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ATTENTION

This is a committee which has only made recommendations to Council. No action
should be taken on any recommendation contained in these Minutes. The Council
resolution pertaining to an item will be made at the Ordinary Council Meeting next
following this meeting.
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City of Nedlands

Minutes of a meeting of the Audit and Risk Committee held in the Council
Chamber at 71 Stirling Hwy, Nedlands on Thursday 29" July 2014 at 6.00
pm.

Declaration of Opening

The Presiding Member declared the meeting open at 6.01 pm and drew
attention to the disclaimer below.

(NOTE: Council at its meeting on 24 August 2004 resolved that should the
meeting time reach 11.00 p.m. the meeting is to consider an adjournment
motion to reconvene the next day).

Present and Apologies and Leave Of Absence (Previously Approved)

Committee Councillor I S Argyle (Presiding Member/ Dalkeith
Ward)
Members His Worship the Mayor R M Hipkins
Councillor T James Melvista Ward
Councillor L McManus Coastal Districts Ward
Staff Mr G Trevaskis Chief Executive Officer
Mr M Cole Director Corporate & Strategy
Mr R Senathirajah Manager Finance

Press Post Newspaper representative
Leave of Absence  Councillor G Hay Melvista Ward

(Previously Approved)

Apologies Councillor B Hodsdon Hollywood Ward
Ken Eastwood Community Member

Absent Nil.

Guests James Manning BDO
Vicky Yale BDO
Tony Macri Macri Partners
Terry Tan Macri Partners

Disclaimer

Members of the public who attend Council meetings should not act immediately
on anything they hear at the meetings, without first seeking clarification of
Council’'s position. For example by reference to the confirmed Minutes of
Council meeting. Members of the public are also advised to wait for written
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Audit and Risk Committee Minutes 29 July 2014

advice from the Council prior to taking action on any matter that they may have
before Council.

Any plans or documents in agendas and minutes may be subject to copyright.
The express permission of the copyright owner must be obtained before
copying any copyright material.

Public Question Time

A member of the public wishing to ask a question should register that interest
by notification in writing to the CEO in advance, setting out the text or substance
of the question. Questions tabled at the meeting may be unable to be answered
due to the requirement for technical research and will therefore be answered
direct afterwards.

Questions must relate to a matter contained within the agenda of this meeting.
There were no public questions.

Addresses By Members of the Public (only for items listed on the
agenda)

Addresses by members of the public who have completed Public Address
Session Forms will be invited to be made at this point.

There were no addresses from Members of the Public

Disclosures of Financial Interest

The Presiding Member reminded Councillors and Staff of the requirements
of Section 5.65 of the Local Government Act to disclose any interest during
the meeting when the matter is discussed.

There were no disclosures of financial interest.

Disclosures of Interests Affecting Impartiality

The Presiding Member reminded Councillors and Staff of the requirements
of Council’'s Code of Conduct in accordance with Section 5.103 of the Local
Government Act.

There were no disclosures of interest affecting impartiality.

Declarations by Members That They Have Not Given Due Consideration
to Papers

Members who have not read the business papers to make declarations at
this point.
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Confirmation of Minutes
Audit and Risk Committee Meeting 14 October 2013

The minutes of the Audit and Risk Committee held 14 October 2013 are to
be confirmed.

Moved — Councillor McManus
Seconded — Councillor James

The minutes of the Audit and Risk Committee held 13 February 2014

are confirmed.
CARRIED UNANIMOUSLY 4/-

Iltems for Discussion

Note: Regulation 11(da) of the Local Government (Administration)
Regulations 1996 requires written reasons for each decision made at the
meeting that is significantly different from the relevant written
recommendation of a committee or an employee as defined in section 5.70,
but not a decision to only note the matter or to return the recommendation
for further consideration.
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7.1 TERMS OF REFERENCE - AUDIT AND RISK COMMITTEE

Moved — Mayor M Hipkins
Seconded — Councillor James

That the Recommendation to Committee is adopted.
(Printed below for ease of reference)
CARRIED UNANIMOUSLY 4/-

Committee Recommendation / Recommendation to Committee

The Audit and Risk Committee notes the terms of reference.

Background

The purpose of the Audit and Risk Committee is to assist the Council to
discharge its responsibilities with regard to the exercise of due care, diligence
and skill in relation to:

e the reporting of financial information, the application of accounting
policies, and the management of the financial affairs of the City, and

e the assessment of the adequacy of the management of risk.

A copy of the terms of reference is attached for the information and reference
of the Audit and Risk Committee.

Attachment

1. Terms of Reference
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7.2  SUMMARY OF INSURANCE CLAIMS

Moved — Mayor M Hipkins
Seconded — Councillor McManus

That the Recommendation to Committee is adopted.
(Printed below for ease of reference)

CARRIED UNANIMOUSLY 4/-

Committee Recommendation / Recommendation to Committee

The Audit and Risk Committee notes the summary of insurance claims as
at 30 June 2014

Background

The Audit and Risk Committee has sought a summary of outstanding
insurance claims.

A summary of claims as at 30 June 2014 is attached.
Attachment

1. Summary of Insurance Claims as at 30 June 2014
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7.3 INSURANCE COVER 2014/15

Moved — Mayor M Hipkins
Seconded — Councillor James

That the Recommendation to Committee is adopted.
(Printed below for ease of reference)

CARRIED UNANIMOUSLY 4/-

Committee Recommendation / Recommendation to Committee

a. Therenewal report from LGIS for 2014/15;

b. The subsequently adjusted premiums for LGIS scheme covers for
2014/15; and

c. The CEO has sought the services for a suitably qualified insurance
broker to source quotations for the balance of the 2014/15 with a
further report on the outcomes to be submitted in due course.

Background

The City has sought quotations for the renewal of insurance for 2014/15 from
Local Government Insurance Services.

The attached renewal report was received and acceptance of premiums
contributions was accepted for all insurance classes previously provided.
Alternative quotations were received for Corporate Practices Liability
(Statutory Liability and Inquiry Costs) but this cover was not accepted.

Since accepting these quotations, the LGIS Board has determined that as the
City of Nedlands is not a member of WALGA, it is not entitled to the Member
benefits package. Accordingly, a 25% discount will not apply to scheme
covers. The quotations for non-scheme covers remains the same.

Formal notification of the LGIS board’s decision has not yet been received
and further advice on this will sought when received.

In the interim, the following increases for scheme covers are noted:
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Insurance Class | Initial 2014/15 Revised 2014/15 | Change
Contract Works | $8,712 $8,712 Nil
Councillors and $11,095.34 $11,095.34 Nil
Officers Liability
Journey Cover $475.75 $475.75 Nil
Motor Vehicle $54,869.39 $54,869.39 Nil
Personal $1,980 $1,980 Nil
Accident and
Travel
Total | $57,359.14 $57,359.14
Fidelity $1,933.43 $2,577 $643.57
Guarantee
Casual Hirers $3,927 $5,236 $1,309.00
LGIS Property $125,149.35 $166,865 $41,715.65
LGIS Liability $175,714.11 $234,283 $58,568.89
LGIS WorkCare | $222,851.08 $297,132 $74,280.92
Total | $529,574.97 $706,093 $176,518.03

The CEO will be arranging the appointment of a suitably qualified insurance
broker to source alternative cover for scheme covers and a report will be
presented back to the Audit and Risk Committee in due course.
Attachment

1. LGIS Insurance Renewal Report
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7.4 BDO — INTERNAL AUDIT PLAN

Moved — Councillor James
Seconded — Councillor McManus

That the Recommendation to Committee is adopted.
(Printed below for ease of reference)

CARRIED UNANIMOUSLY 4/-
Committee Recommendation / Recommendation to Committee
The Audit and Risk Committee notes the Audit plan from BDO.
Background
BDO was appointed as Internal Auditors for a period of three years. An audit
plan has been prepared in consultation with Administration and is presented
to the Audit and Risk Committee for consideration.
Representatives from BDO will be present at the Committee meeting to
answer any questions on the audit plan and consider feedback provided by
the Committee.

Attachments

1. BDO — Audit Plan
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7.5 BDO — INTERNAL AUDIT REPORTS

Moved — Mayor M Hipkins
Seconded — Councillor James

That the Recommendation to Committee is adopted.

(Printed below for ease of reference)
CARRIED UNANIMOUSLY 4/-

Committee Recommendation / Recommendation to Committee

The Audit and Risk Committee receives the Internal Audit Report and
notes the actions by Management to improve the controls already in
place.

Background

In accordance with the 2014/15 Internal Audit Plan, BDO undertook an
internal audit of the Cash and Bank processes as operated by the City of
Nedlands in May 2014.

The overall rating for the review is “Satisfactory” — defined by the Auditor as
“Overall a control framework is in place. Some improvements would improve
the control environment.”

The findings and recommendations are in the Internal Audit Report, together

with Management’'s comments. The report also gives a time-frame for the
implementation of the accepted recommendations.

Attachments

1. City of Nedlands — Cash and Bank Review
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7.6 MACRI PARTNERS — EXTERNAL AUDIT PLAN

Moved — Councillor McManus
Seconded — Mayor M Hipkins

That the Recommendation to Committee is adopted.
(Printed below for ease of reference)
CARRIED UNANIMOUSLY 4/-

Committee Recommendation / Recommendation to Committee
The Audit and Risk Committee notes the External Audit Plan
Background

Macri Partners are the City’s appointed External Auditors.

An Audit Plan has been submitted to inform the Audit and Risk Committee of
the Auditors responsibilities and how they plan to discharge them.

The Audit Plan sets out:

Scope of Audit

Financial Reporting Responsibilities
Audit Approach

Impact of Fraud on the Financial Report
Inquiries related to Risks of Fraud
Highlights for 2013/14

Materiality

Audit Engagement Team
Communications Plan and Timetable
Independence

Disclaimer

XTI T SQTm0a0 Ty

Representatives from Macri Partners will be present at the Committee
meeting to answer any questions on the External Audit Plan and consider
feedback provided by the Committee.

Attachments

1. Macri Partners — External Audit Plan
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Our review also covered an examination of some compliance matters, which are required under
the Local Government Act 1995 (as amended) and Financial Management Regulations 1996.

Please note that our examination of internal controls was carried out for audit purposes designed
primarily for the purpose of expressing an opinion on the financial statements of the City of
Nedlands.

Because of the inherent limitations of any internal control structure, it is possible that fraud, error,
or non-compliance with laws and regulations may occur and not be detected. Any projection of
the evaluation of control procedures to future periods is subject to the risk that the procedures
may become inadequate because of changes in conditions, or that the degree of compliance with
them may deteriorate.

it should be appreciated that the matters noted came toc our attention during the course of our
normal audit examination and as a result do not necessarily include all those matters which a
more extensive or special examination might identify.

Accordingly, our comments in this management letter are not intended to cover all aspects of the
City's internal controls and accounting systems and are limited to those matters that arose from

our normal audit procedures.

The following matters were noted and are brought to your attention.

BANK RECONCILIATIONS

During our review of the bank reconciliation for the month of January 2014 for the municipal and
trust bank accounts, we noted that the unpresented cheque listing included a number of old
cheques which were more than 15 months old. These stale cheques may no longer be presented
at the bank and should therefore be written back.

We recommend that the unpresented cheque listing be reviewed on a regular basis to ensure that

there are no old outstanding cheques in the list. Any long outstanding cheques should be
investigated and cleared from the system, as appropriate.

Management Comment:

Currently there are about a dozen cheques which are more than 15 months old. These are
being investigated, and where it is not possible to contact the recipients the cheques will
be written back before the end of this financial year.
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INVESTMENT OF FUNDS

We conducted a review of the investment of funds by the City of Nedlands at the time of our audit
visit.

An investment policy exists, which provides general guidelines as to the levels of risk and
exposure for the various types of investments that can be placed. Our review of the Council's
policy indicates that the policy has been prepared to ensure that all investments are made in
accordance with:

e Local Government Act 1995 - Section 6.14;

e The Trustees Act 1962 - Part lll Investments;

e Local Government (Financial Management) Regulations 1996 ~ Regulation 19, 28 and 49
¢ Australian Accounting Standards.

The Council manages its own investments. All investments placed appear to be appropriately
documented, authorized and correctly recorded in the Council's Investment Register.

However, the following matters were noted and are brought to your attention:

(i) Our review of the Council's Investment Policy indicates that it does not contain some key
elements stipulated in the Department of Local Government Guideline 19 for investments,
namely:

e Anticipate returns for the investment portfolio;

¢ Prohibit the purchase of speculative financial instruments;

¢ Prohibit the use of the investment portfolio for speculation;

e Require investments of the Council to be regularly re-valued to reflect prevailing
market prices;

o Prohibit the use of leveraging of an investment portfolio; and

* Require investments that are downgraded to below an acceptable rating benchmark to
be liquidated.

We recommend that the Council's Investment Policy be updated in line with the Department

of Local Government's guideline. This will provide guidance on various matters to be
considered when investing surplus monies.

Management Comment:

Council’s Policy on Investment of Council Funds stipulates that investments are
limited to three product types, viz;

- Interest bearing deposits

- Bank accepted / endorsed bank bills
- Managed Funds
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This limitation either incorporates the essence of key elements identified above, or
makes those elements redundant.

The general practice has been to refer to the DLG Guidelines where a principle is not
spelt out in detail in the Policy.

(i) At the time of the audit we noted that for several months of 2014 financial year the portion of
funds invested in one institution exceeded 30%. Section 3 of the Council’'s Investment Policy
states that amounts invested in any one institution is not to exceed 30% of the average annual
funds invested. We recommend this policy be adhered to or reviewed, keeping in mind
councils preference for investments only to be made with the ‘big four’ banks.

Management Comment:

At the time of placement of funds Management ensures that the amount with any one
of the four institutions does not exceed 30% of total invested funds. However, itis not
practical to ensure the 30% limit when deposits are drawn down for use, and there are
occasions when the percentage with one institution is more for a period of time (until
the next deposit matures). Council is fully aware when these situations arise as
investment reports are considered by Council each month.

The 30 % limit was adopted when the only restriction on the institutions with whom
funds could be placed were their respective credit ratings. In view of the subsequent
restriction in 2012 to the “big four banks”, a more workable limit will be 40% with any
one institution and this will be discussed with the Audit and Risk Committee when the
policy is next reviewed.

(i) We refer to Regulation 19C of the Local Government (Financial Management) Regulations
1996 which was introduced in April 2012. It stipulates among other things, when investing
money, a Council is not to place a deposit for a fixed term of more than 12 months or to invest
in bonds with a term to maturity of more than 3 years.

We noted that Section 6 of the Council's Investment Policy allows investments, including
term deposits to be placed for longer than 12 months if approved by Council. In view of this,
we recommend that the policy be amended to comply with the Regulation 19C of the Local
Government (Financial Management) Regulations 1996

Management Comment:

The recommendation will be incorporated in the next revision of the Policy.
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CREDITORS

During our audit, we noted that new suppliers are set up by the Accounts Payable Officer after
receiving a standard “Request for New Creditor Form”. Details obtained include Australian
Business Numbers (ABNs), bank account details, etc. The Accounts Payable Officer also
performs the data entry of supplier's invoices into the system. A risk associated with a user
having access to both functions would be the entry of a fictitious supplier and an associated
invoice.

Further, we noted that changes to the supplier master file (e.g. bank account details,
addresses etc.) can be made by the Accounts Payable Officer without any approval.

The Authority system can produce an “Audit Trail Report” which shows supplier master file
changes. We noted that whilst this report is available, it is not utilised for reviewing any new
additions or changes to supplier details.

We recommend that:

a) as a preventative control, the functions of setting up suppliers and data entry of supplier
invoices be segregated to address this risk or any new suppliers and changes in suppliers’
details be approved by senior management before being processed into the system, or

b) alternatively, a monitoring control be implemented which involves generating the “Audit
Trail Report” on a periodic basis for review by an independent senior officer to ensure that
updates to the creditors system only contain valid and authorised creditors and existing
creditor details are not amended without the knowledge of management.

Management Comment:

The entry of a fictitious supplier would require the collusion with one of the persons
authorised to sign off invoices for payment, as all invoices for payment have to be
authorised for payment and this is reviewed by the Finance Manager and the Director
of Corporate and Strategy.

The risk of bank account details being changed is real, and for that reason
Management prefers the alternate recommendation (b).

During our audit, we noted that new suppliers are set up by the Accounts Payable Officer after
receiving a completed “Request for New Creditor Form”. Details obtained include Australian
Business Numbers (ABNs), bank account details, etc.

We observed that there were no background checks (e.g. company extracts obtained to view
shareholders’ and directors’ details, etc.) performed on new suppliers before entry into the
system. Such checks serve as an anti-fraud control and can assist to identify current or past
Council employees, elected members, etc.
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1. Purpose of the Audit

The purpose of this audit plan is to summarise our external audit approach in relation to the statutory
audit of the City of Nedlands for the financial year ending 30 June 2014.

Our Audit Plan has been prepared to inform the officers and the Audit Committee of City of Nedlands
about our responsibilities as your external auditors and how we plan to discharge them.

The plan focuses on:

e Documenting our audit approach, including:
- audit process;
- materiality;
- approach to auditing key financial statement risk issues; and
- completion;
e Presenting our audit engagement team;
¢ Highlighting relevant independence and governance matters;
¢ Providing a preliminary assessment of timing;

Our audit approach is focused on assessing and responding to the risk of misstatement in the
financial statements.

We are committed to audit quality and the requirements of independence based on Macri Partners’
and the accounting profession’s strict rules and policies. We have made our initial assessment of
potential threats to independence and have adopted appropriately robust safeguards to address those
risks and protect independence.

2. Scope of the Audit

We will conduct an independent audit of the financial statements in order to express an opinion on it
to the ratepayers of the City of Nedlands.

Our audit will be conducted in accordance with Australian Auditing Standards with the objective of
reducing the level of material misstatement in the financial statements to an acceptably low level.
These standards have been fully updated and revised to improve their clarity and in some cases this
is accompanied by additional audit requirements. We are required to comply with them for the audit of
your 2013/14 accounts.

We plan and perform our audit to be able to provide reasonable assurance that the financial
statements are free from material misstatement and give a true and fair view. We use professional
judgement to assess what is material. This includes consideration of the amount and nature of
transactions.
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3. Financial Reporting Responsibilities

Management

e Prepare financial
statements and notes in
accordance with
Australian Accounting
Standards, Local
Government Act 1995
(as amended) and
Regulations under the
Act

e Design, implement and
maintain effective
internal control over
financial reporting
processes

e Risk management

e Exercise sound
judgement in selecting
and applying critical
accounting policies

e Safeguard assets

e Prevent, detect and
correct errors

e Prevent and detect fraud

e Provide representations
to external auditors

e Assess quantitative and
gualitative impact of
misstatements
discovered during the
audit on fair presentation
of the financial
statements

e Confirm the effective
operations of financial
reporting controls and
disclosures in the annual
financial statements

External Audit

e Conduct audit in
accordance with
professional standards
and applicable financial
reporting framework
(i.e. Auditing Standards
and Australian
Accounting Standards)

e Express an opinion on
whether the financial
statements present a
true and fair view in
accordance with
Australian Accounting
Standards, Local
Government Act 1995
(as amended) and
Regulations under the
Act

e Plan and perform the
audit to obtain
reasonable assurance
(not absolute
assurance) as to
whether the accounts
are free of material
misstatements,
whether caused by
error or fraud

e Maintain audit
independence

Audit Committee

e Create a culture of
honesty and ethical
behaviour; set the
proper tone and
emphasise fraud
prevention

e Oversee management,
including ensuring that
management
establishes and
maintains internal
control to provide
reasonable assurance
regarding integrity and
reliability of financial
reporting

¢ Oversee management
activities which ensure
appropriate risk
management and
controls are in place for
monitoring risk and
compliance with
policies, procedures
and laws

e Review the Council's
performance

e Liaise with the external
auditors to facilitate
external audit

e Review annual financial
statements and
recommend approval to
the Council
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4. Audit Approach

Our objective is to provide an independent auditor’'s opinion on the financial report of the City of
Nedlands for the year ending 30 June 2014. Our audit methodology is split into two stages and is
applied uniquely to your circumstances. It involves the following activities.

STAGE 1

N

/

Perform risk assessment procedures & identify risks
Planning e Determine audit strategy
(Interim Audit e Determine planned audit approach
Phase) e Understand and evaluate the overall control
environment
e Understand accounting and reporting activities
Control e Evaluate and test selected controls over key financial
eval_uation ‘ systems
(Interim Audit ! ) : :
Phase) . Rev!ew the internal auq?t function .
Review progress on critical accounting matters

Substantive
testing
(Final Audit
Phase)

Plan and perform substantive procedures

Conclude on critical accounting matters

Identify audit adjustments

Consider if audit evidence is sufficient and appropriate

STAGE 2

N\

Completion
(Final Audit
Phase)

Perform completion procedures & overall evaluation
Obtain management representations

Report matters of governance interest

Form our audit opinion

e External
audit plan

Financial
reporting
controls
e Interim Audit
Management
letter

e Summary of
audit
differences

e Audit opinion

e Management
letter (if
applicable)

Our audit approach is also based on understanding and evaluating your internal control environment
and where appropriate validating these controls, if we wish to place reliance on them. This work is
supplemented with substantive audit procedures, which include detailed testing of transactions and
balances and suitable analytical procedures.

Our audit procedures will focus on those areas of the City of Nedlands’ activities that are considered
to represent the key audit risks identified in our planning memorandum and through discussions with
management and the Audit Committee during the course of our audit.
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Revenue Completeness and accuracy Control testing on rates revenue, fees
of Rates and service charges, and charges and selected other
Grant income, Fees and revenue
charges and Other revenue
Test a sample of revenue transactions
to supporting documentation
Substantive analytical procedures
Expenses Completeness of operating Review of expenditure incurring and
expenses approval processes
Analytical review of operating
expenditure
Payroll Completeness of payroll Review and assess controls over the
expenses payroll process
Analytical review of employee
expenditure
Cash and Existence, completeness and Obtain external confirmations from the
Cash accuracy of cash and relevant financial institutions
Equivalents, investment balances held with
Investments financial institutions
Trade and Existence, completeness and Vouching subsequent receipts for
Other accuracy of receivables material balances
Receivables

Assess adequacy of provision for bad
and doubtful debts
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Property Plant
and

e Impairment of
property, plant and

Review of the reconciliation between
asset register and general ledger

Equipment, equipment,
Infrastructure Infrastructure Sample testing of acquisitions,
disposals and write-offs
e Appropriateness of
useful lives Review of depreciation/amortisation
charge for reasonableness
e Accuracy of
depreciation Charge Review fair value methodology
documentation prepared by
e Overhead allocation to management and valuation reports for
capital assets any independent valuations being
undertaken
e Appropriateness of .
asset capitalisation Checking how management has
policies internally reviewed (documentation of
the process and results) the City’s
« Land and Buildings to land and building assets and other
be reported at fair assets on fair value fo_r accuracy,
value (to comply with reasqnablenegs, quality anc_j
Reg 17) consistency with the Council’s
understanding of the classes of
assets.
Trade and e Completeness and Perform search for unrecorded
Other accuracy of Sundry liabilities
Payables Creditors and Accrued
Expenses Review of trade payables and accrued
expenses
Vouching significant balances
Borrowings Existence, completeness and Obtain external confirmations from the

accuracy of borrowings with
the Western Australian
Treasury Corporation (WATC)

WATC

Provisions for
Annual and
Long Service
Leave

Completeness, Accuracy and
Valuation of Annual and Long
Service Leave provisions

Review calculation of annual leave
and long service leave provisions
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5. Impact of Fraud on the Financial Report

In accordance with Auditing Standard ASA 240 “The Auditor’s responsibility to consider fraud
in an Audit of a Financial Report”, we will undertake specific procedures and report findings to

the Council in respect of financial reporting fraud.

phases of our work on fraud.

Discuss fraud

Assess fraud risk

Tailor audit
response

The following diagram highlights the

Meetings with management
Understand systems and controls
Known frauds

Preliminary fraud risk assessment

- Pressure to meet financial targets
- Employee pressures

- Management oversight

- Internal control framework

- Nature of industry

- Structure

- Attitudes / culture

Increased risk increases the level of
procedures;

Review and test the fraud risk assessment
process and systems and controls to
prevent, detect and deter fraudulent activity;

Identify and select specific journal entries
for detailed substantiation and review year-
end journals for appropriate evidence and
basis; and

Review significant accounting estimates for
management bias.
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6. Our Inquiries related to Risks of Fraud

Auditing Standard ASA 240 “The Auditor’'s responsibility to consider fraud in an Audit of a
Financial Report” requires that during the planning of our audit we obtain your views on the risk of
fraud. We make similar inquiries to management as part of our planning process; responses to these
guestions will assist us in planning our overall audit strategy and audit approach accordingly.

e Are you aware of, or have you identified any instances of, actual, suspected, possible, or
alleged non-compliance of laws and regulations or fraud, including misconduct or unethical
behaviour related to financial reporting or misappropriation of assets?

If so, have the instances been appropriately addressed and how have they been addressed?

e What are your views about fraud risks in the City of Nedlands?

e How do you provide effective oversight of programs and controls to prevent, detect and deter
fraud, including oversight over internal controls management has established to mitigate fraud
risks?
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7. Highlights — 2013/14 Financial Year
(a) Regulatory Environment

The first phase of fair value implementation was undertaken in the 2013 financial year with
respect to Furniture, Plant and Equipment.

Following the timetable set in the Regulation 17A of the Local Government (Financial

Management) Regulations 1996 and our discussion with management, the next class of
assets to be revalued by the City are as follows:

2013/14 Land and Buildings (including specialised and
non-specialised buildings valued at component
level)

2014/15 Infrastructure - given that Roads and Drainage

are already reported at management valuation,
the only remaining asset classes within
infrastructure to be brought at fair value are
Footpaths, Parks, Reticulation and Street

Furniture.

All other assets (including intangible, historical
and cultural assets, library books, art collections,
etc.)
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(b) Accounting Standards
There are a large number of new and revised Australian accounting requirements that apply

mandatorily for the first time to the reporting period ending 30 June 2014. The key applicable
ones, at this time, are summarised below:

AASB 13 Fair Value Measurement (New Standard)

Highlights

AASB 13 establishes a single source of guidance for determining the fair value of assets and
liabilities.

Implications

The new standard does not affect which items are required to be ‘fair-valued’, but specifies
and clarifies how an entity should measure fair value and disclose fair value information.

AASB 13 also expands the disclosure requirements for all assets or liabilities carried at fair

value. This includes information about the assumptions made and the qualitative impact of
those assumptions on the fair value determined.

AASB 119 Employee Benefits (Revised Standard)

Highlights

A revised standard on Employee Benefits has been issued establishing targeted
improvements throughout the Standard.

Implications

Employee benefits ‘expected to be settled wholly’ (as opposed to ‘due to be settled’ under
current standard) within 12 months after the end of the reporting period are short-term
benefits, and therefore not discounted when calculating leave liabilities. Annual leave not
expected to be used wholly within 12 months of end of reporting period will in future be
discounted when calculating leave liability.
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8. Materiality

Materiality drives the scope of our audit and is determined in accordance with the auditing standard
requirements. We plan and perform our audit to provide reasonable assurance that the financial
statements are free from material misstatement and give a true and fair view. We use professional
judgement to assess what is material. This includes consideration of the amount and nature of
transactions.

Overall materiality Our overall materiality for the Council is calculated | $500,000
as a percentage of gross operating expenditure;
this represents the level at which we would | 2% of Total Expenditure
consider qualifying our audit opinion and is | (2013 year) $27.10 M

consistent with the prior year.

Performance We determine performance materiality (from | $375,000
materiality overall materiality) in order to assess risks of

material misstatement and to determine the | which has

nature, timing and extent of audit procedures. been set at 75% of

Overall Materiality
This is the level to which we plan our audit work
and identify significant accounts.

Trivial error Auditing Standard ASA 450 Evaluation of | $25,000
threshold Misstatements Identified during the Audit requires
that we record all misstatements identified except | which has been set at
those which are “clearly trivial”. Matters which are | 5% of overall materiality
clearly trivial are those which we expect not to
have a material effect on the financial statements
even if accumulated. When there is any
uncertainty about whether one or more items are
clearly trivial, the matter is considered not to be
clearly trivial.

We determine a trivial error threshold (from
materiality) in order to accumulate misstatements
identified during the audit.

We will not report misstatements below the
threshold level unless we believe that the nature
of the misstatement should be of concern. We will
include a summary of any uncorrected
misstatements identified during our audit in our
year-end Report to the Audit Committee.

We will reassess materiality based on year-end results or new information to confirm whether it
remains appropriate for evaluating the effects of uncorrected misstatements on the financial
statements.
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9. Audit Engagement Team

The audit team consists of the key members listed below:

Responsible for the audit, including:

e agreeing the audit plan

e reporting to the audit committee

e management letters issued

e the quality of outputs

e signing of opinions and conclusions

e liaison with the Chief Executive Officer and
audit committee members

Audit Partner Anthony Macri

Responsible for:

e overall control of the audit engagement

Audit Manager Terry Tan e ensuring delivery to timetable

e delivery and management of targeted work
overall review of audit outputs

10. Communications Plan and Timetable

Auditing Standard ASA 260 ‘Communication of audit matters with those charged with
governance’ requires auditors to plan with those charged with governance the form and timing of
communications with them. We have assumed that ‘those charged with governance’ are the Audit
Committee.

Interim Audit Field Work March 2014
(Confirmed with Management)

Provide Interim Management Letter On completion of interim audit and
management responses received

Final Audit Field Work 25 August 2014 — 27 August 2014
(Confirmed with Management)

Present the Audit Findings Report to the Audit October 2014
Committee (Management to confirm)
Provide Audit Opinion on Financial Statements On completion of the final audit
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11. Independence

Independence and Objectivity Confirmation

Professional standards require auditors to communicate to those charged with governance, at least
annually, all relationships that may bear on the firm’s independence and the objectivity of the Audit
Engagement Partner and audit staff. The standards also place requirements on auditors in relation to
integrity, objectivity and independence.

The standards define ‘those charged with governance’ as ‘those persons entrusted with the
supervision, control and direction of an entity’. In your case, this is the Audit Committee.
Confirmation Statement

We confirm that as of May 2014 in our professional judgement, Macri Partners is independent within

the meaning of regulatory and professional requirements and the objectivity of the Audit Engagement
Partner and audit staff is not impaired.

12. Disclaimer

This audit plan has been prepared for the Audit Committee and management of the City of Nedlands
only. It should not be quoted or referred to, in whole or in part, without our prior written consent. No
warranty is given to, and no liability will be accepted from, any party other than the City of Nedlands.
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Audit and Risk Committee Minutes 29 July 2014

7.7 EXTERNAL AUDITOR’S INTERIM AUDIT REPORT

Moved — Councillor McManus
Seconded — Mayor M Hipkins

That the Recommendation to Committee is adopted.
(Printed below for ease of reference)
CARRIED UNANIMOUSLY 4/-

Committee Recommendation / Recommendation to Committee
The Audit and Risk Committee notes the interim audit report.
Background

The City’s External Auditors Macri Partners, carried out an interim audit during
May 2014 and covered a review of accounting and internal control procedures
in operation.

In addition, the interim audit also tested transactions in the following areas:

Bank reconciliations

Investment of Surplus Funds
Purchases

Payment and Creditors

Rate Receipts and Rate Debtors
Receipts and Sundry Debtors
Stores and Depot

General Accounting (Journal etc)
IT Controls

Property, Plant and Equipment
Registers (Tenders Register etc)
Minutes Review

XTI T SQTm0a0 Ty

The interim audit report identified a number of recommendations and
management has commented. All matters raised in the report have been
addressed and will be attended to prior to the completion of the final audit.
Attachments

1. Macri Partner — Interim Audit Report
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Audit and Risk Committee Minutes 29 July 2014

Date of next meeting
The date of the next meeting of this Committee is to be advised.
Declaration of Closure

There being no further business, the Presiding Member declared the meeting
closed at 6.58pm.
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