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Preamble: A Fresh Start
Local government in NSW needs a new agenda and a

At th e same time, the Pa nel has highlighted th e need for

The Panel's approach to th ese issues has been evidence-

fresh start. The sa me applies to its rela t ion ship with the

a systems approach. The challenges facing local

based and pragmatic, not ideological..lts

State government and how the two work togeth er in

government can on ly be add ressed successfully through

recommen dations blend economic rationalism with a

practice.

a package of measures: the jigsaw has to be assembled

firm belief that more must be done to enhance social

correctly to create a clear picture of the way forward.
For far too long local government has been bogged down

equity. Similarly, a strong comm itment to local id entity
and democracy does not rule out creating larger council

in deba tes about amalgamations, rate -pegging, cost-

Thu s the Panel's objective is to create a revi talised

shifting and demands for additional State and federal

system of local government that will remain sustainable

funding. M eanwhile the finan cial SL1stainability of many

and fit-for- purpose well into the mid dle of the 21"

councils - and their capacity to deliver t he services

Century. For th at to be achieved, the o ld deba tes and

that things must change. This can be found in the

commu nities need - ha s declined, and a significant

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

Destination 2036 Action Plan, the joint loca l and State

number are near crisis point. Local government is far

the un derlying issues.

government initiative to 'creat e strong communities

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

areas to improve efficiency and ef'ectiveness.
The P;rnel sees encouraging signs of an understanding

th rough partnerships'. The formation of a single local
Sooner or later amalgamations will have to be part of the
package: the number of councils in NSW has halved

government association also offers an invalua ble
opportunity to set a new agenda, as do moves by severa l

Nowhere is this more evident than in the Sydney region,

during th e past ce ntury and that trend will surely

where the structure of local government has been largely

continue. Rate-pegging should be reviewed in the

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

context of a wider effort to arldress infrastructure

global cit y is still divided amongst forty-one councils,

backlogs and ensure financial sustainability. Cost-shifting

Local government has lots of people with the talent.

many of which lack the sca le and resources to play an

has been ove rstated relative to other factors, but local

drive and commitment to make the changes required.

important role in metropolitan affai rs. There is also a

governmen t does have legitimate concerns about rating

The Panel has heard many times that this review offers a

deepening divide between a privileged ea st and a

exemption s and concessions, and the wa y some fees and

'once in a generation' opportu nity: an opportunity to

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.

State agencies to esta blish more productive working
relationships with counci ls.

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

we llbeing of the commu nities it serves. Much of what

Canberra or Macquarie Street: councils must make

the Pane l has proposed echoes th e findings of the

The Independent Local Government Review Panel was

better use of their ow n revenue base, and limited grant

'Barnett' comm ittee that examined NSW local

tasked with formulating options for a stronger and more

funding must be distributed according to needs, not

government exactly forty years ago. Not enough was

effective system of local government. Th e two key words

simply numbers of people.

done to follow t hrough on Barnett's work . This

are options and system. The Panel has made a decisive

generati on must do better.

move away from 'one size fits all', and has sought to give
communities and regions more options for the way loca l
governmen t is arranged and how it operates.
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5. Fiscal Responsibility
Securing local gove rn ment's fin ancial capacity and
sust ainability is the fundament al pre-requisite for
all other moves t o enhance its strength and
effectiveness. The Panel has received a great deal
of evidence and advice th at points to the need for

5.1

Essential elements

The Panel beli eves that the st arting point has t o be a new focus on what it terms 'fiscal responsibility' - by which
asset and fi nancial management, the level of rat es and charges, distribu tion of grants, sett ing of service
standards, increased efficiency, performance improvement and audit practices are all aligned to achieve t he long
t erm goal of financial sustaina bili ty. TCorp recom mended a focus on the following aspects:

new initiatives to address current weaknesses in
the fina ncial positio n of a nu mber of individual

•

At least breakeven annual operating positions are essential

councils and the sector as a w hole. The scope of

•

Rate incr eases must meet underlying costs as we ll as annual growth in expenditure

•

Medium-ter m pricing paths are needed for ongoing adjustments to rates and cha rges

medium-long term stra tegy is required. This will

•

Asset management planning must be prioritised

need to combine fisca l d iscipline w ith improved

•

Councillor and management capacity must be developed

financial and asset planning, accelerated increases

•

The system and guidelines for accessing rest ricted funds should be reviewed

•

Increased use of borrowings for infrastructure.

cha nges required is ca nvassed in this and the next
two sections. As TCorp makes clear, a concerted,

in rates and charges whe re re quired, redistribution
of grant fund ing, and improved efficiency and
productivity.

Sustainability benchmarks

A useful start has been made with the introduction

TCorp used a wide range of financial ratios to assess and benchmark councils' performance. Its report makes the

of IPR, changes to t he rat e-pegging guidelines for

po int t ha t furt her developm ent of benchmarking data and methodologies is r equ ired to strengt hen t he

2013-14 . and the St ate government's Local

assessment framework: no doubt t here is room for improvement on the approach used in the first round of

Infrastruct ure Re newal Schem e (which has

assessments. An agr eed set of sustainability benchmarks and rigorous collection of accurate data to calcula t e

highlighted the need to make mor e use of

relevan t rat ios and indicator s wou ld be a central element of such a framework.

borrowings where appropriat e). There are signs of a
growing under standing of what needs to be done,
but there is also eviden t reluctance to take the hard
decisions involved. Notably, only 23 councils
applied for a Special Rat e Variat ion in 2013: the
TCorp find ings suggest t hat number seriously
understat es the need for faster r evenue growth.

The need for improved comparative data on counc ils' financial pe rformance

W"iJS

high lighted in 2012 in a report

by the NSW Auditor General. The Division of Local Government is current ly working on performance
measurement in th e co nt ext of the Destination 2036 Action Plan it em: Develop a consistent performance
measurement approach for councils and a comprehensive program to support improvement. This work needs t o

be extended t o cover sustainabi lit y. Developm ent of sustainabilit y indica t or s and bench marks 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

Capacity for asset and financial management

Soundly-based, long term asset and fin ancial pl ans are t he essen t ia l fo undations of

TCorp makes the point that many cou ncils across NSW still appear t o be having

sustainability. Under IPR, each newly-elected council must prepare a 4-year

difficulty both in meet ing the asset C1nd financial planning requirements of IPR, and

Delivery Program t hat gives expression to those plans, and to the Comm unity

in ongoing financial management. TCorp goes on to make a series of

Strategic Plan. The Panel's investigat ions suggest tha t t his aspect of IPR needs

recommendations including the need t o:

further attention, so that a council's Delivery Program accu rately 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 mandat ory Guidelines for Del ivery Progr ams to achieve

•

Assist councils with financ ial planning

those object ives are set out in Box 9. More rigo rous Delivery Programs are also

•

Improve management of liquidity

central to t he Panel's proposals to replace or streC1m line rate-pegging (section 6.5).

•

Offer support to councils in respect of complex procu rement tasks

•

Provide additional training progrilms for councillors and staff

Box 9 : Proposed Requirements for Delivery Programs

•

Review some elements of the IPR guidelines

A Delivery Program should:

The Panel endorses these proposals.

Give effect to long-term financial and asset management plans prepared fully in

Two underlying issues here are the continued existence across NSW of many sma ll

accordance with IPR guidelines

(in popu lat ion) council s w ith limit ed staff resources; and a shortage of personnel

Contribute effectively to progressive elimination of an operating deficit

with necessary financial and asset management skills. The Panel notes that there is

Esti!blish a 4-8 year 'revenue path' for all categories of rates linked to specific
expenditure proposals for infrastructure and services

at p resent no sta tutory requirement for a council to employ an appropriately

Clearly justify any proposed increases in services or creation of new assets,
based on regular service reviews and community consultation to determine
appropriate levels of service

one of strat egic management, not simply 'keeping the books'. 'Fiscal responsibility'

Incorporate substantially increased funding for infrastructure maintenance and
renewa l (where backlogs have been identified)
Apply increased borrowing to meet infrastructure needs wherever appropriate
and financially responsible
Ensure a fair and reasonable distribution of the rate burden across categories of
ratepayers
Include measures to bring about ongoing improvements to efficiency,
productivity, financial management and governance
Be certified by the Mayor and General Manager, in their respective capacities,
as meeting these requirements.

qualified chief financial officer: this should change and the role must be seen as
wi ll remain an elusive goal unless these underlying issues are addressed. Regiona l
collaboration to share expertise has an import ant role t o play (see section 11).
As part of capacity bu il ding, 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 f urther externa l 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 council s seeking to borrow. It also
provides advice on f inancial management, includ ing t o councillors. Similar
arrangements should be made in NSW. As well, calculation and monitoring of
sust ainability benchmarks cou ld be built into annui!I financial aJdits (see below).
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5.4

A new approach to auditing

Another issue raised by TCorp is the desirability of a
more consistent approach to auditing of annual
financial statements and collection of data on asset
maintenance and infrastructure backlogs. The Pan el
does not doubt that auditors undertake their tasks in
a professional manner. Nevertheless, it is concerned
that the current system wher eby councils individually

of the Auditor General, who wo uld also prepare an

savings (see section 8.2). Nevertheless, the Auditor

annual overview report to Parliament, providing an

Gener al should be required to detail and justify the

independent assessment of the financial health of the

cost structure involved in the new approach.

local government syst em. The Panel sees this as a
major step forward for the sector.

5.5

Cost-shifting

An often expressed concern of local government is
There are various ways to establish a legal basis for

'cost-shi fting'. Th is is described in va ri ous ways, but

this new approach. Provisi ons could be added to

the defining theme is that State and to a much lesser

either the Local Government Act or the Public Finance

extent federal governments have t ransferred

tender for audit services creates a tendency to

and Audit Act; local government could be treated

minimise the amount of work involved, and hence the

functions to local government or imposed additional

along very similar lines to State agencies, or special

costs on co unci ls without either providing

cost. This limits the potential for the audit process to

provisions could be drafted to reflect its different

contribute to improving financial management and

corresponding funding or enabling councils to rai se

character. These options need to be resolved over

fiscal responsibility.

the extra revenue required.

coming months, and an implementation program

The Panel has held numerous discussions on this issue
with key stakeholders. It has also noted the findings of
the recent inquiry by the NSW Public Accounts
Committee that the Auditor-General should have
some oversight of local government affairs; thats/he

agreed. In evidence to th e Public Accounts Committee

Local Government NSW and its predecessors have

the Auditor General indicat ed that changes to audit

conducted an annual survey of cost-shifting for

arrangements could be phased-in over several years,

several years. According to the results for 2010-11

and existing co ntracts w ith independent auditors

t he financial impact on cou ncils amounted to $499

honoured.

million or 5.72% of local governm ent's total income
before capital. Most of this sum was attributable to

should be able to directly audit functions performed

A widespread concern in local government is that a

by loca l government entities on behalf of the State in

move to oversight by the Auditor General would

five causes:

th e delivery of government programs; and that

increase the cost of audits. The Panel believes some

•

Waste disposal levies

further consideration be given to expanding the

increases could indeed occur, given the resources

•

The declining level of grants for public libraries

Auditor General's role to include th e oversight of local

required to administer the system and compile an

government financial audit s generally.
The Panel is convinced that NSW should follow the
example of Queensland and Victoria in placing local
govern ment audi ts firmly under the aegis of t he
Auditor General. This is the best way to ensure
consist ency of approach and provision of reliable data
that can be used for sustainability assessments and
benchmarking. Most audits would continue to be
carried out by private firms, but under the supervision

(which originally covered 50% of co uncils'

overview report. As well, th er e may be cases where
competit ive pressures under current arrangements

operating costs)
•

have driven down the cost (and perhaps scope) of

Contributions to the NSW Fire Brigade,_Rural Fire
Service and Stat e Emergency Services

audits t o unrealistically low leve ls. In general,

•

Pensioner rebates

however, the Panel considers that additional costs

•

Costs of processing development appli cations and

would be relatively minor, and far outweighed by the

other approvals or inspections which cannot be

benefits of a more robust system. Mor eover, ther e is

recovered due to State co ntrols on the fees

evidence to suggest that changes to other regulato ry

co uncils may charge.

and compl iance regimes may well produce offsetting
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The Panel understands local government 's concerns

secti on 6.5 are part of t he way forwa r d. The ot her

over this issue. It is particula rly difficult to justif y the

essential element is effective implementation of the

Sta te's actions in setting-up regula t ory regi mes

rece ntly signed Intergovernmental Agreement to

without allowing councils t o recover t he 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 t o r estri ct annual charges for

One of its principal provisions speci fically addresses

waste managemen t has never been used. Also,

cost-shifti ng:

consideration is being given to establishing a separate
funding sou rce fo r fire and emergency services alth ough as in the case of t he wast e levy, this would
be collected by local government and may be seen by
the commun ity as part of cou ncil ra t es.

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 af the capacity
of local government.

Applyi ng a broader perspective, the central issue here
is t hree fold:

The critical issue now is to ensure t ha t this provision is
implement ed effectively. This will require further

Is local govern ment precisely that - governm ent-

•

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

assessm ent of 'consequential financial impacts',

• Require all councils to employ an

•

and negotiated?

and to ensure t hat all State agencies understa nd

appropriately qualified Chief Financial

w hat is involved and their obligations to consult

Officer (5.3)

Second, to review pensioner rebates (see sect ion

6.2)

Are adeqL1at e arrangements in place to ensure
that shift s in r esponsibilities ar e properly planned

• Introduce more rigorous guidelines for
Delivery Progra ms as proposed in Box 9
(5.2)

First, to establish an agreed approach to

funds necessary t o meet w hat ever obligations are
•

• Adopt an agreed set of sustainability
benchmarks (5.1)

•

Is local government empowered t o raise the
imposed on it?

As part of the program :

discussions on three fro nts:

between the t hr ee levels?
•

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
infrastructu re audit (5 .1 and 5.3)

• Commission TCorp to undertake regula r
follow-up sustainability assessments (5.3)

in w hich case it cannot expect to be isolated from
inevitable shifts in t he division of responsibilities

Recommendations for

•

Thi rd, to ensure t hat any futur e arrangements for

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

rate-pegging and/or set ting fees and charges
enable councils to recover cost increases

In the Panel's view, current concerns in f\JSW flow

associated with additional services or functions

from past fai lures to address the second and thi rd

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
Volume 2

8

NSW ICAC EXHIBIT

6. Strengthening the Revenue Base
The Panel was specifically asked to examine t he current local government revenue
system, includ ing rating provisions. It commissioned independent research for this
purpose, including comparisons with rating systems in other states. The Pane l has
also referenced recent reports on local government revenues issued by the
Australian Centre of Exce ll ence for Local Governmen t, and the Review of local

6.1

The rating system

Key findings and options for improvements to t he rat ing system, drawn from the
Panel's research, are summarised in Box 10. A number of significant changes are
warranted in order to strengthen councils' revenue base w ithin the overall
framework of fi sca l respons ibil ity.

government rating exemption provisions prepared for Loca l Government NSW by
Deloitte Access Economics.

t•

..

~.

' -

.!

-

...,:Box 10: The NSW Rating System and Potential Improvements
,
I
1•• • . ' ;.
Total council revenues in 2011-12 were $9.245bn; 52% came from rates and
annual charges (including water)
There may be scope to raise a greater share of revenue from fees and charges
levied on services akin to 'private goods' eg leisure centres
Rates are a tax, not a fee-for-service; they need to be set in accordance with
principles of taxation - equity, efficiency, simplicity, sustainability and policy
consistency
The level of rates paid relative to property values varies greatly from one local
government area to another: this raises a number of equity issues (notably the
relatively low rates paid by proper:y owners in many affluent suburbs of
Sydney)
In particular, there is a need for more equitable arrangements for rating
apartments; these might include a partial shift from Land Value to Capital
Improved Value as the basis for rates

Other options to generate increased rate revenues from apartments also need to be
explored
Existing options for minimum rates, base charges and differential rates should remain,
but overly complex use of those mechanisms should be discouraged
There is considerable potential for greater use of special rates
Some concessions for disadvantaged ratepayers are justified, but social welfare should
not be a local government responsibility; arrangements for pensioner concessions
should be reviewed
Further consideration should be given t o enabling income-poor but asset-rich
ratepayers to defer payment of rates as a charge against their propert'f, rather than
receive a concession
The extent of non-rateable land and exemptions for government business enterprises,
benevolent institutions and others should be reviewed
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Revenue Policies

been applied. This would enhance t ranspa rency and

NSW councils arc already required to orepare a

accountability to the community, and encourage

Revenue Policy as part of th eir operational plans. In

councils to avoid both arbitrary imposition of rates

nearly all cases, however, this amoun ts to little more

and unnecessary complexity. Revenue Policies should

than a list of the d ifferent cat egories of rating and the
rates in t he dollar to be applied . Such policies do not
explain why the council has adopt ed t hose different
rates an d t he basis on which they have been set. The
Local Governmen t Act and Regulations offer little
guidance on th is matter, but do provide scope for
more detailed policies, wh ich would be consistent

Table 2: Potential Changes to Rate Exemptions
Type of Land

Possible Way Forward

be updated as part of each new 4-year Delivery

Commerctal act1v1t1es of

exemption (er; corr

Program, and reviewed thoroughly every second or

various statut~ry

·orestry In 5tate fo"e~ts a.,,

th ird term of a counci l to ensure t hey are fit-for-

authorities

Re

:om TIH· •d

er• al

.t1vit1es i1

Nat1ona' Parl<s)

purpose.

Modify current exempt ions

Ad ditional guidance to councils would need to be
provided through amendments to th e Act and
Regulations, and/or advisory material s.

with IPR Guidelines.

6.2

modify current

Land used for certain

and/or switch to a minimum

religious, charit able and

rebate with t he option of

educational purposes

ad ditio nal concessions at
councils' discret ion

Exemptions and concessions

The 'Henry' review again confirm ed that rates are a
tax, not a fee-for-service. That being the case,
councils should be applying we ll established
principles of taxation - such as equity, efficien cy,
si mplicity, sustainability and policy consist ency - as
part of their Revenue Policies. The Panel ca n find little
evidence that this is occurring. In most cases, rating
systems appear to be the result of an accumulation of
pragmatic decisions taken over many years, focused
si mply on raising as m uch revenue as possible wit hin
legal lim its and in a manner acceptable to the
majority of ratepayers. This approach is unlikely to
refl ect sound fiscal policies or t o lay a solid
foundation for long-term sustainability.

NSW legislation has progressively established a very
long list of properties exempt from local government

Oyster cult1vat1on a:id

rates. The recent Deloitte Access Eco nomics report

a. 1 " d1r. Jing; land
e; 1~ed I .r granted

provides a useful typology, and examines the case for

m 1nera: :!alms

Remo

e E'l<"·npi.1on

little

st1f1cat1un or •ttici nr~ •)r
P.qu1ty gr TJnd ,)

exemptions in terms of taxation principles, practice in
Remove exem pt ion (largely

other jurisdictions, and their impact s on efficiency,

commercial purposes eg Royal

equity, competitiveness, administra tive complexity
and long term sustainability. Table 2 pr ovides a

Various listed gro ups

simplified summary of the report's conclusions. The

Sydney)

Panel considers t hat t he way forward proposed in the
report is reasonable and warra nts fu rther
consideration by Govern ment in th e broader context
of th e Panel's recom mendations rela ting to
sust ainability and financia l management. The goal

The Panel thus sees a need for preparation and

should be to strengthen the position of those councils

adoption by councils of more rigorous Revenue

- especially rural-remote co uncils with a limited

Policies that set out a clear rationa le for the way their

revenue base - that are most affected by the current

rating systems are st ructured, precise!'{ what they are

pattern of exem ptions, and to ensure a more

designed t o achieve, and how taxation principles have

equitable imposition of rates.

Agricult ural Society, Sydney
Cricket Ground, Museum of

Land

,d

1r · eal
1

ar1c.. .afet1, Abo 1g,n;il
,;eme :e1

l?S,

Retain

•mpt 101

p1 bli

pla, ''S 11b•a1 ~s
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Pensioner concessions
Pensioner concessions are another thorny issue.
There are three elements to thi s. First. the curr ent
annual cost to councils is some $62m per annum
{45% of the total ), an d NSW is th e only jurisdiction in
which counci ls are required t o make such a
contribution. Second, the level of the concession has
not changed since 1989, raising questions about its
longer term wo rth unless both the State and councils
can find the funds to increase its value in real terms.
Third, pensioner rating concessions are cl early a
welfare measur e and a form of ta x 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

However, a signi fi can t issue has now ari sen in terms

been generated. This wa s well in excess of the City's

of the rating of apartments and other multi-unit

federal Financial Assistance Grant of $5.5m. The

dwellings. Particularly in t he inner suburbs of Sydney,

Panel believes t hat the City cou ld in fact increase its

such dwellin gs now constitute a large proportion of

residential rates revenue by much more without

the housing stock, and this proportion is planned t o

imposing an undue burden o n residen ts. A subst antial

increase considerably. For example, in the City of

number of ot her councils coul d similarly generate

Sydney and in th e Waverley Council area multi-unit

very substantial addit ional revenues w ithin

dwellings already constitute 75% and 63% of the total

reasonable levels of affordabil ity.

respectively, and virtua lly all new housing wi ll take
that form.

Equity issues can be addressed to some extent by
increasi ng minimum ra tes and by changing t he way

Currently, the unimproved value of the land occupied

the value of the land is distributed amongst the

by a block of apartment s is split between the owners

owners of strata-tit led properties. However, th ese are

of individual dwellings (strata t itles), such that each is

only partial solutions and do not enable a counci l to

rated on only a small fraction of the total valu e. As a

capture significantly increase d revenues from

result, owners of apartments worth millions of dollars

apartments overall. Th e only way both objectives can

also notes that financial advice offered t o many

pay less in rates tha n owners of nearby houses wo rth

be achieved is by changi ng the valuat ion base to

re latively affl uen t retirees often includes how to

much less, and all or most owner s of apartm ents ma y

Capital Improved Value {CIV).

arrange their affairs so as to obtain pensioner

pay the sa me minimum council rate irrespective of

concession s.

the differing market values of their properties. Not

The Panel thus believes t hat pensioner rate
concession s should also be reviewed against the
objectives of sustainability and equity.

6.3

Equitable rating of apartments

Rating in NSW is based solely on land values.
Research indicates t hat this is generally an acceptable
approach that achieves a reasonably equitable
distribution of the ra te burden . It offers the distinct
benefit of a relatively simple and low cost system of
valuation.

only are such outcomes inequitable, but they also
mean that the rating system is raising far less r evenue
than it reasonably could .

Advice received by the Panel suggest s that a move to
CIV could be limited to selected local government
areas and need not involve all properties in those
areas. It could be restricted t o either all residential
properties or per haps - by creating a new rating

For exampl e, in 2011-12 75% of th e 87,000 residential

category - just multi-unit dwellings. Either way, t he

assessments in the City of Sydney were flats, units or

cost of making the change would be signi ficant but

apartments, and 74% o f all assessments {mostly

not excessive, and discussions with t he Valuer

multi-unit dwellings) paid the then minimum r ate of

General do not suggest any major methodologica l or

$430. On the very con servative assumption that the

logistica l co ncerns. The co st could be reco uped

rates of 60% of dwellings cou ld have been increased

quickly provided rat e-pegging rules are adjusted t o

t o the th en average residential rate of $565,

allow the co uncils conce rn ed to reta in the additional

additional revenue of more than $7m would have

revenue th at would be forthcoming {see below).

40
Volume 2

11

NSW ICAC EXHIBIT

Such a change wou ld mean that some ratepayers

Equity concerns are of particu lar significance in metropolitan Sydney, w here cou ncils in a number of affluent

would pay considerably more. However, these

areas with high -val ue properties are cha rging low levels of rates compared t o t heir counterparts in w estern and

would be owners of high-value properties and any

south-western Sydn ey. This issue is discussed further in section 13.6.

increases could be phased-in over seve ral years.
The Panel is satisfied that the overwhelming

Tobie 3: Relative Levels of Rotes

majority of those like ly to be affected would have

Average Residential
Land Value 2011/12 ($)

Average Residential
Rates 2011/12 ($)

Rates as % of Land
Value 2011/12

Woollahra

1,036,898

1,006

0.10

Ku-r ing-ga i

529,412

591

0.11

No rth Sydney

366,043

484

0.13

Waverley

563,832

796

0.14

government areas in the level of rates paid as a

Koga rah

446,270

887

0.20

proportion of property values. Some variation is

Palerang

237,770

770

0.32

Penrith

229,634

957

0.42

as well as the cost of service delivery, differs from

Blacktown

183,763

808

0.44

one area to another. The Panel believes, however,

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 considerati on is

Albu ry

115,128

1,045

0.91

Wa rrum bungle

30,648

452

1.47

Broken Hill

28,802

674

2.40

ample capacity to pay, and that the fundamenta l

Local Government Area

objective of a more efficient and effective r ati ng
system must be given priority.

6.4

Broader equity issues

As indicated in Table 3, a broader equity issue
concerns t he wide variation between local

inevitable given that rates are levied on a councilby-council basis and the range of servi ces provided,

that more weight should be given to r elative 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

The 2007 Productivity Commission study of local
government' s r evenue raising capacity found that
many councils could make better use of their rating
base to achieve substantial increases in own-source
revenue, and that this can be done without undue
impact s on household budgets. In terms of long term
financia l sustainability, increasing own-source
revenues is a better option than great er reliance on
grant s, where it can be achieved. Affordability must
remain a key objective, but it mu st be rem embered

According to advice received from !PART, over th e

The Panel notes also that the system has become

period 2001/2 to 2010/11, growth in the total

highly complex. There are two different types of SRV.

revenues of NSW councils was S.7% per annum,

The increased level of rate revenues may or may not

compared to an average of 8.0% for the other

be embedded permanently into the cou ncils rating

mainland states. Taxation r evenue (rates) increased

base. Applicat ions to !PART may be required not only

by 4.4% per annu m in NSW compared t o an average

for increases in the cu rrent level of rates t hat exceed

of 8.0%. This points t o 'revenue foregone' in rates of

the an nual peg, but also for some adjustments to

well over $1bn. Th e fact that rates in those other

minimum r ates and special rates, and to capture

states have increased witho ut a strong comm unity

revenue from newly valued or developed land. Special

'backlash' suggests t hat political sensitivities in NSW

approvals are also required w here the increase in

have been overstated.

revenues is under-estimated and ultima te ly exceeds
the peg, even by a very small amount.

that rates typically constitute a very srriall percentage

The Panel's investigations also indicate t hat rate-

of both household and business expenditur e.

pegging has had significant unintended consequences,

In 2013 only 23 of 152 cou ncils applied for SRVs. Yet

Experience in other st ates and th e results of

in particular:

figures for the 2011/12 financial year show that 83

community surveys suggest that increases of $1-2 per
week woulrl be acceptable for most NSW ratepayers,

councils would have needed to increase rates and
Unrealistic expecta tio ns 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 ord er would be sufficient to add ress

though other household expenditures are rising

many of the problems identified by TCorp.

•

•

maintenance and r enewal, leading to a mounting

Since 1979 NSW has had a system of r at e-pegging

infrastruct ure backlog

designed to prevent excessive increases in rates, and
to encourage co uncils t o become more efficient. The

Excessive cuts in expenditure on infrastructure

•

Under-util isation 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 (!PART)

•

Reluctance to apply for Special Rate Variations

to incr ease rates above the annual limit, provided

(SRVs) even when clearl y necessary, because

they have a st rong case that the funds are needed and

exceeding the rate peg is considered politically

can demonstrate community awareness of w hat is

risky, or because the process is seen as too

involved.

comp lex and requiring a disproportionate effort
for an uncertain ga in.

The Panel's conclusion is that, whilst there is certainly
a case for improving efficiency and keep ing rate
increases to affordable levels, the rate-pegging system
in its present for m impacts adversely on sound
financia l managemen t. It creat es unwarranted
political difficulties for co uncils that really can and
should raise rates above the peg to meet genuine
expenditure needs and ensure their long-term
sustainability. The Panel ca n find no evidence from
experience in other states, or from th e pattern and
content of submissions for Special Rate Variations, to
suggest that councils would subject their ratepayers
to grossly excessive or unreasonable imposts 1f ratepegging were relaxed.
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The rat e-pegging system is also very costly re la tive to

Box 11: Rate Benchmarking

1

the benefit s it delivers. M il lions of dollars are spent
each year by councils and State agencies on prepari ng,
reviewing and determining applica ti ons when the
actual cost im pact of the proposed rate increases on
households is oft en no more tha n $1 per week.

More rigorous Delivery Programs (see Box 9) and Revenue Policies, certified by the Mayor and General Manager
as meeting all applicable requirements
Proposed rate increases and associate expenditures must be subject to community consultation when preparing
Delivery Programs
IPART publishes and justifies an annual Local Government Cost Index

Options for more effective arrangements
The Panel has developed three options to respond to

Annual audits (under the aegis of the Auditor General) check whether revenues in excess of the cost index have
been expended in accordance with the Delivery Program

the issues raised above.

IPART publishes benchmarking data on increases in revenues and expenditure efficiency

Rate Benchmarking. The first option is for the current

Minister can intervene if the evidence warrants corrective action.

system of rate-pegging to be replaced by what might
be term ed ' Rate Benchmarking' (see Box 11). This

Rate Benchmarking is the Panel's preferred option. However, the Pane l accepts that rate -pegging has long been

would fo rm part of the new fiscal responsibility

part of the political landscape in NSW, and that a proposal for what cou ld be seen as 'abolition' may prove

framework, with specific li nks to proposa ls for

unacceptable at t his time. Accordingly, it s second opt ion is to streamline current arrangements (see Box 12).

improved Delivery Programs and revenue policies, as
well as oversight of cou ncil audits by the Auditor
Genera l. IPART wo uld calculate and publish an an nual
Local Government Cost Index (as occurs cu rrent ly in

Streamlined Rate Pegging. IPART's advice to the Panel makes the important point t hat curre nt rate-pegging
arrangements are not cast in stone: a 'more light handed regulatory appro ac h' is entir ely possible. The Panel
notes tha t the relevant provisions of the Local Government Act could be applied in a num ber of ways, and that
the curr ent complexities flow in la rge part from administrative decisions.

Victoria and Queens land), as well as comparative data
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 syst em more closely to IPR requ irements. The Panel believes this approach can be taken much furthe r , 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 sc rutiny of counci ls' revenue and expenditure

revenues above the annual peg wi ll be approved 'au tomatically' provided certain requi rements are met.

decisions, and a heightened awareness of the need for,
and key elements of, sound financial management. The
Minister wo uld retain a reserve power to intervene in

The TCorp report makes it clear that rate revenues need to grow to cover not only annual cost increases fa ced
by councils, but also underlying cost s of service delivery, including progressive elimination of ope rating deficits

cases where the evidence suggests a council is

and funding infrastructur e need s. This means that in most cases rates do need to rise by substantia lly more than

imposing excessive increases and failing to control

the current annual peg if cou ncils are to achieve long-term sustainability.

expenditure .
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IPART suggested increased flexibility for councils t o

Box 12: Streamlined Rate-Pegging

set r ates within a margin of 3% above t he ratepegging limit . That wou ld add around 60 cents per
week to the average residential rate (over and

Councils would be able to increase rates by up to 5% pa above the rate-pegging limit over the life of a Delivery
Program, provided that:

above the typical rate-pegging i ncrease of around
3.5% or 70 cents per week). However, based on

They prepare more rigorous Delivery Programs (see Box 9) and Revenue Policies, certified by the Mayor and

TCorp' s assessments, the Panel considers that a

General Manager as meeting all applicable requirements

margin of up to 5% would be more realist ic where

The community has been made aware of proposed rate increases and associated expenditures contained in the

councils need to make significant short-med ium

Delivery Program

term inroads into infrastructu re backlogs and

The case for a Special Rate Variation has been endorsed by the council's auditor as being soundly based and

correct operating deficits. This would result in a

warranted to ensure long term sustainability

total increase for t he aver age residential rat epaye r

Council has lodged its documentation with IPART.

of around $1.70 per week, which is well withi n the

In addition, the Local Government Act and/or Regulation would be amended:

range of affordable and acceptable increases
indicated by survey data.

to require IPART to publish and justify an annual Local Government Cost Index
to provide that increased revenues flowing from all legitimate SRVs are embedded permanently in a council's

Other elements of Streamlined Rate Pegging would

rating base

include am end ment s to t he Act and guidelin es to:

to exempt from rate-pegging Special Rates levied on a defined group of ratepayers in order to undertake

•

support amongst those affected

specific projects that are of particular benefit to those ratepayers, and have been shown to enjcy majority
str ip away what t he Panel consider s to be
excessively detailed con t rols and 'Red Tape'

to give councils the right to collect revenue in excess of the rate-pegging limit that results from new

•

remove some Special Rates from the system

'greenfields' development, converted Crown Land, additional multi-unit resident ial development, and any

•

remove the possibili ty of any limits on

increased residential values flowing from the introduction of CIV for multi-unit dwellings

domestic waste management charges, which

to remove the need to seek approval for small amounts of revenue above the rate-pegging limit collected as a

should be set on a full cost- recovery basis.

result of inaccurate estimates or calculation errors (amounts less than, say, the equivalent of 0.1% of total rate
revenues)

IPART would continue to review and determine
applications for SRVs of more than 5% pa above the
peg. It would also advise the Ministe r on which

to ensure that domestic waste management charges are set on a proper cost-recovery basis
to empower the Minister - through IPART - to conduct random audits to ensure that councils' documentation
and implementation of these arrangements meets all relevant requirements.

councils might be exempted from rate-pegging (see
below).

Where an audit shows that a council has failed to meet the new criteria for Delivery Programs and/or Special
Variations, the current rate-pegging arrangements would be re-applied.
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Earned Exemption. The Panel's third option is for
individual councils to be able to earn complete
exemption from rate-pegging by demonstrating
consist ent high performance in asset and financial
managem ent. This would be an adjunct to
Streamlined Rate Pegging. As the practice of IPR
progressive ly improves, the Panel expects that a
large proportion of counc ils would become exempt

6.6

Distribution of grants

Additional grant support is often advocated as a solution to the financial difficulties faced by co uncils. Howeve r,
the Panel's view is th at the need for expenditure restraint at State and federa l levels will preclude any significant
increase in tota l gran ts to NSW co uncils for the foreseeable future. At the same t im e, the geog raphy of NSW
means that there will con tinue to be a substan t ial number of sma ller (in popu lat ion) councils and ru ral or
remote co mmunities that are heavily dependent on grant support. If the system of local government is t o be
sust ainable, every effort must be made to ensure tha t the available pool of grant funds is used in the most
effective and equit able way possible.

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
Box 13: Earned Exemption from Rate Pegging

(FAGs) and the Road s to Recovery prog ra m. FAGs are split into 'general-purpose' and ' roads' components,
although bot h ar e untied and can be used as councils see fit . All councils receive a minimum grant: under the

Amend the Local Government Act to enable the

current law 30% of t he total general-purpose component must be set aside for that purpose and dist ributed on a

Minister to exempt from rate-pegging individual
councils that have demonstrated a consistently
high level of fiscal responsibility and sound

per cap ita basis.

financial management in accordance with IPR
Guidelines
Councils apply to !PART for the exemption and
!PART advises the Minister on whether or not it
should be granted

The effect of the current arrangements is t hat large amounts of assistance are paid to some counci ls t hat could
make do with less. This has been h ighlighted in several reviews, notably the 2007 study by the Productivity
Co mmission. The Pan el believes that in a climate of fi scal restr aint, consideration needs to be given to t he option
of r edistr ibuting more funds t o the most needy councils and comm unities. It notes that at present aro und $40
m illion 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
sha re of the r oads co mponent of FAGs and Roads t o Recovery grants.

Where a random audit by IPART shows that a
council has failed to meet the new criteria for
Delivery Programs and/or Special Variations, or
concerns about a council's financial
management are raised in an annual financial
audit completed under the aegis of the Auditor
General, the Minister may re-apply the current
rate-pegging arrangements.

There is little justification for th is approach on equity grounds. As noted earlier, ratepayers in the areas
concerned often pay substantially less in rat es as a p roportion of the value of t heir properties than t heir less
affluent counterpart s in w estern and south-western Sydney, or in rural and reg iona l NSW. Moreover, many of
the councils involved would be prime beneficiaries of a change to CIV for multi-u nit dwellings.
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To bring about subst antial cha nges in grant distribution, there is a need for adj ustments t o both t he current

com munities are facing challenges of populat ion

formula used by the NSW Local Government Grants Commission and to the federal legislation that st ipulates 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.

1s currently undertaking a wide-rangirg review of FAGs. Its terms of reference mention in particular the impact
of t he minimum grant requirement, and t he needs of local governments serving regional and remote
communities. This suggests that significan t changes could be considered. Options are set out in Box 14: t he
Panel believes that t he NSW Government should seek discussions on these options with the federal government
following r elease of the CGC report (expected in December 2013) .

If there is to be any significa nt redistrib ution of grant
funding to less populated rural and remote councils,
then it is on ly proper that those councils be required
to take steps to maximise thei r efficiency and help
themselves. On no accoun t should other ratepayers

Box 14: Options for Future Distribution of Financial Assistance Grants

and taxpayers be expected to 'prop up' councils that
are si mply unsustainable wi thout ever increasing

Eligibility for grants to be contingent upon councils making adequate efforts to maximise their efficiency and own-

support, or t hat fa il t o maxim ise their own-source

source revenue

revenues.

Abolition of the minimum per capita grant

6.7

Change the distribution formula for general purpose grants to reduce or eliminate grants to councils that have
considerable unused revenue capacity
Provision for up to 15% of the roads component to be set aside for strategic regional projects and special
assistance to councils facing severe infrastructure backlogs (see section 7)
Declare new Joint Organisations and the proposed Far West Regional Authority to be 'local governing bodies' for
the purpose of FAGs (see sections 11 and 16)

Use of debt

Research commissioned by the Panel has found that
NSW councils have comparatively very low levels of
debt . On aver age, gross debt represP nt s only 2.4% of
net assets and 32% of annua l income. Collectively,
councils have over twice as many financial assets as
they do outstanding borrowings.

In the meantime, t he Panel considers :hat the NSW Grants Commission could do more to redistribute funds

A significant number of counci ls see being debt -free as

within curr ent 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 disr uption to co uncil budget s (assuming ra tes can be increased to fill the gap).

appropriate way t o fund long-lived infrastructur e and
'lumpy' expenditures, whilst continuing to maintain

The Panel also sees specific opportuni ~ies to change the way the FAGs roads component and Roads to Recovery

adequate service levels. Indeed, it can be argued that

gran ts are allocated. These are discussed in section 7.

aversion to debt has been a significant contributing

Some St ate grant funding could also be r edistributed. For example, more than half of the limited pool of funding
support for public libraries is allocated on a per capit a basis to every council. Given t he relatively sma ll sums
involved and the known capacit y of many larger ur ban councils to increase own-sou rce revenues, those funds
could be used to greater effect in supporting o uter-metropolitan and rur al and regional communities. Th ese

factor in the growth of infrastructure backlogs. TCorp
pointed to the scope for increased use of debt, and the
State government has fl agged its stance by introduci ng
the Local Infrastructure Renewal Scheme (LI RS), which
subsidises borrowings.
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There is, how ever, an evident p robl em in NSW with

costs, and means tha t councils can borrow at the same rate as t he State government. On average, the interest

excessive rates of interest being paid by many

ra te saving to councils wou ld be about 2%. Moreover, a very small surcharge on the interest rate payable (say

councils. 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' treasury

borrower and should be paying commensurate

management pract ices and financial governance generally.

interest rat es. A related problem is that councils'
'treasury management' p ract ices are often less
than opt imal. They tend to under-ut ilise financial
asset s (in part due to legislative rest rictions) and to
structure their bor rowi ngs poor ly, often paying for
very long-lived asset s with unnecessarily short-term
loans. In 50 doing t hey pl ace t hemselves and their
ratepaye rs under excessive financial pressure.

Potential savings could be up to $600 million over 10 years if all council borrowings are progressively
tra nsitioned to a revised funding model. This estimate 1s based on a 2% saving on a $3 billion loan ba lance.
Act ual savings would be dependent on t rends in cou ncils' use of debt and how many councils part icipate in a
state-wide facility.

6.8

Fees and charges

The ' Henry' tax review made the point that a number of services provided by councils are in the nature of
'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. Sw imming pools and leisure centres are often quoted examples. Such services should be viewed as

local governm ent borrow ings (and some

business enterprises and are appropriate ly funded in whole or large part by fees and charges, rather than taxes

investm ent s) are handled co llective ly by a st ate-

(rates). Councils can offer concessions for user s with special needs or limited capacity to pay.

wide agency. The models differ, but _in each case
the effect is to reduce borrowing cost s
considerably. The Panel understands that
investigat ions are under w ay to establish a similar
arrangement in NSW. It strongly endorses t hat
mov e, and sees particula r merit in t he Queensland
approach of extending the re m it of th e Treasury

A second t ype of service tha t shou ld be funded by fees and charges ar e regulatory approvals and inspections. As
noted in sect ion 5.5, the annual LGNSW cost-shifting survey reports that restrictions on various statutory fees particularly t hose for development applications - prevent councils from recovering the full cost of those services
and require very considerable subsidies from ratepayers. The Panel believes that these restrictions should be
removed. Inst ead, IPART shou ld monitor and benchma r k council fees and charges, and seek explanations from
the councils concerned wher e they appear to be unduly high.

Corporation to cover local government. Th is has the
advantage of simplicity and low administrative
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6.9

Other revenue options

Recommendations for

Over the years numerous inquiries have explored the
potential for loca l government to make great er 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

Commission IPART to undertake a further review of the rating system focused on:

always proved problematic. Other possibilities include:
•

• Options to reduce or remove excessive exemptions and concessions that are contrary
to sound fiscal policy and jeopardise councils' long term sustainability (6.2)

Sale of surplus assets (eg buildings, road reserves) to fund

• 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)

new or replacement infrastructure
•

Commercial ventures in new fields such as stormwat er
harvesting an d carbon trading - several councils have
already achieved successful outcomes (eg City of Salisbury
in South Australia)

•

Road user charging (eg i ncr easing revenues from onstreet ca r parking, gaining a larger share of heavy vehicle
cha rges)

•

Tax increment financing - usi ng special ra tes to tax t he
increased value of land where development takes place
on the back of public infrastructure provision (eg high
density residentia l development around railway sta tions).

A recent report for th e Local Government Association of South

I
I

Either replace rate-pegging with a new system of ' rate benchmarking' or streamline current
arrangements to remove unwarranted complexity, costs, and constraints to sound financial
management (6.5)
Subject to any legal constraints, seek to redistribute f ederal Financial Assistance Grants and
some State grants in order to chann el additional support to councils and communities with
t he greatest needs (6.6)
Establish a State- borrowi ng facility to encourage local government to make increased 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)

Au stralia suggested a joi nt Stat e-local government effort to
invest igate supplementary reven ue option s in detail. Given
the scope to improve the rating syst em, the Panel does not
se e the sea rch for major new revenue sources as a top priority

Encourage councils to make increased use of fees and cha rges and remove restrictions on
fees for statutory approvals an d inspections, subject to monitori ng and benchmarki ng by
IPART (6.8)

- and certainly not the key to solving councils' fi nancia l
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 t he backlog re ly on unaudited data from 'Special Schedule 7' in councils' annual accounts.

backlog of maintenance and renewal have already

This data is widely considered to be unreliable and is likely to over-sta t e th e real cost of bringing assets to a

been touched on in sections 4 and 5. This section

satisfact ory standard . Where councils rigorously review cost estimates and consult their comm un ities to

explores those issues in more detail and presents

determine realistic, affordable levels of service, the consequence is often very considerable reductions

some further options for addressing them.

estimated backlog. However, this will not lessen the need for additional annual expenditure on maintenance ;ind

7.1

Measuring the infrastructure
backlog

in

the

renewal to ensure that the current condit ion of assets does not deteriorate and is imriroved where necessary.
Both TCo rp and DLG found that existing levels of expenditure on maintenance and renewa l are inadequate in
most cases.

Recent reviews by TCorp and DLG estimate an
accumu lated maintenance and renewal backlog in

The measured level of backlogs varies significa ntly from one part of NSW to another, reflec:ing differences in

local government-owned infrastructure of around

environmental conditions, 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 Coast, South East, Central West, Murray and

per head of the NSW population. It ha; increased in
dollar terms ove r recent years, but as a proportion
of the written down value of councils' total assets it
has declined significantly. That reduction is due

Northern Rivers regions. Its audit also found that as a general rule those councils facing the highest per capita
cost of bringing asset s back to a satisfactory standard (BTS) are amongst those with the weakest TCorp ratings of
financia l sustainability.

7.2

Funding and financing strategies

mainly to revaluation of assets, better
infrastructure management and more accurate
measurement of the need for improvements (see
below).

Tackling the infrastructure backlog requires first and foremost implementation of the revenue and financial
management measures put forward in sections 5 and 6. This means in particular:
•

The Loco/ Government Infrastructure Audit
published by DLG in May 2013 indicat es that the

•

backlog comprises:
•
•

$4.6bn for roads

Rigorous ongoing implementation of Integrated Planning an d Reporting requirement s for long term financial
and asset management plans. and upgraded 4-year Delivery Programs
Revised rate-pegging arrangements linked to IPR requir ement s so as to ensure 'automatic' approva l of rate
increases necessary to meet demonstrated infrastructure needs

•

Considerably increased use of borrowings wherever appropriate and affordable, coupled with greatly
improved treasury management practices

$1.0bn for buildings

•

$0. 7bn for stormwater drainage

•

$1.lbn for water supply and sewerage

asset and financial management problems (provided the councils concerned are making every effort t o help

networks.

themselves).

•

Redistribution of grant allocations to the maximum possible extent to those councils facing the most severe
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Provision of special assistance
Irrespective of measures su ch as t hose outlined
above, the analysis provid ed by TCorp and DLG
strongly suggests that some councils will not be able
to overcome their infrastruct ure backlogs w ithout
special financial assistance. The Panel commissioned

resources. The Panel was concerned that in early

services to channel additional fu nds into asset

ro unds of URS subsidies were provided for a number

management, plus rates 111creases and borrowings.

of councils that shou ld not need support given their
strong rating base.

7 .3

Infrastructure contributions

Another im portant funding issue is the payment of
The second option is based on an existing South

developer contributions towa rds the cost of new or

Australian model, wher eby 15% of t he roads

upgraded loca l infrastructure required to service

case studies of two councils with severe

component of FAGs is allocated t o 'str ategic projects'

infrastruct ure funding problems to inform this

'gr eenfields' development or urban renewal. Over

rat her than in grants to every council. In NSW, 15%

recen t years the NSW Government has substantially

assessment. In both cases FAGs would need t o

would amount to around $30 million per annum,

increase by 15% or more as part of a package to

reduced the scope for councils to levy infrastructure

w hich (by way of illustration) could be used to borrow

eliminat e operating deficits and adequately fund

contributions in order to encourage development and

around $300m over 20 years and t hus create a special

asset maintenance and renewal. Rates increases of

help contain the cost of housing.

assistance fund. This might be augmented by a State

10-20% wo uld also be req uired, pl us effi ciency gains

contribution, and (if possible) a similar percentage of

Current proposa ls to reform the land use planning

and adjustments to service levels.

federal 'Roads t o Recovery' funds, thus creat ing a

system include further significant changes to the

Clea rly, co uncils such as those face da,mting
challenges. Two opti ons for special assistance appear
worthy of further consideration:

•

subst antial program t o assist councils with needs th at

framework for levying infrast ructure contributions. At

cannot reasonably be met from t heir own resources.

th is stage it is difficu lt to predict precisely how the

In t he longer t erm, the fund cou ld begin to support

proposed changes will work in practice, and what

strategic developmental projects across all councils.

impact t hey might have on local government
finances. The Panel appreciates :he Government's

Refocus an ext ended URS program on the most
needy councils to provide interest -free loans

Councils receiving special assistance should be

objectives of promoting economic development and

subject t o mandatory financial reviews and external
Set aside a proportion of the roads component of

fac il itating housing supply and a=fordabili t y. It is

guidance in the preparation of new financial and

FAGs for 'strat egic projects', aimed in the first

concerned , however, that the ability of councils to

asset management plans. As noted previously,

instance at addressing the most severe backlogs

address their w ider infrastructure and asset

rat epayers elsewhere in the Stat e cannot be expected

in roads and bridges.

ma intenance needs (including backlogs identified by

to underwrit e redistribution of grant funding wi thout

TCorp and DLG) may be compromised if infrastructure

assurances t hat the beneficiaries are doing everything

contributions fal l short of what is required to service

borrowings is an important st ep in the right directio n.

reasonably possible to improve their situation. TCorp

development, and that an undue burden cou ld be

On the evidence now becoming available, it wi ll be

could work with managers and councillors to devise

placed on ratepayers.

req uired for several mor e years at least, and should

appropriate medium-long term strategies. These

be t argeted at cou ncils with the most severe

would necessa rily encompass reviews of

infrastructure backlogs and with demonstrated

infrastructure service levels, possible cuts to other

•

The recent introduction of URS to cut :he cost of

limited ca pacity to meet needs from t he ir own
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Consideration also needs t o be given to th e 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 priori ties across the road

adopted in NSW, linked to the new regional 'Joint

infrastructu re cont ributions and th e cu rr ent rat e-

and transport network

Organisations' proposed in sect ion 11. As in

pegging arrangements. It appear s that councils cou ld
find themselves having to prepare plans and lodge
applications twice - first to collect whatever

•

•

Optimisation of State fund111g support

•

Improved performance of road and transport

Queensland, there needs to be a blend of technical
and financia l cooperation . For exampl e, in the field of
timber bridge rep lacement (one of t he biggest

contribut ions are permitted and then t o increase

infrastructure through better asset lifecycle

b<:1cklog problems) t here appears to be scope both to

ra tes to fund any sho rtfall in req uired revenue. On

management

disseminate innovative t echniques to prolong their

Efficiency gains in program delivery through less

life and cut replacement costs, as well joint strategic

req uire more detailed investigation before any

the information available to the Panel, these issues

duplicat ion of resour ces and effort, and cr eating

procurement of multiple bridge upgrad e and/or

changes are introduced, and the impact of new

a compet itive environment in infrastructure

replacement projects. Experience elsewhere suggests

provision

cost savings of 10-20% should be achievable .

Flexible, outcomes-oriented approaches that

Discussions with NSW Roads and Maritime Services

•

arrangements w ill need to be kept under review on a
whole-of-gove rnment basis.
•

7.4

Regional collaboration and capacity
building

allow for innovation
•

In Queensland, local governments collaborat e with
each other and with the Department of Tra nsport and

Promotion of resource sh aring (including join t
pu rchasing) and t echn ical know ledge transfe r

•

Upgrading workforce ca pability.

indicat e that a pilot Regional Roads Group co uld be
established almost immediately in order to test the
conce pt in the NSW context. Box 15 se ts out the basis
on which this could be done.

M ain Roads th ro ugh Regi onal Roads and Transport
Groups. These groups operat e under a Memorandum

Regional Roads and Transport Groups (RRTGs) have

of Understanding between the responsible Minister

primary responsibi lity for implementing these

and the Local Government Association that

principles. Each is supported by a Technical

establishes a state-wide Roads and Transpo rt

Committee of senior local and State government

Alliance. Objectives and p rin c ipl e~ of the Alliance

officers. RRTGs meet as requ ired individually and hold

include:

a st ate-wide ga thering at least once every yea r to
exchange views and experiences.
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Box 15: Using Joint Organisations to Boost Road M aintenance

Local councils currently work with Roads and Maritime Services (RMS) in two key areas:
Maintenance contracts on State Roads
Grant funding programs for Regional Roads

Collaborative approaches are also need ed to ensure that all councils have access
to high qualit y technical assistance in fields such as setting realistic condition
sta ndards for infrastructure, including undertaking community engagement to
determine what levels of service are accepta ble. It needs to be more widely
understood that at any given time a significant percentage of a council's
infrastructure assets will be at a less than desirable standarc: it is simply

RMS is looking to improve the efficiency and effectiveness of maintenance delivery on State

financially impossible (and irresponsible) to aim for every road , bridge, drain,

roads in regional NSW. Currently 78 councils are involved in contract arrangements to

building etc to be 'satisfactory' or better.

undertake maintenance for RMS. Key areas for improvement include reduced RMS and
council administration, improved systems and WHS capability from councils, increased
procurement efficiency and improved util;sation of council resources.

Some councils have already done excellent work in this rega·d. Also, the Institute
of Public Works Engineering and t he Australian Centre of Exce llence for Local
Government are prepari ng a 'pract ice not e' on levels of service which should

Under current arrangements councils are encouraged to form Peer Exchange Groups (PEGs)

provide a sound basis for training programs.

aimed at developing innovation, resource sharing and process improvement. The current
PEG regional boundaries differ from those proposed in section 11, but could be progressively
re-aligned.

7 .5

Water utilities

The Panel has some reservations about including water supply and sewerage

RMS will consider a 'pilot' scheme (or schemes) that would align one of the existing PEG

networks as part of the total infrastructure backlog. Cou ncil-owned water utilities

groups into a proposed Joint Organisation, and also explore the potential to trial aggregated

are intended to be business enterprises and ought to recover their costs from

arrangements for maintenance contracts.
RMS currently supports the maintenance of Regional Roads through formula- based block
grants to councils and through targeted funding under the REPAIR program.

water rates and user charges in the same way as electricity cistributors. The Panel
appreciates, however, that considerable increases in rates and charges would be
required to satisfy community expectations for extension o f water supply and
sewerage schemes, and to meet desirable standards for water quality and

The proposed Joint Organisation model provides an opportunity for:

environmental protection. Also, there is a substantial list of previo usly identified

improved consistency in council supplied data that feeds the funding distribution

backlog projects that may be eligible for so me State governmen t assista nce . In

formula

those circu mstances councils are naturally reluctant to unde·take works on a fully

a broader strategic approach to effective use of available funds to Regional Roads

commercial basis.

through improved business planning at the JO level
streamlining of administration of grant programs for RMS and councils
a more strategic engagement on a broader network basis to prioritise freight
productivity needs and initiatives
improving the model for the strategic distribution of REPAIR funds.

The Panel has been advised that just under $1 billion is needed to bri ng all water
supply and sewerage system s to acceptable minimum standards. This could
involve $300 milli on of new State government funding. A priority works program
is to be formulated, based on cost-benefit analysis of required upgrad es. Again,
regiona l collaboration has an important role to play in enabling council-owned
water util ities t o meet t he challenges they face. The Panel has been tasked
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specifically with reviewing the 2009 Armstrong-Gellatly recommendations to
consol idate 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 th e case of Regional Roads
and Transport Groups the Panel proposes that regiona l 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 syst ems .

Recommendations for

I

I

In Queensland, a Water Regiona l Alliance Program (Q-WRAP) has been launched
Local Governmen t Association, Queensland Water and participating councils. QWRAP seeks to:

Pool a proportion of fu nds from the roads component of federal Financial
Assistance Grants and, if possible, the Roads to Recove ry program in order
to establish a Strategic Projects Fund for roads and bridges that would:

Fund regional projects of particular economic, social or
environmental value (7.2)

Position Queensland as a lead agent in responding to the significant social,
environmental and economic policy drivers impacting urban water provision

Require councils applying for supplementary support from the Strategic
Projects Fund to undergo independent assessments of their asset and
financial management performance (7.2)

(both drinking water and sewerage services) in remote and regional
communities
•

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)

Provide supplementary support for councils facing severe
infrastructure backlogs that cannot reasona bly be funded from
other available sources

through a partnership between the Departm ent of Energy and Water Supply, the

•

Factor the need to address infrastructure backlogs into any future ratepegging or local government cost index (7.1)

Identify what institutional arrangements, taking into account the diversity of
Car efully examine any changes to development (infrastructure)
contributions to ensure there are no unwarranted impacts on cou ncil
finances and ratepayers (7.3)

Queensland com munities, will best secure urban water services to ensure
among other th ings political accountability; safety and reliability and
susta inability of services; management and techn ica l capacity to
appropriately respond to changing economic and technical regulatory
frameworks (including reporting obligations); and capacity to provide for
ongoing train ing, 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 opportun ity for exchanges of views and

I

Adopt a similar model to Queensland's Regional Roads and Transpo rt
Groups in order to improve strategic network planning and foster ongoing
improvement of asset management expertise in councils (7.4)
Establish Regional Wat er 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 governmen t 's efficiency and

adeq uat e informa tion on their performance,

includes an initiative for DLG t o: Develop a consistent

effectiveness, and to ensure t hat councils are

including whether services ar e delivered

performance measurement approach for councils and

efficiently and effectively

a comprehensive program to support improvement.

DLG does not provide the public with analysis

Further, action has already been taken to rep lace the

about the perfor mance of individu;il councils or

previous annual publication of 'comparative

performance indicators and an 'end-of-t erm' report in

t he sector as a whole, and in this respect, NSW

information', which had significant limitations as

t he IPR fram ew ork, th e DLG' s Promoting Bett er

councils are subject to less public scrutiny than

regards the va lue and quality of :he data provided.

properly accountable to thei r local community for
t hei r performance. Several usefu l st eps have been

•

t aken in recent years, including t he incor poration of

Practice program, and implementation of continuous
improvement systems by a substantial number of

those in some other jurisdictions.
•

individual councils. However, a co ntinued lack o f

Curren t arrangements may not provide timely
wa rning o f perfor mance issu es.

consist ent dat a collect ion and benchmarking across

The Panel understands that DLG is moving ahead with
the work on performance measurem ent and is
exchanging information with its Victorian

local government makes it very d ifficult fo r

Similar findings by the Victorian Auditor General have

counterpart. This project needs to be given a high

councillors, managers, communities and other

led to a maj or initiative to deve lop 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

co uncil is per forming relative t o its peers.

program includes:

proposed in section 18. A worthwhile objective might
be to establish a 'My Council' website giving the

This section focuses on some key oppcrtun1ties for

•

Data and benchmarking

In 2012 the NSW Auditor General r eported on some

•

•

The Local Government Act r equires councils to
provide information but does not require DLG to
review or act on most of t he information it
col lect s

Streamlining other forms of reporting by councils
across all government agencies in order to offset

in respect of local government. He observed among

•

Use of the data and indicators to prepare an
annual sector report

major deficiencies in the avai lability and use of data
other t hings that :

public easy access to a range of comparative data.

ratepayers

further improvemen ts.

8 .1

A focus on accountability to residents and

the workload involved in the new system
•

Best practice guidance on linking strategic
planning and performance reporting.

The Panel

consider~

the Victorian approach wel l

8.2

Reducing 'Red Tape'

!PART is in the process of completing a major 'red
tape' review to examine local government
compliance and enforcement activ1tv (including
regulatory powers conferred or delegated under NSW
legislation), and to recommend changes in law and
practice that will reduce regulatory burdens for
business and t he com munity. Research commissioned
by !PART indicates that NSW councils have around

worth following. In NSW ter ms, it would represent a

120 regulatory functions involving over 300 separate

logical fu rther development of the IPR framework.

regulatory roles. Those roles emanate from 67 St at e
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Acts ;idminister ed by 31 State agencies. These figures
suggest a heavy burden on business and the
community, and on local government it self.

8.3

Innovation and best practice

One of the advantages of the decentralised nature of
local government is the large number of different

8.4

High quality and efficient service
delivery

The lack of syst emati c data collection and

Substantial savings can be expected if this burden is

organisations and places at wh ich innovation can

performance monitoring across the sector makes it

red uced.

occur. Many councils have a good record in t his

very difficult to determine whet1er councils generally

regard. Efforts have been made to capture and

are del ivering services to a satisfactory standard and

In addition, councils are themselves subject to
numerous regulatory requirements to account for
their own actions to a wide range of S~ate agencies.
Looking at this volume of 'red tape' and the costs
imposed, the Panel sees great merit in a current

disseminate innovation and best practice through

in a cost-effective way. Some councils regularly

various awards programs, the activities of some

survey their communities and local businesses to

professional institutes, and more recently the ACE LG

establish the level of satisfaction with services, but

Innovat ion and Knowledge Exchnnge Network {IKEN).

many do not. Systematic service reviews are implicit
in the IPR framework, but there is no specific

Victorian government project to reduce the overall

The Destination 2036 Action Plan includes a section

compliance and report ing burden on councils. This is

on the need to encourage and facilitate innovation,

being undertaken on a whole-of-government basis

requirement.

but does not make clear how that will be earned

Assessing service quality and efficiency needs to be

and aims to offset new req uirements to measure

forward in an integrated way. Whilst DLG now has a

given more prominence in the IPR framework, and

performance and sustainability. The principle of

group of staff focused on sector development, there

the expectation that councils will strive for

avoiding any net increase in 'red tape' is a sound one.

needs to be a more concerted approach driven jointly

continuous improvement should be made clear. The

The Panel also notes recent steps taken by t he

by the Division, Local Government NSW, professional

IPR guidelines should be amended accordingly, and

Queensland government to cu t back the regulatory

bodies and unions. The Panel therefor e 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

burden on counci ls.
The Panel t herefore proposes that !PART be tasked
with a second st age of its current review t o examine
how State agencies r egulate local government, and to
identify opportun ities to stream li ne p rocesses and
dispense w ith unnecessary or excessive compliance
and reporting. This wo uld build on resear ch already
completed.

and disseminate innovation and best practice. This

over each term of a council. A useful starting point is

would need to comprise both information exchange

the 'Best Value' methodology previously applied in

and associated professional development activities. It

Victoria under the 1999 Local Government (Best

should also form part of the broader implementation

Value Principles) Act. Based on th e Victorian

program proposed in section 18.

experience, t he Panel has formulated a set of
principles to be applied in new requirements for
service reviews in NSW (see Box 16).
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Box 16: Proposed Principles for Service Reviews

The Panel further proposes t ha t the future role of
t he Auditor General in rel ati on to local government

A council must achieve continuous improvement in the provision of services and seek to ensure that its services

should include issue-based performance audits,

are equivalent to 'best on offer' in its region

whi ch wo ul d inform and support counci ls' internal

All services provided by a council must meet defined performance outcomes and quality and cost standards

audit processes. Su ch audits have been conducted

developed by the council in consultation with local communities and key stakeholders

by th e Vi ctorian Audito r Gene ra l for many y ears.

As part of service reviews, a council must explore the potential for partnerships with adjoining or nearby councils,

Topics are select ed in consultatio n with the sect or,

as well as other public or private service providers

and recent audits have cove r ed important issues

Service reviews must take into account the importance of maintaining and where possible increasing local

such as rati ng practices, sustaina bility of small

employment opportunities

coun cils, business plan ning, fees and cha r·ges, and

Each service provided by a council must be accessible to those members of the community for whom the service is

use of development contribu tions. They usually

intended

involve a sma ll sampl e of represe ntative councils.

A council must report regularly to its community on its achievements to these principles.

The audit s do not question the merits of co unci ls'
policy objectives. Rather, their role is to assess

8.5

whether councils are achieving their objectives and

Internal and performance auditing

operating economically, effici ently and effectively.

At present there is no mandatory requi rem ent for councils to put in place effective internal aud it processes,
although the DLG has strongly encouraged such action . There is evident reluctance to do this in some parts of
the sector, especially smaller cou ncils, given the costs and t ime involved. However, without rigorous internal and
performance auditing - linked to the improved arrangements for fi nancial audit proposed in sect ion 5.4 - a new
agend a of improveme nt and accountabi lity would be compromised.

Having th e Auditor Gener al conduct such audits
offer s an independent perspect ive on t he sector's
per formance, as well as an opportunity to com pa re
the performance of councils w th t hat of State
agencies engaged in similar ar ea of activity.

At present , only about half of NSW cou ncils have an audit committee and/or some form of internal audit
process, and the latter t end t o focus prim arily on compliance, risk and fraud control. Some aud it com mittees

The Panel's proposals are su mmari sed in Box 17.

include external, ind ependent members and have an independent chair, but many are strongly embedded
within the co uncil and answera ble primarily to the General Manager. This can generate confli cts of interest.
The Panel believes va rious steps need to be taken, focused on re-or ienting th e concept of internal audi t towards
adding value and continuous improvement, and requ iring all councils to have effective int ernal audit processes,
including an audi t committee with a majority of independent members. Councils with limited bu dget s and
resources should be ab le to share arrangements under the auspice of t he Joint Organ isations proposed in
section 11.
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Box l7: Strengthening Internal and Performance Auditing

lost opportunity to enhance communi ty awareness of what cou ncil s do and the
value t hey add to the system of government.

Revise the current guidelines under the Act and make them mandatory

The Tasmanian Local Government Act cont ains a provision un::ler which councils,

Extend the concept of internal audit towards adding value and continuous
improvement

like corporations, must hold an Annual General Meeting. The req u iremen t is not

Require all councils with expenditures of more than a set amount (perhaps S20m
per annum) to have an 'audit, risk and improvement' committee and associated
internal audit function with broad terms of reference covering financial
management, good governance, performance in implementing the Community
Strategic Plan and Delivery Program, service reviews, collection of required
indicator data, continuous improvement and long term sustainability

October-November each year could include:

Enable councils with smaller budgets to have joint arrangements for internal
audit and to share audit committees, under the aegis of regional Joint
Organisations (see section 11)
Require audit committees to have a majority of independent members and an
independent chair, and preclude General Managers from membership of audit
committees (but not attendance at meetings)
Ensure that the chair of the audit committee reports at least biannually to a
council meeting on the organisation's performance in financial management,
good governance and continuous improvement
Empower the Auditor General to conduct issue-based performance audits in key
areas of local government activity.

spelled out in detail, but the co ncept is an interesting one. A council AGM he ld in

•

Tabling of the audited accounts and questioning of the aud itor by councillors,
and perhaps the public (the former is already a requirement)

•

A public present ation by the chair of t he aud it comm ittee

•

A 'state of t he area ' add ress by the mayo r, outlining the counci l's achievements
relative t o the Community St rategic Plan and Delivery Program, and key issues
t hat need t o 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 t o
report its achievements.

8.7

Workforce and leadership skills

An importan t and innovative element of IPR is t he requirement for council s to
prepare 4-year workforce strat egies. Skills shortages are of growing concern and in
a highly competitive labour market loca l governm ent needs to give a high priority to
developing the talents of its workforce and finding new ways to attract and retain

Im proving auditing along th e lines proposed offers an alternative to prescription
and compliance as a means of demonstrating t hat council s are 'doing the right
thing'. As such, it should be seen as an opportunity to enhance local government's

skil led personnel. This issue is addressed in the National Loco/ Government

Workforce Strategy recently released by ACELG and LGMA. A number of relevant
actions are also being explored through the Destination 2036 process.

reputation and strengthen its posi tion as a respected partner of th e State.

8.6

An Annual General Meeting

A critical factor in this regard is t he qu ality of man agement: do managers have not
only t he technical and professional skills t hey requi re, but also the abi lit y to be

Whilst the Local Government Act co ntain s requirements for audits and ann ual

effective leaders of t he workforce? Inspirational lea dersh ip can make a m ajor

reports, there 1s no si ngle occasion during t he year on which councils have t o

contribution to at tracting and retaining othe r sta' f, but cu rrent ini t iatives in

present t heir activities and account publicly for t heir perform ance t o their local

leadership development in NSW are limited and patchy. The Panel sees a need for

communities. This can be seen both as a gap in the acco untab ility framework and a

an increased t ake -up of leadership traini ng amongst se nior managers, including
General Managers.
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A useful next st ep wou ld be for t he parties concerned t o jointly prepare a specific
NSW Local Govern ment Wo rkforce Strategy to <Jpply the principles and ideas set

Recommendations for

out in the national st rat egy, together with those that emerge from the Destination
2036 actions.

8 .8

18

Adopt a uniform core set of performance indicators for councils, linked to IPR
requirements, and ensure ongoing performance monitoring is adequately
resourced (8.1)

19

Commission !PART to undertake a whole-of-government review of the
regulatory, compliance and reporting bu rden on councils (8 .2)

Industrial relations

A number of submissions to the Panel have suggested that the current Loca l
Governme nt Award lacks flexi bi lity, focuses on skills at the expense of other
attributes of staff, and builds in excessive labour costs for some activities, especially
where 'out-of-hours' work is involved. Unions contest these views.

20

Establish a new sector-wide program to promote, capture and disseminate
innovation and best practice (8.3)

ThP 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 cost s. In that context, changing some features of the

21

Amend IPR Guidelines to require councils to incorporate regular service reviews
in their Delivery Programs (8.4)

award, termina ting exist111g over -award conditions and outsourcing or creating new
entities outside the award's coverage 11ay seem to be attractive courses of action.
However, t he Panel is not convinced t hat the award is as costly and inflexibl e as

22

Strengthen requirement s for interna l and performance auditing as proposed in
Box 17 (8.5)

some believe, and believes tha t further efficiency and productivity gains can and
should be made through negotiation . There ought to be scope, for example, to
balance a commit ment to retain jobs h awar d-based entities (such as t he new

23

Introduce legislative provisions for councils to hold Annual Genera l Meetings
(8.6)

24

Develop a NSW Local Government Workfor ce Strat egy (8. 7)

regiona l Joint Organisations proposed in section 11) with some relaxat ion of specific
awar d provisions, such as spread of hours, t hat increase t he cost of oper ating 'outof-hours' services. There should also be opportunities for some increased flexibility
to address specific skills shortages.
Thus the awar d should cont inue to evolve through negotiation to address the

Explore opportunit ies fo r the Local Government Award to co ntinue to evolve to
address fut ure challenges facing the sector and changi ng operational needs.

changing circumstances of councils and their employees, and the needs of
commu nities. Local governme nt needs a system of industria l relations that will
support an efficient and productive sector that can adapt to meet future
challenges. In turn, t his requires a climate of t rust and cooperation amongst
employer and employee organisations.
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9. Political Leadership and Good Governance
Precisely because local government is local, the

This section looks at how some critical aspects of governance frameworks and practices could be improved. It is

quality of its political leadership and governance

based on the deliberations of the Governance Working Party established to consider the options raised in the

practices comes under close scrutiny from its

Panel's Future Directions report. The Panel canvassed a wide range of governan ce concerns in that report: on ly

constituents. At the same time, the primary role of

some are followed up here. and in severa l instances the improvements sought cannot be pursued through

local government in caring for communities and

legislative or regu latory intervention. They require better practice ach ieved through ongoing exchanges of

places, coupled with the way decisions have to be

expe rience and support for personal and institutional learning. This need is high lighted in section 9.7.

taken in open meetings, makes it particularly
unsuited to a 'winner takes all' approach to po litics.

I

Box 18: Councillors and M ayors in NSW

Consu ltation and consensus-building ar e essential if
people are to have confidence in the way their

There are 1,475 councillors across NSW (including 152 Mayors)

councils are operating. All this can create a very

The number of residents per councillor ranges from less than 150 to more than 20,000

complex and demanding environment in which

Currently 34 mayors are popularly elected; the great majority are chosen by the councillors

councillors who are often newcomers to political

27% of councillors are female, compared to 51% of the NSW population

life have to discharge their responsibilities.

1.9% of councillors identify as Aboriginal or Torres Strait Islander, compared to 2.5% of the population.

The role and qua lity of political leadership is

9% of councillors speak a language other than English at home, compared to 26% of the popt:lation.

receiving increased attention worldwide. linked to a

Councillors are paid an annual allowance which varies according to the characteristics of the council and is set

perception that governments at all levels are

by an independent tribunal

perfo rmin g poorly and failing to address people's

Councillor allowances range between $7,930 and $34,950; mayors receive an additional allowance of between

needs. In NSW, local government is frequently the

$8,430 and $76,390 (with the exception of the City of Sydney whose Lord Mayor is paid up to $191,860).

subject of adverse publicity - justified or not about poor conduct in meetings, questionable
decision -making processes, lack of community
consultation and so on.
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9 .1

Electing Councillors

e

e
cultura l backgrounds has been an elusive goal.

•

Cutting back on the number of meetings

A number of concerns have been raised wi th the

Factors involved include the sheer amount of time

and/or using new technologies to reduce the

Panel regarding t he adequacy of local government

involved, costs of child care or home help, the

need for face-to-face meetings.

as rep resentative democracy. These incl ude:

number and timing of meetings, and the culture of

•

•

councils {are they welcoming to new and 'different'

Representation reviews

Increasingly high ratios of population t o

councillors?). There are also broader issues around

In South Australia, each counci l is requ ired to

co uncillors in some very la rge and rapid ly

levels of civic awar eness. Again, ongoing

undertake

growing co uncils eg over 20,000:1 in Blacktown

investiga tion is required.

eight yea rs. Matters to be considered include the

Sim ilarly, lack of a wa rd system in some large
and/or diverse council areas

•

The low number s of women and you nger
people elected as councillors

•

The limited cul tu ral dive rsity of many counci ls,
not ably in representation of Aboriginal peoples

•

Election of councillors w ho are fundamentally
unsuited t o the role and/or ill-prepared to
undertake the responsibilities invo lv ed.

Secondly, concerns have been expressed that a
signifi cant number of candidates are unaware of,
and ill-prepared to take on, w hat ar e nowadays
onerous responsibilities of being a counci llor. Some
candidat es 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 t o make up a 'ti cket' and

Over recen t years the 'boa rd o f directo rs' concept

are elected unexpectedly through t he above -the-

has led to reduced num bers of councillors in many

line voting syst em.

local gove rn ment areas. Amalga mations have also

Opt ions to addr ess these issues include:

te nded t o reduce local representation. At the same

a 'r epresentat ion review' at least every

number of councillors and whet her they are elected
by wards or at large, ward boundaries, and whet her
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 consu ltation,
which proposals they intend to implement, and
their reasons for not proceeding with other
proposals. Reports have to be referr ed to the
electoral commissioner.
The Panel sees cons iderable merit in the South
Austra lian approach and proposes that a similar
model be adopt ed in NSW. This could have a

Civic awareness programs to publicise the role

somewhilt w ider brief including, for example,

wards t o 'at la rge' elections. The Panel has been

of local government, its importance and value

whether or not the council is att ract ing and

unable to ident ify any definitive evidence regarding

to the community, and how 1t works
Compulsory awareness sessions for intending

a suitably diverse range of talented and
committed councillors, and what steps it is taking

candidates at which the full range of

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).

ti me, there has been a t endency to switch from

the pros and cons of these trends: they require

•

•

ongoing investigat ion.
Another key ar ea of co ncern is the w idely perceived
need to at tract

a w ider range of suitable ca ndidates

for elect ion as councillors. There are two aspect s t o
th is. Firstly, at t racting mor e nomina tions from
women, young people and people from diverse

retaining

some detail before they nominate
•

Providing more financial support t o councillors
t o offset specific expenses such as child care
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9.2

Councillor roles and skills

Box 19: Proposed Roles and Responsibilities of Councillors

Under section 232 of the Local Government Act t he role of a cou ncillor is divided
former is seen as deliberative - planning, resource allocation, policy development

The councillors and mayor collectively constitute the governing body of the
council.

and performance monitoring. These functions give rise to the concept of councillo rs

The roles and responsibilities of the governing body are to:

into two parts: as a 'member of the governing body' and as an 'elected person'. The

forming and behaving as a 'board of directors'. The role of the counci llor as an

to provide effective civic leadership and guidance to the community

elected person is described in terms of community representation, leadership and

to consult regularly with community organisations and other key
stakeho lders and keep them informed of council's activities and decisions

com muni cation. Thi s is more clearly 'political' and in cludes th ose fun ctions t hat
most councill ors would regard as fundamental to being re-elected.

to direct and control the affa irs of the council in consultation with the
general manager and in accordance with this Act

The wording of the Act reveals evident tensions in the councillor's role. These ar e

to ensure as far as possible the financial susta inability of the council

exacerbated by the fact that councils must meet and make decisions in public, and

to determine and adopt the Community Strategic Plan, Delivery Program and
other st rategic plans and policies

do not have a select group of councillors who act as a 'cabinet'. In Austral ia, only
Brisbane City Council uses that model (the 'civic cabi net' comprises the Lord Mayor
and chairs of major comm ittees).
The Panel's investigations and discuss.ons 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 fu nctions of the governing
body- in which councillo rs must act col lectively - and the role and responsibilities
of an individual councillor. Box 19 sets out the Panel's thinking on possible new
wording for the Act.

to determine and adopt a rating and revenue policy and operational plans
that ensure the optimum allocation of the council's resources to implement
the community strategic plan and for the benefit of the area
to make decisions in accordance with those plans and policies
to make decisions necessary for the proper exercise of the council's
regulatory functions
to keep under review the performance of the council and its delivery of
services
to determine the process for appointment of the General Manager and
monitor his/her performance
to ensure that the council acts honestly, efficiently and appropriately in
carrying out its statutory responsibilities
The role and responsibilities of an individual councillor, including the mayor, are:
to be an active and contributing member of the governing body
to make considered and well informed decisions
to represent the collective interests of residents, ratepayers and the wider
community of the local government area
to facilitate communication between the community and the governing
body
to be accountable to the community for the local government's performance
to uphold and represent accurately the policies and decisions of the
governing body.
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Developing skills

Box 20: Councillor Development

It will be clear from t he description of roles and
responsibilities proposed in Box 19 t hat today's
councillors r equire enhanced skills to deal with the

Require the governing body of a council to undertake a periodic audit and self-assessment of its skills base against its
role and strategic objectives

complex challenges they face . The Panel has

Require individual councillors to undertake similar self-assessments (this could be a simple on-line process)

concluded t hat both an initial induction program

Require all councils to prepare, resource and implement a Councillor Development Plan linked to each 4-year
Delivery Program and in accordance with a set of principles and professional development targets established jointly
by LGNSW and DLG

and ongoing professional development sho uld
become mandatory. Many people in local
govern ment support this view. Those who argue
against this change cla im that councillors learn best
'on t he job' and that th ere are no such demand s on
state an d federal politicians. Counter arguments

Introduce a mandatory component including an extended induction program for new councillors and 'update'
modules for re-elected councillors, in both cases to be completed within 3 months after each election
Also require councillors to complete a prescribed number of optional professional development activities during
each term - such activities to be selected from a list of approved courses and other options.

are t hat knowledge and skills can be acquired w ith
greater certain ty if 'work experience' is

Councillor s w ho satisfactorily compl ete professiona l development programs should receive add itional

comp lemented by formal training; and that unlike

remuneration (see section 9.4). The nam es of councillors who fail to undertake adequate professiona l

nearly al l MPs, co uncillors become front line

development should be published in the council's annual report and forwa rded to DLG. If ther e are cases of

decision-makers as soon as they are elected. The

re peated failure to com plete 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 counc illor from contesting the next election .

currently in troducing accredited p rograms, so that
councillors have the option of coun ting professional
development towards h igher qualifications.

A rela ted issue is the provision of administrative and technical support t o councillors. In most councils t his is
minimal. Councillors ca nnot be expected to play a strong role in policy development and to effectively monitor
the organisation's performance unless they are given adeq uate support. It shou ld be a responsibi lity of the

The Panel's preferred approach is set out in Box 20.

Gener al Manager to ensure such assist ance is provided as a matter of course.

It again draws on South Austra lian practice, where
coun cils have had to prepare development
programs for councillors for several years, and
w here the Loca l 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 st ates increasing emphasis is being placed
on the mayor as a means of strengthening civic leadership includ ing representing
the local community in regional, state and national forums. The trend has been
highlighted by rece nt changes to local government Acts in Queensland and New
Zealand. Emerging f eatures of the role of mayors include:
•

Formul ating a vision for the area, and playing a leading role in community

•

Close involvement in pr eparation of the budget, so that the mayor can become

engagement, strategic planning and policy development

a champion for its adoption and consistent implementation
•

Leading the councillors to ensure good governance

•

Forging partnersh ips with government agencies, other service providers,
business and community groups

•

Providing advice and strategic direction to t he CEO (General Manager).

Concern has been expressed that this is a trend t owards 'executive' mayors and
that the current 'separation of powers' between the body politic and management
wi ll be compromised. However, there is a very significa nt difference between giving
a mayor increased authority with well-defined responsibi lities, and making the
mayor the ch ief executive. This can be made clear in the Act, which at present
offers very little guidance on t he role mayors shou ld play. Also, it is generall y
agreed that good governance depend s heavily on a close and effective Mayor-

l Box 21: Proposed Roles and Responsibilities of Mayors
I

The Mayor has the responsibilities of a councillor plus the following additional
responsibilities:
to be the leader of the council and the community of the local government area, and
advance community cohesion
to promote civic awareness and, in conjunction with the General Manager, ensure
adequate opportunities and mechanisms for engagement between the council and
the local community
to be the principal member and spokesperson of the governing body and to preside
at its meetings
to nominate a deputy mayor, subject to ratification by the governing body
to ensure that the business of meetings of the governing bod'( is conducted
efficiently, effectively and properly in accordance with provisions of this Act
to propose a committee structure and to nominate chairs of committees, subject to
ratification by the governing body
to lead the councillors in the exercise of their responsibilities and in ensuring good
governance
to ensure the timely development of the governing body's strategic plans and
policies, and to promote their effective and consistent implementation, including by
promoting partnerships between the council and key stakeholders
to present and propose adoption of the annual operational plan and budget
to deliver an annual public statement outlining progress made during the previous
twelve months in implementing the Community Strategic Plan and Delivery Program,
and identifying key issues for the future

General Manager relationship.

to exercise, in cases of necessity, the policy-making functions of the governing body
between meetings of the council

The Panel has concluded that enhancing the role of mayors could make a ma1or

to represent the governing body on regional organisations and in inter-government
forums at regional, State and federal levels

contribution to focusing councils on strategic issues, improving governance and
strengthening inter-government relations and partnerships with key sta keholders.
The Panel's focus is on bett er defined responsibilities which will add stature and
authority to the r ole of mayors, but not increased powers. The responsibilities
suggested in Box 21 are all based on established practice elsewhere and should be
det ai led in the Act.

to advise, manage and provide strategic direction to the general manager in
accordance with the council's strategic plans and policies
to lead performance appraisals of the General Manager
to carry out the civic and ceremonial functions of the mayoral office
to exercise such other functions as the governing body determines.
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With additional authority must go improved skill s and

number of functions to their deputies. This raises two

greater accountability. The mayor should be expected

questions: should a mayor be abl e to select his/her

responsibil it ies without unwarranted interference.

to have a thorough grasp of strat egic and f inancial

depu ty, so as to be confident of their support; and

The governing body should not be able to transfer

issues, and t o ta ke responsibility along with the

should some deputies also be full-time? The Panel

mayoral r esponsibilities to his/her deputy or anyone

General Manager for certifying that key documents

proposes that the mayor should nominate his or her

else without the mayor's conse nt.

such as the Community Strat egic Plan, Delivery

deputy, with the governing body's role limited to

Program and annual stat ements of accounts have

either ratifying or rejecting that nominati on . This

been properly prepared . S/he should be able to

wou ld help to avoid situations where a governing

present the budget to t he council and community and

body delibera tely installs a deputy who is hostile to

def end the assumptions on which it is based.

the mayor. The Panel also proposes that councils be
able to make a case to the Remunera tion Tribunal for

To fulfil these responsibil ities mayors wi ll need

the deputy mayor to be full -time.

mayors should enjoy a mandate to discharge their

However, poor relations between mayors and other
counci llors are not confined to popularly elected
mayors. Election of the mayor by t he councillors can
also lead to stalemate or ongoing instability when the
mayor has a very narrow majority. Even worse is the
situation where the position of mayor has to be filled
by a 'draw from the hat'. Steps reed to be taken to

additional knowledge and professional development.

Election of mayors

prevent such occurrences.

and above that required for councillors should be

Th e Panel considers that as in Queensland, Tasmania

Also, cha nges arc needed to give t he community more

ma ndatory, and should be undertaken with in 3

and New Zeala nd mayors should general ly be

opportun ities to have a say in whether the mayor is

months of election as mayor. Aspiring mayors may

popularly elected. Under the current optional

popularly elected or elected by the councillors - the

wish t o undertake t he program before st anding for

arrangements, less than a quarter o f NSW mayors are

latter being the current default arrangement. The

office.

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

A specialised professional development program over

In larger councils and in major regional centres as
defined in section 11.7, the expanded m ayora l role
wi ll in most cases amount to a full-time, senior
position. The m ayors of those councils shou ld be
remunerated accordingly (see below) and have
dedicated administrative and policy support staff.
Expanding the role and responsibilities of mayors wi ll
also impact on deputy mayors. In some cases (eg in
larger cou ncil s, or where the mayor assumes a major
regiona l role, or wh ere the mayor is unable to be full time), mayors may need to delega te a considerable

by the cou nci llors every year - even in many large

election. It therefore proposes t hat consu ltati on about

urban councils facing complex and demanding

t he way the mayor is elected should be undertaken as

st rategic issues. Annua l elections create unnecessary

part of each representation review (as suggested in

instability and t he risk that councillors will simply 'take

section 9.1), and that a petition signed by a set

turns' rather than taking the role seriously.

minimum number of voters (say, 250 or 10% of the

There have been cases of popularly elected mayors at
loggerheads with a council of a different political
persuasion . This is a risk and popular election needs to

total, whichever is the lesser) should require a council
to hold a referendum on changing the method of
election.

be matched by the clearer statement of the mayoral

After extensive consultations on these issues, th e

role, as proposed above. Also, popularly elected

Panel's preferred approach is set out in Box 22.
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Box 22: Election of Mayors
Mandatory direct election of mayors in all

9.4

Remuneration of Councillors and Mayors

The need for improved councillor remuneration is raised regularly by local government representatives. The

metropolitan councils, in other councils with

Panel's view is that decisions of the Remunerati on Tribunal do appea r to under-value t he decision-making

populations of 40,000 or more, and in designated
regional centres

in some sections of local government to promote an image of 'volunteer' co uncillors rather than

Elsewhere, election of t he mayor to be either
directly by the voters or by the councillors, with the
default position remaining election by the
councillors
Minimum two-year terms for mayors elected by the
councillors

responsibilities of co uncillors. This may reflect an inadequate description of t hat role in the Act, and a tendency
professional ism. Th e p roposals already put forward in this sect ion should address those issues.
In the case of mayors and deputy mayors, t he Panel understands that it would be desirable to create a new
category of council in which a full-time mayor would be t he norm, and his or her dep uty could also be expected
to carry a heavy workload - perhaps to t he extent of becoming full-time as well.

9 .5

Role and appointment of General Managers

Ensure that all councils have an odd number of
councillors (including the mayor), and require all
councillors to vote in a mayoral election (thus

The nature of local government requires councillors and senior staff to work closely as a team. The close
relat ionship with t he community and the way the decision-making process works means that the line between

avoiding 'draws from the hat')

'policy' and 'management' is often blurred, and unlike State and federa l governments t here are no executive

Councils to hold community consultations on

ministers to provid e a link between the body politic and the administration. That function rests largely on the

whether to change the way the mayor is elected as

relati onship between the mayor and t he General Manager.

part of each representation review
Councils to hold a referendum if the representation
review finds substantial community support for a

The 1993 Local Government Act m ade General Managers responsible for 'day-to-day' management, and gives
them authority to appoint, contro l and dism iss staff. The Act also makes th em 'generally responsible ' for the

change, or a set number of eligible voters petition

efficient and effective operation of the cou ncil 's organisation . Under the IPR arrangements, t he Act require s

the council

General Managers to assist (emphasis ad ded) the council in connect ion with the development and

Referenda to be conducted by postal voting to

implementation of th e commun ity strategic plan and the co u ncil's resourci ng strategy, delivery program and

minimise costs

operationa l plan .

Mayors to undertake mandatory ongoing
professional development in accordance with t he

Thus the Act is unclear about j ust how much authority and au tonomy Genera l Managers should exercise.

council's adopted Councillor Development Plan,
including an initial specialised course to be

dismissed. Regret tably, there has been a trend towa rds councillors or mayors being elect ed on platforms of

Tensions with the mayor or councillors can arise, sometimes leading t o the General Manager res ignin g or being

successfully completed within three months of

dismissing th e current General Manager. Conversely, there have been cases of General Ma1agers' contr acts

election as mayor.

being r enewed wi t hout advertising shortly before elections.
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These are very complex issues and there are no si mple

I

Box 23: Role and Responsibilities of General Managers

solu tion s. In line with the Pane l's consultations, Box 23 sets
ou t proposals for a r evised statement of the role o f General

To conduct the day-to-day management of the council in accordance with the governing body's

Managers that could be included in the Act, while Box 24

strategic plans and policies

suggests an amended framework for their appointment and
tenure. Two key elements are firstly, to promote well-

To advise the mayor and the governing body on the development and implementation of policies
and programs, including the appropriate form and scope of community consultation

managed performance reviews under the leadership of the

To prepare, in consultation with the mayor and governing body, the Community Strategic Plan and

m<lyor; and secondly, as far as possible to distance decisions

the council's Resourcing Strategy, Delivery Program and Operational Plan, Annual Report and St ate

about the tenure of Gener al Managers from the electoral

of the Environment Report

process.

To certify, together with the Mayor, that IPR requirements have been met in full, and that council's
annual financial statements have been prepared correctly

The Panel also believes it will be helpful if the Act makes it
clearer t hat the core role of the General Manager is the dayto-day management of the council 's administration in

To ensure that the mayor and councillors receive timely information, advice and administrative
and professional support necessary for the effective discharge of their responsibilities
To implement lawful decisions of the governing body in a timely manner

accordance with the strategic policies and lawful decisio ns of
the governing body; to advise and assist t he governing body in
its deliberations; and to wo rk closely with and support the
mayor.

To exercise such of the functions of the governing body as are delegated by the governing body to
the General Manager
To appoint staff in accordance with an organisation structure and resources approved by the
governing body

The performance of a council depends to a large extent on t he

To direct and dismiss staff

ability and performance of its General Mana ger. The Panel has

To implement the council's equal employment opportunity management plan.

doubts as to whether all General Managers across NSW have

To undertake such other functions as may be conferred or imposed on the General Manager by or

the necessary training and skills to make a success of this

under this or any other Act.

complex and demanding role. For example, some appear
uncomfortable with the new demands of Integrated Planning
and Reporting in terms of strategic p lanning and high-level
asset and financia l management. Box 24 therefore includes
proposa ls for new professional development requirements.
However, the Panel does not wish to return to t he days of a
specialist and restrictive qualification for General Managers.
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Box 24: Appointment and Tenure of General
Managers
The mayor should lead the appointment and
performance reviews of the General Manager, and
take responsibility for ensuring due process

9.6

Organisation structure

We ll-designed organisation str uctu res can facilitate but not guarantee good governance and product ive
relations between management and elected members; on t he ot her hand, inappropriate st ruct ures can
certa inly im pede success. In this r egard, t here have been tensions arou nd t he cu rrent pro 11isions of t he Loca l
Govern ment Act conce rn ing the regular review and adoption by t he govern ing body of an o rganisation
structu re. In some instances councillors have over-ridden t he advice of t he General M anage r on what

There should be a 'cooling off' period of 6 months
after the election of a new council or mayor during

constitutes an appropriate str ucture, and have sought to determine sta ffi ng arrange ments at an operational

which the summary dismissa I provisions of the

level.

standard General Manager contract should not
apply (this would provide an opportunity to build a

In t he Pa nel's view, t he governing body should be able to determine, on th e advice of t he General Manager, t he

positive working relationship whilst not preventing

upper levels of the organisation struct ure, ;rnd t o ensure t hat staffing resources are being allocat ed in such a

dismissals based on documented poor

way that t he cou ncil's priori t ies can be pu r sued . Th ese decisions also need to be linked to t hose about the

performance)

commi ttee arrange ments which, as indicated ea r lier, should be a matter in which the Mayor plays a leadership

Use of the summary dismissal provisions at any

rol e.

time should require a two-thirds majority of
councillors

Th e Panel the refore proposes t hat t he Act be amended t o provide, as at present , th at a council m ust review the

Contracts of General Managers should not be

o rganisation structure after each elect ion, and may do so at ot her t imes, but also t hat:

renewed within 6 months prior to an election
except by means of a full merit selection process;
otherwise they should not be extended for more

•

th e governing body must act on the advice of t he M ayor and General M anage r

•

t he adopted str uctu re m ust accord w ith t he pr iorities set out in t he co u ncil's Co mm unity Strat egic Plan and

than 12 months and only on existing terms and
conditions
As a condition of appointment, General Managers

Delivery Program
•

t he adopted st ructure may only specify t he roles and relationships of the General Manager, designat ed
Senio r Staff and ot her staff reporting d irectly t o the General Manage r.

shou ld be required to complete a tailored
induction program before or within 3 months of
their first appointment to such a position, and
approved professional development programs
thereafter.
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9 .7

A Good Governance Guide

Recommendations for

It is very difficult, if not impossible, to legislate for sound working relationships and
transparen t , well-informed decision-making. For example, submissions to the Pa nel
have argued that the Code of Conduct has already become t oo convoluted.
Recen t amendments to the Loca l Government Act have introduced a power for the
Minister to issue 'performance improvement orders' in accordance with predetermined performance improvement crit eria; to appoin t te mporary 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 t hese changes provided that they are genu inely focused on clearly defi ned
needs fo r improvemen t, and t hat adequ ate support is provided to facilit at e change.
'Good governance or ders' might be a m ore appropriate t itle.
DLG, LGNSW and others have already developed considerable amounts of advisory
and educational material that could be assembled into a 'Good Governance Gu ide'.

Amend the l ocal Government Act t o strengthen politi cal 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, requi re all potential ca ndidates
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 int roduce mandatory professional
development programs (9.2 and 9.3)
• Provide for full-ti me mayors, and in some cases deputy mayors, in
larger councils and major regional centres (9.3)
• Amend the provisions for election of mayors as proposed in Box 22
(9.3)

This could underpin the proposed performance improvement criteria and the work
of tempor ary advisers, as well as co nsolidating advice on good governance practices
generally.

Increase rem uneration 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 t he res pective roles and respons ibilit ies of the governing body,
mayors, councillors and General Manager. Deficiencies in t hose relationships, and in

Amend the legislated role and standard contract provisions of General
Manager s 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. Det ai led gu idance and mentoring or

Amend the provisions for organisation reviews as proposed in section 9.6

peer support is needed to raise the general standard across NSW loca l government.
The proposed Guide should also include advice on how to undertake the selfassessmen t processes proposed in Box 20. Such processes are commonplace in
private sector boards and various assessm ent models could be adapted to local

Develop a Good Governance Guide as a basis for 'performance
improvement orders' and to provide additional guidance on bui lding
effective working relationships between the governing body, councillors,
mayors and General Managers (9.7)

government. The South Austra lian local government association is current ly
developing similar materials for its member co uncils. Good governance is an area in
which LGNSW should be playing a strong role, building on its programs for
co uncillor development and mentoring of mayors.
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I nherent lim i tations
Because of the inherent limitations of any internal control structure, rt is possible that fraud, error or non·compliance with laws and regulations may occur and not be detected.
Further, the internal control structure, within which the control procedures that have been subject to internal audit operate, has not been reviewed in rts entirety and, therefore,
no opinion or v iew is expressed as to its effectiveness of the grea ter internal control structure. An internal audit is not designed to detect all weaknesses in control procedures
as it is not performed continuously throughout the period and the tests performed on the control procedures are on a sample basis. Any projection of the evaluation of control
procedures to future periods is subject to the risk that the procedures may become inadequate because of changes in conditions, or that the degree of compliance with them
may deteriorate.
The statements made in this report are accurate, but no warranty of completeness, accuracy or reliabilrty is given in relation to the statements and representations made by, and
the information and documentation provided by Council management and personnel. We have Indicated within this report the sources of the informalion provided. W e have not
sought to independently verify those sources unless otherwise noted within the report. The internal audit findings expressed in this report have been formed on the above.
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EXECUTIVE SUMMARY
Background
The Business Unit is a commercially run operation, which forms part of Councils overall organisational
structure. To comply with Competitive Neutrality requirements Council has established a separate
reporting and managerial framework, which can be viewed as distinct from central Council operations.
Under the June 1996 'Application of National Competition Policy to Local Government' the Business
Unit is a Category One Business Activity having met the $2M annual sales turnover threshold
classification. A total of 44 employees are employed across the Business Unit, with the Manager of the
Airport & City Operations responsible for the day-to-day operational requirements and the Manager of
Special Projects responsible for strategic setting and development.
The primary customer and source of revenue generation is Sydney Airport Corporation Limited (SACL)
for which a number of core services are provided for under contract 2487. In addition to core services
provided to SACL, additional bespoke pieces of work known as 'Variations' are also performed for
SACL and other additional clients. These clients include for example the University of New South Wales,
Sydney Ports and Centennial & Moore Park Trust.
Core operations of the Business Unit are represented in tabular form below:

Core Operation
Maintenance
Litter Control
Civil Works

Example Description
Line-Marking , Pothole Repairs, Lawn-mowing,
Fence Repairs and General Maintenance.
Street sweeping , Garbage Collection and Oils
Spills Response .
Construction of speed humps, footpaths and
drainage works.

Objectives and scope
The objectives of this review are to:
(a) Obtain an understanding of the key financial and operational controls and assess their efficiency and
effectiveness over:
(i) Achievement of effective and efficient end-to end operational and administrative processes
such as airfield and off-site cleaning, maintenance, construction, payroll and purchasing;
(ii) Ensuring compliance with ongoing contractual obligations;

(iii) Ensuring service delivery is monitored and managed appropriately;
(iv) Ensuring effective ongoing contractual relationship management;
(v) Controlling services sub-contracted to 3rd Parties where applicable;
(vi) Compliance with competitive neutrality provisions and other regulatory requirements;
(vii) Compliance with current policy, training requirements, staff rotation , operating procedures,
roles and responsibilities; and
(viii) Accounting treatments for Business Unit Trading Accounts.
(b) Identify control weaknesses and provide recommendations to strengthen the general control
environment.

The scope of this review will include the Business Unit and associated central Council departments.
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Methodology
Internal Audit methodology included performance of walkthroughs, limited tests of controls, enquiry and
observation .
For example review of governance mechanisms in place to manage the contract on an on-going basis,
review of standard contractual terms and clauses, analysis and review of service delivery
documentation and performance data, analytical review of trading accounts, review of compliance with
competitive neutrality provisions , assessment of training completion rates and requirements and also
review of the adequacy of procedures and policies.
Based on Internal Audit methodology and the limited assurance provided on the basis of sample testing
and less than 100% cove.rage, significant areas of risk only are reported as part of detailed findings.
N.B
An internal audit is not designed to detect all weaknesses in control procedures as it is not performed
continuously throughout the period and the tests performed on the control procedures are on a sample
basis.

Summary Table
The detailed report (see page 5) contains 7 findings - these are summarised below:

Rating
Number of internal audit findings

High

Medium

Low

4

3

-

Key Findings
The following is a summary of the key observations made during the course of this review:

1) Work Health & Safety Observations

Internal Aud it identified non-compliance with Work Health & Safety regulations for example poor access
controls in relation to machinery which was labelled as highly flammable and also inadequate emergency
exit provisions.

2) Purchasing Process

The overall control framew ork suppor ting adequate, effici ent and transparent purchasing requires
improvement. Control deficiencies were identified with respect to the appropriateness of staff purchase
order limits, segregation of duties between purchase requis itions and purchase orders and the lack of a
visible audit trail.

3
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3) Enforcing Contractual Clauses & Accounts Receivable
Following review of Accounts Receivable it was identified that SACL owed the Business Unit approximately
$750,000 for works performed. Further analysis identified that contractual clauses relating to payments
had not been enforced by Senior Management and neither had appropriate contractual clauses relating to
dispute res olution been undertaken.

4) Business Unit Costing

A clear, accurate and measurable methodology for costing was not in place in regards to the use of Council
Plant & Machinery by the Business Unit. This impacts on the transparency of bottom line profitability and
can affect strategic decis ion- making.

Conclusion
Overall, processes and controls were assessed as requiring improvement in a number of different areas.
Audit findings have been discussed with relevant management and an action plan for improvement for
each control has been agreed . The agreed actions are set out in the detailed section of the report below.
The Senior Internal Auditor would like to thank management for their support throughout this review.

Senior Internal Auditor
Seyonne Kidn apillai
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Detailed Findings Report
j 1ssues

r~ted to Work Health & Safety (WH&S)

- . -- -

J

Observation

Opportunities

Management Action Plans

1. Issues related to Work Health & Safety Regulation

In order to address the WH&S observations senior
management should at a minimum:

1.

Rating

High

Internal Audit through observations and limited tests of control
performed a general review of Business Unit adherence to
Occupational Health & Safety standards.

•

Remove the practice of leaving keys in
unattended vehicles and or machinery and
rem ind staff of the need to be conscious of
OH&S requirements.

Whilst Internal Audit was onsite it was identified that a
Business Unit staff member had left a key in an unattended
Spills Response Truck. When in operation the Spills Response
Truck uses a number of flammable chemicals and other
materials.

•

Ensure that an Emergency EXIT sign is
physically installed at the site, which
corresponds to the documented Emergency
Evacuation Plan.

The practice of leaving keys unattended in
vehicles is contrary to Council policy, however
it must be noted that employees engaged to
perform spills response duties are constantly
required to enter and exit the vehicle. Whilst
in a manoeuvring area Airside, it is forbidden
to turn the vehicle off at any time. As such
leaving the key in the vehicle can sometimes
become secondary to the employee.

Signage showing a reminder regarding the
removal of the keys shall be placed in a visual
area inside the cabin of the truck.

Therefore, in leaving keys in unattended vehicles and
machinery this increases the risk of unauthorised access,
which could consequentially lead to a serious accident or
material damage. This risk is particularly heightened given that
the Business Unit site is relatively open access in comparison
to a more stringently controlled Airport site.

Council will refer the missing EXIT sign to the
owner of the building for repair.

In addition , Internal Audit identified an issue with regard s to the
Emergency Evacuation Plan relating to the Business Unit Site.
Per the documented Emergency Evacuation Plan there is an
emerg ency "EXIT" that has not had a sign physically placed
above the respective doorway at the Business Unit Site.

Specific issues raised have been
add ressed\corrected

In the event of an emergency requiring evacuation of staff at
the site, the lack of a visible EXIT sign could increase the risk
of injury and or death to staff members. This could in turn lead
to reputational damage to Council.
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Responsibility: Peter Fitzgerald, Airport and City
Operations
Target Date: 30/04/2013

2.

Manager HR and Governance will work with
BU management to design , implement and
review procedures to ensure the Business
Unit complies with WHS requirements.

Responsibility: Martyn Perry, Human Resource
Manager
Target Date: 30/04/2013
45
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Manager Responsible:

Peter Fitzgerald - Airport and City Operations, Martyn Perry - Human Resources Manager

Executive Responsible:

John Patterson - Manager Special Projects, Lorraine Cullinane - Deputy General Manager

Target date:

30/04/2013
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Business Unit Staff Training requires enhancement
Observation

Opportunities

Management Action Plans

2. The matic issues relating to Staff Training e .g.

It is recommended that the following control
activities are implemented:

1.

completion, completeness and expiry
Rating

I Medium

Following discussions with staff and through the performance
of limited tests of control Internal Audit identified a number of
issues related to the provision, completion and accuracy of
Business Unit Staff Training records. These issues are as
fol lows:

•

Not all Business Unit Staff were listed in training records;

•

88% of staff had not completed confined spaces training
and 10% of staff had not completed White Card training (a
requisite for working on a construction site);

•

•

Train ing records for staff members were not clearly marked
to identify whether training had been completed, not
completed or was applicable. For example 63% of staff
records related to Dangerous Goods were not documented
to clearly identify what had been completed or was
applicable;
Training record s for some staff members were marked as
expired, for example First Aid and Traffic Control training.

•

Embed a robust training and competency
framework, which enables provision of training
to all staff;

•

Periodic senior management monitoring and
oversight over staff training completion rates;

•

Ensure training records are reviewed regularly
to ensure information held is accurate, up to
date and well documented.

Opportunities listed have been identified by
management as a priority, however due to
loss of staff through natural attrition resources
have not been available to ensure all staff
registers are current. It must also be noted
that current employee listings are located in
Councils HR department.

Responsibility: Peter Fitzgerald, Airport and City
Operations
Target Date: 30/04/2013

2.

Manager HR and Governance will work with
BU management to design , implement and
review procedures to ensure the Business
Unit training records meet required standards.

Responsibility: Martyn Perry, Human Resource
Manager
Target Date: 30/04/20 13

The above issues are indicative of thematic control
breakdowns with regards to the training and competency
framework provided to staff at the Business Unit. This gives
rise to increased risks of operational and processing errors, as
well as inhibiting employee competency development.

Volume 2

Business Unit Report FINAL

47

7

NSW ICAC EXHIBIT
Manager Responsible:

Peter Fitzgerald - Airport and City Operations, Martyn Perry - Human Resources Manager

Executive Responsible:

John Patterson - Manager Special Projects, Lorraine Cullinane - Deputy General Manager

Target date:

30/04/2013
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Weaknesses identified from the Payroll Process
Observation

Opportunities

Management Action Plans

3. Lack of Segregation of Duties and Employee Hours
not recorded accurately

It is recommended that the following control
activities are implemented:

Following a review of payroll processing earlier
this year, it was determined that in order to
appropriately cost wages the BU would require
Landside employees to provide daily works
records specifying total hours worked per day.

Rating

I Medium

Internal Audit reviewed the payroll processes undertaken by
staff at the Business Unit. Following a walkthrough of the
payroll process, a control deficiency was identified in that
management were both responsible for validating the accuracy
of employee hours and for also documenting employee hours
which gives rise to a lack of seg regation of duties. In addition,
this also potentially compromises the integrity of management
validation of employee hours worked.
Internal Audit also performed detailed substantive testing of the
payroll process, from which the following issues were
identified:
•

Employees did not sign their timesheets for 81 % of the
sample;

•

Supervisors were not required to record hours for non-core
works performed on either the Bundi Clock or on the
Landside Daily Works Record.

•

Clearly segregate payroll processing by
ensuring that only employees are responsible
for documenting hours worked and
management are responsible for validating
and verifying hours worked;

•

Ensure all staff regardless of seniority record
hours worked;

•

Embed a management verification control,
which validates the accuracy of payroll
calculations, perhaps on a sample basis;

•

Document Payroll Processing procedures
performed at the Business Un it.

In addition to the above, all outdoor staff at BU are
required to bundy on/off at the start and finish of
each shift.
At the end of each pay week staff are given a
receipt which has been downloaded directly from
the bundy clock for review.
The information gathered and calculated from the
bundy clock and daily works records, is then
processed onto timesheets for pay.
The current system is subject for review in early
2013 and will incorporate opportunities identified.
Responsibility: Peter Fitzgerald, Airport and City
Operations
Target Date: 31 /05/2013

The above issues and the highlighted control deficiency are
indicative of weaknesses in payroll processing. As a result, the
risk that payroll calculations are calculated incorrectly and or
are not validated appropriately by management is increased.

Manager Responsible:

Peter Fitzgerald - Airport and City Operations

Executive Responsible:

John Patterson - Manager Special Projects
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Issues related to the Purchasing Process
Observation

Opportunities

Management Action Plans

4. Purchase Order Limits and Segregation of Duties

Senior management should at a minimum
address the identified weaknesses by
implementing controls or enhancing controls as
follows:

1.

Rating

l High

In the ordinary course of Business Unit activity materials may
be required to be purchased from third party suppliers. A
central Council accounting software system "CIVICA" is used
to record purchase orders by a Business Unit administration
clerk.
Following discussions with staff it was identified that the
administration clerk had the ability to raise purchase orders up
to a maximum of $50,000 in "CIVICA". It was also identified
that raising orders for $50,000 was not in the normal course of
business.
Therefore, purchase order limits set for Business Unit Staff
should be in line with daily operational requirements to mitigate
the risk of unauthorised and inappropriate purchase orders
being processed .
Internal Audit also performed limited tests of control with
respect to the purchasing process. The following key
observations were noted:
•

90% of manual purchase orders inspected had not been
created in CIVICA;

•

60% of the sample where the purchase requisition was
raised and purchase order approved by the same
individual.

The above issues show non-compliance with the purchasing
process and suggest an overall breakdown in the purchasing
Volume 2
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On the day that was selected for a sample of
purchase orders to be examined, it should be
noted that the Civica system was in fact down
for upgrade. This gave rise to the impression
that the business unit were not using the
system. This is not the case, they use the
purchasing system in accordance with their
purchasing policy

•

Review and determine appropriateness of
current "CIVICA" purchase order limits for
Business Unit staff.

•

Clearly segregate individuals raising purchase
requisitions and those approving purchase
orders.

Comments: Gary Goodman, Chief Financial
Officer

•

Ensure that all purchase orders raised are
recorded in "CIVICA".

Opportunities as outlined agreed and will be
implemented. Target date 31/07/2013 DGM

•

Formally document procedures in respect of
the purchasing process.

2. In order for the BU to efficiently procure
goods, all purchases which are subject to the
costs being recovered must be ordered,
delivered and supplied in an efficient manner.
To deliver this outcome it is imperative that a
single point of contact is provided to staff
responsible for supplying and installing procured
goods.
The BU has a documented process, which was
slowly phased in August 2012, this process
determines that all goods are to be procured
through the active use of the BU buyers guide,
this guide was championed and developed by
Councils procurement officer.
This process is due for review in July 2013 and
will incorporate opportunities identified.
51
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process particularly where the same individual is raising
purchase requisitions and approving orders. This gives rise to
a risk of fraudulent behaviour being potentially exhibited by
staff during the purchasing process.

Responsibility: Peter Fitzgerald, Airport and City
Operations
Target Date: 31 /07/2013

The absence of a formal set of documented procedures in
relation to the purchasing process was also identified. A formal
set of documented procedures, would provide for transparent
and clear guidance in respect of:
•

Segregation of duties for purchase requisition and
purchase order approval;

•

Checking of approved suppliers;

•

Review of condition and quality of goods when received;

•

Checking whether items ordered are actually depleted or
have already been ordered;

Manager Responsible:

Peter Fitzgerald - Airport and City Operations, Gary Goodman - Chief Financial Officer

Executive Responsible:

John Patterson - Manager Special Projects, Lorraine Cullinane - Deputy General Manager

Target date:

31/07/2013
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Inconsistent and Incorrect Variations Calculations
Observation

Opportunities

Management Action Plans

5. Variations calculated incorrectly

It is recommended that the following control
activities a re undertaken:

Observations noted are a result of the new pricing
agreement between Council and SACL (Contract
2487).

Rating - , Medium
The Business Unit in addition to core works performed for
SACL also performs variation contracts for SACL. These are
separate pieces of work, which are outside of the standardised
business as usual work arrangements between the Business
Unit and SACL. The pricing strategy for variations work
performed is on a cost-recovery basis, which includes labour
and material. The rate at which labour is charged to SACL is
defined within the contractual arrangement between the
Business Unit and SACL.

•

•

Embed an appropriate management
verification control to review the accuracy of
pricing calculations perhaps on a sample
basis.
Review existing pricing calculations to
determine accuracy and consistency with
contractual arrangements.

Standard templates used for invoicing and labour
rate calculations will be reviewed to ensure they
comply with the new contractual arrangements
now in place.
Responsibility: Peter Fitzgerald, Airport and City
Operations
Target Date: COMPLETED

Internal Audit performed limited tests of control with regards to
labour calculations for variation contracts. The following
observations were identified from review:
•

Internal Audit were unable to trace the labour rate used for
calculations to the contract or could not be provided with
evidence as to how a rate was calculated for 22% of the
sample;

•

The incorrect rate was used per the contract for 42% of the
sample of labour calculations.

The above issues are therefore indicative of pricing not being
calculated on a consistent basis with agreed contractual rates
or indeed being calculated correctly.
It is imperative that pricing calculations are made with as close
to 100% accuracy as possible, as effective pricing leads to
successful revenue generation, which in turn affects bottom
line profitability.
Volume 2
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By ensuring that pricing is reflective of what has been agreed
with SACL contractually this will promote a better working
relationship in the event of subsequent review of pricing
accuracy by SACL.

Manager Responsible:

Peter Fitzgerald - Airport and City Operations

Executive Responsible:

John Patterson - Manager Special Projects

Target date:

COMPLETED
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Issues noted with Accounts Receivable & Enforcing Contractual Clauses
Observation
6 . Formal debtor ageing and enforcing contractual
clauses
1-------..-------------------~
Rating
High
Internal Audit identified that as at the 15th of October 2012 total
receivables for both Core and Variations work performed for
SACL was approximately $749,340.97 . In addition, total
receivables for work performed for Sydney Ports Corporation
was approximately $23,566.40 and for work performed for
Centennial Park was $10,045.20.
Given that monthly fees generated as revenue for Core SACL
w orks performed are approximately $200,00.00 Internal Audit
deems the current amount of $749,340.97 for total receivables
to be excessive.
Following discussions with staff a number of observations were
identified with respect to Accounts Receivable activities.
For example no formal ageing of receivables is performed and
neither is a monthly ageing report produced and independently
reviewed. An informal spreadsheet is maintained by the
accounts receivable clerk of aged items but this information is
not pulled from the Trial Balance.
Internal Audit has represented below in tabular format a simple
aged debtor analysis that could be produced for SACL Core
and Variations total receivables as at the 16th of October 2012:
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Opportunities

Management Action Plans

To ensure Accounts Receivable is managed as
efficiently and effectively as possible, senior
management should consider implementing the
following control activities:

1.

•

Perform periodic aged analysis reporting of
accounts receivable.

•

Ensure credit and collection policies are
enforced consistently across all Business Unit
debtors.

Once invoices are issued they are in Councils
receivables system with monthly reminder letters
sent. I have further discussed the late payment
problem with appropriate SACL staff.

•

Enforce exiting contractual clauses relating to
Payment and Dispute Resolution.

It is the same process that Council follows
with all other debtor accounts with the
exception that we do not send large
corporation accounts to Councils debt
Collection agents for further action.

We have been asked to provide on a monthly
basis, an aged listing of all invoices. SACL have
agreed to provide in writing why they have not
paid certain invoices.
This in the future will provide clarity and enable
issues to be resolved in a timely manner. Other
non-SACL accounts are handled in the same
manner.
I will be looking in conjunction with the next
budget at introducing a processing fee for late
payment of accounts.

Responsibility: Gary Goodman, Chief Financial
Officer
Target Date: 30/06/2013

2.

All outstanding amounts will be recovered as
per the general conditions of contract 2487
and future accounts monitored for
compliance.
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No of Days

Amount($)

~

360 days

2,178.00

~

180 days

83,439.17

~

150 days

40,296 .67

~

120 days

25,426.41

?: 90 days

254,545.41

?: 60 days

343,455.31

Total

749,340.97

Responsibility: Peter Fitzgerald, Airport and City
Operations
Target Date: 30/06/2013

I

Internal Audit were provided with Councils debt recovery
policy, which requires a reminder letter to be issued for
accounts that remain outstanding 30 days after the due date
and provides a further 14 days to pay the outstanding amount.
Where payment is not received in the initial 14-day period a
final reminder is sent which provides for another 14 days,
subsequent to this period debt recovery proceedings are
commenced.
As such, the aged analysis of existing debt demonstrates
significant non-compliance with Councils debt recovery policy.
Slow collections of accounts receivable could have a
detrimental impact on the Business Units cash flow and
potentially lead to debts being written off.
It is important that Accounts Receivable is managed effectively
to ensure timely collection of revenue and assist with ongoing
cash flow requirements.
In addition, Internal Audit identified that pursuant to contract
2487 SACL are non-compliant in regards to payment of these
invoices. In particular Clause 11 .6 requires that payment is
received 14days or 28days after the day of which initially
submitted dependent on the payment claim submitted.
Volume 2
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Given, the material monetary amounts involved Senior
Management should consider enacting Clause 18 relating to
Settlement of Disputes, to aid the process of collecting funds
owed to the Business Unit for work performed.

Manager Responsible:

Gary Goodman - Chief Financial Officer and Peter Fitzgerald - Manager Airport and City Operations

Executive Responsible:

John Patterson - Manager Special Projects, Lorraine Cullinane - Deputy General Manager

Target Date:

30/06/2013
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Attributing Business Unit Costs Accurately
Opportunities

Observation
7 . Plant & Equipment Charges
1-------.---- - - - - - - - - - - - - -- -

Rating

-

High

Senior management should implement costing approaches
--J that are transparent, measurable and fair against the
Business Unit. For example the use of a specific hire charge

Internal Audit performed an analytical review of the financial
statements of the Business Unit. Analysis of the financial
statements in particular expenses incurred for Materials &
Costs, showed the Business Unit being charged approximately
$250,000 for use of Council Plant and Equipment.
Internal Audit however were unable to substantiate how this
line item of $250,000 had been apportioned by central
Finance, as no evidence could be provided to support the
calculation of this charge.
Given that the use of Motor Vehicles and Plant equipment is
integral to the Business Unit fulfilling operational requirements
it is important that any cost attributed against th·e unit be fair,
measurable and have the ability to be substantiated
independently.

where Council Plant & Equipment is used.

Management Action Plans
Finance is in the process of allocating
plant numbers to all plant used, owned
or operated by Business Unit.
Charges will be levied in the same
manner as Council charges its plant to
internal works.
This will have the effect of also giving
the Business Unit a more accurate
cost of plant items.
In addition all expenditure for work
carried out by business unit on Council
owned plant will be transferred via
Councils plant system.
Responsibility: Gary Goodman, Chief
Financial Officer
Target Date: 31/07/2013

It is important that costs are apportioned accurately against the
Business Unit as it impacts on the ability to assess whether the
unit is truly profitable or not.
By addressing this issue, management will be in a position to
view the Business Unit from a financial perspective, which is
perhaps more aligned to actual operational and trading
performance.
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Manager Responsible:

Gary Goodman - Chief Financial Officer

Executive Responsible:

Lorraine Cullinane - Deputy General Manager

Target date:

31/07/2013
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Appendix 1 - Rating Classification of Internal Audit findings
The following framework for internal audit ratings has been developed for prioritising internal audit findings according to their relative significance depending
on their impact to the process. The individual internal audit findings contained in this report have been discussed and rated with Management.
Rating

Definition

Examples of business impact

Action required

High

Issue represents a
control weakness,
which could have or is
having major adverse
effect on the ability to
achieve process
objectives.

•

Major impact on operations or functions.

•
•

•

Probable decrease in the public's confidence in the council.

Requires prompt management
action.

Major decline in service delivery, value and/or quality recognised by community.

•

•

Contractual non-compliance or breach of legislation or regulation with probable
litigation or prosecution and/or penalty.

Requires executive management
attention.

•

•

Extensive injuries .

Requires a detailed plan of action to
be put in place within 60 days with an
expected resolution date and a
substantial improvement within 3-6
months.

Issue represents a
control weakness,
which could have or is
having significant
adverse effect on the
ability to achieve
process objectives.

•
•
•
•

Moderate impact on operations or functions.

•

Requires short-term management
action.

Moderate decline in service delivery, value and/or quality recognised by community .

•

Contractual non-compliance or breach of legislation or regulation with threat of
litigation or prosecution and/or penalty.

Requires general management
attention.

•

•

Medical treatment required .

Requires a detailed plan of action to
be put in place within 90 days with an
expected resolution date and a
substantial improvement within 6-9
months.

Issue represents a
minor control
weakness, with
minimal but reportable
impact on the ability to
achieve process
objectives.

•
•
•

•

Should not decrease the public's confidence in the council.

Requires management action within
a reasonable time period.

Medium

Low

Volume 2
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Possible decrease in the public's confidence in the council.

Minor impact on internal operations only.
Minimal decline in service/product delivery, value and/or quality recognised by
community.

•

Contractual non-compliance or breach of legislation or regulation with unlikely
litigation or prosecution and/or penalty.

•

First aid treatment.

•
•

Requires process manager attention .
Timeframe for action is subject to
competing priorities and cosUbenefit
analysis, eg. 9 -12 months.
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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 tum build community confidence in
thei.r 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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2. Establishing an Internal Audit Function
Key strategies aimed at ensuring that internal audit services conform with good practice :•

•

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. Leadfag Edge Intemal Auditing. ICSA Publishing, 1998, pgs.
xxxiii, and 10 to 17.
4

Ridley and Chambers: as above
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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 (llA) 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.
llA 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 llA is than,ked for their kind permission to reproduce these standards in this document.

2.3.

Reporting Jines

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 llA'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 resronsible 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 llA'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.

Appointment of Full-Time or Part-Time Internal Auditor

2.4.1.

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 aud itor 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 .- IAB 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.

Guidelines under section 23A of the Local Government Act 1993
Volume 2

September 20 10

16
71

NSW ICAC EXHIBIT

AUDIT COMMITTEE CHARTER

1.

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.

Authority
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 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.

Composition and Tenure
The Committee will consist of:
3.1

3.2

3.3

Volume 2

Members (voting)
•

Councillor (to be nominated)

•

Independent external member (Norm Mah Chut - Chair).

•

Independent external member (Bob Howe).

Attendee (non-voting)
•

General Manager

•

Head of Internal Audit (to be determined)

•

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 of the 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.

4.

Role and Responsibilities
The Committee has no executive powers, except those expressly provided by the
Council.
ln 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

Volume 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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4.3

4.4

4.5

Volume 2

•

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
committee to ethical and lawful behaviour.

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.

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.

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.
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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 of Members
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 ofrisk and internal controls.
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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 take 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 oflnternal Audit will be invited to attend each meetings unless
requested not to do so by the Chair of the Committee. The Committee may also
request the Manager of Finance and Administration 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 oflnternal 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 Manager of Governance 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 provision of Council's code of conduct in carrying out the
functions as council officials. It is the personal responsibility of council
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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 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 wi ll 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:

Volume 2
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Botany 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 2011

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 MAY 2011

A MEETING OF THE POLICIES AND PRIORITIES COMMITTEE
OF BOTANY BAY CITY COUNCIL IS TO BE HELD ON 4 MAY 2011
AT BOTANY TOWN HALL, CNREDWARD STREET AND BOTANY
ROAD, BOTANY COMMENCING AT 6:30 PM.

1

ATTENDANCE

2

APOLOGIES

3

CONFIRMATION OF MINUTES
COMMITTEE RECOMMENDATION
THAT:

4

The Minutes of the Policies and Priorities Meeting held on 24
November 2010 be received and confirmed as a true record of
proceedings.

REPORTS

Page 1
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4.3

4 MAY 2011

AUDIT COMMMITTEE 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 impJemented 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.
Thi s oversight includes internal and external reporting, ii sk
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 Premi er and Cabinet, Division of Local Government,
under section 23A of the Local Govenunent Act 1993, provide advice to councils
regarding tl1e 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.
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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 confirn1ed by Council)

•

Chief Financial 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 cha1ter 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 accOlmting firm or audH service provider or reso urcing
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 fulfi l the requirements of independence. At least one
member of the committee shou.Jd have financial qualifications and experience.
The qualities required by a member of the committee are: •

Knowledge oflocal 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 a1Jd, 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 conunittee chair who:
•

Is knowl edgeable 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

Volume 2

83

NSW ICAC EXHIBIT
POLICIES AND PRIORITIES BUSINESS PAPER

•

Has the requisite local govenunent, financial and leadership skills;

•

Has the ability to build good relationships; and

•

Has strong communication skills

4 MAY 2011

The Council should specify the term of the appointment of the chair.
I consider that Nonn Mah Chut, a fonner local government auclitor and former auditor for
this Council and Bob Howe, Director of Strategic Plaiming Consultants, are we11 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 annun1, 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 fast 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 considerati on by the Council.

It is also considered appropriate that Council appoint the audit committee for an initial
term of up to 19 months (to November 2012) to coincide with the new term of the
Council. The chair would be appointed for the term of the committee. Subject to an
assessment of the performance and effectiveness of the committee, the availability of
members and any new legi slative requirements, Council could consider the re-appointment
of the committee for a further tem1 of the new Council.

RECOMMENDATION
THAT:
Estab lish 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 term and November 30,
2012

6

Provide an adequate budgetary vote for the Committee's operations and delegate to
the General Manager the authority to determine an appropriate fee for the external
independent members, within the limits proposed in the report.
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4 MAY 2011

CLOSURE OF POLICIES AND PRIORITIES COMMITTEE
MEETING
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3 COMMUNICATION WITH MANAGEMENT AND STAFF
There are number of ways that the ARC interacts or communicates with management:
1. the Committee has requested a paper or presentation and the Treasury officer who
was responsible for its preparation attends the meeting to answer questions
2. A response has been given to an item on the Action List from the Minutes of an ARC
meeting
3. A management response has been provided to one or more recommendations in a
new internal audit and a Treasury officer is assisting EY to present its report to the
ARC
4. An item on the Register of Recommendations from a completed internal, or external,
audit has been updated (or is significantly overdue) and the Treasury officer attends
the meeting to answer questions
The Guide for staff interacting with a Treasury Cluster Audit & Risk Committee provides a
detailed explanation of how the management and staff communicate with the ARC
members. See Guide for staff interacting with the ARC.

4 ANNUAL REVIEW OF FINANCIAL STATEMENTS
4.1 Legislative Requirements
The following legislation and NSW Treasury guidelines should be complied w ith, where
applicable, in the preparation of the statutory financial reports for Treasury Cluster entities:
•
•
•
•
•
•

Australian Accounting Standards (AGAAP)
Public Finance and Audit Act, 1983
Public Finance and Audit (General) Regulation 1995
Annual Reports (Departments) Act, 1985
Annual Reports (Departments) Act, 1985 - Regulations
Treasurer's Directions (TDs)

http://www.treasurv.nsw.gov.au/
•

data/assets/pdf file/0007/6559/treasurer di rections.pdf

Treasury Circulars (NSWTCs)

http://www.treasurv.nsw.gov.au/Publications Page/NSW Treasury Circulars
•

Treasury Policy and Guidelines Papers (TPPs)

http://www.treasurv.nsw.gov.au/Treasury Policy Papers Index Page
The Public Finance and Audit Act 1983 (PFAA) is the main instrument that governs the
timing of the preparation of an entity's financial statements and the date that they are
submitted to the Audit Office for review. The PFAA provides that accounts must go to the
Audit Office within 6 weeks of the end of the financial year ( c.11 August), and that they must
be reviewed and an audit opinion issued 10 weeks later. These dates are often referred to in
correspondence as the "statutory deadlines".
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4.2 Review of the Financial Statements by the Committee
The members of the Audit and Risk Committee (ARC) review the financial statements of
many different entities at key dates during the financial year. These dates are determined by
the reporting schedule agreed in the Client Service Plan issued by the Aud it Office.
The aim of the ARC review is to provide independent advice to the Secretary on the content
and form of the financial statements. ARC members will provide feedback to management
on any issues that they feel should be resolved before the statements are forwarded to the
Audit Office.
The financial statements are accompanied by an explanatory coversheet each time they are
submitted to the Committee. Financial statements the Committee has seen before will show
changes since last time in mark-up (or highlight or different coloured font, if Excel).

4.2.1 Steps relevant to the Committee's review of the financial statements
1.

Client Service Plan received from the Audit Office

The Client Service Plan issues in the first half of the calendar year. It is addressed to the Chief
Executive Officer (CEO) and distributed to Committee members by the Secretariat. It contains
important information about the planned review of the financial statements by the Audit Office.
It also includes the agreed timetable for the provision of information to the Audit Office (which
is the basis of the Financial Statements control timetable used by the Treasury ARC).

2.

Committee reviews and comments on Early Close Financial Statements

The Committee receives the Early Close Pro-forma Financial Statements from the
Secretariat at the same time that they are sent to the Audit Office.
The Committee reviews these pro-forma statements in accordance with the Audit and Risk
Committee Charter, and reports any observations to the Chief Audit Executive (CAE) and to
the management of the entity concerned. The comments can then be introduced into
management's discussions with the Audit Office.

3.

Agency receives feedback from the Audit Office on Early Close Procedures

The Audit Office provides formal feedback ("Observations") to the agency CEO on the areas
it reviewed in the Early Close Pro-forma Financial Statements. In doing so , it makes
recommendations to enhance the compilation of the final (year-end) accounts. Copies of the
AO's reports are distributed to Committee members by the Committee Manager.

4.

Committee reviews and comments on Financial Statements for Year End

The draft Financial Statements are provided to the Committee at least 3-4 working days
before they are sent to the Audit Office, so that members may review these documents and
provide feedback prior to submission. The statements should show, in mark-up or
accompanying coversheet, any changes since Early Close, especially text changes. Any
later drafts should ·show any changes made following the ARC's most recent review.
The Treasury officer who develops the financial statements for an agency usually attends
the ARC meeting where the statements are discussed, to hear new comments and clarify
any concerns members may have.
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Sometimes the Committee reviews smaller statements 'out-of-session'. In this case, the
preparing officer provides the contact number (mobile if available) of his/her Executive
Director or the CFO to the CAE and Chair, in case of questions.
Audit Office holds its clearance meeting and issues the Client Service Report

5.

The Client Service Report gives the CEO and the ARC an opportunity to assess the audit
findings prior to the Auditor General issuing the management representation letter. The
observations in the Client Service Report are discussed with agency management during the
audit clearance meeting prior to its release. Copies of these reports are distributed to
Committee members by the Secretariat.
Committee commends the accounts to the CEO

6.

The Committee is responsible for commending the final audited financial statements
(statutory accounts) to the Chief Executive Officer prior to his sign-off under the Public
Finance and Audit Act 1983 (s41C).
To facilitate the commendation, the CFO provides the following information to the Committee
via the Secretariat:
•
•
•

Accounts, marked up with any changes since last viewed by the Committee
Client Service Report issued by the Audit Office
Management Representation Letter (MRL) signed by the CFO

Once the Committee ratifies these documents, the Chair signs a letter of commendation to
the Secretary, previously prepared by the CAE . The Committee Manager forwards the
signed letter to the CFO, who then arranges for the financial statements to be signed off by
the CEO and forwarded to the Audit Office.
7.

Financial Statements are signed by the CEO and the Audit Office issues the
Independent Audit Report

Having received the assurances described above , the CEO signs the audited statements
and returns them to the Audit Office. The Audit Office then returns the financial statements to
the entity. The statements are now embossed with the Audit Office seal on every page , and
they are accompanied by the Independent Audit Report. This Audit Report is the formal
opinion issued by the Audit Office that the financial statements are free from material
misstatements (errors).
8.

Management Letter is issued by the Audit Office

The Auditor-General's Management Letter, which follows some time after final sign-off, is an
important part of the reporting process associated with the external audit of the financial and
operational activities of the organisation. This letter typically describes a range of matters
that the Auditor-General considers necessary to bring to the attention of management.
These are regarded by the ARC as equivalent to the Recommendations of an internal audit.
Final Management Letters from external audit are forwarded to the Chief Audit Executive
(CAE) for the Committee at the same time that they are provided to management for
response. The agreed management responses become part of the ARC's Register of
Recommendations from External Audit (see s.1.6.1 above).
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Compiled Auditing Standard

ASA 260
(June 20 1I)

Auditing Standard ASA 260
Communication with Those
Charged with Governance
This compilation was prepared on 27 June 20 11 taking into account
amendments made by ASA 2011-1

Prepared by the Auditing and Assurance Standards Board

Australian Government
Auditing and Assurance Standards Board
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Compiled Auditing Standard ASA 260
Communicutio11 with Those Charged with Governance

COMPILATION DETAILS
Auditing Standard ASA 260 Communication with
Those Charged with Governance as Amended
This compilation takes into account amendments made up to and including
27 June 2011 and was prepared on 27 June 20 I 1 by the Auditing and
Assurance Standards Board (AUASB).
This compilation is not a separate Auditing Standard made by the AUASB.
Instead, it is a representation of ASA 260 (October 2009) as amended by
another Auditing Standard which is listed in the Table below.

Table of Standards
Standard

Date made

Operative date

ASA 260
ASA 2011-1

27 October 2009
27 June 2011

1 Januarv 2010
I July 20 11

Table of Amendments
Paragraph affected

How affected

By ... !paragraph!

Aus O.l(a)
Aus 17. 1
Footnote*

Amended

ASA 2011-1 r2s1

Amended

ASA 2011-1 r261

ASA 260 - compiled
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AUDITING STANDARD ASA 260
The Auditing and Assurance Standards Board (AUASB) made Auditing
Standard ASA 260 Communication with Those Charged with
Governance, pursuant to section 227B of the Australian Securities and
Investments Commission Act 2001 and section 336 of the Corporations
Act 2001 , on 27 October 2009.
This compiled version of ASA 260 incorporates subsequent amendments
contained in another Auditing Standard made by the AUASB up to and
including 27 June 20 11 (see Compilation Detail s).

AUDITING STANDARD ASA 260
Communication with Those Charged with
Governance
Application
(

Aus 0.1

This Auditing Standard appl ies to:

Aus 0.2

(a)

an audit of a financial report for a financial year, or
an audit of a financial report for a half-year, in
accordance with the Corporations Act 2001; and

(b)

an audit of a financial report, or a complete set of
financial statements, for any other purpose.

This Auditing Standard also applies, as appropriate, to an
audit of other historical financial information.

Operative Date
Aus 0.3

This Auditing Standard is operative for financial reporting
periods commencing on or after I January 2010. [Note: For
operative dates of paragraphs changed or added by an amending Standard,
see Compilation Details.)

Introduction
Scope of this Auditing Standard
I.

This Auditing Standard deals with the auditor' s responsibility to
communicate with those charged with governance in an audit of a
financial report. Al though this Auditing Standard appli es
irrespecti ve of an entity' s governance structure or size, particular
considerations apply where a ll of those charged with governance are
involved in managing an entity, and for entities whose audit is
conducted under the Corporations Act 2001 . This Auditing
Standard does not establish requirements regarding th e auditor's
communication with an entity's management or owners unless they
are a lso t:hargt:d with a governance role.

2.

This Auditing Standard is written in the context of an audit of a
financial report, but may also be applicable, adjusted as necessary in
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the ci rcumstances, to audits of other historical fi na ncial information
when those charged with governance have a responsibility to
oversee the preparation of other historical financial information.
3.

Recognisi ng the importance of effecti ve two-way communication in
an audit of a financial report, this Auditing Standard provides an
overarching framework for the aud itor's communication with those
charged with governance, and identifies some specific matters to be
communicated with them. Additional matters to be commu nicated,
which complement the requirements of this Auditing Standard, are
identified in other Auditing Standards (see Append ix I). In
addition, ASA 265 1 establishes specific requirements regard ing the
communication of significant deficiencies in internal control the
auditor has identified during the audit to those charged with
governance. Further matters, not required by this or other Auditing
Standards, may be required to be communicated by laws or
regulations, by agreement wi th the entity, or by additional
requ irements applicable to the engagement, for example, the
standards of a professional accountancy body. Nothing in this
Auditing Standard precludes the auditor from communicating any
other matters to those charged with governance. (Ref: Para. A24-A27)

The Role of Communication
4.

This Auditing Standard focuses primarily on communications from
the auditor to those charged with governance. Nevertheless,
effective two-way communication is important in assisting:
(a)

The auditor and those charged with governance in
understanding matters related to the audit in context, and in
developing a constructive worki ng relationship. This
relationship is deve loped whi le maintaining the auditor's
independence and objectivity;

(b)

The auditor in obtaining from those charged with
governance information relevant to the audit. For example,
those charged with governance may assist the auditor in
understanding the entity and its environment, in identifying
appropriate sources of aud it evidence, and in providing
information about specific transactio ns or events; and

(c)

Those chargecl with governance in fulfilling their
responsibility to oversee the financial reporti ng process,

See ASA 265 Communicating Deficiencies in lmemal Control to Those Charged with
Govemance and Management.
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thereby reducing the risks of material misstatement of the
financial report.
5.

Although the auditor is responsible for communicati ng matters
required by this Auditing Standard, ma.nagement also has a
respon sibility to communicate matters of governance interest to
those charged with governance. Communication by the auditor does
not reli eve management of this responsibility. Similarly,
communication by management with those charged with governance
of matters that the auditor is requi red to communicate does not
relieve the auditor of the responsibility to also communicate them.
Communication of these matters by management may, however,
affect the fo rm or timing of the aud itor's communication with those
charged with governance.

6.

Clear communication of specific matters required to be
communicated by Australian Aud iti ng Standards is an integral part
of every audit. Australian Auditi ng Standards do not, however,
requi re the auditor to perform procedures specifically to identify any
other matters to communicate with those charged with governance.

7.

Law or regulation may restrict the auditor's communication of
certain matters with those charged with governance. For example,
law or regulation may specificall y prohibit a communication, or
other action, that might prej udice an investigation by an appropriate
authority into an actual, or suspected, illegal act. In some
circumstances, potential confli cts between the auditor's obligations
of confidentiality and obligations to communi cate may be complex.
In such cases, the auditor may consider obtaining legal advice.

Effective Date
8.

[Deleted by the AUASB. Refer Aus 0.3]

Objectives
9.

The objectives of the auditor are:
(a)

To communicate clearly with those charged with
governance the responsibilities of the auditor in relation to
the financial report audit, and an overview of the planned
scope and timing of the aud it;

(b)

To obtain fro m those charged with governance
information relevant to the audit;
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(c)

To provide those charged with governance with timely
observations arising from the audit that are signi ficant and
relevant to their responsibility to oversee the financial
reporting process; and

(d)

To promote effective two-way communication between
the auditor and those charged with governance.

Definitions
10.

For purposes of the Australian Auditing Standards, the follo wing
terms have the meanings attributed below:
(a)

Those charged with governance means the person(s) or
organisation(s) (for example, a corporate trustee) with
responsibility for overseeing the strategic direction of the
entity and obligations related to the accountability of the
entity. This includes overseeing the financial reporting
process. For some entities in some jurisdictions, those
charged with governance may include management
personnel, for example, executive members of a governance
board of a private or public sector entity, or an
owner-manager. For discussion of the diversity of
governance structures, see paragraphs Al-A8.

(b)

Management means the person(s) with executive
responsibility for the conduct of the entity' s operations.
For some entities, in some jurisdictions, management
includes some or a ll of those charged with governance, for
example, executive members of a governance board, or an
owner-manager.

Requirements
Those Charged with Governance
11.

The auditor shall determine the appropriate person(s) within the
entity's governance structure with whom to communicate.
(Ref: Para. A1-A4)

Communication with a Subgroup of Those Charged with Governance
12.

If the auditor communicates with a subgroup of those charged with
governance, for example, an audit committee, or an indi vidual, the
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auditor shall detennine whether the auditor also needs to
communicate with the governing body. (Ref: Para. A5-A7)

When All of Those Charged with Governance Are Involved in Managing the
Entity
13.

In some cases, all of those charged with governance are involved in
managing the entity, for example, a small business where a single
owner manages the entity and no one else has a governance role. In
these cases, if matters required by this Auditing Standard are
communicated with person(s) with management responsibilities, and
those person(s) also have governance responsibilities, the matters
need not be communicated again with those same person(s) in their
governance role. These matters are noted in paragraph 16(c) of this
Auditing Standard. The auditor shall nonetheless be satisfied that
communication with person(s) with management responsibilities
adequately informs all of those with whom the auditor would
otherwise communicate in their governance capacity. (Ref: Para. AS)

Matters to Be Communicated
The Auditor 's Responsibilities in Relation to the Financial Report Audit
14.

The auditor shall communicate with those charged with governance
the responsibilities of the auditor in relation to the financial report
audit, including that:
(a)

The auditor is responsible for forming and expressing an
opinion on the financial report that has been prepared by
management with the oversight of those charged with
governance; and

(b)

The aud it of the financial report does not relieve
management or those charged with governance of their
responsibil ities. (Ref: Para. A9-A IO)

Planned Scope and Timing of the Audit
15.

The auditor shall communicate with those charged with governance
an overview of the planned scope and t iming of the audit.
(Ref: Para. A I I-A 15)
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Significant Findings from the Audit
16.

The auditor shall communicate with those charged with governance:
(Ref: Para. A 16)

(a)

The auditor's views about significant qualitative aspects of
the entity's accounting practices, including accounting
policies, accounting estimates and financial report
disclosures. When applicable, the auditor shall explain to
those charged with governance why the auditor cons iders a
significan t accounting practice, that is acceptable under the
appl icable financial reporting framework, not to be most
appropriate to the particular circu mstances of the entity;
(Ref: Para. A 17)

(b)

Significant difficulti es, if any, encountered duri ng the audit;
(Ref: Para. A 18)

(c)

{d)

Unless all of those charged with governance are involved in
managing the entity:
(i)

Significant matters, if any, arising from the audit
that were discussed, or subject to correspondence
with management; and (Ref: Para. A t9)

(ii)

Written representations the auditor is requesting;
and

Other matters, if any, arising from the audit that, in the
auditor' s professional j udgement, are s ignificant to the
oversight of the financial reporting process. (Ref: Para. A20)

Auditor Independence
17.

In the case of listed entities the auditor shall communicate with those
charged with governance:
(a)

A statement that the engagement team and others in the
firm as appropriate, the firm and, when appli cable, network
firms have complied with relevant ethical requirements
regarding independence;• and

See ASA I 02 Compliance with Ethical Requirements when Performing Audits, Reviews
and Other Assurance Engagements.
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(b)

(i)

All relationships and other matters between the
firm, network firms, and the entity that, in the
auditor's professional judgement, may reasonably
be thought to bear on independence. T his shall
include total fees charged during the period
covered by the fi nancial report for audit and
non-audit services provided by the firm and
network fi rms to the entity and components
controlled by the entity. These fees shall be
allocated to categories that are appropriate to assist
those charged with governance in assessing the
effect of services on the independence of the
auditor; and

(ii)

The related safeguards that have been applied to
eliminate identified threats'to independence or
reduce them to an acceptab le level.
(Ref: Para. A2 l-A23)

Aus 17.l

In the case of entities• audited in accordance with the
Corporations Act 2001, the auditor shall communicate with
those charged with governance a statement that the
engagement team and others in the firm as appropriate, the
firm, and, when applicable network fi rms, have complied
with the independence requirements of section 307C of the

Corporations Act 2001.
The Communication Process

Establishing the Communication Process
18.

The auditor shall communicate with those charged with governance
the form, timing and expected general content of communications.
(Ref: Para. A28-A36)

Forms of Communication
19.

The auditor shall communicate in writing with those charged with
governance regarding significant findings fro m the audit if, in the
auditor's professional judgement, oral communication would not be
adequate. Written communications need not include all matters that
arose during the course of the audit. (Ref: Para. A37-A39)

See, for example, section 292 of the Corporations Act 2001 for types of entities.
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If the auditor is concerned that a written report intended for
those charged with governance has not been, or may not be,
distributed to all members of that group, the auditor shall
endeavour to ensure all members are appropriately
informed of the contents of the report.

Aus 19.1

20.

The auditor shall communicate in writing with those charged with
governance regarding auditor independence when required by
paragraph 17 and Aus 17.1 of this Auditing Standard.

Timing of Communications
2 1.

The auditor shall communicate with those charged with governance
on a timely basis. (Ref: Para. A40-A41)

Adequacy of the Communication Process
22.

The auditor shall evaluate whether the two-way communication
between the auditor and those charged with governance has been
adequate for the purpose of the audit. If it has not, the auditor shall
evaluate the effect, if any, on the auditor's assessment of the risks of
material misstatement and abi lity to obtain sufficient appropri ate
audit evidence, and shall take appropriate action. (Ref: Para. A42-A44)

Documentation
23.

Where matters required by this Auditing Standard to be
communicated are communicated orally, the auditor shall include
them in the audit documentation, and when and to whom they were
communicated. Where matters have been communicated in writing,
the auditor shall retain a copy of the communication as part of the
audit documentation.~ (Ref: Para. A45)

***

See ASA 230 Audit Documen1a1io11, paragraphs 8- 11 and paragraph A6.
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Application and Other Explanatory Material
Those Charged with Governance (Ref: Para. 11 )
A1.

A2.

Governance structures vary by entity, reflecting influences such as
size and ownership characteristics. For example:

•

In some j urisdictions, a supervisory (wholly or mai nl y
non-executive) board exists that is legally separate from an
executive (management) board (a two-tier board structure).
In other jurisdictions, both the supervisory and executive
functions are the legal responsibility of a single, or unitary,
board (a one-tier board structure).

•

In some entities, those charged with governance ho ld
positions that are an integral part of the entity 's legal
structure, for example, company directors. In others, for
example, some public sector entities, a body that is not part
of the entity is charged with governance.

•

In some cases, some or all of those charged with
governance are involved in managing the entity. In others,
those charged with governance and management comprise
different persons.

•

In some cases, those char§ed with governance are
responsi ble for approving the entity' s financial report (in
other cases management has this responsibility).

In most entities, governance is the collective responsibi lity of a
governing body, such as a board of directors, a supervisory board,
pru1ners, proprietors, a committee of management, a council of
governors, trustees, or equivalent persons. In some smaller entities,
however, one person may be charged with governance, for example,
the owner-manager where there are no other owners, or a sole
trustee. When governance is a collective responsibility, a subgroup
such as an audit committee or even an individual, may be charged
with specific tasks to assist the governing body in meeting its
responsibilities. Alternatively, a subgroup or individual may have
specific, legally identified responsibi liti es that differ from those of
the governing body.

See ASA 700 Forming an Opinion and Reporting on a Financial Report, paragraph A40.
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A3.

Such diversity means that it is not possi ble for this Auditing
Standard to specify for all audits the person(s) with whom the
auditor is to communicate particular matters. Also, in some cases
the appropriate person(s) with whom to communicate may not be
clearly identifiable from the applicable legal framework or other
engagement circumstances, for example, entities where the
governance structure is not formally defined, such as some
owner-managed entities, some not-for-profit organisations, and
some public sector entities. 1n such cases, the auditor may need to
discuss and agree with the engaging party the relevant person(s)
with whom to communicate. In deciding with whom to
communicate, the auditor's understanding of an entity's governance
structure and processes obtained in accordance with ASA 315 4 is
relevant. The appropriate person(s) with whom to communicate
may vary depending on the matter to be communicated.

A4.

ASA 600 includes specific matters to be communicated by group
auditors with those charged with governance5 • When the entity is a
component of a group, the appropriate person(s) with whom the
component auditor communicates depends on the engagement
circumstances and the matter to be communicated. In some cases, a
number of components may be conducting the same businesses
within the same system of internal control and using the same
accounting practices. Where those charged with governance of
those components are the same (for example, common board of
directors), duplication may be avoided by dealing with these
components concurrently for the purpose of communication.

Communication with a Subgroup of Those Charged with Governance
(Ref: Para. 12)

AS.

When considering communicating with a subgroup of those charged
with governance, the auditor may take into account such matters as:
•

The respective responsibilities of the subgroup and the
governing body.

•

The nature of the matter to be communicated.

•

Relevant legal or regulatory requirements.

See ASA 3 J 5 identifying and Assessing the Risks ofMaterial Misstatement through
Understanding the En1ity and J1s Environment.
See ASA 600 Special Considerations- Audits ofa Group Financial Report (In cluding the
Work of Component Auditors), paragraphs 46-49.
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•

Whether the subgroup has the authority to take action in
relation to the information communicated, and can provide
further information and explanations the auditor may need.

A6.

When deciding whether there is also a need to communicate
information, in full or in summary form, with the governing body,
the auditor may be influenced by the auditor's assessment of how
effectively and appropriately the subgroup communicates relevant
information with the governing body. The auditor may make
explicit in agreeing the terms of engagement that, unless prohibited
by law or regulation, the auditor retains the right to communicate
directly with the governing body.

A7.

Audit c01mnittees (or similar subgroups with di fferent names) exist
in many jurisdictions. Although their specific authority and
functions may differ, communication with the audit committee,
where one exists, has become a key element in the auditor' s
communication with those charged with governance. Good
governance principles suggest that:
•

The auditor will be invited to regularly attend meetings of
the audit committee.

•

The chair of the audit committee and, when relevant, the
other members of the audit committee, will liaise with the
auditor periodically.

•

The audit committee will meet the auditor without
management present at least annually.

When All of Those Charged with Governance Are Involved in Managing the
Entity (Ref: Para. 13)
A8.

In some cases, all of those charged with governance are.invo lved in
managing the entity, and the application of communication
requirements is modified to recognise this position. In such cases,
communication with person(s) with management responsibilities
may not adequately inform all of those with whom the auditor would
otherwise communicate in their governance capacity. For example,
in a company where all directors are involved in managing the
entity, some of those directors (for example, one responsible for
marketing) may be unaware of significant matters discussed with
another director (for example, one responsible for the preparation of
the financial report).
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Matters to Be Communicated
The Auditor's Responsibilities in Relation to the Financial Report Audit
(Ref: Para. 14)

A9.

AlO.

The auditor's responsibilities in relation to the financial report audit
are often included in the engagement Jetter or other suitable fonn of
written agreement that records the agreed terms of the engagement.
Providing those charged with governance with a copy of that
engagement letter or other suitable form of written agreement may
be an appropriate way to communicate with them regarding such
matters as:
•

The auditor's responsibility for performing the audit in
accordance with Australian Auditing Standards, which is
directed towards the expression of an opinion on the
financial report. The matters that Australian Auditing
Standards require to be communicated, therefore, include
significant matters arising from the audit of the financial
report that are relevant to those charged with governance in
taking responsibility for, or overseeing, the financial
reporting process.

•

The fact that Australian Auditing Standards do not require
the auditor to design procedures for the purpose of
identifying supplementary matters to communicate with
those charged with governance.

•

When applicable, the auditor's responsibility for
communicating particular matters requi red by law or
regulation, by agreement with the entity or by additional
requirements applicable to the engagement, for example,
the standards of a professional accountancy body.

Law or regulation, an agreement with the entity or additional
requirements applicable to the engagement may provide for broader
communication with those charged with governance. For example,
(a) an agreement with the entity may provide for particular matters
to be communicated when they arise from services provided by a
firm or network firm other than the financial report audit; or (b) the
mandate of a public sector auditor may provide for matters to be
communicated that come to the auditor's attention as a result of
other work, such as performance audits.
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3. Audit and Risk Committee

Principle 3:
The agency head receives relevant and timely advice on the agency's
governance, risk and control frameworks and its external accountability
obligations from an independent Audit and Risk Committee with
appropriate expertise.

Core Requirement 3.1 - An independent Audit and Risk
Committee with appropriate expertise has been established
Establishment of an Audit and Risk

Committ~e

3.1.1

The agency head must establish an Audit and Risk Committee to
oversee and monitor governance, risk and control issues affecting the
operations of the agency.

3.1.2

The Audit and Risk Committee must have no fewer than three (3)
members and no more than five (5) members24 . Depending on the size
and complexity of the agency, more than three members may be
required for the committee to effectively discharge its responsibilities 25 .

3.1.3

The agency head must appoint the chair26 and members of the Audit
and Risk Committee from the panel of pre-qualified individuals
maintained by the Department of Finance, Services and Innovation. 27

Practice Note - Appointment of members from the Prequa/ification
Scheme
Department of Premier and Cabinet Circular No. C2009-13 establishes
the Prequa/ification Scheme: Audit and Risk Committee Independent
Chairs and Members. Instructions in this Policy should be read in
conjunction with Circular No. C2009-13 and any accompanying
conditions and guidelines, as updated from time to time.

Independence of members

3.1.4

Volume 2

The agency head must appoint only 'independent members' (including
an 'independent chair') to the agency's Audit and Risk Committee from
the panel of pre-qualified individuals maintained by the Department of
Finance, Services and lnnovation. 28 'Independence' requirements are
listed in clause 3.1.529 .

24

Inclusive of the Chair.

25

The chair is counted as one member of the Audit and Risk Committee.

26

An individual must be pre-qualified as a chair on the Prequalification Scheme: Audit and Risk
Committee Independent Chairs and Members to be appointed as a chair. An individual who is
prequalified as a member only cannot be appointed as a chair to an Audit and Risk
Committee.

27

The Prequalification Scheme: Audit and Risk Committee Independent Chairs and Members.
Further information, including Scheme Conditions and Guidelines, is available at the
ProcurePoint website which is managed by NSW Procurement (NSWP), a division of the
Department of Finance, Services and Innovation .

28

This 'independence' requirement may be subject to the provisions relating to transitional
arrangements on page 14 of the Policy.

29

Prequalification does not preclude the need for the Chair and members to satisfy the
requirement to be independent.
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3.1.5

Members of the Audit and Risk Committee will be classified as being
'independent members' if they do not possess one or more of the
following relationships:30
•

•
•

•

•

•

•

is currently employed in the NSW government sector31 in a role
except as a non-executive director of a governing board of a
32
statutory body
has been employed in a senior management role33 in the
appointing agency or related agency within the last three years
has been employed in the NSW government sector in a role that
can exert direct and significant influence over a service provider to
the appointing agency, within the last three years
currently performs, or has performed any services, including
advisory roles, for an agency, which directly affects the subject
matter of the Audit and Risk Committee of the appointing agency,
within the last three years
has a material business or other contractual relationship , or any
other direct financial interest or material indirect financial interest
with the appointing agency, or a related agency, which could
reasonably be perceived to materially interfere with the individual's
ability to act in the best interests of the appointing agency
currently acts, or has acted as an advocate of a material interest on
behalf of the appointing agency, or a related agency, or currently
is, or has been, engaged in litigation or in resolving disputes
between the appointing agency and thi rd parties
has an immediate family member or close family member who is
employed in a senior management role of the appointing agency,
or a rel ated agency, or is employed in any other role which can
exert direct and significant influence over the subject matter of the
Audit and Risk Committee of the appointing agency.

This list prescribes the minimum key relationships that must be avoided.
The appointing agency head must ensure appropriate safeguards are in
place to eliminate or reduce significant threats to independence in
accordance with the terms of this clause.

Volume 2

3.1.6

For the purposes of clause 3.1 .5, non-executive directors of the
governing board of a statutory body that are pre-qualified in accordance
with clause 3.1.3 are not considered to be 'employed' by an agency and
are eligible for appointment as chairs and members of the Audit and
Risk Committee provided that they meet th e other independence
requirements provided in clause 3.1.5.

3.1.7

The agency head must ensure that adequate procedures are in place to
preserve the independence of the chair and members of the Audit and
Risk Committee.

3.1 .8

The chair and members of the Audit and Ri sk Committee must notify
the agency head immediately if a real or perceived threat to their
independence arises.

30

The 'conflict of interest' relationships listed in clause 3. 1.5 draw on the independence
guidelines set out in Accounting Professional and Ethical Standards Board, APES 110: Code
of Ethics for Professional Accountants, Ju ne 2006 .

31

Government sector as defined in the Government Sector Employment Act 2013.

32

Current employees of all NSW government sector agencies cannot serve as members or
chairs of an Audit and Risk Committee, including within their own agency. This includes
statutory and special appoi ntments other than non-executive directors of the governing board
of a statutory body.

33

Excluding as non-executive directors of the governing board of a statutory body.
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Qualification of members

3.1 .9

When selecting Audit and Ri sk Committee members, the agency head
must consider their suitability to the specific needs of the agency but
also take reasonable steps to ensure that members collectively develop,
possess and maintain, the following skills and knowledge:

•
•

•

extensive knowledge of the governance and financial management
of organisations in the public sector
exceptional financial literacy, including the ability to understand and
appropriately interrogate financial statements
an understanding of the objectives and responsibilities of NSW
Public Sector agencies
a functional and operational knowledge of:
risk management
performance management frameworks
internal audit
external audit
financial management
accounting
internal control frameworks
governance (including planning , reporting and oversight)
business operations
legal and compliance frameworks
capacity to ensure the integrity of the decision-making of the Audit
and Risk Committee, including a willingness to constructively
challenge management practices and information
unwavering professionalism and ethical behaviour which
exemplifies the culture of the NSW Public Service within the
framework of Government Sector Core Values in section 7 of the
Government Sector Employment Act 2013.

Terms of members

3.1 .10 The initial term of membership of the Audit and Risk Committee must
be at least three (3) years and must not exceed five (5) years.
3.1.11

Members can be reappointed or extended for further term(s) but the
total period of continuous membership on the Committee must not
exceed eight (8) years34 (inclusive of any term as chair of the
Committee35 )

3.1 . 12 Any reappointment or extension of membership on the Audit and Risk
Committee must be approved only after the agency head has made a
formal assessment of the member's performance as a committee
member.

Practice Note - Staggering member renewal dates
Continuity of knowledge and experience on the Audit and Risk
Committee is integral to its operation. It is strongly recommended that
membership renewal dates be staggered so significant knowledge is
not lost to the Audit and Risk Committee. Ideally, no more than one ( 1)
member should leave the Audit and Risk Committee because of
rotation in any one (1) year.

Volume 2

34

This requirement may be subject to the provisions relating to transitional arrangements on
page 14 of the Policy.

35

Refer to clause 3. 1. 13.

TPP1 5-03 Internal Audit and Risk Management Policy for the NSW Public Sector

34

111

NSW ICAC EXHIBIT

Terms of chairs

3.1.13 The chair of the Audit and Risk Committee must be appointed for one
(1) term only for a period of at least three (3) years, with a maximum
period of five (5) years. The term of appointment for the chair can be
extended but any extension must not cause the total term to exceed
five (5) years as a chair of the Audit and Risk Committee.

Practice Note - The term of the chair
A member of the Prequalification Scheme: Audit and Risk Committee
Independent Chairs and Members36 may be appointed as a chair either
prior to or subsequent to a term as a Member. However the member's
total term as chair must not exceed five (5) years and the member's total
term on the Committee (inclusive of a term as chair and a term as a
member) must not exceed a total of eight (8) years.
For example a member of the Prequalification Scheme might be
appointed for an initial term of three (3) years as a member and then be
appointed as chair of the Committee for a period of five (5) years or vice
versa.

Supplementary Ter·ms

3.1.14 Individuals who have served a term of eight (8) years (including a term
as chair (as relevant)) on the Audit and Risk Committee of an agency
may be reappointed for a further eight (8) year term with the same
agency provided that the individual has served a period of three (3)
years during which they have not been appointed to the agency's Audit
and Risk Committee. Their reappointment is also subject to the
individual also meeting the independence requirements of the Policy in
clause 3.1.5 and remaining pre-qualified in accordance with clause
3.1.3. 37

Core Requireme nt 3.2 - The Audit and R isk Committee is an
advisory committee providing assist ance to the agency head
on the agency's governance processes, risk management and
control frameworks, and its external accountability obligations

Purpose of Audit and Risk Committee

3.2.1

36
37

Volume 2

The objective of the Audit and Risk Committee is to provide
independent assistance to the agency head by monitoring, reviewing
and providing advice about the agency's governance processes, risk
management and control frameworks and its external accountability
obligations

A member who is prequalified as a chair.
This clause applies only to individuals seeking to be reappointed to the Aud it and Risk
Committee of an agency to which they have previously been appointed and they have already
completed a term of eight (8) years {including any term as chair of the agency's Audit and Risk
Committee).

------·-------··-----
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Responsibilities of Audit and R isk Committee

3.2.2

The Audit and Risk Committee is an integral component of an agency's
corporate governance arrangements, and its responsibil ities will
generally cover the review and overview of the following areas:
•
•
•
•
•
•
•

internal controls
risk management
corruption and fraud prevention
external accountability (including the financial statements)
applicable laws and regulations
internal audit
external audit.

3.2.3 The Audit and Risk Committee is also expected to overview the agency's
financial information, which includes mandated reviews of the agency's:
processes for management review and consideration of the
financial position and performance of the agency including the
frequency and nature of that review (including the approach taken
to addressing variances and budget risks)
Chief Financial Officer Letter of Certification and supporting
documentation (consistent with NSW Treasury Policy and
Guidelines Paper Certifying the Effectiveness of Internal
Controls over Financial Information (TPP 14-05)
early close procedures and pro-forma financial statements
cash management processes
processes for collection, management and disbursement of grants
and tied funding.
3.2.4

The Audit and Risk Committee has no executive powers.

3.2.5

The Audit and Risk Committee does not have delegated fi nancial
responsibility or any management functions.

Core Requirement 3.3 - The Audit and Risk Committee has a
Charter that is consistent with the content of the 'model
charter'
Model Charter for Audit and Risk Committee

3.3.1

The agency head must ensure that the Audit and Risk Committee has a
Charter that is consistent with the content of the model charter at
Annexure B of this Policy. 38

3.3.2

The agency head is required to consider the specific ci rcumstances of
the agency and may, where appropriate, incl ude provisions additional to
those set out in the model charter, providing these do not conflict with
the model charter.

3.3.3

The agency head must approve the Charter and ensure it has been
distributed to all members of the Audit and Risk Committee, including all
new appointments.

38
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This requirement may be subject to the provisions relating to transitional arrangements on
page 14 of the Policy.
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3.3.4

The Audit and Risk Committee must ensure that:
•

•
•

the Charter is formally reviewed by the Audit and Risk Committee
periodically, at least annually, to ensure its ongoing relevance, with
recommendations for updates approved by the agency head
the Charter is sufficiently detailed to ensure there is no ambiguity
the Charter has clear guidance on key aspects of the committee's
operations.

Audit and Risk Committee Operations

3.3.5

The Audit and Risk Committee must meet at least quarterly. Depending
on the size and complexity of the agency, more frequent meetings may
be necessary in order for the Audit and Risk Committee to effectively
perform its roles and discharge its responsibilities.

3.3.6

The agency head must nominate a person(s) to provide secretariat
support to the Audit and Risk Committee.

3.3. 7

The appointed secretariat support is responsible for minuting the
meetings of the Audit and Risk Committee. The minutes must include a
record of attendance, issues, outcomes (including decisions) and action
items.

3.3.8

Agency heads are encouraged to attend the meetings of the Audit and
Risk Committee. Committee members, if necessary, are able to have
in-camera discussions39 . The chair of the Audit and Risk Committee
should indicate prior to the meeting which agenda items may be of
particular interest to the agency head.40

3.3.9

Nothing in this policy prevents the Chief Audit Executive, Chief Risk
Officer (as relevant), external audit representatives and any other
agency representatives from attending Audit and Risk Committee
meetings, except where the Committee members wish to hav e
in-camera discussions.

3.3.10 The minutes of meetings of the Audit and Risk Committee must be
provided to the agency head within a reasonable time frame, as agreed
between the Audit and Risk Committee and the agency head. The
agreed time frame must be stated in the Audit and Risk Committee's
Charter.

Practice Note - Providing minutes to the agency head
It is good practice to provide the minutes of the Audit and Risk
Committee meeting within two (2) weeks of the meeting date to the
agency head.
3.3.11 The agency head is responsible for ensuring that the Audit and Risk
Committee is promptly provided with all necessary and relevant
information regarding their responsibi lities and operations both prior to,
and during their appointment to enable them to develop and maintain a
sound understanding of the:
o business of the agency
o environment in which the agency operates, and
o contribution that the Audit and Risk Committee makes to the
agency.

Volume 2

39

In the case of a governing board, the chair or a member may attend on behalf of the board , or
the board may ask a nominated delegate to attend on its behalf.

40

The agency head is not considered a member of the Audit and Risk Committee.
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Practice Note - Keeping the Audit and Risk Committee up-to-date

Agencies are encouraged to implement processes and systems which
enable their Audit and Risk Committees to remain up-to-date with
developments concerning the NSW Public Sector rel ating to the Audit
and Risk Committee's responsibilities, together with significant
compliance, strategic and operations matters affecting the agency.
For example, an agency may wish to consider including Audit and Ri sk
Committee members on their distribution lists for key circulars and
policies issued by all central agencies, or providing briefings or access
to briefings for Committee members on matters relevant to audit and
risk.

3.3.12 The Audit and Risk Committee is to have access to operational and
senior management, including the Chief Finance and/or Accounting
Officer when required. The Committee may request the Chief Finance
Officer or other employees to attend Committee meetings or participate
for certain agenda items.
3.3.13 The Audit and Risk Committee may identify the need for independent,
expert advice, and may request the agency head to make such expert
assistance available.
3.3.14 The Audit and Ri sk Committee must have direct access (where
necessary) to the internal and external auditors without operati onal
management being present, and must meet with the internal and
external auditors at least annually.

Practice Note - Internal and external auditors

It is good practice for agencies to ensure that processes are in place to
enable both the internal audit and external auditors to provide feedback
to the Audit and Risk Committee in the absence of management or
other parties.

3.3.1 5 The Audit and Risk Committee can seek explanations and additional
informati on from any employee or contractor of the agency.
Reporting

3.3.16 The agency head must ensure that processes are in place to allow the
Committee, at any time, to report on any matters it deems of sufficient
importance to do so. In addition, processes should be established to
allow an individual Committee member to request a meeting with the
agency head.
3.3.17 The Committee must at all times ensure it maintains a direct reporting
line to and from internal audit and acts as a mechanism for internal
audit to report to the agency head on functional matters.
3.3. 18 The Committee will regularly, but at least once a year, report to the
agency head on its operation and activities during the year.
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TPP1 5-03 Internal Audit and Risk Management Policy for the NSW Public Sector

38

115

NSW ICAC EXHIBIT

Practice Note - Annual report to the agency head
The report should include:

•

•

an overall assessment of the agency's risk, control and
compliance framework, including details of any significant
emerging risks or legislative changes impacting the agency
a summary of the work the Committee perfonned to discharge
its responsibilities during the preceding year
details of meetings, including the number of meetings held
during the relevant period, and the number of meetings each
member attended.
a summary of the agency's progress in addressing the fi ndings
and recommendations made in internal and external reports
a summary of the Committee's assessment of the
performance of internal audit

Conduct of Audit and Risk Committee Members

3.3.19 Members of Audit and Risk Committees must act in accordance wi th the
relevant codes of conduct that apply to public sector employees.

Practice Note - Conduct of Audit and Risk Committee Members
Members of the Audit and Risk Committee are subject to the general
principles of conduct that apply to public sector employees. Members
must familiarise themselves with the relevant policies and guidelines,
including:
•
•
•

Code of Conduct: Audit and Risk Committee Chairs and
Members
Government Sector Core Values in section 7 of the
Government Sector Employment Act 2013, and
relevant agency codes of conduct.

Dispute Resolution

3.3. 20 Where a dispute arises relating to a recommendation made to the
agency head by the Audit and Risk Committee in the execution of its
role and responsibilities cannot be resolved, the chai r of the Audit and
Risk Committee may make an oral or written request to Secretary, NSW
Treasury for assistance to facilitate resolution of the matter. Where
Secretary, NSW Treasury may have a conflict of interest, the matter
should be referred to the Secretary, Department of Premier and
Cabinet.

Practice Note - Dispute resolution
It is important that the chair and members of the Audit and Risk
Committee develop, establish and maintain an effective working
relationship with the agency's operational management, including the
agency head. The chair and members of the Audit and Risk
Committee must seek to resolve differences or concerns with
operational management, including the agency head, by way of open
negotiation.
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Performance Review of the Audit and Risk Committee

3.3.21

The agency head, in consultation with the chair of the Audit and Risk
Committee, must establish a mechanism to review and report on the
performance of the Audit and Risk Committee as a whole, and the
performance of the chair and each member, at least annually.

Practice Note - Performance review of the Audit and Risk
Committee
The purpose of the review mechanism is to establish a robust quality
assurance and improvement process that ensures the Audit and Risk
Committee continues to deliver on its Charter.
In a majority of instances the performance review will be undertaken
on a self-assessment basis, unless the agency head determines that
an external review is warranted.

3.3.22 The review should assess the performance of the Audit and Risk
Committee, and the performance of the chair and members, against the
Committee's Charter and may include appropriate input from the
agency head, operational management, the internal and external
auditors, and any other stakeholders.
3.3.23 In respect of the performance of the Audit and Risk Committee as a
whole, the results of the review must be provided to the agency head to
consider the findings and any recommendations of the review and, if
required, ensure appropriate action is taken to improve the Audit and
Risk Committee's performance.
3.3.24 The agency head may delegate the performance review function set out
in clause 3.3.21 (excluding review of the chair's performance) to the
Audit and Risk Committee chair, although ultimate responsibility for the
integrity of the review mechanism, including the actioning of findings ,
rests with the agency head.
3.3.25 In respect of the performance of members of the Audit and Risk
Committee (excluding the chair), the results of the review must be
provided to the agency head, and the chair of the Audit and Risk
Committee must provide formal feedback to Committee members on
their performance.
3.3.26 In respect of the performance of the chair of the Audit and Risk
Committee, the results of the chair's self-assessment must be provided
to the agency head, who must then provide formal feedback to the chair
on his or her performance.
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Annexure A

Model Internal Audit Charter.. 1
The Internal Audit functions of NSW agencies are required to have a charter that is consistent with the
content of the 'model charter'. The Chief Audit Executive is required to review, in consultation w ith the
agency head and the Audit and Risk Committee, their existing Internal Audit Charter against this
model. In doing so it is important that each agency consider carefully its particular circumstances, as
there may be additional agency specific requirements that must also be addressed.
The purpose of this Internal Audit Charter is to address the role, responsibilities, authorisation ,
activities and reporting relationships of the Internal Audit function. The charter should be reviewed on
a regular basis to ensure that it is consistent with changes in the financial, risk management and
governance arrangements of the agency, and reflects developments in Internal Audit professional
practices.

Introduction
The [agency head] has established the [name of internal audit unit] as a key component of the
(agency]'s governance framework.
This charter provides the framework for the conduct of the internal audit fun ction in the [agency] and
has been approved by the [agency head] taking into account the advice of the Audit and Risk
Committee.

Purpose of internal audit
Internal audit is 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
42
management, control , and governance processes.
Internal audit provides an independent and objective review and advisory service to:
provide assurance to the [agency head], and the Audit and Risk Committee, that the
[agency]'s financial and operational controls, designed to manage the organisation's risks and
achieve the entity's objectives, are operating in an efficient, effective and ethical manner, and
assist management in improving the agency's business performance.

Independence
Independence is essential to the effectiveness of the internal audit function . Internal audit activity
must be independent, and internal auditors must be objective in performing their work. Interna l
auditors must have an impartial , unbiased attitude and avoid any conflicts of interest.
The internal audit function has no direct authority or responsibility for the activities it reviews. The
internal audit function has no responsibility for developing or implementing procedures or systems
and does not prepare records or engage in original line processing functions or activities [except in
carrying out its own functions].
The internal audit function is responsible on a day to day basis to the Chief Audit Executive.

41

This Model Internal Audit Charter is a modified version of the model charter set out in the Australian National Audit Office
(ANAO) Better Practice Guide Public Sector Internal Audit: An Investment in Assurance and Business Improvement .
Copyright Commonwealth of Australia reproduced by permission.

42

As defined by the International Standards for the Professional Practice of Internal Audit (llA) (201 3). Where relevant,
sections of this Charter also incorporate other elements of the International Standards for the Professional Practice of
Internal Auditing.
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The internal audit function, through the Chief Audit Executive, reports functiona lly to the Audit and
Risk Committee on the results of completed audits, and for strategic direction and accountability
purposes, and reports administratively to the [agency head 43] to facilitate day to day operations.
The following reporting line is prescribed:

Agency Head

11
Audit and Risk Committee

-

lr.

Chief Audit Execut ive

Authority and confidentiality
Internal auditors are authorised to have full, free and unrestricted access to all functions, premises,
assets, personnel, records, and other documentation and information that the C hief Audit Executive
considers necessary to enable the internal audit function to meet its responsibilities44 .
All records, documentation and information accessed in the course of undertaking internal audit
activities are to be used solely for the conduct of these activities. The Chief Audit Executive and
individual internal audit staff are responsible and accountable for maintaining the confidentiality of the
information they receive during the course of their work.
All internal audit documentation is to remain the property of the audited [agency], including where
internal audit services are performed by an external third party provider.

Roles and responsibilities
The internal audit function must evaluate and contribute to the improvement of governance, risk
management, and control processes using a systematic and disciplined approach.
In the conduct of its activities, the internal audit function will play an active role in:

•

•

developing and maintaining a culture of accountability and integrity
facilitating the integration of risk management into day-to-day business activities and
processes, and
promoting a culture of cost-consciousness, self-assessment and adherence to high ethical
standards.

43

Where a shared arrangement has been established in compliance with the Guidance on Shared Arrangements and
Subcommittees of Audit and Risk Committees (TPP 12-04). the appropriate agency head should be identified.

44

Subject to any overriding legislative restrictions on information.
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Internal audit activities will encompass the following areas:

Audit activitks including audits with the following orientation:
Risk Management
• evaluate the effectiveness, and contribute to the improvement, of risk management processes
provide assurance that risk exposures relating to the organisation's governance, operations,
and information systems are correctly evaluated, including:
reliability and integrity of financial and operational information
effectiveness, efficiency and economy of operations, and
safeguarding of assets
• evaluate the design, implementation, and effectiveness of the organisation's ethics-related
objectives, programs, and activities
• assess whether the information technology governance of the organi sation sustains and
supports the organisation's strategies and objectives
Compliance
• compliance with applicable laws, regulations and Government policies and directions
Performance improvement
• the efficiency, effectiveness, and economy of the entity's business systems and processes.
Advisory services

The internal audit function can advise the [agency]'s management on a range of matters including:
New programs, systems and processes
• providing advice on the development of new programs and processes and/or significant
changes to existing programs and processes including the design of appropriate controls
Risk management
• assisting management to identify risks and develop risk mitigation and monitoring strategies
as part of the risk management framework
Fraud control
• evaluate the potential for the occurrence of fraud and how the organisation manages fraud
risk
• assisting management to investigate fraud , identify the risks of fraud and develop fraud
prevention and monitoring strategies.
Audit support activities

The internal audit function is also responsible for:
•
•
•
•

managing the internal audit function
assisting the Audit and Risk Committee to discharge its responsibilities
monitoring the implementation of agreed recommendations
disseminating across the entity better practice and lessons learnt arising from its audit
activities.

Scope of internal audit activity
Internal audit reviews may cover all programs and activities of the [agency] together with associated
entities, as provided for in relevant business agreements, memorandum of understanding or
contracts. Internal audit activity encompasses the review of all financial and non-financial policies and
operations.

Volume
2
TPP15-03
Internal Audit and Risk Management Policy for the NSW Public Sector

43

120

NSW ICAC EXHIBIT

Standards
Internal audit activities will be conducted in accordance with this Policy and with relevant professional
standards including International Standards for the Professional Practice of Internal Auditing issued
by the Institute of Internal Auditors.
In the conduct of internal audit work, internal audit staff will:
comply with relevant professional standards of conduct
possess the knowledge, skills and technical proficiency relevant to the performance of their
duties
be skilled in dealing with people and communicating audit, risk management and related
issues effectively
exercise due professional care in performing their duties.

Relationship with external audit
Internal and external audit activities will be coordinated to help ensure the adequacy of overall audit
coverage and to minimise duplication of effort.
Periodic meetings and contact between internal and external audit shall be held to discuss matters of
mutual interest and facilitate coordination.
External audit will have full and free access to all internal audit plans, working papers and reports.

Planning
The Chief Audit Executive will prepare a risk-based annual internal audit work plan in a form and in
accordance with a timetable agreed with the Audit and Risk Committee.

Reporting
The Chief Audit Executive will report to each meeting of the Audit and Risk Committee on:
•
•

audits completed
progress in implementing the annual audit work plan , and
the implementation status of agreed internal and external audit recommendations.

The internal audit function will also report to the Audit and Risk Committee at least annually on the
overall state of internal controls in the [agency) and any systemic issues requiring management
attention based on the work of the internal audit function [and other assurance providers).

Administrative arrangements
Any change to the role of the Chief Audit Executive [and, where the internal audit function uses an
outsourced service delivery model, the external service provider) will be approv ed by the [agency
head) in consultation with the Audit and Risk Committee.
The Chief Audit Executive will arrange for an internal review, at least annually, and a peri odic
independent review, at least every five (5) years, of the efficiency and effectiveness of the operations
of the internal audit function. The results of the reviews will be reported to the Audit and Risk
Committee who will provide advice to the agency head on those results.

Review of the charter
This charter will be reviewed at least annually by the Audit and Risk Committee. Any substantive
changes will be formally approved by the [agency head) on the recommendation of the Audit and Risk
Committee.

---------
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Annexure B

Model Audit and Risk Committee

Charter 4 ~

Audit and Ri sk Committees of NSW agencies are required to have a Charter that is consistent with
the content of the 'model charter'. The agency head and the Audit and Risk Committee are therefore
required to review their existing charters against this model. Agencies should consider carefully their
particular circumstances, as there may be additional agency specific requirements that must also be
addressed .

The [agency head] has established the Audit and Risk Committee ('the Committee') in compliance
with the Internal Audit and Risk Management Policy for the NSW Public Sector.
This charter sets out the Committee's objectives, authority, composition and tenure, roles and
responsibilities, reporting and administrative arrangements.
Objective
The objective of the Committee is to provide independent assistance to the (agency head] by
. monitoring, reviewing and providing advice about the (agency j's governance processes, ri sk
management and control frameworks, and its external accountability obligations.
A uthority
The [agency head] authorises the Committee, within the scope of its role and responsibilities, to:
•
•
•
•

obtain any information it needs from any employee and/or external party (subject to their legal
obligation to protect information)
discuss any matters with the external auditor, or other external parties (subject to
confidentiality considerations)
request the attendance of any employee, including the (agency head], at committee meetings
obtain external legal or other professional advice, as considered necessary to meet its
responsibilities. The payment of costs for that advice by the agency is subject to the prior
approval of the agency head .

Composition and tenure
The Committee will consist of at least three (3) members, and no more than five (5) members 46 ,
appointed by the [agency head].
The (agency head] will appoint the chair and members of the Committee. The chair is counted as one
member of the Committee.
Members will be appointed for an initial period no less than three (3) years and not exceeding five (5)
years, after which they will be eligible for extension or re-appointment for a further term(s) subject to a
formal review of their performance (noting that the total term on the Committee will not exceed eight
(8) years).
The chair must be appointed for one (1) term only for a period of at least three (3) years, with a
maximum period of five (5) years. The term of appointment for the chair can be extended but any
extension must not cause the total term to exceed five (5) years as a chair of the Audit and Risk
Committee.
Current employees of all NSW government sector agencies47 other than State Owned Corporations
cannot serve as members or chairs of an Audit and Risk Committee.
45

This Model Audit and Risk Committee Charter is a modified version of the model charter set out in the Australian National
Audit Office (ANAO) Better Practice Guide: Public Sector Audit Committees. Copyright Commonwealth of Australia.

46

Inclusive of the Chair.

47

Government sector is defined in the Government Sector Employment Act 2013.
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The members should collectively develop, possess and maintain a broad range of skills and
experience relevant to the operations, governance and financial management of the [agency], the
environment in which the [agency] operates and the contribution that the Committee makes to the
[agency]. At least one member of the Committee must have accounting or related financial
management experience with an understanding of accounting and auditing standards in a public
sector environment.

Roles and responsibilities
The Committee has no executive powers.
The Committee is directly responsible and accountable to the [agency head] for the exerci se of its
responsibilities. In carrying out its responsibilities. the Committee must at all times recognise that
primary responsibility for management of the [agency] rests with the [agency head].
The responsibilities of the Committee may be revised or expanded in consultation with, or as
requested by, the [agency head] from time to time.
The Committee's responsibilities are to:
Risk management

•
•
•
•
•
•
•
•

•

review whether management has in place a current and appropriate risk managem ent
framework that is consistent with AS/NZS ISO 31000:2009
review risk management plans and provide advice to the agency head
seek assurance from management and Internal Audit that risk management processes are
operating effectively
seek assurance from management and Internal audit as to the adequacy and effectiveness of
internal controls
review risk reports and prov ide advice to the agency head
review whether a sound and effective approach has been followed in developing risk
management plans for major projects or undertakings
review the impact of the agency's risk management on its control environment and insurance
arrangements
review the agency's fraud control plan and be satisfied that the agency has appropriate
processes and systems in place to capture and effectively investigate fra ud related
information
review whether a sound and effective approach has been followed in establishing the
agency's business continuity planning arrangements, including whether disaster recov ery
plans have been tested periodically.

Control framework
•
•
•
•
•
•

rev iew whether management's approach to maintaining an effective internal control framework,
including over external parties such as contractors and advisors, is sound and effective
review whether management has in place relevant policies and procedures. and that these are
periodically reviewed and updated
determine whether the appropriate processes are in place to assess, at least once a year,
whether laws, regulations, policies and procedures are complied with
review whether appropriate policies and procedures are in place for the management and
exercise of delegations
consider how management identifies any required changes to the design or implementation of
internal controls
review whether management has taken steps to embed a culture which is committed to ethical
and lawful behaviour.
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External accountability

•
•
•
•

•

assess the policies and procedures for management review and consideration of the financial
position and performance of the agency including the frequency and nature of that review
(including the approach taken to addressing variances and budget risks)
review procedures around early close and year-end
review the financial statements and provide advice to the (agency head] (including whether
appropriate action has been taken in response to audit recommendations and adjustments),
and recommend their signing by the (agency head]
satisfy itself that the financial statements are supported by appropriate management signoff
on the statements
review the Chief Financial Officer Letter of Certification and supporting documentation
(consistent with NSW Treasury Policy and Guidelines Paper Certifying the Effectiveness of
Internal Controls over Financial Information (TPP 14-05)
review cash management policies and procedures
review policies and procedures for collection, management and disbursement of grants and
tied funding.
review the processes in place designed to ensure that financial information included in the
[agency]'s annual report is consistent with the signed financial statements
satisfy itself that the [agency] has a performance management framework that is linked to
organisational objectives and outcomes.

Compliance with applicable laws and regulations
•
•

determine whether management has appropriately considered legal and compliance risks as part
of the [agency j's risk assessment and management arrangements
review the effectiveness of the system for monitoring the [agency j's compliance with applicable
laws and regulations, and associated government policies.

Internal audit

•
•

•
•
•

act as a forum for communication between the [agency head], senior management and
internal and external audit
review and provide advice to the [agency head] on the internal audit policies and procedures
review the risk based audit methodology
review the internal audit coverage and annual work plan, ensure the plan is based on the
(agency]'s risk management plan, and recommend approval of the plan by the [agency head]
advise the [agency head] on the adequacy of internal audit resources to carry out its
responsibilities, including completion of the approved internal audit plan
oversee the coordination of audit programs conducted by internal and external audit and other
review functions
review audit findings and related recommendations that have been assessed as the most
significant according to the risk the audit finding represents to the agency if the
recommendation(s) related to the finding are not implemented
provide advice to the [agency head] on significant issues identified in audit reports and action
taken on these issues, including identification and dissemination of good practice
monitor management's implementation of internal audit recommendations
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 and the Chief Audit Executive
provide advice to the [agency head] on the results of any external assessments of the internal
audit function
provide advice to the [agency head] on whether the Chief Audit Executive should be a
. dedicated role within the agency
provide advice to the [agency head] on the appointment or replacement of the Chief Audit
Executive and recommend to the [agency head] the appointment or rep lacement of external
internal audit service providers [in the case of an outsourced or co-sourced internal audit
function].
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External audit

•
•
•
•

act as a forum for communication between the [agency], senior management and internal and
external audit
provide input and feedback on the financial statement and performance aud it coverage proposed
by external audit and provide feedback on the audit services prov ided
review all external plans and reports in respect of planned or completed audits and monitor
management's implementation of audit recommendations
provide advice to the [agency head] on action taken on significant issues raised in relevant
external audit reports and better practice guides.

Responsibilities of members
Members of the Committee are expected to understand and observe the requirements of the Internal
Audit and Risk Management Policy. Members are also expected to:
•
•
•

make themselves available as required to attend and participate in meetings
contribute the time needed to study and understand the papers provided
apply good analytical skills, objectivity and good judgement
abide by the relevant ethical codes that apply to employment withi n the NSW public sector
express opinions frankly, ask questions that go to the fundamental core of the issue and
pursue independent lines of enquiry.

Reporting
The Committee will regularly, but at least once a year, report to the [agency head] on its operation
and activities during the year. The report should include:
an overall assessment of the [agency]'s risk, control and compliance framework , including
details of any significant emerging risks or legislative changes impacting the [agency]
a summary of the work the Committee performed to fully discharge its responsibiliti es during
the preceding year
details of meetings, including the number of meetings held during the releva nt period, and the
number of meetings each member attended.
a summary of the [agency]'s progress in addressing the findings and recommendations made
in internal and external reports
a summary of the Committee's assessment of the performance of internal audit
The Committee may, at any time, report to the [agency head] 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 [agency head].

Reporting Lines
The Committee must at all times ensure it maintains a direct reporting line to and from internal audit
and act as a mechanism for internal audit to report to the [agency head] on functional matters.
The following reporting line is prescribed:
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Agency Head
A

Au dit and Risk Committee

....
.
··.:::::::.

:

: :

Chief Aud it Executive

Administrative arrangements
Meetings

The Committee will meet at least four (4) times per year. A special meeting may be held to review the
[agency]'s annual financial statements.
The chair is required to call a meeting if requested to do so by the [agency head), or another
Committee member.
A meeting plan, including meeting dates and agenda items, will be agreed by the Committee each
year. The meeting plan will cover all of the Committee's responsibilities as detailed in this charter.
Attendance at meetings and auorums

A quorum will consist of a majority of Committee members. A quorum must include at least two (2)
independent members.
Meetings can be held in person, by telephone or by v ideo conference.
The agency head may attend the meetings of the Audit and Risk Committee. Committee members, if
necessary, are able to have in-camera discussions. The Chief Audit Executive, Chief Ri sk Officer (as
relevant), external audit representatives and any other agency representatives may attend Committee
meetings, except where the Committee members wish to have in-camera discussions. The
Committee may also request the Chief Finance Officer or other employees attend commi ttee
meetings or participate for certain agenda items.
The Committee will meet separately with both the internal and external auditors at least once a year.
Dispute Resolution

Members of the Committee and the [agency]'s management should maintain an effective working
relationship, and seek to resolve differences by way of open negotiation. However, in the event of a
disagreement between the Committee and management, including the [agency head) , the chair may,
as a last resort, refer th e matter to NSW Treasury to be dealt with independently.
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Secretariat
The [agency head] will appoint a person to provide secretariat support to the Committee. The
Secretariat will ensure the agenda for each meeting and supporting papers are circulated , after
approval from the chair, at least one (1) week before the meeting, and ensure the minutes of the
meetings are prepared and maintained. Minutes must be approved by the chair and circulated within
[agreed time frame] of the meeting to each member and committee observers, as appropriate.

Conflicts of interest
Once a year the Committee members will provide written declarations to the [agency head] stating
they do not have any conflicts of interest that would preclude them from being members of the
Committee.
Committee members must declare any conflicts of interest at the start of each meeting or before
discussion of the relevant agenda item or topic. Details of any conflicts of interest should be
appropriately minuted.
Where members or observers at Committee meetings are deemed to have a real , or perceived,
confli ct of interest it may be appropriate that they are excused from Committee deliberations on the
issue where a conflict of interest exists.

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

The [agency head], in consultation with the chair of the Committee, will establish a mechanism to
review and report on the performance of the Committee, including the performance of the chair and
each member, at least annually. The review will be conducted on a self-assessment basis (unless
otherwise determined by the [agency head]) with appropriate input sought from the [agency head], the
internal and external auditors, the Chief Risk Officer (as relevant), management and any other
relevant stakeholders, as determined by the [agency head].

Review of charter
At least once a year the Committee will review this Charter. This review will include consultation with
the [agency head].
Any substantive changes to this Charter will be recommended by the Committee and formally
approved by the [agency head].
Reviewed by chair of Audit and Risk
Committee (Sign and Date)

Reviewed by [agency head] or in accordance with a resolution of the Governing Board of the Statutory
Body (Sign and Date)
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nder the Corporations Act 200 I in section 20 lA, every com pany must have
at least one director and public companies m ust have at least three d irectors.6
Collectively, the directors are known as the board of directors (board) and
its overriding responsibility is to supervise the company on behalf of sh areholders
and other stakeholders.
The boards of larger entities often establish committees of d irectors to better
use their rime and to help deal with complex or specialised areas, such as financial
reporting and audit, compliance, risk m anagement, sustainability or health and
safety.
Committees m ake recommendations for action to the full board, which retains
collective respon sibility for decision-making.
The audit committee plays a key role in assisting the board to fulfil its corporate
governance and oversight responsibilities. These responsibilities can include an
entity's financial reporting, risk m anagement and internal control, compliance,
the internal aud it activity7 and external audit. For example, the audit comm ittee
may assist the board in achieving the following objectives of the entity:
• Facilitating well-informed, efficient and effective decision-making,
particularly by the board
• Promoting and monitoring an ethical culture throughout the entity
6

7

T his requirement does n ot include alternative directors, and two of the three directors (one for proprietary companies)
need to ordinarily reside in Australia.
Sec glossary.

5
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• Ensuring a code of conduct is appropriately designed and implemented
and compliance with the code is monitored
• Implementing an effective system of risk oversight and management,
which may typically include:
policies dealing with material business risks, clearly describing the roles
and responsibilities of the board, audit committee, management and
internal audit activity
documenting the entity's risk profile and the risk appetite of the board
effective reporting of material business risks
ongoing monitoring of the entity's risk profile
risk-based internal audit plans
• Implementing an effective and efficient internal control system , including:
a strong control environment, commensurate with the risk appetite of
the board
identification and management of risk
adequate design and operation of business policies and procedures to
safeguard assets, protect against fraud and comply with applicable laws,
regulations and standards
ongoing monitoring of internal controls
an independent, internal audit activity to provide assurance over the
internal control systems
timely responsiveness to internal and external audit recommendations
to enhance the internal control environment
• Ensuring high quality internal and external reporting (financial and
n on-financial), including:
complete, timely, accurate and useful information
appropriate accounting policies and procedures
reasof)able judgements and estimates
• Obtaining an independent, effective and efficient external audit
• Promoting effective communication between the board and the internal
and external auditors, and providing timely and appropriate responses to
matters arising from audits.
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i SENTIA

Audit and risk committee
charter
iSentia Group Limited
ACN 167 541568

1.

Introduction

1.1

The audit and risk committee is a committee of the board of directors of iSentia Group
Limited (Company and, together with its controlled entities, the Group) (Audit and risk
committee).

1.2

The board established the Audit and risk committee under the Company's constitution.

1.3

This charter sets out the scope of the Audit and risk committee's responsibilities in relation
to the Company and the Group.

2.

Objectives
The objectives of the Audit and risk committee are to:
(a)

assist the board achieve its governance objectives in relation to:
(i)

financial reporting;

(ii)

the application of accounting policies;

(iii)

business policies and practices;

(iv)

legal and regulatory compliance; and

(v)

internal control and risk management systems;

(b)

maintain and improve the quality, credibility and objectivity of the financial
accountability process (including financial reporting on a consolidated basis);

(c)

promote a culture of compliance across the Group;

(d)

provide a forum for communication between the board and management in relation
to audit and compliance matters;

(e)

ensure effective internal and external audit functions and communication between
the board and the internal and external auditor; and

(f)

review and comment on management's plans for managing the material risks faced
by the Group.

3.

Audit and risk committee composition

3.1

The Audit and risk committee should (and, if the Company is included in the S&P ASX 300
Index, must) comprise:
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(a)

at least 3 directors;

(b)

all non-executive directors; and

(c)

a majority of independent directo rs.
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3.2

The Audit and risk committee will appoint its chairperson. The chairperson should ideally be
an appropriately qualified independent director and must not be the chairperson of the
board.

3.3

The Audit and risk committee will appoint a secretary.

3.4

The Audit and risk committee must be of sufficient size, independence and technical
expertise to effectively discharge its mandate.

3.5

Each member of the Audit and risk committee must be able to read and understand financial
statements and at least one member must be a qualified accountant or other financial
professional with appropriate experience offinancial and accounting matters.

3.6

Each member of the Audit and risk committee should have an understanding of the industry
in which the Group operates.

3.7

The board will decide appointments, rotations and resignations within the Audit and risk
committee having regard to the ASX Listing Rules, the Corporations Act 2001 (Cth) and the
general law applicable to such matters.

3.8

A member may act by their alternate.

4.

External financial reporting
The responsibilities of the Audit and risk committee are:
(a)

engaging in the pro active oversight of the Company's financial reporting and
disclosure processes and overseeing and reviewing the outputs of that process;

(b)

assessing the appropriateness and application of the Group's accounting policies and
principles and any changes to them, so that they accord with the applicable financial
reporting framework;

(c)

obtaining an independent judgment from the external auditor about:
(i)

the acceptability and appropriateness of accounting policies and principles
put forward by management; and

(ii)

the clarity of current or proposed financial disclosure practices as put forward
by management;

(d)

assessing any significant estimates or judgments in the financial reports of the
Company;

(e)

assessing information from the external auditor that may affect the quality of the
Company's financial reports;

(f)

reviewing all half-yearly and annual financial reports with management, advisers and
the external auditors (as appropriate) and recommending the applicable accounts'
adoption by the board;

(g)

discussing any draft audit opinion letter and management letter w ith the external
auditors before it is finalised;

(h)

reviewing and approving as required, documents and reports to regulators;

(i)

following up on any matter raised by the board regarding financial reports, audit
opinions and management letters;
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5.

(j)

establishing procedures for the receipt, retention and treatment of complaints
received by the Company regarding accounting, internal accounting controls and
auditing matters, and procedures for the confidential, anonymous submission of
concerns by employees regarding accounting and auditing matters;

(k}

reviewing management processes supporting external reporting, and any complaints
or concerns raised internally regarding financial or accounting processes and
practices;

(I}

ensuring that procedures are in place designed to verify the existence and
effectiveness of accounting and financial systems and other systems of internal
control which relate to financial risk management; and

(m}

any other responsibilities as determined by the Audit and risk committee or the
directors from time to time.

Risk management and internal control
The responsibilities of the Audit and risk committee are:

Risk management and internal compliance and control systems
(a}

overseeing the establishment and implementation of risk management and internal
compliance and control systems and ensuring that there is a mechanism for assessing
the ongoing efficiency and effectiveness of those systems;

(b}

reviewing and approving policies and procedures on risk oversight and management
to establish an effective and efficient system for:

(c)

(i}

identifying, assessing, monitoring and managing risk; and

(ii)

disclosing any material change to the Group's risk profile;

receiving reports from management co ncerning the Group's material risks in order to
assess the internal processes for determining, monitoring and managing these risks
and to monitor the risk profile of the Group;

Disclosure and reporting
(d)

ensuring that management establishes a comprehensive process to capture all
information that must be disclosed to ASX;

(e}

reviewing management's processes for ensuring and monitoring compliance with all
laws, regulations and other requirements relating to the external reporting of
financial and non-financial information; and

Other responsibilities
(f}

6.

any other responsibilities as determined by the Audit and risk committee or the
directors from time to time.

External audit
The responsibilities of the Audit and risk committee are, among other th ings:
(a)

approving the terms of engagement w ith the external auditor at the beginning of
each financial year;
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(b)

7.

regularly reviewing with the external auditor:
(i)

the scope of the external audit;

(ii)

identified risk areas; and

(iii)

any other agreed procedures;

(c)

approving policies and procedures for appointing or removing an externa l auditor
and for external audit engagement partner rotation;

(d)

recommending to the board for approval, the appointment or removal of an external
auditor;

(e)

approving the remuneration of the external auditor;

(f)

regularly reviewing the performance, effectiveness and independence of the external
auditor, including annual receipt of an independence report from the external
auditor;

(g)

approving the types of non-audit services that the external auditor may provide
without impairing or appearing to impair the external auditor's independence;

(h)

meeting periodically with the external auditors and inviting them to attend Audit and
risk committee meetings to:
(i)

review their plans for carrying out internal control reviews; and

(ii)

consider any comments made in the external auditor's management letter,
and in particular, any comments about material weaknesses in internal
controls and management's response to those matters;

(i)

reviewing all representation letters signed by management;

U)

receiving and reviewing the reports of the external auditor; and

(k)

any other responsibilities as determined by the Audit and risk committee or the
directors from time to time.

Other responsibilities
The responsibilities of the Audit and risk committee are:
(a)

assessing and recommending to the board for adoption the scope, cover and cost of
insurance, including insurance relating to directors and officers liability, company
reimbursement and profess ional indemnity;

(b)

if it considers appropriate, investigating any complaint or allegation made to it;

(c)

reviewing and monitoring any related party transaction and recommending its
approval; and

(d)

any other responsibilities as determined by the Audit and risk committee or the
directors from time to time.

8.

Audit and risk committee meetings

8.1

The Audit and risk committee will meet as often as it considers necessary.
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8.2

A quorum for a Audit and risk committee meeting is two Audit and risk committee members.

8.3

Audit and risk committee meetings may be held by any technological means allowing its
members to participate in discussions even if all of them are not physically in the same place.
A member who is not physically present but participating by technological means is taken to
be present.

8.4

The Audit and risk committee may invite other persons it regards appropriate to attend and
contribute to Audit and risk committee meetings.

9.

Minutes of Audit and risk committee meetings

9.1

The Audit and risk committee must keep minutes of its meetings.

9.2

Minutes of each Audit and risk committee meeting must be included in the papers for the
next full board meeting after each meeting of the Audit and risk committee, except if there is
a conflict of interest.

9.3

Minutes must be distributed to all Audit and risk committee members, after the Audit and
risk committee chairperson has approved them.

9.4

The agenda and supporting papers are available to all directors upon request to the Audit
and risk committee secretary, except if there is a conflict of interest.

10.

Access to information and independent advice

10.1

The Audit and risk committee may seek any information or advice it considers necessary to
fulfil its responsibilities.

10.2

The Audit and risk committee has access to:
(a)

management, to seek explanations and information from them; and

(b)

external auditors to seek explanations and information, without management being
present.

10.3

The Audit and risk committee may seek professional advice from appropriate external
advisers, at the Company's cost. The Audit and risk committee may meet with these external
advisers without management being present.

11.

Review and changes to this charter

11.1

The Audit and risk committee will review this charter annually or as often as it considers
necessary.

11.2

The board may change this charter from time to time by resolution.

12.

Approved and adopted

This charter was approved by the board on 16 July 2014.
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