CHAPTER 8 - EXCESSIVE BENEFITS?

8.1  This chaptet chiefly deals with the known souzces of income available to Michael

Williamson. Howeves he is not the only person on the Union payroll who is well

paid. The table below sets out, with respect to the dozen most highly paid Union

officers and employees - ignoting one recorded as being on tnaternity leave -

their pay as at 30 September 2010 and 12 months later, and the percentage

increases. All this information is taken from a staff and salaties list provided to us

by the Union. The figutes show total salaty and allowances:

Name Position 30.09.10 30.09.11 | Increase
M. Williamson Genetral Secretary $315,272.82 | $394,675.87 25%
K. Jackson Executive President $173,314.00 | $286,976.00 66%
P. Mylan Deputy General Secretasy $197,879.10 | $222,881.36 13%
M. Bolano Deputy General Secretary $118,737.00 | $201,463.00 T0%
G. Hayes Divisional Secretary $164,026.64 | $194,980.88 19%
C. Glen Divisional Secretaty / $104,999.00 | $184,951.00 76%
K. Seymour Assistant Divisional $118,246.58 | $161,959.45 37%
Secretaty :
C. McMillan Procutement ‘Managex $124.,985.60 | $155,525.42 24%
B. Gibson Chief Financial Controller $120,209.00 | $155,100.00 29%
D. Williamson | Managet, Recruitment and $111,205.00 { $141,140.00 27%
Marketing
M. Irvine Lead Organiser $119,325.00 | $141,140.00 18%
J. Astill Administration Managex $98,150.00 | $131,835.00 34%

82  Out undesstanding is that Mylan is now being paid on an acting basis in M.

Williamson’s stead, and certainly he has had a vety heavy burden upon him over

the last few months. Part of the reason why Jackson, Bolano and Glen have had

such large incteases is because the salaries and allowances paid in Victotia were,
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8.3

8.4

8.5

8.6

8.7

3.8

ptiot to the amalgamation, markedly less than those paid to New South Wales

officers.

C. Glen resigned with effect from 1 December 2011. She was replaced by S.
Miller, who is now paid $174,650 per annum, and was previously employed as an

organiser on $82,963 per anpum.

In the case of M. Williamson, we have been made awate of the process by which
his salaries and allowances were fixed. The first step was that a consultant was
engaged. She was Beth Jensen, and the minutes show that she is the partner of
the Union’s Victorian battister, D, Langmead. She recommended increases
within a range, and then the Union President in discussions with the General

Secretary set his salary at the top of the recommended range.

In addition to the $394,675.87 paid to him by the Union by way of salary and
allowances, Williamson presumably receives income from United Edge, and
pethaps also from Imaging Partness Online. The amounts are not known to us,
because private companies do not need to publish accounts ot their dividend

outcoines. ;

Other income he received until he tesigned recently came from board positions

he held with each of First State Super, Sydney Water and the SGE Credit Union.

Was this additional income due and payable by Willlamson to the Union? As a
matter of law and general practice, the answer must be in the negative. We take
an example from industry. An individnal who runs a large manufacturer, X
Litnited, is also a director of Y Bank Limited. Income received from the latter

goes into the pocket of the individual, and is not due and payable to X Limited.

Should a different approach perhaps be taken with respect to Union bosses?
Thete can be little doubt that Williamson held these extra positions by reason of
his long period of service, and his position, with the Union. Further, he is very
well paid and should have devoted his entire working time and attention to the

Union and its affairs. Accordingly, and this applies equally to other officers and
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8.9

8.10

employees, he could and should be precluded by contract or the Union rules or
both from takiﬁg any outside position except by permission of Union Council.
And the rules could requite that any income received through holding any

outside position be paid to the Union:

We recommend that the Union consider such a change to Union rules, and such
a change in future employment contracts, so that members do not see people
such tas Williamson profiting personally from outside activities. Having said this,
we recognise two things. PFisst, such changes would have to apply to futute
arrangements. Williamson was and is entitled to keep income from outside
positions for himself. Secondly, such changes would place those who run unions
in 2 less privileged position than ate ptivate sector bosses. Whether this should
be the situation is a policy question for Union Council to deliberate upon and

decide.

The Usnion, as with all employers, provides supetannuation for its employees. A
stall number of executives and employees (approximately 14) are membets of
two older type ‘Uefined benefits” schemes, whete the members are entitled to a
specific amount upon tetitement. These schemes, which ate not open to new
members, were underfunded a; at 30 September 2011 by $3,085,899 and such
shostfall s disclosed as a liability of HSUeast. The extent of the underfunding
increased during that year by $1,727,838 and this amount was treated as a cost of
the Union for that yeat. We have not investigated the Union’s options in respect
of these defined benefits funds, but sttongly recommend an immediate teview to
determine possible remedial actions. We have included this observation, due to
its relevance in respect of executive benefits as the cost of these defined benefits
funds to the Union has exceeded $1.5 million in each of the last two yeats and

only relates to a relatively small numbet of employees.
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CHAPTER 9 - PROCUREMENT PRACTICES

9.1

There can be found in each of Chaptets 2 (Communigraphix), 3 (Access Focus), -
4 (Untted Edge), 5 (Mah-Chut Architects) and 6, concerning the Banksmeadow
warehouse and Canme Services, examples of poor and/or suspicious
procutrement practices. Other examples could be given. We deal now with the use

of Union ctedit cards, and expense teimbutsements.

Credit Cards

9.2

9.3

9.4

Thete ate no guidelines on the use of the Union’s ctedit cards, or expense
reimbursements, to explain the type of exéendimre that can and cannot be
incutred, nor differing levels of authotity for approval of different categoties of
expenditure. Union credit cards currently on issue to officers and employees of
the Union incur total expenditure averaging in excess of $600,000 per annum

(over the last 4 yeats).

Union credit cards wete also used to procute discount shopping/giftcards for
sale to membets as part of /the Union’s rewatd (discount) program. These
involved costs in excess of $1,100,000 on avéj:age each year being processed via
Union credit cards, reinforcing the need for the formulation of control
procedures. We have been advised that this service to members has now ceased
(it i now outsourced) and hence we did not conduct any fusther investigation on
the controls over this program. Out cutsory examination indicated the controls

over gift cards were inadequate.

Credit catd expenditure incurred by HSUeast in the last 4 yeats was:

Discouttt Card
Purchases

Other Expenditures  Total

Y/E 30.9.2011
Y/E 30.9.2010
Y/E 30.9.2009
Y/E 30.9.2008

Total
Annual Avetage

$1,183,457
$1,428,312
$1,190,257
$ 756989

$4,559,015
$1.139.754
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$538,705
$633,448
$734,312

$629,365

$2,535,830
$_633957

$1,722,162
82,061,760
$1,924.569
$1,386,354

$7,094.,845
$£1,773.71



9.5 Expenditure incurred on credit cards is instant and can result in expenditure f

being incurred without the normal pre approval/authorisation process that forms !
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Expense Reimbursements

9.8

9.9

9.10

9.11

Whilst most employees/officers incurred expenditute via credit cards, Michael
Williamson appeats to have not used a Union credit card. He was reimbursed by
HSUeast for expenditure he claimed to have incurted on behalf of the Union. In
a 9 month petiod before he stood himself aside, the amounts reimbursed totalled
$56,267.75, averaging $6,251.97 per month. We analysed 16 treimbursement
cheques paid to Williamson which disclosed monthly expenditure on aveiage as

to these categories:

Accommeodation $1,272.86
Taxis | $588.55
Petrol _ $503.62
Parking and Tolls $240.88
Meals and Entertainment $2,879.89
Others $165.86

We have sighted expenditure by Williamnson in August 2008 for accommodation
in London (at the Sheraton Park Tower Hotel) and the room rate paid was

$A1,191.78 per night; the hotel account for 4 nights totalled $A6,039.75.

We have sighted expenditure by Williamson in August 2008 for accommodation
in Dubhn (at the Morsison Hotel) totalling $A5,771.62. This amount appeats on
Williamson’s personal credit card statement, but as the hotel account was not
included as a voucher we were unable to determine eithet the number of night’s
accommodation or the room rate. The sum in question was reimbursed to

Wilhlamson by the Union.

The vouchers supporting Williamson’s expense claims (like credit card
expenditure) do not identify the reasons for the expense nor why the expense is a
cost of the Union. The Union should extend any new ctedit card policies and

controls to also encompass expenditute reimbursement claims by officers and

employees.
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A Satisfactory System

9.12

The characteristics of a satisfactory procutement system for an organisation such
as the Union, which is not a privaté concern but a membet-based organisation

responsible for other people’s money, ate to:
e obtain at least two prices before ordering any goods or services;

° establish a fotmal process and documentation for the calling of tenders ot

expressions of interest,

® ensure that formal tenders or expressions of interest ate called for the
supply of goods or services or both where the likely annual expenditure

exceeds $200,000 (or such other amount as the Union determines to be

approptiate);
® in such cases, do this regularly and in z.;ny case at least each 3 yeats;
o place orders in writing, and retain copies of order forms;
® keep 2 written fecotd of goods actually received, and setvices actually

provided, and ‘ény shottcomings;

° check invoices against ordets, and the records last mentioned, as part of

the payment approval process;
° formalise authotisation/payment processes, and incotporate requirernents
as to apptopriate levels of seniotity and segregation  of

duties/responsibility;

e compate actual levels and timing of expenditute throughout the year with

those of the organisation’s apptoved budget and cash forecasts; and
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9.13

9.14

9.15

9.16

9.17

e requite discretionary and semi-discretionary expenditure to have the
reason for expenditure noted contempotaneously, in a manner adequate

for the approval process to determine approptiateness.
We tecommend accordingly.

This last point selates to matters such as entertainment, travel, taxis,
accommodation, flowets, sundry purchases and the like. There is no such
requirement at present and substantial amounts of the Union’s money are
curzently spent on such matters. The documentation in respect of this type of
expenditute does not give any reason how the expenditure incurred telated to the

Union’s operations. Much of this expenditute is incurred via credit cards.
P P

Such a system - and we stress these are minimal requirements - has two ptime
purposes. One is to ensure that value for money is teceived. That cannot be done
unless prices proposed by suppliers are checked against the market. Secondly, the
possibility of abuses of position by either suppliers or members of procurement

staff or both, including merely cosy ot frankly illegal practices, ate minimised.

/

Existing Union. practices satisfy none of the requitements in [9.12] above, save

that a rudimentary matiix is kept as to items of uniforms ordeted and received.

The Union’s lack of controls around procurement practices is most
unsatisfactory. In Robertson’s 40 years of auditing practice, he has seen few
systems with such lack of formalised controls. The external auditors in their draft
management letter dated 7 Februaty 2012 also refer to 2 number of areas whete

they are of the opinion that controls need to be implemented o imptoved.

Our role does not extend to developing a detailed system concesning governance,
processes and controls. We are willing, however, to provide further comments to

thanagement that may assist in determining and implementing necessary changes.
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Whose Fault?

9.18

We have not sought to allocate responsibility for the present unsatisfactory
situation. It has prevailed for many years. What matters is to fix it. Internal

controls are the responsibility of both Union Council and senior management.

The Audit Process

9.19

9.20

9.21

9.22

Auditots do not just sign off on the financial report as representing a ttue ard
fair view as to a company’s position as at balance date. They also draw to the
attention of management and the governing boatd any procedures they hawe
observed which give 1ise to tisk of losses to the company, This is genetally done

by way of a2 management letter.

BDO has been the Union’s auditor for a number of yeats past. We have been
advised no management letters have been sent over those years. Whether ot not
the audit partner drew mattets to the attention of management, otherwise than in
wtiting, we cannot say. This year two things changed. First, the former BDO
pattner tesponsible for the audit in ptevious yeats chénged and a new aundit
partner was appointed. Secondly, there was substantial overlap between the time
when the audit was conducted and when our inquity was wader way. During that
time Robertson spoke to BDO and pointed out the lack of management letters in

previous yeats.

On 7 Febrary 2012, BDO wrote the letter which appeats on the next page.
After request and delay it was provided to us by Union management. The
appendix to that letter is Appendix 2 to this report. The BDO letter highlights a

numbet of areas whese internal controls are eithet weak or non-existent.

We recommend that the Union call tenders for auditing services, consistently

with [9.12] above, as soon as is practicable.
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Committes of Management / Councillors
Health Services Union East and

Health Services Unfon East Branch

{evel 2, 109 Pitt Street

Sydney NSW 2000

7 February 2012

Dear Committee of Management / Councillors

MATTERS ARISING FROM OUR AUDIT OF:
- H5U EAST FOR THE YEAR ENDED 30 SEFTEMBER 2011
- HEALTH SERVICES UNION EAST BRANCH FOR THE YEAR ENDED 30 JUNE 2011

During the course of our audit of H3U East (*the Unlon’) for the year ended 30 September
2011 and Health Services Union East Branch (*the Branch'), we identified matters that may be
of interest to management and those charged with governance.

Appendix 1 to this letter sets out our findings which we would tike to bring to your attention.
We have discussed this letter In draft form with the Acting General Secretary (Mr Peter Mylan)
and Chief Financlal Controller (Mr Barry Gibson}. We understand they will consider the
matters raised by us along with the report to be recetved from Independent Panel of Experts,
and forrnutate an appropriate action plan in response.

We remind you that the objective of an audlt is to obtain reasonable assurance whether the
financial report is free of any material misstatement and it is not destgned to identify matters
that may be of interest to management in discharging tts responsibilities. Accordingly, our
audit would not usualty identify all such matters,

This letter is prepared solely for the information of management and is not intended for any
other purpoeses. We accept no responsibility to a third party who uses this communication.

We shail be pleased to discuss with you further any matters mentioned in this report at your
convenience.

Yours faithfully
BDO Audit (HSW-VIC) Pty Lid

Jeff Abela
Hrector

Cec. Peter Myvlan, Barry Gibson,
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CHAPTER 10 - GOVERNANCE ISSUES

10.1  This chapter deals with issues of governance, and recommends cextain changes.
Most will requite, for effective implerﬁentation, change to the rules of the Union,
If that is to happen, there will have to be acceptance by those who run the Union

of the need for change, and probably also pressute from the general membership,

Union Council

102 By the tules of HSUeast following amalgamation, and in patticular tule 15, the

affairs of the Union ate vested in the Union Counci! which comprises 76

members as follows:

@  General Secretary (1) (elecred by and from the members of the
Branch) o

() Bsiutive President (1) (shected by and from the mombers of the
Branck) '

6] Dqﬁzxy Getzr_:ral Secretaries (2) (elected by and from: the menibers of
the Branch)

/

(4} Divisional 5 ecreiaries (2} (elected by and Jrom the menmbers of the
Branch)

(¢} Assistant Dz'ﬂixiofml Secretaries (2) (ehected by and from the
wmenibers of the Branch)

@ awenty-one Councillors from Hospitals or Health Services one of
whon shall come from Health Managers Sub-Branches and with at
loast two but not more than three Councillors being drawn from each
of the eight Area Health Services (refer note 1 ) (elected by the
menibership of the Branch from members of the Branch in New
South Wales)

&  Twenty General Representatives from New South Waler (lected by
the membership of the Brauch from members in New South Wales)

(B)  Twenty-three Conncillors from Vietoria (elected by the membership
of the Branch from members of the Branch in Victoria)

() One Coundillor from a private hospital (elected by and from the
miembers of the Branch)
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) One Councillor from: an aged care faciliyy (elected by and from the
members of the Branch)

(k) Oue Conncillor from an Ambulance Service (elected by and from the
members of the Branch)

(4 one Councillor from the Australian Capital Territory (clected by the
reernbers af the Branch from members in the ACT).”

and 2 futther 4 following election of the President and 3 Vice-Presidents who ase

elected by and from the Council. By rule 15 (4):

“Where a member of the Union Conncil beconses the President or a Vie-
President, be/ she shail cease to be and act as a member of the Union Council

and the offtee previously held shall be a casual vacancy and filled in
accordance with rule 18.”

10.3  We note that by rule 15 (3):

Al of the members of the Countil shall have a vote on the Couneil except
for the Divisional Secretaries, the Assistant Division Secretaries and any
other enployees of the Branch who hold office.”

Union Elections !

104 By rule 17, members of Union Council are elected every 4 years, and hold office
for that period. Howevet there has not been a contested election since 1999. On

each occasion since a slate of candidates, called the “Willamson tirker”, sufficient

to fill all vacancies but fio more, nominated. Each candidate was elected.

10.5 Al candidates on such a ticket are beholden to the leader of it: the General
Secretaty. With his suppott, they become members of Union Council. That
catties with it responsibilities, but also prestige and monetaty benefits. N early all
of those on the Williamson ticket support whatevet he wants at Union Council
level, and can be relied upon to vote as a block. These people cleatly belong to,

or travel along with, 2 faction which has run the Union for the past decade or

more. And the leader of that faction is Williamson.
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10.6

What has just been said was ttue up until amalgamation. It is untrue, ot less true,
now. On some issues neatly all the NSW membets of Union Council take one
position, and neatly all the Victorian membets take another. But that has to do

with conflict, and little to do with a functioning democracy

Size of Union Council

10.7

10.8

10.9

There is meant to be an Annual Delegates Convenﬁén, to be held each June. In
2011, a Centenary Convention was held in November, as the original predecessor
otganisation of HSUeast was registered on 12 Octobet 2011, This yeaz, we ate

told, no Convention is to be held. How this can be is a mystety to us, as by rule

36 (a):

“An Annual Delggates Convention of the Union shall be held within the
mionth of June (ihe first being in June 2007) ai such time and place as the
Union Council may devermine ...",

but that power of determination does not extend to not holding a Convention

one yeat, ot to holding it outside June.

:
In any event, there is meant to be and generally is 2 Convention each year. Each
Sub-Branch sends a voting. delegate, and depending on size may sead up to 4
non-voting delegates. The Convention contributes to the democratic functioning
of the Union, although we note that by r. 36 (9) it has no power “Yo exercise any of

the funciions of management”.

Given the requited frequency of meetings of the Convention, which we are told
ate well attended and often vely affaits, it is quite unnecessaty that thete should
be a Union Council as large as it is. Most lazge public companies in Australia have
boards of ditectors comprising 10 or 12 members only. Because of the size of the
Council and the way in which it has since 1999 been elected - see [10.4] above - it
functions like a members’ congess, ot a powetless patliament, not a board of
ditectors. Such a boatd is required to make decisions for the good of members
generally, which decisions are then implemented by managetnent. An additional

benefit of radically reducing the size of Union Council, apatt from giving it some
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real powet, is that there would be a greater likelhood of real elections for
membership. This is in contrast to the ptesent situation where those on a ticket

are elected unopposed.

General Secretary/ Treasuret

10.10 In some organisations - indeed in some countries - neatly all effective power is

10.11

10.12

exercised by an individual, perhaps called the President. In a golf club that may
not matter much, but in a union it matters greatly. One reason is that such 2
petson tends to have allies, and to see all others as enemmies. The latter are frozen
out. Also ideas are better generated where power is dispersed, not centralised.
And it is hard to make individuals properly accountable if they are all under the
command of one petson, as has been the case in HSUeast. By 1. 24, the General
Secretary is the chief executive officer, the keeper of the minutes, the keepet of
the registet of tmemmbets, the holder of Union propetty, and “shall run the affairs of
the Union between Union Council meetings”. By . 25, each of the Executive President,
the Deputy General Sectetaries, the Divisional Sectetaties and the Assistant
Divisional Secretaties are “subject to the direction of the General Secretary™.

Rule 15A sets up an Executive Coprnittee. It comptises the General Secretaty,

and each of those petsons just mentioned. They have all been under his

command. It must be expected that the Executiye Committee will did his

bidding. And that Committee has power by r. 15A (b), subject to the rules and

Union Couticil, to “Genduet and manage the affairs of the Union and between meetings of the

Union Council may exercise all the powers of Union Council” save power to change the

tules, or the pay or conditions of employment of full-time paid officers of

HSUeast.

We can find nothing in the rules which requires that the General Sectetaty also
be the Tteasurer of the Union. However that is how it is in practice. In the 2011
Centenaty Convention Journal, he was described as such, and at pp. 12-25 Mylan

seported as “Aeting General Secretary/ Treasnrer”.

78



10.13  TItis highly desitable that the functions of General Secretary and Treasuter should
be held by separate individuals, with the latter not being subject to the direction
of the former. The Treasuter should have responsibility for propesty and
finances, for bringing forward an annual budget and cash forecast, for
supervising preparation of periodic and annual financial statements, and for

dealing with the Union’s auditots.

Employees as Counci! Membeis

T % ¥ T 9% T 4% 4 9% (T

10.14 At present, by rule 15 (3), each member of Union Council has 2 vote “exvep? for the

Divisional Secretaries, the Assistant Divisional Secretaries and any other employees of the €

Branch who hold office”. So the strange situation is that thete ate members of E
Council who are elected, accordingly have their employment situation with the E

Union entrenched and protected, ate members of Union Council but cannot E

vote, Thete is no point in having them on Union Council as non-voting E
members. And it would be better for the Union if they wete ordinary employees, E
capable of being dismissed in the ordinary way for misconduct ot incompetence, C

10.15 We recommend that the Union Council comprise: E
E

) not mote than 12 ditectors, the number to be decided by the Union, E

(b) of whom one only, the General Sectetaty, be a paid employee of the

Union, and

(©) that the Council elect from its number 3 other officeholders, namely, the

President who will preside at all Union Council meetings and
Conventions, a Vice President who shall so preside if the President is
absent, and a Treasurer who will have the functions stated in [10.13] and

convene and preside over meetings of the Audit and Compliance

Committee.
(&
10.16 It is a nice question whethet the board should be elected by the membership of |
the Union as a whole, or by discrete groups within the Union. We favour the 18
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fotmer as being more genetally democratic. We recommend that rule 17 (d),

which allows for a team nomination or ticket, be dispensed with in its entirety.

The Election Process

10.17 Because thete have been no teal elections since 1999, the great majotity of
members of Union Council have been appointed to casual vacancies. By . 18,

such vacancies are filled by Union Council

10.18 The process that should be followed, but is not at present, is that casual vacancies
be advertised widely within the Union, members encoutaged to put their names
forward with biographical and other informatioﬁ, and then a Union Council vote
held. At 2 minimum, casual vacancies should be advertised in any two out of
three of the Union Journal, the newsletter which is distributed with frequency,
and the weekly television program. Even mote obviously, the elections - held
every 4 years - should be advertised both eatly and widely within the Union. A

culture of engaged patticipation by membets can only lead to a better Union.

Audit and Compliance Committee

10.19  Williamson has for years past decided the membership of Union committees.
Ted Hinge, who has been a member of Union Council since early 2008 when he
filled a casual vacancy, wanted to become a membet of the new Audit and
Compliance Committee after the amalgamation. He approached Williamson to
that end, was unable to attend the next meeting of Union Council, and when he
got the minutes found he had missed out. He sent Williamson an email on 9

September 2010 patt of which read:

“Can you please enlighten me as to what process was followed with regard to
the nomination and appointment of Council members to the Audit and
Compliance Committee.”

to which Williamson relied the same day:

“Hi Ted, will give you a call. I remember our conversation re  your interest all
OK. Will excplain. Michael.”
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10.20

10.21

10.22

Williamson rang and told Hinge that some people had been on the committee for

cars. and “we owe them, but you will be the next cab o the rank”, ot woids to that
years, Y / »

effect.

Hinge told us that the comtnittee comprtises individuals chosen by Williamson,
who individually and collectively lack either the ability ot the inclination, perhaps
both, to ask questions concerning accounts and finance. This tends to be botne
out by out petusal of minutes of the Andit and Compliance Committee, and the
Pinance and Audit Committee which preceded it. The meetings were invatiably
short - typically they lasted for 15 ot 20 minutes only - and the minutes follow
much the same form, meeting after meeting. S¢ far as appears from the tninutes,
the committee did not closely scrutinise figures ot othet information presented to
it. And a petson such as Hinge could have made a real conttibution to the
functioning of the committee. He is an accountant, presently working as propezty
manager for the South Eastern Sydney and Tilawatra Area Health Setvice, and has
much experience with budgets and financial statements. Had positions on the

committee been chosen on metit it is hard to see how he could have not been

chosen. ;

We recommend that the rules be changed so as to requite that the Audit and
Compliance Committee comptise 5 membets, one of whotn is the Treasurer, the
others being chosen by Union Council, not the General Secretaty or the
President. Its functions should include preparation of the budget and cash
forecasts, close examination of regular - monthly or quarterdy - financial
statements, and protection of the propesty of the Union genetally, including

money and all other assets.

Internal Control

10.23 Internal Control can be described as:

“y process, effected by an entity’s board of directors, management and other
personnel designed to provide reasonable assurance regarding the achievement
of objectives in the following categories:
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10.24

10.25

@ effectiveness and ¢fficiency of operations;
© relinbilily in reporting;
@ compliance with applicable laws and regulations.

Internal control can be considered an integral part of -an organisation’s
Qovernance and risk management systent - effected, understood and actively
Jollowed by the governing body, management and other personnel - to exploit
the opporiuniiies and o manage the visks in achieving the organisation’s
objectives ... all organisations, no matier their sige or structure, privave or
pubits, should have an appropriate internal control sysiem: in place.”

- see the December 2011 report of the Committee of Sponsoring Organisations

(“COS0™ of the Treadway Commission.

The five components of internal control (relating to each of the three main

categoties referred to in 10.23) can be described as:

° Control Environment

® Risk Assessment

e Control Activities

e Information and Communijcation
° Monitoring Activities.

We have been advised that the Union’s system of internal control has not been
documented. This does not mean that a system (or part thereof) does not exist.
Many procedures and customs adopted by an organisation and its staff and
management may have evolved over many yeats as a partial development of a
control system. The lack of a formal documented system of intetnal control,

howevet, has inherent limitations:

(2) non-documentation makes it impossible to determine the extent and

sophistication {or otherwise) of any controls that may exist;
(b) the system cannot be tested or monitored;

{© changes in employees and Councillors will, most likely, result in any

procedutes and controls being partially or completely lost;
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10.2r

10.27

7 of the system of internal control cannot occur.

.ne basic (non-documented) procedures in operation, it is our

e Union does not have in place policies and procedures that can be

propetly described as a system of intetnal control. The Union should embatk
immediately on the formation and implementation of such a system. To the
extent that established rules and procedures exist, they should be documented as
a matter of urgency in 2 most basic and summatised manner (Le. in bullet point
form unless more detail is requited) to enable existing procedutes to be
maintained, but without incutring substantial costs on recording these procedures

that are likely to be changed substantially.

When formulating the system of intetnal control, the following ateas should be
included:

e procurement processes (tenders, orders, authorisation, payments)

o prope&y management

o credit cards /

° expense reinbutsement

° recruitment, employment and remunetation/payroll processes

° accounting function (including recording processes, reconciliations and

teview of general ledger and expense allocation)

o cash controls (bank reconciliations, profit budgets, cash forecasts)

° capital expenditure budget

e management teporting framework

¢ recotds retention and business continuity/disaster tecovery plan

° segtegation of duties/responsibilities in all aspects of operations to

undetpin effectiveness of internal control system
® membership (tecruitment, billings, services, registets)

° asset protection (registers, inventory controls, insurance).
This task is formidable and it may be appropriate for the Union to formulate a

plan and piioritise components of that plan.
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1028 We recommend that the Union undertake a comprehensive review of its internal

controls, with a view to enhancement as necessaty, consistently with this repott.

In Conclusion

10.29 This much of this final chapter had been written when the administratot was

appomted: see [1.20] above, By final order made by the Federal Court on 21
June, all elected positions have been declared vacant. The Union will be undet
administtation for 120 days from that date, possibly less, quite likely more, given
the tasks that have to be petformed befote fresh Union Council elections can be
held. The admimnistrator can do many necessary things - for example, fix all
aspects of the procutement and employment processes of the Union, rationalise
staff, call tenders with suppliers, and consider whether proceedings for unjust
entichment should be brought - but he cannot achieve a democratically
functioning union. That must await resumption of control by Union Council.
Then it will depend upon acceptance by all concetned that the Union has not
been goveined for and by the members, as it ought to be, over a past extended

pediod. And that this must change.



APPENDIX 1

TAN TEMBY QC

Born in Petth in 1942, Temby obtained a law degree with honours from the University

of Western Australia, was aidmitted as a solicitor in 1966, and became a member of .

Notthinote IHale Davy & Leake. He went to the independent Bar in 1978 and was
appointed as a QC in 1980. Temby is a former President of the Law Saciety of WA, and
of the Law Council of Australia, which is the peak national body for lawyers.

Temby becarme the first Director of Public Prosecutions for the Commonwealth in 1984,
and the first Commissioner of the Independent Commission Against Corttuption in
Sydney in 1989. Since 1994 he has been in private practice as a barrister in Sydney. He is
a long-serving membet of a Bar professional conduct cominittee, has been on the
Council of the Bar Association fo sevetal years and is currently setving as T'reasurer. He

was appointed as an Officer of the Order of Australia for his setvices to the Jaw.

" DENNIS ROBERTSON FCA

Robetrtson is fellow of the Institute of Chartered Accountants in Australia. Born in 1949,
he joined the firm which is now Weston Woodley & Robertson in 1968, and became a

paztner in 1973, He is registered as a tax agent, and was registered 2s 2 company auditor
for 38 yeats until 2010.

Robettson has worked continuously as an accountant for 45 years. He has experience in
a range of industries including hospitals (public and private), construction and propetty
development, multi-national cotnpanies, trade unions, government bodies, law firms and
financial institutions. His wotk has chiefly been in the audit and business services areas,
Robettson has conducted investigations both local and overseas for business and
company acquisiﬁons, and has acted as an expert in litigation, ncluding for the liquidator
of Spedley Secutities Limited in actions against former auditors and other parties, and for

the Bar Association in disciplinary mattets.

Robertson was a member of the Institute of Chartered Accountants National Audit

Advisory Committee for a number of years. He was granted the Institute’s Meritorious

Service Award in 2003.
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APPENDIX 2
APPENDIX TO LETTER FROM BDO TO COMMITTEE OF
MANAGEMENT/COUNCILLORS, HSUeast, 7 FEBRUARY 2012
3. SEGREGATION OF DUTIES - ADMINISTRATION ACCESS TO THE
GENERAL LEDGER

Observation

The finance team currently have administrator access to the general ledger system,
MYOB. ‘

Implication

Administrator access in MYOB allows a person to go back, delete and modify
transactions without an audit trail to track and repott such changes,

Recommendation
We recommend someone independent of the accounting department be assigned
administrator access to MYOB. This could be the IT petsonnel. The systemns settings
should be established to ensute the audit trail reporting is always on, and change requests

are made only on proper approval of the request.

The finance team should only have user access. With a user access, Incotrect postings
have to be corrected through journal entries, which provide an audit trail.

4. REGISTER OF RELATED PARTIES

Obsetvation

We noted that several related party relationships exist, some of which are disclosed in the
statutory finance report of the Union and Branch and othess that ate not required to be
disclosed but ate relevant to Council decision making,

Implication

Related patties are’ a source of conflict of interest that may result in inappmptiate

. dealings by the Union with related patties.

Recommendation
We tecommend that a “kgister of related parties” be maintained.

Such. a register would identify related patties, the Union’s business dealings with the
telated party and details of authotisation/ approval of the atrangements. We believe
telated parties should be broadly defined to include any person or entity for whom thete
could be 2 perceived “wnflict of intersss”, This definition would be beyond the definition
described in Australian Accounting Standards for statutoty repozting putposes.
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Good govetnance practices would requite that where there is a potential conflict of
intesest that the Officer or staff member involved abstain from the decision making,

If a business dealing is independently apptoved, we recommend it be recorded in 2
“elated parties register” fot transparency and reference be newly appointed Officers.

5. LONG SERVICE LEAVE RECORDS

Observation

We noted that the leave liability repoxt has some softwate limitations and does not

accutately record long service leave entitlernents (LSL). In all instances, it appeats that

once an employee as a full entiflement to LSL after 10 yeats, the subsequent incremental

accrual is not accutate.

However, we also note that when LSL is paid out or taken, a manual determination 1s
rmade from undetlying personnel records majntained.

Implication

The LSL provision repotted in financial tepoits may not be accusate and the leave

liability report is not necessary reliable for all individual employees.

Recommendation

We recommend that fusther consideration be given to using mote accutate software for
automated leave liability records. ‘

6. RECONCILIATION OF MEMBERSHIP SYSTEM TO ACCOUNTING
SYSTEM .

Observation

We noted that the separately maintained membesship system is not compared with the

accounting records.

Implications

Without comparing the data from one system to the othet, there is no way of ensuring
that they are recording the same transactions ot that income is complete.

Recommendation

Repotts should be made avalable from the membesship system on 2 monthly basis
which ate then tracked back and compared with the MYOB general ledger income

balance.
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7. EXCESSIVE ANNUAL LEAVE BALANCES

We noted excessive balances of annual leave and long service leave accrued per your
“Yeave fibility repore” for many employees at year end. We note below those with
entitlement balances as at 30 September 2011 or 500 houts or mote for annuval leave and
1,500 houts or mote for long service leave:

Staff Name Annual Leave Houts Long Sesvice Leave

More Than 500 Hours Hourts Mote than 1,500
Hours
A. Anset 681
B. Morgan 722
M. Bolane 807
R Feithem 875 1,923
B. Gibson 772
G.]. Hayes 1,066
J. Jackson 976
K. Jackson 453
C.R. McMillan 864
P.J. Mylan 837 1,923
M.A. Willilamson 539 2,216
Implication

Accumulation of excessive leave can lead to issues including staff fatigue and
petformance, if leave is not taken regularly. Internal controls can be enhanced by staff
taking annual leave of at least 2 weeks as bther staff ate able to be trained in taking on
othet responstbilities. The taking of leave also reduces the incremental cost associated
with annual leave being paid aftet successive pay rises and improves cashflow.

Recommendation

We recommend that a policy be formulated in respect of accumulation of leave
entitlernents.

8. CASH FLOW FORECASTS

Observation

In out opinion the Union has cashflow pressutes which need to be carefully managed.
The Union’s bank facilities are currently being negotiated. We noted that cash flow
forecasts are not prepared for future years.

Implications

"The union has a significant loans balance payable with regular repayments required.
Without preparing a cashflow fotecasts it will be difficult to detetmine the cash

requirements. This tay result in an increase cost of finance and incotrect decision in
respect of discretionaty spend, for instance to purchase ot sell propetties.
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Recommendation

Cash-Flow forecast and comparisons to actual cash flows should be provided to the
Committee of Management on 2 regular basis.

9. ACCOUNTING RESOURCES

Observation

We noted that the Chief Financial Conttoller has a significant workload which includes
all accounting and associated financial reporting and transactions, as well as managing the
Union’s ptopetties (which is not outsourced).

We do note that some changes are occurring in the Finance Department with expected
staff movements.

Implications
The resousces in the accounting management and property areas may be insufficient.

Recommendation

We recommend that the resourcing of finance department and propetty management
functions be assessed in detail.

10. CREDIT CARD APPROVALS

/
Observation

We have observed that thete are internal control procedures requiring credlit card
transactions to be suppotted by approptiate invoices/receipts and that during the year we
noted that these wete approved.

We note that credit card approvals for the Secretaty ate performed by the Deputy
Sectetary.

Implications

Because the Deputy Sectetary is junior to the Secretaty, this internal control may not be
effective.

Recommendation

We recommend considering having the Sectetary expenses approved by the President as
we consider this to be more appropriate.
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11. CREDIT CARD POLICY
Observation

There is on credit card policy coveting the putpose and use of individual credit cards, for
employees to sign upon teceipt of a Union Credit Card, -

Implications

Employees may use the credit card in 2 way that may be considered to be inapproptiate
by management. Without written policies and agreed terms and conditions as to its use
with the staff membes, it may be difficult to take action against the staff member for
inapproptiate use of the catd. Also management approving the payments do not have a
clear ditection on the approval of the amounts chatged or if they should be referred to a
higher authority.

Recommendation

Card holders should be made aware of their rights and responsibilities when receiving a
credit card. We recommend that the Union introduce a clear written policy for all
metnbets of staff that have credit cards. Staff member should only have 2 credit card if
they have signed and agreed to all terms and conditions of its use.

12, PROPERTY, PLANT AND EQUIPMENT

Fixed Asset Register

Observation /

"The Union maintains its register on excel spreadsheets.

Implications

Excel 1s not 2 robust system to maintain the size and nature of the assets of the Union
currently owns. It’s vety combersome to wotk on excel spreadsheets especially due to the
substantial amount of assets.

Recommendation
We recommend you invest in a suitable system fo replace the excel fixed assets register.
13. PROCUREMENT

Observation

We are not aware of the Union having any documented policies in respect of
Pprocutemnent of significant goods and services.

Implication
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value. Committee of Management may not be

The union may not be securing the best
ot supplied with approptiate compatative data

able to make meaningful assessmests if n
to take an informed decision.

Recommendations

We recommend that a procurement policy be established setting out the requirements

for:

° Selecting suppliets _
Contracting for ongoing supply of goods and services

e
e Monitoting quality of setvice and delivery.

14. APPROVAL OF CAPITAL AND SIGNIFICANT EXPENDITURE

Obsetvation

n, state that any expenditute between $100,000 and $200,000 needs

Tﬁe Union’s regulatio
mpliance Comamittee. Expenditute over $200,000

to be approved by the Audit and Co
needs the appxoval of the Council.

¢ ended 30 September 2011, that the review and approval of

We noted during the yea
expenditate by the Council only happens after the payment is made.

observe approvals for expenditure below $100,000 in
We did not observe the requirements being met in
ding $100,000. These expenditures wete ratified by

In the conduct of out work we did
line with the above fequitement.
tespect of capital expenditure excee
Council aftet being paid.

We regard the requitement of the regulations to be that of “re-approval” Le. before the

expenditure is committed to rather than ratification.

Implication
Tyansactions may be inappropsiately authotised.

Recommendation

to be undertaken by the Union should follow the

Significant cap{tal expenditute

authorisation procedute above. Any capital expenditare exceeding $100,000 ox $200,000

should be authotised by the Audit and Compliance Committee of the Union Council,
pproved in accordance

befote the project commences. Subsequent payments should be a
with the pre-approved expenditure budget.
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