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5.2

AGENDA
OFFICIAL OPENING

ATTENDANCE, APOLOGIES AND LEAVE OF ABSENCE PREVIOUSLY
APPROVED

Cr Noreen Townsend, leave of absence

CONFIRMATION OF THE PREVIOUS MINUTES

That the Minutes of the Audit and Risk Committee Meeting held on 4 August
2014, as published and circulated, are confirmed as a true and accurate
record of the proceedings.

Moved:

Seconded:

Vote:

Statement by Presiding Member

“On the basis of the above Motion | now sign the Minutes as a true and
accurate record of the meeting of 4 August 2014”.

CONFIDENTIAL ITEMS
Nil.
DISCLOSURE OF INTERESTS

Disclosure of Financial and Proximity Interests

a. Members must disclose the nature of their interest in matters to be
discussed at the meeting. (Section 5.65 of the Local Government Act
1995.)

b. Employees must disclose the nature of their interest in reports or

advice when giving the report or advice to the meeting. (Section 5.70
of the Local Government Act 1995.)

Disclosure of Interest Affecting Impartiality
a. Members and staff must disclose their interest in matters to be

discussed at the meeting in respect of which the member or
employee had given or will give advice.
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6.0 REPORTS TO COUNCIL

Please Note: declaration of financial/conflict of interests to be recorded prior
to dealing with each item.
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Declaration of financial / conflict of interests to be recorded prior to dealing with each item.

18.

PURPOSE

1.

Internal Audit Report October 2014

Previous Items

Responsible Officer Director Corporate Services
Service Area Internal Auditor

File Reference

Applicant Nil

Owner Nil

Attachment 1 Internal Audit Plan 2014/2015
Attachment 2 Key Control Activities

Attachment 3 Recommended Monitoring Activities
Attachment 4 Audit Risk Register

Attachment 5 Internal Audit Report October 2014

To provide the Audit and Risk Committee with assurance of:

o The financial and statutory functions of the Shire are being undertaken in
accordance with the provisions of the Local Government Act 1995,
associated regulations and Australian Accounting Standards; and

o The local government processes and financial systems relating to Risk
Management internal control and legislative compliance are appropriate.

BACKGROUND

2.

DETAILS

3.

The Internal Audit is guided by an annual Internal Audit Plan (Attachment 1)
which identifies the auditable areas and the scheduled audit review dates. The
Audit Function conducts risk reviews to determine whether key internal
controls are in place and operating effectively (Attachment 2). The Audit
Function also conducts a review to determine that appropriate monitoring
activities are in place to support the overall control environment (Attachment
3). Finally, to ensure that identified audit findings are resolved in a satisfactory
and timely manner, an Audit Risk Register has been established (Attachment
4).

The Internal Auditor examined a number of areas and conducted a review of
Key Control Activities and Recommended Monitoring Activities. Items noted
from this review have been referred to management for attention or inclusion
in the Audit Risk Register for monitoring and actioning by management.

The Internal Audit Report (Attachment 5) included a review of a number of
statutory documents for compliance with legislation:

Agendas and Minutes

Adopted Budget for 2014/2015

Annual Report for 2012/2013

Monthly Statements of Financial Activity for July 2014
Code of Conduct

Creditors Payments

Shire of Kalamunda



Audit & Risk Committee 8
Agenda — 17 November 2014

. Succession Planning
4, Key findings of this review are:

Agendas and Minutes

5. The content of Agendas and Minutes comply with legislative requirements and
good practice, however issues with maintenance and storage of these critical
documents need to be addressed.

Annual Budget

6. The Annual Budget for 2014/2015 included all the prescribed statutory
statements and were submitted to the Department of Local Government and
Communities within 30 days, with the exception of fees and charges.

Annual Report

7. The Annual Report for 2012/2013 included all the prescribed information and
complied with legislative requirements except for public notice on the
availability of annual report.

Monthly Statement of Financial Activity

8. The Shire of Kalamunda exceeds the minimum requirements for monthly
financial reporting by providing additional information to Elected Members.

Code of Conduct

9. The current Code of Conduct is comprehensive and complies with legislative
requirements. New draft Codes of Conduct have been prepared and reviewed
by the Shire’s lawyers.

Creditors Payments

10. Policy and procedures are being followed for the majority of creditor’s
payments. There were a few instances where purchase orders were not
raised. This had been picked up and rectified.

Succession Planning

11. There are a number of areas in the organisation where the risk of losing key
personnel may have a detrimental impact on the smooth running of the Shire.
There needs to be training of staff within these areas to back up these key
personnel.

STATUTORY AND LEGAL CONSIDERATIONS

12. Local Government Act 1995
Local Government (Financial Management) Regulations 1996
Local Government (Audit) Regulations 1996
Australian Accounting Standards

Shire of Kalamunda
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POLICY CONSIDERATIONS

13. Purchasing Policy, Code of Conduct.
COMMUNITY ENGAGEMENT REQUIREMENTS
14. Nil.

FINANCIAL CONSIDERATIONS

15. The implementation of the recommendations will reduce exposure to financial
risk and loss to the Shire and ensure it complies with legislative requirements.

STRATEGIC COMMUNITY PLAN
Strategic Planning Alignment

16. Kalamunda Advancing. Strategic Community Plan to 2023

Strategy 6.3.3 Regularly review the organisations structure and procedures in
response to changing circumstances.

Strategy 6.8.4 provide effective financial services to support the Shire’s
operations and to meet sustainable planning, reporting and
accountability requirements.

SUSTAINABILITY

Social Implications

17. Nil.

Economic Implications

18. Nil.
Environmental Implications

19. Nil.

RISK MANAGEMENT CONSIDERATIONS

20. Risk Likelihood | Consequence | Rating Action/Strategy
Loss of Unbound | Possible Major High Placing all
Agenda and unbound minutes
Minutes due to in the fireproof
fire strongroom
Failure to meet Unlikely Minor Low Having proper
the regulatory check lists for
requirements for statutory
Annual Reports compliance of
and adoption of Annual Budgets
Annual budgets and Annual

Reports
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Risk Likelihood | Consequence | Rating Action/Strategy
Inadequate Likely Major High Introducing a
succession succession plan
planning and providing
adversely effects good
service delivery documentation

and training for
back up staff.
Failure to raise Possible Minor Medium | Suppliers will be
purchase orders advised that
in a timely invoices must be
manner in line proceeded by a
with policy purchase order
The Council does | Unlikely Minor Medium | Council is briefed
not accept the on the
recommendation implications of
of the Internal failing to accept
Audit Report the Internal Audit
Report.
OFFICER COMMENT
21. The issues identified and recommendations were discussed with management

to mitigate risk, strengthen the internal control practices of the Shire and
ensure the Shire was compliant with legislation. The items noted will be
placed in the Audit Risk Register for timely monitoring and actioning.

22. The Annual Audit Plan is supported by the Key Control Activities,
Recommended Monitoring Activities which are used to form an opinion as to
the appropriateness of the Shire’s financial systems in relation to risk
management, internal control and legislative compliance.

23. The establishment of an Audit Risk Register provides the mechanism to ensure
that audit findings are addressed in a satisfactory and timely manner.

| Voting Requirements: Simple Majority

OFFICER RECOMMENDATION (A&R 18/2014)

That Council:

1. Notes the Internal Audit Plan for 2014/15 (Attachment 1).

2. Notes the Internal Audit Assessment of Key Control Activities and Recommend
Monitoring Activities (Attachments 2 and 3).

3. Notes the Audit Risk Register (Attachment 4).

Shire of Kalamunda
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4.

Moved:

Seconded:

Vote:

Notes the following recommendations included in the Internal Audit Report for
October 2014 (Attachment 5).

Agendas and Minutes

¢ Signed minutes from June 2013 onwards need to be dated.

¢ Minutes from January 2013 to June 2014 should be bound and placed
in the safe.

e All unbound minutes should be stored within the fire proof room for
safe keeping.

Annual Report

An independent review checklist is used to ensure the annual report is
prepared in accordance with legislation for content, prepared and audited by
the due date and submitted to the Department within 30 days of receipt of
the auditor’s report.

Monthly Statements of Financial Activity

o Consideration be given to reducing the financial information given to
Council unless there is specific reason or need for the additional
information. There is no statutory requirement to have a full set of
statements for monthly reporting These are normally only required for
annual financial statements such as:

o Statement of Comprehensive Income by Nature and Type

Statement of Comprehensive Income by program

Statement of Cash Flow

Statement of Financial Position by Nature and Type

Statement of Changes in Equity

O O O0Oo

Code of Conduct

When the new Codes of Conduct are introduced it would be beneficial to
conduct some internal training for elected members and employees in order
to understand their new Codes.

Creditors Payments

Suppliers of goods and services will be advised that invoices will not be
processed if there is no purchase order, and that the purchase order number
must be on the invoice.

Staff to be provided with training on procurement and tendering to ensure
they understand the proper processes to be followed.

Succession Planning

A succession plan is introduced and implemented to ensure key personnel
have suitable staff to fill their roles in crucial areas within the organisation.

Shire of Kalamunda
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Declaration of financial / conflict of interests to be recorded prior to dealing with each item.

19.

PURPOSE

Risk Management Review 2014

Previous Items

Responsible Officer Director Corporate Services
Service Area Internal Auditor

File Reference

Applicant N/A

Owner N/A

Attachment 1 Report on Risk Management Review 2014
Attachment 2 Risk Management Policy

Attachment 3 Risk Management Procedure

Attachment 4 Integrated Risk Management Plan
Attachment 5 Crisis & Business Continuity Management Plan
Attachment 6 Risk Register

To review the Risk Management Report (Attachment 1) and recommend the
results of the review to Council.

BACKGROUND

2.

DETAILS

4.

Following amendments to the Local Government (Audit) Regulations 1996 in
February 2013, the Chief Executive Officer (CEO) is required to carry out at
least a biennial review of:

e Legislative Compliance,
. Internal Control, and
e Risk Management

and present the results of the review to the Audit and Risk Committee for
their consideration. The Audit and Risk Committee is to consider the CEO’s
review and report the results of the review to Council.

The first review and report is to be completed by the CEO, reviewed by the
Audit and Risk Committee and with the results of the review reported to
Council by the 31 December 2014.

The Shire of Kalamunda provides an effective operating environment by
ensuring it has the necessary resources, expertise and skills to deliver
services to the community and discharge its obligations under law. This is
achieved through its corporate governance framework which enhances the
organisational performance, improves the internal control environment and
manages and mitigates risk while ensuring that its legal and ethical
obligations are met.

There are a number of strengths in the governance and organisational
management practices of the Shire which ensures it has internal control
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processes designed to assist the Shire in addressing risk of fraud and error,
and improving reliability of financial reporting and compliance with legislation
and policies. These strengths include:

A Governance Framework

An Integrated Planning and Reporting Framework adopted by council
and commended by the Department of Local Government and
Communities.

A high level of reporting and information content in Council Agendas
and Minutes which includes risk management considerations.

A Business Continuity Policy and Plan.

High level of reporting information and content in the Annual Report.
A Risk Management Policy and an Integrated Risk Management Plan.
An Audit Risk Register to address and monitor identifiable risks.

A Business Continuity Plan

Regular review of existing policies and adopting new policies.

A Code of Conduct

Internal auditor who provides regular reports to the Audit and Risk
Committee

A Record Keeping Plan

Maintaining Statutory Registers including:

o0 A Gift Register

Financial Interest Register

Tender Register

Delegated Authority Register

Other statutory and good practice documents

O O0OO0Oo

The weaknesses:

Complete documentation of operational procedures for rates and
payroll.

Comprehensive induction training required for new employees.
Training required in procurement and rates.

STATUTORY AND LEGAL CONSIDERATIONS

6. Part 7 of the Local Government Act 1995
Regulation 17 of the Local Government (Audit) Regulations 1996

POLICY CONSIDERATIONS

7. Code of Conduct (ADM5)
Purchasing Policy (PUR 1)
Risk Policy
Records Policy
Business Continuity Policy

COMMUNITY ENGAGEMENT REQUIREMENTS

8. Nil.

Shire of Kalamunda
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FINANCIAL CONSIDERATION

9.

Nil.

STRATEGIC COMMUNITY PLAN

Strategic Planning Alignment

10.

SUSTAINABILITY

Social Implications

11.

Nil.

Economic Implications

12.
Environmental Implications
13.
RISK MANAGEMENT CONSIDERATONS

14.

Nil.

Nil.

Kalamunda Advancing.: Strategic Community Plan to 2023

Delivery of all elements of the Strategic Community Plan to 2023.

Risk Likelihood | Consequence Rating Action/Strategy
Rates — Failure | Possible Minor Medium | Proper
to provide documentation and
adequate training for new
documentation staff
and training in
rates
Procurement — | Likely Minor High Suitable training
Failure to will be organised
provide training
in order
prevent
breaches in
legislation
Failure to Likely Minor High Suitable training
provide will be organised
comprehensive
training for

new employees

Shire of Kalamunda
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OFFICER COMMENT

15. The Risk Management Review has confirmed that the overall effectiveness
of the Financial Management Systems, governance practices and
procedures relating to legislative compliance, internal control and risk
management are sound. The review has identified some improvement
opportunities that will be implemented to further improve our operating
environment.

16. The Shire has developed a Risk Management Policy (Attachment 2), Risk
Management Procedure (Attachment 3) and Integrated Risk Management
Plan (Attachment 4) in order to provide a consistent approach to effectively
manage and monitor risks within the organisation. In addition, a Crisis &
Business Continuity Plan (Attachment 5) has also been established that will
enable the Shire to implement a planned response to major incidents that
have the potential to significantly impact the Shire’s ability to deliver its
services and functions in a timely manner.

17. The Shire has recently undertaken a Strategic Risk Assessment to identify
and assess those risks that are most likely to impact the Shire’s capacity to
achieve its strategic objectives. These risks are reported in the Strategic
Risk Register and will be reported and reviewed by Executive and the Audit
and Risk Management Committee on a quarterly basis.

| Voting Requirements: Simple Majority

OFFICER RECOMMENDATION (A&R 19/2014)

That Council:

1. Receives the findings and recommendations contained in the Internal
Auditors Risk Management Review (Attachment 1).

2. Endorses the Risk Management Policy (Attachment 2), Risk Management
Procedure (Attachment 3) and the Integrated Risk Management Plan
(Attachment 4).

3. Notes the Crisis & Business Continuity Management Plan (Attachment 5).

4, Notes the Strategic Risk Register (Attachment 6).

Moved:

Seconded:

Vote:

Shire of Kalamunda
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Attachment 6
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Declaration of financial / conflict of interests to be recorded prior to dealing with each item.

20. 2013/14 Integrated Planning and Reporting Assessment
Previous Items OCM 10.2.5, 10.2.6/2013
Responsible Officer Director Corporate Services
Service Area Internal Auditor
File Reference
Applicant N/A
Owner N/A
Attachment 1 2013/14 Integrated Planning and Reporting

Assessment

PURPOSE

1. To inform members of the Audit and Risk Committee that the Department of
Local Government and Communities (the Department) conducted an
assessment of the Integrated Planning and Reporting (IPR) Framework
submitted by the Shire in September 2013.

BACKGROUND

2. The Department has reviewed key documents submitted by the Shire of
Kalamunda against the Integrated Planning Assessment Criteria. The
documents evaluated included the Strategic Community Plan, Corporate
Business Plan, Long Term Financial Plan, and Asset Management Plan.

DETAILS

3. The Shire met all the criteria on the four documents that were assessed

except for:

e Item 10 of the Strategic Community Plan regarding whether local public
notice had been given for a minimum of seven days with details of
where and when the plan could be inspected; and

e Item 2a of the Asset Management Plan to address the Asset
Consumption Ratio. In relation to this ratio the Shire did state it was
unable to calculate this ratio at present until the Fair Value of assets had
been assessed and determined.

STATUTORY AND LEGAL CONSIDERATIONS

4.

Section 5.56 of the Local Government Act 1995
Part 5 of the Local Government (Administration) Regulations 1996

POLICY CONSIDERATIONS

5.

Nil.
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COMMUNITY ENGAGEMENT REQUIREMENTS
6. Nil.

FINANCIAL CONSIDERATION

7. Nil.

STRATEGIC COMMUNITY PLAN

Strategic Planning Alignment

8. Kalamunda Advancing. Strategic Community Plan to 2023

Strategy 6.8.4  Provide effective financial services to support the Shire’s
operations to meet sustainable planning, reporting and

accountability requirements.

SUSTAINABILITY

Social Implications

9. Nil.

Economic Implications

10. Nil.
Environmental Implications
11. Nil.

RISK MANAGEMENT CONSIDERATONS

12. Risk Likelihood Consequence | Rating Action/Strategy
Failure to Possible Minor Low There was community
advertise and consultation and the
provide seven document was placed
days local on the Shire’s web site
public notice
on where and
when the
Strategic
Community
Plan can be
inspected.

Addressing Unlikely Minor Low This ration will be

the Asset addressed when assets
Consumption are brought in at fair
Ratio value.

Shire of Kalamunda



Audit & Risk Committee 126
Agenda — 17 November 2014

OFFICER COMMENT

13. The Shire has been commended on the implementation of the Integrated
Planning and Reporting Framework by the Department (Attachment 1).

14. The Shire requested information from the Department regarding how its
assessment compared to that of other local governments. The Department
advised that it did not conduct a comparative assessment as they have not
scored the assessments and were therefore unable to provide this
information.

15. Giving local public notice appears to have been inadvertently overlooked.
The Asset Consumption Ratio will be addressed when assets are all brought
in at fair value.

Voting Requirements: Simple Majority

OFFICER RECOMMENDATION (A&R 20/2014)

That Council:

1. Notes the result and comments received from the Department of Local
Government and Communities on the assessment of the Shire of
Kalamunda’s Integrated Planning and Reporting Framework.

Moved:

Seconded:

Vote:
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Declaration of financial / conflict of interests to be recorded prior to dealing with each item.

21.

PURPOSE

1.

Policy Review — Code of Conduct

Previous Items OCM 49/2008

Responsible Officer Chief Executive Officer

Service Area Office of the Chief Executive Officer
File Reference OR-CMA-022

Applicant N/A

Owner N/A

Attachment 1 Code of Conduct for Elected Members
Attachment 2 Code of Conduct for Employees

To consider and adopt revised Codes of Conduct for Elected Members
(Attachment 1) and Employees (Attachment 2).

BACKGROUND

2.

DETAILS

3.

As part of the ongoing review of the Policy Register, the current Code of
Conduct (Codes) was identified as needing revision and updating to ensure
compliance with legislative requirements and is aligned with the current
strategic and operational directions of the Shire.

The current Code was adopted in 2008 and with some amendments being
made to the legislative requirements since then and to the operational and
strategic directions of the Shire, particularly the adoption of the Governance
Framework in May 2013, changes and improvements are required to the code.

Additionally, due to different requirements for Elected Members and
Employees, a decision was made to develop two Codes to ensure there is no
confusion between these requirements. A number of other local governments
have also recently adopted this process.

Enhancements have been made to the overall content of the Codes including:

o  Tighter processes/controls with respect to acceptance of gifts.
Stronger and clearer alignment with Policies.

e  Stronger requirement for staff to comply with the Code through a
declaration of compliance, similar to the councillor oath.

e Inclusion of a formal complaints process.
Introduction of comprehensive referencing information.

STATUTORY AND LEGAL CONSIDERATIONS

6.

Section 5.103 (1) of the Local Government Act 1995 requires the adoption of a
code of conduct.
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7. Regulations 34B and 34C of the Local Government (Administration)
Regulations 2009 provide for certain matters that must be included in a code
of conduct.

POLICY CONSIDERATIONS

8. The proposed Codes of Conduct continues the revision and updating of the
Shire’s Policies.

COMMUNITY ENGAGEMENT REQUIREMENTS
9. Not required for this item.
FINANCIAL CONSIDERATIONS
10. There are no financial impacts from this item.
STRATEGIC COMMUNITY PLAN
Strategic Planning Alignment
11. Kalamunda Advancing. Strategic Community Plan to 2023
OBJECTIVE 6.3 To lead motivate and advance the Shire of Kalamunda.

Strategy 6.1.2 Regularly review the organisation’s structure, policies and
procedures in response to changing circumstances.

SUSTAINABILITY

Social Implications

12. Nil.

Economic Implications

13. Nil.
Environmental Implications
14. Nil.

RISK MANAGEMENT CONSIDERATIONS

15. Risk Likelihood | Consequence | Rating Action/Strategy
That Unlikely Minor Low Ensure Council is aware
Council will of the need for Codes
not adopt that meet the current
the new needs of the organisation
Codes of and are compliant with
Conduct. legislative requirements.
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OFFICER COMMENT

16. The draft Codes of Conduct were referred to the Shire’s lawyer for review and
comment. A small number of minor corrections were recommended to ensure
compliance with legislative requirements and to clarify some provisions
contained in the draft Codes.

17. The development of two Codes and the overall approach and content was
commended by the lawyer.

| Voting Requirements: Simple Majority

OFFICER RECOMMENDATION (A&R 21/2014)

That Council:

1. Pursuant to section 5.103 (1) of the Local Government Act 1995:-
e Adopts the Code of Conduct for Elected Members (Attachment 1)
e Adopts the Code of Conduct for Employees (Attachment 2)

2. Revokes the current Code of Conduct Policy ADM 5.

Moved:

Seconded:

Vote:
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Attachment 1
Code of Conduct for Elected Members

Click HERE to go directly to the document

Attachment 2
Code of Conduct for Employees

Click HERE to go directly to the document

Shire of Kalamunda
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Declaration of financial / conflict of interests to be recorded prior to dealing with each item.

22.

PURPOSE

1.

Adoption of Annual Financial Report 201372014

Previous Items N/A

Responsible Officer Chief Executive Officer

Service Area Office of the Chief Executive Officer
File Reference FI-SRR-005

Applicant N/A

Owner N/A

Attachment 1 2013/2014 Annual Financial Report

Attachment 2 Auditor's Management Report for the year ended 30
June 2014

Attachment 3 Local Government Operational Guidelines —
Financial Ratios No 18

To receive the Auditor's Report and the 2013/2014 Annual Financial Report
(Attachment 1).

To consider the Auditor's Management Report for the year ended 30 June
2014 (Attachment 2) and the administration’s response.

BACKGROUND

3.

Section 6.4 (1) of the Local Government Act 1995 (The Act) requires a local
government to prepare an Annual Financial Report for each financial year
and details what the Annual Financial Report is to contain.

Section 6.4 (2) of the Act requires a local government to submit by 30
September following each financial year or as such time as the Minister
allows, submit to its auditor —

(a) The accounts of the local government, balanced up to the last day of
the preceding financial year; and

(b) The annual financial report of the local government for the preceding
financial year.

Section 7.12 (3) of the Act requires the local government to examine the
report of the auditor under section 7.9(1) and any other report prepared
under section 7.9(3) forwarded to it, and is to —

(a) Determine if any matters raised by the report or reports require
action to be taken by the local government; and
(b) Ensure that appropriate action is taken in respect of those matters.

Section 7.12 (4) of the Act requires the Shire to —
(a) Prepare a report on any actions under subsection (3) in respect of an

audit conducted in respect of a financial year; and
(b) Forward a copy of that report to the Minister,
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DETAILS

10.

11.

By the end of the next financial year, or six months after the last report
prepared under section 7.9 is received by the local government, whichever is
the latest time.

The 2014 Annual Financial Report is presented for the Council's acceptance.

The Auditors, UHY Haines Norton, conducted the field work in May and
August of 2014 and concluded their work on 12 November 2014. The audit
certificate is provided on page 60-61 of the Annual Financial Report. As
noted by the auditors, there were no indications of significant adverse trends
in the financial position or financial management practices of the Shire.

The Auditors, UHY Haines Norton, as per hormal practice also issue a
Management Report which provides comment on the Financial Ratios as
required by the Local Government (Financial Management) Regulations 1996
regulation 50. As indicated in the report, all ratios except one were within
the acceptable range as provided by the Department of Local Government
and Communities (Attachment 3). More effort is required in investing in the
Shire’s renewable assets which has been targeted in the Asset Management
Plan and reflected in the Long Term Financial Plan for 2014-24.

The Asset ratios will be further impacted by recalculations on depreciation
and asset conditions with the coming revaluation of infrastructure assets
which is planned to be completed by 30 June 2015.

As noted in the report, the ratios will need to be closely monitored by the
administration to ensure the continued long term financial sustainability of
the Shire.

STATUTORY AND LEGAL CONSIDERATIONS

12.

13.

Sections 6.4, 7.9, 7.12 of the Act.

Regulation 51 of the Local Government (Financial Management) Regulations
1996.

POLICY CONSIDERATIONS

14.

There are no policy implications.

COMMUNITY ENGAGEMENT REQUIREMENTS

15.

Although no community engagement consultation is required in the
preparation of the Annual Financial Report, Section 5.55 of the Act requires
that the Chief Executive Officer give local public notice of the availability of
the Annual Report as soon as practicable after the Annual Report has been
accepted by the local government. The Annual Financial Report forms one
part of the contents in the Annual Report.
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FINANCIAL CONSIDERATION

16. The 2013/2014 Budget includes provision for the cost of having the accounts
and the Annual Financial Report audited by an externally appointed
registered auditor. The audit fees for 2013/14 is estimated at $55,142.

STRATEGIC COMMUNITY PLAN

Strategic Planning Alignment

17. Kalamunda Advancing. Strategic Community Plan to 2023

OBJECTIVE 6.8 To ensure financial sustainability through the
implementation of effective financial management, systems and plans.

Strategy 6.8.4 Provide effective financial services to support the Shire’s
operations and to meet sustainability planning, reporting
and accountability requirements.

SUSTAINABILITY
Social Implications

18. Nil.
Economic Implications

19. Nil.

Environmental Implications
20. Nil.

RISK MANAGEMENT CONSIDERATIONS

21. Risk Likelihood Consequence Rating Action/Strategy
The Annual Unlikely Major Medium Ensure the
Financial Annual
Report is not Financial Report
sent to the is prepared,
Local presented and
Government received in time
Department to meet the
within the legislative
stipulated 30 requirements.
days from
receipt of the
auditor’s
report.
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OFFICER COMMENT

22.

23.

The 2013/14 Annual Financial Statement include:

Statement by the Chief Executive Officer

Statement of Comprehensive Income by Nature and Type
Statement of Comprehensive Income by Program
Statement on Financial Position

Statement of Changes in Equity

Cash Flow Statement

Rate Setting Statement

Notes to and forming part of the Financial Report
Independent Auditor Report

Supplementary Ratio Information

Regulation 51 of the Local Government (Financial Management) Regulations
1996 requires the CEO to provide a copy of the Annual Financial Report to
the Department of Local Government and Communities within 30 days of the

receipt by the auditor’s report on that financial report.

Voting Requirements: Simple Majority

OFFICER RECOMMENDATION (A&R 22/2014)

That Council:

1.

Moved:

Seconded:

Vote:

Pursuant to Section 6.4 of the Local Government Act 1995, accepts the
2013/2014 Annual Financial Report (Attachment 1).

Pursuant to Section 7.12 (3) of the Local Government Act 1995, notes the
response to the issue raised by the Auditor in the Management Report
(Attachment 2).

Request the Chief Executive Officer to ensure the Annual Financial
Statements are forwarded to the Department of Local Government &
Communities before the due date required.
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Attachment 1
2013/2014 Annual Financial Report

Click HERE to go directly to the document
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UH Haines Norton
Chartered Accountants

12 November 2014 16 Lakeside Corporate | 24 Parkland Road
Osborne Park | Perth | WA | 6017

PO Box 1707 | Osborne Park | WA | 6916

Cr S Bilich t + 6189444 3400 | f: + 61 8 9444 3430
The Shire President perth@uhyhn.com.au | www,uhyhn.com
Shire of Kalamunda _

PO Box 42 S|
KALAMUNDA WA 6926 ' ...

Dear Cr Bilich I I
MANAGEMENT REPORT FOR THE YEAR ENDED 30 JUNE 2014 .

We advise that we have completed our audit procedures for the year ended 30 June 2014 and
enclose our Audit Report.

We are required under the Local Government Audit Regulations to report certain compliance
matters in our audit report. Other matters which arise during the course of our audit that we wish
to bring to Council's attention are raised in this management report.

It should be appreciated that our audit procedures are designed primarily to enable us to form an
opinion on the financial statements and therefore may not bring to light all weaknesses in systems
and procedures which may exist. However, we aim to use our knowledge of the Shire's organisation
gained during our work to make comments and suggestions which, we hope, will be useful to you.

COMMENT ON RATIOS

Last year (the year ended 30 June 2013) saw the introduction of new financial reporting ratios for
local governments in Western Australia.

This year (the year ended 30 June 2014) is the second year of these new ratios and the information
relating to these ratios is summarised below:

Target Shire's Actual Ratios 3 Year

Ratio! 2014 2013 2012 Trend?
Current Ratio 21 1.165 0.856 *
Asset Sustainability Ratio 211 0.395 0.957 *
Debt Service Cover Ratio > 15 9.168* 11.634 *
Operating Surplus Ratio 2 0.15 (0.004)* 0.042 ¢
Own Source Revenue Coverage Ratio 209 0.828* 0.850 *
Asset Consumption Ratio 2 0.75 0.812 N/A *
Asset Renewal Funding Ratio 2 1.05 0.981 N/A *

Key

" Target ratios per Department of Local Government (DLG) Guidelines except the Debt Service Cover Ratio which is a
target devised by UHY Haines Norton (and based on experience). For information, DLG Guidelines establish a target
Debt Service Cover Ratio of 5.

2 The 3 year trend compares the 2014 ratio to the average of the last 3 years (except for the Asset Consumption and
Asset Renewal Funding Ratios which are the 2 year trend).

* Adjusted for “one-off” non-cash items.

An assodiation of independent firms in Austratia and New Zealand and a member rfl* y :
of UHY International, a network of independent accounting and consulting firms POW@ I lV\S\lﬁl’\—rﬁ
UHY Haines Norton—ABN 87 345 233 205 A ;-fu-f—e ) I\/[Cé

Liability limited by a scheme approved under Professional Standards Legislation
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Chartered Accountants
COMMENT ON RATIOS (CONTINUED)

Ratios provide useful information when compared to industry and internal benchmarks and assist in
identifying trends. Whilst not conclusive in themselves, understanding ratios, their trends and how
they interact is beneficial for the allocation of scarce resources and planning for the future.

We provide commentary on specific ratios (identified as red in the table above) as follows:

Asset Sustainability Ratio
This ratio measures the extent to which assets are being renewed/replaced as compared to the
amount consumed (depreciation).

A ratio less than 0.90 indicates the local government may be having difficulty undertaking a
sustained capital investment program sufficient to renew/replace assets whilst, at the same time,
negating the effect of inflation on purchasing power over time.

The 2014 ratio (0.668) shows an improvement from the 2013 ratio (0.395) although it is still below
the acceptable banding provided in DLG guidelines. In addition the three year average is trending
downwards.

Interpretation of this ratio should be considered together with the Asset Consumption Ratio (ACR)
(above target at 0.764) and the Asset Renewal Funding Ratio (ARF) (within acceptable banding at
0.897).

The ACR and the ARF for the year suggest the Council is currently replacing or renewing its existing
assets at about the same rate they are wearing out. Notwithstanding this, the Council should
consider reviewing the Shire’s long term capital investment program to help ensure asset renewal is
maintained at an appropriate level with sufficient funding support in the future.

Another consideration is the recent revaluation of land and buildings (during the current year ended
30 June 2014) and future revaluation of infrastructure (during the coming year ended 30 June 2015).
The resultant effect the depreciation expense will have on these ratios following the revaluation will
also need to be monitored.

A final point is the interpretation of these ratios is much improved if they are calculated as an
average over time {at least 5 years) as this reduces skewing by large scale intermittent investment in
major infrastructure.

Summary

Whilst all ratios (with the exception of the Current Ratio) are new and we accept it may take some
time for their implication to be fully understood, they should be duly considered as part of the
overall financial management of the Shire.

In addition to other financial practices, we suggest it is prudent for Council and management to
monitor all ratios in future financial years as they strive to manage the scarce resources of the Shire.

Management Response

We agree with observations above in regards to the asset sustainability ratio and provide further
comment as follows:

The Shire has been making a concerted effort in the investment of renewing existing assets
illustrated by the significant increase in the ratio from 0.395 to 0.668 between 2012-13 and 2013-
14, a change of 169% representing a significant improvement. The Asset Management Plans for
2014-24 is forecasting an average expenditure on renewable assets of 0.988 which is in line with
the Department of Local Government and Communities (The Department) Guidelines.



UH! ' Haines Norton
Chartered Accountants
COMMENT ON RATIOS (CONTINUED)

Management Response (Continued)

The Department has provided Local Authorities best practice guidelines (Circular no. 18 -June
2013) on ratios a target band which starts at the basic and ends at the advanced level. These
advanced targets were placed in the integrated Planning Framework with the intention that the
Shire would be meeting most if not all advance targets by 2017.

Verbal discussions with the officers of the Department confirm that they do not have any
immediate concerns with the Shire’s performance as long as the basic standards are being met.
This is collaborated by the Department writing to the Shire in September with the following
comments in reference to the 2013/14 Integrated Planning and Reporting Assessment.

Excerpt from the letter to the Shire:

“Your Strategic Community Plan and Corporate Business Plan provide a strong foundation for
your council and administration to meet the immediate and long-term sustainability challenges
facing your community. In particular, they will continue to be valuable planning tools in
addressing the community development priorities that you have set for the years ahead.”

The Local Government Advisory Board also acknowledged in their report to the Minister for Local
Government and Communities on the amalgamation of Local Metro Councils that the financial
position of the Shire changed from being “vulnerable” to “good” which is reflection of the hard
work undertaken by the administration in the last three years to ensure that Shire is being run
responsibly with a view to long term sustainability.

In this light, we agree that the monitoring of these ratios is vital and need to be considered in a
longer term for which the current statistics are in-adequate to make a call on.

We noted no other matters we wish to draw to Council’s attention.
UNCORRECTED MISSTATEMENTS
We advise there were no uncorrected misstatements noted by us during the course of our audit.

We take this opportunity to thank the Chief Executive Officer and all staff for the assistance
provided during the audit.

Should you wish to discuss any matter relating to the audit or any other matter, please do not
hesitate to contact us.

Yours faithfully

Rl a7

DAVID TOMASI
PARTNER

Encl
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Attachment 3

Local Government Operational Guidelines — Financial Ratios No 18

Click HERE to go directly to the document
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7.0 URGENT BUSINESS APPROVED BY THE PERSON PRESIDING OR BY
DECISION
8.0 CLOSURE
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