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The CEO has conducted his review and is presenting his findings to the audit
committee for consideration.

Under the Audit Committee’s terms of reference, the Committee is required to:

“6(t) Consider the CEO’s biennial reviews of the appropriateness and
effectiveness of the Council’s systems and procedures in regard to risk
management, internal control and legislative compliance, required to
be provided to the Committee, and report to the Council the results of
those reviews.”

The CEQO’s Review of Risk Management, Internal Control and Legislative Compliance
is at Attachment 3.

RESPONSIBLE OFFICER RECOMMENDATION

That the Audit Committee note the CEO’s Review of Risk Management, Internal
Control and Legislative Compliance.

RESOLVED
Cr Boothman moved, Cr Fishwick seconded

That the Audit Committee note the CEO’s Review of Risk Management, Internal
Control and Legislative Compliance.
(Carried: 2/0)

| 7 NEW BUSINESS

Nil

E NEXT MEETING

The next Audit Committee meeting is scheduled for November 2016.

E CLOSURE

The Chairman closed the meeting at 7.55am.

These Minutes were confirmed by the Audit Committee as a true and accurate record of the Audit
Committee Meeting held on

)= =T PSP Chairman

Dated this ....cccceeeieeeiieieeee e, Ay Of e, 2016
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ATTACHMENT 1

TO ITEM 6.1

AUDIT COMMITTEE MEETING

4 AUGUST 2016

EXTERNAL AUDIT PLAN
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1. Purpose of the Audit

The purpose of this audit plan is to summarise our external audit approach in relation to the statutory
audit of the Mindarie Regional Council for the financial year ending 30 June 2016.

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

The plan focuses on:

e Documenting our audit approach, including:
- audit process;

materiality;
- approach to auditing key financial statement risk issues; and
- completion;

¢ Presenting our audit engagement team;

¢ Highlighting relevant independence and governance matters;

¢ Providing a preliminary assessment of timing;

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

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

2. Scope of the Audit

We will conduct an independent audit of the financial statements in order to express an opinion on it
to the members of the Mindarie Regional Council.

Our audit will be conducted in accordance with Australian Auditing Standards with the objective of
reducing the level of material misstatement in the financial statements to an acceptably low level.
These standards have been fully updated and revised to improve their clarity and in some cases this
is accompanied by additional audit requirements. We are required to comply with them for the audit of
your 2015/16 accounts.

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

Page 1 of 12
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Management

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

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

¢ Risk management

e Exercise sound
judgement in selecting
and applying critical
accounting policies

e Safeguard assets

e Prevent, detect and
correct errors

e Prevent and detect fraud

e Provide representations
to external auditors

o Assess quantitative and
qualitative impact of
misstatements
discovered during the
audit on fair presentation
of the financial
statements

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

External Audit

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

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

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

e Maintain audit
independence

Audit Committee

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

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

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

¢ Review the Council’s
performance

e Liaise with the external
auditors to facilitate
external audit

e Review annual financial
statements and
recommend approval to
the Council

Page 2 of 12
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Our objective is to provide an independent auditor’s opinion on the financial report of the Mindarie
Regional Council for the year ending 30 June 2016. Our audit methodology is split into two stages
and is applied uniquely to your circumstances. It involves the following activities.

Planning
(Interim Audit
Phase)

Perform risk assessment procedures & identify risks
Determine audit strategy
Determine planned audit approach
Understand and evaluate the overall control
environment

STAGE 1

N

/

Control
evaluation
(Interim Audit
Phase)

y

Understand accounting and reporting activities
Evaluate and test selected controls over key financial
systems

Review the internal audit function

Review progress on critical accounting matters

Substantive
testing
(Final Audit
Phase)

STAGE 2

N\

Plan and perform substantive procedures

Conclude on critical accounting matters

Identify audit adjustments

Consider if audit evidence is sufficient and appropriate

Completion
(Final Audit
Phase)

Perform completion procedures & overall evaluation
Obtain management representations

Report matters of governance interest

Form our audit opinion

e External
audit plan

Financial
reporting
controls
e Interim Audit
Management
letter

e Summary of
audit
differences

¢ Audit opinion

¢ Management
letter (if
applicable)

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

Our audit procedures will focus on those areas of the Mindarie Regional Council’s activities that are
considered to represent the key audit risks identified in our planning memorandum and through
discussions with management and the Audit Committee during the course of our audit.

Page 3 of 12
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(@) Interim Audit Coverage

Our examination of internal controls during interim audit for the year ending 30 June 2016 will be
carried out for audit purposes designed primarily for the purpose of expressing an opinion on the
financial statements of the Mindarie Regional Council.
During our interim audit visit, we will focus on updating our understanding of the Council’s internal
controls. This includes reviewing the control environment, risk assessment processes and relevant
aspects of information systems controls. Following on from this, we will use the results of this
assessment to determine how much we can rely on the information produced from the Council’s
systems during our final audit visit.
The interim audit is not intended to cover all aspects of the Council’s internal controls and accounting
systems and is limited to those matters that arise from our normal audit procedures. To this end, we
have designed audit programs to carry out our interim audit and we summarise below the areas which
we normally cover:

= Bank Reconciliations

= |nvestment of Surplus Funds

= Purchase of Goods and Services and Payments

= Creditors

= Receipting

=  Sundry Debtors

= Payroll

= Fixed Assets (Property, Plant and Equipment and Infrastructure)

= General Accounting (Journals, General Ledger, etc.)

= |IT Controls

= Registers (Tender, etc.)

= Minutes Review

= Other financial matters/issues requested by the management/audit committee

= Discuss progress on audit findings and recommendations reported by the Auditor in the
previous:

0 interim audit management letter

o final Audit Completion Report to the Audit Committee to check what action has been
taken and audit implications.

Any significant issues arising during the course of the audit will be discussed and management report
will be issued.

Page 4 of 12
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(b) Final Audit Coverage

During our final audit visit, we will focus on auditing the balances, disclosures and other information
included in the Council’s financial statements.

= Current Assets

o Bank and investments

. Receivables and prepayments
. Inventories

o Other assets

=  Non-Current Assets

. Property, plant and equipment
° Infrastructure and depreciation
. Resource recovery facility

. Excavation work

o Rehabilitation assets

= Liabilities (Current and non-current)

o Creditors and accruals
o Loan borrowings including new loans raised
. Provision for employee entitiements
° Rehabilitation provision
= Equity

= Analytical Review of Budget vs Actual (Statement of Comprehensive Income)
= Statement of Cash Flows

= Statement of Changes in Equity

= Accounting Policies and Notes to the Financial Statements

*= Reserve Funds

= Contingent Liabilities

= Capital Commitments

*» Financial Ratios

= Any other statutory obligations
Page 5 of 12
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"Significant risks often relate to significant non-routine transactions and judgmental matters. Non-
routine transactions are transactions that are unusual, either due to size or nature, and that therefore
occur infrequently. Judgmental matters may include the development of accounting estimates for
which there is significant measurement uncertainty"”.

In this section, we outline the significant risks of material misstatement which we have identified.

Plant and Equipment

Valuation and accuracy of Plant and
Equipment.

» Review the basis of any asset
valuations (at fair value) undertaken and
in doing so consider:

o the judgements, assumptions and
data used;

o the reasonableness of any
estimation techniques applied; and

o the expertise and appropriateness
of valuations undertaken by your
external valuer.

» Substantiate the adjustments after
valuation in the general ledger and
asset register

» Review of the reconciliation between
asset register and general ledger

» Sample testing of acquisitions, disposals
and write-offs

» Review of depreciation/amortisation
charge for reasonableness

Rehabilitation
Provisions

Completeness, Accuracy and
Valuation of Rehabilitation Provisions

» Review of the estimates and
assumptions in the model developed by
management for estimating total future
rehabilitation expenditures over the
landfill discounted to net present value

6. Other Risks

Revenue

Completeness and accuracy
of Fees and charges, Grant
income and Other revenue

Control testing on fees and charges and
selected other revenue

Test a sample of revenue transactions to
supporting documentation

Substantive analytical procedures

Page 6 of 12
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expenses

Expenses Completeness of operating Review of expenditure incurring and
expenses approval processes
Test a sample of expenditure transactions to
supporting documentation
Analytical review of operating expenditure
Payroll Completeness of payroll Review and assess controls over the payroll

process

Analytical review of employee expenditure

Cash and Cash
Equivalents,
Investments

Existence, completeness and
accuracy of cash and
investment balances held with
financial institutions

Obtain external confirmations from the
relevant financial institutions

Trade and Other
Receivables

Existence, completeness and
accuracy of receivables

Obtain external confirmations for material
balances

Assess adequacy of provision for bad and
doubtful debts

Trade and Other

Existence, Completeness and

Perform search for unrecorded liabilities

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

Payables accuracy of Sundry Creditors
and Accrued Expenses Review of trade payables and accrued
expenses
Vouching significant balances
Borrowings Existence, completeness and Obtain external confirmations from the

WATC

Provisions for Annual
and Long Service Leave

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

Review calculation of annual leave and long
service leave provisions

Page 7 of 12
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7. Impact of Fraud on the Financial Report

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

the Council in respect of financial reporting fraud.
phases of our work on fraud.

The following diagram highlights the

The Council and senior management have responsibility for maintaining internal controls that prevent
or detect fraud or error, and assuring regulatory compliance. The Council should be informed by
management of any actual or suspected fraud or material errors. We are not responsible for
preventing or detecting fraud. However, we are required to consider the risk of material misstatement
due to fraud when performing our risk assessments.

Discuss fraud

V

Assess fraud risk

Tailor audit
response

Meetings with management
Understand systems and controls
Known frauds

Preliminary fraud risk assessment

- Pressure to meet financial targets
- Employee pressures

- Management oversight

- Internal control framework

- Nature of industry

- Structure

- Attitudes / culture

Increased risk increases the level of
procedures;

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

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

Review significant accounting estimates for
management bias.

Page 8 of 12
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8. Highlights — 2015/16 Financial Year

Regulatory Environment

Local Government (Financial Management) Regulations 1996 — regulation 17A requires
revaluation to occur:

2015/16 » Plant and Equipment

Page 9 of 12
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9. Materiality

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

Overall materiality

Our overall materiality for the Council is calculated
as a percentage of gross operating expenditure;
this represents the level at which we would
consider qualifying our audit opinion and is
consistent with the prior year.

$1,050,000

Approximately 2% of
Total Budgeted
Expenditure (2016 year)

$53m
Performance We determine performance materiality (from | $787,500
materiality overall materiality) in order to assess risks of
material misstatement and to determine the | which has
nature, timing and extent of audit procedures. been set at 75% of
Overall Materiality
This is the level to which we plan our audit work
and identify significant accounts.
Trivial error Auditing Standard ASA 450 Evaluation of | $52,500
threshold Misstatements Identified during the Audit requires

which has been set at
5% of Overall Materiality

that we record all misstatements identified except
those which are “clearly trivial’. Matters which are
clearly trivial are those which we expect not to
have a material effect on the financial statements
even if accumulated. When there is any
uncertainty about whether one or more items are
clearly trivial, the matter is considered not to be
clearly trivial.

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

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

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

Page 10 of 12
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10. Audit Engagement Team

The audit team consists of the key members listed below:

Engagement leader responsible for the audit,
including:
e liaison with the Chief Executive Officer and
audit committee members

Audit Partner Anthony Macri . .
e agreeing the audit plan
e signing of external audit opinion and other
relevant reports
Responsible for:
o key contact for operational audit matters
Audit Manager Mit Gudka e ensuring delivery to timetable

¢ management of targeted work
e overall review of audit outputs

11. Communications Plan and Timetable

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

Interim Audit Field Work 2 March 2016 —4 March 2016
(Confirmed with Management)

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

Final Audit Field Work September 2016 — November 2016
(Management to confirm)

Present the Audit Findings Reportto | September 2016 — November 2016
the Audit Committee (Management to confirm)

Provide Audit Opinion on Financial September 2016 — November 2016
Statements (Management to confirm)

Page 11 of 12
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12. Independence

Independence and Objectivity Confirmation

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

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

Confirmation Statement

We confirm that in our professional judgement, Macri Partners is independent within the meaning of

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

13. Disclaimer

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

Page 12 of 12
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ATTACHMENT 2

TO ITEM 6.2

AUDIT COMMITTEE MEETING

4 AUGUST 2016

RISK REGISTER SUMMARY
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ATTACHMENT 3

TO ITEM 6.3

AUDIT COMMITTEE MEETING

4 AUGUST 2016

CEO REVIEW OF RISK MANAGEMENT, INTERNAL CONTROL AND COMPLIANCE
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