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SHIRE OF GOOMALLING
MINUTES FOR ORDINARY MEETING OF COUNCIL
WEDNESDAY, 17 MAY 2023

9.5 AUDIT COSTS — REQUEST FOR INCREASED PAYMENT

File Reference:

Disclosure of Interest: Nil

Applicant: Dry Kirkness/Auditor Generals Department

Previous Item Numbers:

Date: 12 April 2023

Author: Peter Bentley — Chief Executive Officer
Authorising Officer: Peter Bentley — Chief Executive Officer
Attachments

In Summary

Council to consider an offer of $7,500.00 in extra payments to the Auditor General (AG) for
increased costs for the 2022 Audit.

Background
In past years the AG has taken over the auditing of Local Government entities from what were

tendered private sector audit firms. The immediate effects of the change were;

e An initial doubling of the cost

e A more rigorous audit process

e Wider reporting by the AG of issues with Local Government practices and processes

¢ Interaction between the Department for Local Government and the AG regarding audits
¢ Additional significant increases in audit costs even as our processes have improved.

In 2017/18 Council’s audit costs were $10,645.00. In 2018/19 and 2019/20 the costs were
$20,000 at a time when we believe that our systems were significantly poorer than they are
now, although they were slowly improving. In 2020/21 the budgeted costs had risen to
$25,000.00 (a 25% increase on the previous year).

The CEO had a conversation with the AG’s Department following the 2021 audit advising me
the audit was over budget by significantly more than $5,000 and that the AG’s office was
seeking to recover part of those costs, $5,000.00, from the Council.

The AG'’s office blamed the Council’s staff for delays in providing information for the overruns.
Begrudgingly, Council agreed to these extra costs, although as the CEO | did have issues with
sheeting home the blame to Council staff in its entirety as there were a number of issues that
showed that the Auditors and the AG had differing opinions on certain statements within the
AFR. Information was provided to us on several occasions for changes which were
subsequently reversed to reflect the original reported position, | will explain further shortly.
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At other times information disappeared from the auditor’s systems (portal), even though we had
provided it previously both on-site and through the portal. Funnily enough, this was the only
audit over the past five years that was completed on a timely basis, but delays by us were
blamed for extra costs.

But it is fair to say that audit costs had now trebled in 4 years. The 2021 Audit therefore had a
cost of $30,000.00, an increase of 33% on the previous year ($20,000).

2022 AUDIT
In 2022 we budgeted $30,500.00 for audit costs on advice from the AG’s department.

It is my understanding that audit costs were approximately $20,000.00 over this budgeted
amount for the financial year (a compromise offer of a further $7,500.00 in extra cost has been
offered). This takes the actual cost of the audit to more than $50,000.00 for an audit of an entity
with total revenues of just over $8M although this was reduced by the Audit contractor.

This indicates to any reasonable person that this system of audits is broken with regard to small
Local Government entities such as our own unless we had put in a shocking year from an audit
perspective. Our exit interview did not reflect this, and our systems and processes are far
better that they have ever been.

Between the Council, the AG and Dry Kirkness (the audit firm), there would be agreeance that
the Shire of Goomalling has made significant progress in its systems and compliance since
2017/18 which should have reduced the risk levels associated with the Shire’s financial
reporting but it seems that the better our systems have become the higher our audit costs have
been. Itis hard to understand how this can be so.

Costs doubled in the first year, tripled within 3 years and now have increased almost 75% in
one year even though our performance had improved significantly and testing in a number of
areas had reduced (notwithstanding that the audit firm has offered a lesser compromise position
of a 27% increase over the budgeted amount).

By 30 September 2022, we provided a balanced AFR to the audit team, although we
acknowledge that this did not include the revaluation of other infrastructure assets. We
understand that other Councils have not provided a balanced report by the cut-off date.

There were significant periods of time, many weeks in fact where no contact came from the
auditor after we provided information — delays were not just one way.

Particularly in 2021, on several occasions, we made changes to the AFR requested by the audit
team only to have to change them back at a later date. Whether this was due to AG
involvement or internal changes with the Auditor | am not aware — but these changes were not
of our making. | have not had the opportunity to review this in the 2022 audit as yet.

We will again have two audits in one financial year — third time in four years. And contrary to
the assertions of the AG’s office, we don’t believe that this is due only to weaknesses in our
systems.

In early April, some 40 local governments were in the same boat as us — still waiting for audit
completion, so to sheet blame for this solely to those entities (1/3 of the total number of LG’s
within the state) would be difficult to believe.
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Last year the AG’s office suggested that the reasons for having two audits in one financial year
was due to weaknesses in our systems, | am now of the opinion that this is no longer the case
and probably was not necessarily (or perhaps not always) the reason behind this situation.
Looking at this years’ time frames, | don’t believe that additional field work was required - but |
do accept that the revaluation process had an impact.

Consultation
Suraj Karki — Auditor Generals representative
Marius van der Merwe — Director — Dry Kirkness - Auditor

Policy

Council does not have a specific policy regarding the payment for audit.

Statutory Environment
e Local Government Act (1995)

Financial Implications
If the Council agrees to pay the additional costs this will result in $7,500.00 in extra costs for the

2022 Audit.

Strategic Implications

Shire of Goomalling Community Strategic Plan 2019-2028

1.1.1 This matter is not dealt with in the Shire of Goomalling Community Strategic Plan.

Comment/Conclusion

| am not arguing that the scope of AG audits does not justify additional cost, on the contrary |
believe that our systems and processes have improved greatly due to the increased scrutiny of
the audits, but as it stands this year the actual cost of the audit of the Shire of Goomalling
incurred by the AG (and its designates) is about 2.5% of what we levy in rates each year, and is
three and four times the going rate for much larger private organisations.

It is my belief that there needs to be a significant review of how the audits are conducted
if we are to continually face such significant increases. | cannot see how a $50,000.00
price tag can be justified in auditing such a small organisation where much larger
organisations pay significantly less.

If the audit was a service provided by ABC Company for roadworks, the AG/Audit team would
want us to justify in detail where the cost overruns were to have such a difference between the
guoted price and the actual price. After all we are spending public monies here, would the AG
be satisfied with its own justification of additional costs if it were auditing the audit process?

But this cannot occur because we are not permitted to discuss fees with the auditor, and neither
has it seemed, can we have the amounts justified to us properly beyond a generalised comment
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about the increased scope, accusing us of delays or some form of incompetence in producing
the reports. There is no transparency for our ratepayers in what the AG/Auditor charges us for
audits as we have no real information available to us to offer residents as justification. Cost
increases show no relationship to CPI increases, even the high rates experienced of late

%
Increase

Final
Position

Final Real
Cost

Provider Actual Budget Variance

,000s

AMW Audit Pty Ltd $10.6 $10.0 $0.6 $10.6 0

Office of the AG $20.0 $20.0 = $20.0 ? 0 90%
Office of the AG $20.0 $20.0 = $20.0 ? 0 0%
Office of the AG $30.0 $25.0 $5.0 - $10.0 $30.0 - $35.0 33% + 33% +
Office of the AG $38.0 $30.5 $20.0 $50.5 27% 73%

Office of the AG ? $30.5 ? ? ?

In reality OAG audit costs have almost doubled in two years, and in the best possible light, the
charged fee has increased on average 37.5% annually over the last 4 audit years, regardless of
our significantly reduced risk profile.

While the scope initially broadened, we are not sure that we are achieving increased value for
our ratepayers at these cost levels. There seems to be a diminishing return with regard to audit
costs, as our systems get better our audit costs get higher.

Whatever the way forward may be from here, | am sure that both Audit teams and other
Councils are in agreement that the current system is not operating efficiently where such cost
overruns can occur, there perhaps needs to be a revision of how local government assets are
treated and valued if this is providing bottlenecks in conducting audits.

I am fully aware of our own history, of the past audit issues and the attitude of our previous CEO
with regard to audit over many years, but | am also very aware of the improvements that have
been made to our systems and processes over the past five years. These improvements are in
part due to the scope of the AG’s audit process and | am thankful for this, but they are also due
in the main to the ongoing hard work of our staff in embracing the ideals of continuous
improvement, high levels of transparency and the provision of as much information as possible
to our Council, ratepayers and residents and a look at our annual budget document will prove
this. We are also thankful to our staff for our improving position as well.

When all is said and done, $50,500.00 is an extraordinary level of cost to audit a business of
any description with $8m in total revenues.

The Auditor has reduced the fee to an extra $7,500.00
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Voting Requirements
Simple Majority

OFFICERS' RECOMMENDATION
That the Council:

Agree to pay the Auditor General an additional $7,500.00 with regard to the 2022
audit cost and direct the CEO to write to the Auditor General and the Minister for Local
Government regarding the conduct of Local Government audits and their increasing
cost to residents and ratepayers.

RESOLUTION 637

Moved Cr Van Gelderen seconded Cr Butt that this matter lay on the table

pending a response from the Auditor General and /or the Auditor regarding
the escalation in costs.

CARRIED 6/0
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9.6 ONGOING FINANCIAL MANAGEMENT REVIEW

File Reference:

Disclosure of Interest: Nil

Applicant: Shire of Goomalling

Previous Item Numbers:

Date: 12 April 2023

Author: Peter Bentley — Chief Executive Officer
Authorising Officer: Peter Bentley — Chief Executive Officer
Attachments 1. FMR Document

Summary

Council to receive the attached Financial Management and Systems Review and make any
suggestions that it sees fit with regard to the review.

Background

The CEO has undertaken a review of systems, financial management and risk as they relate to
the Shire of Goomalling. The last review of risk was undertaken in December 2019 during the
COVID-19 Pandemic, the last independent Financial Management Review (FMR) was

undertaken in 2014 and there has been an ongoing review of both financial management and
systems and processes since 2022.

Consultation
Nil other
Statutory Environment

Local Government Act 1995

Financial Management Regulations 1996
Part 2 — General financial management — s. 6.10
5A. Local governments to comply with AAS
Subject to regulation 4, the annual budget, annual financial report and other financial

reports of a local government must comply with the AAS.
[Regulation 5A inserted: Gazette 20 Jun 2008 p. 2722.]
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5. CEO’s duties as to financial management

(1)

(@)

Efficient systems and procedures are to be established by the CEO of a local

government —

(a) for the proper collection of all money owing to the local government; and

(b) for the safe custody and security of all money collected or held by the
local government; and

(© for the proper maintenance and security of the financial records of the
local government (whether maintained in written form or by electronic or
other means or process); and

(d) to ensure proper accounting for municipal or trust —
0] revenue received or receivable; and
(i) expenses paid or payable; and
(iii) assets and liabilities; and

(e) to ensure proper authorisation for the incurring of liabilities and the
making of payments; and

) for the maintenance of payroll, stock control and costing records; and

(9) to assist in the preparation of budgets, budget reviews, accounts and
reports required by the Act or these regulations.

The CEO isto —

(a) ensure that the resources of the local government are effectively and
efficiently managed; and

(b) assist the council to undertake reviews of fees and charges regularly (and
not less than once in every financial year); and

(© undertake reviews of the appropriateness and effectiveness of the
financial management systems and procedures of the local government
regularly (and not less than once in every 3 financial years) and report to
the local government the results of those reviews.

[Regulation 5 amended: Gazette 31 Mar 2005 p. 1047 and 1053; 26 Jun
2018 p. 2388.]

Local Government (Audit) Regulations 1996

17. CEO to review certain systems and procedures

(1)

(2)

(3)

The CEO is to review the appropriateness and effectiveness of a local
government’s systems and procedures in relation to —

@) risk management; and
(b) internal control; and
(© legislative compliance.

The review may relate to any or all of the matters referred to in subregulation
(2)(a), (b) and (c), but each of those matters is to be the subject of a review not
less than once in every 3 financial years.

The CEO is to report to the audit committee the results of that review.

Policy Implications

There is no specific policy regarding the FMR
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Financial Implications
There are no direct financial impacts resulting from this item.

Strategic Implications

Shire of Goomalling Community Strategic Plan 2019-2028
421 Operate in a financially sustainable manner
422 Promote a culture of continuous improvement processes and resource sharing
4.2.3 Use resources efficiently and effectively

Comment/Conclusion

In recent years the WA Auditor General has taken over responsibility for the conduct of local
governments. The Shire of Goomalling has had a number of matters to deal with stemming
from these audits and through its own undertakings as well.

More appropriate management of financial resources, a moratorium on borrowing, conversion of
interest only loan to principal and interest, changes in process and policy and a general
tightening of financial management has seen a number of benefits accrue.

The trend is one of improvement with regard to both financial management and systems and
process. The attached matrix outlines the various functions tested by both the CEO and the
Auditors in recent years and within the text is an overview of where we have come from in
recent years. This is a desktop progress review, not a full review

Voting Requirements

Simple Majority

OFFICERS' RECOMMENDATION
That the Council:

1. Receive the attached Financial Management and Systems review, and;
2. Endorse the findings of the review, and;
3. Make and suggestions it may feel relevant to the CEO regarding the review.

RESOLUTION 638

Moved Barratt seconded Cr Butt that the results of the desktop review of
Financial Management systems be noted.
CARRIED 6/0
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FINANCIAL MANAGEMENT REVIEW - Matrix Report - April 2023 Annual Review

No Significant Issues

No Significant Issues

No Significant Issues

Recommendations for
Improvement

Recommendations for
Improvement

No Significant Issues

No Significant Issues

ISSUE

RISK REPORT

e Last completed December 2019 — Complies with Legislation.
L]

BANK RECONCILLIATIONS

e Regular & timely completion

e Signed by officer and checked& signed by CEO

e Trust & Muni accounts

L]

BUDGET

e Completed in timely fashion

e Provide adequate information to Council for informed decisions
e Aligns with Community Strategic Plan & Corporate Business Plan
e Aligns with Workforce Plan and Asset Management Plan

e Copy provided to Department in timely manner

e Appears on Web Site

L]

INSURANCES

e Insurances are renewed each year at appropriate levels
e Valuations should be completed regularly for insurance purposes
L]

RECORD KEEPING AND STORAGE
e Appropriate systems in place
Records archive suitable for storage

Records disposal managed appropriately
Electronic systems for digital storage

TRUST FUNDS (also see Bank Reconciliations)
e Appropriate reconciliation

e Propper bank account treatment
e Refunds timely

JOB COSTINGS

e Administration Costs

TREATMENT/RECOMMENDATIONS

Issues identified within the separate Risk
Report to Council. Some issues identified
here appear on that report as well.

Completed monthly
Signed by officer and checked by CEO
Completed for Trust & Muni accounts

Current budget format is appropriate
Provides long term maintenance plans for
housing, public buildings, parks & gardens.
Long term plant replacement plan and roads
program

Generally aligns with CSP

Has asset management elements

Is available on website

Provided to DLGC as required

Insurance values provided with recent fair
value review.

Manual system functional but requires further
work for appropriate Records Management
Archive is good but requires tidying up
Managed appropriately

Conversion to electronic records ASAP

No Recommendations

All are budgeted appropriately

DUE DATE

Ongoing

Ongoing
Ongoing
Ongoing

Ongoing

Completed

Ongoing

Ongoing

RESPONSIBLE

Works Manager
Manage of
Finance/DCEO
CEO

Natalie Bird DCEO
Chloe Watson

Peter Bentley CEO
Natalie Bird DCEO

Natalie Bird DCEO
Peter Bentley CEO

Peter Bentley CEO
Natalie Bird DCEO

Natalie Bird DCEO

Natalie Bird DCEO

SHIRE OF GOOMALLING



FINANCIAL MANAGEMENT REVIEW - Matrix Report

April 2023 Annual Review

No Significant Issues

No Significant Issues

No Significant Issues

No Significant Issues

e Public Works Overheads
e Plant Operation Costs
e Plant Depreciation Costs

PAYMENTS/CREDITORS

e Creditors/Suppliers details correct
e Bank Account Checks for fraud

Limited access to creditors system
Tight controls of signatories

e Appropriate approval process for payments and invoices

DEBTORS/RECEIPTS

e Debtors to be actioned promptly
e Check credit balances at 30 June each year

PAYROLL/HR
e Payroll records maintained

e PD’s supplied for all staff
e Performance Reviews to be conducted

e Appropriate checks of payroll processing

e Appropriate access to payroll records

MINUTES AND MEETINGS

e Minutes checked for accuracy
e Agendas provided in a timely fashion

e President signs as confirmed

GENERAL LEDGER

Allocations are checked quarterly

Supplier detail sheet completed by suppliers
AG Audits have shown up no staff issues with
supplier details

Permissions are limited as best as possible
Signatories are limited to senior staff
Separate approvals for authorisations and
payment

Long outstanding debtors actioned
Credit balances in debtors refunded each year

Payroll  system is contemporary and
appropriate

All staff have appropriate PD’s

Performance Review process to be reviewed
and recommenced

Checks of payroll are undertaken by the CEO
& DCEO

Payroll records are kept in an appropriate
fashion

Occasional errors found due to transposition,
copy/paste errors and the like

Agendas produced and delivered in timely
manner

Appropriate confirmations in place

Peter Bentley CEO

Peter Bentley CEO
Natalie Bird DCEO

Ongoing Chloe Watson
Ongoing

Peter Bentley CEO
Natalie Bird DCEO
Deborah Horton

Ongoing Peter Bentley CEO

Natalie Bird DCEO
Ongoing Tahnee Bird EA/CDO
Ongoing

SHIRE OF GOOMALLING



FINANCIAL MANAGEMENT REVIEW - Matrix Report

April 2023 Annual Review

No Significant Issues

No Significant Issues

No Significant Issues

Chart of Accounts

REGISTERS AND DELEGATIONS

INTEGRATED PLANNING AND REPORTING

Tender Register

Electoral Gifts Register

Financial Interests Register

Gift Register

Complaints Register

Councillor Training Register

Councillor CPD Register

Attendance at Events Register — Councillor
Attendance at events Register — Staff and CEO
Delegations Register

CEO - TRP

CEO Recruitment Policy

CEO Termination Policy

CEO Recruitment Policy

All other Policies

Annual and Primary Returns

Related Party Disclosures

Community Strategic Plan
Corporate Business Plan
Asset Management Plan
Long Term Financial Plan
Workforce Plan

Council Plan

Service Delivery Plan

FINANCIAL REPORTING

Chart of accounts is appropriate for proper
financial reporting and controls

Where there are entries to each of these
registers, they are published on the web site.
Where there is no item to report on the register
they are not be posted.

All relevant information is posted on the Shire
of Goomalling Website.

All primary and annual returns are completed
in a timely manner and related part disclosures
are also provided at regular intervals.

CSP now replaced by Council Plan and CBP
with a Service Delivery Plan. Council’s Annual
Budget document contains:
e a fully costed 5 Year Detailed Budget to
account level (including Capital),
e a20 Year Plant Replacement Program,
e al5 Year Roads Program,
e a 10 Year Public Building Maintenance
forecast
e a 10 Year Housing Maintenance forecast
e a5 Year Parks and Gardens forecast.
e A5 Year Reserves forecast
e a20 Year Loans Forecast

30 June 2023

Ongoing Peter Bentley CEO
Natalie Bird DCEO

Ongoing Peter Bentley CEO
Tahnee Bird EA/CDO

Ongoing

Ongoing

Peter Bentley CEO
Natalie Bird DCEO
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FINANCIAL MANAGEMENT REVIEW - Matrix Report

April 2023 Annual Review

Recommendations for
Improvement

No Significant Issues

No Significant Issues

No Significant Issues

e Debt Management
e Financial Ratios and standards

e Reporting to Council

e Asset Valuations

e Land Held for resale — East of Northam Pithara Road

PRIVATE WORKS

e Are private works estimated appropriately
e Are invoices raised on a timely basis
L]

FEES AND CHARGES

e Are fees and charges reviewed

e Are statutory fees levied correctly

e Are rental charges levied according to leases and the Residential Tenancies
Act or lease documents

e GST treatment of fees is correct

e Caravan Park revenue reconciled against guest numbers

e Commercial tenancies reviewed appropriately

RATES

e Collections followed up
o Rates levied correctly

Debt has been reduced to sustainable level
Financial Ratios will be poor for the next few
years due to historical debt issues. Ratios are
no longer a requirement but sustainability still
requires monitoring

Reporting to Council is now more transparent
with more information provided financially and
about the operation in general

Asset valuations have lagged due to tight
financial position — with the easing of this,
valuations will commence this year with L & B
and Other infrastructure. Roads will occur in
2022/23 financial year. Land & Buildings and
Other Infrastructure were completed during the
current year. Roads are currently under
review.

It is unlikely that Council will get approval to
develop this subdivision due to environmental
factors. It may be able to hold this land at a
nominal value, however unless the subject
plants die or disappear, development will be
difficult.

Private works reduced — no recommendations

Fees & Charges are reviewed at budget each
year

Statutory fees checked at Budget

Changes to rents levied in accordance with
RTA and lease documents

Generally, GST treatment has been
appropriate apart from 1 or two matters over
recent years

Caravan Park cash and electronic payments
are reviewed and independently reconciled.
Commercial rent reviews are currently ongoing

Long standing debtors is progressing well

Ongoing
Ongoing

Ongoing

30 June 2023

30 June 2023

Ongoing

Ongoing
Ongoing

Ongoing

Ongoing

September 2023

Ongoing

Peter Bentley CEO
Natalie Bird DCEO
David Long MOW

Peter Bentley CEO
Natalie Bird DCEO
Jess Ashworth Property

Trudi Manera Rates
Natalie Bird DCEO
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No Significant Issues

Recommendations for
Improvement

Recommendations for
Improvement

Valuations applied

Process for long standing debts
Appropriate financial hardship policy
Rating of Council owned properties

PETTY CASH

Appropriate cash handling procedures
Expenditures approved by DCEO or CEO
Reconciliations checked by DCEO
Ensure correct allocations of costs

PURCHASING
e Orders are signed by officer with appropriate authorisations

Maintain formal purchasing policy

Orders have amounts stated

Costing allocations are correct

Orders are written prior to supply or invoices being issued

e Review all outstanding orders regularly

AUDIT RESULTS 2021 - 2022

Individual items commented on by Auditors

These items are matters that were raised through the audit process over the past
2 years. Most of the issues raised have either been rectified or have reduced in
occurrence to acceptable levels. The items listed in green are those that have
either been rectified or are largely so, in amber are those under review and nearing
completion and in red are those yet to be completed.

e Purchase order without value

e Purchase orders raise after invoice date

e Valuations not completed as required

e Financial position trend poor — is improving slowly

e |IPRF documents out of date — with changes to legislation Councils documents
are likely to meet standards

e Excessive Annual Leave balances — ongoing issue particularly for Senior Staff

e Delegations non compliance

e Approval on payments inconsistent with delegations

e Purchase orders approval inconsistent with delegations

e Quotations — minimum number not obtained

e [nsufficient information on Purchase Orders

e Changes to Supplier Master File

e Information and Communication Technology (ICT) Policies

e Excessive LSL Balances

e Rates are levied correctly with appropriate
timeframes for advertising for Differentials

e Valuations are applied correctly

e Use of Cloud Payments for long term debts

e FHPin place

e No longer rate Council owned properties

e No recommendations

e Ensure orders are signed by officer with
appropriate authorisations

e Maintain formal purchasing policy

e Ensure orders have amounts stated

e Ensure costing allocations are correct

e Ensure that orders are written prior to invoices
being issued

e Review all outstanding orders regularly

Occasional human error matters
Occasional human error matters

Will comply following valuations this year
Gradually improving

Ongoing issue — gradually reducing

Added to budget document

Ongoing

Ongoing

Ongoing
Ongoing
Ongoing
Ongoing

Ongoing

Peter Bentley CEO

Natale Bird DCEO

Natalie Bird DCEO
Peter Bentley CEO
Dave Long MOW
All staff to note
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that leave balances will start to reduce as time  plans for LSL late in the year
passes now. and A/L for medical reasons.

. . - CEO to continue to investigate from a fit for  Ongoing investigation
e Information and Communication Technology (ICT) Policies purpose, scalable plan.
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