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CITY OF GREATER GERALDTON

AUDIT COMMITTEE MEETING
TO BE HELD ON MONDAY 31 MAY 2021 AT 11AM
IN THE EXECUTIVE MEETING ROOM - CIVIC CENTRE

A GENDA

1 DECLARATION OF OPENING
The meeting was declared open at 11.02 by Chairman Mayor Van Styn.

2 ATTENDANCE
Attendance by Electronic Means
In accordance with the Local Government (Administration) Regulations
1996 regulation 14C (2) - Attendance by electronic means in public health
emergency or state of emergency (Act s.5.25(1)(ba)) the Mayor
authorised Cr Thomas and himself to attend the meeting by electronic
means.

Present:
Mayor S Van Styn (by electronic means)
Cr T Thomas (by electronic means)

Officers:

R McKim, CEO

N Jane, Acting Chief Financial Officer

T Machukera, Financial Accountant

M Adam, Governance Coordinator (Minutes)

By Invitation:
Auditors OAG — M Ambrose (by electronic means)

RSM — AK Neo (by electronic means))
RSM — Alasdair Whyte (by electronic means)

Apologies:
Cr Colliver
Cr Caudwell

P Radalj, Director Corporate and Commercial Services

Leave of Absence:
Nil

3 CONFIRMATION OF PREVIOUS MINUTES
Recommendation: That the minutes of the City of Greater Geraldton Audit
Committee meeting held on 27 January 2021 as attached be accepted as
a true and correct record of proceedings.

Signed Dated
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COMMITTEE DECISION

MOVED Cr Thomas SECONDED Mayor Van Styn

That the minutes of the City of Greater Geraldton Audit Committee
meeting held on 27 January 2021, as attached, be accepted as a
true and correct record of proceedings

CARRIED 2 /0

Signed Dated
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4 ITEMS FOR AUDIT COMMITTEE REVIEW

AC102 ENTRANCE MEETING — OAG & RSM

AGENDA REFERENCE: D-21-049042

AUTHOR: N Jane, Acting Chief Financial Officer

EXECUTIVE: P Radalj, Director Corporate &
Commercial Services

DATE OF REPORT: 14 May 2021

FILE REFERENCE: GO/11/0025

ATTACHMENTS: Yes (X1)

Audit Planning Memorandum

EXECUTIVE SUMMARY:
The purpose of this report is to provide the Committee with the Audit Planning
Memorandum for the year ending 30 June 2021.

EXECUTIVE RECOMMENDATION:
That the Audit Committee by Simple Majority pursuant to Section 7.1C of the
Local Government Act 1995 RESOLVES to:

1. RECEIVE the Audit Planning Memorandum for the year ending 30 June
2021.

PROPONENT:
The proponent is the City of Greater Geraldton.

BACKGROUND:

The Local Government Amendment (Auditing) Act 2017 makes legislative
changes giving the Auditor General the mandate to audit Western Australian
local governments. The Act allows the Auditor General to contract out some or
all of the financial audits, but all audits remain the responsibility of the Auditor
General.

Each year the Office of the Auditor General (OAG) undertake an audit of the
City s financi al report. The OAG r
the contract auditor who will undertake the audits for the period 2020-21 to
2022-23.

The interim audit for the 2020-21 year is scheduled for June 2021, and prior to
this an Entrance meeting is required to discuss the Audit Planning
Memorandum (draft attached). This document provides detail of the proposed
approach by RSM Australia in undertaking the financial audit.

COMMUNITY, ENVIRONMENT, ECONOMY AND GOVERNANCE ISSUES:

Community:
There are no adverse community impacts.

Signed Dated

ecently
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Environment:
There are no adverse environment impacts.

Economy:
There are no adverse economic impacts.

Governance:
Holding an Entrance Meeting provides the opportunity for the Audit Committee
to undertake its functions including to support the auditor to conduct an audit.

RELEVANT PRECEDENTS:
Each year an audit entrance and exit meeting is held with OAG, the audit
committee and the contract auditor.

COMMUNITY/COUNCILLOR CONSULTATION:
There has been ho community/councillor consultation.

LEGISLATIVE/POLICY IMPLICATIONS:
Local Government (Audit) regulations 1996, section 16:
An audit committee has the following functions —
(@) to guide and assist the local government in carrying out —
(i) its functions under Part 6 of the Act; and

(i) its functions relating to other audits and other matters
related to financial management;

(b) to guide and assist the local government in carrying out the

| ocal government’ s functions in relze
under Part 7 of the Act;

(c) toreview a report given to it by the CEO under regulation 17(3)
(the CEO’ s pagpinto +

(i) report to the council the results of that review; and
(i) give a copy of the CEO’ s report t

(d) to monitor and advise the CEO when the CEO is carrying out
functions in relation to a review under —

(i) regulation 17(1); and

(i) the Local Government (Financial Management)
Regulations 1996 regulation 5(2)(c);

(e) to support the auditor of the local government to conduct an
audit and carry out the auditor’ s ot
respect of the local government;

Signed Dated
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() to oversee the implementation of any action that the local
government —

(i) is required to take by section 7.12A(3); and
(i) has stated it has taken or intends to take in a report
prepared under section 7.12A(4)(a); and

(i) has accepted should be taken following receipt of a
report of a review conducted under regulation 17(1);
and

(iv) has accepted should be taken following receipt of a
report of a review conducted under the Local
Government (Financial Management) Regulations 1996
regulation 5(2)(c);

(g) to perform any other function conferred on the audit committee
by these regulations or another written law.

FINANCIAL AND RESOURCE IMPLICATIONS:
Provision in the budget is made to undertake the audit.

INTEGRATED PLANNING LINKS:

Title: Governance Good Governance & Leadership

Strategy 4.5.2 Ensuring finance and governance policies,
procedures and activities align with legislative
requirements and best practice

REGIONAL OUTCOMES:
There are no impacts to regional outcomes.

RISK MANAGEMENT
The audit entrance meeting assists both the Committee and the OAG to
undertake the annual financial audit.

ALTERNATIVE OPTIONS CONSIDERED BY CITY OFFICERS
No alternative options were considered.

COMMITTEE DECISION
MOVED Mayor Van Styn SECONDED Cr Thomas

That the Audit Committee by Simple Majority pursuant to Section 7.1C of
the Local Government Act 1995 RESOLVES to:

1. RECEIVE the Audit Planning Memorandum for the year ending 30
June 2021.

CARRIED 2 /0

Signed Dated
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NOTE

Clause 6.2 of the Audit Planning Memorandum provides that the Mayor
and CEO are to sign the Management Representation Letter.

Mayor Van Styn requested that this clause be amended to provide that the
Management Representation Letter is signed off by the CEO and the
Director of Corporate and Commercial Services, instead of being signed
off by the Mayor and CEO.The reason for the amendment is that the Mayor
has no operational oversight of the finance function.

Signed Dated




ASSURANCE & ADVISORY SERVICES

CITY OF GREATER GERALDTON

Audit Planning Memorandum - 30 June 2021
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1 PURPOSE OF THE AUDIT PLANNING MEMORANDUM

The primary purpose of this Audit Planning Memorandum (APM) is to brief the City of Greater Geraldton
(City) on the proposed approach by RSM Australia (RSM), on behalf of the Office of the Auditor General
(OAG), to audit the financial report of the City for the year ending 30 June 2021. The APM is a key tool for
discharging the auditor’s responsibilities in relation to communicating with those charged with governance.

2 KEY ENGAGEMENT INFORMATION

2.1 Key City stakeholders and personnel

Ratepayers

City of Greater Geraldton

Minister for Local Government

The Hon. John Carey MLA

Mayor Shane Van Styn
Chief Executive Officer (CEO) Ross McKim
Acting Chief Financial Officer Nita Jane

Financial Accountant

Temba Machukera

2.2 Key OAG personnel

Auditor General

Caroline Spencer

Director, Financial Audit @

Mark Ambrose

2.3 Key RSM personnel

Audit Director @ Alasdair Whyte
Audit Manager AJ Neo
National Technical Director Ralph Martin

()  Refer to Appendix A for contact details

3 BACKGROUND AND GENERAL INFORMATION

3.1 Background

The City of Greater Geraldton is a local government area in the Mid West region of Western Australia, 417
kilometres north of the state capital, Perth on the Indian Ocean. The Southern Yamatji people are
acknowledged as the Traditional Custodians of these lands.

City of Greater Geraldton
Audit Planning Memorandum
30 June 2021
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3.2 Council and Executives

The City’s Executive team at the date of this APM are:

* Ross McKim, CEO

» Paul Radalj, Director Corporate & Commercial Services
e Phil Melling, Director Development & Commuity Services
«  Chris Lee, Director Infrastructure Services

3.3 Governance

The City is governed by Council, which appoints the CEO to advise and provide information to Council in
relation to the City’s functions and ensures the resources of the City are effectively and efficiently managed.

3.4 Regulation

In terms of financial reporting, the City is subject to the Local Government Act 1995 (Act) and the Local
Government (Financial Management) Regulations 1996 (Financial Management Regulations ).

4  KEY DELIVERABLES

4.1  Financial report audit and opinions

The annual financial report will be general purpose financial statements for the financial year ended 30 June
2021. The Auditor General is required by the Act to provide an opinion on the financial report and other legal
and regulatory requirements in accordance with the Local Government (Audit) Regulations 1996 (Audit
Regulations ). The objective of the Auditor General’s audit is to obtain reasonable assurance about whether
the City’s financial report as a whole is free from material misstatement, whether due to fraud or error, and
to issue an auditor’s report.

The Auditor General’s report will be sent to the Mayor, CEO and the Minister for Local Government in
accordance with the Act. The City is required to publish the auditor’s report with the annual financial report
on its website. If the Auditor General has reported other significant matters, then the City is required to report
the action it has taken about the matters to the Minister and to publish a copy of that report on its website.

The Auditor General will also communicate with the Mayor and the CEO regarding, among other matters,
any significant findings regarding deficiencies in internal control that may be identified during the audit.

4.2 Management letters

Significant findings, emerging issues and their recommended resolutions that arise during the audit will be
progressively discussed and communicated by RSM and the OAG to the City to factually validate the findings,
then the Mayor and the CEO. Any weaknesses in controls, which may be identified during the current year
audit, will be highlighted in the management letter to the Mayor and the CEO following the conclusion of the
interim and final audits. The draft management letters will be reviewed by the OAG before being provided to
the City for comment.

Prior year management letter points will be followed up as part of the current year audit procedures to
determine if any control weaknesses highlighted during prior year audits have been properly resolved.

4.3 Matters of significance

In accordance with section 24(1) of the Auditor General Act 2006, the Auditor General is required to report
on matters arising out of the performance of the Auditor General’s functions that are, in the opinion of the
Auditor General, of such significance as to require reporting.

City of Greater Geraldton Page | 2
Audit Planning Memorandum
30 June 2021



5 MILESTONE MEETINGS

) Q0 &~
% X S 5
$ §é o & o
§ ¢ 3 s & s
0 & g & ) ) & Lo
Q.S v .S T & ~ & ~ . §
5 §§ g8 Is 35
Ofsq’ 455‘” <. .8 il?s‘z’
< <
Q& X X &
NS T T Ny
SIS o Qo o O
ISERe) fbs f'ag (oY
S PN S @
s £3 L & S
S 9 & T & Ky
Qq,s < <
&

5.1 Pre-planning meeting

The pre-planning meeting will be with the City’s CEO, OAG (if required) and RSM. The meeting will discuss
current developments at the City and any changes in governance or systems. The meeting will form the basis
for the preparation of the APM.

5.2 Entrance meeting

The entrance meeting will be held with the Council, the City’'s CEO, OAG and RSM. The meeting will mainly
cover the presentation and discussion of the APM. If it is not practicable for the Council to meet for an audit
entrance meeting, we suggest at least one Elected Member (the Chairperson of the Council) attends the
entrance meeting.

5.3 Interim audit findings meeting

The interim audit findings meeting with the City’s CEO, OAG and RSM will mainly cover the presentation and
discussion of the significant control matters as reported in the interim audit management letter, if any.

5.4 Final audit findings meeting

Significant accounting issues and audit findings, if any, noted during the final audit will be discussed with the
City’s CEO, OAG and RSM. If there are significant, unresolved matters, then a meeting will also held with
the Council.

5.5 Final audit exit meeting

The exit meeting with the City’s CEO, Council, OAG and RSM will mainly cover the presentation and
discussion of the audit closing report, which will outline any significant audit related matters concerning the
financial report, management letters and improvement suggestions for future audits.

5.6 Council and Council meetings

Meetings with the Council and Council meetings are by invitation and provides insight into matters that may
impact on our audit approach. Generally, OAG and RSM will attend meetings as required.
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6 TERMS OF ENGAGEMENT

6.1 Arrangements

Audits are not an absolute guarantee of the accuracy or reliability of the City’s information and may not
identify all matters of significance. This is because the work undertaken to form an opinion is permeated by
judgement and most audit evidence is persuasive rather than conclusive. In addition, there are inherent
limitations in any audit, including the use of testing, the effectiveness of internal control structures and the
possibility of collusion.

Primary responsibility for the detection, investigation and prevention of irregularities rests with the City’s CEO.
Consequently, it is the City’s CEO who remain responsible for keeping proper accounts and maintaining
adequate systems of internal control, preparing and presenting the financial report, complying with the Act
and the Financial Management Regulations.

Under the Auditor General Act 2006, audit staff have unrestricted access to information held by the City,
irrespective of any restrictions on disclosures imposed, such as secrecy provisions.

Confidentiality of audit files and working papers is required under the Auditor General Act 2006. The OAG is
an ‘exempt agency’ under the Freedom of Information Act 1992.

The signed contract between the Auditor General and RSM contains strict confidentiality clauses.
6.2 Management representation letter

The audit plan assumes that the Mayor and the CEO will be able to sign a management representation letter.
The OAG will make available to the City a draft management representation letter during the course of the
audit. The letter would be signed at the same time as the annual financial report is signed.

RSM and the OAG will rely on the Mayor and CEO signing the management representation letter as evidence
to confirm they have:

» Fulfilled their responsibilities for the preparation and fair presentation of the financial statements in
accordance with the Act and, to the extent that they are not inconsistent with the Act, Australian
Accounting Standards;

« Established and maintained an adequate internal control structure and adequate financial records;

» Provided the auditors with access to all information of which they are aware that is relevant to the
preparation of the financial statements and the operation of controls, such as records, documentation
and other matters;

* Recorded all transactions in the accounting and other records and are reflected in the financial
statements;

» Advised the auditors of all known instances of non-compliance or suspected non-compliance with laws
and regulations whose effects should be considered when preparing the financial statements; and

»  Provided the auditors with the results of their assessment of the risk of fraud, any instances of fraud (not
just material fraud) and any known data and security breaches.
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7 AUDITOR GENERAL

7.1 Audit of local government

The Local Government Amendment (Auditing) Act 2017 makes legislative changes to the Act to provide for
the auditing of local governments by the Auditor General. The Act allows the Auditor General to contract out
some or all of the financial audits, but all audits will be the responsibility of the Auditor General. It also allows
for performance audits, which will examine the economy, efficiency and effectiveness of any aspect of local
government operations. The Act also places an obligation on local governments to publish their annual report,
including their annual financial report and auditor’s report, on their website.

The Auditor General has been given the mandate to:

« Audit the annual financial report of WA local governments, related entities and subsidiaries;
»  Conduct performance audits of local governments;

»  Perform supplementary audits requested by the Minister; and

* Report to Parliament on the results of financial and performance audits.

7.2  Auditor General audits and reports

During the current financial year, the OAG has issued a number of reports that may be relevant for the City
to consider:

*  Waste Management — Service Delivery (issued 20 August 2020). The report noted the waste planning
at a sample of six local governments is inadequate and inconsistent and there is a need to do more to
manage waste in line with current community and State expectations.

* Annual Report 2019-2020 (issued 24 September 2020). The report acknowledged the challenges faced
by local government due to COVID-19. The report also noted that local government financial audits
continue to take more time than comparably sized State government audits.

e Grant Administration (issued 28 January 2021). The audit found that a sample of eight State entities
need to improve their grant administration practices.

«  Application Controls Audits 2021 (issued 9 March 2021). The audit found that a sample of four State
entities could improve their controls around user access, vulnerability management and situational
awareness to address cyber risks.

* Regulation and Support of the Local Government Sector (issued 30 April 2021). The audit found the
Department of Local Government, Sport and Cultural Industries use of its limited resources is not
underpinned by a good understanding of risk and clear objectives for the local government sector.
Moreover, its performance in regulating and supporting the sector does not currently reflect the
expectations of local government entities and their communities.

»  Local Government General Computer Controls (issued 12 May 2021). The audit found local government
entities need to improve their general computer controls with 328 control weaknesses identified with over
80% rated as significant or moderate.

Further details of the current and forward audit program can be found on the OAG website:

https://audit.wa.gov.au/

Also, on the OAG website is a library of better practice guidance that the OAG has developed to help the
Western Australian public sector perform efficiently and effectively.

City of Greater Geraldton Page | 5
Audit Planning Memorandum
30 June 2021



8 STAKEHOLDER RELATIONSHIP

8.1 RSM'’s relationship with the Auditor General and the City

RSM has been contracted by the Auditor General to perform the audit of the financial report of the City and
report on whether the annual financial report of the City:

* Is based on proper accounts and records; and

« Fairly represents, in all material respects, the results of the operations of the City for the financial year
and its financial position at the end of that period in accordance with the Act and, to the extent that they
are not inconsistent with the Act, Australian Accounting Standards.

RSM is also required by the Auditor General to report:

* Any material matters indicating non-compliance with Part 6 of the Act, the Financial Management
Regulations or applicable financial controls of any other written law;

* Any significant adverse trends in the financial position of the City;
*  Whether all required information and explanations were obtained;
*  Whether all audit procedures were satisfactorily completed; and

*  Whether the asset consumption ratio and asset renewal funding ratio included in the annual financial
report are supported by verifiable information and reasonable assumptions.

RSM is also required to report any matter which may affect the Auditor General's responsibilities under
sections 24 and 28 of the Auditor General Act 2006, section 7.12 AD of the Act and the Audit Regulations.

8.2 Term of the audit contract

RSM has been appointed by the OAG for a term of three years commencing with the financial year ending
30 June 2021.

RSM'’s services will be conducted under the overall direction of the Auditor General, who will retain
responsibility for forming an audit opinion and issuing an audit report to the City. The contract requires RSM
to use its audit approach and methodology. which is the first year of the contract.

8.3  Grant acquittals

Grants received by the City may need to be acquitted in accordance with the terms and conditions of the
relevant Funding Agreement. Acquitting a grant means accurately reporting on the funded activities and the
expenditure of the funding. Grant acquittal reports, providing activity and financial information, are generally
required at certain stages during the funded project and / or on completion of the funded project. If satisfactory
grant acquittal reports are not provided at the times and in the manner detailed in the Funding Agreement,
there is a risk that any further payments due to the City will be withheld and the City may be ineligible to
apply for further grants.

In most circumstances the grant acquittal reports are required to be audited. Generally, the Funding
Agreement will require the City to engage an auditor to form an opinion that the receipts and payments are
true and fair and that the City has complied with the terms and conditions of the Funding Agreement.

If RSM is invited by the City to complete the audit of grant acquittal reports, then RSM must first obtain
approval from the OAG before the audit begins.

8.4 Independence

The Auditor General is an independent officer of the Western Australia Parliament, appointed under
legislation to examine, on behalf of Parliament and Western Australia taxpayers, the management of
resources within the public sector. The Auditor General is not subject to control or direction by either
Parliament or the government. In conducting the audit, the Auditor General, staff and delegates will comply
with all applicable independence requirements of the Australian accounting profession.

RSM Orb, our optimal risk-based audit methodology requires that we conduct an annual re-evaluation of our
independence prior to the commencement of each assignment. We have fully satisfied ourselves that we do
not have any actual or perceived conflict of interest.
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We are fully compliant with our Ethics and Independence Policies, which are verified and tested each year
by our Partner Responsible for Ethics and Independence. Each year we are required to submit certain
information to our Partner Responsible for Ethics and Independence, which is analysed and subjected to a
series of stringent tests. This system has been extensively reviewed by the Australian Securities and
Investments Commission and found to be in accordance with Australian Auditing Standards, the Corporations
Act 2001 and better practice.

9 CURRENT YEAR DEVELOPMENTS

We had discussions with the City and reviewed the 30 June 2020 financial statements and the 30 June 2020
audit file to identify any significant matters that may affect the audit planning and process. As at the date of
this audit plan, we have not identified developments which are expected to impact the financial statement
audit for the year ended 30 June 2021.

9.1  Auditing Accounting Estimates - ASA 540

The ASA 540 (Revised) Auditing Accounting Estimates and Related Disclosures standard has implications
for the City and those responsible for financial statement preparation and the determination of accounting
estimates. The key implications of the new standard means that the City will require more time to prepare
sufficient appropriate documentation of the City’s estimates and recognise that increased efforts may be
required by auditors to audit the estimates. There is an expectation that the City will assist and review the
level of detail and provide audit evidence available to support estimates within the financial statements along
with an increase in audit effort. This will be achieved through two-way dialogue between auditors,
management, and audit committees about the critical aspects of accounting estimates.

RSM audit response:

RSM will obtain further understanding over the control environment, risk assessment procedures, information
systems, control activities and monitoring procedures during our audit procedures. Testing over how
management made the accounting estimates will be performed by performing a retrospective review of past
estimates and judgements, obtaining audit evidence up to the date of the auditor's report and by developing
an auditor’s point estimate or range (Three Testing Approach). Based on the information gathered, we will
determine if there are indicators of possible management bias and if there are, the implications for the audit.

9.2 Income recognition

Implementation of AASB 15 Revenue from Contracts with Customers and AASB 1058 Income of Not-for-
Profit Entities are effective from prior year. The impact of AASB 15 & 1058 was correctly adopted by the
Shire during prior year. The Shire will review all new grants and revenue stream in accordance with AASB
15 Revenue from Contracts with Customers and AASB 1058 Income of Not-for-Profit Entities.

RSM audit response:

RSM will obtain and review the City’'s assessment of the impact of AASB 15 and AASB 1058 and ensure
adequate disclosure in the notes to the financial statements.

AASB 1059 Service Concession Arrangement: Grantors

AASB 1059 (effective from 1 July 2020) sets out how public sector entities that grant concessions to private
sector operators for the delivery of specified public services should treat those grants. The grantor must
recognise a service concession asset, measured at current replacement cost, when it controls or regulates
what services the operator must provide with the asset, to whom it must provide them, and at what price, and
when the grantor retains an interest in the asset at the end of the arrangement. It must also recognise a
related service concession liability, which will usually be treated as unearned revenue, and recognised as
income over the life of the concession.

RSM audit response:

RSM will obtain and review the City’s assessment of the impact of AASB 1059 and ensure adequate
disclosure in made in the notes to the financial statements.
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9.4 Long service leave for casual employees

Public Sector Labour Relations (PSLR) has identified that, in the past, legal and operational advice has been
given to public sector employers indicating casual employees are not entitled to long service leave or to be
paid for it on termination of their employment.

In consultation with the State Solicitor's Office, PSLR has determined this historical advice was incorrect.
Casual employees may be entitled to long service leave under the provisions of the Long Service Leave Act
1958 (the LSL Act), even if they are paid a casual loading that is stated to be in lieu of long service leave or
all types of leave.

The entitlement to leave under the LSL Act only applies to casual employees who have been employed for
more than ten years and meet continuous service requirements.

RSM audit response:

RSM will review the City’s assessment in relation to casual employee LSL entitlement under the Long Service
Act 1958 and determine, where applicable, the adequacy of the long service leave liability for casual
employees

9.5 Money in lieu of open space

Following revisions of the Planning and Development Act 2005, with the change was effective from 12
September 2020, all money received by a local government under section 153 is to be paid into a separate
reserve account established and maintained under the Local Government Act 1995 section 6.11 for the
purposes set out in subsection (2)(a) to (d)

RSM audit response:

RSM will review the City’'s assessment in relation to money in lieu of open space under the Planning and
Development Act 2005 and determine, where applicable, the appropriateness of the accounting treatment.
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10 AUDIT APPROACH TO THE KEY AUDIT AREAS

10.1

Risk assessment

Key audit areas are those areas that, in RSM’s professional
judgment, present the most significant risk in our audit of the
financial report.

As part of our audit approach we have conducted an initial
financial report risk assessment to determine whether any of the
risks identified are, in our judgment, significant. A significant risk
is an identified and assessed risk of material misstatement in the
financial report that, in our judgment is a key audit area and
requires special audit consideration.

Our assessment of key audit areas is based upon:

Discussion with the City’s Administration and the OAG;
The complexity of transactions within each area;

The degree of subjectivity in the measurement of financial
information related to the risk, especially those
measurements involving a wide range of uncertainty;

The degree of susceptibility to fraud risk; and

Consideration of any relevant matters that may be
discussed during the audit planning stage.

Materiality

Materiality

Audit
scope

Key audit
areas

For the purpose of this APM, we referred to the audited 30 June 2020 financial report of the City and used
our professional judgment to determine a planning materiality amount. In line with OAG policy, we have not
disclosed the amount of planning materiality.

The scope of our audit is influenced by the application of materiality. Based on our professional judgment,
we determined certain quantitative thresholds for materiality, including the overall materiality for the financial
statements. These, together with qualitative considerations, helped us to determine the nature, timing and
extent of our audit procedures on the individual financial report line items and disclosures and to evaluate
the effect of identified misstatements, both individually and in aggregate, on the financial report and on our
opinion.

In assessing the risk profile of the City, and in consideration of the users of the financial report, we have

adopted materiality guidelines in accordance with Australian Auditing Standards.
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RSM approach to auditing significant risk

RSM’s approach to auditing a class of transactions, account balance or disclosure is to initially assess
whether there is a reasonable possibility that it could contain a material misstatement. Our risk assessment
is based on both quantitative and qualitative criteria to determine whether they are significant.

Our audit strategy follows a hierarchy, which starts with testing of controls, then moves to substantive
analytical review procedures and then finally testing of details. The following diagram shows an example
where a high level of reliance on controls, along with a moderate level of reliance on substantive analytics is
likely to result in testing of details that can safely rely on smaller sample sizes.
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Based on our review of the City’s available financial information, the 30 June 2020 audit file and prior period
assessment of the design and implementation of controls, we have concluded that we can rely on internal
controls, which effectively means we can apply a moderate level of substantive analytics and limited testing
of details. This controls based approach is both efficient and effective.

Professional scepticism

We approach all our audits with a degree of professional scepticism as required by Australian
Auditing Standards. In addition, professional scepticism is a key component of delivering an effective public
sector audit. ASA 200 Overall Objectives of the Independent Auditor and the Conduct of an Audit in
Accordance with Australian Auditing Standards defines professional scepticism as ‘an attitude that includes
a questioning mind, being alert to conditions which may indicate possible misstatement due to error or fraud,
and a critical assessment of audit evidence’.

Professional scepticism is particularly relevant in areas that involve assumptions by Administration and/or
estimates. It is also critical when evaluating audit evidence to reduce the risk of the auditor:

*  Overlooking unusual circumstances; and

*  Qver generalising when drawing conclusions from observations using inappropriate assumptions in
determining the nature, timing and extent of evidence gathering procedures and evaluating the results
thereof.
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11 SIGNIFICANT RISK AREAS

Using the 30 June 2020 financial report as a guide and referring to the RSM calculated materiality amount
and risk assessment, RSM has identified the following potential significant risk areas for the current year:

Significant risk area 30 June 2020 30 June 2019

$'000 $'000

Revenue and receivables cycle

Rates 46,590 45,873
Fees and charges 21,086 22,474
Trade receivables (current and non-current) 8,267 9,394

Purchases and payment cycle

Material and contracts 18,848 19,808
Property, Plant and Equipment (additions) 7,767 9,520
Infrastructure (additions) 18,348 49,506
Fixed assets cycle

Property, Plant and Equipment 205,049 203,606
Infrastructure 687,363 715,105

11.1 Revenue and receivables cycle
Reasons why RSM considers this area a significant risk

Revenue is measured by considering multiple elements, for example rates transactions are calculated by the
application of a rate in the dollar to the Gross Rental Value (GRV) or Unimproved Value (UV), which is in
turn determined by dividing the required rate collection amount by the total valuations on the roll. GRV’s and
UV'’s vary between the various property types, such as mining and pastoral. The GRV / UV is supplied by
Landgate. Furthermore, rates revenue represents a significant portion of the City’s annual operating income
and is an important revenue stream in terms of the City’s cash flows.

Fees and charges is a material amount and is measured by the application of an annual charge to rateable
land supplied with specified services. For example, classic domestic bin services and swimming pool
inspection fees. There are also further complexities with the application of the eligible pensioners rebate
scheme. In addition, further complexity and risk is associated with the requirement for the City to comply with
Part 6, Division 6 ‘Rates and service charges’ of the Act.

Based on the above complexities and the high risk of management override by Administration, revenue
recognition for rates is considered significant risk.

RSM audit response

RSM audit procedures will include, among other things, assessment of the City’s effectiveness of key internal
controls operating within the revenue cycle, including application controls. RSM will perform a walkthrough
of the key management controls over the revenue cycle and test key management controls. RSM will review,
on a sample basis, the reconciliations and calculation of rates and compare these against historical results.
In order to assess the completeness of recording revenue in the correct accounting period, RSM will perform
revenue cut-off testing and review credit notes.

To determine the existence of the receivable balance and the recoverability thereof as at 30 June 2021, RSM
will review receivables balances on a sample basis and perform subsequent receipt testing. Furthermore, we
will perform analytical procedures on rates through detailed comparison with prior year balances and budget
forecasts. RSM will also determine if the disclosures in the notes to the financial report related to the City’s
revenue recognition policy are appropriate.
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11.2 Purchases and payment cycle
Reasons why RSM considers this area a significant risk

All procurement made by the City is subject to the requirements of the Act and Part 4 of the Local Government
(Functions and General) Regulations 1996 (Functions and General Regulations ), which is the basis for
the City’s purchasing policy (Policy ). The Act and the Functions and General Regulations are there to guide
the City in delivering best practice in the purchasing of goods, services and works that align with the principles
of transparency, probity and good governance. Errors, uncertainty and unrealistic timelines can undermine
market confidence, discredit a purchasing process and devalue the outcome of the procurement. Due to the
strict and complex requirements of the Policy, including value for money, regulatory compliance, record
management, transparency and professionalism, there is potential for insufficient knowledge of the Policy’s
requirements or failure to comply with the Policy.

RSM audit response

RSM will review the City’s purchasing policies and assess the effectiveness of internal controls operating
within the payment cycle. In addition, we will perform a walkthrough of the key controls over the purchase
and payment cycle, including tendering, and perform tests of control on key controls over the purchase and
payment cycle. Furthermore, we will perform analytical procedures on procurement through detailed
comparison with prior year balances and budget forecasts. Our testing will include an evaluation of whether
the City’s purchasing activities have complied with the Act and the Functions and General Regulations.

11.3 Fixed assets cycle
Reasons why RSM considers this area a significant risk

Property, Plant and Equipment and Infrastructure respectively constituted 22% and 73% of the City’s total
assets as at 30 June 2020. Under regulation 17A of the Financial Management Regulations, the City’s Plant
and Equipment type assets are to be measured under the cost model whereas Property and Infrastructure
is to be carried at fair value less accumulated depreciation and accumulated impairment losses. Under
regulation 17(4) of the Financial Management Regulations, the City is required to revalue an asset:

«  Whenever the local government believes the fair value of the asset is likely to be materially different from
its carrying amount; and

* In any event, within a period of at least 3 years but not more than 5 years after the day on which the
asset was last valued or revalued. We understand that they City will be revaluing land and buildings for
the year ended 30 June 2021.

Furthermore, in accordance with paragraph 9 of AASB 136 Impairment of Assets, the City is required to
assess at reporting date whether there is any indication that an asset may be impaired.

RSM audit response

We will carry out internal control testing over the City’s processes for determining inputs into fair value
measurements and perform detailed substantive testing on a sample basis of the related fair value
measurements.

We will review the City’s assessment that the fair value of Property and Infrastructure assets is not likely to
be materially different from their carrying amounts and the City’s consideration of any potential impairment
indicators.
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AUDIT COMMITTEE MINUTES 31 May 2021

5 GENERAL BUSINESS , LATE ITEM  Nil
6 MEETING CLOSURE

There being no further business the meeting was declared closed at
11.28am

Signed Dated




