
 

 

CITY OF ARMADALE 
 

MINUTES 
 

 

OF CITY AUDIT COMMITTEE HELD IN THE COMMITTEE ROOM, 

ADMINISTRATION CENTRE, 7 ORCHARD AVENUE, ARMADALE ON 

WEDNESDAY, 2 NOVEMBER 2016 AT 5.30PM. 

 

  

 

 

 

PRESENT: Cr C Frost (Chair) 

 Cr R Butterfield 

 Cr H A Zelones OAM JP 

 

 

APOLOGIES:  Cr G Nixon (Leave of Absence)  

 

 

OBSERVERS: Cr K Busby (from 5.40pm) 

 Cr L Sargeson (from 6.20pm) 

  

 

 

IN ATTENDANCE: Mr A F Maxwell Executive Director Corporate Services  

Mr K Yeoh Manager Finance Services 

Mr A Macri Council Auditor 

Mr M Gudka Council Auditor 

 

 

PUBLIC: Nil 

 

 

 

Note: 

Meetings of the City Audit Committee are closed to the public on the basis that matters to be 

dealt with by Committee will generally be of a sensitive and confidential nature which, if 

disclosed could reasonably be expected to impair the effectiveness of the audit process – 

Council resolution CS18/2001 refers. 

 

 

 
“For details of Councillor Membership on this Committee, please refer to the City’s website 

– www.armadale.wa.gov.au/your council/councillors.” 
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DECLARATION OF MEMBERS’ INTEREST 

 

Nil 

 

 

DEPUTATION  

 

Nil 

  

 

CONFIRMATION OF MINUTES 

 

 

RECOMMEND 

 

Minutes of the City Audit Committee Meeting held on 21 March 2016 be confirmed. 

Moved Cr H A Zelones 

MOTION CARRIED  (3/0) 
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1.1 - AUDITOR'S INTERIM AUDIT REPORT - 2015/16 FINANCIAL YEAR 
    
 

WARD 

 

: ALL In Brief: 

This Report presents matters raised in the 

Auditor’s Interim Audit Report for 

Council’s attention together with 

responses from Management to those 

matters;  

The Report Recommendation is to 

note the Auditor’s comments and 

support the responses to those 

comments by Management.  

FILE No. 

 

: M/616/16 
 

DATE 

 

: 25 October 2016 

REF 

 

: TM  

RESPONSIBLE 

MANAGER 

 

: Executive Director 

Corporate Services  

 

 

Tabled Items 

Nil 

 

Officer Interest Declaration 

Nil 

 

Strategic Implications 

4. Leadership 

4.1 Visionary Civic Leadership and Sound Governance 

4.1.2 Make decisions that are sound, transparent and strategic. 

 

Legislation Implications 

Local Government Act 1995 

 Section 7.1A – Audit Committee 

 Section 7.1C – Decisions of audit committees 

 Section 7.9 – Audit to be conducted 

 Section 7.12A – Duties of local government with respect to audits 

 

Council Policy/Local Law Implications 

Nil 

 

Budget/Financial Implications 

Nil 

 

Consultation 

Council’s Auditor 

 

BACKGROUND 

Each year as part of the City’s audit program, an Interim Audit is undertaken by the City’s 

Auditor to identify areas of potential review associated with the City’s internal controls, 

systems and procedures.  The comments received from the Auditor are then assessed by 

Management and action is taken as required.  The findings of the Interim Audit together with 

responses from Management are presented in this Report for Committee’s consideration and 

recommendation to Council. 
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DETAILS OF PROPOSAL 

As part of Council’s committee structure, the City Audit Committee has been established to 

review and address audit matters arising.  The Interim Audit Report is summarised in this 

Report.  It is to be noted that the Interim Audit is primarily concerned with a review of 

internal controls/practices/procedures and Management’s compliance with those controls.  

The findings of the Interim Audit help inform the Auditor in his Independent Audit Report to 

Ratepayers.  The Interim Audit reports on an exception basis those matters that the Auditor 

believes Council should be aware of and/or requiring action by Management. 

 

The Auditor’s Interim Audit Report is prefaced with the following comments:- 

 

Our interim audit covered a review of the accounting and internal control procedures in 

operation, as well as testing of transactions, in the following areas: 

 

 Bank Reconciliations 

 Investment of Surplus Funds 

 Purchases 

 Payments and Creditors 

 Rate Receipts and Rate Debtors 

 Receipts and Sundry Debtors 

 Payroll 

 General Accounting (Journals, etc) 

 IT Controls 

 Registers (Tenders Register, etc) 

 Compliance 

 Review of Council Minutes 

 

Our review also covered an examination of some compliance matters, which are required 

under the Local Government Act 1995 (as amended) and Financial Management Regulations 

1996. 

 

Please note that our examination of internal controls was carried out for audit purposes 

designed primarily for the purpose of expressing an opinion on the financial statements of the 

City of Armadale. 

 

Because of the inherent limitations of any internal control structure, it is possible that fraud, 

error, or non-compliance with laws and regulations may occur and not be detected. Any 

projection of the evaluation of control procedures to future periods is subject to the risk that 

the procedures may become inadequate because of changes in conditions, or that the degree 

of compliance with them may deteriorate. 

 

It should be appreciated that the matters noted came to our attention during the course of our 

normal audit examination and as a result do not necessarily include all those matters which a 

more extensive or special examination might identify. 

 

Accordingly, our comments in this management letter are not intended to cover all aspects of 

the Council’s internal controls and accounting systems and are limited to those matters that 

arose from our normal audit procedures. 
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COMMENT 

Matters raised by the Auditor together with Management’s responses to those matters are as 

follows: 

 

Auditor’s Comment - Investments of Surplus Funds 

 

The City’s “Management Practice – Investments” document, among other things, addresses 

diversification/credit risk by requiring a maximum of 15% of the total investment portfolio to 

be held with institutions under the A2 short term rating (Standard and Poors). 

 

During our testing, we noted that the maximum of 15% threshold was exceeded during the 

financial year as reflected in the table below: 

 

Month % of Investment of Total Portfolio 

in A2 Short Term Rated Banks 

July 2015 68.75% 

August 2015 55.00% 

September 2015 60.87% 

October 2015 57.27% 

November 2015 64.86% 

December 2015 65.47% 

January 2016 63.26% 

February 2016 63.26% 

March 2016 64.35% 

April 2016 63.39% 

 

In our opinion, the City has therefore not complied with its “Management Practice – 

Investments” document.  

 

We will be pleased to receive management’s response on the above matter. 

 

Management Response 

 

The reason for not complying with Management Practice (ie. restricting investments rated as 

A2 to 15% of the total investment portfolio), is largely the result of a misunderstanding by 

relevant Officers of the Management Practice and Policy changes made in November 2015, 

to exercise a deliberate preference in favour of “green investments”. 

 

The realignment of current A2 rated investments to the required 15% level is being addressed 

and will take several months to achieve given the restrictions that apply to terminating term 

deposits ahead of their maturity date. 

 

It is to be noted by Council that the A2 rated investments that are currently held, are still very 

secure investments with reputable financial institutions like for example Bendigo Bank, Bank 

of Queensland and ME Bank (i.e. it’s not as if the investments are in managed funds like 

collaterised debt obligations (CDO’s) which saw some councils several years ago lose their 

investment funds). 
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Auditor’s Comment – Corporate Credit Cards 

 

As part of the audit, we reviewed arrangements in place for the use of credit cards in the City. 

The audit methodology included an examination of credit card procedures, monitoring and 

control arrangements. The examination was undertaken by reviewing documentation, 

discussions with the staff and undertaking audit testing.  

 

The following matter was noted as requiring attention: 

 

We observed that the City has four (4) corporate credit cards in issue.  

 

Regulation 11(1)(a) of the Local Government (Financial Management) Regulations 1996 

requires local governments to develop procedures for the authorisation and payment of 

accounts to ensure that there is effective security and appropriate authorisations in place for 

the use of credit cards. However, we noted that the City does not have a formal corporate 

credit card policy in place.  

 

We recommend that the City develop a clear and comprehensive policy on the use of credit 

cards and have it endorsed by the Council. 

 

 

Management Response 

 

Management’s response when this matter was raised for the first time last year is provided 

hereunder for reference purposes. 

 

Since last year (2) more additional cards are now in use, the details of which are as follows: 

 

 one of these cards is issued in the name of the CEO, has a $3,000 limit, has no cash 

withdrawal facility and is used solely for Facebook promotional/communication 

related expenses; and 

 the other card is issued in the name of the Marketing & Communications Officer, has 

a $5,000 limit, has no cash withdrawal facility and is used solely once a year as part 

of the “Dale” promotions (to facilitate the major prize in lieu of gift cards). 

 

The issuing of these further (2) cards are still considered as not warranting a Council Policy 

and Management Practice for the reasons: 

 

(a) the number of cards is still very few,  

(b) all cards are issued and used in a manner consistent with the Department’s Guideline 

No.11, and 

(c) credit card payments still remain an exception based payment method only when the 

purchase order/invoice payment and/or cheque request procurement practices are not 

available. 

 

Last Year’s Management Response 

 

(i) The reason for not having developed a Council Policy and Management Practice for 

the use of corporate credit cards is because it’s not been considered warranted.   
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The City has two (2) corporate credit cards which are issued to the CEO and 

EDCorpS.  The use of these two (2) credit cards has always been in accordance with 

the Department’s Guideline No.11 (which was released subsequent to the issue of the 

cards). Each card has a credit limit of $3,000; neither card has a cash withdrawal 

facility; the cards are only ever used for council business purposes and only when 

other payment methods are not available; monthly statements are reconciled by other 

officers to supporting receipts/invoices and the total payments made are reported 

monthly to Council in the List of Accounts Paid. 

 

Should in the future additional cards be operationally required, then a 

Policy/Management Practice consistent with Guideline No. 11 would be warranted 

and implemented. 

 

(ii) If there were more credit cards in use and the use of credit cards as a payment 

method was more widely practiced, then the Auditor’s recommendation would be 

appropriate.  The monthly statements for the two (2) current cards are reviewed and 

checked by officers other than the cardholders and all statement transactions are 

expensed to applicable account budgets. 

 

Auditor’s Comment – Receipting 

 

As part of our review of the City’s receipting function at the Council Administration Office, 

we noted that: 

 

 the “Receipt Listing After Closing” report produced from the system is reconciled to 

the daily takings (cash, EFTPOS, credit cards, etc.) at the end of the day by the 

customer service officer; and 

 the report lists any cancelled receipts processed during the day by the customer 

service officer. 

 

However, there was no evidence that this reconciliation report was reviewed by an 

independent senior officer. The absence of such review also indicates that all the cancelled 

receipts for the day may not be accounted for. Cancelled receipts can be used to cover up 

misappropriation or cash discrepancies. 

 

We recommend that the “Receipt Listing After Closing” report be signed and dated by the 

preparer. We further recommend that the reports be reviewed and initialled by a senior officer 

independent of the receipting function to indicate that the receipt reconciliations are correct, 

all cancelled receipts have been appropriately authorised with reasons ascertained and to 

provide evidence that the review has been carried out.  

 

Management Response 

 

The Auditor’s recommendations have been implemented. 
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Auditor’s Comment – Payroll 

 

Our audit examined the City’s payroll system which consists of controls assessment around 

the following areas: 

 

 Reviewing the policies and procedures at the City in relation to the Payroll system 

 Staff additions and terminations 

 Changes to employees pay, including variations to pay 

 Authorisation and monitoring of leave taken by employees 

 Processing of payroll 

 Segregation of duties 

 

The following matter was noted and brought to your attention: 

 

We obtained an Employee “Annual Leave Balances Report” as at 4 April 2016. Audit found 

that the report contains 16 staff with outstanding annual leave entitlements in excess of 3 

years i.e. 12 weeks to a maximum of 34 weeks.  

 

Section 17.5.1 of the City of Armadale Enterprise Agreement 2013 stipulates that annual 

leave shall be given and taken in such period or periods and at such a time or at such times 

mutually convenient to the employer and the employee and, except as hereinafter provided, 

within six months of the date upon which the leave accrued due.  

 

Section 17.5.2 of the City of Armadale Enterprise Agreement 2013 stipulates that in special 

circumstances, and with the consent of the employer, an employee may defer the taking of 

any accrued annual leave, or any part thereof not taken, for a period not exceeding three 

years after the date when the leave accrued is due. 

 

Excess annual leave entitlements may have adverse effects on the City including: 

 

 key staff not being rotated, a preventive control against fraud; 

 health and safety concerns with staff members not taking their annual entitlements; 

and 

 increase the City’s costs given salary rises and increments over time. 

 

As the maximum allowable period of three years under the City of Armadale Enterprise 

Agreement 2013 has been exceeded, we recommend that management implement processes 

for identifying and monitoring staff that have accrued excess annual leave balances and take 

appropriate action.  

 

This matter was reported in our previous management letter dated 22 April 2015. The 

management response then provided was as follows: 

 

“Management acknowledges the auditor’s comments. Leave management plans have been 

put in place to reduce excessive leave balances.” 
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Management Response 

 

With regards to annual leave accruals greater than 12 weeks, the risks are acknowledged 

and there are mitigation measures (e.g. HR Procedure re: Annual and Long Service) and 

plans implemented or being implemented to reduce such leave accruals. 

 

Leave accruals are continually monitored and managed in accordance with the City’s 

procedures which recognise circumstances like for example impending retirements, current 

and future workloads. 

 

Whilst the number of staff this year and last year is the same, since last year (7) staff have 

either reduced or cleared their leave and are therefore no longer on the current list.  

 

Auditor’s Comment – IT Controls  

 

We discussed with the IT Manager about the general IT controls operating at the Council.  

 

The following matter was noted during our audit: 

 

The City has a documented disaster recovery plan in place to provide continuity of data processing 

operations in the event of a major disaster or business disruption. However, the plan has not been 

tested to date. 

 

We recommend that the disaster recovery plan be tested periodically and updated as changes 

occur. This will provide assurance that it can recover the City’s computing and network facilities 

following a disaster or disruption in data processing capability. 

 

Management Response 

 

The Auditor’s recommendation is acknowledged.   

 

The ICT Disaster Recovery Plan is currently being reviewed to include amongst other 

matters, pragmatic industry practice disaster recovery testing protocols.   

 

The investment required to simulate a total systems failure recovery capability without 

adversely impacting day-to-day operations is significant, and hence the need for a pragmatic 

considered risk-based approach.   

 

Selective testing has been successfully undertaken on various elements of the ICT systems like 

for example, file/data recovery, live2test checks when implementing version upgrades and the 

telephone system.   

 

Considerable disaster recovery advancements have already been made and continue to be 

made so as to position the City well in the event of the main server room being rendered 

inoperable. 
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Auditor’s Comment – Compliance  

 

(i) Regulation 17 of the Local Government (Functions and General) Regulations 1996 

requires, among other things, that the tenders register should contain the name of the 

successful tenderer and the amount of the consideration for each invitation to tender or 

a summary of the amount of consideration sought in the tender accepted by the local 

government. 

 

Our review of the tenders register indicated two instances where the above requirements were 

not contained in the register.  

 

We recommend that the tenders register include the above particulars to fully comply with 

the regulation. 

 

Management Response 

 

Management continues to ensure that the City’s tender register is updated in a timely 

manner.  These 2 instances occurred as a result of timing issues, between when the tender 

was awarded and when the contract was executed.  Management has amended the current 

register to highlight tenders that are pending contract executions so as to minimise future 

oversight. 

 

Auditor’s Comment – Asset Residual Values And Depreciation Expense  

 

The AASB Board released an agenda decision in May 2015 clarifying its interpretation of the 

term “residual value” for the purposes of calculating depreciation for long-lived assets such 

as infrastructure assets under AASB 116 Property Plant and Equipment.  

 

The AASB decision highlighted that components that are re-used in the construction of new 

assets have not met the end of their useful life i.e. residual value must not include or reflect 

the cost savings from the re-use of part of an asset. The AASB decision did not represent a 

new requirement but rather the clarification of an existing requirement, meaning those 

councils with non-compliant residual values had to reassess them immediately. This had the 

potential to impact on depreciation expense calculations. 

 

Given the timing of the decision (May 2015), it is likely that most local governments will 

have made or will be making the necessary changes to ensure full compliance. We request 

that Council address this requirement by reviewing the residual values applied to the assets 

and appropriately reassess asset components and useful lives for the purposes of the 

calculation of depreciation expense for the 2016 financial year. 

 

Management Response 

 

Management is currently in the process of reviewing the implications of the clarity provided 

by the AASB and this will be addressed in the 2015/16 Annual Report.  This evaluation will 

be undertaken by a third party registered valuer that has been appointed by the City. 

 

CONCLUSION 

The Auditor’s Interim Audit Report is considered to reflect favourably on the City’s internal 

controls/practices/procedures and Management’s compliance with those controls. 
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ATTACHMENTS 
There are no attachments for this report.  
 

Officer Recommendation 

 

That Council: 

1. Notes the matters raised by the Auditor in his Interim Audit Report for the 2015/16 

financial year, and supports the Management responses to those matters, as presented 

in this Report; and 

2. Prior to the next Interim Audit, invite the Auditor to meet with the City Audit Committee 

to discuss the proposed scope of that next interim audit. 

 

Committee Discussion  

Committee noted the following advice from the Executive Director: 

 regards the Investment of Surplus Funds matter, the current percentage of surplus 

funds in the A2 investment category is now 23% and will in the coming months further 

reduce to the required 15% level; 

 regards the Assets Residual Values & Depreciation Expense matter, the requirement 

to review residual values for the purposes of the depreciation expense calculation has 

been completed and is reflected in the 2015/16 annual financial report figures. 

 

With regards to the matter of Corporate Credit Card Use, Committee was of the view that a 

Council Policy and Management Practice approach formalising current controls and 

practices (which are consistent with the Department’s Guideline on the matter) would be 

prudent governance practice.  Accordingly, Committee added a new part 2 to the 

Recommendation. 

 
 

RECOMMEND  CA4/11/16 

 

That Council: 

 

1. Notes the matters raised by the Auditor in his Interim Audit Report for the 

2015/16 financial year, and the Management responses to those matters, as 

presented in this Report; 

 

2. Be provided with a Corporate Credit Card Use Council Policy and Management 

Practice for its consideration and approval prior to the next scheduled meeting of 

the City Audit Committee meeting in February/March 2017; and 
 

3. Prior to the next Interim Audit, invite the Auditor to meet with the City Audit 

Committee to discuss the proposed scope of that next interim audit. 

 

Moved Cr H A Zelones 

MOTION CARRIED  (3/0) 
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**1.2 - 2015/16 FINANCIAL REPORT AND AUDITOR'S REPORT 
    
 

WARD 

 

: ALL In Brief: 

This Report presents the Annual 

Financial Report and Auditor’s “Audit 

Completion Report 2015” for the 

financial year ended 30 June 2016 for 

Council’s consideration and 

acceptance; 

The Report Recommends that the 

Financial Report, Auditor’s 

Completion Report 2015 and 

Independent Auditor’s Report as 

presented be endorsed  

FILE No. 

 

: M/618/16 
 

DATE 

 

: 25 October 2016 

REF 

 

: TM  

RESPONSIBLE 

MANAGER 

 

: Executive Director 

Corporate Services  

 

 

Tabled Items 

Nil 

 

Officer Interest Declaration 

Nil 

 

Strategic Implications 

4. Leadership 

4.1 Visionary Civic Leadership and Sound Governance 

4.1.2 Make decisions that are sound, transparent and strategic. 

 

Legislation Implications 

Local Government Act 1995 (as amended) and associated Regulations 

Australian Accounting Standards 

International Financial Reporting Standards 

 

Council Policy/Local Law Implications 

Nil 

 

Budget/Financial Implications 

Nil 

 

Consultation 

1. Council’s Auditor 

2. Chief Executive Officer 

 

BACKGROUND 

The relevant legislative requirements as per the Local Government Act 1995 and the Local 

Government (Audit) Regulations 1996, are explained as follows: 

 

 section 6.4 – a local government is to prepare an annual financial report in the manner 

and form prescribed and by 30 September submit to its Auditor the accounts balanced 
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up to the last day of the preceding year and the annual financial report - the City’s 

annual financial report was forwarded to the auditor on 19 September 2016. 

 section 7.9 – the Auditor is required to examine the accounts and annual financial 

report and by 31 December, prepare a report thereon and forward a copy of that report 

to the Mayor, CEO and the Minister.  The Auditor examined the accounts and financial 

report in October 2016. 

 Clause 10 (of the Regulations) – the auditor’s report is to give the auditor’s opinion on 

the financial position of the local government, the results of the operations of the local 

government, include any material matters that in the opinion of the auditor indicate 

significant adverse trends in the financial position or the financial management 

practices of the local government and include any matters indicating non-compliance; 

 Clause 16 (of the Regulations) – a function of the audit committee is to review and 

make recommendation to Council on the annual financial report and auditor’s report – 

this meeting of the City Audit Committee fulfils this function.  

 

DETAILS OF PROPOSAL 

Presented as an attachment to this Report is the Annual Financial Report for the financial 

year ended 30 June 2016.  And presented as a confidential attachment is the Auditor’s Audit 

Completion Report for the year ended 30 June 2016. 

 

COMMENT 

As mentioned above, the annual financial report has been completed and the Auditor has 

issued his Audit Completion Report. 

 

Barring any changes to the financial report by the City Audit Committee, the Auditor’s 

Independent Audit Report (which will be reported in the 2015/16 Annual Report) will be 

issued to Council following this committee meeting. 

 

The other aspect for Committee and Council to note is that this Report and the Report (via the 

CEO’s Report) to the 14 November 2016 Council Meeting on the Annual Report will 

collectively meet the requirements of section 5.53 of the Local Government Act 1995 in terms 

of what the annual report shall contain.  

 

Council’s Auditors will be in attendance to present the Auditor’s Audit Completion Report 

2016 and take queries from Committee. 

 

CONCLUSION 

It is recommended that the annual financial report, Auditor’s Audit Completion Report and 

Independent Auditor’s Report as presented as attachments be accepted. 

 
 

ATTACHMENTS 

1.⇩   Financial Report for year ended 30 June 2016  

2.⇩   Independent Auditors Report   
3.  Audit Completion Report 2016 - Confidential Attachment - This matter is considered to be 

confidential under Section 5.23(2) (e iii) of the Local Government Act, as it deals with the 

matter, if disclosed, would reveal information about the business, professional, commercial 

or financial affairs of a person 
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 RECOMMEND  CA5/11/16 

 

That Council in accordance with section 5.54 of the Local Government Act 1995, 

accepts* for inclusion in the City’s 2015/16 Annual Report, the Annual Financial 

Report and Auditor’s Independent Audit Report for the financial year ended 30 June 

2016 as presented. 

ABSOLUTE MAJORITY RESOLUTION REQUIRED 

 

Moved Cr R Butterfield 

MOTION CARRIED  (3/0) 
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COUNCILLORS’ ITEMS 

 

Nil 

 

 

 

 

 

 

MEETING DECLARED CLOSED AT  6.35 pm
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