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INDEPENDENT COMMISSION AGAINST CORRUPTION

STATEMENT IN THE MATTER OF: Operation Ricco
PLACE:

Offices of Sparke Helm ore Lawyers
29/19 Martin PI, Sydney NSW 2000

NAME:

George Michael Glinatsis

ADDRESS:

Known to the Commission

OCCUPATION:

Councillor, City of Botany Bay Council

TELEPHONE NO: Known to the Commission
9 March 2016

DATE:

States:-

I. This statement made by me accurately sets out the evidence which I would be
prepared, if necessary, to give in Court as a witness. The statement is true to
the best of my knowledge and belief, and I make it knowing that, if it is
tendered in evidence, I shall be liable to prosecution if I have wilfully stated
in it anything which I know to be false or do not believe to be true.
2. I am

years of age.

3. 1 was elected to the City of Botany Bay Council ("Botany Bay Council") in
1991 and was most recently re-elected in September 2012. 1 held the position
ofDeputy Mayor from 1995 to 2013.

4. I have also been serving as Deputy Committee Chair ofthe Council's Finance
and Performance Committee since 2013 . I have also been serving as a
Member of the Audit Committee since mid-2011.
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5. In relation to experience and qualifications, I have the following:

An Accountant; Senior Auditor; Senior Management Auditor; or Consultant
working in Auditing for over 26 years;
A Member of the Institute of Public Accountants (now Institute of Financial
Accountants) since 1992 and a Fellow since 2012;
A Member of the Institute of Internal Auditors for over 20 years;
Australian Audit Practice: Introduction to Total Quality Management and
Performance Indicators (University of Sydney);
Local Government Management Principles and Practices 1 and 2 (University
of Technology);
Local Government Leadership (UTS Centre for Local Government);
Executive Certificate for Elected Members (UTS Centre for Local
Government);
Certificate IV- Government (Fraud Control):
Certificate IV- Workplace Training and Assessment;
Certificate III - Investigative Services

Audit Committee functioning

6. The Audit Committee was established formally in 2011. My recollection is
that this occurred as a result of guidelines prepared by the NSW Premier and
Cabinet, Division of Local Government, which recommended all Local
Governments establish an audit committee. These Guidelines are Exhibit 1 to
this statement
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7. Consequently, Council's Policies and Priorities Committee tabled a resolution
to this effect in May 2011. Exhibit 2 to this statement is the minutes of the
Policies and Priorities Committee, held on 4 May 20 II , at which the Audit
Committee was established. The minutes include the Audit Committee
Charter. The Audit Committee works to the rules of this charter.

EXHIBIT 2: MINUTES OF THE POLICIES AND PRIORITIES
COMMITTEE HELD ON 4 MAY 2011 INCLUDING THE AUDIT
COMMITTEE CHARTER.

8. In accordance with the Audit Committee Charter, the voting members of the
Committee comprised of myself (Councillor), Mr Norm Mah Chut (Chair,
Independent external member, former auditor Botany Bay Council) and Mr
Bob Howe (Independent external member, Director of Strategic Planning
Consultants).
9. The Charter also provides for three "attendees" (non-voting members of the
Committee); who were the General Manager, the Manager Finance and
Administration (who later became the former Chief Financial Officer), and
the Internal Auditor. The non-voting members attended and provided
assistance to the Committee, by answering questions or providing further
information in relation to any reports received.
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10. Finally, the Charter provides for other 'invitees' (also non-voting) such as
representatives of the external auditor or other offices who may attend by
invitation as requested by the Committee. In this regard I recall invitees such
as the Deputy General Manager, Ms Lorraine Cullinane, and on occasion Mr
John Patterson.
11. Recently Mr Mah Chut passed away and has been replaced temporarily by Mr
Patterson. Mr Patterson is a consultant to Council, and he is appointed as a
voting member (independent external) for that purpose. Mr Paterson is a
former General Manager of City of Botany Bay Council (1983 - 1986) and
since 2010 has provided administrative services to the Council as Manager,
Special Projects ..
12. The Audit Committee meets formally in accordance with the Charter.
13. The agenda typically includes the following topics:
•
•
•
•
•

Attendance
Apologies
Confirmation of minutes
Reports (including recommendations)
Closure of meeting

14. The reports presented to the Committee included audit reports from the
internal auditor, reports prepared by external parties such as Council's
external auditors and internal financial reports, usually prepared by the CFO.
15. Mr Goodman, Botany Bay Council's former CFO, regularly attended the
meetings of the Audit Committee and presented as required and answered
questions. The questions asked of him were usually by way of clarification,

1'

Witness~Mt.rv
~
Page 4 of 12

-

~~ - -

·--

----- - --

~-- - --------------------,

NSW ICAC EXHIBIT

STATEMENT IN THE MATTER OF: Operation Ricco
NAME: George Michael Glinatsis

for example, if there was a difference in the manner in which the external
auditors classified an item to which the CFO had classified it. I can't recall
any specific items at this time. He was an "attendee" in accordance with the
Charter.

I 6. Ms Cullinane regularly attended the meetings of the Audit Committee as an
"invitee" in accordance with the Charter.

She answered questions as

required.
I 7. Ms Lara Kirchner, General Manager, regularly attended the meetings of the
Audit Committee as an "attendee" in accordance with the Charter.

She

participated and answered questions as required .
18. The Committee' s focus is in accordance with the Charter and has
responsibilities under the Charter for risk management; control frameworks;
external accountability; legislative compliance; and internal and external
audits. The Committee discharged its responsibilities by agreeing to a
triennial Audit Plan affecting various parts of Council ' s business, reviewing
the progress of audits underway and any follow up to completed audits and
reviewing financial information provided by attendees at the meeting.
I 9. The objective of the Audit Committee is to provide independent assurance
and assistance to the City of Botany Bay on risk management; control;
governance and external accountability responsibilities.
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External Audit

20. Hill Rogers Spencer Steer (formerly Spencer Steer) have been Council 's
external auditors as long as I have been at Council (that is, since 1991 ).
21 . A representative from the external auditors attends Audit Committee
meetings when they are presenting the preliminary and final audits, and also
on approximately one other occasion per year. Their role at these meetings is
to present the Council ' s financial statements and answer any questions the
Committee has about the statements.
22. In all my attendances at the Audit Committee meetings, I do not recall ever
being provided with audit management letters from our external auditors. I
was not aware of the existence of audit management letters until I
commenced preparation of this statement.
23. To my recollection, the external auditors did not raise any serious issues with
the Committee during my membership. I do not recall the Committee being
alerted by the external auditors to any issues relating to the management of
the finances of the Council during this time.
24. I did not have any concerns about the quality of external audits. However, I
do not have direct visibility of them (by which I mean I didn' t see the auditors
actually performing their audit).

Internal Audit

25. The Internal Audit Plan is a three-year plan, which has been prepared by the
Internal Auditor and presented to the Audit committee for review and
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subsequent approval. The Committee ensures the Internal Auditor is working
in accordance with the Internal Audit Plan, by reviewing their progress
against the Internal Audit Plan, see for exan1ple the minutes of 15 October
2013, contained in the report to the Committee noted in paragraph 26 below.
26. The Internal Auditor presents at each Audit Committee meeting on both the
completed internal audits and any internal audits that are underway.

The

current Internal Audit Plan goes from July 2014 to June 2017. Exhibit 3 to
this statement is the current audit plans from 2014 to 2017. The Internal
Audits are presented by the Internal Auditor, currently Natasha Rai, and we
review them to see that there is a management response that is acceptable and
relevant to the recommendation.
27. The General Manager has reported to Council that a number of external
consultants and investigators have been retained to advise Council on
measures which should be implemented to deal with the issues that have
arisen as a result of the investigation by the ICAC. The work that is being
undertaken by these consultancies is ongoing and the Council is monitoring
the progress of the ICAC investigation to see what additional improvements
or changes can be implemented.

EXHIBIT 3: INTERNAL AUDIT PLAN 2014- 2017

Reporting
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28. The Audit Committee reports to the elected body on its decisions in the form
of Minutes to the Finance and Performance Committee. Reporting is as per
the Minutes of the Audit Committee and states that the Committee was
satisfied, or if required, identifies issues of significance. For example,
reference is made to the following Minutes in Exhibit 4 (which are Exhibit 4
to this statement):
•

The minutes of the Committee's meeting on 15 October 201 3 include a
presentation from the internal auditor on the progress of various audits
which were noted, as well as receiving and noting the final Internal Audit
Report of s94 Development Contributions.

•

The minutes of the Committee's meeting on 27 October 2015 note the
presentation by Council's external auditor, Mr Gary Mottau, the
Committee's satisfaction with the overall results for 2015 and, upon
completion of outstanding issues, the 2015 financial statements were to be
lodged with the Office of Local Government and referred to Council for
adoption

EXHIBIT 4: MINUTES OF THE COMMITTEE'S MEETINGS ON 15
OCTOBER 2013 AND 27 OCTOBER 2015
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29. I am the Deputy Chair of the Finance and Performance Committee. The
Finance and Performance Committee has its own Charter, which is Exhibit 5
to this statement.

EXHIBIT 5: THE FINANCE AND PERFORMANCE COMMITTEE
CHARTER
30. The Finance and Performance Committee came about in approximately 2013
when the current Mayor arranged a 'cabinet' system with a number of
Committees, and allocated these to different Councillors with the Deputy
Chair role, and the Mayor as Chair (this allocation focussing on the
Councillors' strengths and experience). One of these was the Finance and
Performance Committee (to which I was appointed as Deputy Chair); which
functions include monitoring and reviewing the internal audit function. It also
makes recommendations to Council on, amongst other things, reporting
documents

in

regard

to

quarterly

monitoring, long

term

financial

sustainability ofthe Council and Council ' s long term financial plan.
31. As an example of the manner in which the Committee discharged these
functions I attach, as Exhibit 6 to this statement, minutes from the meeting on
20 November 2013. The agenda is similar to that of the Audit Committee, but
reporting is in more detail on financial issues, as shown by the CFO's report
included in those minutes.
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EXHIBIT 6: MINUTES OF THE FINANCE AND PERFORMANCE
COMMITTEE MEETING ON 20 NOVEMBER 2013

32. Unless asked, the Audit Committee does not report the detail of what it
discusses to the Finance and Performance Committee or the elected Council
other than by way of the Minutes of the Meeting.
33. The Mayor is not a member or attendee of the Audit Committee.
34. I am aware of the final report of the NSW Independent Local Government
Review Panel and its report entitled "Revitalising Local Government dated
October 2013; which, includes recommendations at section 5 as follows:
Establish an integrated Fiscal Responsibility Program, coordinated by DLG
and also involving TCorp, !PART and LGNSW to address the key findings
and recommendations of TCorp's financial sustainability review and DLG ' s
infrastructure audit ( 5. I and 5.3 ).

2.

As part of the program :
•

Adopt an agreed set of sustainability benchmarks (5 .1)

•

Introduce more rigorous guidelines for Delivery Programs as
proposed in Box 9 (5.2)

•

Commission TCorp to undertake regular follow-up sustainability
assessments (5.3)

•

Provide additional training programs for councillors and staff
(5.3)
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•

Require all councils to employ an appropriately qualified Chief
Financial Officer (5.3)

3.

Place local government audits under the aegis of the Auditor General (5.4)

4

Ensure that the provisions of the State-Local Government Agreement are
used effectively to address cost-shifting (5 .5).

Attached to this statement and annexed as Exhibit 5 is a copy of the Final
Report of the New South Wales Independent Local Government Review
Panel.

EXHIBIT 7: REVITALISING LOCAL GOVERNMENT -

FINAL

REPORT OF THE NSW INDEPENDENT LOCAL GOVERNMENT
REVIEW PANEL- OCTOBER 2013

35. To my understanding, recommendation 5.4 has not yet been implemented. In
this regard, I am aware that the Government Response to the Independent
Local Government Review Panel recommendation 5.4 (which is Exhibit 8 to
this statement) included the comment that:
The OLG will therefore discuss the timing, cost and approach to
implementation with the Auditor General and the sector, in accordance with
the Intergovernmental Agreement, with a view to implementing the new
regime following legislative change from mid-20 16.
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EXHIBIT 8: FIT FOR THE FUTURE - NSW GOVERNMENT
RESPONSE TO THE INDEPENDENT LOCAL GOVERNMENT
REVIEW PANEL RECOMMENDATIONS

~'~'

Signatu~& , l'.c-=--J

u
II i,

~
;

Witness ·~U
/1

Page 12 of 12

NSW ICAC EXHIBIT

Exhibit 1

~:(~ ..;e/. dig I circular to councils
Circular No.
Date
DociD.

10-22
3 September 201 0
A209127

Contact

Investigations and Review Branch
02 4428 4100
dlg@dlg.nsw.gov .au

REVISED INTERNAL AUDIT GUIDELINES
The purpose of this circular is to announce the release of revised Internal Audit
Guidelines for local councils in NSW. The revised Internal Audit Guidelines are Director
General's Guidelines for the purposes of section 23A of the Local Government Act
1993.
In 2009 the Division of Local Government conducted a survey of councils to ascertain
the progress made towards implementing the Internal Audit Guidelines issued in
October 2008. Thank you to all councils that participated in that survey.
The results of the survey revealed that while considerable progress had been made
toward the implementation of the Internal Audit Guidelines, there were some areas
where further benefits could be achieved by strengthening or clarifying the Guidelines.
These included:
•

•
•

providing more guidance on the requirements for an independent audit
committee - such as characteristics of an independent member; ensuring that
staff are not members of the committee; recommending that the Mayor is not a
member of the committee
expanding the conflict of interests provisions of the Guidelines; and
clarifying the role of the general manager in the internal audit function.

Revised Internal Audit Guidelines have now been prepared that take into account the
findings of the survey.
In preparing the revised Guidelines, comments were sought from the Local
Government Internal Auditors Network (LGIAN) and the Institute of Internal Auditors
(NSW Chapter) (I lA). Their assistance in the revision of the Guidelines, to ensure that
they comply with better practice internal audit, is gratefully appreciated.
I anticipate that the revised Internal Audit Guidelines will provide further assistance to
local councils in implementing this most important component of the governance
framework of local councils.
Councils should review and update their internal audit arrangements to ensure they are
consistent with the revised Internal Audit Guidelines.
The revised Internal Audit Guidelines can be found on the Division's website (under
"Recent Publications") at www.dlg.nsw.gov.au.

tilrrhl

Ross Woodward
Chief Executive, Local Government
A Division of the Department of Premier and Cabinet
Department of Local Government
5 O'Keefe Avenue NOWRA NSW 2541
Locked Bag 3015 NOWRA NSW 2541
T 02 4428 41 00 F 02 4428 4199 TTY 02 4428 4209
E dlg@dlg.nsw.gov.au w www.dlg.nsw.gov.au ABN 99 567 863 195
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ACCESS TO SERVICES
The Division of Local Government, Department of Premier and Cabinet is located at:
Levels 1 & 2
5 O'Keefe Avenue
NOWRA NSW 2541

Locked Bag 3015
NOWRA NSW 2541

Phone 02 4428 4100
Fax 02 4428 4199
TTY 02 4428 4209
Level 9, 323 Castiereagh Street
SYDNEY NSW 2000

Locked Bag A5045
SYDNEY SOUTH NSW 1235

Phone 02 9289 4000
Fax 02 9289 4099
Email dlg@dlg.nsw.gov.au
Website www.dlg.nsw.gov.au
OFFICE HOURS
Monday to Friday
8.30am to 5.00pm
(Special arrangements may be made if these hours are unsuitable)
All offices are wheelchair accessible.
ALTERNATIVE MEDIA PUBLICATIONS
Special arrangements can be made for our publications to be provided in large print or an
alternative media format. If you need this service, please contact our Executive Branch on
02 9289 4000.
DISCLAIMER
While every effort has been made to ensure the accuracy of the information in this publication,
the Division of Local Government, Department of Premier and Cabinet expressly disclaims
any liability to any person in respect of anything done or not done as a result of the contents of
the publication or the data provided.

© NSW Division of Local Government 2010, Department of Premier and Cabinet
ISBN 1 920766 86 3
Produced by the Division of Local Government, Department of Premier and Cabinet
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Chief Executive's Foreword
Internal audit is an essential component of a good governance framework for all councils. At
both a management and councillor level, councils must strive to ensure there is a risk
management culture. Internal audit can assist in this regard.
Internal audit is widely used in corporate Australia as a key mechanism to assist councils to
manage risk and improve efficiency and effectiveness. At Federal and State Government
levels there are clear requirements for internal audit and risk management.
There is also growing acceptance of the importance of internal audit and risk management in
local government. It is pleasing to see that a number of councils in New South Wales are
showing leadership in fully embracing this concept. However, a survey of councils conducted
in 2009 by the Division of Local Government designed to assess the progress of councils in
implementation of the internal audit function highlighted that while progress is being made,
there is still opportunity for improvement. Effective internal audit and risk management
processes should become part of the 'business as usual' operations of councils.
With the implementation of Integrated Planning and Reporting, internal audit will play a vital
role at ensuring that the strategies adopted by council are being followed.
These guidelines propose oversight of council systems and processes through an audit
committee. The combination of an effective audit committee and internal audit function
provide a formal means by which councillors can obtain assurance that risk management is
working effectively. Similarly the internal audit process is an on-going mechanism to ensure
that the recommendations of the Promoting Better Practice reviews undertaken by the Division
of Local Government have been fully implemented.
This guide has been designed to help councils and county councils develop and implement
internal audit and risk management frameworks that will in turn build community confidence in
their managerial performance. I encourage all councils to use this guide to assist them in
building their own internal audit capability within their organisations.

Ross Woodward
Chief Executive, Local Government
A Division of the Department of Premier and Cabinet
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1. Introduction
The NSW Division of Local Government (DLG) believes that a professional Internal Audit
function is one of the key components of the effective governance of any council. In 2001, the
Independent Commission Against Corruption (ICAC) found that while 80% of local council
General Managers agreed that internal audit is important, only 20% of councils had an internal
audit function or audit committee.
These Internal Audit Guidelines, first released in 2008, are aimed at assisting councils put into
place effective internal audit practices.
In 2009 the DLG conducted a survey of councils to assess how they were progressing with the
implementation of the recommendations of the Guidelines. While the results of the survey
revealed that considerable progress has been made toward the implementation of the
Guidelines, with more than 50% of councils reporting that they had an internal audit function, it
also identified that there were some areas where some councils appeared to be having
difficulties and some areas where the Guidelines needed to be clarified.
These revised Guidelines have been developed to address the issues arising from the survey.
The Guidelines are designed to provide councils with assistance to implement internal audit
and risk management. There are already a large number of internal audit standards,
guidelines and publications in existence, such as the Institute of Internal Auditors' Internal
Audit Framework, Better Practice Guidelines - Local Government Entity Audit Committees
and Internal Audit (Victoria) and A Guide to Leading Edge Internal Auditing in the Public
Sector (Manitoba).
These Guidelines are Director General's Guidelines for the purposes of section 23A of the
Local Government Act 1993, issued by the Chief Executive, Local Government under
delegated authority. They describe internal audit and risk management systems for Local
Government in NSW. The Guidelines also include appropriate structures, functions, charter,
and membership of audit and risk management committees.
The Division acknowledges the lead role of the Local Government Internal Audit Network
(LGIANJ and the Institute of Internal Auditors in the development of these Guidelines.

Terminology
The following terms are used throughout this guidance paper:
•

Council is used in two contexts. Council can refer to the elected body of councillors,
the local government administration and staff and/or the entity as a whole. The term
also includes county councils.

•

The General Manager is the most senior member of management as per section 335
of the Local Government Act. Chief Financial Officer (CFO) refers to the most senior
member of staff within the finance and accounts area of the council.

•

Internal Audit Activity is used interchangeably with 'internal audit function' in
recognition that there are several methods of resourcing an internal audit function,
including outsourcing this to a third party provider or sharing resources with other
councils.

•

Audit Committee is the name used for the committee which provides independent
oversight of both the internal audit function and the external audit function . It provides
the council with independent oversight and monitoring of the council's audit processes,
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including the council's internal controls activities. This oversight includes internal and
external reporting, risk management activities, internal and external audit, and
compliance. It is not uncommon for the committee charged with these responsibilities
to be referred to by other names such as governance and risk management
committee; audit and risk management committee; internal audit committee.
•

External Audit refers to the review and certification of the financial reports as per
section 415 of the Local Government Act 1993.

•

Enterprise Risk Management is the holistic management of all risks within council, not
just insurable risks or Occupational Health and Safety.
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1.1.

What is Internal Audit?

Internal audit is described as 'an independent, objective assurance and consulting activity
designed to add value and improve an organisation's operations.

It helps an organisation accomplish its objectives by bringing a systematic disciplined
approach to evaluate and improve the effectiveness of risk management, control and
governance processes. ' 1
Internal audit's role is primarily one of providing independent assurance over the internal
controls and risk management framework of the council.
Management has primary day-to-day responsibility for the design, implementation, and
operation of internal controls.
Internal audit has no direct involvement in day-to-day operations, but it has a direct functional
relationsh ip with the General Manager and the council. An effective internal audit function
should evaluate and monitor the adequacy and effectiveness of the internal control framework
as a minimum .
Risk management is also an essential part of a council's management and internal control
framework. It looks at what risks the council may face and the best way to address these risks .
Assessment and management of risk is central to determining internal audit activities.
Internal audit's core competencies are in the area of internal control, risk and governance.
Typically, internal audit's scope will include some or all of the following areas:
•

Reliability and integrity of financial and operational information

•

Effectiveness and efficiency of operations and resource usage

•

Safeguarding of assets

•

Compliance with laws, regulations, policies, procedures and contracts

•

Adequacy and effectiveness of the risk management framework.

1.2.

Why my council should have an internal audit function.

All councils should have an internal audit function for the following reasons:
•

it supports good internal governance

• to ensure consistency with other levels of government
• to improve the effectiveness of risk management, control and governance processes
• helps to instil public confidence in an organisation's ability to operate effectively.
When considering an internal audit function , councils should consider the following issues:
• The need to extend council's understanding of risk management beyond traditional
areas of public liability and occupational health and safety, into areas such as
internal governance, fraud risk and broader regulatory risk.
• Whether council should have a uniform approach to assessing and managing risk ,
regardless of size or location.
• Whether it is feasible for council to pool resources with like councils or arrange
through regional organisations of councils for internal audit services.
1

International Professional Practice Framework (IPPF) 2009, The Institute of Internal Auditors, www.iia.org.au
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• Whether small management teams can feasibly conduct audits or internal reviews in
the absence of an audit function, with an appropriate degree of independence and
objectivity.
• How council can properly resource internal audit and internal control programs.

1.3.

How does internal audit fit in with other governance
functions and activities?

Good governance requires an organisation to have a proper framework in place to ensure
excellence in decision making, and that decisions are implemented efficiently and effectively.
Key components of good governance include the use of:

1.3.1.

•

Audit Committees

•

Internal and External Audit

•

Enterprise Risk Management

The Audit Committee

An audit committee plays a pivotal role in the governance framework. It provides councils with
independent oversight and monitoring of the council's audit processes, including the council's
internal controls activities. This oversight includes internal and external reporting, risk
management activities, internal and external audit, and compliance 2 • Given the key role of the
Audit Committee, for it to be most effective it is important that it is properly constituted of
appropriately qualified independent members.
A strong relationship between the audit committee and internal audit enables the committee to
meet its responsibilities and carry out its functions. An audit committee establishes the role
and direction for internal audit, and maximises the benefits from the internal audit function.
More information on the Division's expectations of audit committees in Local Government is
set out in section 4 of this document.

1.3.2.

External Audit

External audit is a statutory function that provides an opinion on the council's annual financial
reports, as required under Divisions 2 and 3 of the Local Government Act 1993. The primary
focus and responsibility is on providing an opinion on the financial report to council and its
external stakeholders.
Councils should be aware that the external auditor should not be expected to conduct a deep
or thorough review of the adequacy or effectiveness of a council's risk management
framework or internal controls. To obtain a deeper understanding of the scope of the external
auditor's report it is recommended that you read the disclaimer contained in the external audit
report in your council's statutory financial reports. The external auditor may place some
reliance on internal audit reviews, monitoring of internal control, including fraud control and
risk management as per the Australian Auditing Standards.
An effective internal audit function may contribute to the performance of external audit, as the
external auditor may be able to rely on some of the internal audit work performed, and the
stronger internal control environment that a strong internal audit function can create. This may
have an indirect benefit in reducing audit fees.

2

Auditing and Assurance Standards Board, Australian Institute of Company Directors, Institute of Internal Auditors,
Audit Committees A guide to good practice 2008
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1.3.3.

Management

Management has primary responsibility for the design and operation of the risk management
and internal control frameworks of the council. It is separate from the responsibilities of
external audit, internal audit and the audit committee. While these functions provide advice
and oversight in relation to the risk management and internal controls, they are not
responsible for its design or implementation. This responsibility lies solely with management.
Good governance in local government relies on a robust independent review of management,
finances, risks and operations.

1.3.4.

Risk Management

Risk management is an important component of corporate governance. Risk management is
the responsibility of management with oversight by council and the audit committee. Internal
audit can assist management to identify and evaluate the effectiveness of council's risk
management system and contribute to the improvement of risk management and control
systems. The annual Internal Audit plan should be developed after consideration of the
council's risk registers and those areas that are high risk to the organisation .
Internal audit will usually provide advice and assurance over the risk management and internal
control frameworks, but in order to maintain independence, internal audit will not be
responsible for its implementation of risk management or making decisions on how risks
should be treated. Risk management is an important area that is touched upon in more detail
in section 5 of this document.
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2. Establishing an Internal Audit Function
Key strategies aimed at ensuring that internal audit services conform with good practice: 3
•

Establish an audit committee, with a majority of members who are external
(independent) to council

•

Set up an independent reporting structure for internal audit (i.e report functionally
to the audit committee and administratively to the General Manager) and define its
functions and responsibilities with an internal audit charter

•

Adopt and comply with professional internal auditing standards

•

Recruit and retain capable staff

•

Establish and communicate a clear internal audit vision and strategy

•

Demonstrate the value of internal audit

•

Understand council, management and community stakeholder needs

•

Focus on risk

•

Review internal controls

•

Educate management on risks and controls

•

Continuously improve the quality of internal audit services.

Key Attributes of a good practice internal audit function in local government;4
•

Maintain independence and objectivity

•

Have clear roles and responsibilities

•

Comply with the internal auditors International Standards for professional practice
of internal auditing in planning and executing work

•

Have sufficient and appropriate resources to carry out audit work, as well as the
necessary skills, experience and personal attributes to achieve what is expected of
internal audit

•

Have regular and timely communication of findings and recommendations

•

Systematically conduct regular follow-ups on audit recommendations

•

Continuously monitor internal audit effectiveness

•

Adding value by proactive auditing and advice

•

Develop audit plans that are comprehensive and balanced, and are linked to
council's management of risks.

3

Jeffrey Ridley and Andrew Chambers. Leading Edge Internal Auditing. ICSA Publishing, 1998, pgs.
xxxiii, and 10 to 17.

4

Ridley and Chambers: as above

Guidelines under section 23A of the Local Government Act 1993

September 2010

12 11

NSW ICAC EXHIBIT

2.1.

Internal Audit Charter

An internal audit charter provides a comprehensive statement of the purpose, authority,
responsibilities and reporting relationships of the internal audit function . The audit committee
or council should approve the internal audit charter.
The content of an internal audit charter should:
•

Identify the purpose, authority and responsibility of the internal audit function

•

Establish internal audit's position within the organisational structure

•

Define reporting relationships of the internal auditor with the General Manager and
the audit committee

•

Define internal audit's relationship with the council's external auditor

•

Have provisions that authorise access to records, personnel, physical property,
and attendance at relevant meetings

•

Define the scope of internal audit activities, including any restrictions.

The internal auditor should periodically assess whether the purpose, authority and
responsibility, as defined in the charter, are still adequate. Results of the assessment should
be communicated to the audit committee.
A sample internal audit charter is contained at Appendix 3. Councils should tailor their charters
as considered appropriate for their circumstances.
The audit committee should also have a charter that sets out its roles and responsibilities and
its oversight of the internal and external audit functions, including any statutory duties. The
elected council should approve the audit committee charter (Appendix 2). An external quality
assessment every 5 years would assist this process.

2.2.

Professional Standards

Internal auditors in NSW local government should comply with appropriate professional
standards, such as the Institute of Internal Auditors (IIA) Standards and Code of Ethics. A
summary of the standards is shown at Appendix 1. The standards should be the basis of
policies, procedures, and plans. Internal audit should be performed with integrity, objectivity,
confidentiality and competency.
IIA Standards include the expectation that an internal audit function will establish policies and
procedures to guide internal staff in carrying out their work. Policies and procedures should
be periodically reviewed to ensure they are up to date with changes in professional practice .
The IlA is thanked for their kind permission to reproduce these standards in this document.

2.3.

Reporting lines

Generally, the internal audit function is led by a chief audit executive who is the most senior
member of staff in the organisation responsible for the internal audit function. The IIA's
Standards for the professional practice of internal auditing state that "The Chief Audit
Executive must report to a level within the organisation that allows the internal audit activity to
fulfil its responsibilities. The chief audit executive must confirm to the board, at least annually,
the organisational independence of the internal audit activity. The internal audit activity must
be free from interference in determining the scope of internal auditing, performing work, and
communicating results".
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For local government, the Internal Auditor should report functionally to the audit committee
and administratively to the General Manager. If matters involve the conduct of the General
Manager, an alternate reporting chain to the Mayor or a protected disclosure to the ICAC,
Ombudsman or the Division of Local Government (about serious and substantial waste in
local government) should be in place.
It should be remembered that pursuant to section 335 of the Local Government Act the
General Manager is responsible for the day-to-day management of council activities including
the direction of staff and implicitly the internal audit function. The General Manager may
choose to delegate this responsibility provided always that the delegation does not directly or
indirectly interfere with the ability of the Internal Auditor to conduct an internal audit function
free from interference as required by the IIA's Standards, referred to above (see section 3.4
below).
A clear and properly defined reporting relationship ensures that the Internal Auditor is
empowered to perform their role working with management. The direct reporting line to the
Audit Committee also acts as an adequate safeguard in the event of a serious breakdown in
internal controls or internal control culture at senior levels in the organisation.
Due to the reporting relationships of this key role, it is important that councils appoint an
internal auditor who has credibility, and can build relationships and influence decisions at the
most senior levels of council, including the audit committee and the General Manager.

2.4.

Options for Resourcing Internal Audit

Regardless of size, councils are encouraged to have an appropriately resourced internal audit
function . An internal audit function should have sufficient and appropriate resources to carry
out its work, including skilled auditors, appropriate technology tools, budgets and professional
development opportunities. Budget allocations should align to the approved audit plans.
While size and complexity of a council's operations will drive the size and overall budget of its
internal audit function, a small size of operation does not justify forgoing internal audit
altogether. The most efficient and effective means of resourcing the internal audit function
depends upon the individual circumstances of the council. It is recognised that smaller
councils may not be able to justify a full-time internal auditor. Guidance is provided below on
alternative resourcing models that may achieve the required outcomes on a cost effective
basis.

2.4.1.

Appointment of Full-Time or Part-Time Internal Auditor

Ideally the internal auditor should be an independent position reporting directly to the Audit
Committee and administratively to the General Manager, with no other operational or
management responsibilities. The role and duties and a sample position description are
described in more detail in the appendices.
Depending upon the size and complexity of the organisation, councils may consider
appointing an internal auditor or internal audit team. The appointment could be full-time or
part-time personnel and may be staffed by more than one auditor if the size of the council
demands.
Position descriptions should be set for internal audit staff and should identify required
qualifications and competencies, including:
•

Proficiency in applying internal audit standards, procedures and techniques

•

Proficiency in accounting principles and techniques if working extensively with
financial records and reports
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•

An understanding of management principles required recognising and evaluating
the significance of deviations from good business practices

•

An appreciation of fundamental concepts in areas such as accounting, economics,
commercial law, taxation, finance, quantitative methods and IT

•

Effective interpersonal skills

•

Skills in oral and written communication

•

Ability to identify key issues in any area under review

•

Ability to influence senior management as and when required

•

Knowledge of key information systems technology risks and controls and available
technology-based audit techniques.
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2.4.2

Outsourced or co-sourced function

Providing that independence requirements are adhered to, councils can contract their internal
audit function to private sector accounting firms or internal audit service providers. If this is the
preferred option, then councils need to ensure that the service provided is for a professional
internal audit service and not an extension of the financial assurance based external audit.
Councils should note that outsourcing or co-sourcing the internal audit function does not
abrogate the council's responsibility to oversee and manage the internal audit function.
In monitoring the performance of the internal audit services provided by accounting firms,
councils need to ensure that an appropriately qualified auditor is conducting the internal audit.
To ensure an effective and comprehensive internal audit program, contracted internal auditors
should have authority to independently set an ongoing audit program, which is not constrained
by a narrow scope of audit coverage pre-determined by management.
A co-sourced function is one where a staff internal auditor supplements audit services with an
outsourced internal audit service provider. An outsourced internal audit function is one where
the service provider assumes all the responsibilities of the internal audit function.
Several options are set out below:
•

Private sector accounting firms - most large accounting firms have specialist
internal audit divisions, which provide a good service. Internal audit is a
specialised skill and hence councils are advised to only use firms who have a
specialised internal audit division.

•

Boutique firms - a number of boutique firms exist that specialise in internal audit
services.

•

Internal audit contractors -there a range of experienced internal audit contractors
available for this sort of work.

•

NSW GTE - lAB Services is a State Government agency that provides internal
audit services to the public sector.

Each of these options will have their advantages and can be appropriate for different
circumstances. The advantages of using external providers include: flexibility; access to a
wide range of expertise; ability to access the service as and when required. Disadvantages
include loss of corporate knowledge and possible increased costs.
The NSW State Contracts Control Board has compiled a panel of qualified internal audit
service providers at competitive rates through a competitive tender process. Councils are
able to access this panel to save them time and effort in the procurement process and are
encouraged to do so.

2.4.3

Regional or Inter-Council Sharing of Internal Audit Resources

Councils are also encouraged to consider resourcing their internal audit function via
collaborative arrangements with other councils or through a regional organisation of councils
(ROC).
A ROC or some other body (such as a strategic council alliance) could agree to jointly employ
or contract an appropriately qualified internal auditor. This may have benefits in terms of
cross-council benchmarking , reduction in travel costs and access to a bigger resource pool
than would be available to a single council.
Each council should nevertheless establish its own independent audit committee and the
internal auditor would need to report separately to each council, maintaining confidentiality. A
funding model could be established that shares the costs on a user-pays basis between
participating councils, with internal audit costs based on an agreed cost sharing basis.
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Under this model, the appointed internal auditor would prepare an audit plan for each council,
based on individual council requirements . There will be some common systems and shared
knowledge and tools, such as audit planning, risk assessment, audit programs and
procedures.
A small team of internal auditors directed by a suitably qualified and experienced auditor could
be appropriate for serving several smaller councils in adjacent local government areas. This
model should result in lower audit costs compared to councils employing separate internal
auditors or consultants at various management levels.
Risk assessments and annual audit plans need to be designed with input from senior
management of each of the participating councils. The internal audit team will need to retain a
high degree of independence from management in the planning and conduct of audits. The
reporting framework will need to ensure the independence of the audits and confidentiality of
findings. The internal auditor should report directly to the General Manager and the Audit
Committee of each council.

2.4.4

Other Resources

The Local Government Internal Audit Network (LGIAN) represents internal auditors in NSW
local government and adds value to local government by promoting better practice internal
audit and sharing of information and resources. This group provides sharing of technical
expertise by internal audit professionals who are experienced in local government operations,
legislation and governance. Member councils host quarterly meetings. Contact details are
available from the Division of Local Government.
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3. Internal Audit Operations
3.1.

Adding Value

One of the primary objectives of the internal audit function is to add value to the council
operations. Adding value involves taking a proactive approach with a focus on risk,
organisational concerns and effective controls at a reasonable cost. By focusing audit work
on high risk areas, the organisation will benefit from assessments of their systems and gain
independent assurance on whether those systems that are critical to program delivery are
operating efficiently and effectively.
This risk approach contributes to preventative auditing, rather than relying on detecting issues
and exceptions after they have already eventuated.

3.2.

Roles and Responsibilities

An internal audit function should have clear roles and responsibilities. This includes complete
and unrestricted access to employees, property and records . Roles and responsibilities should
be communicated in the internal audit charter and position descriptions.

I Policies and Procedures Checklist

II

Councils should establish a manual of policies I procedures that guide internal auditors in their
work. The content of these policies I procedures should be consistent with relevant standards,
such as the IIA Standards, and cover the following topics:

Attribute Standards
•

Purpose, Authority and Responsibility

•

Independence

•

Proficiency and Due Care

•

Quality Assurance

Performance Standards

3.3.

•

Managing the Internal Audit Activity

•

Nature of the Work

•

Engagement Planning

•

Performing the Engagement

•

Communication of Results

•

Monitoring Progress

•

Resolution of Management's Acceptance of Risk.

Independence and Objectivity

An internal audit function should maintain an appropriate level of independence and
objectiveness through sound reporting relationships, and by those involved in internal audit
activities avoiding bias and conflicts of interest.

3.3.1

Avoidance of Bias and Conflict of Interest

Policies and procedures should be in place to help an internal audit ensure against the risk of
bias, particularly arising from perceived familiarity by virtue of long association with persons
the subject of internal audit activity.
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The Avoidance of Bias and Conflict of Interest Checklist ·
An internal auditor or person responsible for internal audit should have a process in place to
ensure that:
•

An internal auditor does not undertake audit work regarding operations I services
for which he I she has held responsibility within the last two (2) years.

•

An internal auditor who provides consulting services regarding a particular
operation I service is not the same auditor who provides assurance on that same
operation I service.

•

Internal auditors are rotated periodically whenever it is practical to do so;
alternatively, some other method is put in place to address the risks associated
with having the same auditors responsible for auditing the same unit I functional
area over a prolonged period.

I Position Description Checklist

II

The internal audit function should have written position descriptions for each level of audit
staff. The position descriptions for audit staff should identify required qualifications and
competencies, including:

3.4.

•

Proficiency in applying internal audit standards, procedures and techniques

•

Proficiency in accounting principles and techniques

•

An understanding of management principles required recognising and evaluating
the materiality and significance of deviations from good business practices

•

An appreciation of fundamental concepts in areas such as accounting, economics,
commercial law, taxation, finance, quantitative methods and IT

•

Effective interpersonal skills

•

Skills in oral and written communication .

Reporting Relationships

Councils establishing an internal audit function must provide appropriate independence for the
internal audit function by establishing some degree of separation of the function from
management.
In private companies, the internal auditor is accountable to the Board of Directors through the
Chairman of the Audit Committee. This approach cannot be directly reproduced under the
provisions of the Local Government Act 1993. Internal audit is an operational matter that falls
within the responsibility of the General Manager. Under section 335(1) of the Local
Government Act, the General Manager is responsible for the efficient and effective operation
of the council's organisation.
The separation of powers between the General Manager and the elected council is a key
element to the Act and accordingly both need to ensure that they do not interfere with or
control the exercise of each of these functions. It is therefore not appropriate for an internal
auditor to report directly to the mayor and/or councillors.
Internal auditors should be mindful of their obligation under section 11 of the ICAC Act to
report suspected areas of corrupt activity. Further, they may wish to report their findings under
the provisions of the Protected Disclosures Act 1994. This may be necessary if concerns are
raised in regard to the General Manager or other senior staff.
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Councils have the power to appoint an external audit firm to be the internal auditor. Where
possible this firm should not be the same one that provides council's external audit services.
This does not change the fact that internal audit remains an operational role. It should be
remembered that pursuant to section 335 of the Local Government Act the General Manager
is responsible for the day-to-day management of council activities including the direction of
staff and implicitly the internal audit function.
While management employs the internal auditor, the internal auditor is also expected to review ·
the conduct of management. Therefore, the internal auditor should be able to report to a
person or body with sufficient authority to implement internal audit recommendations.
It is important for the internal auditor to have direct access to the audit committee to monitor
the scope of the work of internal audit and to review the reports issued. This is achieved by
having the internal auditor attend meetings of the audit committee.
The appointment of an internal auditor does not give council the ability to direct the
performance of the internal audit function . However, councils can use the General Manager's
employment contract to ensure that relevant internal audit work is being undertaken as a
requirement of the General Manager's performance obligations.
The Internal Auditor should maintain independent reporting relationships with the audit
committee, General Manager and management. This requires:
•

Reporting functionally to the audit committee and administratively to the General
Manager

•

Reporting to an audit committee with external members

•

Internal audit charter to be approved by the audit committee and the audit
committee charter to be approved by council

•

Audit committee to approve of internal audit plans, and provide a forum for
discussion of areas worthy of internal audit attention

•

Audit committee to ensure coordination and cooperation of internal and external
auditors

•

Audit committee to make enquiries of management to determine if the scope or
budgetary limitations impede the internal audit's ability to function properly, and
ensure that the internal audit function is properly resourced

•

Reporting to the General Manager for budgeting and accounting, human resource
administration, internal communications, administration of policies and procedures.

Reporting to an audit committee with a majority of members, who are external and
independent to the council, ensures that internal audit operates independently from
management and can effectively review risk, control, governance processes and management
assertions.

II

jl Reporting Relationships Checklist
The audit committee should include persons external to the organisation. In the absence of
an audit committee , the internal auditor should report to a level within the organisation that
ensures that the internal audit is able to have broad audit coverage and to fulfil its
responsibilities independently and objectively.
Reporting functionality to an audit committee means the committee:
•

Approves the internal audit charter
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•

Approves short and long term audit plans

•

Comments on the performance of the internal auditor

•

Makes enquiries of management to determine if there are scope or budgetary
limitations that impede internal audit's ability to function properly

•

Ensures that the internal audit function is adequately resourced

•

Approves the scope of external assessments of the internal audit

•

Provides a forum for discussion to identify areas worthy of examination by internal
audit

•

Recommends to Council who should be the internal audit provider and/or has input
into the selection of the Chief Audit Executive.

Reporting administratively to the General Manager relates to day to day operations of internal
audit including:
•

Budgeting and accounting

•

Human resource administration

•

Internal communication I information flow

•

Administration of internal policies and procedures.

3.5.

Internal Audit Plans

Internal audit should prepare an audit plan that identifies internal audit's objectives and
strategies, and the audit work they wilt undertake.
Good practice internal audit plans wilt be based on a risk assessment of the council's key
strategic and operational areas to determine an appropriate timing and frequency of coverage
of each of these areas. Best practice will also include audit judgment of areas that should also
be reviewed despite not appearing as a high priority in the council's risk profile.
The annual plan will generally be developed with input from the General Manager and senior
management and approved by the audit committee. Generally, such a plan will identify:
•

The audit projects that wilt be carried out during the year and rationale for selecting
each

•

When each audit project is expected to commence and the time allocated for each

•

The performance measures that will be used to evaluate the performance in
relation to established goals I objectives and strategies

•

Any areas that cannot be covered within existing budgets and additional areas,
which in the opinion of the internal auditor, should be reviewed

•

Whether the audit projects identified require the use of external expertise.

A rolling three year plan of coverage can be proposed so that it can be readily determined
what areas will be covered in any given year, and if their area is not covered in a given year,
when it is scheduled for review. The ability of the internal auditor to execute this plan over a
three year cycle is a useful method to assess whether internal audit is adequately resourced .
However the plan should be reviewed at least annually to ensure that it still aligns with the
council's risk profile.
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Audit Plans Checklist
The internal auditor should have a long term strategic plan and annual work program to guide
their work.
Long term strategic plans that are prepared with input from and approval by the internal audit
committee should be risk based . They would generally include:
•

A description of the goals I objectives of internal audit

•

Key organisational issues and risks of the organisation prepared in consultation
with senior management, the audit committee , the external auditor and other
relevant parties

•

The strategies I priorities in order to address issues and risks.

Mid term operational plans may also be prepared to assist an organisation in the
implementation of the key strategies I priorities identified in the strategic plan . Typically these
plans would include aspects such as:
•

Staffing , competency needs

•

Professional development

•

Information technology requirements

•

Budgeting requirements

•

How performance monitoring, measurement, and internal I external assessments
will be operationalised .

The annual audit plan is prepared with input from and approval by the audit committee. It
should be developed based on the long term strategic plan and the mid term plan. Generally,
such a program will identify:
•

The audits and other types of projects that will be carried out during the year and
the rationale for selecting each

•

Staffing for each project, when it is expected to commence and the time allocated
for each

•

Financial budgets

•

The performance measures that will be used to evaluate performance in relation to
established goals I objectives and strategies

•

As applicable , the plans for internal I external assessments of an internal audit
group.

3.6.

Performing Internal Audits

Internal Auditors should perform internal audit reviews in accordance with the accepted
Institute of Internal Auditors (IIA) Standards and the IIA Code of Ethics for performance
standards, practices and guidelines. An outline is shown in the appendices. This includes:
•
•
•
•
•
•
•

planning the audit
defining the audit scope
identifying sufficient, reliable , relevant, and useful information to achieve the audit's
objectives
identifying and evaluating the risks
analysis and evaluation of controls
maintaining proper records of the audit and evidence collected and analysed
performing tests
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•
•

making recommendations
discussing audit results with relevant staff and management.

Internal Audit may also perform consulting engagements and investigations of allegations,
depending on the roles conferred in the Internal Audit Charter. Professional standards should
also be applied when conducting these types of reviews.

3. 7.

Communication of Audit Results

Internal audit should regularly communicate its findings and recommendations to the audit
committee, General Manager and management of the areas audited. An internal audit report
should communicate accurate, objective, clear, concise, constructive, complete and timely
information.
Audit reports should normally include background information, the audit objectives, scope,
approach, observations/findings, conclusions, recommendations and agreed management
actions. Reports should promote better practice options and explain why the recommended
changes are necessary and how they add value.
Reports and memos should share internal audit's observations on significant risk.exposures,
control issues, corporate governance issues, and other related audit matters. By sharing audit
criteria, explaining causes and consequences of audit observations, councils can gain an
understanding of the implications and impacts of the audit findings.
Depending on the size of the internal audit reports, summaries may be appropriate for the
General Manager and the audit committee with full reports available on request.

I

~

Internal Audit Reports Checklist
The following table is based on the IIA Professional Practices Framework.
../

Identifies the organisational units and activities reviewed and
provides explanatory information .

../

Indicates why the audit project was conducted, including whether
the report covers a scheduled engagement or is responding to a
request.

../

Includes the status of observations,
recommendations from prior audits.

Objectives

../

Statements that define intended engagement accomplishments.

Scope

../

Identifies the audited activities .

../

Identifies the time period reviewed .

../

Identifies related activities that are not reviewed .

Approach

../

Establishes the procedures for identifying, analysing, and
evaluating sufficient information to achieve the engagement's
objectives .

Observations I Findings

../

Identifies the standards, measures, or expectations used in making
an evaluation and I or verification (criteria) .

../

Identifies the factual evidence that the internal auditor found during
the
examination
conclusions
that
supports
the
and
recommendations (conditions) .

../

Identifies the reason for the difference between the expected and
actual conditions (causes).

Background
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Conclusions

Recommendations

Agreed actions

3.8.

../

Identifies the risk or exposure the organisation and I or others
encounter because the condition is not consistent with the criteria
(effect) .

../

Should be clearly identified.

../

Should be based on appropriate analyses and evaluations .

../

Should encompass the entire scope of an engagement.

../

Should relate directly to objectives .

../

Should be based on engagement observations and conclusion.

../

Should either be general or specific and call for action to correct
existing conditions or improve operations .

../

Should suggest approaches to correct or enhance performance .

../

An agreed set of actions proposed by management to address any
recommendations . (In some cases the internal audit teams may
move straight to agreeing actions and skip recommendations. This
is considered_g_ood practicej

Follow-Up on Audit Reports

The General Manager and audit committee should systematically review progress against
audit recommendations and agreed action plans. This ensures that a clear message is sent to
management and staff that these matters are important and are being reviewed at the most
senior levels in the organisation.
If management accepts a risk that internal audit believes is unacceptable, then this should
normally be discussed at an appropriate level in the organisation, including with the General
Manager and the audit committee, as considered appropriate.

3.9.

Access to Audit Reports

Internal audit reports are intended for internal use only. Where audit reports have findings that
are useful to other areas of council, internal audit may share this information on a limited
basis. Internal audit reports should be shared with the council's external auditor to assist them
in the course of their work. This permission should be documented in the audit committee
charter.
Councillors should also have access to the minutes of the Audit Committee. As the minutes
may contain confidential information, broader public access should be controlled. However the
council should be mindful of its obligations under the Government Information (Public Access)
Act 2009 to provide greater transparency and accountability.

3.10.

Annual report from the Audit Committee to Council

The audit committee should report regularly to the council on the management of risk and
internal controls. This may be done following each meeting of the audit committee, but as a
minimum, the audit committee should report at least annually to the full council on its oversight
role of the internal audit function. The General Manager should also provide an annual report
to the audit committee on the performance of the internal audit function .
Council may request the Chairperson of the Audit Committee to address the Council to
answer any enquiries about the operation of the Audit Committee.
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3.11.

Performance Measurement

Internal audit should have performance measures that are based on its specific goals I
objectives and performance targets that are derived from the internal audit group's plans I
strategies. Quality assurance and review of audit work papers in accordance with Australian
Auditing Standards is also an essential requirement to ensure the audit findings are
adequately evidenced and documented. The work of internal audit can be used by the
external auditors where they are satisfied of its quality as per the Australian Auditing
Standards AA610.

Performance Measurement System Checklist
Performance measures should provide information that enables the internal audit function to
determine whether its activities are achieving its charter and planned results (ie, the aims
expressed in its various types of plans).
The performance measurement system should be documented and should be clear on:
•

Performance data that is to be collected

•

The frequency of data collection

•

Who is responsible for data collection

•

Data quality control

•

Who generates performance data reports

•

Who receives such reports.

Performance measures may cover aspects such as:
•

Stakeholder satisfaction

•

Internal audit processes (eg, risk assessment I audit planning, performing the
audits, reporting, and value added)

•

Innovation and capabilities (training, technology, knowledge of business)

•

Control deficiencies identified and resolved by management

•

Cost/benefit analysis of internal audit recommendations.

An internal audit function should regularly report to the General Manager and the audit
committee on its progress against the annual internal audit plan.

3.12.

Independent Quality Review of Internal Audit

Internal audit should be subject to an external quality assessment of its performance using
accepted standards for performance measurement and evaluation at least every five years.
This is to provide assurance to the General Manager and council that internal audit is effective
and operating in accordance with the International Standards for the Professional Practice of
Internal Auditing.
The Institute of Internal Auditors provides a quality assessment framework for this purpose.

3.13.

Internal Audit and Protected Disclosures

Where there is otherwise no designated protected disclosures coordinator for the council, the
internal auditor can be appointed to fulfil the requirements of the Protected Disclosures Act
1994 and the provisions of council's internal reporting policy. Alternatively, the General
Manager can appoint the internal auditor to conduct an independent investigation of matters
arising from a protected disclosure.
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Protected disclosures are an important means by which councils can signal commitment to
ethical practice. They also can act as an early warning system for management and to assist
staff in making any disclosures of alleged corrupt conduct, maladministration or serious and
substantial waste of public money under the Protected Disclosures Act 1994.
Every public official has a statutory right to make a disclosure under the Protected Disclosure
Act to the following external agencies:
•
•
•
•
•

NSW Ombudsman
Independent Commission Against Corruption (ICAC)
Audit Office
Police Integrity Commission or
Division of Local Government, Department of Premier and Cabinet (about serious
and substantial waste in local government).

Councils should inform their councillors, staff and council delegates of the requirements and
protections of the Protected Disclosures Act 1994 through staff and councillor induction and
training programs.
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4. Establishing an Audit Committee
4.1.

What is an Audit Committee?

An audit committee pays a pivotal role in the governance framework to provide council with
independent oversight and monitoring of the council's audit processes, including the council's
internal control activities. This oversight includes internal and external reporting, risk
management activities, internal and external audit and compliance.5 . A strong relationship
between the audit committee and the internal audit function enables the committee to meet its
responsibilities and carry out its functions. An audit committee establishes the importance and
executive direction for an internal audit function, and ensures that the council achieves
maximum value from the internal audit function . The audit committee sets the appropriate tone
at the top. Guidelines for establishment and operations of audit committees in local
government are set out below.
No two audit committees will function in exactly the same way, nor should they. A dynamic
audit committee process is required for each council to cater for the particular internal and
external influences impacting upon them. The size and conduct of council audit committees
will also vary depending on a council's size and other circumstances.
Key characteristics of good practice audit committees are:

4.2.

•

A thorough understanding of the audit committee's position in the legal and
governance framework

•

Clearly defined roles and responsibilities

•

Members with relevant personal qualities, skills and experience, including at least
one member with a strong financial and/or audit background

•

The ability to maintain effective relationships with key stakeholders

•

The ability and capacity to conduct its affairs efficiently and effectively

•

A robust and considered process of assessment and continuous improvement.

Independence and Objectivity

The audit committee will achieve its independence by having a majority of independent
members external to council and its operations. In addition, it is highly desirable that all
members chosen exhibit an independence of mind in their deliberations and do not act as a
representative of a particular area of council, or with conflicts of interests. Regular rotation of
some or all members is also desirable to keep a fresh approach.
Ideally the audit committee should consist of at least three and preferably no more than five
members comprised of independent external members, who should be in the majority, and
councillors other than the Mayor (or an Administrator). Staff should not be members of the
audit committee.
When selecting committee members it is important to ensure that they have appropriate
qualifications and experience to fulfil their role. The following qualities are desirable when
appointing members:
Individuals should have:
);>

Knowledge of local government

);>

Strong communication skills

5

Auditing and Assurance Standards Board, Australian Institute of Company Directors, Institute of
Internal Auditors, Audit committees, A Guide to Good Practice 2008
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)>

High levels of personal integrity and ethics

)>

Sufficient time available to devote to their responsibilities as a committee member

)>

High levels of financial literacy and, if possible accounting; financial ; legal compliance
and/or risk management experience or qualifications.

The audit committee as a whole should have:
)>

At least one member with financial qualifications and experience

)>

Skills and experience relevant to discharging its responsibilities, including experience
in business, financial and legal compliance, risk management

Selection and Appointment of Committee Members

Committee members and the audit committee chair should be appointed by the council. This
could be done on the recommendation of a committee which has been convened by council
with the power to interview and recommend suitable candidates. It is important that the
process used is transparent and accountable.
If the council wishes to use this process then the committee should prepare a written report for
the council that provides details of the qualifications and experience of all eligible applicants
for the position(s) of independent audit committee member(s) or audit committee chair from
which the council can select the most suitable appointees.
Sufficient funds need to be allocated to the audit committee for it to operate effectively.
Council should resolve to provide a budget and funds for the audit committee, this should
include fees payable to the audit committee members.
Independent and councillor members

Independent and councillor members must be free from any management, business or other
relationships that could be perceived to interfere with their ability to act in the best interests of
the council.
When considering whether an individual has the necessary independence from council it is
common to examine the individual's past and current relationships with the council. Some of
the following are relationships that might affect the independent status of an independent
and/or councillor:
)>

Is a substantial shareholder; an owner, officer or employee of a company; or a
consultant, that is a material provider of professional advice, or goods, or services to
the council;

)>

Is employed by or has previously been employed by a council and there has not been
a period of at least two years between ceasing such employment;

To maximise both the real and perceived independence of the committee individuals currently
employed by a council cannot be considered as an independent member of a council audit
committee.
This list is not exhaustive and if one or more of the above examples is exhibited by an
independent or councillor it is possible that their status as an "independent" member of the
committee might be compromised .
Members and potential members of an audit committee need to ensure that they disclose to
the council any relationships that could be viewed by other parties as creating conflicts of
interests that impair either the individual's or the audit committee's actual or perceived
independence.
In order to maximise the effectiveness of the audit committee it is important for members to be
both independent and to be seen to be independent.
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Audit committee chair
The chair of the audit committee is critical to the overall effectiveness of the committee. The
chair of the committee should be independent and should not be the mayor or a member of
council. The council should select an audit committee chair who :
~

Is knowledgeable of the duties and responsibilities of the position as outlined in the
audit committee charter; especially about local government, financial reporting and
auditing requirements;

~

Has the requisite local government, financial and leadership skills;

~

Has the ability to build good relationships; and

~

Has strong communication skills

The term of appointment of the chair should be specified by the council.

4.3.

Structure and Membership

The structure and membership of an audit committee in the NSW local government
environment will depend on the size of the council. Membership should have a majority of
independent members and councillors (excluding the Mayor), with between 3·and 5 members.
Good practice in governance is that council staff should not to be members of the committee.
However, this may not be practical for some councils. The chair should be an independent
member. A suggested membership is:
•

1 or 2 councillors (excluding the mayor)

•

2 or 3 independent members, at least one with financial expertise and one of whom
should be the chair.

The internal auditor and Chief Financial Officer should be invited to attend all meetings. The
external auditor should also be invited to attend as an independent advisor.
To preserve the independence of the Audit Committee the General Manager should not be a
voting member of the Audit Committee. In accordance with section 376(2) of the Local
Government Act the General Manager is entitled to attend meetings of the Audit Committee .
Furthermore pursuant to Section 376(3) of the Local Government Act the General Manager
may only be excluded from the meeting while the committee deals with a matter relating to the
standard of performance of the General Manager or the terms of the employment of the
General Manager. However, the General Manager is not automatically entitled to be, nor
should the General Manager be, a member of the audit committee.
General Managers are strongly encouraged to enable the audit committee to conduct its
activities without undue influence from the General Manager.
It is recommended that, even though, pursuant to the Local Government Act, the General
Manager is entitled to attend all meetings, in line with better practice , the General Manager
should allow the audit committee to meet separately with each of the internal auditor and the
external auditor without the presence of management on at least one occasion per year.
A suggested structure for smaller councils is as follows:

•

1 councillor (excluding the Mayor)

•

2 independents - at least one with financial expertise

A structure for bigger councils could be:

•

1 or 2 councillors (excluding the Mayor)

•

2 or 3 independents- at least one with financial expertise and/or one with financial ,
legal or business expertise
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The audit committee should also have its own charter that sets out the roles and
responsibilities of the audit committee and its oversight of the internal and external audit
functions, including any statutory duties. The elected council should approve the audit
committee charter.
An example charter for audit committees is included in Appendix 2. Councils should not use
this example verbatim but should tailor it according to their specific circumstances.

4.4.

Audit Committee Operations

4.4.1.

Meetings

The audit committee should meet with sufficient frequency to meet its responsibilities.
The number of meetings and their duration will vary depending on the range and complexity of
the council and the committee's responsibilities. The audit committee should decide the
number of meetings needed for the year after taking into consideration:
•

The roles and responsibilities of the committee

•

Maturity of the committee and audit arrangements

•

The level and/or volume of internal and external audit activity

•

Key reporting deadlines

•

Significant developments or emerging risks for the entity, for example, restructuring,
policy initiatives or new programs

•

The potential resource implications versus the benefit to the committee and the entity
of more frequent meetings.

Generally, the audit committee should meet at least four times a year. It is also appropriate to
have meetings dedicated to considering the annual external audit plan, external management
letters and council's audited annual financial reports. Where significant issues arise during the
year, committees should consider the need to schedule additional meetings.
Where possible, the dates for audit committee meetings should be established 12 months in
advance, particularly where the committee has independent members with other
commitments. Each year the committee should agree a forward meeting plan, including
meeting dates, location and agenda items. When developing the forward meeting plan, the
committee should ensure it covers all the responsibilities outlined in its charter.
The audit committee charter should require the chair of the committee to hold a meeting if
asked to do so by another committee member or by the council or the General Manager.
There should also be provision for both the internal and external auditors to meet privately
with the chair of the audit committee if required , and this should be documented in the audit
committee charter.

4.4.2.

Functions

Clear roles and responsibilities should be given to an audit committee, and documented in the
audit committee charter (see Appendix 2 for a model charter). The broad responsibilities for
best practice include the following :
•

Risk management

•

The control framework

•

External accountability (including the council's annual audited financial reports)

•

Legislative compliance

•

Internal audit
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•

External audit

•

Approving the internal audit charter that will guide the activities of an internal audit
group

•

Having input into and approving an internal audit's long-term strategic plan and
annual audit plan

•

Having input into the appointment and remuneration of the internal auditor

•

Making enquiries of management and the internal audit to determine if there are
scope or budgetary limitations that impede an internal auditor's ability to function
properly

•

Approving the scope of an external assessment or equivalent internal assessment
of internal audit to be undertaken every 5 years; and internal assessments which
can be undertaken in intervening years if desired.

An audit committee, as a crucial component of corporate governance, is fundamental to
assisting the General Manager and council with their oversight function to:
•

Ens.ure all key controls are operating effectively

•

Ensure all key controls are appropriate for achieving corporate goals and
objectives

•

Meet their statutory and fiduciary duties

•

Provide a forum for discussing problems and issues that may affect the operations
of the internal audit group and acting as a forum for discussion

·•

Provide a forum for discussion to identify areas worthy of examination by an
internal audit group

•

Review the implementation of the annual audit plan and implementation of audit
recommendations.

4.4.3.

Conflict of Interests

Councillors, council staff and members of council committees must comply with the applicable
provisions of council's code of conduct in carrying out their functions as council officials. It is
the personal responsibility of council officials to comply with the standards in the council's
code of conduct and regularly review their personal circumstances with this in mind.
There will in all likelihood be times where matters to be considered by the Committee raise a
conflict of interests for a member of the committee. To preserve the integrity and
independence of the Audit Committee it is of utmost important that any conflict of interests is
appropriately managed.
This can be done by Committee members declaring any conflict of interests at the start of
each meeting or before discussion of a relevant agenda item or topic. Details of any conflict of
interests should be appropriately minuted.
Where members or invitees at Committee meetings are deemed to have a real or perceived
conflict of interests, it may be appropriate they be excused from Committee deliberations on
the issue where the conflict of interests may exist. The final arbiter of such a decision is the
Chair of the Committee.
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5. Enterprise Risk Management
5. 1.

What is Risk Management

Internal audit is not responsible for designing or implementing risk management in councils,
but is required to consider the risk management framework in planning and conducting audits.
Risk management is an essential part of effective corporate governance. It is defined as "the
culture, processes and structures that are directed towards realising potential opportunities
whilst managing adverse effects.'' 6 Enterprise Risk Management is the holistic management of
all risks within council, not just insurable risks or occupational health and safety.
The concept of risk has two elements, the likelihood of something happening and the
consequences if it happens. It is recommended that councils refer to the International
Standard "Risk Management- Principles and Guidelines" ISO 31000:2009(E) for detailed
guidance on risk management.
Risk can arise from internal or external sources, and might include exposure to such things as
economic or financial loss or gain, physical damage, failure of a project to reach its objectives,
ratepayer dissatisfaction, unfavourable publicity, a threat to physical safety or breach of
security, mismanagement, failure of equipment, corruption and fraud. Risks should not
necessarily be avoided . If managed effectively, they allow us to seize opportunities for
improving services and business practices.
Risks can be categorised according to the goals, objectives or outcomes in the council 's
strategic, management or business plans. At the highest level, these represent risks to the
council's ability to implement policy and deliver outcomes to the community. Risks also can
be categorised into:
•

Strategic risks (risks to the council's direction, external environment and to the
achievement of its plans)

•

Commercial risks (risks of commercial relationships, such as failed contractual
relationships)

•

Operational risks (risks to core business activities, such as inadequate human
resources, disasters or threats to physical safety)

•

Technical risks (risks of managing assets, such as equipment failure or structure
collapse)

•

Financial and systems risks (risks with financial controls and systems, such as fraud)

•

Compliance risks (risks to meeting regulatory obligations).

Risk management is a logical and systematic process that can be used when making
decisions and in managing performance. It is a means to an end and should be integrated into
everyday work. Good risk management is forward-looking and helps to improve business
decisions. It is not just about avoiding or minimising losses, but also about dealing positively
with opportunities. It is a powerful tool for local government managers.
Good risk management is based on a well-planned, logical, comprehensive and documented
strategy. This strategy provides general policy guidance, and plans and procedures that can
be used as part of the organisation's everyday work to manage risk.
Good risk management must be based on a strategy, but a strategy itself doesn't manage
risks. Leadership, effort by all levels of management and staff, and careful monitoring by
councillors and risk committees, are needed to make the strategy a success.
6

"Risk Management- Principles and Guidelines" ISO 31000:2009(E)
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Focus should be on embedding a risk management philosophy into organisational decision
making and providing tools to enable this process. Where major risks are identified then
managerial effort should be directed to managing those ri~ks . Overly complex approaches to
risk management will divert resources from the main objective of better management
performance, and hence a common sense approach is encouraged.

5.2.

Why Implement Risk Management?

Increasingly, risk management is a mainstream activity embedded into good management in
both the private and public sectors. Through better understanding of risks, and their likelihood
and consequences, councils and their staff will be better prepared to anticipate these risks and
take appropriate action.
By utilising risk management principles, councils are able to maximise the likelihood of
successfully achieving their goals through proactive treatment of risks resulting in the following
outcomes:
•

Higher level of service delivery

•

Efficient and effective allocation of resources

•

Improved responsiveness and flexibility

•

Increased accountability and transparency

•

Reduced stress to council staff and management.

It is also hoped that effective risk management will result in fewer surprises and unanticipated
negative events.

5.3.

Risk Management in New South Wales Local Government

The Local Government Act 1993 was enacted in an era before enterprise risk management
was a widely accepted element of good governance. The Act nevertheless requires councils,
among other things, to:

"provide directly or on behalf of other levels of government, after due consultation,
adequate, equitable and appropriate services and facilities for the community and to
ensure that those services and facilities are managed efficiently and
effectively". 7
The Act also requires Councillors:
"to review the performance of the council and its delivery of services, and the
management plans and revenue policies of the council'.a
and that the General Manager:

"is generally responsible for the efficient and effective operation of the council's
organisation and for ensuring the implementation, without undue delay, of decisions of
the council". 9
While there is currently no specific reference to risk management in the Act, it is implicit in
each of the above broader requirements for efficiency, effectiveness and oversight.
The Division of Local Government's Promoting Better Practice Program reviews have
frequently made recommendations to actively encourage councils to undertake a
comprehensive risk management plan across all functions of council to proactively identify and
manage risk exposures.

7

Local Government Act 1993 - Section 8
Local government Act 1903 Section 232(1)
9
Local government Act 1903 Section 335( 1)

8
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One of the key roles of the internal auditor is to provide advice and assurance over the risk
management and internal control frameworks. To maintain independence, internal audit will
not normally be responsible for the implementation of risk management or making decisions
on how risks should be treated.

5.4.

Risks Inherent Within Local Government

While each council will have different sizes and complexities in its structure and operations,
and these in turn will generate different risks, there are a number of risks that will be common
to the sector and be applicable in some form to most councils.
As a first step, councils may wish to identify material risks to the achievement of the council's
goals, objectives and desired outcomes of the council 's strategic, management and/or
business plans. At the highest level, these represent risks to the council's ability to implement
policy and deliver outcomes to the community.
A number of common risks for local government are set out in Appendix 5, which may assist in
this process.

5.5.

Whole-Of-Government Risk Management

Councils often face risks that significantly influence other risks (such as inadequate staff skills
or low morale that influence productivity). These links between risks are important- a risk may
not look significant in isolation, but is significant when its flow-on effect is considered .
As whole-of-government approaches become more common, state-sector risks - risks that
affect the state as a whole - are becoming better understood and therefore can be better
managed.
Councils will increasingly need to understand state-sector risks, and to pay greater attention to
identifying and working with other layers of government to manage them. There are 3 types of
state-sector risk, each of which calls for a different response:
• Council-level risks (such as the risks above). These can become risks to the State
because of their size and significance, because of the wider impact of measures to
manage them, or because of poor management by councils.
• Inter-agency risks, which if unmitigated by one agency, become risks for other agencies
(such as the link between meeting the educational and social needs of teenagers and
anti-social behaviour).
• State-wide risks, which are beyond the boundaries of any one council and call for a
response across councils coordinated by a central council (such as bushfires, floods and
other emergencies).
There is no such thing as a risk-free environment, but many risks can be avoided, modified or
shared through good risk management. Similarly it is not desirable to attempt to create a riskfree environment and not all risks should be reduced . It may be appropriate in some
circumstances to retain the risk, or even look at increasing the level of risk taken.
Risk management is an effective tool to identify, evaluate and manage both risks and
opportunities at all levels of the organisation. Good risk management also takes advantage of
opportunities while analysing and dealing with risks.
Risks should not necessarily be avoided. If managed effectively, they allow councils to seize
opportunities for improving services and business practices and avoiding unexpected negative
impacts.
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5.6.

Other Guidance

Risk management is a common sense, yet highly evolved discipline. This guide aims to
provide grounding on some of the key principles and practices councils should embrace. For
those seeking a deeper understanding of risk management principles and practice, the
Division recommends:
•

International Standard ISO 31000:2009(E) risk management guidelines

•

ISO Guide 73:2009 Risk Management- Vocabulary

•

ISIIEC 31010 Risk Management- Risk Assessment Techniques

Principles and

These important publications provide detailed and authoritative guidance about risk
management practices. They constitute a step-by-step guide for councils wanting to develop
and implement risk management frameworks.
Although not all organisations use this approach , public sector risk management continues to
expand beyond a financial focus to encompass all parts of an organisation's business and
services. The Commonwealth Government based its Guidelines for Managing Risk in the
Australian Public Service on this standard. See www.apsc.qov.au/mac/index.htm.
The Australian National Audit Office describes the key components of effective risk
management, as well as the importance of developing a risk management culture, in its better
practice guide, Public Sector Governance Volume 16. See www.anao.gov.au.
CPA Australia has a number of publications relating to public sector risk management. They
include Case Studies in Public Sector Risk Management: Better Practice Guide; Enterprisewide Risk Management: Better Practice Guide; Public Sector Risk Management: A State of
Play;
and
Research
Report
on
Public
Sector
Risk
Management.
See
www.cpaaustralia.eom .au/20 cpastore.
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Appendix 1 - Summary of Internal Audit Standards and
Professional Practices Framework
The Institute of Internal Auditors

International Standards for the Professional Practice of Internal Auditing
Reprinted with permission of the Institute of Internal Auditors, Australia. Note that these
standards are under continuous development and hence while correct at the time of
publication, readers should obtain the latest version of the standards from 1/A Australia.

The purpose of the Standards is to:
1. Delineate basic principles that represent the practice of internal auditing, as it
should be.
2. Provide a framework for performing and promoting a broad range of value-added
internal audit activities.
3. Establish the basis for the evaluation of internal audit performance.
4. Foster improved organisational processes and operations.
The structure of the Standards is divided between Attribute and Performance Standards.
Attribute Standards address the attributes of organisations and individuals performing internal
auditing. The Performance Standards describe the nature of internal auditing and provide
quality criteria against which the performance of these services can be measured. The
Attribute and Performance Standards are also provided to apply to all internal audit services.
Implementation Standards are also provided to expand upon the Attribute and Performance
standards, by providing the requirements applicable to assurance (A) or consulting (C)
activities.
The Standards are part of the International Professional Practices Framework (IPPF). The
IPPF includes the Definition of Internal Auditing, the Code of Ethics, the Standards, and other
guidance. Guidance regarding how the Standards might be applied is included in Practice
Advisories that are issued by the Professional Issues Committee.
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Attribute Standards
Attribute Standards
1000- Purpose, Authority, and Responsibility
The purpose, authority, and responsibility of the internal audit activity must be formally defined
in an internal audit charter, consistent with the Definition of Internal Auditing, the Code of
Ethics, and the Standards. The chief audit executive must periodically review the internal audit
charter and present it to senior management and the board for approval.
Interpretation:
The internal audit charter is a formal document that defines the internal audit activity's
purpose, authority, and responsibility. The internal audit charter establishes the internal audit
activity's position within the organisation; authorizes access to records, personnel, and
physical properties relevant to the performance of engagements; and defines the scope of
internal audit activities. Final approval of the internal audit charter resides with the board.
1000.A1 - The nature of assurance services provided to the organisation must be
defined in the internal audit charter. If assurances are to be provided to parties outside
the organisation, the nature of these assurances must also be defined in the internal
audit charter.
1000.C1 - The nature of consulting services must be defined in the internal audit
charter.
1010 - Recognition of the Definition of Internal Auditing, the Code of Ethics, and the
Standards in the Internal Audit Charter
The mandatory nature of the Definition of Internal Auditing, the Code of Ethics, and the
Standards must be recognized in the internal audit charter. The chief audit executive should
discuss the Definition of Internal Auditing, the Code of Ethics, and the Standards with senior
management and the board.
1100 -Independence and Objectivity
The internal audit activity must be independent, and internal auditors must be objective in
performing their work.
Interpretation:
Independence is the freedom from conditions that threaten the ability of the internal audit
activity or the chief audit executive to carry out internal audit responsibilities in an unbiased
manner. To achieve the degree of independence necessary to effectively carry out the
responsibilities of the internal audit activity, the chief audit executive has direct and
unrestricted access to senior management and the board. This can be achieved through a
dual-reporting relationship. Threats to independence must be managed at the individual
auditor, engagement, functional, and organisational levels.
Objectivity is an unbiased mental attitude that allows internal auditors to perform engagements
in such a manner that they believe in their work product and that no quality compromises are
made. Objectivity requires that internal auditors do not subordinate their judgment on audit
matters to others. Threats to objectivity must be managed at the individual auditor,
engagement, functional, and organisational levels.
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1110- Organisational Independence
The chief audit executive must report to a level within the organisation that allows the internal
audit activity to fulfil its responsibilities. The chief audit executive must confirm to the board , at
least annually, the organisational independence of the internal audit activity.
1110.A1- The internal audit activity must be free from interference in determining the
scope of internal auditing, performing work, and communicating results.
1111 - Direct Interaction with the Board
The chief audit executive must communicate and interact directly with the board .
1120 -Individual Objectivity
Internal auditors must have an impartial, unbiased attitude and avoid any conflict of interest.
Interpretation:
Conflict of interest is a situation in which an internal auditor, who is in a position of trust, has a
competing professional or personal interest. Such competing interests can make it difficult to
fulfil his or her duties impartially. A conflict of interest exists even if no unethical or improper
act results. A conflict of interest can create an appearance of impropriety that can undermine
confidence in the internal auditor, the internal audit activity, and the profession. A conflict of
interest could impair an individual's ability to perform his or her duties and responsibilities
objectively.
1130 -Impairment to Independence or Objectivity
If independence or objectivity is impaired in fact or appearance, the details of the impairment
must be disclosed to appropriate parties. The nature of the disclosure will depend upon the
impairment.
Interpretation:
Impairment to organisational independence and individual objectivity may include, but is not
limited to, personal conflict of interest, scope limitations, restrictions on access to records,
personnel, and properties, and resource limitations, such as funding.
The determination of appropriate parties to which the details of an impairment to
independence or objectivity must be disclosed is dependent upon the expectations of the
internal audit activity's and the chief audit executive's responsibilities to senior management
and the board as described in the internal audit charter, as well as the nature of the
impairment.
1130.A1 - Internal auditors must refrain from assessing specific operations for which
they were previously responsible . Objectivity is presumed to be impaired if an internal
auditor provides assurance services for an activity for which the internal auditor had
responsibility within the previous year.
1130.A2 - Assurance engagements for functions over which the chief audit executive
has responsibility must be overseen by a party outside the internal audit activity.
1130.C1 - Internal auditors may provide consulting services relating to operations for
which they had previous responsibilities.
1130.C2 - If internal auditors have potential impairments to independence or
objectivity relating to proposed consulting services, disclosure must be made to the
engagement client prior to accepting the engagement.
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1200- Proficiency and Due Professional Care
Engagements must be performed with proficiency and due professional care.
1210 - Proficiency
Internal auditors must possess the knowledge, skills, and other competencies needed to
perform their individual responsibilities. The internal audit activity collectively must possess or
obtain the knowledge, skills, and other competencies needed to perform its responsibilities.
Interpretation:
Knowledge, skills, and other competencies is a collective term that refers to the professional
proficiency required of internal auditors to effectively carry out their professional
responsibilities. Internal auditors are encouraged to demonstrate their proficiency by obtaining
appropriate professional certifications and qualifications, such as the Certified Internal Auditor
designation and other designations offered by The Institute of Internal Auditors and other
appropriate professional organisations.
1210.A1 - The chief audit executive must obtain competent advice and assistance if
the internal auditors lack the knowledge, skills, or other competencies needed to
perform all or part of the engagement.
121 O.A2 - Internal auditors must have sufficient knowledge to evaluate the risk of
fraud and the manner in which it is managed by the organisation, but are not expected
to have the expertise of a person whose primary responsibility is detecting and
investigating fraud.
1210.A3 - Internal auditors must have sufficient knowledge of key information
technology risks and controls and available technology-based audit techniques to
perform their assigned work. However, not all internal auditors are expected to have the
expertise of an internal auditor whose primary responsibility is information technology
auditing.
1210.C1 -The chief audit executive must decline the consulting engagement or obtain
competent advice and assistance if the internal auditors lack the knowledge, skills, or
other competencies needed to perform all or part of the engagement.
1220 - Due Professional Care
Internal auditors must apply the care and skill expected of a reasonably prudent and
competent internal auditor. Due professional care does not imply infallibility.
1220.A1 -Internal auditors must exercise due professional care by considering the:
•
•
•
•
•

Extent of work needed to achieve the engagement's objectives;
Relative complexity, materiality, or significance of matters to which assurance
procedures are applied;
Adequacy and effectiveness of governance. risk management, and control
processes;
Probability of significant errors, fraud, or noncompliance; and
Cost of assurance in relation to potential benefits.

1220.A2- In exercising due professional care internal auditors must consider the use
of technology-based audit and other data analysis techniques.
1220.A3 - Internal auditors must be alert to the significant risks that might affect
objectives, operations, or resources. However, assurance procedures alone, even
when performed with due professional care, do not guarantee that all significant risks
will be identified.
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1220.C1 - Internal auditors must exercise due professional care during a consulting
engagement by considering the:
•
•
•

Needs and expectations of clients, including the nature, timing, and
communication of engagement results;
Relative complexity and extent of work needed to achieve the engagement's
objectives; and
Cost of the consulting engagement in relation to potential benefits.

1230- Continuing Professional Development
Internal auditors must enhance their knowledge, skills, and other competencies through
continuing professional development.
1300- Quality Assurance and Improvement Program
The chief audit executive must develop and maintain a quality assurance and improvement
program that covers all aspects of the internal audit activity.
Interpretation:
A quality assurance and improvement program is designed to enable an evaluation of the
internal audit activity's conformance with the Definition of Internal Auditing and the .Standards
and an evaluation of whether internal auditors apply the Code of Ethics. The program also
assesses the efficiency and effectiveness of the internal audit activity and identifies
opportunities for improvement.
1310- Requirements of the Quality Assurance and Improvement Program
The quality assurance and improvement program must include both internal and external
assessments.
1311 -Internal Assessments
Internal assessments must include:
•
•

Ongoing monitoring of the performance of the internal audit activity; and
Periodic reviews performed through self-assessment or by other persons within the
organisation with sufficient knowledge of internal audit practices.

Interpretation:
Ongoing monitoring is an integral part of the day-to-day superv1s1on, review, and
measurement of the internal audit activity. Ongoing monitoring is incorporated into the routine
policies and practices used to manage the internal audit activity and uses processes, tools,
and information considered necessary to evaluate conformance with the Definition of Internal
Auditing, the Code of Ethics, and the Standards.
Periodic reviews are assessments conducted to evaluate conformance with the Definition of
Internal Auditing, the Code of Ethics, and the Standards.
Sufficient knowledge of internal audit practices requires at least an understanding of all
elements of the International Professional Practices Framework.
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1312- External Assessments
External assessments must be conducted at least once every five years by a qualified,
independent reviewer or review team from outside the organisation. The chief audit executive
must discuss with the board:
•
•

The need for more frequent external assessments; and
The qualifications and independence of the external reviewer or review team, including
any potential conflict of interest.

Interpretation:
A qualified reviewer or review team consists of individuals who are competent in the
professional practice of internal auditing and the external assessment process. The evaluation
of the competency of the reviewer and review team is a judgment that considers the
professional internal audit experience and professional credentials of the individuals selected
to perform the review. The evaluation of qualifications also considers the size and complexity
of the organisations that the reviewers have been associated with in relation to the
organisation for which the internal audit activity is being assessed, as well as the need for
particular sector, industry, or technical knowledge.
An independent reviewer or review team means not having either a real or an apparent
conflict of interest and not being a part of, or under the control of, the organisation to which the
internal audit activity belongs.

1320- Reporting on the Quality Assurance and Improvement Program
The chief audit executive must communicate the results of the quality assurance and
improvement program to senior management and the board .
Interpretation:
The form, content, and frequency of communicating the results of the quality assurance and
improvement program is established through discussions with senior management and the
board and considers the responsibilities of the internal audit activity and chief audit executive
as contained in the internal audit charter. To demonstrate conformance with the Definition of
Internal Auditing, the Code of Ethics, and the Standards, the results of external and periodic
internal assessments are communicated upon completion of such assessments and the
results of ongoing monitoring are communicated at least annually. The results include the
reviewer's or review team's assessment with respect to the degree of conformance.
1321 - Use of "Conforms with the International Standards for the Professional Practice
of Internal Auditing"
The chief audit executive may state that the internal audit activity conforms with the
International Standards for the Professional Practice of Internal Auditing only if the results of
the quality assurance and improvement program support this statement.
1322- Disclosure of Nonconformance
When nonconformance with the Definition of Internal Auditing, the Code of Ethics, or the
Standards impacts the overall scope or operation of the internal audit activity, the chief audit
executive must disclose the nonconformance and the impact to senior management and the
board.
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Performance Standards
2000 - Managing the Internal Audit Activity
The chief audit executive must effectively manage the internal audit activity to ensure it adds
value to the organisation.
Interpretation:
The internal audit activity is effectively managed when:
•
•
•

The results of the internal audit activity's work achieve the purpose and responsibility
included in the internal audit charter;
The internal audit activity conforms with the Definition of Internal Auditing and the
Standards; and
The individuals who are part of the internal audit activity demonstrate conformance
with the Code of Ethics and the Standards.

2010- Planning
The chief audit executive must establish risk-based plans to determine the priorities of the
internal audit activity, consistent with the organisation's goals.
Interpretation:
The chief audit executive is responsible for developing a risk-based plan. The chief audit
executive takes into account the organisation's risk management framework, including using
risk appetite levels set by management for the different activities or parts of the organisation. If
a framework does not exist, the chief audit executive uses his/her own judgment of risks after
consultation with senior management and the board.
2010.A1 - The internal audit activity's plan of engagements must be based on a
documented risk assessment, undertaken at least annually. The input of senior
management and the board must be considered in this process.
2010.C1 - The chief audit executive should consider accepting proposed consulting
engagements based on the engagement's potential to improve management of risks,
add value, and improve the organisation's operations. Accepted engagements must be
included in the plan.
2020- Communication and Approval
The chief audit executive must communicate the internal audit activity's plans and resource
requirements, including significant interim changes, to senior management and the board for
review and approval. The chief audit executive must also communicate the impact of resource
limitations.
2030 - Resource Management
The chief audit executive must ensure that internal audit resources are appropriate , sufficient,
and effectively deployed to achieve the approved plan.
Interpretation:
Appropriate refers to the mix of knowledge, skills, and other competencies needed to perform
the plan. Sufficient refers to the quantity of resources needed to accomplish the plan.
Resources are effectively deployed when they are used in a way that optimizes the
achievement of the approved plan.
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2040 - Policies and Procedures
The chief audit executive must establish policies and procedures to guide the internal audit
activity.
Interpretation:
The form and content of policies and procedures are dependent upon the size and structure of
the internal audit activity and the complexity of its work.
2050 - Coordination
The chief audit executive should share information and coordinate activities with other internal
and external providers of assurance and consulting services to ensure proper coverage and
minimize duplication of efforts.
2060- Reporting to Senior Management and the Board
The chief audit executive must report periodically to senior management and the board on the
internal audit activity's purpose, authority, responsibility, and performance relative to its plan.
Reporting must also include significant risk exposures and control issues, including fraud
risks, governance issues, and other matters needed or requested by senior management and
the board.
Interpretation:
The frequency and content of reporting are determined in discussion with senior management
and the board and depend on the importance of the information to be communicated and the
urgency of the related actions to be taken by senior management or the board.
2100 - Nature of Work
The internal audit activity must evaluate and contribute to the improvement of governance, risk
management, and control processes using a systematic and disciplined approach.
2110- Governance
The internal audit activity must assess and make appropriate recommendations for improving
the governance process in its accomplishment of the following objectives:
•
•
•
•

Promoting appropriate ethics and values within the organisation;
Ensuring effective organisational performance management and accountability;
Communicating risk and control information to appropriate areas of the organisation;
and
Coordinating the activities of and communicating information among the board,
external and internal auditors, and management.

2110.A1 - The internal audit activity must evaluate the design, implementation, and
effectiveness of the organisation's ethics-related objectives, programs. and activities.
2110.A2- The internal audit activity must assess whether the information technology
governance of the organisation sustains and supports the organisation's strategies and
objectives.
211 O.C1 - Consulting engagement objectives must be consistent with the overall
values and goals of the organisation.
2120 - Risk Management
The internal audit activity must evaluate the effectiveness and contribute to the improvement
of risk management processes.
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Interpretation:
Determining whether risk management processes are effective is a judgment resulting from
the internal auditor's assessment that:

•
•
•
•

Organisational objectives support and align with the organisation 's mission;
Significant risks are identified and assessed;
Appropriate risk responses are selected that align risks with the organisation 's risk
appetite; and
Relevant risk information is captured and communicated in a timely manner across the
organisation, enabling staff, management, and the board to carry out their
responsibilities.

Risk management processes are monitored through ongoing management activities, separate
evaluations, or both.
2120.A 1 - The internal audit activity must evaluate risk exposures relating to the
organisation's governance, operations, and information systems regarding the:
•
•
•
•

Reliability and integrity of financial and operational information.
Effectiveness and efficiency of operations.
Safeguarding of assets; and
Compliance with laws, regulations, and contracts.

2120.A2 - The internal audit activity must evaluate the potential for the occurrence of
fraud and how the organisation manages fraud risk.
2120.C1 - During consulting engagements, internal auditors must address risk
consistent with the engagement's objectives and be alert to the existence of other
significant risks.
2120.C2 - Internal auditors must incorporate knowledge of risks gained from
consulting engagements into their evaluation of the organisation's risk management
processes.
2120.C3 - When assisting management in establishing or improving risk management
processes, internal auditors must refrain from assuming any management
responsibility by actually managing risks.
2130 - Control
The internal audit activity must assist the organisation in maintaining effective controls by
evaluating their effectiveness and efficiency and by promoting continuous improvement.
2130.A1 -The internal audit activity must evaluate the adequacy and effectiveness of
controls in responding to risks within the organisation's governance, operations, and
information systems regarding the:
•
•
•
•

Reliability and integrity of financial and operational information;
Effectiveness and efficiency of operations;
Safeguarding of assets; and
Compliance with laws, regulations , and contracts.

2130.A2 - Internal auditors should ascertain the extent to which operating and
program goals and objectives have been established and conform to those of the
organisation.
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2130.A3 - Internal auditors should review operations and programs to ascertain the
extent to which results are consistent with established goals and objectives to
determine whether operations and programs are being implemented or performed as
intended.
2130.C1 - During consulting engagements, internal auditors must address controls
consistent with the engagement's objectives and be alert to significant control issues.
2130.C2 - Internal auditors must incorporate knowledge of controls gained from
consulting engagements into evaluation of the organisation's control processes.
2200 - Engagement Planning
Internal auditors must develop and document a plan for each engagement, including the
engagement's objectives, scope, timing, and resource allocations.
2201 -Planning Considerations
In planning the engagement, internal auditors must consider:
•
•
•
•

The objectives of the activity being reviewed and the means by which the activity
controls its performance;
The significant risks to the activity, its objectives, resources, and operations and
the means by which the potential impact of risk is kept to an acceptable level;
The adequacy and effectiveness of the activity's risk management and control
processes compared to a relevant control framework or model; and
The opportunities for making significant improvements to the activity's risk
management and control processes.

2201.A1 -When planning an engagement for parties outside the organisation, internal
auditors must establish a written understanding with them about objectives, scope,
respective responsibilities, and other expectations, including restrictions on distribution
of the results of the engagement and access to engagement records.
2201.C1 - Internal auditors must establish an understanding with consulting
engagement clients about objectives, scope, respective responsibilities, and other
client expectations. For significant engagements, this understanding must be
documented. .
2210- Engagement Objectives
Objectives must be established for each engagement.
2210.A1 - Internal auditors must conduct a preliminary assessment of the risks
relevant to the activity under review. Engagement objectives must reflect the results of
this assessment.
2210.A2 - Internal auditors must consider the probability of significant errors, fraud,
noncompliance, and other exposures when developing the engagement objectives.
2210.A3 - Adequate criteria are needed to evaluate controls. Internal auditors must
ascertain the extent to which management has established adequate criteria to
determine whether objectives and goals have been accomplished . If adequate, internal
auditors must use such criteria in their evaluation. If inadequate, internal auditors must
work with management to develop appropriate evaluation criteria.
2210.C1 - Consulting engagement objectives must address governance, risk
management, and control processes to the extent agreed upon with the client.
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2220 - Engagement Scope
The established scope must be sufficient to satisfy the objectives of the engagement.
2220.A1 - The scope of the engagement must include consideration of relevant
systems, records, personnel, and physical properties, including those under the control
of third parties.
2220.A2 - If significant consulting opportunities arise during an assurance
engagement, a specific written understanding as to the objectives, scope, respective
responsibilities, and other expectations should be reached and the results of the
consulting engagement communicated in accordance with consulting standards.
2220.C1 - In performing consulting engagements, internal auditors must ensure that
the scope of the engagement is sufficient to address the agreed-upon objectives. If
internal auditors develop reservations about the scope during the engagement, these
reservations must be discussed with the client to determine whether to continue with
the engagement.
2230 - Engagement Resource Allocation
Internal auditors must determine appropriate and sufficient resources to achieve engagement
objectives based on an evaluation of the nature and complexity of each engagement, time
constraints, and available resources.
2240- Engagement Work Program
Internal auditors must develop and document work programs that achieve the engagement
objectives.
2240.A1 - Work programs must include the procedures for identifying, analysing,
evaluating, and documenting information during the engagement. The work program
must be approved prior to its implementation, and any adjustments approved promptly.
2240.C1 -Work programs for consulting engagements may vary in form and content
depending upon the nature of the engagement.
2300 - Performing the Engagement
Internal auditors must identify, analyse, evaluate, and document sufficient information to
achieve the engagement's objectives.
2310 -Identifying Information
Internal auditors must identify sufficient, reliable, relevant, and useful information to achieve
the engagement's objectives.
Interpretation:
Sufficient information is factual, adequate, and convincing so that a prudent, informed person
would reach the same conclusions as the auditor. Reliable information is the best attainable
information through the use of appropriate engagement techniques. Relevant information
supports engagement observations and recommendations and is consistent with the
objectives for the engagement. Useful information helps the organisation meet its goals.
2320- Analysis and Evaluation
Internal auditors must base conclusions and engagement results on appropriate analyses and
evaluations.
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2330- Documenting Information
Internal auditors must document relevant information to support the conclusions and
engagement results.
2330.A1 -The chief audit executive must control access to engagement records. The
chief audit executive must obtain the approval of senior management and/or legal
counsel prior to releasing such records to external parties, as appropriate.
2330.A2 - The chief audit executive must develop retention requirements for
engagement records, regardless of the medium in which each record is stored. These
retention requirements must be consistent with the organisation's guidelines and any
pertinent regulatory or other requirements.
2330.C1 - The chief audit executive must develop policies governing the custody and
retention of consulting engagement records, as well as their release to internal and
external parties. These policies must be consistent with the organisation's guidelines
and any pertinent regulatory or other requirements.
2340 - Engagement Supervision
Engagements must be properly supervised to ensure objectives are achieved, quality is
assured, and staff is developed.
Interpretation:
The extent of supervision required will depend on the proficiency and experience of internal
auditors and the complexity of the engagement. The chief audit executive has overall
responsibility for supervising the engagement, whether performed by or for the internal audit
activity, but may designate appropriately experienced members of the internal audit activity to
perform the review. Appropriate evidence of supervision is documented and retained.
2400- Communicating Results
Internal auditors must communicate the engagement results.
2410- Criteria for Communicating
Communications must include the engagement's objectives and scope as well as applicable
conclusions, recommendations, and action plans.
2410.A1 - Final communication of engagement results must, where appropriate,
contain internal auditors' overall opinion and/or conclusions.
2410.A2- Internal auditors are encouraged to acknowledge satisfactory performance
in engagement communications.
2410.A3- When releasing engagement results to parties outside the organisation, the
communication must include limitations on distribution and use of the results.
2410.C1 -Communication of the progress and results of consulting engagements will
vary in form and content depending upon the nature of the engagement and the needs
of the client.
2420- Quality of Communications
Communications must be accurate, objective, clear, concise, constructive, complete, and
timely.
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Interpretation:
Accurate communications are free from errors and distortions and are faithful to the underlying
facts. Objective communications are fair, impartial, and unbiased and are the result of a fairminded and balanced assessment of all relevant facts and circumstances. Clear
communications are easily understood and logical, avoiding unnecessary technical language
and providing all significant and relevant information. Concise communications are to the point
and avoid unnecessary elaboration, superfluous detail, redundancy, and wordiness.
Constructive communications are helpful to the engagement client and the organisation and
lead to improvements where needed. Complete communications lack nothing that is essential
to the target audience and include all significant and relevant information and observations to
support recommendations and conclusions. Timely communications are opportune and
expedient, depending on the significance of the issue, allowing management to take
appropriate corrective action.
2421 - Errors and Omissions
If a final communication contains a significant error or omission, the chief audit executive must
communicate corrected information to all parties who received the original communication .

2430 - Use of "Conducted in Conformance with the International Standards for the
Professional Practice of Internal Auditing"
Internal auditors may report that their engagements are "conducted in conformance with the
International Standards for the Professional Practice of Internal Auditing", only if the results of
the quality assurance and improvement program support the statement.

2431- Engagement Disclosure of Nonconformance
When nonconformance with the Definition of Internal Auditing, the Code of Ethics or the
Standards impacts a specific engagement, communication of the results must disclose the:
•
•
•

Principle or rule of conduct of the Code of Ethics or Standard(s) with which full
conformance was not achieved;
Reason(s) for nonconformance; and
Impact of nonconformance on the engagement and the communicated engagement
results.

2440 - Disseminating Results
The chief audit executive must communicate results to the appropriate parties.

Interpretation:
The chief audit executive or designee reviews and approves the final engagement
communication before issuance and decides to whom and how it will be disseminated.
2440.A1 - The chief audit executive is responsible for communicating the final results
to parties who can ensure that the results are given due consideration.
2440.A2 - If not otherwise mandated by legal, statutory, or regulatory requirements,
prior to releasing results to parties outside the organisation the chief audit executive
must:
•
•
•

Assess the potential risk to the organisation;
Consult with senior management and/or legal counsel as appropriate; and
Control dissemination by restricting the use of the results.

2440.C1 - The chief audit executive is responsible for communicating the final results
of consulting engagements to clients.
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2440.C2- During consulting engagements, governance, risk management, and control
issues may be identified. Whenever these issues are significant to the organisation,
they must be communicated to senior management and the board.
2500- Monitoring Progress
The chief audit executive must establish and maintain a system to monitor the disposition of
results communicated to management.
2500.A1 - The chief audit executive must establish a follow-up process to monitor and
ensure that management actions have been effectively implemented or that senior
management has accepted the risk of not taking action .
2500.C1 - The internal audit activity must monitor the disposition of results of
consulting engagements to the extent agreed upon with the client.
2600 - Resolution of Senior Management's Acceptance of Risks
When the chief audit executive believes that senior management has accepted a level of
residual risk that may be unacceptable to the organisation, the chief audit executive must
discuss the matter with senior management. If the decision regarding residual risk is not
resolved, the chief audit executive must report the matter to the board for resolution.
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Glossary
Add Value
Value is provided by improving opportunities to achieve organisational objectives, identifying
operational improvement, and/or reducing risk exposure through both assurance and
consulting services.
Adequate Control
Present if management has planned and organised (designed) in a manner that provides
reasonable assurance that the organisation's risks have been managed effectively and that
the organisation's goals and objectives will be achieved efficiently and economically.
Assurance Services
An objective examination of evidence for the purpose of providing an independent assessment
on governance, risk management, and control processes for the organisation. Examples may
include financial, performance, compliance, system security, and due diligence engagements.
Board
A board is an organisation's governing body, such as a board of directors, supervisory board,
head of an agency or legislative body, board of governors or trustees of a non-profit
organisation , or any other designated body of the organisation, including the audit committee
to whom the chief audit executive may functionally report.
Charter
The internal audit charter is a formal document that defines the internal audit activity's
purpose , authority, and responsibility. The internal audit charter establishes the internal audit
activity's position within the organisation ; authorizes access to records, personnel, and
physical properties relevant to the performance of engagements; and defines the scope of
internal audit activities.
Chief Audit Executive
Chief audit executive is a senior position within the organisation responsible for internal audit
activities. Normally, this would be the internal audit director. In the case where internal audit
activities are obtained from external service providers, the chief audit executive is the person
responsible for overseeing the service contract and the overall quality assurance of these
activities, reporting to senior management and the board regarding internal audit activities,
and follow-up of engagement results. The term also includes titles such as general auditor,
head of internal audit, chief internal auditor, and inspector general.
Code of Ethics
The Code of Ethics of The Institute of Internal Auditors (IIA) are Principles relevant to the
profession and practice of internal auditing, and Rules of Conduct that describe behaviour
expected of internal auditors. The Code of Ethics applies to both parties and entities that
provide internal audit services. The purpose of the Code of Ethics is to promote an ethical
culture in the global profession of internal auditing.
Compliance
Adherence to policies, plans, procedures, laws, regulations, contracts, or other requirements.
Conflict of Interest
Any relationship that is, or appears to be, not in the best interest of the organisation. A conflict
of interest would prejudice an individual's ability to perform his or her duties and
responsibilities objectively.
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Consulting Services
Advisory and related client service activities, the nature and scope of which are agreed with
the client, are intended to add value and improve an organisation's governance, risk
management, and control processes without the internal auditor assuming management
responsibility. Examples include counsel, advice, facilitation , and training.
Control
Any action taken by management, the board, and other parties to manage risk and increase
the likelihood that established objectives and goals will be achieved. Management plans,
organises, and directs the performance of sufficient actions to provide reasonable assurance
that objectives and goals will be achieved .
Control Environment
The attitude and actions of the board and management regarding the significance of control
within the organisation. The control environment provides the discipline and structure for the
achievement of the primary objectives of the system of internal control. The control
environment includes the following elements:
•
•
•
•
•
•

Integrity and ethical values
Management's philosophy and operating style
Organisational structure
Assignment of authority and responsibility
Human resource policies and practices
Competence of personnel.

Control Processes
The policies , procedures, and activities that are part of a control framework, designed to
ensure that risks are contained within the risk tolerances established by the risk management
process.
Engagement
A specific internal audit assignment, task, or review activity, such as an internal audit, control
self-assessment review, fraud examination, or consultancy. An engagement may include
multiple tasks or activities designed to accomplish a specific set of related objectives.
Engagement Objectives
Broad statements developed by internal auditors that define intended engagement
accomplishments.
Engagement Work Program
A document that lists the procedures to be followed during an engagement, designed to
achieve the engagement plan.
External Service Provider
A person or firm outside of the organisation that has special knowledge, skill, and experience
in a particular discipline.
Fraud
Any illegal act characterized by deceit, concealment, or violation of trust. These acts are not
dependent upon the threat of violence or physical force. Frauds are perpetrated by parties and
organisations to obtain money, property, or services; to avoid payment or loss of services ; or
to secure personal or business advantage.
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Governance
The combination of processes and structures implemented by the board to inform, direct.
manage, and monitor the activities of the organisation toward the achievement of its
objectives.
Impairment
Impairment to organisational independence and individual objectivity may include personal
conflict of interest, scope limitations, restrictions on access to records, personnel, and
properties, and resource limitations (funding).
Independence
The freedom from conditions that threaten objectivity or the appearance of objectivity. Such
threats to objectivity must be managed at the individual auditor, engagement, functional, and
organisational levels.
Information Technology Controls
Controls that support business management and governance as well as provide general and
technical controls over information technology infrastructures such as applications,
information, infrastructure, and people.
Information Technology Governance
Consists of the leadership, organisational structures, and processes that ensure that the
enterprise's information technology sustains and supports the organisation's strategies and
objectives.
Internal Audit Activity
A department, division, team of consultants, or other practitioner(s) that provides independent,
objective assurance and consulting services designed to add value and improve an
organisation's operations. The internal audit activity helps an organisation accomplish its
objectives by bringing a systematic, disciplined approach to evaluate and improve the
effectiveness of governance, risk management and control processes.
International Professional Practices Framework
The conceptual framework that organises the authoritative guidance promulgated by The IIA.
Authoritative Guidance is comprised of two categories - (1) mandatory and (2) strongly
recommended.
Must
The Standards use the word "must" to specify an unconditional requirement.
Objectivity
An unbiased mental attitude that allows internal auditors to perform engagements in such a
manner that they have an honest belief in their work product and that no significant quality
compromises are made. Objectivity requires internal auditors not to subordinate their
judgment on audit matters to others.
Residual Risk
The risk remaining after management takes action to reduce the impact and likelihood of an
adverse event, including control activities in responding to a risk.
Risk
The possibility of an event occurring that will have an impact on the achievement of objectives.
Risk is measured in terms of impact and likelihood.
Risk Appetite
The level of risk that an organisation is willing to accept.
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Risk Management
A process to identify, assess. manage, and control potential events or situations to provide
reasonable assurance regarding the achievement of the organisation's objectives.
Should
The Standards use the word "should" where conformance is expected unless, when applying
professional judgment, circumstances justify deviation.
Significance
The relative importance of a matter within the context in which it is being considered, including
quantitative and qualitative factors, such as magnitude, nature, effect, relevance, and impact.
Professional judgment assists internal auditors when evaluating the significance of matters
within the context of the relevant objectives.
Standard
A professional pronouncement promulgated by the Internal Audit Standards Board that
delineates the requirements for performing a broad range of internal audit activities, and for
evaluating internal audit performance.
Technology-based Audit Techniques
Any automated audit tool, such as generalized audit software, test data generators,
computerized audit programs, · specialized audit utilities, and computer-assisted audit
techniques (CAATs).
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Appendix 2 - Sample Audit Committee Charter
AUDIT COMMITTEE CHARTER
1.

Objective

The objective of the Audit Committee (Committee) is to provide independent assurance and
assistance to the NAME OF COUNCIL on risk management, control, governance, and
external accountability responsibilities.

2.

Authority

The Council authorises the Committee, within the scope of its role and responsibilities, to:
)>

Obtain any information it needs from any employee or external party (subject to their
legal obligations to protect information).

~

Discuss any matters with the external auditor or other external parties (subject to
confidentiality considerations).

~

Request the attendance of any employee or councillor at Committee meetings.

~

Obtain external legal or other professional advice considered necessary to meet its
responsibilities.

3.

Composition and Tenure

The Committee will consist of:
3.1 Members (voting)
)>

Councillor

~

Independent external member (not a member of the Council).

)>

Independent external member (not a member of the Council to be the chairperson).

3.2 Attendee (non-voting)
)>

General Manager

)>

Head of Internal Audit

~

Chief Financial Officer

3.3 Invitees (non-voting) for specific Agenda items
)>

Representatives of the external auditor.

)>

Other officers may attend by invitation as requested by the Committee.

The independent external member will be appointed for the term of council, after which they
will be eligible for extension or re-appointment following a formal review of their performance.
The members of the Committee, taken
experience relevant to the operations of
Committee shall have accounting or
understanding of accounting and auditing

collectively, will have a broad range of skills and
NAME OF COUNCIL. At least one member of the
related financial management experience, with
standards in a public sector environment.
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4.

Role and Responsibilities

The Committee has no executive powers, except those expressly provided by the Council.
In carrying out its responsibilities, the Committee must at all times recognise that primary
responsibility for management of Council rests with the Council and the General Manager as
defined by the Local Government Act.
The responsibilities of the Committee may be revised or expanded by the Council from time to
time. The Committee's responsibilities are:
4.1 Risk Management
);:>

Review whether management has in place a current and comprehensive risk
management framework, and associated procedures for effective identification and
management of business and financial risks , including fraud.

);:>

Review whether a sound and effective approach has been followed in developing
strategic risk management plans for major projects or undertakings;

);:>

Review the impact of the risk management framework on its control environment and
insurance arrangements; and

);:>

Review whether a sound and effective approach has been followed in establishing
business continuity planning arrangements, including whether plans have been tested
periodically.

4.2 Control Framework
);:>

Review whether management has adequate internal controls in place, including over
external parties such as contractors and advisors;

);:>

Review whether management has in place relevant policies and procedures, and
these are periodically reviewed and updated;

);:>

Progressively review whether appropriate processes are in place to assess whether
policies and procedures are complied with;

);:>

Review whether appropriate policies and procedures are in place for the management
and exercise of delegations; and

);:>

Review whether management has taken steps to embed a culture which is committed
to ethical and lawful behaviour.

4.3 External Accountability
);:>

Satisfy itself the annual financial reports comply with applicable Australian Accounting
Standards and supported by appropriate management sign-off on the statements and
the adequacy of internal controls.

);:>

Review the external audit opinion, including whether appropriate action has been
taken in response to audit recommendations and adjustments.

);:>

To consider contentious financial reporting matters in conjunction with council's
management and external auditors.

);:>

Review the processes in place designed to ensure financial information included in the
annual report is consistent with the signed financial statements .

);:>

Satisfy itself there are appropriate mechanisms in place to review and implement,
where appropriate, relevant State Government reports and recommendations.

);:>

Satisfy itself there is a performance management framework linked to organisational
objectives and outcomes.
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4.4 Legislative Compliance
)>

Determine whether management has appropriately considered legal and compliance
risks as part of risk assessment and management arrangements.

)>

Review the effectiveness of the system for monitoring compliance with relevant laws,
regulations and associated government policies.

4.5 Internal Audit
)>

Act as a forum for communication between the Council, General Manager, senior
management, internal audit and external audit.

)>

Review the internal audit coverage and Internal Audit Plan , ensure the plan has
considered the Risk Management Plan, and approve the plan.

)>

Consider the adequacy of internal audit resources to carry out its responsibilities,
including completion of the approved Internal Audit Plan.

)>

Review all audit reports and consider significant issues identified in audit reports and
action taken on issues raised , including identification and dissemination of better
practices.

)>

Monitor the implementation of internal audit recommendations by management.

)>

Periodically review the Internal Audit Charter to ensure appropriate organisational
structures, authority, access and reporting arrangements are in place.

)>

Periodically review the performance of Internal Audit.

4.6 External Audit
)>

Act as a forum for communication between the Council, General Manager, senior
management, internal audit and external audit.

)>

Provide input and feedback on the financial statement and performance audit
coverage proposed by external audit, and provide feedback on the external audit
services provided.

)>

Review all external plans and reports in respect of planned or completed external
audits, and monitor the implementation of audit recommendations by management.

)>

Consider significant issues raised in relevant external audit reports and better practice
guides, and ensure appropriate action is taken .

4. 7 Responsibilities of Members
Members of the Committee are expected to:
)>

Understand the relevant legislative and regulatory requirements appropriate to NAME
OF COUNCIL.

)>

Contribute the time needed to study and understand the papers provided.

)>

Apply good analytical skills, objectivity and good judgment.

)>

Express opinions frankly, ask questions that go to the fundamental core of issues, and
pursue independent lines of enquiry.
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5.
Reporting
At the first Committee meeting after 30 June each year, Internal Audit will provide a
performance report of:
);>

The performance of Internal Audit for the financial year as measured against agreed
key performance indicators.

);>

The approved Internal Audit Plan of work for the previous financial year showing the
current status of each audit.

The Committee may, at any time, consider any other matter it deems of sufficient importance
to do so. In addition, at any time an individual Committee member may request a meeting
with the Chair of the Committee.
The Committee will report regularly, and at least annually, to the governing body of council on
the management of risk and internal controls.

6.

Administrative arrangements

6.1 Meetings
The Committee will meet at least four times per year, with one of these meetings to include
review and endorsement of the annual audited financial reports and external audit opinion .
The need for any additional meetings will be decided by the Chair of the Committee, though
other Committee members may make requests to the Chair for additional meetings.
A forward meeting plan, including meeting dates and agenda items, will be agreed by the
Committee each year. The forward meeting plan will cover all Committee responsibilities as
detailed in this Audit Committee Charter.

6.2 Attendance at Meetings and Quorums
A quorum will consist of a majority of Committee members, including at least one independent
member. Meetings can be held in person, by telephone or by video conference.
The Head of Internal Audit will be invited to attend each meeting unless requested not to do so
by the Chair of the Committee. The Committee may also request the Chief Finance Officer or
any other employees to participate for certain agenda items, as well as the external auditor.
The General Manager may attend each meeting but will permit the Committee to meet
separately with each of the Head of Internal Audit and the External Auditor in the absence of
management on at least one occasion per year.

6.3 Secretariat
The Committee has appointed the Head of Internal Audit to be responsible for ensuring that
the Committee has adequate secretariat support. The Secretariat will ensure the agenda for
each meeting and supporting papers are circulated, at least one week before the meeting, and
ensure minutes of the meetings are prepared and maintained. Minutes shall be approved by
the Chair and circulated to each member within three weeks of the meeting being held.
6.4 Conflict of Interests
Councillors, council staff and members of council committees must comply with the applicable
provisions of Council's code of conduct in carrying out the functions as council officials. It is
the personal responsibility of council officials to comply with the standards in the code of
conduct and regularly review their personal circumstances with this in mind.
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Committee members must declare any conflict of interests at the start of each meeting or
before discussion of a relevant agenda item or topic. Details of any conflicts of interest should
be appropriately minuted.
Where members or invitees at Committee meetings are deemed to have a real or perceived
conflict of interest, it may be appropriate they be excused from Committee deliberations on the
issue where the conflict of interest may exist. The final arbiter of such a decision is the Chair
of the Committee.
6.5 Induction
New members will receive relevant information and briefings on their appointment to assist
them to meet their Committee responsibilities .
6.6 Assessment Arrangements
The Chair of the Committee will initiate a review of the performance of the Committee at least
once every two years. The review will be conducted on a self-assessment basis (unless
otherwise determined by the Chair), with appropriate input from management and any other
relevant stakeholders, as determined by the Chair.

6.7 Review of Audit Committee Charter
At least once every two years the Audit Committee will review this Audit Committee Charter.

The Audit Committee will approve any changes to this Audit Committee Charter.

Approved:

Audit Committee Meeting

Date:
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Appendix 3 - Sample Internal Audit Charter
The mission of internal auditing is to provide an independent, objective assurance and
consulting activity designed to add value and improve an organisation's operations. It helps
an organisation accomplish its objectives by bringing a systematic, disciplined approach to
evaluate and improve the effectiveness of risk management, control and governance
processes.
Internal Audit at NAME OF ORGANISATION is managed by the TITLE OF INTERNAL AUDIT
MANAGER who is the designated Head of Internal Audit within the organisation. The Head of
Internal Audit is the top position within an organisation for internal audit activities, as defined in
The International Standards for the Professional Practice of Internal Auditing (Standards)
issued by the Institute of Internal Auditors.
1. Introduction
This Internal Audit Charter is a formal statement of purpose, authority and responsibility for an
internal auditing function within NAME OF ORGANISATION.
);>

It establishes Internal Audit within NAME OF ORGANISATION and recognises the
importance of such an independent and objective service to the organisation.

);>

It outlines the legal and operational framework under which Internal Audit will operate.

);>

It authorises the Head of Internal Audit to promote and direct a .broad range of internal
audits across NAME OF ORGANISATION and, where permitted, external bodies.

Mandate for Internal Audit
THIS
WILL
VARY
FROM
ORGANISATION
TO
ORGANISATION AND MAY INCLUDE LEGISLATIVE OR REGULATORY REQUIREMENTS).
2. Role and Authority
The Head of Internal Audit is authorised to direct a comprehensive program of internal audit
work in the form of reviews, previews, consultancy advice, evaluations, appraisals,
assessments and investigations of functions, processes, controls and governance frameworks
in the context of the achievement of business objectives.
For this purpose, all members of Internal Audit are authorised to have full, free and
unrestricted access to all functions, property, personnel, records, information, accounts, files,
monies and other documentation, as necessary for the conduct of their work.
3. Objectivity, Independence and Organisational Status
Objectivity requires an unbiased mental attitude. As such, all Internal Audit staff shall perform
internal audit engagements in such a manner that they have an honest belief in their work
product and that no significant quality compromises are made. Further, it requires Internal
Audit staff not to subordinate their judgment on internal audit matters to that of others.
To facilitate this approach, Internal Audit shall have independent status within NAME OF
ORGANISATION, and for this purpose shall be responsible directly through the Head of
Internal Audit to the Audit Committee and administratively to the General Manager. Internal
Audit shall be independent of the activities reviewed, and therefore shall not undertake any
operating responsibilities outside internal audit work. Neither shall Internal Audit staff have
any executive or managerial powers, authorities, functions or duties except those relating to
the management of Internal Audit. Internal Audit staff and contractors shall report to the Head
of Internal Audit any situations where they feel their objectivity may be impaired. Similarly, the
Head of Internal Audit should report any such situations to the Audit Committee.
The work of Internal Audit does not relieve the staff of NAME OF ORGANISATION from their
accountability to discharge their responsibilities. All NAME OF ORGANISATION staff are
responsible for risk management and the operation and enhancement of internal control. This
includes responsibility for implementing remedial action endorsed by management following
an internal audit.
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Internal Audit shall not be responsible for operational activities on a daily basis, or in the
detailed development or implementation of new or changed systems, or for internal checking
processes .
4. Scope of Work
The scope of services provided by Internal Audit shall encompass:
):>

The examination and evaluation of the adequacy and effectiveness of systems of
internal control, risk management, governance, and the status of ethical behaviour.

~

Ascertaining conformity with the goals and objectives of NAME OF ORGANISATION.

~

Assessment of the economic and efficient use of resources.

~

The examination of compliance with policies, procedures, plans and legislation.

~

Assessment of the reliability and integrity of information.

~

Assessment of the safeguarding of assets.

~

Any special investigations as directed by the Audit Committee.

~

All activities of NAME OF ORGANISATION, whether financial or non-financial, manual
or computerised.

5. The scope of work may include
);>

Assurance services - objective examination of evidence for the purpose of providing
an independent assessment on risk management, control, or governance processes
for the organisation. Examples may include financial, performance, operational,
compliance, system security, and due diligence engagements.

)'>

Consulting services - advisory and related client service activities, the nature and
scope of which are agreed with the client and which are intended to add value and
improve an organisation's governance, risk management, and control processes
without the internal auditor assuming management responsibility. Examples include
counsel, advice, facilitation and training.

6. Internal Audit Methodology
Internal Audit shall use the most appropriate methodology for each internal audit engagement,
depending on the nature of the activity and the pre-determined parameters for the
engagement. Generally, internal audits will include:
~

Planning .

~

Reviewing and assessing risks in the context of the audit objectives.

~

Examination and evaluation of information.

~

Communicating results.

~

Following up on implementation of audit recommendations.

7. Operating Principles
Internal Audit shall conform with:
):>

The Standards and Code of Ethics issued by the Institute of Internal Auditors.

~

Where relevant, the Statement on Information Systems Auditing Standards issued by
the Information Systems and Control Association.

~

Relevant auditing standards issued by the Auditing and Assurance Standards Board .

8. Internal Audit shall:
):>

Possess the knowledge, skills, and technical proficiency essential to the performance
of internal audits.
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~

Be skilled in dealing with people and in communicating audit issues effectively.

~

Maintain their technical competence through a program of continuing education.

~

Exercise due professional care in performing internal audit engagements.

9. Internal Audit staff shall:
~

Conduct themselves in a professional manner.

~

Conduct their activities in a manner consistent with the concepts expressed in the
Standards and the Code of Ethics.

10. Reporting Arrangements
The Head of Internal Audit shall at all times report to the Audit Committee. At each Audit
Committee meeting the Head of Internal Audit shall submit a report summarising all audit
activities undertaken during the period, indicating:
./ Internal audit engagements completed or in progress .
./ Outcomes of each internal audit engagement undertaken .
./ Remedial action taken or in progress.
On completion of each internal audit engagement, Internal Audit shall issue a report to its
audit customers detailing the objective and scope of the audit, and resulting issues based on
the outcome of the audit. Internal Audit shall seek from the responsible senior executive an
agreed and endorsed action plan outlining remedial action to be taken, along with an
implementation timetable and person responsible. Responsible officers shall have a maximum
of ten working days to provide written management responses and action plans in response to
issues and recommendations contained in internal audit reports.
The Head of Internal Audit shall make available all internal audit reports to the Audit
Committee. However, the work of Internal Audit is solely for the benefit of NAME OF
ORGANISATION and is not to be relied on or provided to any other person or organisation,
except where this is formally authorised by the Audit Committee or the Head of Internal Audit.
In addition to the normal process of reporting on work undertaken by Internal Audit, the Head
of Internal Audit shall draw to the attention of the Audit Committee all matters that, in the Head
of Internal Audit's opinion, warrant reporting in this manner.

11. Planning Requirements
Internal Audit uses a risk-based rolling program of internal audits to establish an annual
Internal Audit Plan to reflect a program of audits over a 12 month period. This approach is
designed to be flexible, dynamic and more timely in order to meet the changing needs and
priorities of NAME OF ORGANISATION.
The Head of Internal Audit shall prepare an annual Internal Audit Plan for review and approval
by the Audit Committee, showing the proposed areas for audit. The annual Internal Audit Plan
shall be based on an assessment of the goals, objectives and business risks of NAME OF
ORGANISATION, and shall also take into consideration any special requirements of the Audit
Committee and senior executives.
The Head of Internal Audit has discretionary authority to adjust the Internal Audit Plan as a
result of receiving special requests from management to conduct reviews that are not on the
plan, with these to be approved at the next meeting of the Audit Committee.

12. Quality Assurance & Improvement Program
The Head of Internal Audit shall oversee the development and implementation of a quality
assurance and improvement program for Internal Audit, to provide assurance that internal
audit work conforms to the Standards and is focused on continuous improvement.

Guidelines under section 23A of the Local Government Act 1993

September 2010

60

61

NSW ICAC EXHIBIT

13. Co-ordination with External Audit
The Head of Internal Audit shall periodically consult with the external auditor, to discuss
matters of mutual interest, to co-ordinate audit activity, and to reduce duplication of audit
effort.

14. Review of the Internal Audit Charter
The Head of Internal Audit shall periodically review the Internal Audit Charter to ensure it
remains up-to-date and reflects the current scope of internal audit work.

15. Evaluation of Internal Audit
The Head of Internal Audit shall develop performance measures (key performance indicators)
for consideration and endorsement by the Audit Committee, as a means for the performance
of Internal Audit to be periodically evaluated.
Internal Audit shall also be subject to an independent quality review at least every five years.
Such review shall be in line with the Standards of Professional Practice in Internal Audit and
be commissioned by and report to the Audit Committee.

16. Conflict of Interests
Internal auditors are not to provide audit services for work for which they may previously have
been responsible. Whilst the Standards provide guidance on this point and allow this to occur
after 12 months, each instance should be carefully assessed.
When engaging internal audit contractors, the Head of Internal Audit shall take steps to
identify, evaluate the significance, and manage any perceived or actual conflicts of interest
that may impinge upon internal audit work.
Instances of perceived or actual conflicts of interest by the Head of Internal Audit or Internal
Audit staff and contractors are to be immediately reported to the Audit Committee by the Head
of Internal Audit.
Any changes to this Internal Audit Charter will be approved by the Audit Committee.

Approved:

Audit Committee Meeting

Date:
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Appendix 4- Risk Management Assessment Tool
This tool is designed to assist the Audit Committee's consideration of risk management,
through the review of material, and discussion or presentations from senior management.
The Committee's charter will determine the extent to which the Audit Committee needs to
consider risk management or whether this is to be overseen by a separate Risk Committee.
The tool consists of a series of questions, or high level prompts, which should be tailored to
meet the Council's particular circumstances. The extent and nature of the Committee 's
consideration of risk will largely be dependent on whether or not the Council has in place a
formal and structured risk management framework.
·
Some elements, for example, questions.on risk strategy and structure, could be addressed on
an annual basis while others could be considered on a more regular basis, depending on
Council's individual risk management activities, and the Committee charter.

A 'no' answer does not necessarily indicate a failure or breakdown in Council's risk
management framework but may indicate where more detailed discussion or consideration by
the Committee is warranted.

Risk Strategy

Yes

No

Is Council's risk management framework clearly articulated and
communicated to all staff?

0

D

Is Council's risk posture clear? (i.e. the amount of risk Council is
willing to take)

0

D

Has the 'tone at the top' from the General Manager's
perspective permeated the risk culture of the Council?

0

D

Is there a clear link between risk management, the control
environment and business planning?

0

D

Risk Structure

Yes

No

Is responsibility and accountability for risk management clearly
assigned to individual managers?

0

0

Are risk management activities/responsibilities included in job
descriptions, where appropriate?

0

D

Are the primary risk management activities (for example,
business continuity planning, fraud control plan, annual risk
assessment, and so on) across Council, clearly defined?

0

D

Is responsibility for co-ordinating and reporting risk
management activity to the Audit Committee, or other relevant
committee clearly defined?

0

0

Does Council have a risk management support capability to
assist the development of emerging risk management
practices?

0

D

Is there a common risk management language/terminology
across Council?

0

D
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Does management have a formal business continuity plan
incorporating a disaster recovery plan?

D

D

Risk Identification and Assessment

Yes

No

Are risk assessments undertaken at both strategic and
operational levels?

D

D

Have the risks associated with cross-agency governance
arrangements been identified?

D

D

Does a comprehensive risk profile exist?

D
D

D
D

Does management have effective processes for ensuring risk
assessments have been performed in each major business
area?

D

D

Is there a process in place to identify emerging risks and to
incorporate these into the Council's risk management plan?

D

D

Do the Council's policies appropriately
operational and financial risks?

address relevant

D

D

Have any frauds, material irregularities or possible illegal acts
been identified?

D

D

Does Council have a current fraud control policy and plan in
place which identifies all fraud related risks?

D

D

Risk Mitigation and Improvement

Yes

No

Has management assessed the effectiveness of controls over
the highest priority risks?

D

D

Does management consider the controls to mitigate risks to
within Council's risk tolerance to be adequate?

D

D

Have all significant recommendations that impact on risk or the
effective operation of controls, made by Council's internal and
external auditors, been addressed in a timely manner?

D

D

Is there a response plan for prompt and effective action when
fraud or an illegal act is discovered?

D

D

Monitoring and Assurance

Yes

No

Are systems in place for measuring and monitoring risk,
including consideration of common risk themes across Council?

D

D

Are risks, including suspected improprieties, escalated to the
appropriate levels of management within Council?

D

D

Does Council have a formal process by which senior
management periodically assure the General Manager/Council
that key control strategies are operating effectively?

D

D

Is a risk assessment undertaken for all significant organisational
changes/projects?
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Continuous Improvement

Yes

No

Do Council's management practices reflect the concept of risk
management?

D

D

Does Council have a culture of continuous improvement? (for
example does Council 'learn' from past risk exposures)

D

D

Does management periodically review its risk profile?

D
D

D
D

Is risk a priority consideration whenever business processes are
improved?

Name
Position

(To be completed by the most senior executive responsible for
risk management within council)

Signed

Date
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Appendix 5 - Common risks in the council environment
This appendix lists some of the more significant risk exposures which are likely to be faced in
the council environment.

Warning - This list is provide as an aid to check completeness. It should only be used after a
thorough risk identification process is conducted and should not be used as a substitute for an
effective risk identification process. Not adhering to this advice is likely to result in significant
risks which are specific to your council not being identified, which may have significant
consequences if that risk were to eventuate.
Governance
~

Advocacy processes ineffective at State and Federal Government level leading to
unwanted results/lack of funding etc.

~

Governance training processes (Code of Conduct, Protected Disclosures, Conflict of
Interests, councillor interaction with staff, identifying fraud) not undertaken/ineffective
leading to higher risk of fraud and corruption.

-,.

Corruption (development applications/rezonings/election funding) leading to loss of
reputation of Council.

~

Lack of cohesion of Councillors leading to lack of strategic direction/poor decision making.

~

Complaints handling processes ineffective leading to legal disputes/lack of transparency.

~

Misuse of personal information leading to penalties under Privacy legislation or loss of
confidence in Council.

~

Poor processes for the disclosure and management of staff conflicts of interest leading to
partial decision making.

~

Inappropriate delegations or delegations not properly exercised.

~

Failure to implement council resolutions leading to breakdown of council/staff relationships .

Planning and Regulation
~

Unanticipated
population
growth
environment/infrastructure demand.

~

Planning strategies not developed in timely
delayed/inappropriate development/community angst.

~

Population decrease leading to community breakdown.

~

Planning controls outdated, leading to poor urban design.

~

Legislation not complied with leading to legal disputes/penalties

~

Poor planning controls leading to poor planning decisions

leading

to
manner

unsustainable

natural

leading

delayed

to

Assets and Finance
~

Adequate asset management processes not being in place, leading to substantial
additional long term financial burdens to council.

~

Adequate long term financial management processes not being in place leading to poor
decision making by council.

~

Limited opportunities to increase rates and user charges, leading to increasing reliance on
grants/one off funding.

~

Cost of infrastructure to be funded under section 94 contributions underestimated/unaffordable, leading to funding shortfalls/reduced level of infrastructure.

~

Limited regional collaboration between councils, leading to on-going inefficiencies and
additional costs to regional residents .

Guidelines under section 23A of the Local Government Act 1993
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~

Operational unit business plans not effectively in place, leading to poor decision
making/performance monitoring.

~

Inadequate disaster/crisis management processes, leading poor response in real situation.

~

Community assets under-utilised leading to closure in longer term.

~

Quasi commercial operations of Council (child care/tourist parks/airports/cultural centres
etc) not operated effectively leading to higher than appropriate council subsidisation.

~

Project management practices not effectively in place, leading to cost over run/quality
issues.

~

Appropriate procurement processes not undertaken, leading to value for money
issues/questions of probity.

~

Council assets under insured leading to financial exposure to Council

~

Plant fleet under utilised leading to additional costs to Council .

~

Minor road condition unable to be maintained at satisfactory level leading to community
dissatisfaction.

~

Mismanagement of Council supported community entities leading additional financial
burden to Council/cessation of service.

~

Knowledge management processes not effectively in place leading to poor decision
making .

~

Inadequate information security leading to issues of confidentiality or legal/financial
penalties to Council.

Community and Consultation
~

Inability to maintain/increase employment base leading to adverse socio/economic
consequences.

~

Poor issues management, leading to sustained loss of public support for council in media
and/or public.

~

Unnecessary bureaucratic processes/red tape leading to additional costs to those dealing
with Council.

Workforce Relations
~

Productivity levels of council below industry/commercial benchmarks or not measured,
leading to additional costs/perpetuation of inefficiencies.

~

Skill shortages in professional areas, leading to inability to maintain standards/deliver
services.

~

Loss of trained staff· with specific knowledge , leading to loss of knowledge, ability and
experience.

~

Inadequate/insufficient staff training leading to reduced skills , currency of knowledge,
errors and omissions, turnover of staff.

~

Information technology systems outdated leading to on-going inefficiencies ..

~

OHS not appropriately embedded in operational processes leading to major injury/death or
penalty against Council or Council staff.

Guidelines under section 23A of the Local Government Act 1993

September 201 0
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Cityof.A-

BOtciilY Bay
POLICIES AND PRIORITIES
COMMITTEE
BUSINESS PAPER

4 MAY 2011

A meeting of the Policies and Priorities Committee
of Botany Bay City Council
will be held on 4 May 201 1

at Botany Town Hall, Cnr Edward Street and Botany Road, Botany
commencing at 6:30 pm.

Peter Fitzgerald
GENERAL MANAGER
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4.3

4 MAY 2011

AUDIT COMMMlTTEE REPORT
File No:
Attachment:

Audit Committee Charter

Responsible Officer:

Mr Peter Fitzgerald - General Manager

Date of Preparation:

4 May 2011

EXECUTIVE SUMMARY

This report seeks Council's authority to establish an audit committee.
Background

Good governance requires an organisation to have a proper framework in place to ensure
excellence in decision-making, and that decisions are implemented efficiently and
effectively. Key components of good governance include the use of: •

Audit Committees

•

Internal and External Audit

•

Enterprise Risk Management

An audit committee plays a pivotal role in the governance framework. It provides
independent oversight and monitoring of the Council's audit processes, including internal
control activities.
This oversight includes internal and external reporting, risk
management activities, internal and external audit, and compliance.
An audit committee establishes the role and direction for internal audit and maximises the
benefit from the internal audit function.

Report

Guidelines prepared by the NSW Premier and Cabinet, Division of Local Government,
under section 23A of the Local Government Act 1993, provide advice to councils
regarding the establishment of an audit committee.
The audit committee will achieve its independence by having a majority of independent
members external to Council and its operations.
Ideally, the audit committee should consist of at least three and preferably no more than
five members, comprising of independent external members (who should be in the
majority) and councillors other than the Mayor. The appointment of members and the
chair of the audit committee should be made by the Council.

Page 5
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For smaller councils the Department's suggested structure is: •

1 councillor (excluding the Mayor)

•

2 independents - at least one with financial expertise

Other, non-voting committee members should include: •

Internal auditor (to be confirmed by Council)

•

ChiefFinancial Officer (the Manager of Finance and Administration)

•

External auditor

•

The General Manager except at a meeting where the committee deals with a matter
relating to the standard of performance or the terms of the employment of the General
Manager

The committee may invite other Council officers to attend for specific agenda items.
The Department has also provided councils with a sample audit committee charter and a
sample internal audit charter that may be tailored as appropriate to their circumstances.
With regard to the internal audit function, the internal auditor should be an independent
position reporting directly to the audit committee and administratively to the General
Manager.
Depending upon the size and complexity of the organisation, options for the internal audit
function could include the appointment of a full-time or part-time auditor, the outsourcing
of the function to a private sector accounting firm or audit service provider or resourcing
the function via collaborative arrangements with other councils through a regional
organisation of councils.
In order to progress the establishment of an audit committee, consideration has been given
to a committee charter and to the appointment of individuals who have the requisite
qualifications and experience to fulfil the requirements of independence. At least one
member of the committee should have financial qualifications and experience.
The qualities required by a member of the committee are:•

Knowledge of local government

•

Strong communication skills

•

High levels of personal integrity and ethics

•

Sufficient time available to devote to their responsibilities as a committee member

•

High levels of financial literacy and, if possible, accounting; financial; legal or risk
management experience or qualifications

The chair of the audit committee is critical to the overall effectiveness of the committee.
The chair of the committee should be independent and should not be the Mayor or a
member of the Council . The Council should select an audit committee chair who:
•

Is knowledgeable of the duties and responsibilities of the position as outlined in the
audit committee charter; especially about local government, financial reporting and
audit requirements;
Page 6
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•

Has the requisite local government, financial and leadership skills;

•

Has the ability to build good relationships; and

•

Has strong communication skills

4MAY2011

The Council should specify the term of the appointment ofthe chair.
I consider that Norm Mah Chut, a former local government auditor and former auditor for
this Council and Bob Howe, Director of Strategic Planning Consultants, are well equipped
and are aptly qualified to fulfil the duties and responsibilities of independent committee
members . Preliminary discussions indicate that both individuals are available and
agreeable to accepting a position on the committee should an offer be forthcoming.
Depending upon the number of meeting held per annum, it is envisaged that an attendance
a fee of somewhere between $2,800 and $4,200 would apply to external independent
members of the committee.
One of the first tasks to be completed by the committee would be a recommendation
regarding the appointment of an internal auditor and the drafting of an internal audit
charter for consideration by the Council.
It is also considered appropriate that Council appoint the audit committee for an initial
tenn of up to 19 months (to November 2012) to coincide with the new tenn of the
Council. The chair would be appointed for the tenn of the committee. Subject to an
assessment of the performance and effectiveness of the committee, the availability of
members and any new legislative requirements, Cow1cil could consider the re-appointment
of the committee for a further term ofthe new Council.

RECOMMENDATION
THAT :
Establish an Audit Committee
2

Adopt the draft Audit Committee Charter

3

Appoint Norm Mah Chut (Chair) and Bob Howe as the external independent
members of the Committee

4

Nominate an elected representative to the Committee

5

ConduCt a review of the performance of the Committee and the Audit Committee
Charter between the commencement of the new Council tem1 and November 30,
2012

6

Provide an adequate budgetary vote for the Committee's operations and delegate to
the General Manager the authority to detennine an appropriate fee for the external
independent members, within the limits proposed in the report.
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AUDIT COMMITTEE CHARTER

I.

Objective
The objective of the Audit Committee (Committee) is to provide independent assurance
and assistance to the City of Botany Bay on risk management, control, governance, and
external accountability responsibilities.

2.

Autha~·~~-----------------------------------------------------------

The Council authorises the Committee, within the scope of its role and responsibilities,
to:

3.

•

Obtain any information it needs from any employee or external party (subject to
their legal obligations to protect infonnation).

•

Discuss any matters with the external auditor or other external parties (subject to
confidentiality considerations).

•

Request the attendance of any employee or councillor at Committee meetings.

•

Obtain external legal or other professional advice considered necessary to meet its
responsibilities .

Composition and Tenure
The Committee will consist of:
3.1

3.2

3.3

Members (voting)
•

Councillor (to be nominated)

•

Independent external member (Norm Mah Chut- Chair).

•

Independent external member (Bob Howe).

Attendee (non-voting)
•

General Manager

•

Head oflnternal Audit (to be detennined)

•

Manager Finance and Administration

Invitees (non-voting) for specific Agenda items
•

Representatives of the external auditor.

•

Other officers may attend by invitation as requested by the Committee.
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The independent external member will be appointed for the term of council, after which
they will be eligible for extension or re-appointment following a formal review of their
performance.
The members ofthe Committee, taken collectively, will have a broad range of skills and
experience relevant to the operations of the City of Botany Bay Council. At least one
member of the Committee shall have accounting or related financial management
experience, with understanding of accounting and auditing standards in a public sector
environment.

--H1Ro-Ie-and Responsibiliti'. . . o - - - - - - - - - - - - - - - - - - - - - - - - - -

----~4l..-,

The Committee has no executive powers, except those expressly provided by the
Council.

In carrying out its responsibilities, the Committee must at all times recognise that
primary responsibility for management of Council rests with the Council and the
General Manager as defined by the Local Government Act.
The responsibilities of the Committee may be revised or expanded by the Council from
time to time. The Committee's responsibilities are:

4.1

4.2

Risk Management
•

Review whether management has in a place a current and comprehensive risk
management framework, and associated procedures for effective identification
and management of business and financial risks, including fraud.

•

Review whether a sound and effective approach has been followed in
development strategic risk management plans for major projects or
undertakings.

•

Review the impact of the risk management framework on its control
environment and insurance arrangements; and

•

Review whether a sound and effective approach has been followed in
establishing business continuity planning arrangements, including whether
plans have been tested periodically.

Control Framework
•

Review whether management has adequate internal controls in place,
including over external parties such as contractors and advisors;

•

Review whether management has in place relevant policies and procedures,
and these are periodically reviewed and updated;

•

Progressively review whether appropriate processes are in place to assess
whether policies and procedures are complied with;
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4.6

4.7

•

Periodically review the Internal Audit Charter to ensure appropriate
organisational structures, authority, access and reporting arrangements are in
place.

•

Periodically review the performance of Internal Audit

External Audit
•

Act as a forum for communication between the Council, General Manager,
senior management, internal audit and external audit.

•

Provide input and feedback on the financial statement and performance audit
coverage proposed by external audit, and provide feedback on the external
audit services provided.

•

Review all external plans and reports in respect of planned or completed
external audits, and monitor the implementation of audit recommendations by
management.

•

Consider significant issues raised in relevant external audit reports and better
practice guides, and ensure appropriate action is taken.

Responsibilities ofMembers
Members of the Committee are expected to:

5.

•

Understand the relevant legislative and regulatory requirements appropriate to
the City of Botany Bay Council.

•

Contribute the time needed to study and understand the papers provided.

•

Apply good analytical skills, objectivity and good judgement.

•

Express opinions frankly, ask questions that go to the fundamental core of
issues, and pursue independent lines of enquiry.

Reporting
At the first Committee meeting after 30 June 2012 and each year thereafter, Internal
Audit will provide a performance report of:
•

The performance of Internal Audit for the financial year as measured against agreed
key performance indicators.

•

The approved Internal Plan of work for the previous financial year showing the
current status of each audit.

The Committee may, at any time, consider any other matter it deems or sufficient
importance to do so. In addition, at any time an individual Committee member may
request a meeting with the Chair of the Committee.
The Committee will report regularly, and at least annually, to the governing body of
Council on the management of risk and internal controls.
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officials to comply with the standards in the code of conduct and regularly
review their personal circumstances with this in mind.
Committee members must declare any conflict of interest at the start of each
meeting or before discussion of a relevant agenda item or topic. Details of any
conflicts of interest should be appropriately minuted.
Where members or invitees at Committee meetings are deemed to have a real or
perceived conflict of interest, it may be appropriate they be excused from
Committee deliberations on the issue where the conflict of interest may exist.
The ftnal arbiter of such a decision is the Chair of the Committee.
6.5

Induction
New members will receive relevant infonnation and briefings on their
appointment to assist them to meet their Committee responsibilities.

6.6

Assessment Arrangements
The Chair of the Committee will initiate a review of the perfonnance of the
Committee at least once every two years. The review will be conducted on a
self-assessment basis (unless othetwise determined by the Chair), with
appropriate input from management and any other relevant stakeholders, as
detennined by the Chair.

6. 7

Review of Audit Committee Charter
At least once every two years the Audit Committee will review this Audit
Committee Charter.
The Audit Committee will approve any changes to this Audit Committee
Charter.

Approved:

Audit Committee Meeting

Date:
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City of Botany Bay
Council
Audit-in-Confidence

Three Year Audit Plan

The Internal Audit vision is to provide a highly valued internal audit function that
assists management to achieve their business objectives and discharge their
responsibilities by working together to develop an efficient and effective system of
internal control and processes.

For July 2014 to June 2017

Foreword
The Annual Audit Plan has been constructed to :
•

Encompass the role of Internal Audit as defined in the Internal Audit Charter.

•

Establish the scope of activities of the Internal Audit function through consultation with senior management and risk assessment.

•

Reflect a review and analysis of the organisation 's business activities and associated risks , and to align with organisations priorities.
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Audit in Confidence

Three Year Audit Plan for July 2014 to June 2017
Division

Audltable Area

Proposed Scope

Rating

Assets &
Environment

Asset Maintenance

Review the processes of the maintenance programs carried out on council assets by
external service providers, internal staffing , service level agreements , authorisation
and qualification of licences, works performed , pay rates including; 1. Road
Pavements 2. Kerb & Gutter 3. Footpath 4. Stormwater Drainage 5. Buildings

H

DGM- Finance
& Administration

Employee Expenses

The process of capturing , verifying , authorising and reimbursing employee expenses
and travel costs according to policy and legal requirements .

L

DGMCorporate
Services

Customer
Complaints

Review end to end process for managing customer complaints , prioritisation ,
reporting , service delivery and issuing of information across the Council; including
customer service request management, communication and access to information.

M

Planning &
Assessment

Domestic Waste
Services

Review the process of waste management end to end , identifying opportunities and
efficiencies, ensure Specific Public Risk Reduction Plans are implemented.

H

DGMCommunity
Services

Meals on Wheels
Management (MoW)

Review of the processes to manage the MoW program , including candidate selection,
transparency, fee collection , service levels , cash handling , ordering and delivery of
meals.

M

Assets &
Environment

Fleet Management

Review of the processes to manage the Council fleet operations end to end, to
ensure all assets are maintained regularly , skilled & qualified personnel operating
vehicles and compliance with RTA.

H

2014/15

2015/16

2016/17
./

./

./

./

./

./

I

!

Planning &
Assessment

End to End Review
of Operations Area

DGMCorporate
Services

Risk Management

Review of end-to-end Operational Processes in regards to maintenance,
landscaping, civil construction related to Parks & Gardens. This will include
assessment of works planning ; staff KPis , service levels, lines of reporting and
structure.
Review of the councils risk management plans to provide assurance to the council
that the key business risks are being effectively managed. Specifically this will include
a review of the risk summary reports to:

•

•

H

./

H

./

Confirm the existence of control activities identified in the control framework;
Ensure the completeness of risks and controls identified ;

City of Botany Bay Council Three Year Aud it Plan 2014- 2017

Page 2 of 3

77

NSW ICAC EXHIBIT

Audit in Confidence

•
•

Perform limited tests to determine the effectiveness of a sample of controls ; and
Determine the status of action plans .

Capital Works
Program- Joseph
Banks Park

DGMCommunity
Services
DGM-?

Social and Affordable
Housing

DGM - Finance
& Administration

Accounts Payable

Review of the processes of supplier setup, authorisation , timely reporting & accurate
payment and data mining.

M

DGM- Human
Resources

Training &
Development
-Compliance &
Governance

L

DGM- Human
Resources

Workers
compensation

Review the end-to-end management of the process of Training , Learning and
Development to cover areas that can be impacted on through better risk
management. Includes:
• Code of Conduct and Ethics Training review
• Adequacy of training
• Protected disclosures
• Corruption and Fraud awareness compliance training
• Risk management.
Review of the processes to manage Workers Compensation Claims from end to end,
considering assessment, claim management and return to work practices.

Records
Management

Review the process for Capital Expenditure compliance with DLG , delegations ,
purchase order, contractor management, service levels and OHS end to end , and
ensure project is completed within budget, examine environmental rehabilitation
works.
Review of the process of strategic planning for the development of affordable housing
projects, looking at site selection , residential criteria , funding and project
management.
Review of end-to-end records management process including assessment of
compliance with established records management guidelines, procedures and local
government regulation .

H

Planning &
Assessment

City of Botany Bay Council Three Year Audit Plan 2014 - 2017

./

M

./

M

./

M

./

./

./
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Botany Bay
City

AUDIT COMMITTEE
BUSINESS PAPER

15 OCTOBER 2013
A :MEETING OF THE AUDIT COMMITTEE
OF BOTANY BAY CITY COUNCIL
WILL BE HELD ON TUESDAY, 15 OCTOBER 2013
CONFERENCE ROOM, 1sT FLOOR
ADMINISTRATION BUILDING
141 COWARD STREET, MASCOT
COMMENCING AT 12 NOON.

LARA KIRCHNER
GENERAL MANAGER
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Attendence ................................................................ ....................... ... ....................... 2
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4.4
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Closure of Meeting ..................................................................................................... 8
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15 OCTOBER 2013

A MEETING OF THE AUDIT COMMITTEE
OF BOTANY BAY CITY COUNCIL
IS TO BE HELD ON 15 OCTOBER 2013 AT CONFERENCE ROOM,
18 T FLOOR, ADMINISTRATION BUILDING
141 COWARD STREET, MASCOT
COMMENCING AT 12 NOON.

1

ATTENDENCE

2

APOLOGIES

3

CONFIRMATION OF MINUTES
COMMITTEE RECOMMENDATION
THAT:

4

The Minutes of the Audit Committee Meeting held on 11 June 2013 be
received and confirmed as a true record of proceedings.

REPORTS

----------------------------------------------------81
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4.1

15 OCTOBER 2013

INTERNAL AUDITOR - REPORT
File No:

Responsible Officer:

Ms Lorraine Cullinane, Deputy General Manager

Date of Preparation:

4 September, 2013

EXECUTIVE SUMMARY
This report is provided to inform Members of the status of activities conducted by the Internal
Auditor.
Internal Audit's Progress Report
Report dated 6th of September 2013 from Internal Audit providing an update on progress
with FY13/14 audit plan and other matters.
STATUS
AUDIT
NAME
GOLF
COURSE&
PRO SHOP
BUSINESS
UNIT
S94
DEVELOPM
ENT
CONTRIBUT
IONS
DOMESTIC
WASTE
MANA GEM
ENT

PLAN

FIELD
WORK

REPORT

COMP.

FINAL

AWAITING
MGMT.
RESPONSE*

APRIL 2012

./

./

./

./

./

)(

AUG2012

./

./

./

./

./

)(

FEB 2013

./

./

./

./

./

X

AUG 2013

./

./

X

X

X

X

START

DETAILED FOLLOW UP REVIEWS
GOLF
COURSE&
PRO SHOP
BOTANY
AQUATIC
CENTRE

DEC 2012

./

./

./

./

./

./

DEC2012

./

./

./

./

./

./

Since the last Committee Meeting held in June 2013 internal audit have commenced
execution of the agreed Internal Audit Annual Plan for the FY 13/14. Internal audit has
begun the new financial year by undertaking a review of domestic waste management,
which is currently at the fieldwork stage.
In addition, the internal audit review of s94 development contributions has now been
concluded following senior management close out meetings.
Page 3
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The current SSROC resource-sharing model will continue, with completion of work over a
full three days per week. It is anticipated that the three-day arrangement will continue for
the foreseeable future .

RECOMMENDATION

THAT:
I.

The Committee receive and note this progress report.

2.

The Committee receive and note the final Internal Audit Report of S94 Development
Contributions.

SEYONNE KIDNAPILLAI
SENIOR INTERNAL AUDITOR

Page4
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4.2

15 OCTOBER 2013

INTERNAL AUDIT- SECTION 94 CONTRIBUTIONS
Responsible Officer:

Ms Lorraine Cullinane, Deputy General Manager

Date of Preparation:

4 September 2013

EXECUTIVE SUMMARY
This report is provided to inform Members of the completion of the Internal Auditor's Audit
of Section 94 Contributions and to discuss the outcome of the Audit.
Report
A copy of the Internal Auditors report is appended for the information of Members.

RECOMMENDATION
THAT:

The report be received and noted.

Page 5
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AUDIT COMMITTEE

4.3

DRAFT TENDER- EXTERNAL AUDIT SERVICES
Responsible Officer:

Ms Lorraine Cullinane, Deputy General Manager

Date of Preparation:

10 October 2013

EXECUTIVE SUMMARY
This report is provided to discuss the Draft Tender for the Provision of Auditing Services for
2013-2019.

Report
A copy of the Draft Tender for the Provision of Audit Services is appended for the
information of Members.

RECOMMENDATION
THAT:

The Committee provides its comments in relation to the Draft Tender
Document

-----------------------------------------------------------85
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4.4

15 OCTOBER 2013

FINANCIAL REPORTS- JUNE 2013
Responsible Officer:

Ms Lorraine Cullinane, Deputy General Manager

Date of Preparation:

10 October 2013

EXECUTIVE·SUMMARY
This report is provided to discuss the draft Financial Reports for the year ended 30 June 2013.

Report
Council's draft Financial Reports for the year ended 30 June 2013have been prepared and
are referred to the Committee for review.
Council's External Auditor has been invited to the meeting and has advised that they will
be in attendance.

RECOMMENDATION
THAT:

The Committee reviews the draft Financial Reports for the year ended June
2013.

Page 7
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5

15 OCTOBER 2013

CLOSURE OF MEETING
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AUDIT COMMITIEE

27 OCTOBER 2015

A MEETING OF THE AUDIT COMMITTEE OF BOTANY BAY
CITY COUNCIL WAS HELD ON 27 OCTOBER 2015 AT 141
COWARD STREET, MASCOT COMMENCING AT 2.30PM

1

ATTENDANCE
Mr Bob Howe (telephone conference call)
Councillor George Glinatsis
Also Present:
Ms Lara Kirchner, General Manager
Ms Lorraine Cullinane, Deputy General Manager
Mr John Patterson, Manager Special Projects (Chair)
Ms Natasha Balderston, Internal Auditor
Ms Karen Rowe, Coordinator Financial Services

Mr Gary Mottau, External Auditor (Partner)
Ms Yan Yang, External Auditor (Manager)

2

APOLOGIES
Nil

3

CONFIRMATION OF MINUTES
On the motion of Cr Glinatsis seconded by Bob Howe
The Minutes of the Audit Committee Meeting held on 10 September 2015 be
con:finned as a true record of proceedings.

4

REPORTS

4.1

2015 FINANCIAL STATEMENTS
Council's External Auditor, Mr Gary Mottau, provided members with a copy of
the "Report to the Audit Committee- dated 27 October 20 15" and addressed the
Committee in relation to audit outcomes contained in the report.

Page 1
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27 OCTOBER 2015

The Committee was pleased with the overall result for 2015, maintaining and building
upon the Council's sound financial performance over recent years.
The Committee thanked Mr Mottau and Ms Yang for their attendance at the meeting.

On the motion of Cr Glinatsis seconded by Bob Howe

THAT:
I. The Report ofthe External Auqitor be received and noted
2. Upon completion of the outstanding issues the 2015 Financial Statements be
lodged with the OLG and referred to Council for adoption.

The Meeting closed at 3.25pm
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Exhibit 5

COMMiiTEE STRUCTURE AND ~RMS OF

4.5 ·SfANDING COMMITTEES- TERMS OF REFERENCE
REFERENCE

FINANCE AND PERFORMANCE COMMITTEE

CHAIRPERSON
Mayor

DEPUTY CHAIRPERSON
Deputy Mayor, Cr George Glinatsis
COUNCILLORS

All Councillors arc members of aB Council Committees

STAFF ATTENDANCE
As determined by the General Man;~ger

QUORUM

Three (3) Councillors
ME~TING TIME

3"1 Wcdnesl.lay of the month, as required, commencing at 6.30ptn

VENUE
Committee Room, Botany Town Hall
OBJECTIVES

To achieve our vision and goals in respect of the following themes under Council's

Community Strategic Plan
Theme 1 -A city built on trust and community engagement.
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POL.ICIES AND PRIORITIES
I
4.5 ·STANDING COMM!TIEES ·TERMS OF REFERENCE

COMMinEE STRUCTURE AND iERMS OF

REFERENCE
elected body that is reflective ofir communizy; is committed to engaging.
communicating, h~'ltening to and responding to its communit;~•: encourages and
imp;res c:reariviry and innovation: values honesty and tmegrity; and works
collaboratively to achieve a shared vision.

A12

Key Elements:· Responsible governance

:uo

Ensure the financial, environmental and social s\lstainnbility of the Council
through strategic planning processes

2.20
2.60
2.80

Sound financial management and business practices
Acco\lntable nnd responsible decision making
Minimise risk

Theme 3 ~ A liveable city

A city with a built environment that haJ character and arclzitecwraltmegriry:
community open space andj{u:ilities that are accessible, well maintained
infrastructure that connects communities together and to plac.:es; vibrant, sustainable
and well supported busi11ess prr:dncts that meet the nee.ds qf'local c:ommtmities.

Key Element - Vibrant and economically viable shopping precincts

16.10 Support local shopping precincts to maintain and develop their character
16.20 Encourage a mix of businesses to meet community needs and expectations

16.30 Support the crcntion and development of business and employment
opportunities in the City
16.40 Support businesses to be economically, cnvironmcutnlly and socially
sul\tainable

\6.50 investigate and implement appropriate economic dewlopment strategies

RESPONSIBILITIES
The Cosnmitrec will have responsibility for issues relating to:
• Quarterly

review~

• Performance reporting
• Annual Financial Rcpotts
• Capital works program (finance and perfonnance review)
• Investment Reports
• Integrated Planning and Reporting
• Internal Audit

• Extemal Audit
• Economic development and tourism
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COMMITIEE STRUCTURE AND TERMS OF

REFERENCE

ADVISORY AND OTHER COMMIITTEE REPORTING
Audit Committee
Metro Pool
Botany Business Enterprise Centre

Mascot Main Street
TERMS OF REFERENCE

The functions of the Finnuce Committee shall include:
1.

To make recommendations to the Council on the annual integrated planning and
reporting documents in regard to:
a.
The long-tenn financinl, environmental and social sustainability of the
Council
b.
The equitable and cfticicnt provision of works, services, progl'nms nnd
facilities to the community

c.

Annual Operational Plnn

d.

Fees and charges

~.

Rating structure

f.

The Asset Management Plnn

g.

The Workforce Plan

h.

The Long-Term Finunciul Plan

i.

Quarterly monitoring and reporting

2.

Consider matters relating to an Investment Str&ltcgy and monthly Investment
Reports

3.

Monitor and review the Internal Audit function

4.

Consider Tenders and Expression oflntcrcsts

5.

Monitor and review business operations performance

6.

Consider the financing and monitoring the progrcs~ of the Capital Works

Program
7.

Consider matters relating to economic development strategies

8.

Consider matters ti.tlling within the responsibility of the Committee

Page86

92

NSW ICAC EXHIBIT
Exhibit 6

City

of~~~~

Botany Bay
FINANCE AND PERFORMANCE
COMMITTEE
BUSINESS PAPER

20 NOVEMBER 2013

A meeting of the Finance and Performance Committee
of Botany Bay City Council
will be held on 20 November 2013
at Botany Town Hall, Cnr Edward Street and Botany Road, Botany
commencing at 6:30 pm.

Ms Lara Kirchner
GENERAL MANAGER
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1

ATTENDANCE

2

APOLOGIES

3

CONFIRMATION OF MINUTES

20 NOVEMBER 2013

COMMITTEE RECOMMENDATION

THAT:

4

The Minutes of the Finance and Performance Committee held on 16
October 2013 be received and confirmed as a true record of proceedings.

REPORTS
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20 NOVEMBER 2013

INVESTMJENTS AS AT 30 SEPTEMBER 2013
File No:

11 /3 6

Responsible Officer:

Ms Lorraine Cullinane - Deputy General Manager

Date of Preparation:

12 November 2013

EXECUTIVE SUMMARY
To report the balance of investments held as at 31 October 2013.

Report
The investment returns for October 2013 exceeded the respective benchmarks for the month.
Included in this report are the following items that highlight Council's investment portfolio
performance for the month to 31 October 2013 and an update of the investment environment:
a)

Council's investments as at 31 October 2013

b)

Application ofinvestment Funds

c)

Investment Portfolio Performance

d)

Investment Commentary

Financial Impact
The actual interest income to 31 October 2013 is $119,363.01 and compares favourably with
the budget for year to date.

------------------------------------------------------------~6
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INTEREST EARNED COMPARED TO BUDGET
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Policy Impact
Council ' s Investment Policy is due for review in 201 3 by the Chief Financial Officer.

a)

Council Investments as at 31 October 2013
POOLED MANAGED INVESTMENTS
As at Date

Current Yield

Managed Fund

Rating

31/10/2013

2.50%

Colonial First State

5 Star

Purchase Price

2,000,000

Market Value
2,452,048

2,452,048

Total
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TERM INVESTMENTS
Maturity Date

Current Yield

Borrower

Rating

Principal Value

Market Value

09/05/2016

4.50

CBA

Al+

1,000,000

1,003,822

26/11/2013

4.56

NAB

A1+

3,000,000

3,011,619

27/02/2014

3.95

San k of Queensland

A2

1,000,000

1,003,355

09/05/2014

4.10

CBA

A1+

1,950,000

1,956,790

18/11/2013

3.60

1MB

A2

1,000,000

1,003,058

22/10/2013

4.36

lNG Bank

A1

1,000,000

1,003,703

25/02/2014

4.33

Members Equity

A2

1,000,000

1,003,678

03/12/2013

3.70

Newcastle Permanent

A2

1,000,000

1,003,142

06/08/2014

4.00

Members Equity

A2

1,000,000

1,003,397

08/04/2014

4.15

Members Equity

A2

1,000,000

1,003,525

17/06/2014

3.50

Rabobank Aust

A1+

1,000,000

1,002,973

22/07/2014

4.16

lNG Bank

A1+

2,000,000

2,007,066

19/09/2016

4.12

Westpac Bank

A1+

2,000,000

2,006,998

14/05/2014

4.25

CUA

A2

2,000,000

2,007,219

03/06/2014

4.20

CUA

A2

1,000,000

1,003,567

10/06/2014

4.20

Rural Bank

A2

1,000,000

1,003,567

05/11/2013

3.40

Rural Bank

A2

2,000,000

2,005,775

13/08/2015

4.15

NAB

A1+

2,000,000

2,007,049

04/03/2014

3.93

lNG Bank

A1

2,000,000

2,006,676

02/09/2014

3.95

Bank of Queensland

A2

2,000,000

2,006,710

21/10/2014

3.80

NAB

A1+

1,000,000

1,003,227

29/10/2015

4.15

Westpac Bank

A1+

4,000,000

4,014,099

28/01/2014

3.55

Members Equity

A2

2,000,000

2,006,030

Total

37,077,045

CASH DEPOSIT ACCOUNT
Rollover Date
Cash Account

CUrrent Rate
2.50

Borrower

Rating

CBA

A1+

Total

Value
1,500,000
1,500,000

COOs
As as Date
31/10/2013

Current Yield
0

Total
Total Invested
General Fund Bank Balance

Borrower
Kak<1du COO

Ratine

c

Principal Value
250,000

Mark@t Value
82,500
82,500
41,111,593

1,189,936

------------------------------------------------------------~8
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b)

20 NOVEMBER 2013

Application of Investment Funds
Description

Value($)

Restricted Funds:
Externally Restricted

Unexpended Grants

329,000

Mascot Main Roads

353,000
13,985,000

Section 94

517,000

Domestic Waste Management

2,231,000

Stormwater Management

Internally Restricted

c)

Funds held for future at the discretion of Council

23,696,593

Total

41,111,593

----~------r-~--~~

Investment Portfolio Performance
Investment Portfolio Perfonnance
Council Portfolio vs UBS 90-Day Bank Bill Index
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Investment Commentary
The allocation to Term deposits was the dominant component at $36.0m or 900/o of the
total. Council has exposure to eleven approved deposit-taking institutions in the
portfolio that is comprised of the major domestic banks, regional banks and the local
operating entities of foreign banks.
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The deposit portfolio generates a yield in excess ofthe standard benchmark of the UBS
Bank Bill Index. This index was 2.59% in October and Council's TD delivered returns
for the month was 4.01 %.
Council has good diversity across the short end of the maturity curve with $13 million
coming due within three months.
Investments by Term

• 0-30 days
• 31-60 days
61-90 days
• 91-120 days
• 121-180 days
181-360 days
> 360 days

- ·- -

·- - --

- -- - -- - - -- - - -- - ---

-·- -- - --- - -- ----

- - - - - - -- - -

The Kakadu CDO is a "live" deal and has been valued at 33.0c at October month end by the
arranging bank JP Morgan.
A revised Ministerial Order was released by the Division of Local Government on 12 January
2011 in response to the recommendations of the Cole Report and with transitional provisions

to provide for existing investments. At 31 October 2013, the portfolio included one ( 1) noncompliant fund and its holdings will be reduced as opportunities arise.

Certification of Responsible Accounting Officer
I hereby certify that the investments listed in the attached report have been made in
accordance with Section 625 of the Local Government Act 1993, Clause 212 of the Local
Government Regulations 2005 and Council' s Investment Policy.

Gary Goodman
Chief Financial Officer
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RECOMMENDATION
THAT:

The report be received and noted.
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20 NOVEMBER 2013

AUDIT COMMITTEE

File No:

11 /83-02

Responsible Officer:

Ms Lorraine Cullinane - Deputy General Manager

Date of Preparation:

13 November 2013

EXECUTIVE SUMMARY

A meeting of Council' s Audit Committee was held on 14 October 2013 , a copy of the
Minutes of the meeting are tabled for the information of Members.

RECOMMENDATION

THAT:

The Minutes of the Audit Committee Meeting held on 14 October 2014 be
received and noted.
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FINANCIAL STATEMENTS
File No:

11/36

Responsible Officer:

Ms Lorraine Cullinane - Deputy General Manager

Date of Preparation:

13 November 2013

EXECUTIVE SUMMARY
In accordance with Section 419 of the Local Government Act 1993, the Financial Reports for
the year ended June 30 2012 are presented to Council.

Report
Council's Financial Reports were completed and lodged with the Department of Premier and
Cabinet, Division of Local Government on November 7, 2013 .
In accordance with the requirements of Section 418 of the Local Government Act 1993 the
Financial Reports have been advertised and any submissions made will tabled for Council's
consideration.
The operating result for the year produced an operating surplus both before ($10,472,000) and
after ($72,000) capital grants and contributions.
Available Working Funds (A WF) as at 30 June 2013 amounted to $1,727,000. A WF should
be maintained at a level sufficient to manage the day-to-day Council operations and to
provide a buffer against unforseen or unbudgeted expenditure. Council's Auditor's concluded
that the current A WF balance is satisfactory.
Council' s Unrestricted Current Ratio, a measure of Council's ability to meet its debts and
obligations as they fall due, is 1.42 to I. Meaning that for every $1 owed, it has $1.42 to cover
it. This ratio is slightly below the Division's recommended ratio of 1.50 to I and has
marginally increased from that of 2012 1.3 8 to I.
Council's percentage of outstanding rates and charges at 6.42% has seen a marked
improvement from the 2012 percentage of 10.07%.
The Building and Infrastructure Renewals Ratio has significantly increased from 42% in 2012
to 64.1% in 2013 . This ratio is lower than the recommended ratio of I 00%, however, this ratio
excludes open space (principally Parks infrastructure). When these assets are included, the
ratio increases to 1.04% (74.70% in 2012). This means that for every $1 of depreciation
charged, $I.04 was spent on the renewal of those assets. This measure is a reflection of the
Council's commitment to maintaining community assets for future generations.
The External Auditor has concluded that Council's overall financial position is, in their
opinion, sound.
Page 10
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The Audit Committee has reviewed the Financial Reports and has congratulated Council on
its financiat"result for 2013.

Conclusion
Council's overall fmancial position is considered sound and the strategies in place for 20132014 will build upon these achievements to ensure the long-term financial sustainability of
the Council.
·

RECOMMENDATION
THAT:

The Financial Reports for the year ended 30 June 2013 be adopted.
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QUARTERLY BUDGET REVIEW STATEMENT
FileNo:

11/143

Attachments:

Responsible Accounting Officer's Report

Responsible Officer:

Ms Lorraine Cullinane - Deputy General Manager

Date of Preparation:

15 November 2013

EXECUTIVE SUMMARY

The Local Government (General) Regulation 2005 requires Council to review its budget on a
quarterly basis. The review for the first quarter of 2013/2014 has been completed and is
referred for the information of the Council.
Report

The QBRS has been completed with no overall change to the Council's projected operating
surplus for 2013/2014.
As at 30 September 2013 , Council's financial position is considered adequate and the budget
review procedures are operating satisfactorily.
A copy of the QBRS will be tabled at the meeting.

RECOMMENDATION

THAT:

The Quarterly Budget Review Statement for the period ending 30 September 2012
be received.
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20 NOVEMBER 2013

CLOSURE OF FINANCE AND :PERFORMANCE COMMITTEE
MEETING
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ATTACHMENTS
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RESPONSIBLE ACCOUNTING OFFICER'S REPORT

4.4- QUARTERLY BUDGET REVIEW STATEMENT

City of Botany Bay
Responsible Accoun tin g Officers Report fo r the period ended 301h September 2013

The following statement is made in accordance with Clause 203 (2) of the Local Government (General)
Regulations 2005.
All restricted funds are invested in accordance with Councils' investment policy and relevant State and Federal
regulations.
Total Investments
Total Restricted Assets

34,081,187
22,415,000

Balance
Add Cash at Bank

11,666,187
3,134,061

Total Available Cash

14,800,248

Councils' current financial position in regard to available cash and investments is sound. Available working
funds currently stand at over $14,000,000 this financial year. This will assist in providing a very stable platform
for the remainder of the year.
Councils' current level of spending on capital works to 30th September is below what was anticipated, and in
any projected capital expenditure increases Council needs to continue to look to day labour to complete as
much of the work as possible. Roads, footpaths and Parks have had significant work completed and some
revoting of funds will be required in the December quarter.
In order to achieve the projected surplus it will require Council 's day labour to contribute to the all capital
works. Any failure to do this could lead to a deficit budget.
In my opinion, based on current figures, the quarterly budget review statement for Botany Bay City Council for
the quarter ended 30th September indicates that Councils' projected financial position at 30th June 2014 will be
sound.
This view is formed having regard to the projected estimates of income and expenditure and the original
budgeted income and expenditure.

Date: 15/11/2013
Gary Goodman
Chief Financial Off~eer, Botany Bay City Council
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RESPONSlBLE ACCOUNTING OFFICER'S REPORT

City

of"~~~

Botany Bay
Quarterly Budget Review
for the period ended 30th September 2013

Consolidated
2013/2014

Recommended

2013/2014

Original

Changes for

Revised

Actuals

Budget

Council Resolution

Bu(fget

YTO

Operating Budget
Income
Rates & Annual Charges
User Charges & Fees
Investment Revenues
Other Revenues

-34,941,981
- 12,469,900
-945,000
-2,961,000

-34,941,981 -33,447,614
-12,469,900 -4,225,436
-945,000
39,230
-797,116
-2,961,000

Grants & Contributions
Operating
Capital
Profit from disposal of Assets
Total Income

-3,893,500
0
-103,000
-55,314,381

-3,893,500

-905,899

0
-103,000

0
0

-55,314,381 -39,336,834

Expenditure
Employee Costs
Materials & Contracts
Depredation & Amortisation
Other Expenses
Total Expenditure

26,230,977
20,043,375
3,964,400
5,065,000

26,230,977
20,043,375
3,964,400
5,065,000

6,316,737
5,971,421
997,650
1,432,473

55,303,752

55,303,152

lA,718,282

Net Operating Result from
Continuing Operations

-10,629

-10,629 -2A,618,553

-10,629

-10,629 -24,618,553

Net Operating Result before Capital
Items
Notes
Originoollludget +/- approved~~ changes in previous quaftef5: RI!Yised Budget
Revised Budget+/- recommended changes this quarter = Projected year end resuh
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RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Consolidated

Where The Dollars Come From
Other

Capital

·I
I

l

User Charges

Rates &
Annual
Charges

&Fe"

_____________________ _ _ _j

------..,

Where The Dollars Are Spent
Depreciation

&

Other
Expenses

Materials &
Contracts

Page 17

Employee
Costs

NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE

RESPO\'IISIBLE ACCOUNTING OFFICER'S REPORT

4.4- OUARTERLY BUDGET REVIEW STATEMENT

Consolidated

I

Budget vs Actual Expenditure

!

I

j 7000000

,-

6000000 1-5000000

I

I

i 4000000 II
13000000

-

Operating Costs

-

Employee Costs
Actual YTD

2000000

I
I

1000000

~!I

l'

0
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4.4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Summary

2013/2014
Original

Recommended

2013/2014
Revised

Actuals

Budget

YTD

-33,200,981
-124,500
-3,144,000
-1,041,000
-2,561,000
-204,500
-1,606,500
-6,625,000
-1,476,900
0
-5,330,000

-27,453,206
-5,360
-1,132,111
-155,576
-1,186,206
-77,418
-319,107
-6,898,866
-555,908
0
-1,553,076

0

-55,314,381

-39,336,834

14,418,050
1,467,000
3,813,400
1,863,000
3,087,500
10,431,652
2,079,650
6,604,500
6,187,000
581,000
4,771,000
55,303,752

0

14,418,050
1,467,000
3,813,400
1,863,000
3,087,500
10,431,652
2,079,650
6,604,500
6,187,000
581,000
4,771,000
55,303,752

3,220,129
328,856
945,719
483,106
891,405
3,170,044
466,225
1,326,860
2,257,407
170,383
1,458,148
14,718,282

-10,629

0

-10,629

-24,618,553

Budget

Changes for
Council
Resolution

Income

Corporate Services
Library Services
Community Services
Environmental Services
Assessment Planning
Operational Services
Recreational Services
Waste Services
Engineering Services
Technical Services
Airport Business Unit

33,200,981
-124,500
-3,144,000
-1,041,000
-2,561,000
-204,500
-1,606,500
-6,625,000
-1,476,900
0
-5,330,000

Total Income

55,314,381

Expenditure
Corporate Services
Library Services
Community Services
Environmental Services
Assessment Planning
Operational Services
Recreational Services
Waste Services
Engineering Services
Technical Services
Airport Business Unit

Total Expenditure
Net Operati• Resuft from
Continuing Operations
Notes

OriginaiBudeet +/- approved budget cNfl8e'S in previous quarters= Revised Budeet
Revised Budget+/- recommended changes this quarter= Projected year end result

1 2
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013
RESPONSIBLE ACCOUNTING OFFICER'S REPORT

4.4 - QUA'RTERLY BUOOIET REVIEW STAlEMENT

Functions

2013/2014

Recommended

2013/2014

Original

Changes for

Revised

Actuals

Budget

Council Resolution

Budget

YTD

Income
Administration
Public Order and Safety
Health
Environment
Community Services and Education
Housing and Community Amenities
Recreation and Culture
Mining, Manufacturing and Construction
Transport and Communication
Economic Affairs

Total Income

-33,237,481
-662,000
-104,000
-6,875,000
-3,144,000
-735,000
-1,899,000
· 1,851,000
-1,476,900
-5,330,000
-55,314,381

0

-33,237,481
-662,000
-104,000
-6,875,000
-3,144,000
-735,000
-1,899,000
-1,851,000
-1,476,900
-5,330,000
-55,314,381

-27,488,007
-2,984
-1,221
-6,881,595
-1,133,482
-108,535
-463,814
-1,148,214
-555,908
-1,553,075
-39,336,834

15,775,550
1,088,000
80,000
10,107,452
3,813,400
1,023,500
7,674,350
2>182,500
8,788,000
4,771,000
55,303,752

0

15,775,550
1,088,000
80,000
10,107,452
3,813,400
1,023,500
7,674,350
2,182,500
8,788,000
4,771,000
55,303,752

3,948,716
468,912
342
1,763,528
1,119,783
295,248
2,139,106
825,680
2,698,819
1,458,148
14,718,282

-10,629

0

-10,629

-24,618,552

Expenditure
Administration
Public Order and Safety
Health
Environment
Community Services and Education
Housing and Community Amenities
Recreation and Culture
Mining, Manufacturing and Construction
Transport and Communication
Economic Affairs

Total Expenditure

Notes
Original Budget

+/- approved

Revised Budget

+/- recommended

budget changes in previous quarters
changes this qu01rter

=Revised Budget

=Projected year end result
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013

4.4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Corporate Services

Operating Budget

2013/2014

Recommended

2013/2014

Original

Changes for

Revised

Actuals

Budget

Council Resolution..

Budget

YTD

~

Income
Rates & Annual Charges
User Charges & Fees
Investment Revenues
Other Revenues

~

-28,322,981
-397,000
-945,000
-2,210,000

-28,322,981 -26,549,748
-164,152
-397,000
-945,000
39,230
-2,210,000
-605,594

Grants & Contributions
Operating
Capital
Profit from disposal of Assets
Total Income

-1,223,000
0
-103,000
-33,200,981

-1,223,000
0
-103,000

-172,942

-33,200,981 -27,453,206

Expenditure
Employee Costs
Mate-rials & Contracts
Depreciation & Amortisation
Other Expenses
Total Expenditure

4,553,050
6,133,500
1,127,000
2,604,500

4,553,050
6,133,500
1,127,000
2,604,500

943,456
1,225,963
281,000
769,709

14,418,050

14,418,050

3,220,129

-18,782,931

·lB,782,931

-24,23~,on

-18,782,931

-lB, 782,931 -24,2331077

Net Operating Result from
Continuing Operations
Net Operating Result before capital

Items

2013/2014 Rates were levied on 15/07/2013.
All areas of this budget are as projected. Rate arrears collections are continuing with
positive results.
Investment income is regularly above the UBS index.
A problem has been identified with the depreciation calculation, and will be reviewed in the
December quarter.
All necessary divisional returns have been submitted within the required timeframe.
I anticipate that there will be no fiscal issues with the Corporate Services Budget.
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NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITIEE
4.4 - QUARTERLY BUDGET REVIEW STATEMENT

RESPOI'IISIBLE ACCOUNTl NG OFFICER' S REPORT

Corporate Services

Income
30000000
25000000
20000000
15000000
10000000
5000000
0

I(

Original Budget

• Revised Budget
Actual YTD

L -------- --·-- - -- - -- - -- -

- - - -- -- -- - -- --··----- - - - - - -

Expenditure
7,000,000
6,000,000
5,000,000
4,000,000
3,000,000
2,000,000
1,000,000
0

• Original Budget
• Revised Budget
ActuaiYTD

----- - - - - - - - - ---- - - ---- - - - --- --------·· ·
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20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE
4 .4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Corporate Services

Monthly Budget vs Actual Expenditure
1400000
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NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE

RESPONSIBLE ACCOUNTI NG OFFICER'S REPORT

4.4 - QUARTERLY BUDGET REVIEW STATEMENT

Library

2013/2014

Recommended

2013/2014

Origina1

Changes for

Revised

Actuals

Budget

Council Resolution

Budget

YTD

Operating Budget
Income
Rates & Annual Charges
User Charges & Fees
Investment Revenues
Other Revenues

0
-14,500
0
-5,000

0
-2,871

-105,000

-105,000
0
0

0
0
0

-124,500

-124,500

-5,360

1,031,000
253,500
107,000
75,500

1,031,000
253,500
107,000
75,500

244,870
51,106
26,000
6,880

1,467,000

1,467,000

328,856

1,342,500

1,342,500

323,49S

~342,500

323,495

0

·14,500
0
-5,000

0
-2,489

Grants & Contributions
Operating
Capital
Profit from disposal of Assets

Total Uncome
Expenditure
Employee Costs
Materials & Contracts
Depreciation & Amortisation
Other Expenses

Total Expenditure
Net Operating Result from
Continuing Operations
Net Operating Result before Capital
Items

1,342.500

-

The Library Services Budget is within the projected guidelines.
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NSW ICAC EXHIBIT

FINANCE AND PERFORMANCE COMMITTEE
4.4- QUARTERLY BUDGET REVIEW STATEMENT

20 NOVEMBER 2013
RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Library

Income
120000
100000

,- --·- -- - - - - r . - - - -

80000
60000
40000

Original Budget

20000

• Revised Budget

0 ~~~~~:::!!!!!b:;:::;~~~l!!!!:!!!::{

ActuaiYTD

Expenditure
1,200,000

·'

1,000,000
800,000
600,000
400,000

Original Budget

200,000

Revised lkldget

ActuaiYTD

0
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NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE
4.4 -QUARTERLYBUOGETREVIEWSTATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Library

,--- - -

- - - - ------ -- - - -- -

- - -- ·

- ·-- - --

- -- -- -- -- ---·- ------

MonthlyBudget vs Actual Expenditure
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMMITTEE
4A

~ QUARTERLY

20 NOVEMBER 2013

BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER 'S REPORT

Community Services

2013/2014

Recommended

2013/2014

Original

Changes for

Revised

Actuals

Budget

Council Resolution

Budget

YTD

0
-1,700,500
0
-4,000

0
-1,700,500
0
-4,000

0
-529,755
0
-1,277

-1,439,500

-1,439,500
0
0

-601,079
0
0

-3,144,000

-3,144,000

-1,132,111

2,668,500
920,000
24,900
200,000

2,668,500
920,000
24,900
200,000

697,028
204,124
6,300
38,267

3,813,400

3,8131400

945,719

669,400

669,400

-186,392

669,400

669,400

-186,392

Operating Budget
Income
Rates & Annual Charges
User Cha rges & Fees
Investment Revenues
Other Revenues
Grants & Contributions
Operating
Capital
Profit from disposal of Assets
Total Income
Expenditure
Employee Costs
Materia ls & Contracts
Depreciation & Amortisation
Other Expenses
Total Expenditure
Net Operating Result from
Continuing Operatio_
ns
Net Operating Result before Capital
Items

The Community Services Budget is within the projected income and el<penditure estimates,
and I can see no apparent reason for this to change.
All grant applications and division returns have been submitted on time.
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NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE

RES PONS BLE ACCOUNllNG OFFICER'S REPORT

4.4 -QUARTERLY BUDGET REVIEW STATEMENT

Community Services

r

Income

I

1800000
1600000
1400000
1200000
1000000
800000
600000
400000
200000
0

I

Original Budget
• Revised Budget

I

Actual YTD

I
I

I

'-- -

·-

·-----·- - - - -

· - - -- --- - ---

- -

- · -- - -· -

-

- -· - - - -- -

- · - - --J

Expenditure
3,000,000
2,500,000

2,000,000
1,500,000
1,000,000

• Original Budget

500,000

• Revised Budget

oJ~~~~~~~~~~~-
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013

4.4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Community Services

Monthly Budget vs Actual Expenditue
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013
'RESPONSIBLE ACCOUNTING O'FFICIER'S REPORT

4..4 -QUARTERLY BUDGET REVIEW STATEMENT

Health

and Environment

2013/2014

Recommended

2013/2014

Original

Changes for

Revised

Actuals

Budget

Council Resolution

Budget

YTD

Operating Budget
Income
Rates & Annual Charges
User Charges & Fees
Investment Revenues
Other Revenues

0
-110,000
0
-677,000

0
-110,000
0
-677,000

0
0
0
-154,355

-254,000

-254,000
0
0

-1,221
0
0

-1,041,000

-1,041,000

-155,576

958,500
341,500
10,000
553,000

958,500
341,500
10,000
553,000

72,974
229,452
2,500
178,180

1,863,000

1,863,000

483,106

822,000

822,000

327,530

822,000

822,()09

327,530

Grants & Contributions
Operating
Capital
Profit from disposal of Assets

Total Income
Expenditure
Employee Costs
Materials & Contracts
Depreciation & Amortisation

Other Expenses
Total £xpenditure
Net Operating Result from
Continuing Operations
Net Operating Result before Capital
Items
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NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

4 .4- OUARTERL Y BUDGET REVIEW STATEMENT

Health and Environ·ment

I
I
I

Income
700000

'

600000
500000
400000
300000
I Original Budget

200000

I Revised Budget

100000
0

r

ActuaiYTD

Expenditure
1,000,000
900,000
800,000
700,000
600,000
500,000
400,000
300,000
200,000
100,000
0 .,l!.C!~~.-:!!!!!~~~~~~~

• Original Budget
• Revised Budget
ActuaiYTD
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013

4 .4 - OUARTERL Y BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER' S REPORT

Health and Environment

------------ --- - -

~-- -

Monthly Budget vs Actual Expenditure
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NSW ICAC EXHIBIT
R NANCEANDPERFORMANCECOMMITTEE

20 NOVEMBER 2013

4.4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Development Assessment

2013/2014

Recommended

2013/2014

Original

Changes for

Revised

Actuals

Budget

Council Resolution

Budget

YTD

Operating Budget
Income
Rates & Annual Charges
User Charges & Fees
Investment Revenues
Other Revenues

0
-2,171,000
0
-50,000

0
-2,171,000
0
-50,000

0
-1,048,266
0
-29,236

-340,000

-340,000
0

-108,703
0
0

-2,561,000

-2,561,000

-1,186,206

2,391,000
433,500
15,000
248,000

2,391,000
433,500
15,000
248,000

606,367
196,709
3,800
84,529

3,087,500

3,087,500

891,405

526,500

526,500

-294,801

526,500

526,500

-294,801

Grants & Contributions
Operating
Capital

0

Profit from disposal of Assets
Total Income
Expenditure
Employee Costs
Materials & Contracts
Depredation & Amortisation
other Expenses
Total Expenditure
Net Operating Result from ·
Continuing Operations
Net Operating Result before capital
Items

Assessment Planning income is above that anticipated . This is due to increased
development within the City.
Income from fees is 40% above that anticipated.
An adjustment will be made in the December review if that trend continues.
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FINANCE AND PERFORMANCE COMMITTEE
4.4 - QUA'RTERL Y BUDGET REVIEW STATEMENT

20 NOVEMBER 2013
RESPONSIBLE ACCOUNTING OFACER S REPORT

Development Assessment

Income
2500000
2000000
1500000
1000000
• Budget

500000

• Actual

0

j

I

_j
Expenditure
2,500,000
2,000,000
1,500,000
1,000,000
Original Budget

500,000

• Revised Budget
ActuaiYTD
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NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE
4.4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Development Assessment

I

l

Monthly Budget vs Actual Expenditure
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013
~ESPONS'IBLE

4.4 - QUARIERL Y BUDGET REVIEW STATI:MErNT

ACCOUNTING OFFICER'S REPOR'f

Operational Services
2013/2014

Recommended

Original

Changes for

Revised

Budget

Council Resolution

Budget

I

2013/20141
Actuals

1

YTD

Operating Budget
Income
Rates & Annual Charges
User Charges & Fees
Investn'lent Revenues
Other Revenues

0
-181,500
0
-6,000

0
-181,500
0
-6,000

0
-73,672

-17,000

-17,000
0
0

· 2,455
0
0

-204,500

-204,500

6,944,702
2,700,900
424,000
362,050

6,944,702
2,700,900
424,000
362,050

1,745,585
1,257,390
104,125
62,944

10,431,652

10,431,652

3,170,044

10,227,152

3,092,626

10,227,152

3,092,626

0
-1,291

Grants & Contributions
Operating
Capital
Profit from disposal of Assets •
Totallnconie

-

-n,418

Expenditure
Employee Costs
Materials & Contracts
Depreciation & Amortisation
Other Expenses
Total Expenditure
Net Operating Result from
Continuing Operations

10,227,152

-

Net Operating Result before Capital
Items

10,227,152

The Operational Services Budget after allowing for seasonally adjusted expenditure is as
anticipated.
Whilst it appears that expenditure was excessive in August and September, this was in the
main due to lawn mowing and watering. During the 4th quarter this level will not be
maintained.
There are some items before Council requiring additional funding, these will be adjusted in
the December review.
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FINANCE AND PERFORMANCE COMMITTEE
4.4 - QUARTERLY BUDGET REVIEW STATEMENT

20 NOVEMBER 2013
RESPONSIBLE ACCOUNTING OFFICER'S RBPORT

Operational Services

- -- - - -·-------- -

-----l

Income
200000
180000
160000
140000
120000
100000
80000
60000
40000
20000
0

I

• Budget
• Actual

Expenditure
7,000,000
6,000,000
5,000,000
4,000,000
3,000,000
2,000,000

• Original Budget

1,000,000

0

• Revised Budget
~~~-r-=~~r-~~,_-=-~

ActuaiYTD
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FINANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013

4 .4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFlCER'S REPORT

Operational Services

~ - -- - - - - --

- - - ------ ·- - --· --- - --------- - --

-

- ----· ---

Monthly Budget vs Actual Expenditure
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NSW ICAC EXHIBIT
f:,fNANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013
RESPONSIBLE ACCOUNTING OFFICER'S REPORT

4.4- QUARTERLY BUDGET REVIEW STAlfMENT

Recreational Services

2013/2014

Recommended

2013/2014

Original

Changes for

Revised

Actuals

Budget

Council Resolution

Budget

YTD

0
-319,107

0
0

0
-1,606,500
0
0

0

0
0

0
0
0

-1,606,500

-1,606,500

-319,107

1,179,500
530,000
136,000
234,150

1,179,500
530,000
136,000

234,150

305,523
94,525
33,800
32,3n

2,019,650

2,079,650

466,225

Net Operating Result from
Continuing Operations
Net Operating Result before Capital

473,150

473,150

147,118

Items

473,150

473,150

147,118

Operating Budget
Income
Rates & Annual Charges
User Charges & Fees
Investment Revenues
Other Revenues

0
-1,606,500

0
0

Grants & Contributions
Operating

0

Capital
Profit from disposal of Assets

Total Income
Expenditure
Employee Costs
Materials & Contracts
Depreciation & Amortisation

Other Expenses
Total Expenditure

Recreational Services income and expenditure is line with expectations.
The Golf Course, Aquatic Centre and Hensley Athletic Field are currently on budget
seasonally adjusted.

1 2
Page39

NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE
4.4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Recreational Services

r------------ Income

1

1800000
1600000
1400000
1200000
1000000
800000
600000
400000
200000
0

---l

J' ------ - - - - - - - - - - •

--·nr-- ------ - - - - -

1.·

<
. · .-~

Budget

I-

• Actual

~---- - -- -- ···-·- --------------------

Expenditure

11.200,000
!

I
I

1,000,000
800,000
600,000
400,000

• Original Budget

200,000
• Revised Budget

0
ActuaiYTD
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013

4 .4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Recreational Services

Monthly Budget vs Actual Expenditure
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NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

4.4- QUARTERLY BUDGET REVIEW STATEMENT

Waste Services

2.013/2014

Recommended

2013/2014

Original

Changes for

Revised

Actuals

Budget

Council Resolution

Budget

YTD

Operating Budget
Income
Rates & Annual Charges

-6,619,000

-6,619,000

-6,897,866

0
0

0
0
-6,000

0

User Charges & Fees
Investment Revenues

-6,000

Other Revenues

0
-1,000

Grants & Contributions

0

0

0
0
0

-6,625,000

-6,625,000

-6,898,866

1,415,000
4,952,500

1,415,000
4,952,500
220,000

370,938
885,700

17,000

10,222

6,604,500

6,604,SOO

1,326,860

·20,500

-20,500

·5,572,006

-20,500

-20,SOO

·5,572,006

Operating

0
0

Capital
Profit from disposal of Assets
Total Income
Expenditure
Employee Costs
Materials & Contracts
Depredation & Amortisation

220,000
17,000

other Expenses
Total Expenditure

60,000

Net Operating Result from
Continuing Operations
Net Operating Result before Capital
Items

Waste Services Budget is as anticipated.
The pensioner rebate on Domestic Waste Income is yet to be adjusted.
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NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMfiTEE

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

4.4- QUARTERLY BUDGET REVIEW STATEMENT

Waste Services

Income
7000000
6000000
5000000
4000000
3000000
2000000
1000000

0

•

<

t _·-

Original Budget
It Revised Budget

~~~~~~~~~·

ActuaiYTD

. . - - - - - - - - - - - - - - - - - - - - - - - - - ---------.

Expenditure
5,000,000
4,500,000
4,000,000
3,500,000
3,000,000
2,500,000
2,000,000
1,500,000
1,000,000
500,000

0

• Original Budget
• Revised Budget
~~~-r-=~~_;~~r-~~4

• ActuaiYTD

------------------------------------------------------------------~·6
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20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

4.4 - QUARTERLY BUDGET REVIEW STATEfiENT

Waste Services

-·-·----------- - - --------· -l

r ··

Monthly Budget vs Actual Expenditure
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NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

4.4- QUARTERLY BUDGET REVIEW STATEMENT

Engineering

2013/2014

Recommended

2013/2014

Original

Changes for

Revised

Actuals

Budget

Council Resolution

Budget

YTD

Operating Budget
Income
Rates & Annual Charges
User Charges & Fees
Investment Revenues
Other Revenues

0
-958,900

0
-958,900

0
-534,536

0
-3,000

0

0
-1,873

-3,000

Grants & Contributions
Operating

-515,000
0

-19,500

0

0

-1,476,900

-1,476,900

-555,908

Materials & Contracts

1,300,000
2,281,000

1,300,000
2,281,000

282,015
1,254,136

Depreciation & Amortisation

1,900,500

1,900,500
705,500

480,125
241,131

-515,000

Capital
Profit from disposal of Assets
Totallnc:ome

0

Expenditure
Employee Costs

other Expenses
Total Expenditure

705,500

6,187,000

6,187,000 -

2,257,407

4,710,100

4,710,100

1,7011499

4,710,100

4,710,100

1,701,499

Net Operating Result from
Continuing Operations
Net Operating Result before Capital
Items

Excessive expenditure in August and September is due to the resurfacing of McPherson
Street in the sum of $500,000 and Ausgrid restorations in the sum of $625,000.
These expenditures will not continue in future quarters.
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20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITIEE

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

4.4- QUARTERLY BUDGET REVIEW STATEMENT

Engineering

-------- -- -- -- -

-- - --

- -----

~

I

Income
1000000
900000
800000
700000
600000
500000
400000
300000
200000
100000
0

• Original Budget
~

...

__...

• Revised Budget

ActuaiYTD

Expenditure
2,500,000
2,000,000
1,500,000
1,000,000
• Original Budget

500,000

• Revised Budget

0

Actual YTD
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FINANCE AND PERFORMANCE COMMITTEE
4.4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Engineering

I1

Monthly Budget vs Actual Expenditure
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NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITIEE
4.4 - QUARTERL V BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Technical Servkes
Recommended

2013/2014

Original

Changes for

Revised

Actuals

Budget

Council Resolution

Budget

YTD

2013/2014

I

Operating Budget
Income

0
0
0
0

0
0
0
0

0
0
0
0

0

0
0
0

0
0
0

0

0

0

556,000
21,500
0
3,500

556,000
21,500
0
3,500

153,268
17,115
0
0

Total Expenditure

581,000

581,000

170,383

Net Operating Result from
Continuing Operations
Net Operating Result before Capital

581,000

581,000

170,383

ttems

581,000

581,000

170,383

Rates & Annual Charges
User Charges & Fees
Investment Revenues
Other Revenues
Grants & Contributions
Operating
Capital
Profit from disposal of Assets

Total Income
Expenditure
Employee Costs
Materials & Contracts
Depreciation & Amortisation
other Expenses

Technical Services expenditure is as anticipated.
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FINANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013

4 .4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Technical Services
.----------

Income
1

0.9
0.8
0 .7
0.6
0.5
0.4
0.3
0 .2
0 .1
0

;,
• Original Budget
• Revised Budget
-t'-"·~~~-...,_..,-,.-.....,---,.:
- ~"

ActuaiYTD

Expenditure
600,000
500,000
400,000
300,000
200,000
100,000

• Original Budget

0

• Revised Budget
ActuaiYTO

_ _ __j
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FINANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013

4 .4- OUARTERL Y BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Technical Services

Monthly Budget vs Actual Expenditure
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NSW ICAC EXHIBIT
F.INANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013

4.4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Airport Business Unit

-

2013/2014

Recommended

2013/2014

Original

'Changes for

Revised

Actuals

Budget

Council Resolution

Budget

YTD

Operating Budget
Income
Rates & Annual Charges
User Charges & Fees
Investment Revenues
Other Revenues

0
-5,330,000
0
0

0
-5,330,000
0
0

0
-1,553,076
0
0

0

0
0
0

0
0
0

-5,330,000

-5,330,000

·1,553,076

3;233,725
1,475,475
0
61,800

3,233,725
1,475,475
0
61,800

894,713
555,201
0
8,234

4,771,000

4,nl,ooo

1,458,148

·559,000

·559,000

-94,928

-559,000

·559,000

-94,928

Grants & Contributions
Operating
Capital
Profit from disposal of Assets

Totallncorne
Expenditure
Employee Costs
Materials & Contracts
Depreciation & Amortisation
Other Expenses

Total Expenditure
Net Operating Result from
Continuing Operatiohs
Net Operating Result before Capital
Items

Airport Business Unit income and expenditure is as anticipated.
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMMITTEE
4.4- QUARTERLY BUDGET REVIEW STATEMENT

20 NOVEMBER 2013
RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Airport Business Unit

I

I

Income
6000000
5000000
4000000
3000000

·-

2000000

• Original Budget

1000000

• Revised Budget

0
ActuaiYTD

I

Expenditure

---------'
l

3,500,000
3,000,000
2,500,000
2,000,000
1,500,000
1,000,000

Original Budget

500,000

• Revised Budget

0

-- -- - - - ------ --- ------

ActuaiYTD

···---~ --·- -- --
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FINANCE AND PERFORMANCE GOMMITIEE

20 NOVEMBER 2013

4 .4 - QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Airport Business Unit

------------------,

I

Budget vs Actual Expenditure
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMM ITTEE

20 NOVEMBER 2013

4 .4 - Q lJARTERL Y BUDGET REVlEW STATEMENT

RESPONSIBLE ACCOUNT ING OFFICER'S REPORT

Cash
Budgeted

Budgeted

Opening Movements Movements

Closing

Balance

Balance

To

From

External Restrictions
Developer Contributions

19,712

3,740

15,972

Unexpended Grants

649

Mascot Main Street

419 '

95

514

Mascot Parking Rate

789

95

884

2 ,332

691

954

2,069

23 ,901

881

6,207

18,575

(864)

1,513

-

Domestic Waste Management
Storm water Management
Total External Restrictions

Internal Restrictions
Employee Leave Entitlements

!

1,200

1,200
200

Infrastructure Replacement

200

Plant replacement

300

1,300

(1 ,000)

Office Equipment

200

300

(100)

300

120

Asset Replacement
Bonds and Deposits
Mascot Oval
Restoration s Pre Payment
Domestic Waste Management
Total Internal Restrictions

Total Restrictions

180

2 ,000

2,000

80

80

1,083

1,083

122

·-

.

122

-

5,485

-

1,720

3,765

29,386

881

7,927

22,340
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMMITTEE
4.4- QUARTERLY BUDGET REVIEW STATEMENT

20 NOVEMBER 2013
RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Consultants

City of Botany Bay
Consultancy and Legal Expenses for the period ended 30th September 2013

Actualsto

Budgeted

30/09/2013
Expenditure

Consultants
Legal Expenses

84,447
25,832

y
y

Definition of consultant:
A consultant is a person or organisation engaged under contract on a temporary basis to
provide recommendations or high level specialist or professional advice to assist decision making
by management. Generally it is the advisory nature of the work that differentiates a consultant
from other contractors.

------------------------------------------------------------~8
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NSW ICAC EXHIBIT
20 NOVEMBER 2013

FINANCE AND PERFORMANCE COMMITTEE

RESPONSIBLE ACCOUN11 NG OFFICER'S REPORT

4.4 - QUARTERLY BUDGET REVIEW STAiEMENT

Capital Summary
Recommended
2013/2014
Changes for
Original
Council Resolution
Budget

2013/2014
Revised
Budget

Actuals

YTD

Capital Expenditure
New Assets

1,600,000
0
1,082,500
0
255,000
1,644,000

1,600,000
0
1,082,500
0
255,000
1,644,000

47,045
0
2,750
7,000
24,106
345,607

0
1,115,000
1,859,000
954,000
1,362,000
210,000

0
1,115,000
1,859,000
954,000
1,362,000
210,000

0
148,924
377,090
0
442,476
0

10,081,SOO

10,081,500

1,394,998

5,040,500
1,513,000
954,000
1,720,£XX)

Revenue

5,040,500
1,513,000
954,000
1,no,ooo
854,000

854,000

495,300
144,600
7,000
136,467
611,631

Total Funding

10,081,500

10,081,500

1,394,998

Plant & Equipment
Land & Buildings
Roads and Footpaths
Drainage
Recreation
Other
Renewal Assets
Plant & Equipment
Land & Buildings
Roads and Footpaths
Drainage
Recreation
Other
Total Capital Expenditure

Funding
Section 94 Contributions
Grants & Other Contributions
Stormwater Levy
Reserves
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NSW ICAC EXHIBIT
FINANCE AND PERFORMANCE COMMITTEE

20 NOVEMBER 2013

4>'1 -QUARTERLY IBUDG'! :T REVIEW STATEME1IIIT

RESPONSIBLE ACCOUNTIIIIG OFFICER'S REPORT

Capital Detail
Recommended

2013/2014

Original

Changes for

Revised

Actuals

Budget

Council Resolution

Budget

YTD

2013/2014

Corporate Services
Library Service s
Community Se rv ices
Operational Services
Assets and Engineering Se rvices
Total Capital Expenditure

3,880,000

3,880,000

498,704

350,000

16,904

25,000

350,000
25,000

2,839,500
2,987,000

2,839,500
2,987,000

499,457
379,933

10,081,500

10,081.SOO

1,394,998

500,000

500,000
1,100,000

37,618
9,427

120,000

89,422

0

Corporate Services
Plant Purcha ses - Cars
Plant Purchases - Trucks
Asset Improvement
Computer Equipment Purchase
Office Equipment Purchase
Civi ca Authority e -services & CRM
Administration Building
City Identity
Computer Softwa re
Mob ile Garbage Bin Replacement
Waste Strategy
Botany Town Hall
Community Hall s
Other Community Facilities
We b Development

1,100,000
120,000
250,000
50,000
100,000

250,000
50,000
100,000

62,826
46,160

60,000

70,000
60,000

1,000,000

1,000,000

144,600

70,000

7,320
30,000

30,000

200,000
250,000
100,000

200,000
2SO,OOO

50,000

100,000
50,000

Bota ny Business Enterprise Centre Upgrade

11,844

Illegal Dumping Campaign
Waste Education Campaign

2,384
20,870

Strategic Waste Management Program

56,090

Environmental Education Program
Total Corporate Services
Library Services
library Books

3,880,000

0

10,143

3,BI!O,OOO

498,704

16,904

150,000

150,000

200,000

200,000

350,000

350,000

20,000
5,000

20,000
5,000

.zs,ooo

25,000

Robey St Landsciifjing

24,000

2.4,000

Footpath opposite Subway Banksmeadow

16,<XXJ
8,000

16,000
8,000

7,500
20,000

20,cm

Refurbish Pagewood library
Total UbratyServices

16,904

Coml'f'W.Inity Services
Child Care Centres
Family Day Care
Total Conwnunity Services

0

Operational SerVices

Mllpond SeatingArea
Maloney & Harry Streets Footpath, Planter
Boxes & Bus Sem
St ree t rree Masterplan Stage 1
Cook Avenue Stree.t Tree Replacement
50 Bay St Traffic Facilities
Botany Rose.bery Street Furniture
Mascot Station Square East Landscaping
Cricket Nets & Basketball Courts Stage 1
Mascot Oval Entry Access Sti!f!:t! 1
Hensley Athletic Field, ~tch Pari: , Botany

Golf Course & Botany Aquatic Centre

20,000
20,000
57,000
150,000
l.OO,(Xl)
90,!XX)
20,000

7,500

20,<XXJ
20,000
57,000
150,000

2,750

lOO,<W
~<W

20,000
.... JU
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FINANCE AND PERFORMANCE COMMITIEE
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4.4- QUARTERLY BUDGET REVIEW STATEMENT

Linear Park Refurbishment

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

500,000

500,000

286

11,970

Grace Campbell Rerserve Youth Playground,
Furniture & 'Landscaping

20,000

20,000

Public To ilets Refurbishment

200, 000

200,000

Botany Shopping Centre Revitali sation

450,000

450,000

Mascot Shopping Centre Footpath Upgrade

3,149

Mascot Shopping Centre North Footpath

1,008

GarnetJackson Reserve Improvements

9,000

9,000

8,001

Garnet Jackson Reserve Walking Trails

25,000

25,000

24,106

56,000

56,000

58,610

Landscapi ng

50,000

50,000

47,096

Lionel Bowen Park Access

45,000

45,000

128,253
84,495

GarnetJackson Reserve Playground
Equipment
Hughes Ave Reserve Furniture &

Booralee Park Shade Structure

50,000

50,000

Various Parks Shade Structures

50,000

50,000

Mascot Memorial Park Upgrade Stage 1

145,000

145,000

Skate Park Concept Plan

20,000

20,000

Elphick Avenue Reserve Improvements
Botany Aquatic Centre Pumps, Roller

15,000

15,000

110,000

110,000

58,468

30,000

30,000

29,575

Shutters & Signage
Big Splash Waterslide Refurbishment
Supervision of Section 94 Expenditure
Mutch Park Playground Equipment & Picnic

24,470

Facilities

15,722

High StOff Leash Dog Park
Sir Joseph Banks Park Foreshore Rd Fencing

80,000

80,000

Upgrade

11,000

11,000

Sir Joseph Banks Park Tree Removal &
Replanting

137,000

137,000

Sir Joseph Banks Park Remedial Pond Works
Sir Joseph Banks Park Childrens Cycle Track,

50,000

50,000

Furniture & Landscaping

45,000

45,000

Sir Joseph Banks Park Picnic Settings
Bus Shelters
Litter Bins

Total Operational Services

9,000

9,000

160,000

160,000

40,000

40,000

2,839,500

2,839,500

1,498

499,457

Assets and Engineering Services
Bay Street (South of Botany Rd)

26,500

26,500

Rhodes Street, Hillsdale

41,500

41,500

Brittain Crescent, Hillsdale
Linear Park Roadworks
Hale & Hastings Streets Traffic Calming

65,000

65,000

1,000,000

1,000,000

Devices

100,000

100,000

Line marking & Road Signs

100,000

100,000

Bay Street & Botany Road Traffic Lights

700,000

700,000

\IAcPherson St Upgrade

369,016

Hughes Ave Traffic Island Construction

3,917

Draina&e Works
483,000

483,000

Henry Kendall Crescent Rai ngarden

Flint St Upgrade

95,000

95,000

Tupia Street (Sir Joseph Banks Park Entry)

20,000

20,000

Ex ell Street, Botany Survey, Design &
Construction
Floodvale Drain (McPherson 5t Culvert)
Page St Additional Pits & Gully Grates

60,000

60,000

150,000

150,000

9,500

9,500

8,000

8,000

SUtherland & Coward Sts Addi 'onal Inlet
Capacity
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4.4- QUARTERLY BUDGET REVIEW STATEMENT

RESPONSIBLE ACCOUNTING OFFICER'S REPORT

Forster & Oliver Sts Additional Inlet

9,000

Caoacitv
Stephens Rd & Swinbourne St Replace
Harris St £xtend Drainage from Coward St

9,000
8,500
9,500

8,500
9,500

76 Bay St Drainage Upgrade

8,000
6,500

8,000
6,500

4,500

4,500

Inlet Capacity
Napoleon & Coward Sts Additional Inlet

5,000

5,000

Capacity
Florence Ave Adjoin i ng Eastlakes Public

7,000

7,000

School Foothpath Reconstruction &
Drainage Works

9,500

9,500

King St & Botany lne Additional Inlet
Capacity
Wellington St Additional Inlet Capacity

6,000
8,000

8,000

5,000
4,000

4,000

5,000

5,000

Capacity
Smith Stat Denison St Additional Inlet

15,000

15,000

Capacity

15,000

15,000

3,000

3,000
0

7,000

2,987,000

2,987,000

379,933

10,081,500

10,081,500

1394,998

5 Universal St Increase Flow at Kerb
Heffron Rd Increase Pit Capacity
King St to East of Maloney St Additional

Hicks Rd North of Brussels St Additional
Inlet Capacity
Middlemiss St Additional Inlet Capacity
Jasmine & Bay Sts Additional Inlet Capacity
Church & O'riordan Sts Additional Inlet

39 Edward St Additional Inlet Capacity
Mascot, Rosebery & Eastlakes Flood Study
Total Assets and Engineering Services
Total Clpital Expenditure

6,000

5,000

----------------------------------------------------------------~~2
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l etter to Minister
25 October 2013
Hon Don Page M P
Minister for Local Govern men t
Parliame nt House
Syd ney NSW 2000

Dear Minister
I am pleased to provide you with the final report of the Independent Local

We trust that the report will provide a sound basis for further reforms to

Government Review Panel : Revita/ising Local Government.

strengthen such an important part of the State's system of government.

The Panel has made 65 recommendations and its findings are unanimous. We are
of one mind in concluding that wide-ranging and concerted action is essential to
make NSW local government sustainable and fit-for-purpose into the mid-21' 1

Yours si ncerely

Century. Our terms of reference required nothing less.
May I take this opportunity to thank you for the support and encouragement you
have given the Panel throughout its task, and for your steadfast commitment to
the Panel's independence. As you indicated at the very beginning, this has been a
genuinely open review with no limits placed on the issues the Panel could explore .

-/)
~

~
/

v:

)

Q._~

Graham Sansom - Pane l Chair
I also wish to acknowledge the generous assistance provided to the Panel by
several of your ministerial colleagues, their departments, and other State
government agencies. Above all, the Division of Local Government under the
leadership of Ros s Woodward has made an indispensable contribution .

Also on behalf of:
Jude Munro AO- Panel Member
Glenn Inglis - Panel Member
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Preamble: A Fresh Start
Local government in NSW needs a new agenda and a

At the same time, the Panel has highlighted the need for

The Panel's approach to these issues has been evidence-

fresh start. The same applies to its relationship with the

a systems approa ch. The challenges fac ing local

based and pragmatic, not ideological. Its

State government and how the two work together in

government can only be addressed successfully through

recommendations blend economic rationa lism with a

practice.

a package of measures: the jigsaw has to be assembled

firm belief that more must be done to enhance social

correct ly to create a cl ear picture of the way forward .

equity. Similarly, a strong commitment to local identity

For far too long local government has been bogged down

and democracy does not rule out creating larger council

in debates about amalgamations, rate-pegging, cost-

Thus the Panel's objective is to create a revitalised

shifting and demands for additional State and federal

system of local government that will remain sustainable

f unding. Meanwhile the financial sustainabil ity of many

and fit-for-purpose well into the middle of the 21 ' 1

The Panel sees encouraging signs of an understanding

counc ils- and their capacity to deliver the services

Century. For that to be achieved, the old debates and

that things must change. This can be found in the

communities need- has declined, and a significant

slogans must be put aside . The time has come to tackle

Destination 2036 Action Plan , the joint local and State

number are nea r crisis point. local government Is far

the underlying issues.

government initiative to 'create strong communities

areas to improve efficiency and effectiveness.

from realising its potential to help achieve the State
government's goal of 'Making NSW Number One' .

through partnerships' . The formation of a single local
Sooner or later amalgamations will have to be part of the

government association also offers an inva luable

package : the number of councils in NSW has halved
Nowhere is this more evident than in the Sydney region,

during the past century and that trend will surely

where the structure of local government has been largely

continue. Rate-pegging should be reviewed in the

opportunity to set a new agenda, as do moves by several
State agencies to establish more productive working
relationships with councils.

'snap frozen' for more than half a century. Australia's

context of a wider effort to address infrastructure

global city is still divided amongst forty-one councils,

backlogs and ensure financial sustainability. Cost-shifting

many of which lack the scale and resources to play an

has been overstated relative to other factors, but local

drive and commitment to make the changes required .

important role in metropolitan affairs. There is also a

government does have legitimate concerns about rating

The Panel has heard many times that this review offers a

deepening divide between a privileged east and a

exemptions and concessions, and the way some fees and

'once in a generation' opportunity: an opportunity to

local government has lots of people with the talent,

struggling west. Gaps in coordination amongst State

charges are fixed below cost. And all concerned need to

advance both local government as an institution and the

agencies have made matters worse.

face the reality that there are no 'pots of gold' in

wellbeing of the communities it serves. Much of what

Canberra or Macquarie Street: councils must make

the Panel has proposed echoes the findings of the

The Independent local Government Review Panel was
tasked with formulating options for a stronger and more
effective system of local government. The two key words

better use of their own revenue base, and limited grant

'Barnett' comm ittee that examined NSW local

funding must be distributed according to needs, not

government exactly forty years ago. Not enough wa s

simply numbers of people.

done to follow through on Barnett's work. This

are options and system . The Panel has made a decisive

generation must do better.

move away from 'one size fits all', and ha s sought to give
communities and regions more options for the way local
government is arranged and how it operates.
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1. Introduction and Overview
The Independent Local Government Review
Panel was appointed by the NSW
Government in April 2012, following an
approach by the then Local Government and
Shires Associations (now combined as 'local
Government NSW'). Its task has been to
formulate options for governance models,
structures and boundary changes :
•

To improve the strength and
effectiveness of local government

•

To help drive the key strategic directions
set out in the Destination 2036 Action
Plan, and to further the objectives of
NSW 2021: A Plan to Make NSW
Number One (the State Plan) .

The Panel's terms of reference are set out in
Box 1.

9
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In addition to its core task, some additional items from the Destination 2036 Action Plan were
referred to the Panel for consideration . The Panel was also asked to consider the particular
governance challenges and issues facing communities and all levels of government in the far
west of NSW; as well as the proposals for restructuring of local government water utilities
advanced in the 2009 Armstrong-Gellatly report and a more recent report by Infrastructure
NSW. The Panel sought to address all those additional matters as far as time and resources
allowed .
No limits were placed on how the Panel went about its work, and its resources were sufficient to
commission some independent research and advice to inform its thinking.
The Panel has concluded that new directions must be pursued to revitalise the culture,
structures and operations of NSW local government, as well as its relations with the State . This
must be done first and foremost so that local government can provide better services,
infrastructure and representation for the communities it is intended to serve. The Panel's goal is
therefore :

A more sustainable system of democratic local government with added capacity to
meet the needs of local and regional communities, an.d to be a valued partner of State
and federal governments.
The Panel has tested all its ideas, options and proposals against that goal. Its proposals are farreaching but far from radical. They rest on evidence drawn from the extensive literature on local
government reform, commissioned research, previous inquiries, and established practice
elsewhere in Australia or New Zealand, England and Canada .

10
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1.1

The review process

Figure 1: Four Stages of the Review

The Review was carried out in four stages to
maximise opportunities for councils and local
communities to have their say, and to canvass ideas
and directions for change with the broadest
possible range of stakeholders. The Panel looked at
all aspects of the local government system- not
just councils but also their regional organisations
and associations, the statutory bodies that regulate
them and the key state agencies with which they
need to work to achieve desired outcomes for their
local communities.

Stage 1

Stage 2

Stage 3

Stage 4

...,.

'-.../

'<;1

July- Oct

Nov- Mar

Apr- Jun

0

Setting the Scene
'Strengthening your
Community' paper

Key issues and
signposts
'Case for Change'
paper

.

I

Jul - Oct

Models and options
'Future Directions'
paper

Final Report
'Revitalising Local
Government'
paper

Related reviews

The Panel has aimed to conduct an open and

The Review was conducted in parallel with several other important reviews looking at variou s aspects of local

transparent consultation process: all the

governance. Most important wa s the work of the Local Governments Acts Task Force, which has been paving the

information used to develop its reports has been

way for a major re-write of the Local Government Act and City of Sydney Act. The Panel and the Task Force

made available on the website

maintained close liaison throughout, and the Panel provided the Task Force with regular updates and interim advice

www.localgovernmentreview.nsw.gov.au, with
regular updates provided via email and Facebook.
The opportunity for everyone to Have Your Say has
been available on the website throughout the
review. Also the Panel issued a series of media

on legislative issues likely to feature in this final report.
The Panel also established regular dialogue with the review of the NSW Planning System carried out by the
Department of Planning and Infrastructure, and the Independent Pricing and Regulatory Tribunal (I PART) which has
been investigating local government compliance and enforcement practices as one of the State government's 'Red
Tape' reviews. The Panel is confident that its proposals align closely with those of other reviews.

releases; gave numerous press, radio and television
interviews; and made presentations at conferences,

Figure 2: The Panel's Review in Context

seminars and other events .
:....,... '- 1•

The Panel prepared and released for discussion
three separate papers and held extensive
consultations in all four stages . Details of this
approach are shown in Figure 1 and Box 3. In total,
the Panel received more than 1,800 submissions.
·-

jJ..:,\..1_~·. ., · ··..::-t
· ;(~· : :...:}·

"
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(
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The evidence base
This was an evidence-based inquiry. The Panel referenced a large number of
Stage 1- July to October 2012

research papers and reports of previous inquiries. It commissioned supplementary

Released Strengthening Your Community- Consultation Paper

research in several key areas, as well as new surveys and opinion polling.

Listening Tour- vis1ts to 18 locations across NSW for council and community
meetings

Submissions received from councils and others also provided a great deal of

Meetings with local government stakeholders, State government agencies
221 council and public submissions received

valuable and up-to-date information, including specially commissioned stud ies. As
well , the Panel benefited from reviews and studies of various aspects of local
government under way in other states, particularly Western Australia, South
Australia and Victoria .

Stage 2 -November 2012 to March 2013
Released Better Stronger Loca l Government- The Case for Sustainable
Change

Of particular importance were the reports on the Financia/Sustainability of the
New South Wales Local Government Sector released by the NSW Treasury

Visits to all Regional Organisations of Councils

Corporation (TCorp) in April 2013; and the Local Government Infrastructure Audit

10 roundtable discussions with councils, local government stakeholders,
business groups and NSW government agencies

completed by the Division of Local Government (DLG) in May. Reports of several

Meetings with Members of Parliament

commissioned by the Local Government and Shires Associations (2006); and

Online survey and 1S7 council and public submissions
Stage 3 -April to June 2013

other recent inquiries were also most valuable, notably the 'Allan' inquiry

studies of the local government revenue base by the Productivity Commission

(2008) and I PART (2009).

Released Future Directions for Local Government: Twenty Essential Steps and
Strengthening NSW Remote Communities: The Options papers

Again, all this material has been assembled on the Panel's website. Of course, not

Visits to 291ocations to hold 63 meetmgs with councils and communities

Panel is confident that its proposals are soundly-based and achievable .

everyone will agree on the conclusions to be drawn from the evidence, but the

Meetmgs with a wide range of stakeholders
Over 1400 council and public submissions
Stage 4- July to October 2013
Follow-up vis1ts to councils and regions, and meetings with stakeholders
New opinion polling released
2 roundtable discussions on specific 1ssues with local government
representatives
Governance Working Party t o explore options advanced in Future Directions
A number of supplementary reports and submissions received

12
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1.2

Governance, structures and boundaries

1.3

Defining the 'problem'

The Panel was asked to develop options for governance models, structural

Why conduct a major review of NSW local government at this time' A number of

arrangements and boundary changes. It has defined those terms in the following
way.

people have put the classic argument to the Panel that: 'If it ain't broke, don' t fix it'.

•

'Governance' includes the way councils are organised politically and
administratively and how they go about their business. Over the course of the

They believe that on the whole local government is performing well enough, and
that although some councils face significant problems, there is no case for sweeping
change.

review the Panel also focused on financial and asset management as key

The Panel agrees that change for change's sake is unwise . However, there are at

elements of governance: do councils have access to adequate resources? Are

least four key reasons for wide-ranging reforms.

they managing their finances and assets appropriately?

•

change if it is to remain 'fit for purpose'. Issues such as the relevance of existing

already a variety of different structural arrangements in local government

boundaries, the need for new approaches to regional cooperation,

across NSW. The basic unit is normally an elected local council, but additional

shortcomings in the structure of metropolitan local government, and the

structures include regional organisations of councils, county councils, joint

internal workings of councils must all be explored.

undertakings for water supply and sewerage, council-owned businesses and

Large sections of local government are not faring well. There is mounting

others. In the Unincorporated Far West region of NSW there are elected

evidence to show that around a third of all NSW councils are 'at risk' from weak

'Village Committees' in Silverton and Tibooburra.
•

The world is changing rapidly and the system of local government must also

'Structures' refers to the different types of local government bodies. There are

revenues, infrastructure backlogs and declining populations; some are in crisis
or very close.

'Boundary changes' also take different forms . Historically, most have involved
creating larger councils through amalgamations or mergers. In other cases

•

Whilst a substantial number of coun cils could continue more or less on their

relatively minor adjustments to boundaries have been made to improve

current path for several decades to come, very few are actually realising their

administration . For example, a boundary may be altered around a town to

full potential as partners in the system of government. There is a great deal of

incorporate new urban development that has flowed into an adjoining rural

under-achievement in local government and its resources and skills could be

area. In the case of the City of Sydney, there has been a mix of repeated

used to far greater effect to address the challenges facing NSW.

substantial changes to boundaries and amalgamations.

•

The Panel's view is that the number of available options should be increased so that

Relations with the State government have not been as close and productive as
they should be . Progress is now being made but far more needs to be done in

local government arrangements can be tailored to the varying needs and

areas such as joint strategic planning, information exchange, cooperative policy

circumstances of different parts of NSW. It proposes a further move away from the

development, and resource sharing; State agencies and councils must see

'one size fits all' approach.

themselves as partners in one public sector, not competitors.

,. ~\
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1.4

Community attitudes

effectively, improving the local area or getting things done in the community's
interests .

The Panel took a number of steps to assess community attitudes to local
government and potential reforms. These included :

•

There is broad acceptance that council rates may need to increase fa ster to
avoid cuts to local services and make necessary improvements.

•

A review of the results of a broad cross-section of surveys and opinion polls
conducted over recent years, both in NSW and elsewhere, and including in

•

particular surveys of ratepayers concerning proposed Special Rate Variations
•

New opinion polling conducted in the Sydney and Hunter regions in May-J une
2013

•

loss of local representation and identity.

A web-based questionnaire to gauge responses to the Panel's Case for

Sustainable Change report released in November 2012

Discussions with Hornsby Shire Council on the results of independent polling it
commissioned on some of the options put forward in the Panel's Future

Directions paper (results available on the council's website) .

A significant minority of people are strongly opposed to amalgamation of
councils due to concerns about local government areas becoming too large and

•

On the other hand, there is a widespread view that amalgamati ons could lead
to cost-savings and better services.

Such findings again confirm the value communities place on local government
services. The Panel notes, however, that many people have little knowledge of the
activities of their council, and cannot recall the names of the mayor or any
councillors. It is also concerned about the relatively low ratings given to councils'

The findings of the Panel's own research closely aligned with those of previou s

performance in various aspects of community leadership and improving local areas.

surveys and the Hornsby Shire polling. Broad conclusions may be drawn as follows:

Those results suggest councils are not performing as well as they should as part of
the wider system of government.

On the whole, people appear satisfied with the performance of local
government - more so than with State and federal governments- and
welcome the fact that councils are elected bodies.
•

However, the overall level of awareness and understanding about the role and
functions of councils is quite low, and there is very limited recognition of
mayors and councillors.

•

Polling results in relation to rate increases and amalgamations suggest that the
respective concerns of State and local governments in these areas are probably
over -stated. Surveys have shown consistently that Special Rate Variations costing in
the range $1-2 per week are widely accepted: such increases represent up to 10%
on average residential rates across NSW. In the case of amalgamations, it appears
that opposition is less firm than it may first appear : there is scope to gain

Also, there is an important distinction between high levels of satisfaction with

community support provided a sound business case is established and the public

service delivery, and notably lower ratings for local government's performance

can be fully and accurately informed .

in understanding commun ity needs and expectations, communicating

14
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1.5

Key themes and principal recommendations

In total, the Panel has made 65 recommendations. These are presented in groups at the end of sections 5 to 18, with references back to the specific sub-section in wh ich th e
issues involved were canvassed.
The Panel's principal recommendations are se t out in Box 4. Some are in abbreviated fo rm. The recom mendations res po nd t o t we lve key t hemes t hat run t hroug hout th is
report.

1.

The overarching imperative is to ensure the long-term sustainability and

6.

Given limited funds, the distribution of grants must change to direct more
assistance to areas of greatest need .

7.

Stronger regional organisations are vital to ensure increased resource sharing

8.

Structural reform- including council amalgamations- is another essential

effectiveness of NSW local government: in its present fo rm and under current
policy settings the system as a whole will not remain su stainable and fit-forpurpose for much longer.

and joint planning, and to support vulnerable rural -remote councils.
2.

The focus of policy should be on strengthening 'strategic capacity' - ensuring
that local government has the right structures, governance models, skills and

component of reform, notably in metropolitan Sydney.

resources to discharge its responsibilities and realise its potential.
3.

Major new initiatives are required to tackle the underlying problems of

In particular, a series of measures must be put in place to promote greater
'fiscal responsibility' within local government and to make associated
improvements to local government's efficiency, accountability and political
governance.

5.

The process for considering possible amalgamations and boundary changes
needs to be overhauled, and a package of incentives introduced to encourage
voluntary mergers.

financial weakness and infrastructure backlogs.
4.

9.

Changes to the rating system and rate-pegging are essential to generate the
revenues needed to fund infrastructure and services, and- equally as

10. The particular issues and problems facing the Far West of NSW require special
arrangements.
11. Working relations between local government and State agencies need to be
improved across the board, and regiona l coordination should be the
centrepiece of this effort.
12. Reforms must be pursued as an integrated package, not one-off measures.

important- to make the system more equitable.

I)
\
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An integrated package

Figure 3: An Integrated Package of Reforms

The Panel has highlighted the need for a systems
approach to improving and strengthening local
government, aimed at ensuring long-term
V>

sustainability. This is discussed in detail in section 4.
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The challenges facing local government can only be
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addressed successfully through an integrated package
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'cherry-picked', then at best the benefits of reform will
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only be partially realised, and at worst there will be no
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significant improvement at all.
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Figure 3 seeks to make this clear by showing the inter-
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relationships between some of the key reforms the

Fiscal responsibility program
More rigorous Delivery Programs
LG audits under Auditor-General
Review rating system
Modify rate-pegging
Redistribute grants
State-wide borrowing facility
Extend and target LIRS
Establish Regional Roads Groups
Establish Regional Water Alliances
Strategic projects fund
Review compliance burden
Revise roles of Mayors, Cllrs, GMs
Establish Joint Organisations
Create 'Rural Councils'

Panel is proposing. For example, achieving 'fiscal
responsibility' and financial sustainability will require,
among other things, modifications to the current ratepegging system and a new approach to auditing.
Extending the Local Infrastructure Renewal Scheme
(LIRS) will be far more cost-effective with a state-wide
borrowing facility that cuts interest rates. Creating the
new option of a lower-cost 'Rural Council' for some
rural-remote areas depends on reducing the regulatory
and compliance burden on those councils, and
establishing regional Joint Organisations. And so on.
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1.6

Responding to submissions

As noted previously, the Panel received a total of

"

Particular concerns were raised with a number of the options advanced in the Panel's Future Directions paper

...-i

released in April 2013. These have since been the subject of extensive further consultations and follow -up

over 1,800 submissions throughout the review. All

research. As a result, the Panel has re-affirmed its views in several areas, but made significant changes in

have been carefully considered and extensive

others. The latter applies especially to earlier proposals for 'new look' County Councils and 'local boards'. The

summaries and analyses have been compiled in an

Panel has also developed new ideas around the rating system and rate-pegging, and on cost-shifting.

accompanying volume to this report.

Table 1 presents the Panel's responses to key issues and concerns raised in submissions.

Table 1: Key Areas of Concern in Consultation Feedback and Panel's Response

Amalgamations

Panel failed to recognise 'No forced amalgamations' policy and should not
have suggested amalgamations
Evidence shows amalgamations do not save money and are highly
disruptive

Panel was asked to develop options for restructuring and did so
Evidence quoted is not conclusive: recent studies indicate major efficienCies
and savings are achievable with careful planning
Panel' s focus is 'strategic capacity' not cost savings as such

There should be no 'mega' councils; Auckland's 'super counc11' is struggling
with rlebt

Largest councils suggested by Panel are similar to Gold Coast City; NZ
Auditor General says Auckland Council' s debt IS acceptable

Regional Organisations of Councils (ROCs) and shared services are an
adequate alternative

Panel respects 'no forced amalgamations ' but some restructuring is
essential to produce a sustainable system of local government
However, o new process is required with a re-constituted Boundaries
Commission
Research shows ROCs are not strong enough and shared services activity
too patchy

Local Boards

Support for addit1onal governance options but concern about creating a
'fourth t1er' of government
Local Boards concept seen to 'downgrade' or spell the end of existi'lg ruralremote councils

'New look' multipurpose County
Councils

County Council model has proved unsatisfactory: member councils lose
effective control

IS

Panel has developed a revised approach involving options for largely
autonomous 'Rural Councils' and Community Board s similar to those
operating in New Zealand

Minister has absolute power over County Counc1 ls

A more effective, statutory region ill model in local government is essential
to underpm sustainability and provide a bas1s for improved work ing
relations with State and federal agencies

Provisions m Local Government Act need to be re-written, not just amended

Evidence shows performance of ROCs is patchy and varies ove r t1me

Voluntary ROCs are a better model and should be retained and
strengthened as the basis for reg1onal planning and shared services

Concerns about experience with County Councils and legal provis10ns are
understood and accepted
Panel has developed an alternative model of 'Joint Organisattons' to
address legal and operational concerns
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Regional Water
Alliances

TCorp Financial

Concern that assets and staff will be transferred to new regional bodies and
that utilities Will ultimately be taken over by the State government

Criticism in some quarters of TCorp's methodology and lack of consultation

Sustainability
Ratings (FSRs}

Ratin g system

Panel has never proposed transfer of assets or operational staff
Water alliances are part of new Jomt Organisations that are embedded in
the system of local government

..

Panel reviewed cnticisms 1n detail but found no significant flaws in TCorp' s
approach
TCorp repor:ed on informat ion available at the tim e - assessments need to
be updated regularly and the accuracy and reliability of data improved

Strong support to overhaul rating system eg review exemption s and
concessions

Panel undertook further research and has al so drawn on LGNSW (Deloitte
Access Economics) report on rating exemption provisions

Widespread calls to abolish rate-pegging completely, but some recognition
this is unlikely to occur

Final report includes additional material and proposals to improve the
rating system
Panel has developed a new option for 'Rate Benchmarking' but still sees full
abolition of rate-pegging as unachievable at present

Cost-Shifting

Concern that the Panel failed to address this issue
Cost-shifting frequently cited as a key factor in the financi al difficulties
facing many councils

Gra nt Ful"ding

Widespread belief that additional State and federal support is the primary
solution to local government's financial problems
Calls for increased share of federal taxes
Concerns that Panel' s proposals for re-distribution of grants and creation of
Strategic Projects Fund will mean some councils receive less funding

Panel has addressed this 1ssue in some det ail, but believes that the
sign1f1cance of cost-shifting is ove rstated relative to other factors
New State-local Government Agreement contains specific provisions to
address cost -shifting
Panel remains of the view that substantial increases in State or feder2l
support are most U'11ikely given current fiscal constraints -local
government must focus on other options to assist communities in greatest
need
Re-distribution can be achi eved by using annual growth in federal grants
Those councils that may receive less in real terms have unused rating
capacity

We ste rn Regir>n
t', ut hority

View that the Far West region

IS

too big and diverse for a si ngle authority

Concerns about the autonomy and future of existing counci ls

Panel has undertaken exten sive and detailed further discussions With
counc1ls and other stakeholders
Authority concept has been retained but with modifications, and alongside
a robust system of autonomous local government

Governance
options

Limited support for stronger role for mayors and more directly-elected
mayors - but also significant opposition

Special working party convened to address these issues and revis ed package
largely agreed

Widespread support for 2-year terms for mdirectly elected mayors

r---,

!

I
-~
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2. Role and Importance of Local Government
Local government is the government of communities and
places. Elected councils are a fundamental element of our
democracy, giving expression to people's aspirations for
their neighbourhoods, towns and regions. Stronger, more
effective local government can provide better services and
infrastructure, and can do more to support economic
development, safeguard environmental quality and
enhance community wellbeing. It can also partner State
and Commonwealth governments in achieving regional,
state and national goals.
The Panel is committed to establishing a framework within
which democratic local government can flourish. This
section looks at some recent trends in the evolving role of
local government and considers how it should develop
over coming decades.

2.1

2.2

Diversity

Evolving functions

Box 5 provides a snapshot of NSW local government in

The Local Government Act 1993 provides NSW councils with their major powers, functions and

2013. The over-riding characteristic is one of extreme

responsibilities. Councils also have responsibilities under over 120 other Acts, such as the Environmental

diversity- in geographical characteristics, population size

Planning and Assessment Act 1979, the Roads Act 1993, Protection of the Environment Operations Act

and density, cultural mix, economic prospects and rates of

1997, Water Management Act 2000, Swimming Pools Act 1992 and Companion Animals Act 1998.

growth, budgets and functions performed . This makes it

The Local Government Act empowers councils to plan and manage local services and facilities in

difficult to establish over-arching legal and policy
frameworks . There cannot and should not be a 'one-sizefits-all' approach, and in later sections of this report the

consultation with their communities. In some respects it is highly detailed and prescriptive, but its
description of councils' functions is generic and flexible . Thus, for example, some councils support medical
and dental services, many have funded community safety programs including installing CCTV, and it is

Panel suggests a wider range of governance options to

commonplace for councils to engage in a range of commercial activities.

reflect that reality.

(~~
"-..-/:

(-----.\
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Over recent decades there has been a widespread

distinctions between the respective roles of local,

such as New Zealand's Community Boards and UK

tendency for councils' activities to expand in scope in

State and federal governments.

Parish Councils.

2.3

The idea s embodied in both 'double devolution' and

order to meet changing and growing community
needs and demands. Some federal and state grants
programs have also encouraged councils to take on

localism and community
governance

community governance challenge councils to re-think
and re-balance their role; to become enablers of

additional responsibilities. This trend is placing

Maximising councils' freedom to act for the benefit of

considerable pressure on council budgets, and leads

their communities is central to emerging concepts of

community-based action and to cede some of their

to calls to define local government's 'core'

'localism' and 'community governance'. In the UK, the

functions and authority to community organisation s

responsibilities and to reduce apparent overlap with

term 'localism' has been applied to a package of

and other partners . A growing number of councils

the activities of federa l and state governments .

initiatives aimed ostensibly at reducing central

across Australia are already moving in that direction ,

government controls, granting local government a

in part because resources are becoming increasingly

The Panel was asked to consider this issue. However,

power of general competence and much more

scarce relative to needs and forging partnersh ips can

there are three main problems with the concept of

discretion in the way they deliver services, and

unlock additional energy, skills and funds .

'core' responsibilities:

increasing the accountability of councils to their local

The functions of all three spheres of government
will inevitably evolve over time and with
changing circumstances

communities But perhaps the most significant

The practical application of community governance is
discussed further in section 12.

element of UK localism is that of 'double devolution':
not only giving more autonomy to councils, but also

2.4

directly engaging communities in delivering services.

The Panel commissioned two pieces of research to

Community perspectives

Precisely because local government is the

Community organisations can now 'challenge'

government of places and communities, it needs

explore community views about the performance of

councils to hand over facilities and services to them if

to be as responsive as possible to their varying

local·government. The first was an overview of recent

they believe they can do a better job .

community surveys and polling conducted in NSW

needs and wants, and within budget constraints
councils should adjust their activities accordingly
There is a danger that a list of 'core' functionsunless very wide-ranging and hence fairly
meaningless- could be unnecessarily restrictive .

This approach can be seen as part of a trend to
community governance. There are several strands to
this concept: intensifying community engagement in

and across Australia. It explored some of the key
questions raised by the Panel' s terms of reference :
•

decision-making about local planning, the type and

Are councils adequately supporting the current
and future needs of their local community ?

level of services required, and budgeting;
•

Do local councils deliver services and

Moreover, local government has made it clear that it

empowering and assisting community organisations

wants legislation governing its role to be less rather

to prepare their own neighbourhood plans and

infrastructure efficiently and effectively and in a

than more prescriptive: the current review by the

undertake local projects and service delivery; forging

timely manner?

Local Government Acts Task Force is proceeding on

partnerships between councils, business and

To secure councils' financial sustainability, in

that basis. Thus the Panel does not consider it

community organisations, such as the community

what circumstances would the commun ity be

feasible or appropriate to define 'core'

banking network ofthe Bendigo Bank; and

prepared to pay more to maintain or im prove

responsibilities at this time, nor to try to draw sharp

establishing new forms of 'sub-council' governance

services?
22
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How important is local representation and

contacts with councils are for general inquiries,

areas. Those results suggest councils are not

community input into decision making by local

to report maintenance issues or to make a

performing as well as they should as pa rt of the w ider

councils?

complaint.

system of government, and that a lot more needs to

What are people's attitudes towards council

Whilst councils' performance in delivering

be done to increase community awareness of how

boundary changes?

adequate basic services is rated quite highly,

The issue of attitudes towards amalgamations and

expectations, communicating effectively,

in May 2013 . Given limited funding, polling was

boundary changes is addressed in more detail in

improving the local area or getting things done in

restricted to just two regions to ensure statistically
valid results.

section 10.

the community's interests, is noticeably lower.

'-

1.:

2.5

Council rates are seen as 'fairly good value' and
The findings of the Panel's new polling closely aligned
with those of previous surveys. Some key points are
as follows :
On the whole, people appear more satisfied with
the performance of local government than with

•

than have cuts to local services. Similarly, most
would be willing to pay more in rates if it meant

harnessing resources and acting in a timely way.

the quality of local services improved .

Mayors, councillors and staff together take ownership
of issues, and take the initiative. They enable

A majority of respondents did not support
amalgamation of councils due to concerns about
local government areas becoming too large and

community infrastructure and services.

loss of local representation and identity. On the

communities to dE;!al with their own issues, in the
context of the bigger picture, as part of regional,
metropolitan, state and national strategies. Despite
tight budgets, purposeful and effective councils find

other hand, nearly half of respondents thought

the resources for crucial initiatives, like medical

that amalgamations could lead to cost-savings,

very important that councils are run by elected

services in rural areas. They act as government,

and a substantial minority also saw scope for

councillors, and a similar number take an interest

getting on with what needs to be done .

better services .

in local government elections.
•

At its best, local government demonstrates leadership
on some of society's most intractable problems by

seen to play a very important role in providing

Around two-thirds of respondents believe it is

However, more than half said they knew little or

Such findings again confirm the value people place on

nothing about their local council, and could not

local government services, but also point to the need

recall the name of a single councillor or mayor.

for improvements in the way NSW local government

NSW has long been Australia's 'premier State' but in
recent years that mantle has slipped . The need for
change and improvement has been recognised in
NSW 2021, the State plan, and local government can

plays its role. The Panel sees particular cause for
•

Similarly, more than half of respondents had not
had any contact with their local council over the
previous 12 months, and only 1 in 10 had
contacted a mayor or councillor- but most were
satisfied with the response when they did. Most

A more effect ive rol e

most respondents would rather see rates rise

State and federal governments. Local councils are

and should make a major contribution across all the

concern at people's limited knowledge of the

Plan 's five major strategies (see Figure 4) .

activities of local government, the lack of recognition
of mayors and councillors, and the relatively low
ratings given to councils' performance in various
aspects of community leadership and improving local

r', ____..:
"'

;;;

better and stronger local government can contribute

as understanding community needs and

people conducted in the Sydney and Hunter regions

:...

to the future of NSW.

satisfaction w ith other aspects of their role, such

This overview was then used to design a poll of 1500

--

r '·,
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Figure .a: NSW 2021 : The State Plan
}'

· ·NSW 2021 is a plan to make NSW
, number one. II is a 10 year plan to
, ;. rebuild too economy. provide quality
·c-;\'"services, renovate inrrastructuro,
'·.·.:· restore government accountability, and
strengthen our local environm~mt and
communities. It replaces the State Pian as
the NSW Governmt•nt·s strategic business
plan. setting prioritif>s for acttOn and
guiding resource allocation
NSW 2021 is a plan for change with
,;,; ambitious goals and ch.1llenging targets.
,. These targets will be hard to meet
,·. and there will be many factors outside
.,_ the control or the NSW Government.
However. we will wori< to bring together
government. cornrnumty and business
to respond to th!• challeng"s and
opportunitie~ Wf' race and achit'Vt! the
goals we have S('t.

councils . At the same time, relationships between
councils and State agencies often fa il to maximise

FIVE STRATEGIES
NSW 2021 is based around

five strategies:

REinlll~'-1"HE ECONOMY
-restOJI'e oconomic growth and
establish NSW as tt•e ·trrst place in
Australia to do business'
RETURN QUALITY SERVICES
-prov1de the best transport. hwlth,
education. POI'c•ng. justice and tamily
services. with a focus on the customer

STRENGTHEN OUR
LOCAL ENVIRONMENT
AND COMMUNITIES
-improve people's ljyes by prete<:timg
r.at~o;ra l envrronments and bUIJC!mg a
strong sense ofcommuri1ty
RESTORE ACCOUNTABILITY
TO GOVERNMENT
-talk honestly w1th the community,
return plann1ng powNs to the
commun1ty and g ,ve people a say
on dectSions that aHec: them

RENOVATE INFRASTRUCTURE
-build the •nfrastructure that makes a
differena> to both our economy and
people's lives

the use of available resources and to add value to
the system of government. When State politicians
and bureaucrats talk about the 'public sector', they
rarely think to include local government- and local
government rarely thinks of itself in those terms.
Despite recent improvements, the State-loca l
relationship is typically regarded in local
government circles as one of 'master to servant'.
Compared to other States, NSW has been slow to
establish processes for regular policy dialogue
between State and local government. Some State
policies affecting local government cut across each
other with adverse. unintended consequences . For
its part, local government has failed to raise its

This will, however, require a re-appraisal and re-definition of its place in the State's system of government. The

sights and make it itself a more attractive partner.

days of councils being focused on 'roads, rates and rubbish' are well gone, but some of the attitudes associated

These issues must be addressed and there is now

with that era linger in both State and local government circles . There is still a heavy emphasis on regulation and

ample scope to do so through the recently signed

service delivery, and the potential for local government to provide what has been termed 'place-based

State-Local Government Agreement . This is

leadership' remains largely unexplored . As the Panel' s polling and other surveys suggest, the rhetoric of local

discussed further in section 17.

government being 'closest to the people' has yet to be given full meaning in practice by a substantial number of
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3. Challenges of Change
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~ t~
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This review looks ahead to the middle years of the 21" Centurv. Local government must be ready to
cope with the new and tougher challenges that lie ahead, and to grasp the opportunities of change to
real ise its potential. Box 6 summarises some of th e key challenges .

3.l

Demographic t rend:;

The Panel has taken into account revised population projections
to 2031 recently issued by the Department of Planning and
Infrastructure. Some key poi nt s are as follows:
The Sydney region (excluding lllawarra and Centra l Coast
but including Wollondilly Shire and Blue Mountains City) will
grow to almost 6 million peopl e by 2031
..

Almost all coastal local government areas will also have

""

A number of inland regional centres wi ll also grow

o

Agricultura l shires in more densely settled regions will

strong growth, in some cases up to 40%

significantly, up to 30%

mostly have static populations or experience modest
declines
Most of far western NSW will experience considerable loss
of population (falls of up to 30%) but the proportion of
Aborigina l people will grow substantially
.,.

The number of people over the age of 65 is expected to
increase from just over 1 million now {14% of the
population) to 2.5 million in 2050 (24 %); more than half of
people aged over 65 live in th e Sydney metropolitan region.

Population shifts will thus sharpen reg io nal disparitie sbetween Sydney and the re st of NSW; betwee n the coast and
inland; between majo r regional centres and sma ller towns;
between areas that benefit from mining-related growth or
agricultura l expansion and those that do not. The way local
government is structured and operates wi ll need to change in
response .

\

/-·-.
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3 .2

The figcal out look

3.3

Financial susta inabi!ity

The available evidence points to a difficult fiscal outlook for NSW and Australia as a whole : weaker

To cope with the challenges of change, councils need above all

revenues during a time of relatively slow economic growth, coupled with the need to fund infrastructure

to be in the strongest possible f inancial position. The recent

gaps and increasing demands for services. The federal budget is much more constrained than it has
been for decades due to the government's aim to bring it back into surplus and reduce the debts

report of the NSW Treasury Corporation (TCorp) on the Financial
Sustainability of the NSW Local Government Sector defined

incurred during the Global Financial Crisis.

sustainability in the following terms :

This suggests that local government cannot expect increases in total state and federal funding and may

A local government will be financially sustainable over the long
term when it is able to generate sufficient funds to provide the
levels of service and infrastructure agreed with its community.

well see a declining trend in specific purpose grants as some regional development and climate change
programs are wound back. Making the best use of the existing pool of grants and of local government's
own tax base- rates- will assume even greater importance.

This definition takes into account the potential impact that
The 'Henry' tax review of 2009 covered a number of issues of significance for local government :

changing circumstances and emerging challenges could have on
a Council' s operating position and service levels over the long

..

the need for councils to have sufficient autonomy in setting rates

term .

potential integration of rates and land tax
the need to review the current distribution of federal financial assistance grants (FAGs)

TCorp allocated all councils a Financial Sustainability Rating (FSR)

the potential for expanded road user charges

on a scale from Very Strong to Distressed. A council needs to be

the problem facing Australians in relation to housing affordability

assessed at a Moderate or higher level to be acceptable in terms

the cost of providing aged care in a country with an ageing population

of its sustainability. A Moderate level FSR is on average

the limited longer term financial capacity of the states.

equivalent to marginally exceeding the benchmarks utilised in
TCorp's assessment process .

The review's report made it clear that taxes on land and property are an efficient and effective mea11s of
raising revenue and could make a substantially greater contribution to Australia's overall taxation effort.
Contrary to much of the rhetoric, rates actually offer local government a very robust tax base. Recent
figures highlight that fact : since the Global Financial Crisis, while federal and state revenues have
stagnated, local government's share of taxation has risen from a long-term low of 2.9% to around 3.5%.

Councils were also assigned a short-term Outlook rating of
Positive, Neutral or Negative. A Negative Outlook is a sign of a
general weakening in performance and sustainability. Hence a
council w ith a FSR of Moderate and an Outlook of Negative, is at
risk of being downgraded from Moderate to Weak. Councils
rated Moderate-Negative or worse need to address areas of
poor performance in order to avoid becoming steadily more
unsustainable .
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As shown in Figure 5, in 2012 around 75% of NSW councils achieved a rating of Moderate or better. However,

"

only five councils had a Positive Outlook, while 73- nearly half of all councils- rated Negative. This means that

The infrastructure backlog has yet to be
addressed. Achieving an annual breakeven

without corrective action the overall position of the sector is likely to deteriorate, and that in a few years well

operating position would provide councils with

over 40% of councils could be rated Weak, Very Weak or Distressed .

adequate funds to meet future requirements for
maintenance of assets and services, but this

Figure 5: Financial 5ustoinability Ratings with Outlooks

would not be sufficient to address the cumulative
infrastructure backlog of $7.2b reported in 2012,

90
80
70
60
50

79

may be identified as data improves.

66

Regional performance varies. There is a higher

46

40

proportion of councils rated as Weak and Very

34

32

30
20
10
0

nor any additional maintenance funding gaps that

Weak along the north coast and in the far
western regions compared to others.

22
13
0 1

2 2

Very
Strong

Strong

5

A number of councils have argued that TCorp's

0 2

___ __n _ _ __

Sound

Moderate

Weak

Very
Weak

methodology was flawed and that the rating allocated
to them was incorrect. The Panel has discussed these

Dis1ressed

issues in detail with TCorp and DLG, and has
concluded that the ratings are correct based on the

Current Rating

Forecast Rating when Outlook Applied

data available to TCorp at the time (mid 2012-early
2013). The Panel understands that several councils
have since provided additional or revised data, and

TCorp's other key findings may be summarised as follows:

have approached TCorp for an updated assessment.
Operating deficits are unsustainable. Most councils are reporting operating deficits and a continuation of
Action needed to address the financial concerns

this trend is unsustainable. In 2012 only one third of councils (SO) reported an operating surplus. Moreover,
the figures for 2012 significantly understate the problem, because the federal government prepaid half of

raised by TCorp's findings is discussed in sections 5

its 2013 Financial Assistance Grants to councils .

and 6.

There is a large annual asset maintenance gap. Councils' reported expenditure shows an annual shortfall in
spending on asset maintenance. In 2012 alone, the reported maintenance gap was $389m across the local
government sector, and the total for the last four years is $1.6b.
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3.4

3.5

Infrastructure management and backlogs

The TCorp report makes it clear that tackling local government's annual asset

'Councils at risk'

Based on the TCorp analysis, a council-by-council infrastructure audit undertaken

maintenance gap and the cumulative infrastructure backlog warrants the highest

by DLG. the latest DP&I population projections, and a state -wide 'cluster-factor'

priority. Economic development, service delivery and community wellbeing all

analysis of local government areas, the Panel has made an assessment ofthose

depend on adequate infrastructure, especially roads, bridges and buildings.

councils that could be deemed to be 'at risk' . This means that, under current policy
settings, the councils concerned may become unsustainable or cease to be 'fit for

Both TCorp and DLG now estimate the backlog at over $7 billion. This figure is

purpose' within the foreseeable future . The councils are shown on Map 1. Risk was

based on unaudited council data and might be reduced substantially if councils

assessed based on combinations of several factors:

revise acceptable service levels in consultation with their communities- for
example, replacing some dual-lane bridges with cheaper single lane structures or

FSR of Moderate with Negative Outlook or worse

culverts. On the other hand, important environmental works (eg pollution traps to

•

improve water quality, or revegetation of eroding stream banks) may have been

Projected population less than 10,000 in 2031

excluded from the calculations.
This uncertainty, and the need to formulate sensible strategies to address the
backlog, highlights the importance of further improving asset and financial
planning. TCorp and DLG have identified continuing weaknesses in these areas and
called for ongoing efforts to enhance performance, including upgrading the

skill~

Weak, Very Weak or Distressed rating in DLG infrastructure audit

of

•

Projected decline in population or only marginal growth

"

Low rating base

•

High dependence on grants for operating income.

The analysis identified 52 smaller 'councils at risk' in rural -remote NSW. In addition,
there were 18 larger councils (projected populations in excess of 10,000} that

both managers and councillors to develop and implement appropriate plans and

received a 'Weak' or 'Very Weak' FSR. Eight of these were concentrated along the

programs.

north coast between the Hunter and the Queensland border, but they also

There is no doubt that the sheer scale of infrastructure problems threatens to
overwhelm a significant number of councils. This applies particularly to ruralremote councils that have to maintain extensive networks of roads and bridges
that serve very few ratepayers; and to north coast councils having to cope with
varying combinations of retiree-driven growth, dispersed populations, difficult
terrain, frequent flooding, numerous old timber bridges, coastal erosion and the
demands of tourism .
These issues are addressed in section 7.

included three other regional councils (Broken Hill, Queanbeyan and (comaMonaro) and seven councils in or around the Sydney metropolitan area . Given their
size and growth prospects, it seems likely that most if not all of these larger
councils can progressively improve their sustainability rating through sound policy
and management. Some have already begun to deal with the issues identified by
TCorp.
Full details of the factors involved in determining 'councils at risk', together with
future options for all rural and regional councils are contained in Table 11 (section
12).
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Map 1: Councils at Risk
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4. Building a Sustainable System
The rest of this report focuses on ways in which local
government can best address the challenges it faces, realise its
potential, and thus become a true partner in the governance

4.1

A systems approach

The system of local government in NSW is much more than the 152 general purpose cou nci ls. There are
complex interactions between councils and many other players (see Figure 6) .

of NSW.
Significant changes to any part of the system will have ripple effects throughout and these must be
Communities deserve high capacity loca l councils tha t ca n:
deliver quality services and infrastructure
prepare soundly-based plans for the future
•

their roles and relationships vis-a-vis State and federal agencies, in the way they are overseen and
regulated by the State government, and in their needs for professional development and training .
Reform proposals must take those syst emic adjustments into account.

help support local jobs and economic growth
represent the diverse needs of different groups

~

taken into account. For example, creating stronger, more capable councils will engender changes in

Figure 6: The Local Government System
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Box 7 summarises the Panel's views on the essential elements of a more effective

-

system of local government. The Panel is concerned that underlying weaknesses

•y·

-

in the current system in NSW are not being adequately addressed, and that- as

·=~

explained in section 3- many councils are in poor shape to address foreseeable

' '·

future challenges.
On the whole, councils continue to deliver a reasonable range of services and do

!:...

so quite efficiently. But financial problems and infrastructure backlogs are

-~

•

·-'

mounting; grants are not being allocated sufficiently to areas of greatest need;
many more councils should have been applying for Special Rate Variations to
restore and strengthen their revenue base; efficiency, effectiveness and regional
collaboration must be improved considerably to make the best use of scarce
resources; there appears to be excessive regulation; councils tend to focus on
compliance rather than improving their performance; the local government
association needs to play a stronger role; and so on.
The Integrated Planning and Reporting (IPR) framework introduced in 2009 was,
as its name implies, a deliberate attempt to encourage councils to adopt a more
holistic approach in their strategic and corporate planning. It is still early days in
implementing that framework across the State, but IPR has been well received
and has already brought about improvements. However, experience to date also
highlights the need for a range of complementary measures and adjustments to
policy in order to achieve the full benefits of an integrated approach. For example,
IPR has made it clear that councils need to enhance regional cooperation around
key strategic issues; that the rate-pegging arrangements need to be adjusted; that
political leadership needs to be strengthened; and that State-local cooperation
must be improved. Thus the imperative of a systems view of the world is
becoming more and more evident.

(~
"'----"

31

0

NSW ICAC EXHIBIT

<::!'

00

4.2

'""'

Strategic Capacity

Recent research by the Australian Centre of Excellence for local Government
(ACELG) has explored the need to create more 'strategic capacity' in local
government- both within individual councils and collectively. Building a
sustainable system requires councils that are 'fit for purpose' to play their part in
the broader system of government. In Queensland, this issue was addressed by
the 2007 report of th e Local Government Reform Commission. It argued that:

The challenges confronting Queensland in the coming decades require
governments of all levels to be high capacity organisations with the requisite
knowledge, creativity and innovation to enable them to manage complex
change.... This requires a local government structure which responds to the
particular characteristics of the regional economies emerging over the coming
decades, recognising communities of interest are developing rapidly and
differently across the regions due to improved transportation, telecommunications
and economic interdependencies. This structure needs to give rise to local
governments capable of responding to the sometimes quite diverse demands by
these communities and of a sufficient size and scale to generate cost efficient and
effective services. (p .S)
The concept of strategic capacity highlights this aspect of reform: the need for

ACElG' s report Consolidation in Local Government: A Fresh Look made it clear that
strategic capacity can be increased both by creating larger units of local
government- the approach favoured in Queensland- and through regional
collaboration and resource sharing. In the Panel's view, a mix of these two
approaches will be necessary to ensure a sustainable and effective system of local
government in NSW. Section 11 outlines the way forward .

councils to shift their focus towards a more strategic view of their operations; to
have the ability to respond to the diverse and changing needs of different
communities; and to take on new functions or deliver improved services in order
to meet those needs. This implies a move to larger, more robust organisations
that can generate increased resources through economies of scale and scope, and
then ' plough back' efficiency gains into infrastructure, services and other benefits
for their communities (see Box 8).
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5. Fiscal Responsibility
Securing local government's financial capacity and
sustainability is the fundamental pre-requisite for
all other moves to enhance its strength and
effectiveness. The Panel has received a great deal
of evidence and advice that points to the need for

5.1

Essential elements

The Panel believes that the starting point has to be a new focus on what it terms 'fiscal responsibility' -by which
asset and financial management, the level of rates and charges, distribution of grants, setting of service
standards, increased efficiency, performance improvement and audit practices are all aligned to achieve the long
term goal of financial sustainability . TCorp recommended a focus on the following aspects :

new initiatives to address current weaknesses in
the financial position of a number of individual

•

At least breakeven annual operating positions are essential

councils and the sector as a whole. The scope of

•

Rate increases must meet underlying costs as well as annual growth in expenditure

•

Medium-term pricing paths are needed for ongoing adjustments to rates and charges

medium-long term strategy is required. This will

•

Asset management planning must be prioritised

need to combine fiscal discipline with improved

•

Councillor and management capacity must be developed

financial and asset planning, accelerated increases

•

The system and guidelines for accessing restricted funds should be reviewed

•

Increased use of borrowings for infrastructure.

changes required is canvassed in this and the next
two sections. As TCorp makes clear, a concerted,

in rates and charges where requ ired, redistribution
of grant funding, and improved efficiency and
productivity.
A useful start has been made with the introduction

Sustainability benchmarks
TCorp used a wide range of financial ratios to assess and benchmark councils' performance. Its report makes the

of IPR, changes to the rate-pegging guidelines for

point that further development of benchmarking data and methodologies is required to strengthen the

2013-14, and the State government's Local

assessment framework : no doubt there is room for improvement on the approach used in the first round of

Infrastructure Renewal Scheme (which has

assessments . An agreed set of sustainability benchmarks and rigorous collection of accurate data to calculate

highlighted the need to make more use of

relevant ratios and indicators would be a central element of such a framework.

borrowings where appropriate). There are signs of a
growing understanding of what needs to be done,
but there is also evident reluctance to take the hard
decisions involved . Notably, only 23 councils
applied for a Special Rate Variation in 2013 : the
TCorp findings suggest that number seriously
understates the need for faster revenue growth.

The need for improved comparative data on councils' financial performance was highlighted in 2012 in a report
by the NSW Auditor General. The Division of Local Government is currently working on performance
measurement in the context of the Destination 2036 Action Plan item: Develop a consistent performance

measurement approach for councils and a comprehensive program to support improvement. This work needs to
be extended to cover sustainability. Development of sustainability indicators and benchmarks is currently being
pursued in Victoria and Queensland, and NSW can learn from their experience.
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5.2

Guidelines for Delivery Programs

5.3

Soundly-based, long term asset and financial plans are the essential foundations of

Capacity for asset and financial management

TCorp makes the point that many councils across NSW still appear to be having

sustainability . Under IPR, each newly-elected council must prepare a 4-year

difficulty both in meeting th e asset and financial planning requirements of IPR, and

Delivery Program that gives expression to those plans, and to the Community

in ongoing financial management. TCorp goes on to make a series of

Strategic Plan. The Panel's investigations suggest that this aspect of IPR needs

recommendations including the need to :

further attention, so that a council 's Delivery Program accurately and fully reflects
the provisions of its asset and financial plans, and embeds fiscal responsibility.

•

Undertake regular independent reviews of councils' financial position.

Proposals for expanded mandatory Guidelines for Delivery Programs to achieve

•

Assist councils with financial planning

those objectives are set out in Box 9. More rigorou s Delivery Programs are also

•

Improve management of liquidity

central to the Panel's proposals to replace or streamline rate-pegging (section 6.5).

•

Offer support to councils in respect of complex procurement tasks

•

Provide additional training programs for councillors and staff

•

Review some elements of the I PR guidelines

The Panel endorses these proposals.
Two underlying issues here are the continued existence across NSW of many small
(in population) councils with limited staff resources; and a shortage of personnel
with necessary financial and asset management skills. The Panel notes that there is
at present no statutory requirement for a council to employ an appropriately
qualified chief financial officer: this should change and the role must be seen as
one of strategic management, not simply 'keeping the books' . 'Fiscal responsibility'
will remain an elusive goal unless these underlying issues are addressed. Regional
collaboration to share expertise has an important role to play (see section 11).
As part of capacity building, the initial 2012·13 TCorp sustainability assessments
should be followed up on a regular basis to ensure that the impetus for
improvement is maintained, that progress is monitored systematically, and that
requirements for further external advice and support can be identified. In
Queensland, the Treasury Corporation undertakes reviews of a sample of councils
each year, in addition to its assessments of those councils seeking t o borrow. It also
provides advice on financial management, including to councillors. Similar
arrangements should be made in NSW. As well, calculation and monitoring of
sustainability benchmarks could be built into annual financial audits (see below) .
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5.4

A new approach to auditing

of the Auditor General, who would also prepare an

savings (see section 8.2). Nevertheless, the Auditor

Another issue raised by TCorp is the desirability of a

annual overview report to Parliament, providing an

General should be required to detail and justify the

more consistent approach to auditing of annual

independent assessment of the financial health of the

cost structure involved in the new approach .

financial statements and collection of data on asset

local government system . The Panel sees this as a

maintenance and infrastructure backlogs. The Panel

major step forward for the sector.

does not doubt that auditors undertake their tasks in
a professional manner. Nevertheless, it is concerned
that the current system whereby councils individually
tender for audit services creates a tendency to
minimise the amount of work involved, and hence the
cost. This limits the potential for the audit process to
contribute to improving financial management and
fiscal responsibility.

5.5

Cost-shifting

An often expressed concern of local government is
There are various ways to establish a legal basis for
this new approach. Provisions could be added to
either the Local Government Act or the Public Finance
and Audit Act; local government could be treated
along very similar lines to State agencies, or special
provisions could be drafted to reflect its different
character. These options need to be resolved over

'cost-shifting'. This is described in various ways, but
the defining theme is that State and to a much lesser
extent federal governments have transferred
functions to local government or imposed additional
costs on councils without either providing
corresponding funding or enabling councils to raise
the extra revenue required .

coming months, and an implementation program
agreed . In evidence to the Public Accounts Committee

Local Government NSW and its predecessors have

with key stakeholders. It has also noted the findings of

the Auditor General indicated that changes to audit

conducted an annual survey of cost-shifting for

the recent inquiry by the NSW Public Accounts

arrangements could be phased-in over several years,

several years. According to the results for 2010-11

Committee that the Auditor-General should have

and existing contracts with independent auditors

the financial impact on councils amounted to $499

some oversight of local government affairs; that s/he

honoured .

million or 5.72% of local government's total income

The Panel has held numerous discussions on this issue

should be able to directly audit functions performed
by local government entities on behalf of the State in
the delivery of government programs; and that
further consideration be given to expanding the
Auditor General's role to include the oversight of local
government financial audits generally.
The Panel is convinced that NSW should follow the

before capital. Most of this sum was attributable to
A widespread concern in local government is that a

five causes:

move to oversight by the Auditor General would
increase the cost of audits. The Panel believes some

•

Waste disposal levies

increases could indeed occur, given the resources

The declining level of grants for public libraries

required to administer the system and compile an

(which originally covered SO% of councils'

overview report. As well , there may be cases where
competitive pressures under current arrangements

operating costs)
•

Contributions to the NSW Fire Brigade, Rural Fire

example of Queensland and Victoria in placing local

have driven down the cost (and perhaps scope) of

government audits firmly under the aegis of the

audits to unrealistically low levels. In general,

•

Pensioner rebates

•

Costs of processing development applications and

Service and State Emergency Services

Auditor General. This is the best way to ensure

however, the Panel considers that additional costs

consistency of approach and provision of reliable data

would be relatively minor, and far outweighed by the

other approvals or inspections which cannot be

that can be used for sustainability assessments and

benefits of a more robust system . Moreover, there is

recovered due to State controls on the fees

benchmarking. Most audits would continue to be

evidence to suggest that changes to other regulatory

councils may charge .

carried out by private firms, but under the supervision

and compliance regimes may well produce offsetting
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The Panel understands local government's concerns

section 6.5 are part of the way forward. The other

over this issue. It is particularly difficult to justify the

essential element is effective implementation of the

State's actions in setting-up regulatory regimes

recently signed Intergovernmental Agreement to

without allowing councils to recover the full cost of
operating them . This does not apply to waste levies,

Guide NSW State-Local Government Relations on
Strategic Partnerships. This is discussed in section 17.

however, as the power to restrict annual charges for

One of its principal provisions specifically addresses

waste management has never been used. Also,

cost-shifting:

consideration is being given to establishing a separate
funding source for fire and emergency servicesalthough as in the case of the waste levy, this would
be collected by local government and may be seen by
the community as part of council rates.

Where local government is asked or required by the
State Government to provide a service or function to
the people of NSW, any consequential financial impact
is to be considered within the context of the capacity
of local government.

Applying a broader perspective, the central issue here

R~cdinmendations for fisc~·,

.1

Establish an integrated Fiscal Responsibility
Program, coordinated by DLG and also involving
TCorp, IPART and LGNSW to address the key
findings and recommendations of TCorp's
financial sustainability review and DLG's
infrastructure audit (5 .1 and 5.3)
As part of the program :
• Adopt an agreed set of sustainability
benchmarks (5 .1)
• Introduce more rigorous guidelines for
Delivery Programs as proposed in Box 9
(5 .2)

is threefold:

The critical issue now is to ensure that this provision is

•

discussions on three fronts :

• Commission TCorp to undertake regular
follow-up sustainability assessments (5.3)

•

• Provide additional training programs for
councillors and staff (5 .3)

implemented effectively. This will require further
Is local government precisely that- governmentin which case it cannot expect to be isolated from
inevitable shifts in the division of responsibilities

•

First, to establish an agreed approach to

between the three levels?

assessment of 'consequential financial impacts',

Is local government empowered to raise the

and to ensure that all State agencies understand

funds necessary to meet whatever obligations are

what is involved and their obligations to consult

imposed on it?

Second, to review pensioner rebates (see section

Are adequate arrangements in place to ensure

6.2)

that shifts in responsibilities are properly planned
and negotiated?

•

Third, to ensure that any future arrangements for

• Require all councils to employ an
appropriately qualified Chief Financial
Officer (5.3)
Place local government audits under the aegis of
the Auditor General (5.4)

rate-pegging and/or setting fees and charges
enable councils to recover cost increases

In the Panel's view, current concerns in NSW flow

associated with additional services or functions

from past failures to address the second and third

covered by the Agreement .

Ensure that the provisions of the State-Local
Government Agreement are used effectively to
address cost-shifting (5 .5)

points. The changes to rate-pegging proposed in

37

NSW ICAC EXHIBIT

0

0"1
..-i

6. Strengthening the Revenue Base
The Panel was specifically asked to examine the current local government revenue

6.:1.

The rating system

system, including rating provisions. It commissioned independent research for th is

Key findings and options for improvements to the rating system, drawn from the

purpose, including comparisons with rating systems in other states. The Panel has

Panel's research, are summarised in Box 10. A number of significant changes are

also referenced recent reports on local government revenues issued by the

warranted in order to strengthen councils' revenue base within the overall

Australian Centre of Excellence for Local Government, and the Review of local

framework of fiscal responsibility .

government rating exemption provisions prepared for Local Government NSW by
Deloitte Access Economics.
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Revenue Policies

been applied . This would enhance transparency and

NSW councils are already required to prepare a

accountability to the community, and encourage

Revenue Policy as part of their operational plan s. In

councils to avoid both arbitrary imposition of rates

nearly all cases, however, this amounts to little more

and unnecessary complexity. Revenue Policies should

than a list of the different categories of rating and the

be updated as part of each new 4-year Delivery

rates in the dollar to be applied. Such policies do not

Program, and reviewed thoroughly every second or

explain why the council has adopted those different

third term of a coun ci l to ensure they are fit-for-

rates and the basis on which they have been set. The

purpose.

Local Government Act and Regulations offer little
guidance on this matter, but do provide scope for
more detailed policies, which would be consistent
with IPR Guidelines.
The ' Henry' review again confirmed that rates are a

Tobie 2: Poten tiol Changes to R11te Exemptions

Commercial act1v1t ies of
vanous statutory
authorities

National Parks)

Additional guidance to councils would need to be
provided through amendments to th e Act and
Regulations, and/or advisory materials.

6.2

Remove or modify current
exemption (eg commercial
forestry m Stat e f orests and
commercial activities in

land used for certain
religious, charitable and
educational purposes

Exemptions and concessions

tax, not a fee-for-service. That being the case,

NSW legislation has progressively established a very

Oyster cultivati on and

councils should be applying well established

long list of properties exempt from local government

principles of taxation- such as equity, efficiency,

rates. The recent Deloitte Access Economics report

cattle dipping; land
leased for granted
mineral claims

simpl icity, sustainability and policy consistency- as

provides a useful typology, and examines the case for

part of their Revenue Policies. The Panel can find little

exemptions in term s of taxation principles, practice in

evidence that this is occurring. In most cases, rating

other jurisdictions, and their impacts on efficiency,

systems appear to be the result of an accumulation of

equity, competitiveness, administrative complexity

pragmatic decisions taken over many years, focused

and long term sustainability. Table 2 provides a

simply on raising as much revenue as possible within

simplified summary of the report's conclusions. The

legal limits and in a manner acceptable to the

Panel considers that the way forward proposed in the

Various listed groups

Retain exemption

report is reasonable and warrants further

reflect sound fiscal policies or to lay a solid

consideration by Government in the broader context

foundation for long-term sustainability .

of the Panel's recommendations relating t o

l and used for health
and safety; Aborigina l
land; cemeteries, publ1c

sustainability and financial management. The goal

places, libraries

should be to strengthen the position of those councils

adoption by councils of more rigorous Revenue

- especially rural-remote councils with a limited

Policies that set out a clear rationale for the way their

revenue base- that are most affected by the current

rating systems are structured, precisely what they are

pattern of exemption s, and to ensure a more

designed to achieve, and how taxation principles have

equitable imposition of rates .

Remove exemption (little
JUSt ification on efficiency or
equity grounds)

Remove exemption (largely
comm ercial purposes eg Royal
Agricultural Society, Sydney
Cricket Ground, Museum of
Sydn ey)

majority of ratepayers. This approach is unlikely to

The Panel thus sees a need for preparation and

Modify current exemptions
and/or switch to a minimum
rebate with the option of
additional conces s1ons at
councils' discretion
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Pensioner concessions

However, a significant issue has now arisen in terms

been generated . This was well in excess of the City's

Pensioner concessions are another thorny issue.

of the rating of apartments and other multi-unit

federal Financial Assistance Grant of $5.5m . The

There are three elements to this. First, the current

dwellings. Particularly in the inner suburbs of Sydney,

Panel believes that the City could in fact increase its

annual cost to councils is some $62m per annum

such dwellings now constitute a large proportion of

residential rates revenue by much more without

{45% of the total). and NSW is the only jurisdiction in

the housing stock, and this proportion is planned to

imposing an undue burden on residents. A substantial

which councils are required to make such a
contribution. Second , the level of the concession has
not changed since 1989, raising questions about its
longer term worth unless both the State and councils
can find the funds to increase its value in real terms.
Third, pensioner rating concessions are clearly a
welfare measure and a form of tax relief, and it is
doubtful whether funding such a concession ought to
be a local government {or even State government)
function within Australia 's federal system. The Panel
also notes that financial advice offered to many
relatively affluent retirees often includes how to
arrange their affairs so as to obtain pensioner
concessions.

increase considerably. For example, in the City of

number of other councils could similarly generate

Sydney and in the Waverley Council area multi-unit

very substantial additional revenues within

dwellings already constitute 75% and 63% of the total

reasonable levels of affordability.

respectively, and virtually all new housing will take
that form.

Equity issues can be addressed to some extent by
increasing minimum rates and by changing the way

Currently, the unimproved value of the land occupied

the value of the land is distributed amongst the

by a block of apartments is split between the owners

owners of strata-titled properties. However, these are

of individual dwellings {strata titles). such that each is

only partial solutions and do not enable a council to

rated on only a small fraction of the total value. As a

capture significantly increased revenues from

result, owners of apartments worth millions of dollars

apartments overall. The only way both objectives can

pay less in rates than owners of nearby houses worth

be achieved is by changing the valuation base to

much less, and all or most owners of apartments may

Cap ital Improved Value {CIV).

pay the same minimum council rate irrespective of
the differing market values of their properties. Not

Advice received by the Panel suggests that a move to
CIV could be limited to selected local government

The Panel thus believes that pensioner rate

only are such outcomes inequitable, but they also

concessions should also be reviewed against the

mean that the rating system is raising far less revenue

objectives of sustainability and equity.

than it reasonably could .

6.3

For example, in 2011-12 75% of the 87,000 residential

category- just multi-unit dwellings. Either way, the

assessments in the City of Sydney were flats, units or

cost of making the change would be significant but

Equitable rating of apartments

Rating in NSW is based solely on land values.
Research indicates that this is generally an acceptable
approach that achieves a reasonably equitable
distribution of the rate burden. It offers the distinct
benefit of a relatively simple and low cost system of
valuation .

areas and need not involve all properties in those
areas. It could be restricted to either all residential
properties or perhaps- by creating a new rating

apartments, and 74% of all assessments {mostly

not excessive, and discussions with the Valuer

multi-unit dwellings) pa id the then minimum rate of

General do not suggest any major methodological or

$430. On the very conservative assumption that the

logistical concerns. The cost could be recouped

rates of 60% of dwellings could have been increased

quickly provided rate-pegging rules are adjusted to

to the then average residential rate of $565,

allow the councils concerned to retain the additional

additional revenue of more than $7m would have

revenue that would be forthcoming {see below) .
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Such a change would mean that some ratepayers

Equity concerns are of particular significance in metropolitan Sydney, where councils in a number of affluent

would pay considerably more . However, these

areas with high-value properties are charging low levels of rates compared to their counterparts in western and

would be owners of high-value properties and any

south-western Sydney. This issue is discussed further in section 13.6.

increases could be phased-in over several years.

Table 3: Rdati11e Levels of Pates

The Panel is satisfied that the overwhelming

..

...----

majority of those likely to be affected would have

-·

ample capacity to pay, and that the fundamental
objective of a more efficient and effective rating
Woollahra

system must be given priority.

"
1,036,898

-

-

-

I\.t-..\!..:0 ~..: '~· ci .. Li;_Ltc.t
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~

1,006

0.1 0

Ku-ring-gai

529,412

591

0.11

North Sydney

366,043

484

0.13

concerns the wide variation between local

Waverley

563,832

796

0.14

government areas in the level of rates paid as a

Kogarah

446,270

887

0.20

Palerang

237,770

770

0.32

Penrith

229,634

957

0.42

Blacktown

183,763

808

0.44

Clarence Valley

152,449

784

0.51

Campbelltown

154,348

817

0.53

of different councils- when decisions are made

Bathurst

100,403

810

0.81

about allocating grants; and when consideration is

Albury

115,128

1,045

0.91

Warrumbungle

30,648

452

1.47

Broken Hill

28,802

674

2.40

6.4

Broader equity issues

As indicated in Table 3, a broader equity issue

proportion of property values . Some variation is
inevitable given that rates are levied on a councilby-council basis and the range of services provided,
as well as the cost of service delivery, differs from
one area to another. The Panel believes, however,
that more weight should be given to relative levels
of rates- and hence the potential financial capacity

being given to the responsibilities different councils
can reasonably be expected to undertake.

'
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6.5

Rate-pegging

According to advice received from IPART, over the

The Panel notes also that the system has become

The 2007 Productivity Commission study of local

period 2001/2 to 2010/11, growth in the total

highly complex. There are two different types of SRV.

government's revenue raising capacity found that

revenues of NSW councils was 5.7% per annum,

The increased level of rate revenues may or may not

many councils could make better use of their rating

compared to an average of 8.0% for the other

be embedded permanently into the councils rating

base to achieve substantial increases in own-source

mainland states . Taxation revenue (rates) increased

base. Applications to IPART may be required not only

revenue, and that this can be done without undue

by 4 .4% per annum in NSW compared to an average

for increases in the current level of rates that exceed

impacts on household budgets. In terms of long term

of 8.0%. This points to 'revenue foregone' in rates of

the annual peg, but also for some adjustments to

financial sustainability, increasing own-source

well over $1bn. The fact that rates in those other

minimum rates and special rates, and to capture

revenues is a better option than greater reliance on

states have increased without a strong community

revenue from newly valued or developed land. Special

grants, where it can be achieved . Affordability must

'backlash' suggests that political sensitivities in NSW

approvals are also required where the increase in

remain a key objective, but it must be remembered

have been overstated .

revenues is under-estimated and ultimately exceeds
the peg, even by a very small amount .

that rates typically constitute a very small percentage

The Panel's investigations also indicate that rate-

of both household and business expenditure .
Experience in other states and the results of

pegging has had significant unintended consequences,

In 2013 only 23 of 152 councils applied for SRVs . Yet

in particular:

figures for the 2011/12 financial year show that 83

community surveys suggest that increases of $1-2 per

councils would have needed to increase rates and

week would be acceptable for most NSW ratepayers,

•

Unrealistic expectations in the community (and

annual charges by more than 5% to achieve a break-

provided the additional revenue is earmarked for

on the part of some councillors) that somehow

even operating result.

specific improvements to infrastructure and services.

rates should be contained indefinitely, even

Increases of that order would be sufficient to address

though other household expenditures are rising

The Panel's conclusion is that, whilst there is certainly

Excessive cuts in expenditure on infrastructure

a case for improving efficiency and keeping rate

many of the problems identified by TCorp.

•

Since 1979 NSW has had a system of rate-pegging
designed to prevent excessive increases in rates, and
•

to encourage councils to become more efficient. The

maintenance and renewal, leading to a mounting

increases to affordable levels, the rate-pegging system

infrastructure backlog

in its present form impacts adversely on sound

Under-utilisation of borrowing due (in part) to

system was reviewed in 2008 and some adjustments

uncertainty that increases in rates needed to

have been made since then. Councils can apply to the

repay loans will be granted

Independent Pricing and Regulatory Tribunal (I PART)

financial management. It creates unwarranted
political difficulties for councils that really can and
should raise rates above the peg to meet genuine
expenditure needs and ensure their long-term

·

•

Reluctance to apply for Special Rate Variations

to increase rates above the annual limit, provided

(SRVs) even when clearly necessary, because

they have a strong case that the funds are needed and

exceeding the rate peg is considered politically

can demonstrate community awareness of what is

risky, or because the process is seen as too

involved .

complex and requiring a disproportionate effort
for an uncertain gain .

sustainability. The Panel can find no evidence from
experience in other states, or from the pattern and
content of submissions for Special Rate Variations, to
suggest that councils would subject their ratepayers
to grossly excessive or unreasonable imposts if ratepegging were relaxed .
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The rate-pegging system is also very costly relative to
the benefits it delivers. Millions of dollars are spent
each year by councils and State agencies on preparing,
reviewing and determining applications when the
actual cost impact of the proposed rate increases on
households is often no more than $1 per week.

Options for more effective arrangements
The Panel has developed three options to respond to
the issues raised above.
Rate Benchmarking. The first option is for the current

system of rate-pegging to be replaced by what might
be termed 'Rate Benchmarking' (see Box 11}. This

Rate Benchmarking is the Panel's preferred option . However, the Panel accepts that rate-pegging has long been

would form part of the new fiscal responsibility

part of the political landscape in NSW, and that a proposal for what could be seen as 'abolition' may prove

framework, with specific links to proposals for

unacceptable at this time. Accordingly, its second option is to streamline current arrangements (see Box 12}.

improved Delivery Programs and revenue policies, as
well as oversight of council audits by the Auditor

Streamlined Rate Pegging. IPART's advice to the Panel makes the important point that current rate-pegging

General. IPART would calculate and publish an annual

arrangements are not cast in stone: a 'more light handed regulatory approach' is entirely possible . The Panel

local Government Cost Index (as occurs currently in

notes that the relevant provisions of the Local Government Act could be applied in a number of ways, and that

Victoria and Queensland}, as well as comparative data

the current complexities flow in large part from administrative decisions.

on rate increases and associated expenditures (drawn

Some 'streamlining' has already occurred under revised rate-pegging guidelines for 2013 and 2014, which link

from annual audits and the new performance measures

the system more closely to IPR requirements. The Panel believes this approach can be taken much further, with

being developed by DLG). The aim would be greater

reduced demands on councils for special documentation, and with guarantees that some increases in rate

public scrutiny of councils' revenue and expenditure

revenues above the annual peg will be approved 'automatically' provided certain requirements are met.

decisions, and a heightened awareness of the need for,
and key elements of, sound financial management. The

The TCorp report makes it clear that rate revenues need to grow to cover not only annual cost increases faced

Minister would retain a reserve power to intervene in

by councils, but also underlying costs of service delivery, including progressive elimination of operating deficits

cases where the evidence suggests a council is

and funding infrastructure needs. This means that in most cases rates do need to rise by substantially more than

imposing excessive increases and failing to control
expenditure .

the current annual peg if councils are to achieve long-term sustainability.

/

........
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IPART suggested increased flexibility for councils to
set rates within a margin of 3% above the rate pegging limit. That would add around 60 cents per
week to the average residential rate (over and
above the typical rate-pegging increase of around
3.5% or 70 cents per week) . However, based on
TCorp's assessments, the Panel considers that a
margin of up to 5% would be more realistic where
councils need to make significant short-medium
term inroads into infrastructure backlogs and
correct operating deficits. This would result in a

total increase for the average residential ratepayer
of around $1.70 per week, which is well within the
range of affordable and acceptable increases
indicated by survey data .
Other elements of Streamlined Rate Pegging would
include amendments to the Act and guidelines to :
•

strip away what the Panel considers to be
excessively detailed controls and 'Red Tape'

•

remove some Special Rates from the system
remove the possibility of any limits on
domestic waste management charges, which
should be set on a full cost-recovery basis .

IPART would continue to review and determine
applications for SRVs of more than 5% pa above the
peg. It would also advise the Minister on which
councils might be exempted from rate-pegging (see
below).
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Earned Exemption. The Panel's third option is for

6 .6

Distribution of grants

individual councils to be able to earn complete
Additional grant support is often advocated as a solution to the financial difficulties faced by councils. However,

exemption from rate-pegging by demonstrating

the Panel's view is that the need for expenditure restraint at State and federal levels will preclude any significant

consistent high performance in asset and financial

increase in total grants to NSW councils for the foreseeable future . At the same time, the geography of NSW

management. This would be an adjunct to

means that there will continue to be a substantial number of smaller (in population) councils and rural or

Streamlined Rate Pegging. As the practice of IPR

remote communities that are heavily dependent on grant support. If the system of local government is to be

progressively improves, the Panel expects that a

sustainable, every effort must be made to ensure that the available pool of grant funds is used in the most
effective and equitable way possible .

large proportion of councils would become exempt
from rate-pegging in this way. Details are in Box 13.

Currently, the principal source of funds is the federal government through both Financial Assistance Grants
(FAGs) and the Roads to Recovery program. FAGs are split into 'general-purpose' and 'roads' components,
although both are untied and can be used as councils see fit. All councils receive a minimum grant: under the
current law 30% of the total general-purpose component must be set aside for that purpose and distributed on a
per capita basis.
The effect of the current arrangements is that large amounts of assistance are paid to some councils that could
make do with less. This has been highlighted in several reviews, notably the 2007 study by the Productivity
Commission . The Panel believes that in a climate of fiscal restraint, consideration needs to be given to the option
of redistributing more funds to the most needy councils and communities . It notes that at present around $40
million of general purpose grants are allocated each year to 23 minimum grant councils, all of which are located
in relatively affluent areas of the Sydney region north and east of Parramatta. Those councils also receive a
share of the roads component of FAGs and Roads to Recovery grants .
There is little justification for this approach on equity grounds . As noted earlier, ratepayers in the areas
concerned often pay substantially less in rates as a proportion of the value of their properties than their less
affluent counterparts in western and south -western Sydney, or in rural and regional NSW. Moreover, many of
the councils involved would be prime beneficiaries of a change to CIV for multi-unit dwellings.

/" ""\
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To bring about substantial changes in grant distribution, there is a need for adjustments to both the current

communities are facing challenges of population

formula used by the NSW Local Government Grants Commission and to the federal legislation that stipulates the

growth and change that have a significant impact on

amount of money to be set aside for minimum per capita grants. The Commonwealth Grants Commission (CGC)

library services.

is currently undertaking a wide-ranging review of FAGs. Its terms of reference mention in particular the impact
of the minimum grant requ irement, and the needs of local governments serving regional and remote
communities. This suggests that significant changes could be considered. Options are set out in Box 14: the
Panel believes that the NSW Government should seek discussions on the se options with the federal government
following release of the CGC report (expected in December 2013).

If there is to be any significant redistribution of grant
funding to less populated rural and remote councils,
then it is only proper that those councils be requi red
to take steps to maximise their efficiency and help
themselves. On no account should other ratepayers
and taxpayers be expected to ' prop up' councils that
are simply unsustainable without ever increasing
support, or that fail to maximise their own-source
revenues.

6. 7

Use of debt

Research commissioned by the Panel has found that
NSW councils have comparatively very low levels of
debt. On average, gross debt represents only 2.4% of
net assets and 32% of annual income. Collectively,
councils have over twice as many financial assets as
they do outstanding borrowings.
In the meantime, the Panel considers that the NSW Grants Commission could do more to redistribute funds

A significant number of councils see being debt-free as

within current legislation, building on modest changes already made. The Panel notes that the quantum of FAGs

a 'badge of honour'. Yet sound financial management

grows by 3-4% per annum (an increase of $25 million in 2013/14), so there is scope to effect redistribution

and inter-generational equity both point to debt as an

progressively without severe disruption to council budgets (assuming rates can be increased to fill the gap) .

appropriate way to fund long-lived infrastructure and
'lumpy' expenditures, whilst continuing to maintain

The Panel also sees specific opportunities to change the way the FAGs roads component and Ro ads to Recovery

adequate service levels. Indeed, it can be argued that

grants are allocated . These are discussed in section 7.

aversion to debt has been a significant contributing

Some State grant funding could also be redistributed. For example, more than half of the limited pool of funding ·
support for public libraries is allocated on a per capita basis to every council. Given the relatively small sums
involved and the known capacity of many larger urban councils to increase own-source revenues, those funds
could be used to greater effect in supporting outer-metropolitan and rural and regional communities. These

factor in the growth of infrastructure backlogs. TCorp
pointed to the scope for increased use of debt, and the
State government has flagged its stance by introducing
the local Infrastructure Renewal Scheme (URS), which
subsidises borrowings.
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There is, however, an evident problem in NSW with

costs, and means that councils can borrow at the same rate as the State government. On average, the interest

excessive rates of interest being paid by many

rate saving to councils would be about 2%. Moreover, a very small surcharge on the interest rate payable (say

council s. Local government is generally a low-risk

0.1%) would be sufficient to fund a free or low-cost advisory service to help improve councils' trea sury
management practices and financial governan ce generally.

borrower and should be paying commensurate
interest rates. A related problem is that councils'
'treasury management' practices are often less

Potential savings could be up to $600 million over 10 years if all council borrowings are progressively

than optimal. They tend to under-utilise financial

transitioned to a revised funding model. This estimate is based on a 2% saving on a $3 billion loan ba lance.

assets (in part due to legislative restrictions) and to

Actual savings would be dependent on trends in councils' use of debt and how many councils participate in a
state-wide facil ity.

structure their borrowings poorly, often paying for
very long-lived assets with unnecessarily short-term

6.8

loans. In so doing they place themselves and their

Fees and charges

The 'Henry' tax review made the point that a number of services provided by council s are in the nature of

ratepayers under excessive financial pressure.

'private' rather than ' public' goods : that is, their use is typically discretionary and the benefits accrue primarily to
In Queensland , South Australia and New Zealand

individuals. Swimming pools and leisure centres are often quoted examples. Such services should be viewed as

local government borrowings (and some

business enterprises and are appropriately funded in whole or large part by fees and charges, rather than taxe s

investments) are handled collectively by a state-

(rates). Councils can offer concessions for users with special needs or limited capacity to pay.

wide agency. The models differ, but in each case
A second type of service that should be funded by fees and charges are regulatory approvals and inspections. As

the effect is to reduce borrowing costs
considerably. The Panel understands that

noted in section 5.5, the annual LGNSW cost-shifting survey reports that restrictions on various statutory fees-

investigations are under way to establish a similar

particularly those for development applications- prevent councils from recovering the full cost of those services

arrangement in NSW. It strongly endorses that

and require very considerable subsidies from ratepayers. The Panel believes that these restrictions should be

move, and sees particular merit in the Queensland

removed. Instead, IPART should monitor and benchmark council fees and charges, and seek explanations from
the councils concerned where they appear to be unduly high .

approach of extending the remit of the Treasury
Corporation to cover local government. This has the
advantage of simplicity and low administrative

.)
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6.9

Other revenue options

Over the years numerous inquiries have explored the
potential for local government to make greater use of

Require councils to prepare and publish more rigorous Revenue Policies (6.1)

additional revenue sources. Options such as tourism or local
sales taxes have been raised on several occasions, but have
always proved problematic. Other possibilities include :
Sale of surplus assets (eg buildings, road reserves) to fund
new or replacement infrastructure
"

Commercial ventures in new fields such as stormwater

Commission IPART to undertake a further review of the rating system focused on :
• Options to reduce or remove excessive exemptions and concessions that are contrary
to sound fiscal policy and jeopardise councils' long term sustainability (6.2)
• More equitable rating of apartments and other multi-unit dwellings, including giving
councils the option of rating residential properties on Capital Improved Values, with a
view to raising additional revenues where affordable (6.3)

harvesting and carbon trading- several councils have
already achieved successful outcomes (eg City of Salisbury
in South Australia)
Road user charging (eg increasing revenues from on street car parking, gaining a larger share of heavy vehicle
charges)
o

Tax increment financing- using special rates to tax the

Either replace rate-pegging with a new system of 'rate benchmarking' or streamline current
arrangements to remove unwarranted complexity, costs, and constra ints to sound financial
management (6.5)
Subject to any legal constraints, seek to redistribute federal Financial Assistance Grants and
some State grants in order to channel additional support to councils and communities with
the greatest needs (6.6)

increased value of land where development takes place
on the back of public infrastructure provision (eg high
density residential development around railway stations) .
A recent report for the Local Government Association of South
Australia suggested a joint State-local government effort to
investigate supplementary revenue options in detail. Given
the scope to improve the rating system, the Panel does not
see the search for major new revenue sources as a top priority

Establish a State- borrowing facility to encourage local government to make mcreased use
of debt where appropriate by:
• Reducing the level of interest rates paid by councils
• Providing low-cost financial and treasury management advisory services (6.7}
Encourage councils to make increased use of fees and charges and remove rest rictions on
fees for statutory approvals and inspections, subject to monitoring and benchmarking by
!PART (6 .8)

-and certainly not the key to solving councils' financial
problems- but it is important that NSW local government
does not get left behind in exploring new forms of revenue .
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7. Meeting Infrastructure Needs
The issues of infrastructure funding and the current

Current estimates of the backlog rely on unaudited data from 'Special Schedule 7' in councils' annual accounts .

backlog of maintenance and renewal have already

This data is widely con sidered to be unreliable and is likely to over-state the real cost of bringing asset s to a

been touched on in sections 4 and 5. Th is section

satisfactory sta ndard . Where councils rigorously review cost estimates and consult their communities to

explores tho se issues in more deta il and presents

determine realistic, affordable levels of service, the consequence is often very considerable reduction s in the

some further options for addressing them.

estimated backlog. However, this will not lessen the need for additional annual expenditure on maintenance and

7.1

renewal to ensure that the current condition of assets does not deteriorate and is improved where necessary.

Measuring the infrastructu re
backlog

Both TCorp and DLG found that existing levels of expenditure on maintenance and renewal are inadequate in
most cases.

Recent reviews by TCorp and DLG estimate an
accumulated ma intenance and renewal backlog in

The measured level of backlogs varies significantly from one part of NSW to another, reflecting differences in

local government-owned infrastructure of around

environmental condition s, demand pressures and the capacity of councils to undertake necessary works. DLG

$7 .2-7.4bn. This figure amounts to around $1,000

reports that problems are most acute in the Far West, Mid North Coa st, South East, Cent ral West, Murray and

per head of the NSW population . It has increased in

Northern Rivers region s. Its audit also found that as a general rule those councils facing the highest per capita

dollar terms over recent years, but as a proportion

cost of bringing assets back to a satisfactory standard (BTS) are amongst those with the weakest TCorp ratings of

of the written down valu e of councils' total assets it

financial sustainability.

has declined significantly. That reduction is due
mainly to revaluation of assets, better

7.2

Funding and financing strategies

infrastructure management and more accurate

Tackling the infrastructure backlog requires first and foremost implementation of the revenue and financial

measurement of the need for improvements (see

management measures put forward in sections 5 and 6. This means in particular:

below) .

Rigorous ongoing implementation of Integrated Planning and Reporting requirements fo r long term financ ial
and asset management pla ns, and upgraded 4-year Delivery Programs

The Local Government Infrastructure Audit
published by DLG in May 2013 indicates that the

Revised rate-pegging arrangements linked to IPR requirements so as to ensure 'automatic' app rova l of rat e

backlog comprises :

increases necessary to meet demonstrated infrastructure needs

$4 .6bn for roads
•

$l.Obn for buiidings

•

Considerably increased use of borrowings wherever appropriate and affordable, coupl ed with greatly
improved treasury management practices

$0.7bn for stormwater dra inage

Redistribution of grant allocations to the maximum possible extent to those councils facing the most severe

$l.lbn for water supply and sewerage

asset and financial management problems (provided the councils concerned are making every effort to help

networks.

themselves) .
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Provision of special assistance

resources. The Panel was concerned that in early

services to channel additional funds into asset

Irrespective of measures such as those outlined

rounds of LIRS subsidies were provided for a number

management, plus rates increases and borrowings.

above, the analysis provided by TCorp and DLG

of councils that should not need support given their

strongly suggests that some councils will not be able

strong rating base .

to overcome their infrastructure backlogs without
special financial assistance . The Panel commissioned
case studies of two councils with severe
infrastructure fund ing problems to inform this
. assessment. In both cases FAGs would need to
increase by 15% or more as part of a package to
eliminate operating deficits and adequately fund
asset maintenance and renewal. Rates increases of
10-20% would also be required, plus efficiency gains
and adjustments to service levels .

7.3

Infrastructure contributions

Another important funding issue is the payment of
The second option is based on an existing South
Australian model, whereby 15% of the roads
component of FAGs is allocated to 'strategic projects'
rather than in grants to every council. In NSW, 15%
would amount to around $30 million per annum,
which (by way of illustration) could be used to borrow
around $300m over 20 years and thus create a special

developer contributions towards the cost of new or
upgraded loca l infrastructure required to service
'greenfields' development or urban renewal. Over
recent years the NSW Government has substantially
reduced the scope for council s to levy infrastructure
contributions in order to encourage development and
help contain the cost of housing .

assistance fund . This might be augmented by a State
contribution , and (if possible) a similar percentage of

Current proposals to reform the land use planning

federal ' Roads to Recovery' funds, thus creating a

system include further significant changes to the

Clearly, councils such as those face daunting

substantial program to assist councils with needs that

framework for levying infrastructure contributions. At

challenges. Two options for special assistance appear

cannot reasonably be met from their own resources.

this stage it is difficult to predict prec tsely how the

worthy of further consideration :

In the longer term, the fund could begin to support

proposed changes will work in practice, and what

strategic developmental projects across all councils.

•

Refocus an extended LIRS program on the most
needy councils to provide interest-free loans

Councils receiving special assistance should be
subject to mandatory financial reviews and external

•

Set aside a proportion of the roads component of

guidance in the preparation of new financial and

FAGs for 'strategic projects', aimed in the first

asset management plans . As noted previously,

instance at addressing the most severe ba cklogs

ratepayers elsewhere in the State cannot be expected

in roads and bridges.

impact they might have on local government
finances. The Panel appreciates the Government' s

to underwrite redistribution of grant funding w ithout

The recent introduction of LIRS to cut the cost of

assurances that the beneficiaries are doing everything

borrowings is an important step in the right direction .

reasonably possible to improve their situation. TCorp

On the evidence now becoming available, it will be

could work with managers and councillors to devise

required for several more years at least, and should

appropriate medium-long term strategies . These

be targeted at councils with the most severe

would necessarily encompa ss reviews of

infrastructure backlogs and with demonstrated

infrastructure service levels, possible cuts to other

objectives of promoting economic development and
facilitating housing supply and affordability. It is
concerned, however, that the ability of councils to
address their wider infrastructure and asset
maintenance needs (including backlogs identified by
TCorp and DLG) may be compromised if infrastructure
contributions fall short of what is req uired to service
development, and that an undue burden could be
placed on ratepayers.

limited capacity to meet needs from their own
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Consideration also needs to be given to the interplay

•

Joint decision-making, planning and investment

The Panel believes that a similar model should be

between proposed changes to the framework for

which reflects regional priorities across the road

adopted in NSW, linked to the new regional 'Joint

infrastructure contributions and the current rate-

and transport network

Organisations' proposed in section 11. As in

•

Optimisation of State funding support

Queensland, there needs to be a blend of technical

•

Improved performance of road and transport

timber bridge replacement (one of the biggest

pegging arrangements. It appears that councils could
find themselves having to prepare plans and lodge
applications twice- first to collect whatever

and financial cooperation . For example, in the field of

contributions are permitted and then to increase

infrastructure through better asset lifecycle

rates to fund any shortfall in required revenue. On

management

the information available to the Panel, these issues

•

require more detailed investigation before any
changes are introduced, and the impact of new
arrangements will need to be kept under review on a

backlog problems) there appears to be scope both to
disseminate innovative techniques to prolong their
life and cut replacement costs, as well joint strategic

Efficiency gains in program delivery through less
duplication of resources and effort, and creating

procurement of multiple bridge upgrade and/or

a competitive environment in infrastructure
provision

replacement projects . Experience elsewhere suggests
cost savings of 10-20% should be achievable.

Flexible, outcomes-oriented approaches that

Discussions with NSW Roads and Maritime Services

whole-of-government basis.
•

7.4

Regional collaboration and capacity
building

•

In Queensland, local governments collaborate with
each other and with the Department of Transport and

•

allow for innovation

indicate that a pilot Regional Roads Group could be

Promotion of resource sharing (including joint

established almost immediately in order to test the

purchasing) and technical knowledge transfer

concept in the NSW context. Box 15 sets out the basis

Upgrading workforce capability.

on which this could be done.

Main Roads through Regional Roads and Transport
Groups. These groups operate under a Memorandum

Regional Roads and Transport Groups (RRTGs) have

of Understanding between the responsible Minister

primary responsibility for implementing these

and the Local Government Association that

principles. Each is supported by a Technical

establishes a state-wide Roads and Transport

Committee of senior local and State government

Alliance. Objectives and principles of the Alliance

officers. RRTGs meet as required individually and hold

include:

a state-wide gathering at least once every year to
exchange views and experiences.
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Collaborative approaches are also needed to ensure that all councils have access
to high quality technical assistance in fields such as setting realistic condition
standards for infrastructure, including undertaking community engagement to
determine what levels of service are acceptable. It needs to be more widely
understood that at any given time a significant percentage of a council' s
infrastructu re assets will be at a less than desirable standard: it is simply
financially impossible (and irresponsible) to aim for every road, bridge, drain,
building etc to be 'satisfactory' or better .
Some councils have already done excellent work in this regard . Also, the Institute
of Public Works Engineering and the Australian Centre of Excellence for Local
Government are preparing a 'practice note' on levels of service whi ch should
provide a sound basis for training programs.

7.5

Water utilities

The Panel has some reservations about including water supply and sewerage
networks as part of the total infrastructure backlog. Council-owned water util itie s
are intended to be business enterprises and ought to recover their costs from
water rates and user charges in the same way as electricity distributors . The Panel
appreciates, however, that considerable increases in rates and charges would be
required to satisfy community expectations for extension of water supply and
sewerage schemes, and to meet desirable standards for water quality and
environmental protection. Also, there is a substantial list of previously identified
backlog projects that may be eligible for some State government assistance. In
those circumstances councils are naturally reluctant to undertake works on a fully
commercial basis.
The Panel has been advised that just under $1 billion is needed to bring all water
supply and sewerage systems to acceptable minimum standards . This could
involve $300 million of new State government funding . A priority works program
is to be formulated, based on cost-benefit analysis of required upgrades . Again,
regional collaboration has an important role to play in enabling council-owned
water utilities to meet the challenges they face . The Panel has been tasked
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specifically with reviewing the 2009 Armstrong-Gellatly recommendations to
consolidate the existing 105 utilities into around 30 regional groupings- either
merged businesses or alliances. More recently, a similar recommendation was
made in First Things First: The State Infrastructure Strategy 2012-2032, and was
adopted in principle by the State government. As in the case of Regional Roads
and Transport Groups the Panel proposes that regional alliances of water utilities
become subsidiaries of new multi-purpose 'Joint Organisations' of councils (see
section 11). This would consolidate local government expertise and provide a
basis for closer State-local government cooperation in improving water supply and
sewerage systems.
In Queensland, a Water Regional Alliance Program (Q-WRAP) has been launched

Factor the need to address infrastructure backlogs into any future ratepegging or local government cost index (7.1)
Maintain the Local Infrastructure Renewal Scheme (LIRS) for at least 5
years, with a focus on councils facing the most severe infrastructure
problems (7.2}
Pool a proportion of funds from the roads component of federal Financial
Assistance Grants and, if possible, the Roads to Recovery program in order
to establish a Strategic Projects Fund for roads and bridges that would :

Local Government Association, Queensland Water and participating councils. QWRAP seeks to :

Provide supplementary support for councils facing severe
infrastructure backlogs that cannot reasonably be funded from
other available sources

•

Fund regional projects of particular economic, social or
environmental value (7.2)

through a partnership between the Department of Energy and Water Supply, the

Position Queensland as a lead agent in responding to the significant social,
environmental and economic policy drivers impacting urban water provision
(both drinking water and sewerage services) in remote and regional
communities

•

Require councils applying for supplementary support from the Strategic
Projects Fund to undergo independent assessments of their asset and
financial management performance (7.2)

Identify what institutional arrangements, taking into account the diversity of
Queensland communities, will best secure urban water services to ensure
among other things political accountability; safety and reliability and
sustainability of services; management and technical capacity to
appropriately respond to changing economic and technical regulatory
frameworks (including reporting obligations); and capacity to provide for
ongoing training, skills enhancement and development needs of staff.

The program has commenced in three pilot regions, and may well offer valuable
lessons for NSW, or at least a useful opportunity for exchanges of views and

Carefully examine any changes to development (infrastructure)
contributions to ensure there are no unwarranted impacts on council
finances and ratepayers (7.3)
Adopt a similar model to Queensland's Regional Roads and Transport
Groups in order to improve strategic network planning and foster ongoing
improvement of asset management expertise in councils (7.4)
Establish Regional Water Alliances as part of new regional Joint
Organisations proposed in section 11 (7.5).

experiences.
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8. Improvement, Productivity and Accountability
The Panel believes that there is still considerable

•

The Act does not require councils to provide

The Panel notes that the Destination 2036 Action Plan

room to improve local government' s efficiency and

adequate information on their performance,

includes an initiative for DLG to : Develop a consistent

effectiveness, and to ensure that councils are

including whether services are delivered

performance measurement approach for councils and

properly accountable to their local community for

efficiently and effectively

a comprehensive program to support improvement.

their performance. Several useful steps have been

DLG does not provide the public with analysis

Further, action has already been taken to replace the

about the performance of individual councils or

previous annual publication of 'comparative

performance indicators and an 'end-of-term' report in

the sector as a whole, and in this respect, NSW

information', which had significant limitations as

the IPR framework, the DLG's Promoting Better

councils are subject to less public scrutiny than

regards the value and quality of the data provided .

•

taken in recent years, including the incorporation of

Practice program, and implementation of continuous
improvement systems by a substantial number of

those in some other jurisdictions.
•

individual councils. However, a continued lack of

Current arrangements may not provide timely
warning of performance issues.

The Panel understands that DLG is moving ahead with
the work on performance measurement and is

consistent data collection and benchmarking across

exchanging information with its Victorian

local government makes it very difficult for

counterpart. This project needs to be given a high

Similar findings by the Victorian Auditor General have

councillors, managers, communities and other

led to a major initiative to develop consistent state-

priority and additional resources should be allocated

stakeholders to gain a clear understanding of how a

wide data collection and performance indicators. This

if necessary as part of the implementation program

council is performing relative to its peers.

program includes:

proposed in section 18. A worthwhile objective might

This section focuses on some key opportunities for

•

public easy access to a range of comparative data .

be to establish a 'My Council' website giving the
ratepayers

further improvements.

8.1

Data and benchmarking

In 2012 the NSW Auditor General reported on some

A focus on accountability to residents and

•

"

major deficiencies in the availability and use of data
in respect of local government. He observed among

Use of the data and indicators to prepare an

•

The Local Government Act requires councils to
provide information but does not require DLG to
review or act on most of the information it
collects

Reducing 'Red Tape'

annual sector report

IPART is in the process of completing a major ' red

Streamlining other forms of reporting by councils

tape' review to examine local government

across all government agencies in order to offset

compliance and enforcement activity (including

the workload involved in the new system

regulatory powers conferred or delegated under NSW

other things that:
•

8.2

Best practice guidance on linking strategic
planning and performance reporting.

The Panel considers the Victorian approach well

legislation), and to recommend changes in law and
practice that will reduce regulatory burdens for
business and the community. Research commissioned
by IPART indicates that NSW councils have around

worth following . In NSW terms, it would represent a

120 regulatory functions involving over 300 separate

logical further development of the IPR framework.

regulatory roles. Those roles emanate from 67 State
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Acts administered by 31 State agencies. These figures

8.3

suggest a heavy burden on business and the

Innovation and best practice

8.4

One of the advantages of the decentralised nature of

community, and on local government itself.

local government is the large number of different

Substantial savings can be expected if this burden is
reduced.

High quality and efficient service
delivery

The lack of systematic data collection and

organisations and places at which innovation can

performance monitoring across the sector makes it

occur. Many councils have a good record in this

very difficult to determine whether councils generally

In addition, councils are themselves subject to

regard. Efforts have been made to capture and

are delivering services to a satisfactory standard and

numerous regulatory requirements to account for

disseminate innovation and best practice through

in a cost-effective way. Some councils regularly

their own actions to a wide range of State agencies.

various awards programs, the activities of some

survey their communities and local businesses to

Looking at this volume of 'red tape' and the costs

professional institutes, and more recently the ACELG

establish the level of satisfaction with services, but

imposed, the Panel sees great merit in a current

Innovation and Knowledge Exchange Network (IKEN).

many do not. Systematic service reviews are implicit

The Destination 2036 Action Plan includes a section

in the IPR framework, but there is no specific
requirement.

Victorian government project to reduce the overall
compliance and reporting burden on councils. This is

on the need to encourage and facilitate innovation,

being undertaken on a whole-of-government basis
and aims to offset new requirements to measure
performance and sustainability. The principle of
avoiding any net increase in 'red tape' is a sound one.
The Panel also notes recent steps taken by the
Queensland government to cut back the regulatory

but does not make clear how that will be carried

Assessing service quality and efficiency needs to be

forward in an integrated way. Whilst DLG now has a

given more prominence in the IPR framework, and

group of staff focused on sector development, there

the expectation that councils will strive for

needs to be a more concerted approach driven jointly

continuous improvement should be made clear. The

by the Division, Local Government NSW, professional

IPR guidelines should be amended accordingly, and

bodies and unions . The Panel therefore sees a need

Delivery Programs should contain proposals to

for a new sector-wide program to promote, capture

undertake reviews of a substantial number of services

The Panel therefore proposes that IPART be tasked

and disseminate innovation and best practice. This

over each term of a council. A useful starting point is

with a second stage of its current review to examine

would need to comprise both information exchange

the 'Best Value' methodology previously applied in

how State agencies regulate local government, and to

and associated professional development activities. It

Victoria under the 1999 Local Government (Best

identify opportunities to streamline processes and

should also form part of the broader implementation

Value Principles) Act. Based on the Victorian

dispense with unnecessary or excessive compliance

program proposed in section 18.

experience, the Panel has formulated a set of

burden on councils.

and reporting. This would build on research already
completed.

principles to be applied in new requirements for
service reviews in NSW (see Box 16).

,.
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The Panel further proposes that the future role of
the Auditor General in relation to local government
should include issue-based performance audits,
which would inform and support councils' internal
audit processes. Such audits have been conducted
by the Victorian Auditor General for many years.
Topics are selected in consultation with the sector,
and recent audits have covered important issues
such as rating practices, sustainability of small
councils, business planning, fees and charges, and
use of development contributions. They usually
involve a small sample of representative councils.
The audits do not question the merits of councils'
policy objectives. Rather, their role is to assess

8.5

whether councils are achieving their objectives and

Internal and performance auditing

operating economically, efficiently and effectively.

At present there is no mandatory requirement for councils to put in place effective internal audit processes,
although the DLG has strongly encouraged such action. There is evident reluctance to do this in some parts of

Having the Auditor General conduct such audits

the sector, especially smaller councils, given the costs and time involved. However, without rigorous internal and

offers an independent perspective on the sector' s

performance auditing -linked to the improved arrangements for financial audit proposed in section 5.4- a new

performance, as well as an opportunity to compare

agenda of improvement and accountability would be compromised .

the performance of councils with that of State
agencies engaged in similar area of activity.

At present, only about half of NSW councils have an audit committee and/or some form of internal audit
process, and ttie latter tend to focus primarily on compliance, risk and fraud control. Some audit committees

The Panel 's proposals are summarised in Box 17.

include external, independent members and have an independent chair, but many are strongly embedded
within the council and answerable primarily to the General Manager. This can generate conflicts of interest.
The Panel believes various steps need to be taken, focused on re-orienting the concept of internal audit towards
adding value and continuous improvement, and requiring all councils to have effective internal audit processes,
including an audit committee with a majority of independent members. Councils with limited budgets and
resources should be able to share arrangements under the auspice of the Joint Organisations proposed in
section 11.
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lost opportunity to enhance community awareness of what councils do and the
value they add to the system of government.
The Tasmanian Local Government Act contains a provision under which councils,
like corporations, must hold an Annual General Meeting. The requirement is not
spelled out in detail, but the concept is an interesting one. A council AGM held in
October-November each year could include :
•

Tabling of the audited accounts and questioning of the auditor by councillors,
and perhaps the public (the former is already a requirement)

•

A public presentation by the chair of the audit committee

•

A 'state of the area' address by the mayor, outlining the council's achievements
relative to the Community Strategic Plan and Delivery Program, and key issues
that need to be addressed .

Such an annual event would hopefully focus public and media attention on the
council 's overall performance, as well as providing an opportunity for the council to
report its achievements.

8 .7

Workforce and leadership skills

An important and innovative element of IPR is the requirement for councils to
prepare 4-year workforce strategies . Skills shortages are of growing concern and in
a highly competitive labour market local government needs to give a high priority to
Improving auditing along the lines proposed offers an alternative to prescription

developing the talents of its workforce and finding new ways to attract and retain

and compliance as a means of demonstrating that councils are 'doing the right

skilled personnel. This issue is addressed in the National Local Government

thing'. As such, it should be seen as an opportunity to enhance local government's
reputation and strengthen its position as a respected partner of the State .

Workforce Strategy recently released by ACELG and LGMA. A number of relevant
actions are also being explored through the Destination 2036 process.

8.6

A critical factor in this regard is the quality of management: do managers have not

An Annual General Meeting

Whilst the Local Government Act contains requirements for audits and annual
reports, there is no single occasion during the year on which councils have to
present their activities and account publicly for their performance to their local
communities. This can be seen both as a gap in the accountability framework and a

~--

contribution to attracting and retaining other staff, but current initiatives in
leadership development in NSW are limited and patchy. The Panel sees a need for
an increased take-up of leadership training amongst senior managers, including
General Managers.

r·

t'-\

only the technical and professional skills they require, but also the ability to be
effective leaders of the workforce? Inspirational leadership can make a major

'
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A useful next step would be for the parties concerned to jointly prepare a specific
NSW Local Government Workforce Strategy to apply the principles and ideas set
out in the national strategy, together with those that emerge from the Destination

2036 actions.

8.8

Industrial relations

A number of submissions to the Panel have suggested that the current Local
Government Award lacks flexibility, focuses on skills at the expense of other

Adopt a uniform core set of performance indicators for councils, linked to IPR
requirements, and ensure ongoing performance monitoring is adequately
resourced (8.1)
Commission I PART to u·n dertake a whole-of-government review of the
regulatory, compliance and reporting burden on councils (8.2)

attributes of staff, and builds in excessive labour costs for some activities, especially
where 'out-of-hours' work is involved. Unions contest these views .

Establish a new sector-wide program to promote, capture and disseminate
innovation and best practice (8.3)

The Panel can understand why in a very tight fiscal environment some local
government leaders- senior managers and elected members- are looking for
every available option to cut costs. In that context, changing some features of the

Amend IPR Guidelines to require councils to incorporate regular service reviews
in their Delivery Programs (8.4)

award, terminating existing over-award conditions and outsourcing or creating new
entities outside the award's coverage may seem to be attractive courses of action.
However, the Panel is not convinced that the award is as costly and inflexible as
some believe, and believes that further efficiency and productivity gains can and

Strengthen requirements for internal and performance audit1ng as proposed in
Box 17 (8.5)

should be made through negotiation. There ought to be scope, for example, to
balance a commitment to retain jobs in award-based entities (such as the new
regional Joint Organisations proposed in section 11) with some relaxation of specific

Introduce legislative provisions for councils to hold Ann ual General Meetings
(8.6)

award provisions, such as spread of hours, that increase the cost of operating 'outof-hours' services. There should also be opportunities for some increased flexibility

Develop a NSW Local Government Workforce Strategy (8 7)

to address specific skills shortages.
Thus the award should continue to evolve through negotiation to address the

Explore opportunities for the Local Government Award to continue to evolve to
address future challenges facing the sector and changing operational needs.

changing circumstances of councils and their employees, and the needs of
communities. Local government needs a system of industrial relations that will
support an efficient and productive sector that can adapt to meet future
challenges. In turn, this requires a climate of trust and cooperation amongst
employer and employee organisations.
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9. Political Leadership and Good Governance
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Precisely becau se local governme nt is local, th e

This section looks at how some critical aspects of governance frameworks and practices could be improved . It is

quality of its politica l leadership and governance

based on th e deliberations of t he Governance Working Party esta bli shed to consider the options raised in the

.t

practices comes under close sc rutiny from its

Panel's Future Directions report. The Panel ca nvassed a wide range of governance concer ns in that report : on ly

constituents. At the same time, the primary role of

some are fo llo we d up here, and in several instances th e improvements sought cannot be purs ued through

local government in ca ring for co mmun it ies and

legislative or regulatory interve ntio n. They require better practice achie ved through ongoing exchanges of

places, coupled with the way decisions have to be

experience and support for personal <Jnd institutional learn ing. This need is high light ed in section 9.7.

taken in open meeti ngs, makes it particularly
unsuited to a 'winn er t akes all' approach to politics.
Consultation and consensus-building are essential if
people are to have confidence in the way t heir
councils are operating. All this can create a very
complex and demandin g environment in which
councillors wh o are ofte n newcomers to political
life have to di scharge the1r re spon si bilitie s.
The role and quality of political lead ership is
receiving increased attention worldwide, linked t o a
perce ption that governments at all levels are
perform ing poorly and failing to address people' s
needs. In NSW, local government is frequently th e
subject of ad verse publicity- justified or not about poor conduct in meetings, questionable
decision-making processes, la ck of comm unity
cons ultation and so on .
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9.1

Electing Councillors

cultural backgrounds has been an elusive goal.

•

·Cutting back on the number of meetings

A number of concerns have been raised with the

Factors involved incl ude the sheer amount oftime

and/or using new technologies to reduce the

Panel regarding the adequacy of local government

involved, costs of child care or home help, the

need for face-to-face meetings.

as representative democracy. These include:

number and timing of meetings, and.the culture of

•

"

councils (are they welcoming to new and 'different'

Representation reviews

Increasingly high ratios of population to

councillors?) . There are also broader issues around

In South Australia, each council is required to

councillors in some very large and rapidly

levels of civic awareness. Again, ongoing

undertake a ' representation review' at lea st every

growing councils eg over 20,000:1 in Blacktown

investigation is required .

Similarly, lack of a ward system in some large
and/or diverse council areas
The low numbers of women and younger
people elected as councillors

•

The limited cultural diversity of many councils,
notably in representation of Aboriginal peoples
Election of councillors who are fundamentally
unsuited to the role and/or ill-prepared to
undertake the responsibilities involved .

Secondly, concerns have been expressed that a
significant number of candidates are unaware of,
and ill-prepared to take on, what are nowadays
onerous responsibilities of being a councillor. Some
cand idates lack a real understanding of what
councils do and how they work. Some are focused
on just a small number of issues and express little
interest in the broader roles of a councillor. Others
put their names forward to make up a 'ticket' and

Over recent years the 'board of directors' concept

are elected unexpectedly through the above-the-

has led to reduced numbers of councillors in many

line voting system.

local government areas. Amalgamations have also
tended to reduce local representation . At the same

Options to address these issues include:

eight years. Matters to be considered include the
number of councillors and whether they are elected
by wards or at large, ward boundaries, and whether
or not the mayor is popularly elected. However, any
aspect of representation can be explored. Reviews
must include community consultation, and councils
have to report on the outcomes of consultation,
which proposals they intend to implement, and
their reasons for not proceeding with other
proposals. Reports have to be referred to the
electoral commissioner.
The Panel sees considerable merit in the South
Australian approach and proposes that a similar
model be adopted in NSW. This could have a

time, there has been a tendency to switch from

Civic awareness programs to publicise the role

somewhat wider brief including, for example,

wards to 'at large' elections. The Panel has been

of local government, its importance and value

whether or not the council is attracting and

unable to identify any definitive evidence regarding

to the community, and how it works

retaining a suitably diverse range of talented and

Compulsory awareness sessions for intending

committed councillors, and what steps it is taking

the pros and cons of these trends: they require

•

ongoing investigation.
Another key area of concern is the widely perceived
need to attract a wider range of suitable candidates

women, young people and people from diverse

to do so. It could also include considering the

responsibilities and level of commitment

desirability of establishing Community Boards (see

expected of councillors can be explained in

section 12.2) .

some detail before they nominate

for election as councillors. There are two aspects to
this. Firstly, attracting more nominations from

candidates at which the full range of

•

Providing more financial support to councillors
to offset specific expenses such as child care
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9.2

Councillor roles and skills

Under section 232 of the Local Government Act the role of a councillor is divided
into two parts : as a ' member of the governing body' and as an 'elected person '. The
former is seen as deliberative- planning, resource allocation, policy development
and performance monitoring. These functions give rise to the concept of councillors
forming and behaving as a 'board of directors'. The role of the councillor as an
elected person is described in terms of community representation, leadership and
communication . This is more clearly 'political' and includes those functions that
most councillors would regard as fundamental to being re-elected .
The wording of the Act reveals evident tensions in the councillor's role . These are
exacerbated by the fact that councils must meet and make decisions in public, and
do not have a select group of councillors who act as a 'cabinet' . In Australia, only
Brisbane City Council uses that model (the 'civic cabinet' comprises the Lord Mayor
and chairs of major committees).
The Panel's investigations and discussions with the Governance Working Party
suggest that amendment of the Local Government Act is necessary to explain more
fully the role of councillors; make it clear that the role is a demanding one that
requires high level skills and in many cases warrants increased remuneration (see
section 9.4); and sharpen the distinction between the functions of the governing
body- in which councillors must act collectively- and the role and responsibilities
of an individual councillor. Box 19 sets out the Panel's thinking on possible new
wording for the Act.
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Developing skills
It will be clear from the description of roles and
responsibilities proposed in Box 19 that today's
councillors require enhanced skills to deal with the
complex challenges they face . The Panel has
concluded that both an initial induction program
and ongoing professional development should
become mandatory. Many people in local
government support this view . Those who argue
against this change claim that councillors learn best
'on the job' and that there are no such demands on
state and federal politicians. Counter arguments
are that knowledge and skills can be acquired with
greater certainty if 'work experience' is

Councillors who satisfactorily complete professional development programs should receive additional

complemented by formal training; and that unlike

remuneration (see section 9.4) . The names of councillors who fail to undertake adequate professional

nearly all MPs, councillors become frontline

development should be published in the council's annual report and forwarded to DLG . If there are cases of

decision-makers as soon as they are elected. The

repeated failure to complete even the basic induction and/or update programs, it may be necessary to consider

Panel notes that Local Government NSW is

a provision in the Act preventing a councillor from contesting the next election .

currently introducing accredited programs, so that
councillors have the option of counting professional

A related issue is the provision of administrative and technical support to councillors. In most councils this is

development towards higher qualifications.

minimal. Councillors cannot be expected to play a strong role in policy development and to effectively monitor

The Panel's preferred approach is set out in Box 20.

General Manager to ensure such assistance is provided as a matter of course .

the organisation's performance unless they are given adequate support. It should be a responsib ility of the
It again draws on South Australian practice, where
councils have had to prepare development
programs for councillors for several years, and
where the Local Government Association is
preparing self-assessment tools for councillors and
the governing body. NSW could draw on that
experience and material.
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9.3

Role and election of Mayors

Both internationally and in some other states increasing emphasis is being placed
on the mayor as a means of strengthening civic leadership including representing
the local community in regional, state and national forums . The trend has been
highlighted by recent changes to local government Acts in Queensland and New
Zealand . Emerging features of the role of mayors include :
Formulating a vision for the area, and playing a leading role in community
engagement, strategic planning and policy development
Close involvement in preparation of the budget, so that the mayor can become
a champion for its adoption and consistent implementation
Leading the councillors to ensure good governance
,.

Forging partnerships with government agencies, other service providers,
business and community groups
Providing advice and strategic direction to the CEO (General Manager}.

Concern has been expressed that this is a trend towards 'executive' mayors and
that the current 'separation of powers' between the body politic and management
will be compromised . However, there is a very significant difference between giving
a mayor increased authority with well-defined responsibilities, and making the
mayor the chief executive. This can be made clear in the Act, which at present
offers very little guidance on the role mayors should play. Also, it is generally
agreed that good governance depends heavily on a close and effective MayorGeneral Manager relationship.
The Panel has concluded that enhancing the role of mayors could make a major
contribution to focusing councils on strategic issues, improving governance and
strengthening inter-government relations and partnerships with key stakeholders.
The Panel's focus is on better defined responsibilities which will add stature and
authority to the role of mayors, but not increased powers . The responsibilities
suggested in Box 21 are all based on established practice elsewhere and should be
detailed in the Act.
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With additional authority must go improved skills and

number of functions to their deputies. This raises two

greater accountability. The mayor should be expected

questions: should a mayor be able to select his/her

responsibilities without unwarranted interference.

to have a thorough grasp of strategic and financial

deputy, so as to be confident of their support; and

The governing body should not be able to transfer

issues, and to take responsibility along with the

should some deputies also be full-time? The Panel

mayoral responsibilities to his/her deputy or anyone

Genera l Manager for certifying that key documents

proposes that the mayor should nominate his or her

else without the mayor's consent.

mayors should enjoy a mandate to discharge their

such as the Community Strategic Plan, Delivery

deputy, with the governing body's role limited to

Program and annual statements of accounts have

either ratifying or rejecting that nomination . This

However, poor relations between mayors and other

been properly prepared . S/he should be able to

wou ld help to avoid situations where a governing

councillors are not confined to popularly elected

present the budget to the council and community and

body deliberately installs a deputy who is hostile to

mayors. Election of the mayor by the councillors can

defend the assumptions on which it is based.

the mayor. The Panel also proposes that councils be

also lead to stalemate or ongoing instability when the

able to make a case to the Remuneration Tribunal for

mayor has a very narrow majority. Even worse is the

To fulfil these responsibilities mayors will need

the deputy mayor to be full-time .

situation where the position of mayor has to be filled
by a 'draw from the hat' . Steps need to be taken to

additional knowledge and professional development.
A specialised professional development program over
and above that required for councillors should be
mandatory, and should be undertaken within 3
months of election as mayor. Aspiring mayors may
wish to undertake the program before standing for
office.
In larger councils and in major regional centres as

Election of mayors

prevent such occurrences.

The Panel considers that as in Queensland, Tasmania

Also, changes are needed to give the community more

and New Zealand mayors should generally be

opportunities to have a say in whether the mayor is

popularly elected. Under the current optional

popularly elected or elected by the councillors- the

arrangements, less than a quarter of NSW mayors are

latter being the current default arrangement. The

directly elected, compared to about 70% in South

Panel is strongly of the view that councillors should

Australia . Elsewhere the mayor has to face re-election

not have a power of veto over a change to popular

defined in section 11.7, the expanded mayoral role

by the councillors every year- even in many large

election . It therefore proposes that consultation about

will in most cases amount to a full-time, senior

urban councils facing complex and demanding

the way the mayor is elected should be undertaken as

position . The mayors of those councils should be

strategic issues. Annual elections create unnecessary

part of each representation review (as suggested in

remunerated accordingly (see below) and have

instability and the risk that councillors will simply 'take

section 9.1). and that a petition signed by a set

dedicated administrative and policy support staff.

turns' rather than taking the role seriously.

minimum number of voters (say, 250 or 10% of the

Expanding the role and responsibilities of mayors will

There have been cases of popularly elected mayors at

also impact on deputy mayors . In some cases (eg in

loggerheads with a council of a different political

larger councils, or where the mayor assumes a major

persuasion. This is a risk and popular election needs to

regional role, or where the mayor is unable to be full-

be matched by the clearer statement of the mayoral

After extensive consultations on these issues, the

time). mayors may need to delegate a considerable

role, as proposed above. Also, popularly elected

Panel's preferred approach is set out in Box 22 .

total, whichever is the lesser) should require a council
to hold a referendum on changing the method of
election.
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9.4

Remuneration of Councillors and Mayors

The need for improved councillor remuneration is raised regu larly by local government representative s. The
Panel's view is that decisions of th e Remuneration Tribunal do appear to under-value the decision-making
responsibilities of councillors. This may reflect an inadequate description of that role in the Act, and a tendency
in some sections of local government to promote an image of 'volunteer' councillors rather than
professionalism . The proposals already put forward in this section should address those issues .
In the case of mayors and deputy mayors, the Panel understands that it would be desirable to create a new
category of council in which a full-time mayor would be the norm, and his or her deputy could also be expected
to carry a heavy workload- perhaps to the extent of becoming full-time as well.

9.5

Role and appointment of General Managers

The nature of local government requires councillors and senior staff to work closely as a team . The close
relationship with the community and the way the decision-making process works means that the line between
'policy' and 'management' is often blurred, and unlike State and federal governments there are no executive
ministers to provide a link between the body politic and the administration . That function rests largely on the
relationship between the mayor and the General Manager.
The 1993 Local Government Act made General Managers responsible for 'day-to-day' management, and gives
them authority to appoint, control and dismiss staff. The Act also makes them 'generally responsible' for the
efficient and effective operation of the council ' s organisation . Under the IPR arrangements, the Act requires
General Managers to assist {emphasis added) the council in connection with the development and
implementation of the community strategic plan and the council's resourcing strategy, delivery program and
operational plan.
Thus the Act is unclear about just how much authority and autonomy General Managers should exercise.
Tensions with the mayor or councillors can arise, sometimes leading to the General Manager resigning or being
dismissed. Regrettably, there has been a trend towards councillors or mayors being elected on platforms of
dismissing the current General Manager. Conversely, there have been cases of General Managers' contracts
being renewed without advertising shortly before elections.
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The se are very complex iss ues and there are no simple
solutions. In line with the Panel 's consultations, Box 23 sets
out propo sa ls for a revi sed statement of the role of General
Managers that could be included in the Act, while Box 24
suggests an amended framework for th ei r appointment and
tenure . Two key elements are firstly, to promote wellmanaged performance revi ews under the leadership of the
mayor; and secondly, as far as possible to distance decisions
about the tenure of General Managers from the electoral
process.
The Panel also believes it will be helpful if the Act makes it
clearer that the core role of the General Manager is the dayto-day management of th e council 's administration in
accordance with the strategic policie s and lawful decisions of
the governing body; to advi se and assist the governing body in
its deliberations; and to work closely with and support the
mayor.
The performance of a council depends to a large extent on the
ability and performance of its General Manager. The Panel has
doubts as to whether all General Managers across NSW have
the necessary training and skills to make a success of thi s
complex and demanding role . For example, some appear
uncomforta bl e with t he new demands of Integrated Planning
and Reporting in terms of strategic planning and high -level
asset and financial management. Box 24 therefore includ es
proposals for new professional development requirement s.
However, the Panel does not wi sh to return to the days of a
specialist and restrictive qualification for General Managers.
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9.6

Organisation structure

Well-designed organisation structures can facilitate but not guarantee good governance and productive
relations between management and elected members; on the other hand, inappropriate structures can
certainly impede success . In this regard, there have been tensions around the current provisions of the Local
Government Act concerning the regular review and adoption by the governing body of an organisation
structure. In some instances councillors have over-ridden the advice of the General Manager on what
constitutes an appropriate structure, and have sought to determine staffing arrangements at an operational
level.
In the Panel's view, the governing body should be able to determine, on the advice of the General Manager, the
upper levels of the organisation structure, and to ensure that staffing resources are being allocated in such a
way that the council's priorities can be pursued . These decisions also need to be linked to those about the
committee arrangeme-nts which, as indicated earlier, should be a matter in which the Mayor plays a leadership
role .
The Panel therefore proposes that the Act be amended to provide, as at present, that a council must review the
organisation structure after each election, and may do so at other times, but also that:
•

the governing body must act on the advice of the Mayor and General Manager

•

the adopted structure must accord with the priorities set out in the council's Community Strategic Plan and
Delivery Program

•

the adopted structure may only specify the roles and relationships of the General Manager, designated
Senior Staff and other staff reporting directly to the General Manager.
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9. 7

A Good Governance Guide

It is very difficult, if not impossible, to legislate for sound working relationships and
transparent, well-informed decision-making. For example, submissions to the Panel
have argued that the Code of Conduct has already become too convoluted.
Recent amendments to the Local Government Act have introduced a power for the
Minister to issue ' performance improvement 'o rders' in accordance with predetermined performance improvement criteria; to appoint temporary advisers to
help councils make the required changes; and, if necessary, to suspend an elected
council for up to 6 months rather than use the current dismissal power. The Panel
supports these changes provided that they are genuinely focused on clearly defined
needs for improvement, and that adequate support is provided to facilitate change .
'Good governance orders' might be a more appropriate title .
DLG, LGNSW and others have already developed considerable amounts of advisory
and educational material that could be assembled into a 'Good Governance Guide' .
This could underpin the proposed performance improvement criteria and the work
of temporary advisers, as well as consolidating advice on good governance practices
generally.

Amend the Local Government Act to strengthen political leadership :
• Require councils to undertake regular 'representation reviews'
covering matters such as the number of councillors, method of
election and use of wards (9.1)
• Before their nomination is accepted, require all potential candidates
for election to local government to attend an information session
covering the roles and responsibilities of councillors and mayors
(9.1)
• Amend the legislated role of councillors and mayors as proposed in
Boxes 19 and 21, and introduce mandatory professional
development programs (9 .2 and 9.3)
•

Provide for full-time mayors, and in some cases deputy mayors, 1n
larger councils and major regional centres (9 .3)

• Amend the provisions for election of mayors as proposed in Box 22
(9 .3)
Increase remuneration for councillors and mayors who successfully
complete recognised professional development programs (9.2-9.4)

A key objective of such a Guide should be to help build effective working
relationships around the respective roles and responsibilities of the governing body,
mayors, councillors and General Manager. Deficiencies in those relationships, and in

Amend the legislated role and standard contract provisions of General
Managers as proposed in Boxes 23 and 24 (9 .5)

the checks and balances necessary to foster mutual respect and collaboration, are
usually at the heart of dysfunctional councils. Detailed guidance and mentoring or

Amend the provisions for organisation reviews as proposed in section 9.6

peer support is needed to ra ise the general standard across NSW local government.
The proposed Guide should also include advice on how to undertake the selfassessment processes proposed in Box 20. Such processes are commonplace in
private sector boards and various assessment models could be adapted to local

Develop a Good Governance Guide as a basis for ' performance
improvement orders' and to provide additional guidance on building
effective working relationships between the governing body, councillors,
mayors and General Managers (9 .7)

government. The South Australian local government association is currently
developing similar materials for its member councils. Good governance is an area in
which LGNSW should be playing a strong role, building on its programs for
councillor development and mentoring of mayors.
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10. Advancing Structural Reform
Discussion of structural reform in local government

have been no interventions in the Sydney metropolitan region, except for repeated changes to the boundaries of

is invariably dominated by strongly opposing views

the City of Sydney and, oddly, a decision in 1991 to allow the Pittwater area to separate from Warringah Shire.

about the merits of amalgamations. Most councils
are strongly- often vehemently- opposed and
campaigns are launched to stave off any perceived
threat. More regional cooperation and shared
services are usually advanced as the alternative.
The result tends to be a stand-off without any indepth consideration of all the issues and options

In 1997 the then NSW Local Government and Shires Associations issued a discussion paper on voluntary
structural reform (including mergers, boundary changes and shared services) . It suggested that ongoing change
was inevitable and councils needed to be proactive in implementing the right sort of changes for their areas. It
also pointed to research showing that previous rounds of amalgamations had generally produced good results.
However, very few voluntary mergers of councils have occurred over the years, and the Panel sees little
prospect of many more.

involved. This would be a fair description of the
current 'state-of-play' in NSW.
Thus the history of council amalgamations has
generally been one of long periods of resistance
and inactivity, interspersed by episodic State
interventions to enforce changes. In NSW those
interventions have typically focused on a relatively
small number of councils at any one time, but their
cumulative impact has been dramatic: the number
of councils in NSW has more than halved over the
past century (see Box 25). It follows that many
councils which now assert the importance of their
identity are in fact the result of past
amalgamations . Equally, it is impossible to believe

The Panel is required by its terms of reference to consider options for structures and boundaries, taking into
account the Government's current policy of 'no forced amalgamations'. It believes that the time has come for a
fresh approach to break the current deadlock and enable proper consideration of necessary structural reform.
This would involve:

that today's map of local government will remain
unchanged for much longer.

Focusing on the need for increased 'strategic capacity' as discussed in section 4.2
.,

The most recent burst of activity was in 2003-4,
when 40 non-metropolitan councils were
amalgamated into 21 new areas. To date, there

Firmly rejecting 'one-size-fits-all' policies
Introducing new types of local government bodies to facilitate a 'mix-and-match' approach to the particular
needs and circumstances of different parts of NSW
Changing the process for initiating and considering amalgamations and boundary changes.
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/1. fl 0 xiblr: set of structtzr~s

Greater london has its own regional authority. And in

the referral of some regional functions to the

The central challenge in structural reform is to

many places parish or town councils have been

new Joint Organisations

balance two seemingly opposed agendas:

established to undertake planning and some aspects

'Rural Councils' -a somewhat different type of

of service delivery at a community or neighbourhood

local council, working as part of a Joint

level.

Organisation , and with reduced legislative and

The need for increased scale and capacity that
will enable councils to remain sustainable,
provide adequate services, and be valued

In New Zealand, the work of local ('territorial' )

partners in the system of government

councils is complemented by directly-elected regional

more appropriate to rural-remote areas with
small populations
'Community Boards' - elected or appointed sub-

environmental management, transport and other

community identity and local democracy are

council organisations that can carry out a range

'higher order' functions . As well , councils may

maintained.

of representational, planning and service delivery

establish community boards to play both an advisory
At present, there are only two statutory types of local

role and to oversee or carry out local service delivery

government in NSW: local councils and county

and projects. In Auckland, an amalgamated 'super

··-·

,A ~ <

compliance responsibilities and a lower cost base

councils responsible for regional planning,

'Keeping the local ' in local government so that

"·

functions delegated by the council.
~

Further details of the Panel's thinking about Joint

councils. Moreover, all local councils -large or small,

city' has been created to manage the entire

Organisations, Rural Councils and Community Boards

urban or rural or remote- are subject to a single set

metropolitan area of 1.5 million people, whilst 21

are presented in sections 11 and 12. The key points to

of provisions and requirements under the local

local boards provide for community-level governance.

be made here are that :

Government Act. And county councils are seen as
special-purpose entities rather than a basis for wide-

The Panel therefore sees a need in NSW to create an

ranging collaboration amongst their constituent

sharing resources and delivering shared services- but

regional Joint Organisations could offer an

be used in different ways in response to the varying

councils. Hence voluntary Regional Organisations of
Councils have become the principal vehicle for

The option of 'Rural Councils' working within

expanded set of local government structures that can

alternative to amalgamations as a way of

needs of communities and regions. Proposed

addressing the needs of rural-remote

structures comprise :

their lack of a statutory basis and the voluntary

Regional 'Joint Organisations' - statutory

nature of their activities tend to limit the role they

groupings of local councils established under the

can play within government (see section 11.1).

communities
The option of establishing Community Boards
would provide a means of maintaining
community democracy and identity in areas

local Government Act that undertake a range of

where amalgamations are considered necessary.

'high-level' functions on behalf of their members

In other jurisdictions a wider range of statutory

(the precise mix of functions can vary from region

options is used. In England, for example, some

to region)

regions have a mix of (multi-purpose) county and

local councils operating along very similar lines

district councils with split functions, while others have

to the current provisions of the Act, except for

unitary councils covering the full scope of local
government activities in the one organ isation .

~ - ,
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The

c;::~se ~or

an10lgamations

the capacity to be a real partner of State and federal governments in addressing the challenges of growth and

- - -- ·
Amalgamations and boundary changes are not the

change well into the mid-21st Century, when Sydney's population will be around 7 million .

panacea for local government's problems, nor are

The ACELG report Consolidation in Local Government: A Fresh Look examined the extent to which different forms of

they the only type of structural reform that should

consolidation can achieve the benefits sought. Table 4 is drawn from that report. It suggests that amalgamations

be pursued. However, the Panel believes that they

offer the surest way to achieve efficiency and economies of scale, service improvements and strategic capacity.

are an essential element of a wider package of

Stronger regional collaboration and shared services organisations may do so, but the outcomes across the board are

reforms. Creating a sustainable system that can

less certain .

cope with the challenges of a changing world must
T-:tble

involve some reduction in the number of local

ll:

Suf1'rnory Attributes of Oiffo: rent Forrns of Con.solidCttiof"!

government areas. NSW simply cannot sustain 152
; { ' t :J &:C•'·l:.., •. ,,.' 1.'+} <

' rt.~fl · :J.••l:l~ l " l

councils : many are highly dependent on grant
support; fiscal imperatives demand efficiencies in

Strong link

Potentially strong link
subject to size/disposition of
re-shaped councils

Strong link

Weak l1nk

Strategic Capacity

Strong link

As above- benefits will flow
to larger 'new' council/s

Potential mediumstrong link subject to
organisation structure
and governance

Weak link

Service
Improvement and
Innovation

Strong link

As above

Strong link (but limited
to services that are
effectively shared)

Potential link subject to
nature and scope of
collaboration

Distinct risk, but
can be managed

Some risk depending on
nature of 'new' councilscan be managed

Risk where extensive
decision -making IS
ceded to joint authority
- may be difficult to
manage

Li ttle or no risk

Efficiency and
Economies of Scale

government across the board; and there are
shortages of highly-skilled personnel. The shortage
of engineers, for example, is a significant factor
limiting the capacity of councils to deal with
infrastructure backlogs.
Ta xpayers should not be expected to increase grant
funding indefinitely to support councils that are
unnecessarily small, lack capacity and build
excessive costs into the system. Mergers should be
pursued where they can make a substantial
contribution to addressing financial problems,
reducing fragmentation of resources and

Potential Diminution
of Local Democracy

duplication of effort, and building strategic capacity
for the long term . Capacity should be further
enhanced through regional collaboration via the
new Joint Organisations.
In metropolitan areas, amalgamations and more

.

- - - - - - - --
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effective sub-regional arrangements will be needed
to establish a system of local government that has
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The principal arguments used against amalgamations

To date, regional cooperation has been mostly

are that there is no direct, general relationship

voluntary, and its performance in delivering

between council size and the efficiency of service

shared services has been patchy and variable

delivery; that mergers will fail to produce worthwhile

over time (see section 11.1 for a fuller discussion

cost savings; that local identity and representation

of this point).

The Panel undertook its own polling to assess, among
other things, community attitudes to amalgamations.
It also considered the findings of polling
commissioned by Hornsby Shire Council that explored

will suffer; and that regional cooperation and shared

community responses to options for mergers and

Having said that, the Panel acknowledges that :

services can deliver the desired outcome. However,

-:~

Community attitudes

boundary changes advanced in the Panel's Future

those arguments miss several crucial points:

Boundary changes can be disruptive, and

Directions report of April 2013 . Several broad findings

The evidence shows that for some local

transition costs may place a heavy strain on new

can be identified.

government functions, notably infrastructure and

organisations in their early years of operation

'back-office' services, increased scale can and

Merging two or three weak or unsustainable

For the overwhelming majority of people, issues

does bring efficiencies and cost savings

councils may simply produce a larger weak or

A number of 'before and after' case studies of

unsustainable council- complementary action

individual amalgamations have shown significant

will be required to address underlying issues

efficiency gains (but not necessarily cuts in rates,

Amalgamations are not possible where physical

because savings have been ploughed back into

distances between communities and service

other service and infrastructure improvements)

centres are simply too great.

of local government operations and reform are
not 'top of mind'
When amalgamation proposals are first raised
they lack majority community support and attract
strong opposition from a substantial minorityaround 25-30%.
However, when people are prompted to give a

Local government does much more than just

The Panel accepts that there is no simple relationship

deliver services and needs greater 'strategic

between council size and efficiency, and hence no

capacity' (as outlined previously in section 4.2) to

guarantee amalgamations will produce the benefits

plan effectively for the future of localities, to

sought, especially cost savings. The ACELG report

advocate and negotiate on behalf of

made that clear. However, the Panel has noted a

communities, and to play a stronger role in the

more considered view, there is a much more
even split between those in favour and those
opposed
Supporters of amalgamation point to potential

number of recent studies in NSW and elsewhere

efficiencies, savings, and improvements to

wider system of government

clearly demonstrate the potential for amalgamations

services
Opponents are chiefly concerned about loss of

Mechanisms such as Community Boards and new

-properly managed- to generate both efficiencies

approaches to place management, community

and increased strategic capacity (economies of scale

local identity and representation, as well as the

engagement and customer service make it

and scope). What NSW needs is a new process to

risk of a large, inefficient bureau cracy.

possible to maintain local representation and

enable the option of amalgamations to be carefully

identity within larger council areas (see section

assessed on a case-by-case basis within the context of

The Panel's conclusion is that achieving majority

10.5)

the broader range of structural options presented

community support for amalgamations is by no

above.

means an impossible task, provided the public is given
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timely and accurate information about what is

That the State government's currently unfettered

held numerous discussions with othe r councils

involved, what the benefits could be, and how

right to impose amalgamations and major

created at that time . The overwhelming finding is

possible adverse impacts will be handled. Experience

boundary changes more or less at will should be

that, properly planned, mergers can produce

in other states confirms the finding that for most

limited

people local government reform is not a 'make or
break' issue, and that after a relatively brief settlingin period new arrangements are widely accepted .

:i0.3

fo,varcl s
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better process

stronger, more effective councils, and that

That any amalgamation or major boundary
change should be preceded by careful analysis of
the issues to be addressed and all the options

That there should be full community consultation

'voluntary' amalgamations are essentially a

That the process should be handled by an expert,

distraction from the core issue, which is how the role

independent body

strengthened in the interests of the communities it is
expected to represent. That objective will not be

research also showed that the 2004 amalgamations
were poorly planned and as a result gave rise to
unnecessary concerns and disruption.

available

In the end, arguments about 'forced' versus

and capacity of NSW local government can best be

community identity can be maintained . However, the

The research made it clear that better information
and careful analysis of relevant issues can smooth the
path . Moreover, increased benefits for residents and
ratepayers can be realised more quickly and more

That the Government should not be able to over-

certainly if changes are thoroughly planned and the

rule the findings and recommendation of that

necessary expertise in change management is

body without good cause.

available in the period immediately before and after

achieved by self-interest or special pleading. It

the new organisation comes into being.

requires a willingness to take a fresh look at the

As far as its own task is concerned, the Panel wishes

system of local government and its relationship with

to emphasise that setting out desirable options for

the State, and to explore new options with an open

boundary changes is NOT the same as recommending

boundary changes should therefore be based on a

mind . At the very least, merger proposals and

forced amalgamations. Moreover, under the current

well -managed, four-step process :

The process for any future mergers o r major

boundary changes that appear to have merit ought to

provisions of the Local Government Act,

be properly considered, even if they are ultimately

amalgamations and boundary changes cannot occur

Deciding about the need for change, assessing

rejected.

without a further

the business case and formulating a suitable

The Panel has little doubt that the majority of those
in local government who argue so strongly for ' no
forced amalgamations' are in fact rejecting
amalgamations under almost any circumstances. For

process after the Panel completes

its work, and would involve the Boundaries

proposal

Commission (see below). Thus whether and when the

Detailed planning for the transition and ongoing

Panel's options are pursued is entirely a matter for

implementation

the State government and the councils and

Effectively managing all aspects of

communities involved .

implementation in accordance with an agreed

reasons given earlier, the Panel cannot see this as a
reasonable or realistic attitude. It therefore suggests
that 'no forced amalgamations' be replaced with a
new policy based on the following principles:

plan

Learning from experience

Ongoing monitoring and evaluation .

To inform its analysis of these issues, the Panel
commissioned a study of a sample of the 2004
amalgamations in NSW (the 'Tate' report), and has
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The Panel sees the same approach being applied to

they were compromised by amendments made to the

Box 26 outlines the Panel' s proposals for a better

establishment of regional Joint Organisations or any

Act in 1999 which gave the Director General a similar

approach, so that in future councils and communities

other form of structural change. The State

role to the Commission, such that the Commission's

can be assured that proposals for amalgamations and

government should make available resources and

authority and independence were significantly

boundary changes will be examined independently,

expertise to enable and support this process (see

weakened . Those amendments need to be repealed .

impartially and on the merits of the case. This will

section 18).

hopefully overcome the current impasse .
The other major stumbling block with the current

Reconstituting the Boundaries Commission
The NSW Local Government Act already contains
provisions for an independent Boundaries
Commission and for a review process that, in the case
of amalgamations, involves consulting every elector in
the affected areas through questionnaires or a formal
poll. The Panel believes that these provisions offer a
starting point for a much improved system. However,

provisions is that unqualified decision-making power

As part of these changes, the Panel believes that the

is vested in the Minister. S/he decides whether or not

Boundaries Commission should have an ongoing

a proposal should even be considered by the

research and monitoring role. It should periodica lly

Commission in the first place, and can then

review boundaries across the State, and also monitor

substantially amend the Commission's ultimate

practices in other jurisdictions. Again, this should help

recommendations- without any scrutiny or need for

build trust in its independence and capacity.

explanation. Again, this needs to change to increase
public confidence in the decision-making process.
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Factors in defining boundaries
Section 263 of the Local Government Act already
lists a range of factors to be taken into account by
the Boundaries Commission in considering cou ncil
boundaries. This offers a useful starting point but
the Panel believes some additional points need to
be included and that con sideration of bou ndary
changes should be more clearly outcomes-focused.
Box 27 suggests criteria on which to base a revised
list.

10.4 Pro moling volunta ry mergers
Having regard to the Government' s current policy
of ' no forced amalgamations' , the Panel wa s
particularly asked to consider barriers and
incentives for voluntary mergers . The barriers are
evident from many of the submissions received.
They include :
A belief that there will be no change to the ' no
forced amalgamations' pol icy, and hence that
the status quo can be maintained indefinitely
In the case of rural-remote councils, a failure in
many cas es to come to terms with the issue of
long-term sustainability, and a faith that
'someth ing will turn up' to reverse population
decline
Concerns about loss of local identity,
employment and democratic representation
Institutional inertia and the (understandable)
self-interest of curre nt councillors and some
staff who may lose their po sitions
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Lack of understanding of the potential long term

a merger, and evidence from recent studies commissioned by some Syd ney councils indicates that well-

consequences of resisting change, and of potential

planned mergers can generate savings far in excess of costs .

benefits
Limited knowledge of what has actually occurred in other

Box 28 presents measures that warrant further consideration.

jurisdictions, and how structural reform is linked to wider
changes in the role and status of local government
Anticipated disruption and transition costs, and fears that
financial assets w ill be 'stolen' or that some communities
will incur increased costs and liabilities as part of an
ama lgamated area
A perception in the eyes of many (but not all) sen ior
managers and councillors that the current employment
protect ion provisions in the Act make it too difficult to
complete nece ssa ry organisation change after an
amalgamation
Lack of factual public information on the pros and cons of
change, and hence the ease of generating 'scare
campa igns' against amalgamation
Th e difficulty of the process for launching communityinitiat ed amalgamation proposals .
The Panel's view is that under current policy and legislative
settings these barriers are likely to prove insurmountable in all
but a ve ry few cases. NSW has witnessed only a handful of
voluntary mergers over the pa st 20 years. For voluntary
amalgamations to gain ground, the barriers need to be
lowered and some significant incentives introduced. However,
the Panel cautions strongly against attempting to 'buy'
amalgamations : the potential cost would be very cons iderable
(potentially several million dollars per merger), and great care
needs to be taken not to set any undesirable precedent. Many
larger urban counci ls in NSW could afford to carry the costs of
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10.5

Maintaining local identity and
representation

Establishing elected Community Boards, as in New Zealand (see section 12. 2)
'Place management' approaches as mentioned above, with community comm ittees, preparation
and implementation with communities of suburb or townships plans and development projects,

Opponents of amalgamation rely heavily on the argument that

and local service centres

local identity will be lost in bigger local government units; that
larger councils will pay less attention to specific needs of

~

Dividing local government areas into wards, with ward councillors convening local committees or

different suburbs or neighbourhoods and will fail to take steps

forums

to maintain their character. However, the Panel can find no

Using new communications technologies and social media to establish closer contact between

evidence that loss of local identity is an inevitable

councils and their communities, to inform and engage local people, and to conduct 'citizens panels'

consequence of creating larger local government areas. What

or online forums to explore community views and ideas

does seem clear is that very rarely communities are so

Modern customer service systems that ensure swift replies to requests for information and rap id

different, or so fiercely independent, that forcing them to

responses to problems or concerns .

share a local council is probably unwise.
Experience also suggests that special efforts need to be made
after an amalgamation, or in a large, growing local

Introduce additional options for local government structures, including regional Joint

government area, to maintain a sense of local identity and

Organisations, 'Rural Councils' and Community Boards, to facilitate a better response to the

place. Many councils have done this successfully and the

needs and circumstances of different regions (10.1)

concept of 'place management' is well understood. Good
examples in NSW include lake Macquarie and the City of
Sydney.

legislate a revised process for considering potential amalgamations and boundary changes
through a re-constituted and more independent Boundaries Commission (10.3)

Clearly, it is simply not possible to have a separate council for
every identifiable place or community. That would mean, for
instance, dividing Sydney into hundreds of suburban council

Encourage voluntary mergers of councils through measures to lower barriers and provide
professional and financial support (10.4)

areas . The Panel therefore believes that as part of a wider
package of structural reform, a range of methods have to be
used where necessary to keep the 'local' in larger local

Provide and promote a range of options to maintain local identity and representation in
local government areas with large populations and/or diverse localities (10.5)

government areas. These can include:
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11. Regional Joint Organisations
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The Panel sees stronger regional cooperation as a

(ROCs) . These are voluntary groupings, typically

collaboration in local government, although some

central plank of local government reform. This will

established under s355 of the Local Government Act,

have proposed that membership should become

enhance the role of councils and facilitate more

or as an incorporated association or company limited

mandatory. The Panel' s concern, however, is that the

productive State-local relations, especially in strategic

by guarantee. Most have existed in one form or

embedded culture of ROCs is one of voluntarism,

planning, economic development, infrastructure

another for 20-30 years or more. They carry out a

either in membership or participation in joint

provision and service delivery. Thus the Panel's

diverse range of functions with and for their member

activities or both . Their scope of operations and

objective is to create a robust but flexible framework

councils, including regional advocacy, strategic

effectiveness varies too much from time to time and

within which councils can negotiate the

planning, joint procurement and shared service

region to region. Without stronger, statutory regional

establishment of statutory regional organisations that

provision . Some ROCs have established jointly-owned

bodies whose role and functions are fixed over the

will undertake strategic planning and other joint

commercial enterprises.

medium-long term, it is difficult to see local

activities, and provide a platform for much more

government as a whole being able to present itself as
The Panel commissioned an independent review of

extensive and effective State-local dialogue and

a rel iable and capable partner of State agencies .

the prospects for ROCs by Gooding Davies

cooperation .

Consultancy Pty ltd. The report highlights the

11.2

Existing County Councils

There are 14 existing County Councils in NSW,

In Future Directions the Panel proposed that the

valuable role played by a number of ROCs over many

existing County Council provisions of the Local

years, but notes also that their performance has been

established under sections 383-400 of the Local

Government Act, suitably amended, could be used to

patchy and uneven, especially in the delivery of

Government Act. They are regional bodies

establish the stronger regional entities it had in mind .

shared services. It suggests that this reflects the

undertaking specific functions on behalf of their

Those proposals were not well received by local

disparate size, number and wealth of participating

government, due largely to perceived problems with

councils, as well as variations in the level of

governing body. Currently the only functions assigned

the current legal framework for County Councils. The

commitment and institutional leadership. There are

to a County Council are water supply (in 5 cases, one

constituent councils, which elect the members of the

Panel has therefore developed a substantially

also legislative impediments to effective shared

of which also has responsibility for sewerage),

modified set of proposals for what it now terms 'Joint

services arrangements, including the need for each

noxious weeds eradication (8) , and floodplain

Organisations'.

participating council to separately approve tenders

management (1).

for regional provision of goods and services, and

11.1

Future of Regional Orgon isations of

limits on councils' ability to form companies.

C0 1_1nci:s
Many submissions to the Panel have argued that

The great majority of NSW councils in both
metropolitan and rural and regional areas are already

ROCs, more or less in their current form, should

members of a Regional Organisation of Councils

continue to be the primary form of regional
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Table 5 indicates how existing County Councils

they give rural local government critical financial

ranging discussions to determine whether

could be incorporated into the new Joint

mass and the capacity to recruit and retain

consistent regional boundaries can be established

Organisations. This will require transitional

professional staff. Similarly, the Panel sees no case

as the basis for both the proposed Joint

provisions as part of the amendments to the Local

at present to require councils to transfer water and

Organisations, and to facilitate stronger

Government Act proposed in section 11.5. The

sewerage assets to new regional entities.

Panel sees this as an opportunity to address the
concern expressed by a number of councils that the
County Council which they are supposed to 'own' is
now effectively beyond their control. Provisions
could be included in the Act along the lines of those
used in New Zealand for 'Council Controlled
Organisations', which are required to enter into an
annual agreement ('Statement of Intent') with their
shareholder councils on strategies and priorities .

In addition to the five existing County Councils that
operate water utilities, there are several emerging

Vlfatc1· utilities

across the State and in metropolitan Sydney. The

between member councils. The Panel sees an

various factors taken into account are summarised

opportunity for new Joint Organisations to build on

in Box 29.

these foundations by incorporating functions such
as strategic business and network planning,
regional water cycle management, high-level
agreed- joint infrastructure development and

The Panel was tasked in particular with reviewing

service delivery. Making existing County Councils

proposals to consolidate the existing 105 local

and regional water alliances subsidiaries of the new

government-owned water utilities into around 30

JOs would help achieve those objectives. It would

regional bodies or alliances, as proposed by the

also ensure that rural water supply and sewerage

2009 Armstrong-Gellatly report and more recently

assets and operations remain firmly in local

by Infrastructure NSW. The State government has

government hands.

adopted those recommendations in principle.

11.4

Proposed boundaries are aligned with, or nested
within, those to be used for delivery of the State
Plan, for regional coordination amongst State
agencies, and for preparation of Regional Growth
Plans by the Department of Planning and
Infrastructure. Not every council will be happy with
the proposed regions, but the Panel believes they
represent a reasonable compromise that should
satisfy the great majority. In the metropolitan
region the boundaries shown are considered
suitable for strategic planning purposes, but if Joint

Defining

~eg ions

-----------------

The latest assessment by the NSW Office of Water

As noted above, most NSW councils are already

shows that overwhelmingly local government water

members of ROCs, which cover nearly all the State

utilities are performing very well. Accordingly, the

Maps 2 and 3 show proposed regional boundaries

regional alliances promoting closer cooperation

technical support to smaller councils, and -where

11.3

partnerships between councils and key State
agencies, especially in strategic planning .

and have generally well-defined boundaries.

Panel believes that local government should retain

However, in a number of places ROC boundaries

its current responsibilities for water supply and

differ from those of existing County Councils, and

sewerage, not only because it is delivering those

also from regional boundaries used or proposed by

services efficiently and effectively, but also because

State agencies. The Panel has therefore had wide-

Organisations are to be established with a wider
range of functions, then some sub-regions would
need to be divided as they include a large number
of councils.
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The name 'Joint Organisations' (JOs) has been
adopted as a generic descriptor of the new regional
entities. This term is deliberately neutral: groups of

:.

councils would be free to use whatever name they
agree for their particular organisation (eg 'Council
of Mayors', 'XYZ Councils'). A new JO would be
established for each region by negotiation amongst
member councils and with the Minister. Planning
and facilitation support would be provided through
expert consultants (see section 18.2) .
The Panel sees no need for uniform structu res and
processes across all regions provided there is a
consistent framework . This can be achieved by
combining the concept of individual proclamations
with Ministerial Guidelines to require some basic
elements and offer guidance on others. Key

11.5

Establishment of new Joint Organisations

features of the proposed approach are set out in
Box 30. It offers a very high degree of flexibility for

The Panel understands the concerns raised in relation to the model of 'new look' County Councils proposed in

councils to structure their Joint Organisations as

Future Directions. However, it remains supportive of the underlying concept of statutory regional entities

they see fit.

established by individual proclamations that specify their area and functions, as well as various aspects of
governance and operations . The Panel believes that a flexible and enabling framework along those lines has

Whilst the role of JOs would essentially replace that

great merit: it can facilitate a negotiated approach to the establishment of robust organisations tailored to the

of existing ROCs, the Panel's proposal s would not

particular circumstances and needs of different groups of councils .

prevent councils maintaining ROCs or other
cooperative arrangements for activities that are not

The Panel has therefore developed a revised proposal under which the existing County Council provisions (Part 5

within the rem it of their JO, or as a means of

of Chapter 12 of the Act) would be replaced by new provisions enabling the establishment and operation of Joint

collaboration with adjoining (sub)regions, if they so

Organisations, with tran sitional provisions for existing County Councils.

choose.

( - -~,
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The Panel's view is that, to facilitate the development of strong, effective
organisations, all activities of a JO should be conducted within a single set of
regional boundaries (except in those few cases where an existing County
Council already operates in more than one region- see Table 5). Also, as a
general rule each council should only be a full member of one JO. However,
the legislation can be written in such a way as to enable departures from this
approach if suitable alternative provisions are agreed and included in the
proclamation.

Metropolitan Sydney and Central Coast
In the case of the Sydney metropolitan and Central Coast regions the Panel
considers that establishment of 'fully-fledged' Joint Organisations should be
deferred pending further consideration of options for council mergers. This is
discussed further in sections 13.5 and 14.2. In the meantime, the boundaries
shown on Map 3 should be used for groupings of councils to undertake joint
sub-regional strategic planning.
Pilot regions
Th e Panel is aware of at least 2-3 regional groups of councils that appear
interested in becoming ' pilot' regions for the establishment of JOs, including
Regional Water Alliances and Regional Roads Groups. If agreed, an early start
could be made in those regions based on the proposed new legislative
provisions.

11.6

Fu nctions and structure of Jo int Organisation~
- - - - - - - -- - -- · - · ..· - - - --

-

The Panel has no desire to create a 'fourth tier of government', nor an
additional layer of bureaucracy. Rather, JOs would be embedded within the
system of local government. Local councils would remain the core of the
system : they would 'own' and resource the JOs in a similar way to ROCs.
Selected regional functions would be referred to the JOs which would then
work alongside their member councils in performing those tasks.
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Proposed core functions of JOs are listed in Box 31. These should be set by Ministerial Guidelines. Water

Staffing of JOs would normally be limited to a Regional General

supply, sewerage, roads and other infrastructure assets would remain in the ownership of individual

Manager and administrative team . There would also be a small

councils, unless already owned by a County Council or transferred voluntarily.

group of professional staff engaged in regional strategic

.=.

planning, inter-government relations, technical support to
member councils and management of regional projects. This

.,

may involve seconding a few senior management and technical

::I

staff from member councils to the JO, although in many cases
they could remain based in their current workplace. The Panel
does not see any need for transfer or relocation of operational
staff. However, where an existing County Council has
administrative and operational staff and becomes a subsidiary

..'
.

....~<;!

of a JO, they would become employees of the JO under the
Local Government Award.
The scope of shared services would be detailed in the
proclamation. Some activities might involve all councils in the
region, others just some . However, once the proclamation has
been finalised, there would be no opting out for at least the life
of the Strategic Business Plan. This is essential to ensure that
planned efficiencies can be realised . It is envisaged that a
number of shared services activities could be handled by one
or more member councils becoming a 'centre of excellence' for
the region in specific areas of operation eg human resources,
IT, waste management, econom ic development etc.

(

I

----,

)

----

'
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Figure 7 depicts a model structure for a JO, but this could vary from region to region depending
on the agreed terms of the proclamation.

Current operating budgets of ROCs and County Councils
General-purpose financial contributions by member councils

r-ig ur i' 7: f\•7 odcl Structure for Joiflt Organisation

Special-purpose contributions by member councils towards the
cost of Regional Water Allian ces and Regional Roads Groups
{either cash or in-kind eg secondment of expert professional staff)

,..
· · ~..-.'

1 1]..: ' 'l"J.~-:~"...... 1~ 1 " 1 ~·

~

"l:.:!..:...!J....·~~~l~

Support through LIRS, the proposed Strategic Projects Fund. and
various State grants
General-purpose federal Financial Assistance Grants.
The last point may be controversial, in that it could ent ail some
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redistribution of existing grant funding away from individual councils.
However, the Panel notes that such funding could often be used more
efficiently and to greater effect at a regional level, and that any
adjustment could be made over several years, taking advantage of the
annual growth in FAGs .

11. 7

Regional cent res

In some non-metropolitan regions there is a well-established major
regional centre that could play a leadership role and offer technical
support where required to other member councils (see Box 32) . Dubbo
City Council provides a good example of how this can work through its
leadership of the Lower Macquarie Water Alliance. Th e extent of the
technical support role will vary within and between regions depending

Funding arrangements

on the capacity of member councils: in some regions all the members

As indicated above, the Panel does not see JOs as large and costly bureaucracies. Moreover, the

of the proposed JO are substantial organisations in their own right .

bulk of their activities will replace those already being undertaken by existing ROCs, County

Financial arrangements for provision of technical support would be

Councils and member councils.

negotiated and set out in the JO proclamation .

Funding arrangements should be resolved amongst member councils as part of the negotiations

The Panel has also identified a number of cases where it believes th ere

to agree the terms of the proclamation. They may well vary considerably from region to region .

could be merit in an amalgamation of councils around a regional

In general terms, however, the Panel sees five main sources of funding for JOs :

centre (see Table 6) . These options warrant further investigation for
one or more of three reasons:
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to create a regional centre with the necessary scale
and capacity to anchor a JO (eg Denil iquin-MurrayConargo)
to reflect close functional inter-relationships (eg
'overspill' development, commuter catchments,
service provision) between a regional centre and
adjoining council areas (eg Orange-Cabonne,
Queanbeyan -Palerang, AIbury-Greater Hume,
Dubbo-Narromine-Wellington)
as an option for adjoining 'councils at risk' (eg
Wagga-Lockhart, Griffith -Murrumbidgee, BathurstOberon, Armidale -Guyra) .
There would be value in formalising a State-wide
network of regional centres to drive growth in regional
NSW; to facilitate exchange of information and
expertise; and to strengthen liaison with key State and
federal agencies. This could usefully build on the
existing EvoCities group . An important function would
be exchange of information and experience to build the
leadership capacity of regional centres : the Panel is
concerned that in some cases relations between major
urban centres and surrounding rural councils are not as
collaborative and productive as they should be, and
that regional development efforts can suffer as a result.
Key attributes of a regional centre are set out in Box 32 .
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One of the most important functions of JOs will be to provide a new platform for
State-local cooperation . The NSW government is moving to establish much more
effective arrangements for strategic planning and regional coordination across its
agencies, notably through the Regional Action Plans prepared to 'localise' the
State Plan, the new Regional Growth Plans to be prepared by the Department of
Planning and Infrastructure (DP&I), and perhaps most importantly, the regional
coordination system managed by the Department of Premier and Cabinet (DPC) .

To facilitate local government input to regional plans and strategies, the Panel
proposes an amendment to the Integrated Planning and Reporting guidelines to
require councils to include a section on key regional strategies and proposed joint
projects with other regional councils in both their Community Strategic Plans and
4-year Delivery Programs, and to prepare that content in consultation with other
regional councils and State agencies through the JO . The JO would then
consolidate relevant material for discussion with State agencies through the DPC
Regional Leadership Group, with a view to its inclusion in State plans and
strategies, and to identify joint State-local projects .

These moves present a rare opportunity for local government to become a real
partner in regional planning and development, provided it is organised

Figure 8: 5tote-l..ocol CtJI/aborcrtion at t.l,e Renionol

!_ ~ · ~~ /

appropriately, adopts a professional approach to inter-government relations, and
is willing and able to commit significant resources to joint activities . By the same
token, the State government needs to embrace a partnership approach in its
dealings with local government (see section 17) .
The Panel believes that a fresh approach to State-local cooperation at the re gional

-

level should be pursued on the following basis :

."1..:\_,,.._

'

:1 ',. \ ~ ·.:
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State government recognition of JOs as partner organisations for the

'I:

~.: I

...

purposes of joint strategic planning and project coordination, including in
particular updating and implementation of the NSW 2021 State Plan and

.L

Regional Action Plans, as well as preparation and implementation of DP&I's

-

Regional Growth Plans
Appointment of at least one representative of each JO to the relevant
Regional Leadership Group of State agencies
Appointment of local government representatives on (Sub) Regional Planning

·~·~~ -
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Boards through JOs rather than individual councils.
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Cross-border issues

Development in the border regions of NSW and around the ACT is driven to a very
significant extent by cross-border economic and social links and provision of

Establish new Joint Organisations for each of the regions shown on Maps
2 by means of individual proclamations negotiated under new provisions
of the Local Government Act that replace those for County Councils(11.5)

essential services. As a consequence, several councils along the Queensland and
Victorian borders have questioned the relevance to their circumstances of
participating in a NSW regional organisation .

Defer establishment of JOs in the Sydney metropolitan region,
except for sub-regional strategic planning, pending further
consideration of options for council mergers (11.5)

Such views are understandable, but ultimately all councils have to play their part
within the NSW system of local government. Nevertheless, more needs to be

";,I

Re-constitute existing County Councils as subsidiaries of new
regional Joint Organisations, as indicated in Table 5 (11.2)

and increasingly arrangements for local and regional governance will need to
facilitate cross-border collaboration .

Establish Regional Water Alliances in each JO along the lines
proposed in the 2009 Armstrong-Gellatly report (11 .3)

The Panel has discussed these matters with the State's Cross-Border

• Set the core functions of Joint Organisations by means of
Ministerial Guidelines (11.6)

Commissioner, who is formulating policy proposals and working with councils to
address specific concerns. Clearly, future regional strategies (especially Regional

Seek federal government agreement to make JOs el igible for
general-purpose FAGs (11.6)

Action Plans under the State Plan) will need to give greater attention to crossJ

.'

border issues, and it will be important to ensure that local government is

~M

recognised as a key player in relevant inter-government forums and agreements.

t Identify one or more regional centres within each Joint Organisation and:

Thi s is already a well-established principle in respect of the ACT, but seemingly
less so along the Queensland and Victorian borders .

Create a network of those centres to drive development across
regional NSW (11.7)

;•, :

Consider potential mergers of councils to consolidate regional
centres, as indicated in Table 6 (11.7)
Develop close working partnerships between Joint Organisations and
State agencies for strategic planning, infrastructure development and
regional service delivery (11 .8), and
'

-:
~oi)o

""·~
1
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' ~
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Enter into discussions with 2-3 regions to establish 'pilot' JOs (11 .5)

done to recognise and respond to the particular circumstances of border councils,

'.

Add representatives of Joint Organisations to State agency Regional
Leadership Groups (11.8)
Give particular attention to cross-border issues and relationships in
the operations of Joint Organisations and in future regional
strategies (11 .9)
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THE
HILLS

WEST
BLUE
MOUNTAINS

BLACKTOWN

PENRITH

HORNSBY

\

NORTH

3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

PARRAMATTA
HUNTERS HILL
LANE COVE
WILLOUGHBY
MANLY
MOSMAN
NORTH SYDNEY
CANADA BAY
AUBURN
STRATfiELD
BURWDOD
ASHFIELD
LEICHHARDT
SYDNEY
WOOLLAHRA
WAVERLEY
MARRICKVILLE
CANTERBUR"
BANKSTOWI (See Table 8)
HURSTVILLE
KOGARAH
ROCKDALE
BOTANY BAY
RANOWICK

LIVERPOOL

SOUTH
WEST
WOLLONDILL Y

,,

0

lttvlew
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CAMDEN

CAMPBELLTOWN
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