how much testing they do, is unable to conclude with any level of certainty, whether the reporting information is right, or even wrong.

A denial of opinion is very rare and is perhaps the worst possible outcome from an audit. 




Inadequate Internal Controls 

• Examples of poor internal controls identified 

• Lack of bank reconciliations 

• Lack of Management Oversight 

• Lack of supporting documentation for expenses 

• Lack of disclosure of Member’s payments 

• Scale of gross adjustments $1.3bn 

Presenter
Presentation Notes
The report details four control deficiency areas. These are some of the more significant examples of the issues reported to management.

The lack of bank reconciliations represents the failure to implement a basic and widely used control procedure. The fact that these were not being performed is particularly disappointing given that this was a recommendation in the Office’s 2007 report.

The audit also found inadequate segregation of duties in certain key areas. The Legislative Assembly is a relatively small operation, and so it would not be unusual for it to have some challenges in segregating certain duties. However, the audit found inadequate management oversight to compensate for this.

The lack of supporting documentation for expenses also demonstrates a failure to meet a standard business procedure. This, and the lack of disclosure of Members’ payments, exposes the Legislative Assembly and Members to the risk of a loss of public credibility.

The scale of the internal control deficiencies identified over the three years can be illustrated by the approximately 1.3 billion dollars in adjustments that were identified. To be clear: this is the gross total  of all adjustments, but it is still much greater than would normally be expected from the audit of an organisation of this size.



Departures from Canadian GAAP 

• Canadian GAAP represents “standard” rules for accounting 

• Legislative Assembly has not been recording contributions 
from government for several years.  

• Errors in the way buildings and equipment accounted for 

• No inventory records for dining room or gift shop  

Presenter
Presentation Notes
Canadian Generally Accepted Accounting Principles represent the “standard” rules used in Canada to maintain accounting records. These are the rules to which the B.C. government in B.C. must adhere.

During this audit, we found significant departures from those rules. This was a key consideration in being unable to conclude whether the Legislative Assembly’s trial balance is fairly stated for any of the three years audited.

The Legislative Assembly’s accounting records were significantly incomplete. A notable example of this of this was that Legislative Assembly staff had not been recording deposits received from government for a number of years. This resulted in the Legislative Assembly’s accounting records showing one bank account with an overdraft of 133 million dollars,  and the other with a positive balance of 5.5 million dollars, while the actual balance for both was zero.

Other examples in the report cover poor accounting for the Legislative Assembly’s buildings and equipment, and a lack of inventory records for the Legislative Assembly’s dining room or gift shop.



Inadequate Governance and Oversight 

• LAMC not meeting key oversight responsibilities 
defined in section 3 (1) of its Act: 

• setting policies for the administration of the Legislative Assembly;  

• appointing, supervising and managing the staff of the Legislative 
Assembly; 

• reviewing Vote 1 in the Legislative Assembly estimates of 
expenditures; and,  

• engaging in other matters necessary for the efficient and effective 
operation and management of the Legislative Assembly 

• LAMC not meeting to review LA operations 
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Good governance and strong controls start at the top of an organization. In most public sector organizations, that governance and oversight function is fulfilled by a board of directors. They provide direction to management to achieve the organization’s vision and mandate. They also monitor management to ensure that they are following the organization’s values and achieving these desired outcomes in the most effective and efficient way possible.

Governance and oversight of the Legislative Assembly is the responsibility of the Legislative Assembly Management Committee (or LAMC). The LAMC Act defines a wide range of responsibilities for its members, including those that encompass the oversight role performed by a more typical board of directors. 

This includes: setting policies, supervising and managing staff, and other matters required to ensure that the Legislative assembly is operating efficiently and effectively.

This audit found that the LAMC, the Speaker and the Clerk are not operating effectively as a governance and management oversight body.

We also found that the LAMC was not receiving periodic financial reports to help them understand how well management was executing its responsibilities. However, even if these reports had been provided to LAMC, the frequency of its meetings may not be sufficient to provide timely oversight.



Looking Ahead 

• Continue auditing financial records until all 
significant issues have been resolved 

• Future work will cover constituency offices 

• Follow-up every six months 
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Given the significance of the issues identified in this audit, audits of the legislative assembly’s financial records will continue until they have all been resolved. 

The scope of the audit will also be expanded to include all portions of the $119,000 constituency office allowance and all other payments made at constituency offices. 

In line with our follow-up process, we will be reviewing the status of the implementation of the recommendation made in this report.




Recommendation 

 2012 Summary Report Recommendation  

I recommend that the Legislative Assembly take 
steps to immediately address the numerous and 
pervasive deficiencies reported in my audits of 
the Legislative Assembly’s financial records for 
the years ending March 31, 2009, 2010, 2011 
and in my Office’s 2007 Special Audit Report to 
the Speaker. 
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The 2012 summary report only included a single recommendation, which directs the Legislative Assembly management to fix the numerous deficiencies brought to their attention in these more recent audits and in the previous 2007 special report.





Visit www.bcauditor.com to: 

• read the full report 

• subscribe to our e-notification service and be 
notified when we release a report 

• see our “Work in Progress” 

• learn more about the Office  

• provide your feedback on this report and/or 
suggestions for further audits 

Further Resources 

Presenter
Presentation Notes
That concludes our summary of this report.

To read this report and our other publications, or for more information about our Office, please visit our website at www.bcauditor.com.

The Office of the Auditor General encourages your feedback on this report as well as your suggestions for further audits. We look forward to hearing from you. 
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