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FOREWORD 

The issues raised in this report are important.  They are relevant not just to Rhodium 
Asset Solutions Ltd, but also to other Territory Owned Corporations and statutory 
bodies, and to the ACT public sector as a whole. 

This report examines the governance and accountability framework of a small 
government business entity operating in a competitive market.  Although the trigger 
for the audit was the concerns raised by a former staff member with the Board 
regarding certain management practices, the audit extended beyond the specific issues 
raised, to an examination of the administrative and control framework in general.   

The examination revealed a framework that was sound in principle, but was deficient 
in practice.  Some of the deficiencies may have had their root in the way in which the 
organisation was created, others in the way it was managed. 

For any new entity, the transition of business activities from a larger entity, sometimes 
from a departmental body, to a smaller commercially focussed corporation may not 
always be straightforward.  It requires those charged with the organisation’s 
governance – the Board, the Chief Executive Officer, and the senior management 
team – to address both the commercial imperatives of growing the business to 
maximise shareholders’ return, and the need to develop and implement an 
administrative and control framework that ensures taxpayers’ money is used with 
integrity and with full accountability.  Neither should be neglected.  It is important 
that the focus placed on marketing and business growth in the formative months of a 
new corporation is not made at the expense of effective internal control and corporate 
governance.  The foundation of a new organisation, even one that has a predecessor, 
requires the development of new policies and procedures to guide the conduct of its 
business. 

In Rhodium’s case, it seems evident that the lack of clear strategic direction from the 
Shareholders created uncertainty and made it difficult for Rhodium to provide and 
commit to appropriate long-term strategic planning to achieve its business objectives. 

At the same time, many practices carried over from Totalcare to Rhodium required 
review and a concerted effort to change.  This would entail the development, 
promulgation, and implementation of a range of new administrative, financial, and 
human resource policies, guidelines, and procedures.  It also requires senior 
management to model the corporate and personal behaviours expected of staff in the 
new commercial (yet government-owned) organisation. 
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Audit acknowledges that, in the face of considerable uncertainty, there were 
significant efforts by the Board, the management and staff of Rhodium directed 
towards the successful operation of Rhodium.  Yet the deficiencies identified in this 
report, and the lapses of sound and prudent practices and decisions by senior 
management in many situations, indicate that progress to date was insufficient to 
achieve effective governance and encourage transparency and accountability.   

Audit acknowledges that the Rhodium Board took prompt action to address these 
deficiencies as soon as they became known to the Board. 

 

 

 

Tu Pham 
Auditor-General 
18 September 2006 
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Report Summary and Audit Opinion 

1. REPORT SUMMARY AND AUDIT OPINION 

INTRODUCTION 

1.1 This report presents the results of a performance audit that reviewed the 
operations of Rhodium Asset Solutions Limited (Rhodium), with particular focus to 
ascertain whether Rhodium’s accountability and governance, and its administrative 
and control framework are efficient and effective. 

BACKGROUND 

1.2 In February 2006, Rhodium’s former Chief Operating Officer (COO), 
following his departure from the organisation, contacted the Board of Directors of 
Rhodium (the Board) with concerns regarding management practices within 
Rhodium.  The concerns related to a cash advance made to the former Chief 
Executive Officer (CEO), use of business credit cards, and employment practices.  
The Board commissioned a financial and accounting consultant (KPMG) to conduct 
independent reviews of the matters raised by the COO and various financial and 
administrative practices. 

1.3 The Rhodium Board advised the key stakeholders, including the Chief 
Minister and Treasurer, Department of Treasury and the Auditor-General about the 
conduct and the outcomes of the reviews by KPMG.  The Board also provided advice 
to the various stakeholders concerning actions taken to address the outcomes of the 
reviews. 

1.4 Management practices at Rhodium came to the attention of the ACT 
Legislative Assembly in June 2006.  Consequently, on 13 June 2006, the Chief 
Minister and Treasurer requested the Auditor-General to review various matters 
related to Rhodium’s operations.  The Auditor-General decided to conduct a 
performance audit of the governance, administration and financial management of 
Rhodium to promote public accountability in the administration of Territory-owned 
corporations. 

1.5 The Auditor-General provided an Interim Review Summary (the Interim 
Report) to the Chief Minister and Treasurer on 29 June 2006 in response to his request 
for urgent advice on the matters investigated by KPMG.  The Interim Report outlined 
the issues identified by the KPMG investigations commissioned by Rhodium Board, 
and the remedial actions taken by the Board to address the matters raised.  The 
Interim Report also included significant matters identified during the 2005-06 interim 
financial audit of Rhodium.   

1.6 A copy of the Interim Report was provided to the former CEO of Rhodium 
and the Chairman of the Board.  On the Chief Minister’s request, a copy was also 
provided to the Chairs of the Legislative Assembly’s Select Committee on Estimates 
and Public Accounts Committee. 
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AUDIT OBJECTIVES  

1.7 The objective of the audit was to provide an independent opinion to the 
Legislative Assembly on whether Rhodium has an appropriate corporate governance, 
accountability and control framework to:  

• promote accountability and transparency in the management of the 
organisation; and 

• ensure that management practices and decisions made are prudent and in 
accordance with sound business practices. 

1.8 The performance audit was to examine in detail any systemic deficiencies in 
accountability and governance, and Rhodium’s administrative and control framework.  

AUDIT APPROACH AND FOCUS 

1.9 This performance audit was conducted under the authority contained in the 
Auditor-General Act 1996. 

1.10 The audit focused on Rhodium’s corporate governance and accountability 
framework and included detailed examination of a number of individual management 
decisions that occurred during the period from January 2005 to July 2006.   

1.11 In the examination of matters related to the former CEO, Audit received 
conflicting advice and information from the Board and the former CEO on a number 
of issues, particularly in relation to the extent of the Board’s awareness and 
endorsement of decisions by Rhodium management.  Under these circumstances, and 
due to the recent departure of relevant key Rhodium staff and the inadequacy of 
documentation, it was not possible for Audit to express an opinion on some matters 
considered during the audit. 

1.12 Appendix A provides further details regarding the audit criteria, approach, 
and methodology. 

AUDIT OPINION 

1.13 The audit opinions, formed against the audit objectives, are set out below: 

• Rhodium’s corporate governance and accountability framework generally 
conforms to the governance provisions of the applicable legislation and good 
governance principles. 

• During the period subject to Audit, the effectiveness of the application of 
these governance principles was constrained by an absence of formalised 
policies and procedures, and deficiencies in the control environment, risk 
management practices, financial management and reporting, and human 
resource management practices. 
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• It is therefore unlikely that Rhodium’s internal corporate governance practices 
were sufficient to provide assurance to the Board and Shareholders that: 

  Rhodium’s accountability and management processes were effective; 
and 

  Rhodium’s resources were managed effectively and efficiently . 

• Many of the management practices and decisions examined during the audit 
were not prudent, and reflected insufficient care in using taxpayers’ money. 

• Rhodium’s Board acted promptly to enhance its internal control and financial 
management practices to address these deficiencies, but needs to carefully 
monitor the activities of the company to ensure the desired outcomes are 
achieved.   

KEY FINDINGS 

1.14 The audit opinions are supported by the following key findings: 

Rhodium’s operations  

• Rhodium is a small government business entity operating in a competitive 
fleet management and leasing industry.  It was formed to take over and 
conduct the fleet management business operated by Totalcare Industries 
Limited (Totalcare).  Rhodium was incorporated as a company under the 
Corporations Act 2001 (Cwlth) in December 2004, and legislated as a 
Territory Owned Corporation in January 2005.   

• Rhodium employed about 30 staff in 2005-06 and recorded annual revenue 
(unaudited) of around $22.5m. 

• Rhodium’s business sustainability and growth are dependent on management 
of the ACT Government fleet, ActewAGL, and other operating lease 
arrangements, which accounts for 55% of Rhodium’s revenue.  The balance 
of revenue is from private sector clients and Commonwealth agencies. 

• The financial operations of Rhodium for its first eighteen months of 
operations have generated sufficient revenue to make a small profit of 
approximately $435 000 in 2005-06 (unaudited figures).  No dividends have 
been paid to the Territory.   

• Rhodium expects profits to improve during 2006-07 and subsequent years, 
although profits are expected to remain at modest level.  No dividend 
payments to the Territory are expected. 

• The Government has initiated a scoping study with a view to a future sale of 
Rhodium during 2006-07. 

Governance and accountability framework 

• Rhodium’s corporate governance and accountability framework, including 
risk management, generally conforms to the governance provisions of the 
applicable legislation and good governance principles. 
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• However, the effectiveness of the application of these governance principles 
was constrained by absence of formalised policies and procedures, and 
deficiencies in financial reporting. 

• Rhodium has been facing uncertainty since its establishment due to a lack of 
clear strategic direction from the Shareholders.  Consequently, it was 
difficult for Rhodium to provide and commit to appropriate long-term 
strategic planning to achieve its business objectives and maximise the returns 
to the Shareholders.  

Internal control environment and framework 

• Overall, Rhodium’s internal control environment and framework did not 
progress sufficiently within the first fifteen months of its operation, and 
could not be considered effective during this period.  This is reflected by: 

 a corporate culture that did not encourage care and diligence in 
spending taxpayers’ funds;  

 a lack of formal policies and procedures on operational and ethical 
issues; and 

 inadequate risk management at an operational level. 

• The interim financial audit (June 2006) found significant weaknesses in 
Rhodium’s internal control activities and financial reporting.  These 
weaknesses expose Rhodium to operational risks, have prevented the timely 
completion of a reliable financial report for the year ended 30 June 2006, and 
could adversely affect its ability to meet statutory reporting requirements. 

• Rhodium’s existing financial management systems are inadequate and unable 
to provide timely and useful performance reporting. 

• The scrutiny of management decisions and oversight of corporate culture 
have been improved following the exposure of the issues over recent months. 

Management decisions and practices 

• The matters identified in the Report, such as cash advance, use of credit cards 
and certain employment practices, suggest that Rhodium senior management 
has not consistently met community expectations regarding due care and 
integrity. 

• The decision of Rhodium senior management to approve the payment of a 
$10 000 cash advance to the former Chief Executive Officer in July 2005 
was not appropriate or prudent, because the cash advance: 

 was not within the delegation approved by the Board; 

 was not referred to the Board prior to the transfer of Rhodium’s 
funds, nor was endorsement of the advance obtained from the 
Board; 

 was not supported by proper documentation to substantiate the 
decision to make the advance;  
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 was not followed-up by Rhodium management and recovered within 
a reasonable period, in accordance with normal business practices;  

 was recorded as a debt by way of general journal rather than by 
issuing a debt invoice on the former CEO, which obscured the 
visibility of the debt; and 

 was not brought to the attention of the Board by any party, until 
mid-February 2006, when it was raised with the Board by the former 
Chief Operating Officer.  

• Rhodium did not have adequate policies and guidelines to encourage 
transparency, accountability, and maximising value for money in the use of 
corporate credit cards (including discretionary expenditure, such as 
entertainment, hospitality, travel and personal).  Consequently, Rhodium had 
exposed itself to risks of misuse of funds.  The Board has subsequently 
addressed these deficiencies. 

• Some expenditure on corporate credit cards was of a personal or potentially 
personal nature, and was repaid by the cardholder.  However, not all personal 
expenditure was identified by the cardholder as such. 

• The development and provision of a number of sponsorships was not made in 
accordance with good business practices and the Board Sponsorship Policy 
issued in July 2005.  Audit review of the sponsorships disclosed that:  

 the decisions to propose sponsorship deals were, in most cases, not 
adequately documented and the cost-benefits of the sponsorship 
proposals had not been carefully considered; 

 no written agreement or contract existed for some sponsorships, 
exposing Rhodium to potential legal risks with no assurance of 
benefits received; 

 total expenditure on sponsorships (and donations) for 2005-06 
amounted to $201 800, more than double the approved budget; 

 the sponsorship arrangement with Monte Racing, which commenced 
before the implementation of the Board Sponsorship Policy, was not 
documented or supported by a formal agreement; in short, it was not 
based on good business practice;  

 there was inadequate reporting to the Board on sponsorships, which 
demonstrated a lack of accountability and transparency; and 

 it is doubtful that some sponsorships would provide any substantive 
marketing benefits to Rhodium. 

• The Brumbies sponsorship was not developed and implemented in 
accordance with the Board Sponsorship Policy.  The sponsorship included 
the provision of eleven vehicles, fully maintained by Rhodium, for four 
years, renewable after the second year.  Audit found that: 

 the sponsorship was referred to the Board for noting, after most 
vehicles had been delivered to the Brumbies, notwithstanding that 
the potential cost over the intended four-year term could exceed 
$460 000; 
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 the former CEO approved the sponsorship well beyond the 
sponsorship delegation approved by the Board (cumulative limit of 
$100 000 yearly); 

 the vehicles were purchased using Rhodium funds at a total cost of 
$374 000, before execution of an agreement with the Brumbies; and 

 no formal agreement or contract was signed at the time of Audit 
reporting, although negotiations with the Brumbies were continuing.    

• Rhodium had spent more than $232 000 in corporate entertainment during 
2005-06.  In the absence of clear policy and guidelines and key performance 
indicators to assess the cost-effectiveness of the entertainment strategies, it 
was difficult to ascertain whether the expenses incurred would foster 
Rhodium business and whether a clear and transparent benefit to Rhodium 
could be established. 

• A decision by Rhodium management to procure a large quantity of 
promotional products valued at $33 000 from one supplier during the period 
August 2005 to February 2006 was not soundly based.  In the absence of 
adequate documentation, and given that many of the items are still unused, 
the decision lacked prudence and may not have represented value for money. 

• The fully paid luxury car (Lexus SC430) offered as part of the remuneration 
package to the former CEO, was excessive relative to the public sector 
benchmark, and relative to the CEO position of a small TOC.  The vehicle 
was purchased, instead of leased in accordance with her employment 
contract, without the Board’s endorsement. 

• The decision to create the position of Chief Operating Officer (COO), and to 
subsequently make the position redundant within a period of about seven 
months cost Rhodium $280 000.   

• Rhodium’s record management practices do not currently satisfy the 
requirements of the Territory Records Act 2002. 

Employment practices 

• Rhodium did not have formal policies and guidelines for recruitment and 
other human resource management practices, other than those informally 
carried over from Totalcare. 

• Record-keeping practices varied between files reviewed; recruitment 
documentation requires improvement to facilitate transparency. 

• Personal relationships between the former CEO and some Rhodium staff 
were not formally declared.  The relationships created a potential for a 
conflict of interest or an abuse of power with respect to human resource 
management and other management practices. 

• Performance assessments were not consistently undertaken for positions 
reviewed by Audit.  Some arrangements for performance management and 
assessment were unsuitable due to the potential for a conflict of interest. 

• Documentation is insufficient to provide assurance that recruitment decisions 
have been made based on merit. 
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Information technology system redevelopment project 

• The IT system redevelopment (Enterprise Architecture) project was endorsed 
in principle by the Totalcare Board in October 2004, as a necessary step to 
resolve problems with inefficient systems and manual processes that would 
eventually impact upon business growth. 

• The Rhodium Board terminated the EA project at a pre-arranged ‘Go/No Go’ 
point, following an independent report that assessed the project as very high 
risk, with a low probability of successful implementation within the current 
budget allocation of $1.5 million.  The abandoned project has cost Rhodium 
around $490 000. 

• The business case developed by Rhodium did not comprehensively identify 
the benefits and costs associated with the introduction of the new IT system.  
The cost of project implementation was significantly underestimated. 

• Rhodium did not undertake a comprehensive risk analysis for the project, 
particularly to address the limited approved budget. 

• The former CEO did not fully advise the Board of the financial and legal 
implications of certain contractual agreements that were entered into for the 
project. 

RECOMMENDATIONS AND RESPONSE TO THE REPORT 

1.15 The audit made six recommendations to address the audit findings detailed in 
this report.  

1.16 In accordance with section 18 of the Auditor-General Act 1996, a final draft 
of this report was provided to the Chief Executive of the Department of Treasury, the 
Chairman of the Rhodium Board and to the former CEO.  The overall responses from 
to the Chief Executive of the Department of Treasury, the Chairman of the Rhodium 
Board and the former CEO are shown below. 

Response from the Chief Executiv  of the Department of Treasury: e
Treasury notes that the report identifies numerous concerns around the management 
and decision making processes at Rhodium and makes a number of 
recommendations to strengthen the company’s governance framework. 

Treasury generally supports the recommendations, noting that it may not be cost 
effective to fully implement some of the recommendations given that the 
Government is currently conducting a scoping study with a view to the sale of 
Rhodium. 

More broadly, Treasury notes that the proposed report highlights serious 
deficiencies in the past management of Rhodium, and that senior management did 
not consistently meet community expectations regarding due care and integrity. 

The recent events at Rhodium certainly underline the importance of promoting and 
maintaining high standards of behaviour in the management of Territory-owned 
corporations.  There is a very serious obligation on Chief Executives to provide 
strong leadership to their organisations through modelling and reinforcing 
appropriate behaviours and values.  Chief Executives have an equally heavy 
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responsibility to ensure completely frank and transparent communication with their 
Boards.   

The events reviewed in the audit report show numerous instances where there was a 
failure by former Rhodium senior management to meet these important 
responsibilities and obligations. 

Treasury considers a critical element of good corporate governance includes the 
maintenance of high standards of integrity and ethical behaviour by senior 
management.  The experience of Rhodium highlights the difficulties that a Board 
faces when this basic requirement is not fully met by senior management. 

In Treasury’s view, an important aspect of the events reviewed in the audit is the 
Board’s response once it became fully aware of shortcomings in the actions of 
senior management.  Treasury notes that the Board has been proactive in notifying 
Treasury and the shareholder Ministers of concerns as they have emerged this year.  
The Board has also commissioned follow-up action in a number of priority areas, 
including external investigations and audits.   

The Board’s preparedness to recognise the problems in the management of 
Rhodium, and to deal with those problems openly, both with Audit and the 
Shareholders, has been essential in addressing the integrity of Rhodium’s 
management processes and corporate culture. 

Response from the Chairman of the Rhodium Board: 
The Board of Rhodium Asset Solutions accepts the recommendations of the audit 
and has already initiated action which has substantially addressed all material 
matters raised by the report.  Many of these were initiated prior to the Auditor-
General commencing the performance audit. 

The Auditor-General’s report suggests that policies and procedures would have 
prevented certain behaviour.  While the Board accepts the importance of the policies 
and procedures, the Board does not agree with this position and is of the strong 
opinion that the Auditor-General’s belief in the power of policies or procedures 
offers no practical protection for any Board exposed to management behaviour that 
is deliberately concealed from it. 

It is also important to recognise that Rhodium was not a “start up” company, that it 
was operating under policies and practices transferred from Totalcare and that the 
Board could reasonably expect that they would be adequate (at least in the short to 
medium term) assuming the senior management acted appropriately. 

The Rhodium Board was misled over a long period.  It made decisions in good faith 
but, as it now appreciates, based on faulty advice and information.  It believes its 
trust was misplaced and abused. 

The Auditor-General’s audit has closely examined the serious management 
problems caused in large part by the conduct of individual officers of the Company.  
It was the examination of these issues by the Rhodium Board which initially led to 
the Board appointing independent auditors earlier this year – in February and 
March. 

The Boar moved urgently to upgrade and strengthen the organisation’s policies and 
procedures and fully inform the Shareholders, the Auditor-General and the 
Australian Federal Police. 

It has acted quickly to address management practices which, unfairly and 
unfortunately, may reflect on the body of Rhodium’ staff, most of them are 
dedicated and important contributors to the Company’s success. 
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Response from the former Chief Executive Officer of Rhodium: 

The former CEO commented on the context of the creation of Rhodium in 
January 2005 through the transfer of the former Totalcare Fleet business, 
advising: 
[it was not a ] straightforward or ‘pure’ process.  … Many of the management 
practices under examination were clearly evident in the predecessor entity. 

Thus, Rhodium in its first 12 months should accurately be characterised as an 
organisation: 

• operating in a highly competitive national market; 

• with a new CEO, and a shareholder-appointed Board who had not been 
effectively briefed;  

• with a small group of new staff who were on a rapid learning curve, 
working alongside existing staff who had become used to a non-
commercial mode of operation, all of whom were working to an 
inadequate set of operational guidelines inherited from the prior business; 

• with inadequate human resources … IT resources and financial resources; 

• attempting to rationalise strongly competing pressures arising from the 
TOC objectives under the Act – to be more efficient than a comparable 
corporate business, to maximise shareholder return (both of which imply a 
growth framework) and to demonstrate social responsibility by 
‘encouraging’ the interests of the community, and 

• attempting to rationalise competing demands from management, staff, 
Board, Shareholders, and ACT Government departments, all in an 
environment where there was a strong, disempowering sense that the 
future of the organisation was by no means certain, regardless of 
performance it may deliver. 

Further, the former CEO said: 
It should be noted that the Rhodium internal control structure and framework was 
exactly as inherited from the Totalcare predecessor.  Given all the complex tasks 
and resource shortage issues facing management and the Board, the Board’s 
demands for profitability, the uncertainty of the organisation’s future and the 
intervention of the Board and government in management activity, this could not be 
undone and reinvented in a short period of time. 

1.17 Rhodium also provided responses to each recommendation, as shown below. 
In line with the Government’s budgetary decision in June 2006 to sell Rhodium 
during 2006-2007, the Rhodium Board and management will operate Rhodium 
during this sale process with the aim of maximising the return to the ACT 
Government on any future sale.  Pending a final government decision on a sale, no 
major investments are envisaged, including a new IT system, however, every effort 
will be made, through short-term process improvements to lift the current standard 
of operations and management. 
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Recommendation 1 (Chapter 4) 

Rhodium should, as a priority, enhance the control environment and structure by 
developing and implementing formal policies and procedures, including Chief 
Executive Financial Instructions. 

Rhodium’s Response: 

Agreed.   

Rhodium has a range of policies which have been developed since its establishment, 
some of these have been transitioned from Totalcare’s original Quality Management 
System, while others have been developed and approved through the Rhodium Board.  
The Board has agreed to consolidate these policies under the ACT Treasury’s CEFI 
framework. 

An ongoing improvement to policy and procedures within Rhodium has been 
underway since early 2006.  A Staff Code of Conduct has already been approved by 
the Board and has been issued to staff. 

Recommendation 2 (Chapter 4) 

Rhodium should: 

• address the inadequacy in financial controls; and 

• improve its financial management information and reporting system. 

Rhodium’s Response: 

Agreed  

Rhodium has been progressively improving the quality of its internal financial 
controls, with recent policy and procedure initiatives, along with work on CEFI’s and 
a Process Improvement Project are all aimed at lifting the level of quality and control 
within Rhodium’s financial operations. 

The Enterprise Architecture project was suspended in May 2006 as the Board 
conducted a review and formed the opinion that there was a significant risk that the 
project would not achieve its objectives.  The project was designed to overcome many 
of the financial and management reporting issues, along with the non-integration 
issues within Rhodium’s general systems environment.   

It is important to appreciate that given the uncertainty regarding the future of the 
Rhodium, the Board is unable to progress this issue in short term.  Only minimal 
improvements are possible within the current systems environment and it is not 
envisaged that any significant improvements in this area can be achieved prior to 
Rhodium’s sale.   
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Recommendation 3 (Chapter 4) 

Rhodium should ensure staff are fully aware of their responsibilities to contribute to 
the effective management of business and integrity risks. 

Rhodium’s Response: 

Agreed. 

This area has recently been strengthened through the reallocation of these activities 
under the Senior Manager, Finance and Corporate Services. 

Rhodium’s recent actions to improve the overall Governance framework through the 
issue of more comprehensive policies and the creation of Senior Management and 
Risk Management forums will also ensure that promotion and responsibilities for 
governance and risk management are improved across all staff within Rhodium. 

Recommendation 4 (Chapter 5) 

Rhodium should develop and implement a records management policy and guidelines 
to ensure compliance with the Territory Records Act 2002. 

Rhodium’s Response: 

Agreed. 

Despite the potential sale, Rhodium will be required to comply with the Territory 
Records Act 2002 and is developing a strategy to meet its compliance requirements. 

Recommendation 5 (Chapter 6) 

Rhodium should develop recruitment policies and guidelines and improve record 
keeping practices to facilitate transparency in recruitment decisions. 

Rhodium’s Response: 

Agreed 

Rhodium will develop a set of policies modelled on better practice from other ACT 
Government agencies.  In view of Rhodium’s potential sale, future recruitment will be 
for temporary employees and, in the event that this is unsuccessful, short term 
contracted resources will be procured in accordance with the relevant policy being 
developed in the CEFI framework and based on Auditor-General’s best practice 
sample policy. 
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Recommendation 6 (Chapter 7) 

Rhodium should develop, for each major project undertaken: 

• a comprehensive business case, which describes the rationale, expected 
benefits and costs for the project, and identifies risks and appropriate 
strategies to manage those risks; and  

• a project management plan, which clearly defines the roles and 
responsibilities of key personnel (and contractors) and incorporates a 
mechanism to report regularly to the Board on progress and significant 
developments. 

Rhodium’s Response: 

Agreed 

Rhodium does not envisage any major project activities during the potential sale 
period, although the issue of the sale process which is being coordinated by ACT 
Treasury will require a significant level of project management diligence by Rhodium. 
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2. RHODIUM’S OPERATIONS  

INTRODUCTION 

2.1 This chapter outlines the business activities, operations, financial 
performance, and strategic directions of Rhodium.   

2.2 Several Rhodium documents, including the draft business plan, approved 
Statement of Corporate Intent (SCI) for 2005-06, and draft SCI for 2006-07, have 
been referred to in this chapter.  Audit did not form any view on the reliability of 
information or the reasonableness of the assumptions made in these documents.  Audit 
used these documents to provide background information on Rhodium’s operations 
and business activities. 

KEY FINDINGS  

• Rhodium is a small government business entity operating in a competitive 
fleet management and leasing industry.  It was formed to take over and 
conduct the fleet management business operated by Totalcare Industries 
Limited (Totalcare).  Rhodium was incorporated as a company under the 
Corporations Act 2001 (Cwlth) in December 2004, and legislated as a 
Territory Owned Corporation in January 2005.   

• Rhodium employed about 30 staff in 2005-06 and recorded annual revenue 
(unaudited) of around $22.5m. 

• Rhodium’s business sustainability and growth are dependent on management 
of the ACT Government fleet, ActewAGL, and other operating lease 
arrangements, which accounts for 55% of Rhodium’s revenue.  The balance 
of revenue is from private sector clients and Commonwealth agencies. 

• The financial operations of Rhodium for its first eighteen months of 
operations have generated sufficient revenue to make a small profit of 
approximately $435 000 in 2005-06 (unaudited figures).  No dividends have 
been paid to the Territory.   

• Rhodium expects profits to improve during 2006-07 and subsequent years, 
although profits are expected to remain at modest level.  No dividend 
payments to the Territory are expected. 

• The Government has initiated a scoping study with a view to a future sale of 
Rhodium during 2006-07. 

BACKGROUND 

2.3 In 2004, a decision was made to create a new Territory-owned Corporation 
(TOC) to conduct the fleet business of Totalcare Industries Limited (Totalcare).  The 
fleet business was transferred to Rhodium in January 2005. 
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2.4 Rhodium was incorporated as a company under the Corporations Act 2001 
(Cwlth).  It is also subject to ACT regulation under the Territory Owned Corporations 
Act 1990 (TOC Act) which declares it a Territory Owned Corporation (TOC).  
Rhodium’s voting shareholders are Cabinet Ministers of the ACT Government. 

2.5 The Board advised Audit that ‘on establishment, Rhodium took over a 
functioning business complete with CEO, all staff, premises, systems, assets, debts, 
policies and procedures’. 

2.6 Section 7 of the TOC Act states that the main objectives of a TOC are: 
(a) to operate at least as efficiently as any comparable business; and 

(b) to maximise the sustainable return to the Territory on its investment in the 
corporation or subsidiary in accordance with the performance targets in the 
latest statement of corporate intent of the corporation; and 

(c) to show a sense of social responsibility by having regard to the interests of the 
community in which it operates, and by trying to accommodate or encourage 
those interests; and 

(d) if its activities affect the environment – to operate in accordance with the 
object of ecologically sustainable development. 

RHODIUM’S BUSINESS AND OPERATIONS 

Organisational structure and staffing  

2.7 The Board was appointed by the voting shareholders in December 2004, and 
was comprised of the Chair, the Deputy Chair, and a Director.  An additional Director 
was later appointed in April 2005.  Many of the staff of Rhodium, including the 
former CEO and some members of the management team, ‘transferred’ to the new 
TOC from Totalcare when Rhodium was formally established. 

2.8 During 2005, the organisational structure of Rhodium evolved in response to 
a range of factors, such as departure of key staff, resource constraints inherent in a 
small organisation, and alignment to Rhodium’s business directions and plan.  The 
organisational chart, as shown in Diagram 2.1 on the following page, was the 
management structure operating during the period from August 2005 to January 2006.   

2.9 There have been further changes to Rhodium’s organisational structure, 
subsequent to the departure of the former Chief Executive and Chief Operating 
Officer in February 2006.  

2.10 The number of staff has increased from 29 in January 2005 to the current 
level of 34 (including four senior executives) in July 2006.  Rhodium is expecting to 
reduce the number of staff to 29 during 2006-07.   
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Diagram 2.1: Organisational chart 
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Source: Rhodium Senior Management 

Business activities and operations 

2.11 In accordance with its draft SCI for 2006-07, Rhodium’s main business 
activities and operations include: 

• asset management services (around 85% of assets are vehicles, of which 75% 
are passenger or light commercial) including purchasing, maintaining, 
reporting, insuring, registering, paying tax, disposing or re-marketing.  
Rhodium also provides other services, such as fleet reviews, technical advice, 
training and breakdown services; and 

• leasing services to the ACT Government and non-ACT Government clients, 
including:  

− novated leasing products (‘Smartlease’); 

− operating lease products and options; 

− financing leasing products and options; 

− sale and lease back arrangements; 

− short-term hire; and 

− non-vehicle business, such as laptop, mining equipment, medical 
equipment and linen equipment. 

Financing arrangements 

2.12 Prior to 30 June 2006, all ACT Government agencies were required to lease 
all passenger and light commercial vehicles from Rhodium under a whole of 
government financing facility in place with Macquarie Bank (MBL).  The financing 
arrangement with MBL expired in late June 2006.  However, the terms and conditions 
of the operating lease arrangements for all vehicles remaining under the MBL leasing 
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facility with Rhodium are to continue unchanged, until each lease expires and the 
vehicles are returned to Rhodium for disposal. 

2.13 The Government has recently implemented new arrangements whereby 
financing for new ACT fleet vehicles acquired from 1 July 2006 is provided internally 
from the Territory Banking Account (managed by the Central Financing Unit under 
Treasury) to Rhodium in the form of monthly loans.   

2.14 In addition to a centralised finance facility with the Territory Banking 
Account, Rhodium has also been approved by the Treasurer under the TOC Act to 
borrow up to $120 million from a major bank.  

Rhodium’s market share in the ACT 

2.15 As at 30 June 2006, Rhodium managed about 4 130 vehicles under leases, 
with 21% of its revenue from its ACT Government fleet management business (1 150 
vehicles).  Rhodium’s non-ACT Government business includes the ActewAGL fleet, 
private sector clients and Commonwealth agencies.  Many of the novated lease 
vehicles are provided under master leases with ACT Government and Commonwealth 
agencies.  Diagram 2.2 summarises total revenue by lease type as at 30 June 2006.  

2.16 Rhodium estimated that about 55% of total revenue is related to the ACT 
Government, ActewAGL, and other operating leases, of which 21% is under 
financing leases with MBL (as at 30 June 2006). 

2.17 Audit notes that Rhodium has experienced some growth in revenue from the 
ACT Government fleet (8%) and novated leases (20%) during 2005-06 financial year.  
The growth in ACT fleet revenues is largely attributable to increased lease 
management fees, not growth in the size of the fleet. 

Diagram 2.2: Revenue by lease type 

ACT Fleet 
21%

Novated Lease 
33%

Operating 
Lease 
44%

Other
2%

ACT Fleet Novated Lease Operating Lease Other
 

Source: Rhodium management report 
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FINANCIAL PERFORMANCE 

Financial management system 

2.18 In its draft Business Plan prepared in April 2005 and its 2004-05 Statement 
of Corporate Intent, Rhodium identified that its current Information Technology (IT) 
systems, such as Navision, Fleet Management System (Ausfleet) and fleet 
management databases, were manually intensive and ad hoc, and with no shared 
interface, made business processes inefficient.  This would lead to greater 
inefficiencies in handling business transactions if the business expanded.  Totalcare, 
and subsequently Rhodium senior management and the Board, recognised the need to 
acquire and implement a new IT system to ensure business processes, applications and 
platforms were more stable, and also meet future growth of the organisation.  

2.19 The Rhodium management proposed, in early 2005, to implement a new 
‘Enterprise Architecture’ project.  An agreement with a supplier was executed in late 
February 2006.  However, the Board suspended the project in May 2006 primarily due 
to potential excessive costs.  Audit identified a number of deficiencies during the 
review of the IT project and these matters are discussed in Chapter 7. 

2.20 Further, Audit notes that Rhodium’s accounting system (Navision) consists 
of ad hoc systems that are not properly integrated.  The system does not allow 
management to generate real time reports to support operational decision-making and 
provide timely information to clients upon request.   

Revenue and profitability 

2.21 Rhodium has been trading for more than one and half years since its 
establishment as a TOC in January 2005.  The financial performance of Rhodium for 
its first six months of operations was assessed during 2004-05 financial audits.   

• Rhodium’s profit after tax for the first six months of operations was an 
essentially breakeven result of $0.18 million; and 

• as at 30 June 2005, Rhodium had sufficient current assets to meet its current 
liabilities when they fall due. 

2.22 Table 2.1 outlines the financial performance of Rhodium for the 2004-05 and 
2005-06 financial years.  At the date of this report, Rhodium had not finalised its 
financial statements for auditing.  Accordingly, the following figures for 2005-06 are 
taken from un-audited draft financial statements presented to the Board in July 2006, 
and may be subject to further change.   
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Table 2.1: Revenue and profitability  

 July – Dec 
2004 

Actual 
Audited 

Jan – June 
2005 

Actual  
Audited 

2004-05 
Actual  

 
Audited 

2005-06 
Actual 

 
Unaudited 

2005-06 
Budget 

 
 

 $’000 
Note 1 

$’000 
Note 2 

$’000 
Note 3 

$’000 
Note 4 

$’000 
Note 4 

Revenue 9 653 9 978 19 631 22 488 21 747 

Expenses 10 170 9 685 19 855 21 866 21 247 
Net profit before 
income tax (517) 293 (224) 622 500 
Income tax 
expense 0 112 112 187 150 

Net profit  (517) 181 (336) 435 350 

Total assets  70 183 70 183 90 332 123 722 

Net assets and equity  4 440 4 440 7 627 6 144 

Profitability indicators: 

Profit before income tax   2.9% -1.2% 2.8% 2.3% 

Net profit   1.8% -1.7% 1.9% 1.6% 

Return on assets   0.3% -0.5% 0.5% 0.3% 

Return on equity  4.1% -7.6% 5.7% 5.7% 
Note 1: Audited statements of Totalcare Fleet Management for the six months period of July to 
December 2004.  Rhodium was formed to take over the Totalcare Fleet Management business in 
January 2005.  The operating results of Totalcare Fleet Management represented the operating results 
of Rhodium if Rhodium was established since July 2004.  
Note 2: Audited statements of Rhodium for the six months period of January to June 2005. 
Note 3: The combination of revenue and expenses of Totalcare and Rhodium to show the financial 
performance of Rhodium on an annual basis. 
Note 4: Rhodium’s unaudited financial statements presented to the Board on 27 July 2006 - the final 
set of the financial statements are not available at the time of reporting. 

2.23 Based on the unaudited figures above, total revenue in 2005-06 increased by 
$2.9 million (14.5%) compared to that of Rhodium/Totalcare Fleet management in 
2004-05.   

2.24 The unaudited figures show Rhodium achieved its budgeted financial results 
during its first twelve months of trading in 2005-06, with a small profit of $435 000, 
against a revenue of $22.5 million.   

2.25 Key profitability indicators of Rhodium’s financial results for 2005-06 reflect 
an operation that is expected to recover costs rather than generate strong profits.  The 
returns generated by its assets and equity remain relatively small and will not be 
sufficient to enable significant investments in Rhodium’s operations or the payment of 
dividends to the Territory.  
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Financial position 

2.26 Table 2.2 outlines the financial position of Rhodium as at 30 June 2005 and 
2006.  Figures for 2005-06 are taken from un-audited draft financial statements 
presented to the Board in July 2006. 

Table 2.2: Financial position as at 30 June 2005 and 2006  
 2005 

Actual 
Audited 

2006 
Actual 

Unaudited 

2006 
Budget  

 $’000 
Note 1 

$’000 
Note 2 

$’000 
Note 3 

Current assets 35 696 31 714 28 336 

Non-current assets 65 583 58 618 95 386 

Total assets 98 279 90332 123 722 

Current liabilities  33 960 30 674 42 182 

Non-current liabilities 59 648 52031 75 396 

Total liabilities  93 608 82 705 117 578 

Net assets/equity 4 671 7 627 6 144 

Net current assets $1 736 $1 040 ($13 846) 

Current ratio  1.05 to 1 1.03 to 1 0.67 to 1 

Debt ratio 95.1% 93.7% 91.6% 
Note 1: Rhodium’s 2004-05 Annual Report (Audited 2004-05 financial statements). 
Note 2: Rhodium’s unaudited financial statements presented to the Board on 27 July 2006 as the final 
set of the financial statements are not available at the time of reporting  
Note 3: Rhodium’s 2005-06 budget estimates as per ACT 2005-06 Budget Paper No. 4 page 481. 

2.27 Based on the unaudited figures above, Rhodium’s capacity to meet its short 
term (less than twelve months) and long term obligations at 30 June 2006 improved 
compared to the budget.   

2.28 Rhodium’s budget estimates for 2006-07 and future years are based on the 
assumption, in the event of a Government decision not to sell Rhodium, that the status 
of Rhodium will remain unchanged; the profit outlook is for net profits to improve but 
remain at modest levels over the next few years.   

2.29 Financial results of Rhodium do not take into account the liability for the 
Macquarie Bank Fleet Financing Facility reserve account balance, which is reported 
separately by the Central Financing Unit, Department of Treasury. 

BUSINESS STRATEGIES AND FUTURE DIRECTIONS 

2.30 In its draft Business Plan developed in April 2005 and the Statement of 
Corporate Intent (SCI) for 2005-06, Rhodium has identified the business and 
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corporate strategies to achieve its sustained growth.  At the time of reporting, 
Rhodium had not finalised its financial statements and the Annual Report for the year 
ended 30 June 2006.  Audit is therefore unable to assess Rhodium’s performance 
against its business strategies outlined in the 2005-06 Statement of Intent.  However, 
Audit notes that some of the strategies, such as implementation of new IT platform, 
and staffing issues have not been achieved as intended.   

2.31 The Government has recently initiated a scoping study with a view to the sale 
of Rhodium during 2006-07.  In the meantime, however, Rhodium will continue to 
operate within its existing business parameters.  

2.32 To meet these requirements, Rhodium proposed in its draft SCI for 2006-07 
to develop and implement new business strategies to: 

• refocus on ACT fleet management services as core business; 

• implement measures to ensure the growth of its non-ACT Government 
business, with the purpose of achieving profitability for 2006-07 and beyond, 
including efficiency gains through reduction in corporate overheads; 

• conduct regular independent customer satisfaction surveys;  

• implement a change management program to assist staff adapting to a revised 
structure; and 

• comply with all relevant legislation and standards. 

2.33 Audit understands that Rhodium has implemented some of these strategies 
and plans, such as the business growth strategy and improved financial performance, 
including efficiency gains.  However, any further business strategies to be developed 
and implemented will depend on the outcome of the scoping study and the decision of 
the Shareholders. 
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3. GOVERNANCE AND ACCOUNTABILITY 
FRAMEWORK  

INTRODUCTION 

3.1 This chapter assesses whether Rhodium’s corporate governance and 
accountability framework is appropriate and effective to promote accountability and 
transparency for the management of the organisation. 

KEY FINDINGS  

• Rhodium’s corporate governance and accountability framework, including 
risk management, generally conforms to the governance provisions of the 
applicable legislation and good governance principles. 

• However, the effectiveness of the application of these governance principles 
was constrained by absence of formalised policies and procedures, and 
deficiencies in financial reporting. 

• Rhodium has been facing uncertainty since its establishment due to a lack of 
clear strategic direction from the Shareholders.  Consequently, it was difficult 
for Rhodium to provide and commit to appropriate long-term strategic 
planning to achieve its business objectives and maximise the returns to the 
Shareholders.  

CORPORATE GOVERNANCE  

Definition of corporate governance 

3.2 The subject of governance has received much attention in recent years.  The 
definition of corporate governance and its implications for an organisation have been 
the subject of extensive research, debate and comment at a range of levels over the 
last decade.  For example, the Organisation for Economic Cooperation and 
Development (OECD) in conjunction with national governments, other relevant 
international organisations, and the private sector developed a set of corporate 
governance standards and guidelines in April 1998.  ‘OECD Principles of Corporate 
Governance’ defines corporate governance as: 

… a set of relationship between a company’s management, its board, its 
shareholders and other stakeholders.  Corporate governance also provides the 
structure through which the objectives of the company are set, and the means of 
attaining those objectives and monitoring performance are determined.1 

                                                 
1 OECD Ad Hoc Task Force on Governance 1999 p 2: <http.www.oecd.org/daf/governance/principles,pdf> 
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3.3 The Australian Treasury’s Corporate Law and Economic Reform Program 
(CLERP) initiative defines corporate governance as: 

… the term used to describe the rules and practices put in place within a company to 
manage information and economic incentive problems inherent in the separation of 
ownership from control in large enterprises.  It deals with how, and to what extent, 
the interest of various agents involved in the company are reconciled and what 
checks and incentives are put in place to ensure that managers maximise the value 
of the investment made by shareholders.2 

3.4 It is generally understood that corporate governance involves a set of 
principles adopted or practised by organisations to ensure a clear corporate direction, 
responsibility, and accountability of those managing the organisation.  The essence of 
good governance is accountability.  

Benefits of effective corporate governance  

3.5 The primary objectives of good corporate governance are to: 

• enhance organisational performance; 

• strengthen shareholder and community confidence of an entity; 

• increase the public reputation of an entity through enhanced transparency and 
accountability; 

• encourage entities to demonstrate how they are discharging their legal, 
shareholder and ethical obligations; 

• provide a mechanism for benchmarking accountability; and 

• assist in the prevention and detection of fraudulent, dishonest and/or 
unethical behaviour.3 

3.6 Corporate governance is a dynamic area of management literature.  There are 
many principles and guidance papers issued by various bodies and organisations, such 
as OECD Principles of Corporate Governance, Australian Stock Exchange Corporate 
Governance Council4 and Uhrig Report.5  All these principles and recommendations 
provide a number of common elements that underlie good corporate governance.   

3.7 No single corporate governance model or approach can fit all organisations.  
Organisations should review and adapt corporate governance principles to meet their 
particular demands. 

                                                 
2 Corporate Law Economic Reform Program (CLERP) (1997) Directors’ Duties and Corporate 
Governance: Facilitating Innovation and Protecting Investors Proposal for Reform: Paper No. 3, 
AGPS, Canberra. 
3 Standards Australia International Ltd. AS8000-2003 ‘Good Governance Principles’, November 2004. 
4 Australian Stock Exchange Corporate Governance Council, titled ‘Principles of Good Corporate 
Governance and Best Practice Recommendations’, 2003. 
5 John Uhrig, titled ‘The Review of the Corporate Governance of Statutory Authorities and Office 
Holders’, 2003. 
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ASSESSMENT OF RHODIUM’S CORPORATE GOVERNANCE  

Governance framework for a TOC 

The Corporations Act 2001 (Commonwealth) 

3.8 Rhodium, being a company incorporated under the Commonwealth 
Corporations Act 2001, is required to comply with various governance provisions of 
the Act, primarily relating to financial reports and audit (Chapter 2M of the Act).  
Under sections 180 and 181 of the Corporations Act, directors and officers (such as 
the CEO and the Secretary) of a company must exercise their responsibilities to act 
with care, skill and diligence and have the statutory duty to act in good faith and for a 
proper purpose. 

The Territory Owned Corporations Act 1990 

3.9 Rhodium and its directors or shareholders must comply with the obligations 
of the Territory Owned Corporations Act 1990 (TOC Act), in addition to other 
legislation imposed on them (such as the Corporations Act) or the constitution of the 
company. 

3.10 The TOC Act (Part 3) outlines a range of accountability provisions required 
of any TOC.  For example, the TOC Act requires Rhodium to, among other things:  

• provide periodic financial statements, performance reports or other 
information to the shareholders; 

• advise the shareholders any significant events, for example, new ventures or 
significant changes to existing activities (section 16A); and 

• prepare and submit a statement of corporate intent within three months after 
the corporation becomes a TOC and at subsequent twelve months. 

3.11 The accountability requirements of the TOC Act are detailed in Appendix B 
of this report. 

Rhodium’s constitution 

3.12 Rhodium’s constitution also contains several governance provisions, 
including: 

• arrangements to for the shareholders to appoint and remove a Board of 
Directors;   

• powers of the Board, including delegation of its powers; and 

• arrangements for the Board to appoint and remove a Chief Executive Officer, 
and to establish the powers of CEO as an officer of the company.  
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3.13 The accountability arrangements included in the Rhodium constitution are 
detailed in Appendix B of this report. 

Board roles, powers, and responsibilities 

Appointments and skills 

3.14 Rhodium’s shareholders, with Cabinet agreement, Rhodium appointed the 
Board members, including the Chairperson and the Deputy Chairperson, in 
accordance with the TOC Act.  The Board members are independent of the 
management team and the shareholders.  Based on their experience and exposure, 
Audit considers the Board, collectively, has the appropriate skills and experience to 
properly fulfil its responsibilities.   

Roles and responsibilities 

3.15 Rhodium’s constitution very broadly defines the powers of the Board.  
Consistent with the Good Governance Principles, the Board acted to develop and 
implement a governance policy framework for Rhodium soon after its establishment 
in January 2005.  The Governance Policies were not formalised until June 2006. 

3.16 The Rhodium Board Governance Policies provide a framework for: 

• the responsibilities of the Board; 

• the roles, obligations and restrictions of the Chairperson, Deputy Chairperson 
and individual Directors; 

• the formation of the Audit Committee and other committees, as required; 

• the role and powers of the CEO; and 

• a clear statement of its commitment to effective governance, covering all of 
the common elements that underpin good corporate governance. 

3.17 In general, the Board is responsible for: 

• the strategic direction of Rhodium; 

• approval of budgets and other performance indicators, and review of 
performance against them; 

• implementation of risk management; 

• compliance with applicable laws; 

• ensuring that appropriate policies on key issues are put in place; and 

• appointment of the CEO and evaluating his/her ongoing performance against 
predetermined criteria. 
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Strategic directions 

3.18 Audit noted that the Board had developed and presented to the Shareholders 
a draft business plan in April 2005.  The Board advised that the Shareholders had not 
approved the draft business plan, as the Government has not yet decided the future 
directions of Rhodium’s business operations.   

3.19 In accordance with the Shareholders’ directions, the Board was required to 
prepare its annual statement of intent, which included an annual business plan 
together with estimated performance targets. 

3.20 Audit considers that the uncertainty of Rhodium’s future, and a lack of clear 
directions from the Shareholders, made it difficult for the Board to provide and 
commit to appropriate long-term business strategies to drive Rhodium in achieving 
the best outcome for the shareholders.   

Monitoring and reporting 

3.21 Audit noted that the Board was involved in approving the budgets and other 
performance indicators proposed in its annual statement of intent before submission to 
the Shareholders for approval. 

3.22 A review of the Board meeting minutes found that the Board had regularly 
reviewed the budget and performance of Rhodium submitted by the management in 
its monthly Board meetings and that the Directors had on several occasions requested 
better performance indicators, such as competitor comparisons.   

3.23 Nevertheless, Audit considers that Board monitoring did not appear 
sufficient in some instances to prevent poor commercial decisions by Rhodium 
management; this is discussed further in Chapters 5, 6 and 7 of the Report. 

Audit Committee and risk management 

3.24 The Audit, Risk and Compliance Committee (ARCC) was formed in April 
2005, and its responsibilities include oversight of financial management and 
reporting, compliance with internal controls, corporate governance and risk 
management.  It is chaired by the Deputy Chairperson and includes another Director, 
an independent advisor, and representatives of both the external auditor and the 
Auditor-General’s Office as observers.  Audit noted that there was no internal audit 
undertaken during the first eighteen months of Rhodium operations. 

3.25 Risk management is a critical element of corporate governance and is 
necessary for satisfying both performance and conformance responsibilities.  Audit 
reviewed Rhodium’s Risk Management Plan and Register and found that it was 
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generally consistent with the current Australian Standard6 and included all major 
financial, business, credit and operational risks. 

3.26 The ARCC is also responsible for the implementation of the ‘Compliance 
Program’, which put in place appropriate procedures to ensure that Rhodium has 
actively complied with all relevant legislation, industry standards, and codes. 

3.27 Audit considers the Board had put in place appropriate systems and 
procedures to satisfy the governance principles in risk management and compliance 
with relevant legislation and industry code. 

Documented policies 

3.28 A well-governed organisation will have clearly documented objectives; roles 
and powers of the governing body or a board and its committees; roles and 
responsibilities of staff; and clear and widely communicated policies on conflicts of 
interests, internal control, human resource management, IT management and 
standards of professional and ethical behaviour.   

3.29 Audit noted that a draft Governance Policy was presented to the Board at its 
meeting in January 2005.  The draft was further refined over the ensuing months to 
meet Rhodium’s specific needs, and was formalised in June 2006.  The Board has 
advised that while the governance framework was being developed and refined, the 
Board and management were operating under its principles. 

3.30 The importance of developing, communicating, and implementing sound 
policies and procedures to guide the governance and operations of Rhodium was 
recognised by the Board.  For example, the Board assigned the former CEO the 
specific responsibility to develop and implement, by June 2005, a range of policies 
covering human resource management, internal controls, risk management, and 
corporate governance.  Principal among these policies was a corporate code of 
conduct.  This timeframe was not met and while many policies may have been under 
preparation, few were formally issued until February 2006.  The code of conduct, for 
example, was not approved by the Board until July 2006.   

3.31 Without written and widely communicated policies and procedures, 
management and staff may not be fully aware of the governance requirements of the 
Board and their responsibilities on governance issues.  The matters identified in the 
subsequent chapters illustrate the importance of having documented policies and 
procedures to provide guidance to management and staff in conducting their normal 
operations and duties. 

                                                 
6 Australian New Zealand Standard AS/NZS 4360:2004 ‘Risk Management’. 
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CEO responsibilitie   s

3.32 The Board is responsible for appointment, remuneration determination and 
performance appraisal of the CEO.   

3.33 The former CEO’s duties and responsibilities, including key performance 
indicators and conduct, were defined in her employment agreements.  Audit noted the 
Board had assessed the former CEO’s performance in November 2005 and 
acknowledged she ‘had performed very well under quite difficult circumstances’.  The 
Board offered a new contract effective from 1 December 2005, which incorporated 
provision for a performance bonus (up to $50 000 yearly if key priority outcomes and 
KPIs were fully met), plus a fully maintained motor vehicle of the former CEO’s 
choosing.   

3.34 As well as the monthly Board meetings, the Chairperson met with the former 
CEO to discuss various matters, initially on a weekly basis but subsequently 
fortnightly.  It would be expected that such regular contacts should have developed an 
ongoing relationship between the Board and the former CEO. 

3.35 The management relationship between the Board and the CEO, as well as the 
expectations of the Board, was adequately documented either in the employment 
agreements or through formal or informal communications.   

FINANCIAL REPORTING OBLIGATIONS 

3.36 For management to make effective decisions, it needs appropriate and timely 
information on operations and performance.  The quality of Rhodium’s recording and 
reporting systems is critical to the attainment of this information.  Similarly, to enable 
the Board to assess Rhodium’s operations and performance and to make informed 
decisions, the Board needs accurate and reliable information.   

3.37 With respect to Rhodium’s financial management system, Audit’s interim 
financial audit for 2005-06 found that monthly reports on the operations of the 
business were prepared independently of Rhodium’s general ledger and other 
financial records and not reconciled with these financial records.  The absence of a 
link between internal reports and Rhodium’s financial records could result in the 
Board and management receiving incomplete or inaccurate information.  Details of 
the audit findings and recommendations in respect of the 2005-06 interim audit are 
discussed in the subsequent chapter.   

ROLE OF STAKEHOLDERS IN CORPORATE GOVERNANCE 

3.38 Good governance should encourage an entity to develop relationships 
relevant to its success with other stakeholders, including employees, customers, 
suppliers, credit providers, government etc.  
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3.39 Audit noted that the Chair and Board of the Rhodium maintained a positive 
relationship with the shareholders, and with the Department of Treasury. 

3.40 Consistent with its Annual Report, Rhodium’s draft business plan 
(April 2005) should also formally include the ACT community as a major 
stakeholder. 

CONCLUSION 

3.41 Audit considers that Rhodium’s corporate governance and accountability 
framework generally conforms to the governance provisions of the applicable 
legislation and good governance principles. 

3.42 However, the effectiveness of the application of these governance principles 
was constrained by absence of formalised policies and procedures, and deficiencies in 
financial reporting.  Further, the absence of clear directions by the ACT Government 
as Shareholders has created uncertainty and made it difficult for the Board to develop 
and implement any long-term strategic directions to drive Rhodium in achieving its 
business objectives. 
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4. INTERNAL CONTROL ENVIRONMENT 
AND FRAMEWORK 

INTRODUCTION 

4.1 This chapter discusses Rhodium’s control structure and framework, and its 
control environment. 

KEY FINDINGS 

•  Overall, Rhodium’s internal control environment and framework did not 
progress sufficiently within the first fifteen months of its operation, and 
could not be considered effective during this period.  This is reflected by: 

  a corporate culture that did not encourage care and diligence in 
spending taxpayers’ funds;  

  a lack of formal policies and procedures on operational and ethical 
issues; and 

 inadequate risk management at an operational level. 

•  The interim financial audit (June 2006) found significant weaknesses in 
Rhodium’s internal control activities and financial reporting.  These 
weaknesses expose Rhodium to operational risks, have prevented the timely 
completion of a reliable financial report for the year ended 30 June 2006, 
and could adversely affect its ability to meet statutory reporting 
requirements. 

•  Rhodium’s existing financial management systems are inadequate and 
unable to provide timely and useful performance reporting. 

•  The scrutiny of management decisions and oversight of corporate culture 
have been improved following the exposure of the issues over recent 
months. 

BENEFITS OF EFFECTIVE CONTROL FRAMEWORK 

4.2 Effective control has been viewed as a means of protecting entities against 
financial and legal exposures.  A sound control structure consists of the interaction of 
the following components: 

• control environment; 

• risk assessment process; 

• control activities; 

• information and communication; and 

• monitoring of controls. 
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4.3 An effective control structure enables organisations to: 

• improve accountability through controls assurance; 

• achieve business strategies and objectives through efficient, effective and 
ethical use of resources;  

• identify and minimise significant risks to achieving business objectives; and 

• achieve a balance between the external demands for quality outcomes while 
maintaining effective internal governance. 

RHODIUM’S CONTROL ENVIRONMENT  

Organisation culture 

4.4 Integrity and ethical values are essential elements of a control environment.  
They also influence the effectiveness of the design, administration and monitoring of 
other components of control.  Integrity and ethical behaviour are the product of the 
organisation’s ethical and behavioural standards, how they are communicated and 
how they are reinforced in practice.  Management example is a significant factor in 
imbedding sound organisational culture. 

4.5 It is recognised that as a TOC, Rhodium needs to operate and compete within 
a commercial environment.  For this reason, a TOC is not always required to comply 
with the standards and rules applied to Government departments.  Nevertheless, being 
a Government business and operating with taxpayers’ money, there is community 
expectation that the Rhodium Board and management should ensure that decisions on 
public money are exercised with due care and integrity. 

4.6 However, Audit found that the matters identified in the subsequent chapters, 
such as the cash advance, use of credit cards and certain employment practices, 
suggest that Rhodium senior management has not consistently met community 
expectations regarding due care and integrity.   

Policies and procedures 

4.7 At an organisational level, the existence of policies and procedures is a key 
element for preventing possible control breakdowns.  The establishment of clear 
policies and procedures often reflects the importance placed on an activity throughout 
the organisation. 

4.8 Development, communication and implementation of effective policies and 
procedures enables staff to understand their responsibilities in accordance with good 
practices and legal requirements, and to apply those principles across the organisation. 

4.9 As noted in the previous chapter, the Board assigned the former CEO the 
specific responsibility to develop and implement, by June 2005, a range of policies 
covering human resource management, internal controls, risk management, and 
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corporate governance.  This timeframe was not met.  The first formal Rhodium 
policies were issued in November 2005, some eleven months after the creation of the 
TOC, and covered Human Resource policies and guidelines such as Alcohol and 
Drugs, Attendance at Corporate Functions, Email and Internet Usage and Corporate 
Uniforms.   

4.10 Prior to April 2006, Rhodium had not developed a set of policies and 
procedures governing the financial management and administration of the 
organisation, such as the model Chief Executive Financial Instructions (CEFI) issued 
by the Department of Treasury.  The model CEFI, which has been adopted by many 
ACT public entities, includes good practices and internal controls in financial 
management and administration, and could be readily modified to suit Rhodium’s 
business and financial operations.  The availability of documented CEFI could 
provide staff with clear operating instructions consistent with the requirements as well 
as good practices.  The Board has advised that Chief Executive Instructions, based on 
the CEFI, are being developed.  In assessing current practices against the CEFI 
framework, Rhodium has identified further gaps in its policy framework that it is 
endeavouring to develop in consultation with the Board. 

4.11 A Code of Conduct, which defines the standard of personal behaviour 
expected of all Rhodium employees, was approved by the Board and issued to staff in 
July 2006.  The Code is consistent with the ACT Public Service ‘Code of Ethics’ and 
the ethics provisions of the Public Sector Management Act. 

RISK MANAGEMENT 

4.12 While some tolerance for risk can encourage innovation and better 
performance, uncontrolled risks can lead to adverse exposure or loss and prevent an 
entity from meeting its objectives efficiently and effectively.  Risk management 
facilitates an entity’s identification and appropriate response to business risks. 

4.13 As discussed in the previous chapter, Rhodium’s Audit, Risk and 
Compliance Committee (ARCC) monitors risk management activities, and is 
responsible for implementation of the ‘Compliance Program’.  Rhodium has had a full 
time Risk and Compliance Manager since establishment, and has developed a Risk 
Management Plan and a Risk and Compliance Register.  Risk management is a 
standing agenda item for Board meetings and meetings of the ARCC, and risk, 
compliance and continuous improvement initiatives under the Quality Management 
System are discussed at regular internal management meetings.  Although some 
delays have occurred due to the ill-health of the Risk and Compliance Manager, a 
major update of the risk register was completed in July 2006 and alternative 
management and reporting arrangements were agreed at the July Board meeting. 

4.14 Audit considers, however, that risk management practices have not been as 
effectively implemented at an operational level as intended, as not all risks were 
identified and acted on. 
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REVIEW OF CONTROL ACTIVITIES  

4.15 Effective control policies and procedures can assist an entity to mitigate 
risks, detect and prevent irregularities, and safeguard assets and records. 

4.16 Audit has assessed the effectiveness of aspects of Rhodium’s key control 
activities in relation to financial administration and reporting as part of the annual 
financial audit for 2005-06.  The interim phase of Rhodium’s financial audit, 
conducted by Ernst & Young on behalf of the Auditor-General, has identified 
significant administrative deficiencies that are affecting Rhodium’s ability to meet 
statutory reporting requirements.  These are discussed below. 

4.17 The scope of the 2005-06 interim financial audit was to: 

• review key accounting systems and processes used to produce the financial 
report including those relating to revenue, cash receipts, purchases, cash 
disbursements and human resources management and payroll; 

• assess the financial report close process; and 

• assess Information Technology (IT) environment and associated risks. 

Adoption of new financial reporting standards 

4.18 Australian Accounting Standard AASB 1: ‘First-time Adoption of Australian 
Equivalents to International Financial Reporting Standards’ (AIFRS) is applicable to 
annual reporting periods beginning on or after 1 January 2005.  As such, the first fully 
compliant year-end report is required for the year ended 30 June 2006.  At the time of 
the 2005-06 interim financial audit, Rhodium had not started its assessment to 
quantify the impacts of adopting AIFRS. 

4.19 The assessment and quantification of the impacts of adopting AEIFRS is a 
potentially complex and time-consuming process.  Any delay by Rhodium in 
assessing the impacts of AEIFRS increases the risk of failing to meet statutory 
reporting requirements at year-end.  Audit recommended, on completion of the 
interim audit, that Rhodium commence work on this issue immediately. 

4.20 At the date of this report, Rhodium had not provided a complete, AIFRS 
compliant, draft financial report for the year ended 30 June 2006 and was unable to 
demonstrate that the work involved in assessing and quantifying the impact of AIFRS 
had been performed. 

Monthly reconciliations  

4.21 Performances of monthly reconciliations between the general ledger and its 
sub-ledgers are important controls to ensure the key account balances are accurate, 
correct, and complete.  If reconciliations are not performed on a regular basis, key 
account balances in the general ledger and financial report may be misstated as a 
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result of incorrect posting, or other errors that have not been detected and corrected 
through the reconciliation process.  

4.22 General ledger reconciliations for key accounts, such as lease receivables, 
accounts receivable, accounts payable, and fixed assets, had not been performed since 
July 2005.  Material differences were identified between the general ledger and some 
of these sub-ledgers during the interim audit. 

4.23 Audit recommended, on completion of the interim audit, that monthly 
general ledger reconciliations be performed for all key accounts and approved in a 
timely manner. 

4.24 At the date of this report, Rhodium had not reconciled all key accounts in its 
general ledger.  This has prevented the timely completion of a reliable 2005-06 
financial report.   

Trade Debtors 

4.25 Unmatched credit balances totalling approximately $1.6 million were 
identified in the Debtors’ Aged Listing as at 31 March 2006.  These balances related 
mainly to unallocated cash receipts.  This indicates that the trade debtor’s balance in 
the general ledger may be misstated due to short payments and unprocessed credit 
notes, and the aged listing may not be accurate.  As a result, customer remittances 
could be misappropriated and go undetected. 

4.26 Audit recommended that the Debtors’ Aged Listing be regularly reconciled 
and reviewed and unmatched balances be promptly investigated. 

4.27 At the date of this report, Rhodium had not reconciled its trade debtors by 
individual debtor.   

Accounts payable policy 

4.28 Audit found that Rhodium did not have a formal accounts payable policy in 
place, and that purchase requisitions and purchase orders were not being used.  
Further, there was no evidence of review regarding the creation of new vendors in the 
Vendor Master File. 

4.29 The failure to use purchase requisition forms and purchase orders may 
increase the risk of unauthorised purchases being made, including non-business, non-
essential or excessive purchases.  As well, a lack of independent review of new 
vendor creations in the Vendor Master File could lead to the manipulation of the 
Vendor Master File for personal gain (e.g. payments could be made to fictitious 
suppliers). 

4.30 Audit recommended that Rhodium establish appropriate purchasing 
procedures, including the use of purchase requisition forms and purchase orders when 
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goods and services are ordered, and that all new vendors in the Vendor Master File be 
authorised.  The Board has advised that a procurement policy has been implemented 
that requires a formal purchase order for all purchases above $2 000.  Further, all 
vendor master file records are now authorised. 

IT control environment 

4.31 A high-level general control review of the IT environment was performed 
during the interim audit.  Audit found that Rhodium did not have current and 
appropriate policies and documentation in place for: 

• Information Technology Security Policy; 

• disaster recovery and business continuity planning; 

• logical security controls; and  

• system administration documentation. 

4.32 In the absence of appropriate IT policies and documentation, Rhodium’s IT 
systems and business processes may be vulnerable to severe interruption and misuse 
of IT resources.  For example, without an adequate disaster recovery and business 
continuity plan in place, Rhodium’s business processes could be severely 
compromised in the event of a major incident.  Inadequate logical security controls 
with respect to remote access to Rhodium’s network and password controls may 
expose Rhodium’s IT resources and information to inappropriate access.   

4.33 System administration documentation is used as a guide to performing 
system administration.  This documentation is important as it reduces the impact to an 
organisation, should the current IT administrator(s) depart the organisation 
unexpectedly. 

4.34 Audit recommended that Rhodium should develop appropriate policies and 
procedural documentation to improve its IT control environment.  

4.35 The Board has advised that with the expected sale of Rhodium, management 
is assessing the cost effectiveness of what improvements can be achieved prior to sale. 

Audit comment 

4.36 The financial administrative deficiencies identified during the 2005-06 
interim financial audit and the control weaknesses over the authorisation and approval 
of payments and credit card expenditure (discussed in next chapter) revealed that 
Rhodium has significant weaknesses in its internal control systems and activities.  
Enhancement of the existing preventive and detective control activities, including 
management controls, organisational controls and authorisation controls, are therefore 
essential to build up an effective control framework.  The Board has continually 
addressed these issues. 

Rhodium Asset Solutions Limited 38 



Internal Control Environment and Framework 

4.37 Rhodium management agreed to take prompt actions to address the matters 
raised in the ‘2005-06 Interim Audit Close Report’.  Audit has been advised that the 
Board is considering the most cost effective way of addressing the audit 
recommendations given the recent decision by the ACT Government to conduct a 
scoping study with a view to selling Rhodium. 

INFORMATION AND COMMUNICATION 

4.38 Timely and relevant information communicated across an organisation is the 
key to effective control.  Getting the right information to the right people at the right 
time can enhance decision-making, performance reporting and the ability to meet 
strategic objectives efficiently and effectively.  Effective management of operations 
should be maintained through regular internal and external reporting of information. 

Effectiveness of performance information 

4.39 Other than the annual financial reports, monthly financial and performance 
reports are also provided to the Board in its monthly Board meeting.  The Board uses 
these reports to assess Rhodium’s performance against budget.   

4.40 In addition, the Board and the Audit, Risk and Compliance Committee has 
also reviewed the compliance register to ensure compliance with relevant legislation, 
policy and operating procedures. 

4.41 Rhodium’s existing financial information systems have been ‘carried over’ 
from Totalcare, and were recognised as problematic before the creation of Rhodium.  
The Enterprise Architecture IT project (discussed in chapter 7) was, in part, a 
response to concerns about Rhodium’s ability to produce accurate and timely 
management information.  Although Audit considers Rhodium’s information and 
communication is generally satisfactory, there remain concerns that existing financial 
information systems are not capable to produce timely and meaningful information for 
management decision-making and assessment of performance.   

MONITORING OF CONTROLS 

4.42 An important management responsibility is to establish and maintain internal 
control on an ongoing basis.  Management’s monitoring of controls includes 
considering whether they are operating as intended and modifying them as necessary 
for changes in conditions.  Monitoring and review provide assurance and feedback on 
whether business and operating objectives are being achieved efficiently and 
effectively.  It also provides an on-going check on the effectiveness of the control 
structure. 

4.43 A review of the Board’s monthly meeting papers since January 2005 noted 
that the Board has generally reviewed and monitored the high-risk business and 
strategic activities.  In general, the Board was reliant on senior management to 
identify and, under the directives of the Board as necessary, resolve significant issues.  
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4.44 Audit was advised by the former CEO that monthly management meetings 
also discussed various operational and management issues. Audit observed that 
various operational issues were discussed at ‘Continuous Improvement Committee’ 
meetings, which are attended by managers and the Executive team. 

4.45 In view of significant control breakdowns identified during the 2005-06 
interim financial audit, Audit considers that Rhodium management did not regularly 
review and monitor its control activities to ensure they were functioning as intended.  
For example, management did not ensure the basic financial functions such as the key 
reconciliation controls between major sub-ledgers to the general ledger accounts were 
performed on regular basis during the 2005-06 financial year.  If adequate monitoring 
controls existed, the breakdown in reconciliation controls could be identified and 
rectified earlier. 

CONCLUSION  

4.46 Audit recognises that Rhodium was created from the former Totalcare Fleet 
Management operations, and carried over its operations, and systems, and to a large 
extent, its personnel, and practices.  The transition to a commercially focussed TOC 
was not straightforward, with a new Board and a lack of clarity for the future 
directions of the organisation.  The task of establishing an effective control 
environment, as an important means of protecting the organisation against financial 
and legal exposures, fell to the Board and senior management.  This also required 
effecting necessary changes to an entrenched organisational culture.  Clearly, the 
transition would not happen ‘overnight’. 

4.47 Audit considers that Rhodium’s control environment and framework did not 
progress sufficiently within the first fifteen months of its operation, and could not be 
considered effective during this period.  This is reflected by: 

• a corporate culture that did not encourage care and diligence in spending 
taxpayers’ funds;  

• a lack of formal policies and procedures on operational and ethical issues; 

• inadequate risk management at an operational level; 

• significant weaknesses in control activities; 

• ineffective management information system; and 

• inadequate monitoring of controls. 

4.48 Audit notes that Rhodium, under a new management team, has developed 
and implemented new policies and procedures on a range of financial and human 
resource management matters.  Successful implementation of these policies will 
enhance existing controls.  Audit considers the control environment and framework 
can be further improved through development and implementation of key policies and 
procedures as recommended below: 
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Recommendation 1 

Rhodium should, as a priority, enhance the control environment and structure by 
developing and implementing formal policies and procedures, including Chief 
Executive Financial Instructions. 

Recommendation 2 

Rhodium should: 

• address the inadequacy in financial controls; and 

• improve its financial management information and reporting system. 

Recommendation 3 

Rhodium should ensure staff are fully aware of their responsibilities to contribute to 
the effective management of business and integrity risks.   
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5. MANAGEMENT DECISIONS AND 
PRACTICES 

INTRODUCTION 

5.1 This chapter examines a number of management decisions and practices, 
including several matters raised with the Board in February 2006.  The examination 
focused on whether the decisions and transactions were appropriate, reasonable, and 
represented value for money for Rhodium.   

KEY FINDINGS 

•  The matters identified in this Chapter, such as cash advance, use of credit 
cards and certain employment practices, suggest that Rhodium senior 
management has not consistently met community expectations regarding 
due care and integrity. 

•  The decision of Rhodium senior management to approve the payment of a 
$10 000 cash advance to the former Chief Executive Officer in July 2005 
was not appropriate or prudent, because the cash advance: 

  was not within the delegation approved by the Board; 

 was not referred to the Board prior to the transfer of Rhodium’s 
funds, nor was endorsement of the advance obtained from the 
Board; 

 was not supported by proper documentation to substantiate the 
decision to make the advance;  

 was not followed-up by Rhodium management and recovered within 
a reasonable period, in accordance with normal business practices;  

 was recorded as a debt by way of general journal rather than by 
issuing a debt invoice on the former CEO, which obscured the 
visibility of the debt; and 

 was not brought to the attention of the Board by any party, until 
mid-February 2006, when it was raised with the Board by the former 
Chief Operating Officer.  

•  Rhodium did not have adequate policies and guidelines to encourage 
transparency, accountability, and maximising value for money in the use of 
corporate credit cards (including discretionary expenditure, such as 
entertainment, hospitality, travel and personal).  Consequently, Rhodium 
had exposed itself to risks of misuse of funds.  The Board has subsequently 
addressed these deficiencies. 

•  Some expenditure on corporate credit cards was of a personal or potentially 
personal nature, and was repaid by the cardholder.  However, not all 
personal expenditure was identified by the cardholder as such. 
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•  The development and provision of a number of sponsorships was not made 
in accordance with good business practices and the Board Sponsorship 
Policy issued in July 2005.  Audit review of the sponsorships disclosed that: 

 
 the decisions to propose sponsorship deals were, in most cases, not 

adequately documented and the cost-benefits of the sponsorship 
proposals had not been carefully considered; 

 
 no written agreement or contract existed for some sponsorships, 

exposing Rhodium to potential legal risks with no assurance of 
benefits received; 

 total expenditure on sponsorships (and donations) for 2005-06 
amounted to $201 800, more than double the approved budget; 

 
 the sponsorship arrangement with Monte Racing, which commenced 

before the implementation of the Board Sponsorship Policy, was not 
documented or supported by a formal agreement; in short, it was not 
based on good business practice;  

 
 there was inadequate reporting to the Board on sponsorships, which 

demonstrated a lack of accountability and transparency; and 

 it is doubtful that some sponsorships would provide any substantive 
marketing benefits to Rhodium. 

•  The Brumbies sponsorship was not developed and implemented in 
accordance with the Board Sponsorship Policy.  The sponsorship included 
the provision of eleven vehicles, fully maintained by Rhodium, for four 
years, renewable after the second year.  Audit found that: 

  the sponsorship was referred to the Board for noting, after proposed 
most vehicles had been delivered to the Brumbies, notwithstanding 
that the potential cost over the intended four-year term could exceed 
$460 000; 

 the former CEO approved the sponsorship well beyond the 
sponsorship delegation approved by the Board (cumulative limit of 
$100 000 yearly); 

 the vehicles were purchased using Rhodium funds at a total cost of 
$374 000, before execution of an agreement with the Brumbies; and 

 no formal agreement or contract was signed at the time of Audit 
reporting, although negotiations with the Brumbies were continuing.   

•  Rhodium had spent more than $232 000 in corporate entertainment during 
2005-06.  In the absence of clear policy and guidelines and key performance 
indicators to assess the cost-effectiveness of the entertainment strategies, it 
was difficult to ascertain whether the expenses incurred would foster 
Rhodium business and whether a clear and transparent benefit to Rhodium 
could be established. 
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•  A decision by Rhodium management to procure a large quantity of 
promotional products valued at $33 000 from one supplier during the period 
August 2005 to February 2006 was not soundly based.  In the absence of 
adequate documentation, and given that many of the items are still unused, 
the decision lacked prudence and may not have represented value for 
money. 

•  The fully paid luxury car (Lexus SC430) offered as part of the remuneration 
package to the former CEO, was excessive relative to the public sector 
benchmark, and relative to the CEO position of a small TOC.  The vehicle 
was purchased, instead of leased in accordance with her employment 
contract, without the Board’s endorsement. 

•  The decision to create the position of Chief Operating Officer (COO), and 
to subsequently make the position redundant within a period of about seven 
months cost Rhodium $280 000.   

•  Rhodium’s record management practices do not currently satisfy the 
requirements of the Territory Records Act 2002. 

CASH ADVANCE TO THE FORMER CEO 

Background 

5.2 In late June 2005, senior management of Rhodium authorised payment of an 
advance of $10 000 to the former CEO who was at the time holidaying overseas.  The 
former CEO advised that her wallet, credit cards, and identification had been stolen, 
and after attempting to contact her personal banker at Westpac Banking Corporation 
to arrange an immediate transfer of funds, she contacted the Acting CEO and National 
Business Relationships Manager at Rhodium for assistance. 

5.3 The Acting CEO understood that the former CEO was requesting the transfer 
to be made from Rhodium funds, and organised the transfer of $10 000 from 
Rhodium’s bank account, repayable upon the return of the former CEO.  The former 
CEO has subsequently said the funds were intended to be from her personal bank 
account.  Rhodium also maintains a banking account with Westpac. 

5.4 In December 2005, the former Chief Operating Officer (COO), became 
aware of the $10 000 advance, which was at that time still outstanding, and 
approached the former CEO about the debt.  The former CEO repaid the advance and 
related fees and charges in two instalments in February 2006. 

Payment of cash advance  

5.5 Audit examined the circumstances of the cash advance, including holding 
discussions with the Board, Rhodium senior management and the former CEO, and 
found: 

• there was conflicting recollection between the former CEO and the then 
Acting CEO regarding the circumstances leading to transfer of the funds.  
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The former CEO advised that she had assumed the cash advance of $10 000 
was from her personal banking account, while the then Acting CEO assumed 
the former CEO was requesting that Rhodium provide the funds; 

• Rhodium staff did not record the details of the initiating telephone 
conversation with the former CEO (28 June 2005), nor any subsequent calls 
to or from the former CEO; 

• the request for a transfer of funds was discussed among senior Rhodium 
management at the time, and it was agreed to provide an advance of $10 000; 

• the request for a transfer of funds was not referred to the Board, nor was the 
Board’s endorsement obtained prior to the transfer of Rhodium’s funds; 

• the cash advance was not recorded as a debt by raising an invoice to the 
former CEO.  Instead, the debt was recorded in Rhodium’s accounts as a 
general journal entry.  As a result, the visibility of the debt was obscured and 
the recovery of the debt was not promptly followed up;  

• the advance remained outstanding until the matter was raised with the former 
CEO by the former COO in December 2005, and was not repaid until 
February 2006; and 

• the Board remained unaware of the advance until mid-February 2006, when 
it was raised with the Board by the former COO. 

Audit Comment 

5.6 The request from the former CEO was unusual.  Notwithstanding the 
urgency of the circumstances, in accordance with sound business practices, it would 
be expected that Rhodium management would: 

• ensure that any payment would be allowed in accordance with the delegation 
conferred to the acting CEO by the Board; 

• obtain the Board’s approval to make a cash advance in the absence of any 
clear policy to allow such payment under the CEO delegation,  

• document the decision by management and the Board and the reasons for 
making a cash advance to staff; 

• process the payment with a proper invoice to the staff member, including, if 
necessary, arrangements for repayment of the debt; and 

• follow-up the debt to ensure it would be recovered within a reasonable time. 

5.7 The cash advance to the former CEO was not made in accordance with the 
expected business practices outlined above.  Notwithstanding the understandable 
desire to assist in difficult circumstances, Audit considers that the decision to make a 
cash advance without proper delegation and the Board’s approval was neither 
appropriate nor prudent.   

5.8 It is not clear to Audit why the circumstances of the payment were not raised 
with the former CEO by relevant staff for some five months after her return from 
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leave.  Further, the failure to properly record the cash advance as a debt within 
Rhodium’s financial system and seek prompt recovery, in accordance with sound 
business practice, demonstrates poor financial control by Rhodium management. 

5.9 The Board has advised that it acted promptly to tighten debt management 
controls to improve the transparency and recovery of the debts on learning the details 
of this issue.  

USE OF CREDIT CARDS 

Review of credit card expenditure 

5.10 Audit reviewed the use of credit cards by the Rhodium management team for 
the period January 2005 to May 2006, and found that: 

• Rhodium had not issued a policy on the use of credit cards; 

• some expenditure on corporate credit cards was of a personal or potentially 
personal nature, and was repaid by the cardholder.  However, not all personal 
expenditure was identified by the cardholder as such; 

• the majority of the expenditure was not supported by properly certified 
transaction dockets to substantiate purchases; 

• most of the credit card statements had not been signed by the cardholder (to 
confirm expenditure, and that all expenditure was of business nature) or by 
an appropriate independent reviewer (to subsequently authorise the 
expenditure).  Reviews of credit card statements did not commonly identify 
potentially anomalous or personal transactions;  

• invoices for hospitality and entertainment and other expenses did not always 
indicate the purpose of the expenses and the details of attendees; and 

• expenditure on hospitality, travel, accommodation and meals was at times in 
excess of reasonable expenses.  

Policies and procedures 

5.11 A draft policy for the use of credit cards had been prepared by the Executive 
Team in January 2005, but had not been finalised and issued.  The draft policy made 
clear that credit cards were to be used for ‘business related expenses’ and under no 
circumstances were they to be used for ‘personal items’.  However, the draft 
Conditions of Use statement stated that Rhodium would pay for all charges in the first 
instance and the cardholder would be required to reimburse Rhodium for any 
‘personal charges’.  This is inconsistent with the instruction in the draft policy. 

5.12 The former CEO advised that she was not aware of the existence of the draft 
policy.  However, she indicated that Rhodium had adopted the same credit card policy 
and practices of Totalcare, being reflected in the abovementioned draft policy and 
Conditions of Use statement. 
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5.13 In March 2006, the Board introduced a credit card policy to manage more 
closely the use of credit card.  Prior to that time, however, Rhodium did not have 
adequate policies and procedures to address the risks associated with the use of 
corporate credit cards and high-risk expenditure.   

Appropriateness and reasonableness of expenditure 

5.14 In February 2006, under the direction of the Board, Rhodium engaged 
KPMG to undertake a detailed review of the use of corporate credit cards by the 
former CEO and other cardholders.  The review identified numerous instances where 
corporate credit cards had been used for potentially personal expenses (that is, the 
business nature of the expense was not apparent) and where supporting documentation 
was not provided by the cardholder.  The review also identified other expense, clearly 
personal, which at that time, had not been repaid by the cardholder.  The Board has 
sought to recover these costs. 

5.15 Audit’s review of Rhodium credit card payments disclosed further 
expenditure on items that in some instances delivered, in Audit’s view, private 
benefits to staff.  Examples of such expenditures included: 

• staff lunches at various restaurants; 

• gifts and functions for staff; 

• parking fines; and 

• membership for ‘private club’ (such as the Commonwealth Club).  

5.16 Some costs incurred on the credit cards included payments for meals and 
expensive wines, hire of movies, mini-bar purchases and accommodation in luxurious 
hotels, for entertainment, hospitality and travel expenses by Rhodium management 
and staff.  Audit considers these costs were often not in line with good practices, such 
as the Public Sector Management Best Practice Notes, and were at times excessive.  
Further, the expenditure would not meet the criteria for reasonable travel and meal 
allowance expenses under Commonwealth Taxation Law.7  

5.17 The absence of clear policies and procedures regarding the use and acquittal 
of credit cards, entertainment and hospitality, and travel, exposed Rhodium to 
potential risks, including the abuse or misuse of funds.  It also limited the options to 
take action should inappropriate use of funds be suspected or identified. 

5.18 To address these deficiencies in controls, the Board has recently issued 
policies in respect of credit card, entertainment, and travel, and (since March 2006) 
has taken steps to implement tighter controls over the use of credit cards.  A key 
control in the new credit card policy is a prohibition on the use of corporate cards for 
personal expenses.  In view of these recent actions, no specific recommendation is 
proposed by Audit. 
                                                 
7 Australian Taxation Office’s Taxation Determination for 2005-06 (TD2005/32). 
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SPONSORSHIP 

The purpose, benefits, and risks of sponsorship8 

5.19 The term ‘corporate sponsorship’ in this report refers to a situation where an 
entity (such as Rhodium) provides some benefit to a private or public sector 
organisation or community group in exchange for advertising, publicity, or other 
benefits.   

5.20 The benefits of being a corporate sponsor include the exposure of the 
sponsor’s name or logo as a supporter of the organisation’s activity.  This activity may 
attract a larger or different audience from that which the sponsor might target in its 
normal advertising and could also include opportunities to use the sponsored activity 
to entertain clients for promotion of the sponsor’s organisation.   

5.21 Sponsorship may include financial payment, in-kind assistance by providing 
goods and services, or a combination of both. 

5.22 The major risks for an agency to consider in its management of corporate 
sponsorship include:  

• perceptions of improper conduct;  

• the potential to embarrass the agency, and possibly the Government, through 
associating a government activity with an inappropriate sponsor or one of 
poor repute;  

• undertaking an activity on the basis of the promise of corporate sponsorship 
which then does not materialise;  

• breaching Government accounting requirements;  

• undervaluing its corporate sponsorship program to potential corporate 
sponsors; and  

• not being cost-effective.  

5.23 In evaluating these risks, an important consideration is whether the 
sponsorship arrangement would survive critical public scrutiny. 

Policies and procedures 

5.24 Rhodium has entered into various sponsorship deals with different 
organisations to enhance Rhodium’s branding, create economic opportunity flowing 
on to Rhodium, and as part of its social responsibilities to the community. 

                                                 
8 Australian National Audit Office, Better Practice Guide Management of Corporate Sponsorship, 
April 1997. 
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5.25 In July 2005, the Board issued a sponsorship policy and related guidelines 
(the Board Sponsorship Policy), which outlines the criteria for developing and 
assessing sponsorship arrangements.  The Policy specifies that final authority over 
any sponsorship agreement, contract, or full legal contract, within the sponsorship 
annual budget, rests with the CEO.  

5.26 The Board Sponsorship Policy provides that: 

• sponsorship proposals must document, among other things, the objectives, 
and costs and benefits to Rhodium of the proposed arrangement; 

• sponsorship proposals must be seen to enhance Rhodium’s branding, if they 
are to create economic opportunity; 

• sponsorship agreements must be for a specific period and purpose and protect 
the rights of Rhodium, particularly to ensure Rhodium is not out of pocket if 
a sponsor withdraws, and to provide for cancellation without penalty if 
‘information about the appropriateness of an organisation as a sponsor comes 
to light after the agreement is signed’; 

• Rhodium staff must not individually benefit as a result of sponsorship and 
must not take, or seek to take, improper advantage of his or her position to 
obtain a benefit for themselves, their family or any other person or 
organisation; and 

• the CEO must maintain accurate copies of all sponsorship agreements, advise 
the Board of all sponsorships at the outset of formal negotiation, and report 
to the Board details of income and expenditure outlining how each 
sponsorship has benefited Rhodium. 

5.27 The Board delegated authority to the CEO to approve sponsorships up to a 
limit of $100 000 yearly, including carry-over from previous years. 

Review of sponsorships 

5.28 During 2005-06, Rhodium had entered into several sponsorships and 
continued several sponsorship arrangements initiated before January 2005 by 
Totalcare Fleet Management.  Table 5.1 summarises the major sponsorships and the 
payments made in 2005-06.  These amounts do not include commitments for future 
years. 
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Table 5.1: Payments of sponsorships during 2005-06 

Name of Organisation Sponsorship 
Type 

Amount|

ACT & Southern NSW Rugby Union (the Brumbies) Financial $57 400

Tourism Award (Capital Tourism Corporation) Financial $27 500

Sporting Heads Of Missions (SHOM) Golf Days Financial $26 400

ACT Association for Advancing Disabled Sport (ACTAADS) Financial $20 000

Monte Racing Financial $19 800

Chief Minister’s Promoting Canberra in Sydney  Financial $10 000

Chief Minister’s Community Inclusion Awards Financial $10 000

Real Estate Institute of ACT (REIACT) Financial $10 000

Juvenile Diabetes Research Foundation (JDRF) Financial $6 000

National Riesling Challenge Financial $4 200

Others (including donations)  (Note 1) $10 500

Total  $201 800

Approved budget (Donations and sponsorships) (Note 2) $97 000

Total excess above approved budget  $104 800
Note 1: Others primarily related to donations. 
Note 2: The total budget for donations and sponsorships approved by the Board was $97 000.  

5.29 A review of the sponsorships noted that: 

• arrangements to sponsor the SHOM Golf Days, the ACT Tourism Award, 
and ACTAADS were made before establishment of Rhodium and will 
continue in 2006-07 in accordance with the existing agreements;  

• the Monte Racing sponsorship commenced after May 2005; and 

• the remaining six sponsorship deals were made after July 2005 and should 
therefore be subject to the Board Sponsorship Policy. 

5.30 Audit reviewed sponsorship arrangements noted in Table 5.1 and found that: 

• the Board Sponsorship Policy had not been fully complied with in the 
development and implementation of most of the sponsorships commenced 
since July 2005; 

• most sponsorships did not have adequate supporting documents, such as 
sponsorship proposals or marketing plans, to identify the benefits to 
Rhodium; and 

• there was no formal sponsorship agreement (such as an exchange of letters, 
signed agreement or executed contract) for the sponsorship arrangements 
with the Brumbies, Community Inclusion Awards, JDRF, Monte Racing, and 
REIACT.  A draft agreement with Brumbies Rugby had not been finalised.  
There was no documentation to identify the nature of the sponsorship of 
REIACT. 
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Brumbies Rugby sponsorship  

5.31 In January 2006, the former CEO presented a brief submission in the 
monthly Board Meeting and advised the Board that Rhodium had entered into a 
sponsorship proposal with ACT & Southern NSW Rugby Union (the Brumbies) for 
four years from 2006 to 2009.  The sponsorship included the supply of eleven fully 
maintained vehicles to the Brumbies, to be exchanged every two years.  The estimated 
cost to Rhodium was $115 000 per year ($460 000 over the term of the agreement). 

5.32 In accordance with the proposal, the sponsorship would provide a wider 
range of benefits, estimated by the Brumbies to have a value of some $150 000, 
including but not limited to: 

• advertising at the Canberra Stadium; 

• some client entertainment; 

• brand exposure in other States; 

• corporate hospitality at a range of events involving the Brumbies; 

• promotional advertising on the Big Screen at the Canberra Stadium; and 

• access to key players for Rhodium functions. 

5.33 Examination of the Brumbies sponsorship arrangements revealed that: 

• eleven vehicles were purchased from Rhodium funds in early January 2006 
at a total cost of $374 000.  Most vehicles were delivered to the Brumbies 
before the matter was put to the January Board meeting.  The vehicles were 
recorded as Rhodium assets; 

• the value of the first two-year sponsorship with the Brumbies would cost 
Rhodium $230 000 (or $115 000 per year which is the annual leasing cost 
charged internally to the sponsorships account), if the sale of the vehicles at 
the end of the two year deal recovered the expected residual value of the 
vehicles;  

• no formal agreement or contract was executed prior to purchase of the 
vehicles and provision of the vehicles to the Brumbies; and 

• approval of the sponsorship deal was not obtained from the Board prior to 
entering into any agreement with the Brumbies.  Since the total cost of the 
Brumbies sponsorship ($460 000) exceeded the former CEO’s delegation for 
sponsorships (a maximum of $100 000 for all sponsorship deals per year), 
any decision to proceed with the Brumbies sponsorship deal should be 
approved by the Board. 

5.34 The Board advised that it was under the impression that the vehicles would 
be financed through its banker, albeit at about the same cost over the term of the 
agreement.   
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Monte Racing 

5.35 Audit examined the sponsorship arrangement with Monte Racing and found: 

• there was no supporting document, such as sponsorship proposal and 
agreement, to detail the arrangements or the benefits to Rhodium; 

• the former CEO approved a total payment of $11 000 (GST inclusive) for 
May and June 2005 and then $19 800 (GST inclusive) in 2005-06 ($2 200 
per month from July 2005 till March 2006); and 

• total sponsorship payments amounted to $30 800. 

5.36 Audit was advised by Rhodium management that sponsorship was based on a 
verbal agreement between the former CEO and the sponsored party.  It was 
understood that the former CEO agreed to sponsor $25 000.  However, total 
sponsorship payments of $30 800 had been made.   

5.37 Further, Audit was advised there was a close family relationship between the 
sponsored party and a former manager recruited to Rhodium shortly after the 
sponsorship arrangement was agreed.  To this extent, the arrangement is inconsistent 
with the Sponsorship Policy, in that it could be seen as providing a benefit to a 
Rhodium staff member.  

5.38 Audit could not identify any particular benefits to Rhodium from the 
sponsorship except it was mentioned in the Rhodium website that the support of 
Monte racing team would enable Rhodium’s logo to be displayed on racing cars in 
national competitions.  However, Audit could not find any reference to Rhodium’s 
sponsorship in the relevant racing team’s website.  

5.39 In the absence of any formal sponsorship agreement and appropriate 
management plan, Audit considers that it would be doubtful whether the sponsorship 
of Monte Racing would target a significant group (e.g. audiences in the racing 
competitions) with economic benefits flowing on to Rhodium, or provide national 
media coverage assisting Rhodium branding. 

Audit comment 

5.40 In summary, the review of the sponsorships disclosed that: 

• in most cases, the decisions to propose sponsorship deals were not 
adequately documented and the cost-benefits of the sponsorship proposals 
had not been carefully considered; 

• no written agreement or contract existed for some sponsorships, exposing 
Rhodium to potential legal risks with no assurance of benefits received; 

• the 2005-06 budget for sponsorships was overrun by $104 800;  

• the Brumbies sponsorship was not developed and implemented in accordance 
with the Board Sponsorship Policy.  In particular, the initiating proposal did 
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not detail the full costs of the arrangements assessed against the economic 
opportunity to the benefit of Rhodium;  

• the sponsorship arrangement with Monte Racing, which commenced before 
the implementation of the Board Sponsorship Policy, was not based on good 
business practice; and 

• there was inadequate reporting to the Board on sponsorships, which 
demonstrated a lack of accountability and transparency. 

5.41 It is not clear, based on the information available to Audit, that sponsorship 
arrangements with the Real Estate Institute ($10 000) and Monte Racing ($30 800), 
would provide any substantive marketing benefits to Rhodium.   

5.42 The Brumbies sponsorship deal might provide Rhodium with business 
opportunities in view of the popularity of the Super-14 competition.  However, Audit 
noted that the Brumbies sponsorship deal would cost Rhodium in excess of $460 000 
(or $115 000 per year) for the four-year deal.  This represents a significant outlay, 
which exceeded the CEO’s delegation.  The former CEO should have sought the 
Board’s approval before any decision was made to proceed, including the decision to 
purchase the eleven vehicles.  It would have been prudent for Rhodium senior 
management to demonstrate sound financial management, by preparing a sponsorship 
proposal outlining the cost and benefits of the proposal and the financial impact to 
Rhodium.  This would have enabled the Board to make an informed decision. 

5.43 In relation to sponsorship issues, the Board advised that it was not aware of, 
nor did it approve, the following sponsorship arrangements:  

• Monte Racing;  

• Sporting Heads of Mission Golf Days; 

• REIACT; 

• Juvenile Diabetes; and 

• Live In Canberra Campaign. 

5.44 In relation to the Brumbies sponsorship the Board advised that: 
While not totally happy with the arrangement, the Board reluctantly agreed on the 
basis it would not increase the overall cost to the organisation …  A paper was 
tabled at the Board meeting … [which] failed to draw to the Board’s attention that 
the arrangement involved the purchase of 11 Ford motor vehicles by Rhodium.  
Also rather than the $114 000 figure [quoted in the brief], the total cost of the 
arrangement was closer to $400 000 (upfront purchase of the vehicles and the 
running costs)…   

[Further] with the sponsorship already in place by the time the Board was advised 
… (i.e. by Rhodium having paid the ‘sponsorship fee’ through the provision of the 
eleven vehicles), … the Board no choice but to proceed with the sponsorship. 
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5.45 The former CEO advised that: 
[the proposal] was put to the Board as specifically exceeding the $100K limit, but 
with the justification that other corporate entertainment costs would be reduced as 
the sponsor benefits included an allowance for corporate hospitality. The decision 
was made that the first year should focus on relationship building, thus requiring a 
strong client entertainment component, to not only build relationships but to build 
brand identity for the new player Rhodium … 

OTHER MARKETING EXPENSES 

Corporate entertainment 

5.46 During 2005-06, Rhodium spent about $233 000 in corporate entertainment 
expenses.  Table 5.2 outlines the major entertainment expenses, based on Rhodium’s 
Fringe Benefit Tax (FBT) returns. 

Table 5.2: Corporate entertainment expenses in 2005-06 

Functions Amount 

$ 

Number 
of 

Rhodium 
staff 

attended 

Number 
of guests 
attended 

Percentage 
of guests 
attended 

FIFA World Cup Qualifier 10 890 3 7 70% 

Australian Football League (AFL)  47 960 9 31 78% 

Melbourne Cup  27 500 3 7 70% 

1 Day International Cricket Final  20 900 9 11 55% 

Australian Open Tennis 27 324 4 16 80% 

Melbourne Grand Prix 24 145 9 31 78% 

National Rugby League (NRL) Grand 
Final 2005 

13 420 5 5 50% 

Meal entertainment (Note 1)  60 000 - - 50% 

Total  232 139    

Note 1: In the absence of an attendees list for each meal function, taxation rules require Rhodium to 
apply 50/50 rule in the calculation of the FBT on entertainment, i.e. payment of Rhodium employees’ 
FBT was based on 50% of the total cost. 

5.47 Several of these expenses continued arrangements that had occurred under 
Totalcare in previous years, such as attendance at the football finals, the tennis, 
cricket and grand prix.   

5.48 Table 5.2 only identifies the direct costs associated with the events.  Total 
entertainment costs would be much higher if additional costs associated with these 
functions, such as travel and accommodation expenses for staff to attend the events, 
were taken to account.   
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5.49 In addition, there were other arrangements not formally classified by 
Rhodium as ‘corporate entertainment’.  For example, during 2005 there was an 
informal arrangement with the Canberra Stadium Authority for Rhodium to supply a 
forklift and a medi-cab in exchange for a free corporate box and other functions for 
eight home games played by the Canberra Raiders.  No formal agreement was 
executed before Rhodium supplied the forklift and the medi-cab, at a cost of $48 500.  
An agreement has recently been executed between Rhodium and the Canberra 
Stadium Authority to formalise the arrangements until the end of 2007. 

5.50 Audit found that the former CEO had also committed in March 2005 to 
subscribe to the 2006 AFL and NRL Grand Finals.  Non-refundable deposits of 
$17 500 (GST exclusive) had been paid.  The decision by the former CEO to make 
advance bookings to attend these events was not documented.  It was not possible to 
assess what benefits would be achieved from providing such entertainment 
arrangements. 

5.51 Audit was advised that Rhodium has since tried to find other buyers to take 
over the subscriptions of the 2006 AFL and NRL Grand Finals, but due to restrictions 
under the sales contracts, the events could not be publicly offered for sale.  Rhodium 
has secured a buyer for the AFL Grand Final at a discount price.  As no offer has been 
made for the NRL Grand Final, Rhodium indicated that the deposit ($8 500 excluding 
GST) would be defaulted. 

Promotional products 

5.52 During the period from mid August 2005 to early February 2006, 
arrangements were made to procure promotional products valued $33 000 from one 
supplier.  The former CEO approved most of these purchases.  The promotional items 
purchased included Royal Doulton glassware, glass decanters, Executive putting sets, 
Waterman pens, caps, polo shirts, and other cheaper paraphernalia. 

5.53 Audit’s review of the procurement disclosed that: 

• the products were sourced from one supplier with no evidence of competitive 
quotations, which is not in line with good procurement practices;  

• the quantity of the items acquired was excessive and some items were 
expensive, for example the Waterman pens valued at $155 each; and 

• most of the items were still held in Rhodium’s premises (i.e. they had not 
been used as intended). 

5.54 Rhodium requested the supplier to buy back some of the expensive items, but 
with no success. 

5.55 Other than tax invoices, there was no documentation to support the 
acquisition of the promotional materials, such as justification for acquiring the 
particular items, the quantity, or the choice of a single select supplier.  In the absence 
of adequate documentation, and given that many of the items are still unused, Audit 
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considers the decision lacked prudence and may not have represented value for 
money.  

Audit comment 

5.56 Provision of entertainment to clients is sometimes considered normal in the 
business environment in which Rhodium is operating.  However, entertainment 
should only be provided where it will foster the efficient conduct of Rhodium 
business or where a clear benefit can be demonstrated.  Such expenditure should 
recognise Rhodium’s modest place in the market and its small profit base. 

5.57 During 2005-06, Rhodium did not have a written policy or guidelines in 
relation to corporate entertainment, providing guidance on the circumstances when 
entertainment would be appropriate or criteria for assessing the relevance, cost or 
appropriateness of proposed corporate entertainment.  There were no performance 
indicators to assess the cost-effectiveness of the entertainment strategies.  From the 
information available, Audit is unable to ascertain whether the entertainment expenses 
incurred during 2005-06 ($232 139) would foster Rhodium business and whether a 
clear and transparent benefit to Rhodium could be established.   

5.58 Audit noted that the Board acted promptly to limit expenditure on corporate 
entertainment once these issues were drawn to its attention in February 2006, and 
issued a policy on entertainment in May 2006. 

5.59 Overall, discretionary expenses in 2005-06 on sponsorship, promotional 
products, hospitality and entertainment were estimated to exceed $500 000.  This 
amount is considered excessive, when considering the Rhodium estimated profit of 
$435 000 in the same year.   

EXECUTIVE REMUNERATION 

5.60 The former CEO was initially engaged by Totalcare fleet management as 
Executive Fleet Manager and was appointed by Totalcare as Chief Executive Officer 
for Rhodium Asset Solutions (in anticipation of the formation of the TOC) under 
contract (CEO Service Agreement) in October 2004.  At that time, the remuneration 
package included an employer contribution towards the costs of a fully maintained a 
vehicle of her choice. 

5.61 In December 2004, the Board of Rhodium engaged the former CEO under 
the same terms as her then current contract with Totalcare.  In May 2005, but with 
effect from 1 March 2005, the Board renewed the former CEO’s contract for a fixed 
term to 28 February 2006.  Total remuneration increased but there was no provision 
included in the remuneration package for a vehicle to be provided at Rhodium’s 
expense.  The former CEO continued an arrangement to lease a motor vehicle under 
the salary packaging provisions of her contracts. 
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Use of luxury car by the former CEO 

5.62 The Board renewed the employment contract with the former CEO in 
December 2005 for a fixed period until 30 June 2007.  In the contract, the former 
CEO, in addition to her total remuneration was allowed to lease a vehicle of her 
choice, fully paid by Rhodium plus all applicable FBT.   

5.63 The former CEO acquired a Lexus SC4309 (a V8 convertible with an engine 
capacity of 4.3 litre), from a local dealer in late September 2005, at an invoiced cost 
of $128 300 (this was a discount price, since the vehicle was a display car).  Rhodium 
made payment for the vehicle in early December 2005, after the then National Asset 
Service Manager authorised its purchase.  The vehicle was purchased after the bank 
declined financing.   

5.64 After the departure of the former CEO in March 2006, the Lexus SC430 was 
sold at auction for about $80 000, resulting in a loss of about $48 000. 

5.65 The Board advised that: 
On 22 November 2005, the Chair and Deputy Chair agreed to pay the lease of [the 
former CEO’s] car which they understood to be a Saab convertible - which she had 
prior to the establishment of Rhodium …  

The Board was not aware of the arrangement or acquisition of the Lexus SC450 
going back to September 2005.   

Reasonableness of the CEO’s remuneration 

5.66 Rhodium, being a TOC, does not have to comply with Government policy in 
determining its executives’ remuneration.  The Board has the authority to determine 
the remuneration of the CEO and other executives.  However, it is the expectation of 
the community that TOCs, which operate with taxpayers’ moneys, will follow better 
practice in remunerating their executives and staff, including benchmarking against 
similar positions in the TOC sector and Government Senior Executives. 

5.67 Chief Executives and Executives employed by ACT public entities are 
subject to the determinations made by the ACT Remuneration Tribunal.10  Total 
remuneration and allowances for Chief Executives and Executives usually include a 
salary component, employer’s superannuation contribution, use of government leased 

                                                 
9 The former CEO’s employment contract specifies that Rhodium will pay ‘all amounts falling due and 
payable under [the] lease of the Lexus SC 450 motor vehicle driven by her at the date of this agreement 
and all applicable [FBT]’.  This contract was executed between the former CEO and the Board Chair 
on 22 December 2005.  Audit understands that reference to the Lexus SC 450 was a clerical mistake, 
and should have been a Lexus SC 430. 
10 The ACT Remuneration Tribunal, pursuant to Section 10 of the Remuneration Tribunal Act 1995, 
determines the remuneration and allowances to be paid to ACT public sector Chief Executives and 
Executives.   
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motor vehicle, parking, and FBT.  Executives may elect to take a cash benefit in lieu 
of the use of a government leased motor vehicle. 

5.68 Determinations by the Remuneration Tribunal establish ‘benchmark 
vehicles’ for the various Executive levels, and set a notional value for the vehicles.  
The former CEO’s remuneration package was comparable to an Executive Level 3.7 
(most full-time Holders of Public Offices, Deputy Chief Executives and Chief 
Executives of major Departments are at this level).  For this level or above, the 
benchmark vehicle is a Holden Calais 3.8 litre auto sedan or equivalent, with a 
notional value of $17 000. 

5.69 Rhodium has calculated that the annual leasing cost for the Lexus is $53 170 
(or $4 431 monthly), compared to $15 908 (or $1 326 monthly) for a Holden Calais.  
This is well in excess of the benchmark vehicle for an ACT Government Chief 
Executive.  Audit considers that the decision to provide the former CEO with a fully 
paid Lexus SC430 was excessive.  Audit notes that the Chair and Deputy Chair of the 
Board signed the employment contract with the former CEO in December 2005. 

5.70 The Board advised that it was under the impression that the vehicle would be 
leased through bank financing and that the cost of a company car that Rhodium 
intended to offer would be around $20 000 annually.  Further, the Board was unaware 
the vehicle had been purchased until after the former CEO’s departure. 

Engagement of a Chief Operating Officer 

5.71 In early 2005, the Board considered the need for Rhodium to employ a new 
executive titled the Chief Operating Officer (COO), who should possess expert 
experience in the leasing industry and experience in IT project management.  
Rhodium sought advice from an independent employment consulting firm, which 
estimated that the salary for the position to be between $150 000 and $200 000.  Due 
to difficulty in attracting a suitable candidate from the ACT, Rhodium recognised the 
need to recruit from interstate and the likelihood of associated costs such as for travel 
and/or relocation.  The Chair of the Board and another Board member participated in 
the recruitment and interview process. 

5.72 In July 2005, Rhodium engaged a Sydney-based consultant in the COO role, 
initially for five months to December 2005.  Audit calculates that the agreed fees for 
service, which included an hourly rate, and all costs such as accommodation, meals 
and travel, were equivalent to an annualised remuneration package in excess of 
around $200 000.  

5.73 A review of the consultancy agreement signed by the former CEO shows 
that: 

• the consultancy services were not defined in the agreement; the schedule 
where the services should have been defined was left blank; and 

Rhodium Asset Solutions Limited 58 



Management Decisions and Practices 

• although the consultant was to ‘work to the position description as provided 
by the CEO Rhodium’, no position description is attached to the signed 
agreement, and Rhodium could not locate the document on relevant files. 

5.74 The consultancy agreement was terminated at the request of the COO in 
September 2005, after only ten weeks, when a longer-term arrangement was put in 
place.  This initial consultancy had cost Rhodium around $48 000. 

5.75 Overlapping the initial consultancy (to provide time for ‘hand-over’), in 
September 2005, Rhodium employed an executive as the COO from Melbourne on a 
nine-month contract.  A review of the second COO’s employment contract indicated 
that: 

• the COO was required to report directly to the CEO; 

• the annualised remuneration package included salary and superannuation of 
$200 000, plus a fully expensed luxury car;  

• Rhodium would provide the COO accommodation and airfares to commute 
from Melbourne to Canberra for the contract period; and  

• the contract provided for a bonus payment of $20,000 for successful 
completion of specific key performance indicator, to be finalised between the 
CEO and the COO. 

5.76 Audit notes that the total remuneration package offered to the COO exceeded 
that of the former CEO. 

5.77 The contract specified only one key performance indicator; the successful 
implementation of the new IT project.  Audit understands the COO position was also 
responsible for managing the financial operations of Rhodium, and related matters.  

5.78 In early February 2006, the former CEO, after consulting with the Board, 
terminated the former COO’s employment, stating that ‘the role of the [COO] is to 
cease, and a different role, together with different functions, will be created’.  At this 
time, the IT project had not been completed or implemented.  At this time, the IT 
project was still in the development phase. 

5.79 The COO’s employment contract provided for an early termination payment 
equivalent to six month’s salary if ‘changes to the operational requirements of 
Rhodium result in substantial change to the work of the [COO]’.  The COO’s 
termination on the grounds of an organisational restructure brought this term into 
effect; termination payments were treated by Rhodium as redundancy payments and 
taxed accordingly.  

5.80 Audit found that the employment and termination of the second COO, who 
had worked for a period of less than six months from September 2005 to February 
2006, had cost Rhodium around $230 000. 
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5.81 The COO position existed within Rhodium for around seven months in total, 
at a significant cost. 

5.82 The Board advised that the decision to engage the COO was to bring vital 
leasing management and skills to Rhodium to complement the CEO’s skill set, and it 
was not aware of every detail of the employment contract, nor did it endorse the 
contract.  Further: 

This was a matter entirely within [the former CEO’s] delegations.   

[The former CEO] did not disclose the full extent of the contract conditions until she 
recommended in very early February 2006 that [the COO’s] contract be terminated.  

RECORDS MANAGEMENT 

5.83 The Territory Records Act 2002 requires all TOCs, including Rhodium, to 
have, and comply with, a comprehensive Records Management Program.   

5.84 Audit found that Rhodium has not put in place appropriate records 
management policy and procedures, nor adopted a systematic approach to record 
keeping.  As a result, it was difficult for Rhodium staff to retrieve relevant 
information and documents necessary to properly account for, and support many of 
the business activities examined during this audit.  It is evident that records of 
business activities (e.g. correspondence, personnel records, policy paper, advice) have 
not always been created, or filed in a systematic manner.  Further, important meetings, 
such as those of senior management and the Board, were either not minuted or lacked 
sufficient detail to provide a reasonable understanding of deliberations and decisions. 

5.85 Rhodium’s record management practices do not currently satisfy the 
requirements of the Territory Records Act.  Audit considers that sound policy and 
procedures on records and file management are important for any organisation, and 
should be developed and implemented by Rhodium at the earliest opportunity. 

5.86 The Board has advised that Rhodium management has been working on 
complying with the Territory Records Act for some time. 

CONCLUSION 

5.87 In summary, weaknesses in the control environment and framework 
discussed in the previous chapter and the matters disclosed in this chapter illustrated 
that the internal governance and accountability arrangements of Rhodium were 
inadequate.  The review of the cash advance, credit card expenditure, sponsorship 
arrangements, marketing expenses, capital expenditure (acquisitions of vehicles for 
the Brumbies and the former CEO) and procurement practices, demonstrated that, in 
many cases, the decisions lacked prudence.   

5.88 Audit also formed the view that in some instances, there was not sufficient 
care in the decision-making process to ensure decisions met the standards the ACT 
community expects from a Government business, operating with taxpayer’s funds.  
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5.89 Audit considers that the financial management arrangements during the 
period under review, including accountability mechanisms, could not provide 
assurance to the Board and the ACT Government as shareholders that Rhodium’s 
resources had been managed effectively, efficiently, and ethically. 

5.90 To fulfil its governance obligations and provide strategic direction for 
Rhodium, Audit understands that the Board had worked hard in the development of a 
business plan, statement of corporate intent, budgets, and communications with the 
shareholders during the initial year of Rhodium’s operations.  The Board was also 
progressing the development and implementation of a range of policies to direct and 
guide organisational practices, many of which appear to have carried over informally 
from Totalcare.  Such developments necessarily take time, and under these 
circumstances, it was the expectation of the Board that Rhodium management, in 
particular the CEO, would demonstrate leadership and skills in managing the internal 
governance and accountability framework prudently and effectively.  Such 
expectations, however, were not fulfilled.   

5.91 It is of concern that the Board was not aware of many key decisions made by 
Rhodium management, although it is evident that the visibility of some issues may 
have been obscured.  Audit considers that the Board could have taken more decisive 
action to ensure it was fully informed of significant issues.  Although the Board is 
entitled to rely on the capabilities of the senior management of Rhodium, it shares the 
responsibility to develop and promote a sound corporate governance framework.  For 
a newly–formed corporation, clear direction and oversight by the Board is essential to 
establish an appropriate standard of corporate culture and accountability.  A more pro-
active approach by the Board may have avoided some of the corporate excesses and 
accountability breakdowns examined in this audit. 

5.92 The Board commented that: 
… while it did begin to establish appropriate standards of corporate culture and 
accountability, the legacies and practices of Totalcare were still entrenched and 
were proving more difficult to change.  

5.93 Since February 2006, the Board has issued several policies and guidelines 
aimed at implementing tighter financial management controls in respect of debt 
management, use of credit card, travel, entertainment, hospitality, and capital 
expenditure.  Audit considers it important that the Board and Rhodium management 
implement means to ensure the new policies and procedures are developed and 
operating as expected.  Further policies and procedures are required to improve its 
current records and file management in accordance with government policy and good 
business practices.  The Board has advised that further policies and guidelines are 
being prepared. 

Recommendation 4 

Rhodium should develop and implement a records management policy and guidelines 
to ensure compliance with the Territory Records Act 2002. 
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6. EMPLOYMENT PRACTICES 

INTRODUCTION 

6.1 This chapter examines several of Rhodium’s employment practices and 
considers whether they are consistent with better practice in human resource 
management.  Audit has not examined, and makes no comment on, the abilities or 
performance of employees, but merely assessed the recruitment processes in place at 
Rhodium. 

KEY FINDINGS 

• Rhodium did not have formal policies and guidelines for recruitment and 
other human resource management practices, other than those informally 
carried over from Totalcare. 

• Record-keeping practices varied between files reviewed; recruitment 
documentation requires improvement to facilitate transparency. 

• Personal relationships between the former CEO and some Rhodium staff 
were not formally declared.  The relationships created a potential for a 
conflict of interest or an abuse of power with respect to human resource 
management and other management practices. 

• Performance assessments were not consistently undertaken for positions 
reviewed by Audit.  Some arrangements for performance management and 
assessment were unsuitable due to the potential for a conflict of interest. 

• Documentation is insufficient to provide assurance that recruitment decisions 
have been made based on merit. 

BETTER PRACTICE IN HUMAN RESOURCE MANAGEMENT 

6.2 The Public Sector Management Act 1994 (PSM Act) establishes a foundation 
for human resource management in the ACT Public Sector.  The legislation is 
supported by Standards and guidelines, which together set a personnel practices 
framework based on sound management and better practice.  As a Territory Owned 
Corporation, Rhodium is not required to comply with the PSM Act.  Nevertheless, as 
a Corporation funded from public money, the community would expect Rhodium to 
be guided by the general principles inherent in the PSM Act, and manage its human 
resources in a manner consistent with good business practice. 

6.3 The merit principle embedded in the recruitment processes requires that all 
persons eligible for the relevant appointment have a reasonable opportunity to apply, 
and selection is made based on an assessment of relative efficiency, having regard to 
the nature of the duties to be performed and the abilities of applicants.  The merit 
principle also notes that appointments should be made without patronage or 
favouritism.   
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6.4 The Chief Minister’s Department has issued Recruitment in the ACT Public 
Service to assist ACT agencies in managing the attraction, assessment, and selection 
processes.  The document covers key policy and procedural issues and includes 
practical guidelines for staff involved in recruitment.  The guidance material 
recognises the need for efficiency and effectiveness in recruitment, and seeks to 
minimise excessive bureaucracy with appropriate attention to accountability and 
procedural fairness.  

6.5 Good practice recruitment process is outlined in the table below. 

Table 6.1:  Better practice recruitment processes for the public sector 

Position identified A requirement for a position is identified based on volume of work, 
new requirements of agency or staff departure. 

Job description A description of the position’s duties and the standard of 
completion required is prepared.  This provides information on the 
required competencies and the selection criteria. 

Approval to fill The delegate gives approval to advertise to fill the vacancy. 

Testing the 
market 

The position is advertised making best use of available media. 

Sound selection 
process 

Selection decisions are based on an assessment of the merit of the 
applicants who are assessed objectively on the evidence obtained 
(including an interview where appropriate).  A suitably objective 
panel undertakes the assessment.  To ensure selection is transparent 
and can be justified, panel members declare any potential conflicts 
(e.g. where an applicant is a friend or relative). 

Selection panel reports provide an individual and comparative 
assessment of applicants, and rank suitable applicants, with due 
consideration to stated duties, responsibilities to be performed and 
the applicants’ abilities.   

All decisions can withstand scrutiny and be publicly defensible. 

Appointment Upon appointment to the position, the applicant declares any 
conflicts of interest, where these conflicts may have the potential to 
affect work performance. 

Probation There is an initial probation period for employer and employee to 
determine suitability for employment. 

Performance 
assessments 

Performance assessments for probationary and/or management 
purposes are conducted at suitable intervals. 

Record keeping All decisions are documented, and demonstrate compliance with the 
legislative framework and reflect transparent and accountable 
processes.  Documentation is maintained on relevant files.   

Source: Compiled by Audit based on ACT Public Service guidance and common recruitment practices. 

6.6 Similar recruitment practices to those outlined above are also applicable to 
contract staff employed in temporary positions.  Recruitment in the ACT Public 
Service notes that the hiring of temporary employees should occur in a similar fashion 
to that of permanent staff.  Although the document notes that temporary employment 
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for less than 12 months must be based on merit, the guide also notes that it is not 
necessary to involve all stages of the competitive selection process. 

EMPLOYMENT PRACTICES FOR RHODIUM 

Recruiting processes 

6.7 In February 2006, the former COO advised the Board of his concerns that 
relatives of the former CEO, who had been engaged by Rhodium in various positions, 
received preferential treatment. 

6.8 From January 2005 to January 2006, 18 people were recruited to Rhodium.  
Of these, Audit found that five were close relatives of the former CEO.  In addition, 
other individuals had close friendships with the former CEO.  Other Rhodium 
employees also have immediate family members working at Rhodium.   

6.9 In February 2006, in response to a Board request concerning the matters 
raised by the former COO, Rhodium employees who were involved in recent 
recruitment processes made a statement that declared that decisions to employ 
individuals were based on skills and experience.  

6.10 The former CEO also made a statement to the Board in February 2006 
responding to the alleged favoured treatment received by relatives and friends 
employed at Rhodium.  The former CEO noted that advertised positions often 
attracted a low response rate, and to avoid lengthy recruitment processes, potential 
candidates had been identified from ‘a pool of individuals identified by Rhodium 
management … through our various professional and personal networks’.  Further, ‘in 
all cases, recruitment procedures have followed due process’.  

6.11 Audit reviewed a sample of appointments from January 2005 to January 
2006 to assess whether good practice had been followed (see Table 6.2 on the 
following page).  The sample included individuals that have and do not have a 
relationship to the former CEO.  

6.12 There was considerable variation in the quality of the documentation for the 
recruitment processes reviewed, and little consistency in the processes applied.  
Overall, deficiencies in documentation and record-keeping practices had a significant 
negative effect on accountability and transparency.  
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Table 6.2:  Review of recruitment processes against better practices 

Better Practices Sample #1 Sample #2 Sample #3 Sample #4 Sample #5 

Relationship with former CEO      
Job description existed      
Approval to fill documented      
Testing the market (vacancy 
advertised) 

     

Proper selection process      
Declaration of potential 
conflict of interest on 
appointment 

     

Probation  ?  Not 
required 

Not 
required  

Performance assessments      

6.13 Sample #1 was recruitment for the senior role of Business Relationships 
Manager.  The individual appointed was a relative of the former CEO.  Audit was 
unable to locate recruitment documentation, although the appointee’s personal file 
contained a job description, resume, and a documented performance review.  
Recruitment documentation could not be located, although a declaration made by 
members of the interview panel in February 2006 to the former CEO stated that the 
appointee was the most suitable applicant at the time, as other candidates had been 
approached and were not prepared to accept employment.  Such approaches were not 
documented.  Audit noted that two members of the three-person selection panel had a 
potential conflict of interest through connections to the applicant.  Audit could not 
locate any declaration of a potential conflict of interest by either of the two panel 
members. 

6.14 Sample #2 was recruitment for the senior role of National Corporate Services 
Manager.  The individual appointed was a close friend of the former CEO.  Again, 
Audit was unable to locate recruitment documentation.  A declaration by Rhodium 
employees in February 2006 stated that two applicants were interviewed, and a 
decision to offer employment was based on the skills of the candidate.  Audit found 
no documentation regarding the interviews, or the unsuitability of other candidates.  
Audit also noted that the appointee’s employment contract contained no reference to 
the duties of the position, a probationary period, or key performance indicators 
required of the National Corporate Services Manager.  Further, the employment 
contract provided for the appointee to report directly to the former CEO; there was no 
declaration concerning the potential conflict of interest that might arise from this 
arrangement. 

6.15 Sample #3 was recruitment for the position of Maintenance Authorisations 
Officer.  There was no documentation to support testing of the market place, or the 
selection of the individual appointed.  However, Audit noted that following 
completion of a three-month probation period and performance evaluation, the 
individual was offered a permanent position.  Documentation on file indicates that 
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performance reviews of the employee were undertaken prior to the granting of any 
pay increases. 

Recruitment of contractors 

6.16 Recruitment of contract staff or temporary employees should follow 
processes generally similar to those for ‘permanent’ positions, with selection based on 
merit, although it may not be necessary to involve all stages of the competitive 
selection process.  In a competitive employment market, it may be necessary to 
respond quickly to market situations to avoid jeopardising business deliverables.  At 
times, it may not always be possible to follow guidelines, and ‘short-cut’ processes 
are necessary.  This should be by exception, rather than the norm, and in all cases, 
decisions should be documented.   

6.17 Audit reviewed the appointment of two contractors for positions in the 
Finance Department, the first (Sample #4) for a six months engagement, and the 
second (Sample #5 - a relative of the former CEO) initially for a short-term 
engagement for work on weekends.  Documentation was sparse in either case, 
although for Sample #4 documentation showed the vacancy was advertised on an 
Internet website.  In contrast, for Sample #5 Audit found: 

• no record of an advertisement for employment; 

• no documentation to support selection (such as a record of interview); 

• no declaration of conflicts of interest; and 

• no record of performance assessment. 

6.18 In relation to Sample #5, the former CEO stated to the Board in February 
2006 that lengthy recruitment strategies have not always been appropriate given the 
higher than usual staff turnover at Rhodium, organisational restructuring and 
increased accountability demands.  The individual was employed at a time when 
short-term coverage was required and no staff member was prepared to do this. 

Performance assessments 

6.19 Under Rhodium’s Certified Agreement, performance assessments of staff are 
required every 12 months.  Documents supporting the conduct of a performance 
assessment could not be located on most of the staff files reviewed.  Audit noted, 
however, that for some staff with records of performance assessments, the individual 
who completed performance assessment could be perceived as having a conflict of 
interest.  For example, the former CEO conducted performance assessments of a 
relative, who was engaged in a senior management role, and also assessed a close 
friend in another senior management position.   

6.20 It would have been better practice for the former CEO to put alternative 
performance management practices in place to avoid any perception of a conflict of 
interest. 
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Transparency 

6.21 The former CEO advised the Board at the June 2005 Board meeting that the 
position of Business Relationships Manager had been filled.  She did not, however, 
advise the Board that the successful applicant was an immediate family member.   

6.22 In February 2006, in response to the allegations of favouritism, the former 
CEO declared to the Board that all recruitment procedures had followed due process 
and that in all cases, the existence of personal relationships had been transparent. 

6.23 Board members have advised Audit that they were unaware of either the 
relationship between the former CEO and the Business Relationships Manager, or of 
the relationships of the former CEO with other employees.  Nevertheless, Audit notes 
that there appeared to be no attempts to conceal such relationships; they appeared to 
be common knowledge among staff.   

6.24 The Board has since acted to introduce a Personal Relationships Policy, with 
effect from March 2006, which outlines the requirement to disclose relationships 
where there is potential for conflict of interest or an abuse of power.  The policy notes 
that ‘a staff member should not be involved in the decision-making process or any 
other process which could advantage or disadvantage a staff member … where there 
is a close personal relationship’.  The policy notes specifically that if a personal 
relationship exists, the employee must not participate in activities such as recruitment, 
selection, or appointment of staff, or performance appraisal. 

6.25 Audit considers that relatives of current employees and close friends drawn 
from networks outside the workplace should not be precluded from applying and 
being considered for appointment to positions within any public sector entity, if they 
are suitable candidates.  However, regardless of the urgency of the need to fill the 
vacancy, appointments should be based on merit, considering the specific 
requirements of the job.  Documentation of the recruitment process is clearly 
important to demonstrate that the process is transparent and can be justified.  
Transparency, and indeed common sense, dictates that selection committees and 
delegates need to avoid any real or perceived biases or conflicts of interest by 
declaring and documenting potential conflicts, and suitable treatments, before the 
selection process commences. 

6.26 Audit wishes to make clear that irrespective of the defects in process 
described above, the audit has not examined, and makes no comment or finding on, 
the suitability of the appointees for the positions they held, or their abilities or 
performance. 

6.27 In responding to the proposed report, the former CEO advised that: 
The former CEO was not involved in any of the appointments, other than final sign 
off of process after recommendations were put forward by various executives.  All 
subject appointments were made through a contestable process at arms length from 
the former CEO, and the best applicant was appointed in each case. 
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… references to other friends of the former CEO being appointed are also 
misleading.  In all cases, individuals previously known to the former CEO who were 
appointed to positions at Rhodium were former employees or work colleagues of the 
former CEO.  None were simply personal friends.  Again, in the context of severe 
resource constraints, skills deficiencies, and an uncertain future, the best Rhodium 
could offer was short term contracts to deal with immediate needs.  In such 
circumstances it is reasonable, and not uncommon in similar organisations, for 
former successful employees to be approached.   

CONCLUSION 

6.28 Appointment, transfer, and promotion of public sector employees in the ACT 
is governed by the PSM Act.  The Act does not apply to TOCs, in part because the 
Government has recognised that TOCs need the flexibility to respond to a competitive 
and commercial market environment.  Nevertheless, the PSM Act outlines basic good 
practice principles for human resource management that can be applied to public and 
private sector employment.  For example, the principles of merit and procedural 
fairness are integral to any sound recruitment processes. 

6.29 The quality of recruitment documentation reviewed by Audit was generally 
poor; it varied between individual files, and in some instances, no employment file 
was available.  Such deficiencies in documentation and record-keeping practices 
provided little assurance that a consistent selection methodology was applied to all 
applicants.  As well, Audit noted a lack of consistency in application of a probationary 
period for new appointees, and unsuitable arrangements for performance management 
and assessment where there was clearly a potential for conflict of interest or risk of an 
abuse of power.  In such circumstances, transparency and accountability both suffer, 
and it is difficult to lay to rest concerns about preferential treatment for relatives and 
friends of current employees. 

Recommendation 6 

Rhodium should develop recruitment policies and guidelines and improve record 
keeping practices to facilitate transparency in recruitment decisions. 
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7. IT SYSTEM REDEVELOPMENT PROJECT 

INTRODUCTION 

7.1 This chapter discusses the management of Rhodium’s information 
technology (IT) system redevelopment project to August 2006. 

KEY FINDINGS 

• The IT system redevelopment (Enterprise Architecture) project was endorsed 
in principle by the Totalcare Board in October 2004, as a necessary step to 
resolve problems with inefficient systems and manual processes that would 
eventually impact upon business growth. 

• The Rhodium Board terminated the EA project at a pre-arranged ‘Go/No Go’ 
point, following an independent report that assessed the project as very high 
risk, with a low probability of successful implementation within the current 
budget allocation of $1.5 million.  The abandoned project has cost Rhodium 
around $490 000. 

• The business case developed by Rhodium did not comprehensively identify 
the benefits and costs associated with the introduction of the new IT system.  
The cost of project implementation was significantly underestimated. 

• Rhodium did not undertake a comprehensive risk analysis for the project, 
particularly to address the limited approved budget. 

• The former CEO did not fully advise the Board of the financial and legal 
implications of certain contractual agreements that were entered into for the 
project. 

BACKGROUND 

7.2 Rhodium, and Totalcare before it, have long recognised the need for a fully 
integrated IT system to manage its leasing and asset management business.  Concern 
that the then existing systems and manual processes were inefficient and would 
eventually impact upon business growth led Totalcare to develop a formal set of 
business requirements, and engage a specialist IT consultancy firm as project 
managers and undertake a selective tendering process.  Rhodium, once established, 
continued to progress the final evaluation of tenderers, and the final selection of the 
preferred tenderer. 

7.3 The timeline below (Table 7.1) describes Rhodium’s Enterprise Architecture 
Project.  ‘Enterprise Architecture’ is an IT industry term that describes how IT 
applications and infrastructure operate to deliver business processes that collectively 
achieve business outcomes. 
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Table 7.1: Enterprise Architecture Project – Timeline 

Months Events 

April 2004 Totalcare requested a quotation from a specialist IT consultancy firm (the 
consultant) to provide human resources (HR), payroll, and salary 
packaging services.  

July 2004 Totalcare and the consultant entered into an agreement for HR services.  
The agreement was effective from 1 September 2004 to 30 June 2006. 

September 2004 The consultant provided a report entitled Enterprise Architecture 
Assessment Report – Scope and Discovery Phase to Totalcare.  

The assessment report recognised the need for Totalcare to reduce manual 
business processes and integrate IT systems to facilitate improved 
customer service and business growth.   

The consultant presented three options to replace the existing Excel 
‘Register’ system and recommended the lowest-cost option, which 
involved retaining the existing Ausfleet system but provided limited 
capability for integration and no customer access via the Internet.  
However, the consultant also recommended that Ausfleet be phased out 
over time and that Totalcare/Rhodium should adopt Internet technologies 
and ensure that its systems can integrate with other products.   

The highest-cost option presented by the consultant involved using a 
specialist vendor application (Product X) and Oracle software as a 
packaged solution.  These products were presented as leading solutions in 
the industry, providing ‘seamless’ integration and scalability, albeit with 
‘potentially costly customisation costs’.  The assessment report noted that 
further requirements analysis was needed before selecting the appropriate 
software solution.  The consultant estimated the cost of the requirements 
phase at $56 000, with the main deliverables being a Specifications 
Document, an analysis report of the packaged solutions evaluated, and a 
project plan. 

October 2004 The requirements phase of the Enterprise Architecture Project began, with 
the project managed by the consultant.  A project status report indicated 
that Totalcare and the consultant signed an amended agreement in early 
October; however, Rhodium was unable to provide any further 
documentation regarding this agreement.   

The consultant provided a draft project plan to Totalcare.  Rhodium was 
unable to provide the final project plan. 

November 2004 The consultant provided a Specifications Document to Totalcare detailing 
the software requirements for the new enterprise architecture solution. 

January 2005 Rhodium formally commences as a Territory Owned Corporation.  

The former CEO provided the Rhodium Board with an update on progress 
with the Enterprise Architecture Project.  Requests for Proposal had been 
sent to three suppliers and responses were to be returned to Rhodium in 
January.  Implementation was proposed from late February to late June 
2005.  The due date for submissions was subsequently extended to March 
2005 at the request of tenderers and due to the withdrawal of one of the 
three potential suppliers. 
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Months Events 

The consultant submitted a Data Cleansing Proposal to Rhodium, with 
data cleansing being a part of the implementation phase of the Enterprise 
Architecture Project.  The pricing proposal was based on a daily rate for 
each consultant used.  

February 2005 Rhodium submitted a proposal to its Shareholders (Cabinet) for funding of 
the new enterprise architecture solution. 

The proposal presented three options – 1) do nothing, 2) upgrade the 
current system and 3) replace the current system.  Rhodium management 
did not consider Option 1 viable because it would not address Rhodium’s 
systems and controls problems.  Option 2 did not address system 
integration issues.  Management preferred Option 3 because it was 
thought to allow Rhodium to ‘meet its business needs in a timely manner, 
for a fixed cost, at minimum risk’.   

The proposal to Government included net present value (NPV) analysis 
for the preferred option only, assuming a total project cost of $3 million 
(in the form of the proposed equity injection) and significant savings from 
an anticipated reduction in salaries and on-costs.  Replacing the current 
system was expected to generate a positive NPV over the life of the new 
system.  The proposed ‘Enterprise Architecture’ approach was a modular 
implementation to be completed around December 2005. 

March 2005 At Rhodium’s request, the consultant provided a proposal for recruitment 
of a Chief Operating Officer (COO) for Rhodium.  The COO was to be 
responsible for the day-to-day operation of the organisation, in 
conjunction with the CEO.  The responsibilities of the COO would include 
change management; business case identification, analysis and 
presentation; budget preparation and monitoring; preparation of Board 
reports; and strategic planning.  Rhodium later chose not to use the 
consultant to recruit the COO. 

April 2005 The former CEO updated the Board on Rhodium’s budget proposal for an 
equity injection and sought the Board’s advice on the preferred option for 
funding the Enterprise Architecture Project.  Cabinet had agreed to 
provide $1 million for the project and $500 000 in working capital in 
2005-06.  The anticipated cost of the project was revised from $3 million 
to between $1.6 and $2 million.  The unfunded balance could be sourced 
from working capital plus profits, or from borrowings. 

Product X was indicated to be the product of choice and the preferred 
option at this time.   

May 2005 The consultant provided Rhodium with a Request for Proposal 
Assessment Report.  Two software vendors had responded to the Requests 
for Proposal and a formal methodology was used to evaluate the solutions 
offered by these two suppliers.  Product X was recommended as the ‘best 
fit’ solution for Rhodium.  The report suggested a phased implementation 
with the initial solution implemented within a six-month timeframe and 
other implementation activities completed within 9 to 12 months.  The 
solution was expected to cost approximately $1.5 million. 

The consultant provided Rhodium with a Data Cleansing Analysis Report, 
identifying data quality issues. 

The CFO sought the Board’s agreement to fund the balance of the EA 

Rhodium Asset Solutions Limited 71 



IT System Redevelopment Project 

Months Events 
Project ($500 000) from cash at bank.  The other option presented to the 
Board was to borrow the additional funds over five years and incur 
interest on those funds.  The Board requested further evidence to support 
the recommendation, including a report from an independent consultant 
supporting the specialist vendor application, an independent analysis of 
the consultant’s costing model, cash flow analysis and information from 
other States regarding their choice of IT systems. 

June 2005 The consultant suggested that Rhodium develop a Memorandum of 
Understanding (MOU) or in-principle agreement for the project.  The 
consultant proposed that it to be appointed as the ‘prime contractor’ for 
the project and that in turn the consultant would engage the vendor of 
Product X for their specific products and services to ‘reduce contractual 
administration and streamline the accountability and efficiency of this 
project’.  As the prime contractor, the consultant would manage the 
project scope and costs; however, the licensing and maintenance contracts 
would reside with Rhodium. 

The former CEO sought the Board’s approval to fund the Product X 
solution from internal cash resources and proceed immediately with its 
implementation.  The Board was provided with all the information 
requested at the May meeting.  The independent consultant’s report 
supported the recommendation of the Product X solution and supported 
the costing model as the best estimation of costs available at this stage.  
However, the report included an option to undertake a Gap Analysis to 
obtain better estimates where further detailed information was required. 

On the day of the June Board meeting, the former CEO sent an email to 
the consultant appointing it as the prime contractor for the Enterprise 
Architecture Project, on the understanding that the consultant would 
engage the specialist vendor for specific products and services. 

An agreement was executed between Rhodium and the consultant for the 
provision of data cleansing services, to be completed in late October. 

July 2005 A MOU between Rhodium and the consultant was prepared and signed.  
This document was not legally binding. 

Rhodium appointed a COO on contract. 

August 2005 The former CEO’s update to the Board stated that the draft agreement for 
system supply and support ‘endeavours to mitigate the following project 
risks (being cost, timing of implementation and lack of functional fit) … 
by passing the risk to [the consultant]’.  It was expected that the consultant 
would similarly pass their risk onto the specialist vendor. 

September 2005 The contracted COO ceased and another COO was appointed by 
Rhodium.   

November 2005 Rhodium and the consultant entered into an agreement for specialist 
consultancy, project management and systems implementation for the 
enterprise architecture redesign.  The estimated total cost in the agreement 
was $1.2 million.  Additional post-implementation work and 
infrastructure, and other expenses would increase the total cost to 
$1.5 million. 
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Months Events 

January 2006 

 

The former COO advised the Board that the legal documentation for the 
project had not been completed in December but was expected by the end 
of January.  The total cost incurred for the project to date was estimated at 
between $220 000 and $250 000, including legal fees of $43 000. 

February 2006 The former CEO and the Board decided the position of COO was no 
longer required and terminated the employment contract. 

The consultant and the specialist vendor entered into an agreement for the 
enterprise architecture redesign and implementation. 

The former CEO signed the software licence and maintenance agreements 
with the software vendor, which were separate to the implementation 
agreement with the consultant, and approved the upfront payment of 50% 
of the ten-year licence fee ($397 600), prior to receiving the report on the 
Gap Analysis.  In signing the agreement, the former CEO accepted that 
the proposal contained a number of non-functional aspects (which would 
be clearly identified in the Gap Analysis report).  There was no 
requirement to sign these agreements at this stage.  The consultant advised 
the former CEO not to proceed with such an arrangement until the ‘Go/No 
Go’ decision was made.  Rhodium was unable to provide Audit evidence 
that legal advice had been sought in the final stages prior to signing these 
agreements. 

The consultant and software vendor commenced the Gap Analysis. 

March 2006 The CEO formally resigned from her position at Rhodium, having not 
returned from leave since February.  

April 2006 The consultant provided Rhodium with the Gap Analysis Workshop 
Report.  The report identified several functionality gaps that must be filled 
by the software vendor to provide Rhodium with a fully operational 
system.  The consultant estimated the cost of the project had increased to 
$1.489 million (excluding legal and other costs), plus an additional 
$221 500 for mandatory ‘minor customisation projects’.  The consultant 
expected implementation of the new system to be completed in November 
2006. 

May 2006 Rhodium management provided the Board with a final independent report 
assessing the Enterprise Architecture Project.  The project was assessed as 
‘very high risk … with a low probability of successful implementation … 
within the current budget allocation of $1.5 million for the project’.  
Rhodium considered itself to be ‘carrying all the risk of the project’.  The 
Board decided to take the ‘No Go’ option open to it in the original project 
plan to stop the implementation of the project.  

The acting CEO wrote to the consultant to advise that the Board had 
exercised the ‘No Go’ option.  

The acting CEO also wrote to advise the software vendor that it had taken 
the ‘No Go’ option, in an attempt to obtain, under the software licence 
agreement, a 50% refund on the software licence fees paid ($99 400).  
Rhodium might not be entitled to a refund if it cannot prove ‘material 
discrepancies’ with the application. 

Rhodium estimated at that time that it had spent between $400 000 and 
$700 000 on an IT solution that would now not be implemented 
(depending on whether Rhodium was able to obtain the refund on the 
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Months Events 
software licence fees already paid to the vendor).   

Rhodium identified a hosted solution as a possible alternative for the 
medium term, with payment based on usage.  Rhodium advised that this 
solution was not available when the consultant conducted the initial work.  

June 2006 The software vendor responded to Rhodium regarding the stop decision 
under the software licence agreement, advising that the gaps identified did 
not constitute ‘material discrepancies’ as referred to in the software 
licence agreement, and disputing Rhodium’s right to invoke the stop 
decision under the agreement. 

ACCOUNTABILITY 

7.4 The COO role was created primarily to manage the implementation of the 
new system.  However, Audit was unable to obtain any documentation to support a 
significant involvement in the project, other than a status update from the former 
COO to the Board in January 2006.  The decision by the Board on the 
recommendation of the former CEO to terminate the position in February 2006 
suggests that the position was no longer considered critical to the effective 
management of the project.  The project management role reverted to the former 
CEO, who had assumed responsibility for the project moving forward. 

7.5 Audit also noted that in addition to the role of the former COO intended for 
this project, an agreement was entered with the specialist IT consultant in November 
2005 to manage the project, at further cost to Rhodium.  The Board advised that the 
COO role was an internal project management role designed to streamline Rhodium 
input to the project, and the specialist IT consultant was to manage and coordinate all 
input including that of Rhodium and the application vendor.  

7.6 Audit obtained documentation that indicates that the former CEO informed 
the Board of the status of the project on a regular basis; however, with the exception 
of the more recent decisions, it is unclear as to the level of involvement of the Board 
in the decision-making process for the project.  Discussions with current Board 
members indicate that the Board would have expected the former CEO to seek its 
advice and approval prior to making key decisions relating to the project, such as 
entering into the vendor agreements.  The Board advised that: 

The Board relied on the former CEO’s advice and its knowledge of the project was 
that it would make the call at the time of the go/no go decision after the Gap 
Analysis, and that only limited funds were being expended until that point, about 
$250 000 or around 17% of the total project cost. 

FUNDING AND RESOURCES 

7.7 Rhodium’s proposal for funding of the new enterprise architecture solution 
identified some general benefits and costs associated with the introduction of the new 
system, but lacked details on implementation issues.  It is uncertain how business 
processes would have changed, and how any benefits and efficiencies would have 
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been realised.  The cost of implementation, had it proceeded, remains unknown, as 
40% of the costs were based on estimates. 

7.8 Rhodium included net present value (NPV) analysis of the preferred option 
with its proposal for funding.  The proposal did not include financial analysis of the 
alternative options.  The analysis of the preferred option assumed an equity injection 
of $3 million as requested and a significant reduction in staff numbers from around 35 
to 27 (or a decrease of 23%) as a result of the introduction of the new system.  Audit 
was unable to obtain any evidence to support the anticipated savings.  Recurrent costs 
were estimated at 15% of the initial cost of $1.5 million, or between $230 000 and 
$280 000 per annum (adjusted for indexation), and the project was assumed to have a 
ten year life cycle. 

7.9 A shorter life cycle (perhaps five years) may be more appropriate for costing 
the acquisition of an IT system.  Rhodium requested that the contract with the 
software vendor be extended from a period of five years to ten years, although it is 
common practice in the IT industry for software vendors to require an upgrade of their 
applications every three to five years.  Users are often forced to upgrade to later 
versions as older versions of the software are no longer supported.  The uncertainty 
regarding the future of Rhodium also suggests that a shorter life cycle would have 
been more appropriate.   

7.10 The increase in the estimated implementation costs from those originally 
included in the contract with the consultant consists mainly of increases in the 
estimated costs for data conversion (increase of $262 067), data cleansing ($138 053) 
and software customisation ($195 000).  Audit notes that, although it was clear from 
the outset that some level of customisation of the software would be required to meet 
Rhodium’s business needs, customisation costs were not separately identified in the 
estimated implementation costs for the project.  The ‘Gap Analysis’ undertaken in 
February 2006 was expected to identify the need for customisation and the extent 
required.  Table 7.2 illustrates these costs. 
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Table 7.2:  Comparison of Costs 

Item a Budget 
November 2005

$ 

Revised Estimate
April 2006 

$ 

Variance 
 

$ 

Actual expenses 
(August 2006) 

$ 

Software Component 

Licensing Fees 397 600 397 600 - 198 800

Implementation 302 170 302 170 - -

Gap Analysis 62 200 62 200 - 59 700

Data Conversion 54 000 81 000 27 000 -

Reporting 26 500 26 500 - -

Consultant (Project Manager) Component 

Project Management 175 000 175 000 - 65 600

Data Cleansing 50 000 188 053 138 053 43 800

Data Conversion - 235 067 235 067 -

Website Integration 120 000 - -120 000b -

Workflow 
Development 

50 000 - -50 000c -

Gap Analysis Report - 47 800 47 800 40 300

Customisation - 195 000 195 000d -

Other 9 500 - -9 500 -

Total $1 246 970 $1 710 390 $463 420 $408 200

Other Costs (not included in the consultant’s contract) 

Additional Data 
Cleansing/Conversion 
Post Implementation 

~200 000 not available not available -

Change Management not available not available not available -

Additional 
Infrastructure 

~20 000 ~40 000 ~20 000 -

Legal Expenses not available not available not available 80 911

Year One 
Maintenance Fees 

- 79 250 79 250 -

Total Cost Year One ~$1.5 million ~$2.0 million ~$0.5 million $489 111
Source: Compiled using information from Rhodium and the consultant. 
Notes: 
a.  All amounts exclude GST. 
b.  Over-estimated.  Consultant advised that website integration would be a small but unspecified cost. 
c.  No longer required. 
d.  Software component not separately identified.     
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RISK MANAGEMENT 

7.11 By the time the Board made the ‘No Go’ decision to stop the project in May 
2006, it was clear that Rhodium did not have the available funding to undertake the 
project.  Audit considers that Rhodium should have identified the significant risk that 
the project would run over budget and that it should have developed appropriate 
strategies to manage this risk accordingly.  For example, the software vendor 
suggested that Rhodium should have set aside ‘a budgetary figure … to cater for any 
customisation identified’.  A project status report by the consultant provided to 
Rhodium in February 2005 identified ‘project slippage’ as a risk with an ‘extreme’ 
likelihood of occurring, but only recommended that Rhodium revise the project 
timeframe.   

7.12 The implementation of new IT systems is generally considered to be of high 
risk, especially where the system is critical to the achievement of the organisation’s 
business objectives.  However, Audit was unable to obtain any evidence of a 
comprehensive risk analysis for the project.  It appears the former CEO was under the 
impression that there was minimal risk involved, as the majority of the risk was 
thought to have been transferred to the consultant project manager.  In fact, the 
consultant had accepted little commercial risk, as it had not provided a fixed price for 
the majority of its services.  If it was to have provided a fixed cost for its services, the 
risk-adjusted cost would have been much higher. 

7.13 Similarly, it appears that the former CEO was under the impression that the 
software licence agreement constituted minimal risk, as the ‘No Go’ decision allowed 
for up to 100% of payments to be refunded to Rhodium if ‘material discrepancies’ 
were identified in the Gap Analysis phase.  This could prove difficult because the Gap 
Analysis was not expected to be completed within the full ‘refund’ period specified in 
the software agreement.  Further, the former CEO had indicated to the vendor that 
several non-compliant functions of the proposed system were acceptable to Rhodium.  
Again, Rhodium carried the majority of the risk, as it would be responsible for 
proving any ‘material discrepancies’ with the software application when invoking a 
stop decision under the agreement. 

7.14 The Board advised Audit that it had identified the project as high risk, likely 
to exceed the approved budget, and at Board meetings, had repeatedly sought project 
management charts and expenditure projections against actual costs.  The Board 
commented that expenditure on the project would have been in the order of $290 000 
had the former CEO not signed a software agreement ahead of the gap analysis report 
without legal advice or Board approval.  It considered this cost reasonable to 
determine an ultimate decision to proceed with the project. 

CONTRACT ADMINISTRATION 

7.15 Audit considers that the contractual arrangements between Rhodium, the 
consultant project manager and the software vendor did not significantly ‘reduce 
contractual administration and streamline the accountability and efficiency’ of the 
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project as intended.  In addition to Rhodium’s contract with the consultant project 
manager, Rhodium was also required to enter into separate software licensing and 
maintenance contracts with the software vendor.  The Board advised that it was 
relying on legal advice provided to the former CEO. 

7.16 The contractual arrangements also did not significantly reduce Rhodium’s 
exposure to the risks of the project, as intended.   

7.17 Audit evidence indicated that Rhodium’s legal advisors were not involved in 
the contract administration for the project for around three weeks prior to the signing 
of the software licence and maintenance agreements.  Legal advice was not obtained 
by the former CEO on the final form of the agreement with the vendor.  Legal advice 
had been sought for the contract with consultant. 

7.18 Discussions with Rhodium indicate that there was no requirement for the 
software agreements to be signed by the former CEO prior to the completion of the 
Gap Analysis phase.  The Gap Analysis phase was essentially the conclusion of a 
comprehensive feasibility study, which is required for an organisation to make an 
informed decision as to whether to acquire and implement a proposed IT solution.  
Audit discussions with the Board indicate that the consultant had advised Rhodium 
not to enter into a software licence agreement unless any upfront payment was 
100 percent refundable in the event of a ‘No Go’ decision following the completion of 
the Gap Analysis phase.  The Board said it was not aware of this until after the former 
CEO’s resignation, as it had been contained in email advice to the former CEO. 

7.19 Audit was unclear why the former CEO entered into these agreements and 
approved the payment of $198 800 prior to the completion of the Gap Analysis phase 
and without prior legal advice or Board approval. 

7.20 The Board advised that: 
The Board was aware of the significance of the EA project from the start and felt we 
had established appropriate governance arrangements to ensure that the project was 
well managed and that it would be transparent.  

The Board was also well aware of how these types of contracts can exceed budget 
and specifically requested [the former CEO] to provide a Gantt chart and advise the 
Board of the money being spent each month versus budget. 

The EA was a standing item on the Board agenda and the Board took significant 
comfort with regard to the negotiations at the time [since] the two most senior 
people in the organisation were negotiating the transaction, [supported by] an 
independent consultant … [and] a senior partner [of a major law firm]. 

… 

A key point from the Board’s perspective – from the advice that the CEO provided – 
was that it believed it had the opportunity to decide whether to proceed or not with 
the EA project following the gap analysis, and that the cost to that point would be in 
the order of $200 000 - $250 000 maximum. 

We would have expected, given the normal relationship between the CEO and the 
Board, that the CEO would have informed us of her intention to commit to a 
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$200 000 up front payment for the license fee with limited possibility of a refund 
should a no go decision be made after the gap analysis.  She did not do so.  

The Board’s decision to terminate the EA project was not taken lightly given the 
cost implications.  But given the advice it had received from the independent 
consultant, the Board felt that this was the prudent course of action and to prevent 
further expenditure which were unlikely to deliver the expected outcome, at least 
within the initial budget. 

Recommendation 6 

Rhodium should develop, for each major project undertaken: 

• a comprehensive business case, which describes the rationale, expected 
benefits and costs for the project, and identifies risks and appropriate 
strategies to manage those risks; and  

• a project management plan, which clearly defines the roles and 
responsibilities of key personnel (and contractors) and incorporates a 
mechanism to report regularly to the Board on progress and significant 
developments. 
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APPENDIX A – AUDIT CRITERIA AND 
APPROACH 

AUDIT CRITERIA 
The following were the main criteria used to guide the conduct of the audit and to 
enable the objectives of the audit to be achieved: 

Corporate governance 

• Rhodium has appropriate structures, procedures and practices to support 
sound corporate governance framework. 

• The corporate governance framework is effective with the existence of the 
following key operating principles: 

• Leadership; 

• Management environment; 

• Risk management; 

• Monitoring; and 

• Accountability. 

Accountability and administrative framework 

• Effective accountability and administrative framework is maintained, 
including: 

• financial management structures which provide assurance that the 
organisation’s resources are being managed efficiently, effectively 
and ethically; and 

• human resources management and practices encourage 
accountability, transparency and in accordance with better practices. 

AUDIT APPROACH 

The audit approach consisted of:  

• reviewing relevant literature and work undertaken on this subject by other 
jurisdictions with the intention of finding better practices; 

• identifying those documents that set out the policies and procedures to be 
followed when assessing Rhodium’s operations and processes.  This 
involved identifying the corporate governance and accountability framework 
and related policy and procedures, researching documents and discussion 
with the relevant agency staff;  

• identifying procedures and controls used to give effect to the policies and 
guidelines and to ensure compliance; 
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• determining whether all the relevant legislative and administrative 
requirements, policies and guidelines had been adequately fulfilled; 

• briefings, interviews, and correspondence with relevant agency staff; and 

• preparation and finalisation of a report to the ACT Legislative Assembly.
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APPENDIX B – CORPORATE GOVERNANCE 
FRAMEWORK FOR RHODIUM 

ASSESSING RHODIUM’S CONTROL FRAMEWORK 

In assessing Rhodium’s control framework, Audit used the internal control framework 
outlined in the Australian National Audit Office’s (ANAO) Better Practice Guide, 
‘Effective controls: Controlling Performance and Outcome’.  Australian Auditing and 
Assurance Standard AUS 402, ‘Understanding the Entity and Its Environments and 
assessing the Risks of Material Misstatement’ (Appendix 2, Internal Control 
Components)11 also outlines the principles of control structure of an entity similar to 
the ANAO’s Better Guides. 

Application of these principles to the operations of any public or private entities, 
including Rhodium, should provide entities with an effective control framework. 

ASSESSING RHODIUM’S CORPORATE GOVERNANCE FRAMEWORK 

To have an appropriate and effective governance framework, it would be essential for 
Rhodium, in addition to conformance with relevant statutory requirements pursuant to 
the Commonwealth legislation and the TOC Act, to incorporate into its policy, 
practices and procedures a series of broad governance principles.  In assessing the 
governance arrangements in Rhodium, Audit used the good governance principles 
outlined in the Australian Standards: ‘Good Governance Principles’ (the Principles).12   

The Principles cover five areas being: 

• the role, powers and responsibilities of the Board; 

• disclosure and transparency obligations; 

• the rights and equitable treatment of shareholders; 

• the responsibilities of shareholders; and 

• the role of stakeholders in corporate governance. 

                                                 
11 AUS 402 Understanding the Entity and Its Environments and assessing the Risks of Material 
Misstatement issued by the Auditing and Assurance Standards Board of the Australian Accounting 
Research Foundation as at 15 November 2005. 
12 Standards Australia International Ltd. AS8000-2003 ‘Good Governance Principles’, November 2004.  
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THE TERRITORY OWNED CORPORATIONS ACT 1990 (THE TOC ACT) 

Pursuant to Part 3 of the TOC Act, which outlines the accountability provisions of a 
TOC, Rhodium is required to: 

• provide periodic financial statements, performance reports or other 
information to the shareholders within one month upon request in writing, 
unless the shareholders extend the time for compliance (section 15); 

• seek approval from the shareholders in relation to acquisition or disposal of 
its main undertakings or participate, directly or indirectly, in the formation of 
a subsidiary company (section 16); 

• advise the shareholders any significant events, for example, new venture or 
significant changes to existing activities (section 16A); 

• comply with the shareholders’ written directions, which are lawful and not in 
breach of any duty under a law or the constitution of Rhodium (section 17); 

• ensure that the general government policies notified in a notifiable 
instrument (which is a law) by the shareholders are, as far as practicable, 
complied with by Rhodium (section 17A); 

• appoint the Auditor-General as its auditor (section 18); 

• establish an audit committee (section 18A); 

• prepare and submit a statement of corporate intent within three months after 
the corporation becomes a TOC and at subsequent intervals not exceeding 
twelve months specified by the Treasurer in writing (section 19); 

• include in its statement of corporate intent details of commercial objectives, 
descriptions of the nature and scope of the activities, business and corporate 
strategies, the targets and performance measurements, and any other 
information specified by the shareholders for the financial year ended 30 
June and the next two financial years (section 20); 

• modify its statement of corporate intent and submit the proposed 
modifications in writing to the shareholders (section 21); and 

• submit its annual report after the end of each financial year in accordance 
with the Annual Reports (Government Agencies) Act 2004 (section 22). 

RHODIUM’S CONSTITUTION 

Governance provisions, outlined in the Rhodium constitution, include the following 
main arrangements: 

• appointment and removal of Directors and a maximum number of four 
Directors.  The Board, which consists of a Chairperson and a Deputy 
Chairperson and two further Directors, should be appointed by the 
shareholders (Clause 3);   

• powers of the Board, including delegation of its powers to any person, 
persons or committee as permitted by the Commonwealth legislation 
(Clauses 5 and 6); 
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• disclosure of Directors’ interests (Clause 7); 

• Directors’ remuneration (Clause 8); 

• Board meeting procedures, including a requirement to have a minimum of 
three Directors to form a quorum in a Board meeting (Clause 9); 

• appointment and cessation of CEO and Secretary by the Board and the 
powers of CEO as an officer of the company (Clause 10); and 

• minutes of the Board meetings must be kept (Clause 15). 
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PREVIOUS AUDIT REPORTS 

Reports Published in 2005-2006 
Report No. 4 / 2006 Road Safety 
Report No. 3 / 2006 Management of Trust Moneys and Other Non-Public Moneys 
Report No. 2 / 2006 Public Housing 
Report No. 1 / 2006 Regulation of Charitable Collections and Incorporated Associations 
Report No. 7 / 2005 2004-05 Financial Audits 
Report No. 6 / 2005 Government Procurement 
Report No. 5 / 2005 Annual Management Report for the Year Ended 30 June 2005 
Report No. 4 / 2005 Courts Administration 
Report No. 3 / 2005 Reporting on Ecologically Sustainable Development 

Reports Published in 2004-2005 
Report No. 2 / 2005: Development Application and Approval Process 
Report No. 1 / 2005: Management of Government Grants to the ACT Multicultural Council Inc. 
Report No. 10 / 2004: 2003-04 Financial Audits 
Report No. 9 / 2004: Administration and Monitoring of Youth Service Contracts 
Report No. 8 / 2004: Waiting Lists for Elective Surgery and Medical Treatment 
Report No. 7 / 2004: Annual Report 2003-2004 
Report No. 6 / 2004: Workers’ Compensation Supplementation Fund 
Report No. 5 / 2004: Leave Management 
Report No. 4 / 2004: Data Reliability for Reporting on the ACT ‘No Waste by 2010’ Strategy 
Review Report: Matters Relevant to the Office of the Special Advisor, Council of Australian 

Governments and Inter-Governmental Relations  

Reports Published in 2003-2004 
Report No. 3 / 2004: Revenue Estimates in Budget Papers 2002-03 
Report No. 2 / 2004: Travel Arrangements and Expenses 
Report No. 1 / 2004: Administration of Policing Services 
Report No. 10 / 2003: Financial Audits with Years Ending to 30 June 2003 
Report No. 9 / 2003: Annual Management Report for the Year Ended 30 June 2003 

Reports Published in 2002-2003 
Report No. 8 / 2003: Financial Incentive Package for Fujitsu Australia Ltd (FAL) 
Report No. 7 / 2003: Compliance Performance Audit – Recruitment Processes 
Report No. 6 / 2003: Allegations of Financial Mismanagement University of Canberra Union 
Report No. 5 / 2003: Lease of FAI House 
Report No. 4 / 2003: Management of Fraud and Corruption Prevention in the ACT Public Sector 
Report No. 3 / 2003: Emergency Services 
Report No. 2 / 2003 Belconnen Indoor Aquatic Leisure Centre 
Report No. 1 / 2003: Effectiveness of Annual Reporting 
Report No. 7 / 2002: Financial Audits with Years Ending to 30 June 2002 
Report No. 6 / 2002: Annual Management Report for the Year Ended 30 June 2002 
Report No. 5 / 2002: V8 Car Races in Canberra – Costs and Benefits 

Details of reports published prior to 2002-2003 can be obtained from the ACT Auditor-
General’s Office or the ACT Auditor-General’s homepage: http://www.audit.act.gov.au. 
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AVAILABILITY OF REPORTS 

 
Copies of reports issued by the ACT Auditor-General’s Office are available from: 

ACT Auditor-General’s Office 
Level 4, 11 Moore Street, 
Canberra City, ACT 2601 

or 

PO Box 275 
CIVIC SQUARE ACT 2608 

Phone (02) 62070833 / Fax (02) 62070826 

 

Copies of Reports are also available from the  
ACT Auditor-General’s Office Homepage: http://www.audit.act.gov.au
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