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1. INTRODUCTION

An amendment to the Local Government Act 1985 (the Act) in 2005 introduced a
requirement that all local governments establish an audit committee. Such committees
are to provide an independent oversight of the financial systems of a local government
on behalf of the Council. As such, the committee will operate to assist Council to fulfil its
corporate governance, stewardship, leadership and control responsibilities in relation to
the local government's financial reporting and audit responsibilities.

The purpose of this guideline is to assist local governments to establish and operate an
effective audit committee. Clear and comprehensive terms of reference, setting out the
committee’s roles and responsibilities, is essential and a model terms of reference for an
audit committee Is provided with this guideline. Matters such as the governing
legislation, membership, primary roles and responsibilities of the committee and ancillary
functions are also addressed. Guidance is provided to the committee as It approaches
its task of appointing an external auditor through provision of a minimum standard audit
specification.

2. LEGISLATION

The relevant parts of the Act and regulations that relate to financial management, audits
and audit committees are listed below.

2.1 Financial Management
In relation to financial management under Part 6 of the Act, a local government is to:

a) prepare and adopt an annual budget in the form and manner prescribed. A copy of
the budget is to be sent to the Department within 30 days of adoption.

b) prepare an annual financial report and such other financial reports as are
prescribed. The accounts of the local government and annual financial report are to
be submitted to the auditor for audit by 30 September.

¢) have a municipal fund and a separate and distinct trust fund.

d) establish and maintain reserve funds for the holding of monies
set aside for future use.

2.2 Audit requirements for local governments
Part 7 of the Act and the Local Government (Audit) Regulations 1996 (the Regulations)
address the situation of audit. In relation to the duties of the local government with
respect to audits:
a) the local government is to do everything in its power to:

i.  assist the auditor to conduct an audit and carry out his or her other duties under

the Act; and
ii. ensure that audits are conducted successfully and expeditiously.




b) alocal government is to meet with its auditor at least once in every year.
¢) @ local government is to examine the report of the auditor and is to:
i. determine if any matters raised require action to be taken by the local
government; and
ii. ensure that appropriate action is taken in respect of those matters.

d) a local government is to;

i. prepare a report on any actions taken in respect of any matters raisad in the
report of the auditor; and

ii. forward a copy of that report to the Minister by the end of the next financial
year, or 6 months after the last report prepared by the auditor is received by the
local government, whichever is the latest in time.

2.3 Audit Committees
The Act and Regulations provide that: -
2.3.1 In relation to the establishment of an audit committee —

a} each local government is to establish an audit committee consisting of three or
more persons to exercise the powers and discharge the duties conferred on it.

b) members of the committee are to be appointed by an absolute majority decision of
Council. At least three of the members, and the majority of the members, are to be
elected members.

¢) the CEOQ is not to be a member of the commitiee and may not nominate a person
to be a member or have a person to represent him or her as a member of the
committee.

d) anemployee is not to be a member of the committes.

g} the only powers and duties that can be delegated to a committee are any of the
powers and duties of the local government under Part 7 of the Act. The committee
cannot on-delegate the powers and duties delegated to iL.

f) an audit committes with a person other than an elected member as a member can
be delegated powers and duties.

g) a decision of the commitiee is to be made by simple majarity.




2.3.2 As part of its function an audit committee:

a)

b)

is to provide guidance and assistance to the local government:

l. as to the carrying out of its functions in relation to audits;

ii. as to the development of a process to be used to select and appoint a person
to be the auditor; and

may provide guidance and assistance to the local government as to:

i. matters to be audited;

ii. the scope of the audit;

iil. its functions under Part & of the Act that relate to financial management; and

iv. the carrying out of its functions relating to other audits and other matters related
to financial management.

2.4 Appointment of the Auditor

The Act and Regulations provide that: —

a)

b)

c)

d)

on the recommendation of the audit committee a local government is to from time
to time appoint, by absolute majority, a person to be its auditor.

the local government may appoint one or more persons as its auditor,
the local government's auditor is to be a person who is:

. a registered company auditor; or
li. an auditor approved by the Minister.

a person may not be appointed as 2 local government auditor if that person is-

i. a councillor or employee of the local government;
ii. in debt to the local government for more than $5,000;
jii. a councillor or employee of a regional local governmeant
in which the local govermment is a participant;
iv. a member of an incorporated association formed by the
local government; or
v. a class of persons as prescribed in the Regulations.

an auditor is not to be appointed for more than five years.

the appointment of a person as an auditor is to be made by
agreement in writing and is to include —

i. the objectives of the audit;

ii. the scope of the audit;

i, a plan for the audit;

iv. details of the remuneration and expenses to be paid to the auditor; and

v. the method to be used by the local government to communicate with, and
supply information to, the auditor.
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2.5 Conduct of the Audit
The Act and Regulations provide that —

a) the auditor is required by 31 December next following the financial year to which

the audit relates, to examine the accounts and annual financial report submitted for
audit.

b}  the auditor is to form an opinion as to whether:

i. the accounts are properly kept; and

ii. the annual financial report is prepared in accordance with the financial records;
and represents fairly the results of the operations of the local government and its
financial position at 30 June.

c)  the auditor is to prepare a report on the audit and within 30 days of completing the
audit forward a copy to the mayor or president; the CEO of the local government;
and the Minister.

d) the report is to give the auditor's opinion on the financial position of the local
government; and the resulls of the operation of the local government.

e) the report is to include any material matters that indicate significant adverse trends
in the financial pesition or the financial management practices of the local
government; any matters indicating non-compliance with financial management
requirements of the Act, Regulations and any other written law:; details of whether
information and explanations were oblained; and a report on the conduct of the
audit,

f) where it is considered appropriate to do so the auditor is to prepare a management
report to accompany the auditor's report.

g) where the auditor considers that there is any error or deficiency in an account or
financial report; any money paid from, or due to the local government has been, or
may have been misapplied; or there is a matter arising from the audit that needs to
be
addressed by the local government; details are to be included in the report to the
Minister.

k)  the auditor has a right of access at all reasonable times to such books, accounts,
documents and assets of the local government as are in the opinion of the auditor
necessary to allow the audit to be conducted.




3. OPERATION OF AUDIT COMMITTEES
3.1 Role and Responsibilities

The role of the audit committee is to support Council in its endeavours to rovide effective
corporate governance and fulfil its responsibilities in relation to directing and controlling
the affairs of the local government.

The essential role for an audit committee is oversight for all matters that relate to the
conduct of audits. The committee's effectiveness will be greater if it Is also given
responsibility for oversight of financial management processes within the local
government but only where a Council does not have a finance committee.

Please note thal an audit committee (or any other committee) cannot be given a
management task where the Act and Regulations make the CEO especially responsible.
Where the local government is assigned the function through the legislation the audit
committee may have a role unless the function has been delegated to the CEO by the
Council.

The deliberations and recommendations of the commitlee must be independent and
autonomous. Therefore, the Act prohibits the CEQ being a member of the committee.
However, It is essential that the CEO be given every opportunity to provide his/her
expert advice to the committee as he/she does with full Council and other committees.
Therefore, the CEO or their nominated representative must be given official adviser
status and attend all meetings.

A model terms of reference is aftached as Appendix 1 to assist local governments to
define an appropriate role for its audit committee. When considering the model, local
governments need to remember it is a guide and they can delete or modify any matters
they believe not applicable.

It is imporiant to note that the legislation gives the audit committee a specific role in
appointing the auditor. It is to recommend to the Council who should be appointed as the
auditor. Attached as Appendix 2 is a model ‘Minimum Standard Audit Specification’ that
local governments can use when developing a process to be used to select and appoint
a persan o be the auditor. Local governments can amend the document to suit their
individual requirements. Any scope adopted must meet, as a minimum, the legislative
requirements.

The legislation specifies that a local government is required to meet with its auditor at
least once in every year. The term “local government” in this context means the Council.
If Council so resolved via a formal delegation, a meeting between the audit committee
and the auditor would satisfy this requirement.

T
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It is acknowledged that the requirement to meet at least once per year may incur a
significant financial burden for the more remote local governments. In such
circumstances the meeting can be conducted by telephone or video-conference. The
Council or audit committee should resolve how the meeting with the auditor will be
conducted and for the record of the meeting to show that the auditor was involved and
the matters discussed. It would be inappropriate for Council representatives to meet with
the auditor in their offices unless they were members of the Audit Committee or a
significant majority of the members.

The committee may need to liaise regularly with the external auditor to discuss the audit
plan, results of the audit and implementation of any recommendations for action
emerging from the audit. The method of liaison between auditor and committee should
be addressed in the agreement of appointment.

Advice from the auditor may address issues such as:

(i) anassessment of accounting procedures;

(i) anassessment of internal controls;

(iif) an assessment of risk;

(iv) compliance with the Local Government Act 1995 and
associatled regulations;

{v) compliance with Council policies;

(vi} performance assessments on the efficiency and effectiveness
of operations;

{vil) processes of the internal audit;

{viii) outcomes of the external audit prior to issue of management
and audit reporis; and

(ix) changes to accounting standards and legislation and the
impact on the local government.

The audit committee should examine the auditor and management reports. The
committee would then determine if any matters raised in the reports require action to be
taken by the local government and to ensure that appropriate action is implemented.

A further role for the audit commitiee would be to receive and authorize the report
relating to the audit prepared by the CEQO that is to be sent to the Minister, This report
would outline any actions the local government has taken or intends to take in relation to
the matters identified by the auditor.

The role of the audit commiiies in relation to the internal audit function is a matter of
conjecture. Most CEQ's would argue that where there is a formal internal audit that it is
an operational function and is their responsibility. The role of the Audit Committee may
be to ensure that an internal audit function is put in place where required and that its
processes are appropriate, accouniable and transparent. The role of the external

auditar in this regard can be established at the time of appointment.




3.2 Membership

An audit committee is required to consist of at least three persons, with the majority
being elected members. Local governments may decide to appoint a committee
involving only elected members or they may appoint one or more persons who are
external to the Council. If a Council considers it appropriate the whole Council can be
appointed as the audit committes.

If the local government wishes to appoint one or more persons other than elecled
members to the commitlee, it should ensure that they have the requisite knowledge and
skills to provide banefit to the committee.

3.3 Operation of the Committee

Irrespective of the membership of the committes, all legislative requirements relating to
committee meetings such as advertising meeting dates, notice of meeting and keeping
minutes of meelings need to be complied with,

The legislation prevents a meeting fee being paid to an external person but it is
permissible for a payment to be made, commensurate with the expertise and knowledge
such people bring to the committee. The Council will need to determine whether
payment will be offered and the level of that payment.

Members of the committee should be encouraged to attend appropriate courses to keep
them up to date with legislation, accounting and other relevant issues.

3.4 Other Responsibilities

Local governments are required by legislation to complete a statutory compliance return
and have the return adopted by Council. The return is a comprehensive checklist of a
local government's compliance with the requirements of the Local Gavernment Act 1995
and all its Regulations.

After adoption, the return is to be signed by the Mayor or Prasident and the CEO prior to
It being forwarded to the Depariment.

The detailed nature of the return makes it difficult for Council to assess any implications
arising from the return at its Ordinary Council Mestings. In addition, the return covers a
significant number of compliance matters that relate to the management of financial
processes and procedures.

Therefore, as an option Council could consider allocating to the audit committee the role
of reviewing the retum and making a recommendation on its adoption. The audit
committee could also consider proposals from the CEO as to whether the compliance
audit is undertaken intemally or an external party is contracted to undertake the task. In
the case of an external party the audit committee would have the responsibility to
receive the report and make recommendations on it to full Council.
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4. THE EXTERNAL AUDITOR
4.1 Appointment of an Auditor

The Act requires that each local government, from time to lime, appoint an auditor on the
recommendation of the audit commitiee. The committee should undertake a proper
selection and appointment process as part of appointing an auditor.

It is important to realise that the Act specifies that it is a person(s) that is appointed as
auditor, not the company which employs the person. Therefore, when the audit report is
received it must be signed by the person(s) appointed as the auditor; it cannot be the
generic signature identifying the firm.

4.2 Scope of the Audit

The Act and Regulations prescribe the scope of the external audit of the annual financial
statements of a local government. The scope details are going to vary between local
governments but as an aid a model minimum standard audit specification is attached as
Appendix 2 to this guideline. Individual local governments can amend that document to
suit thelr particular needs.

4.3 Reporting by the auditor

Regulations require the auditor, where appropriate, to prepare a management report to
accompany the auditors report. Although there is no legislative requirement for the
auditor to prepare a management report unless he or she deems it appropriate, local
government may wish to require the auditor to prepare a report on all issues Identified
during the audit.

The auditor, after completing the audit, is to forward a copy of his or her
audit and management report to:

« the Mayor or President;

= the CEO of the local government; and

= the Minister.

The CEOQ should be assigned the task of providing the report to the audit
commitiee.
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Appendix 1

MODEL TERMS OF REFERENCE -
AUDIT COMMITTEES

Important: The following Model Terms of Reference contains clauses that may not be
applicable to each local government. Local governments will need to consider each
clause and only adopt those that are applicable to the roles and responsibilities and
delegated powers and functions that will apply to their Audit Committee.

The clauses that are considered optional have been asterisked (*).
1. Objectives of Audit Committees

The primary objective of the Audit Committee is to accept responsibility for the annual
external audit and liaise with the local government's auditor so that Council can be
satisfied with the performance of the local government in managing its financial affairs.

Reports from the committee will assist Council in discharging its legislative
responsibilities of controlling the local government's affairs, determining the local
government's policies and overseeing the allocation of the local government's finances
and resources. The committee will ensure openness in the local government's financial
reporting and will liaise with the CEO to ensure the effective and efficient management
of local government's financial accounting systems and compliance with legislation.

The committee is to facilitate;

. the enhancement of the credibility and objectivity of "internal and external
financial reporting;

. *effective management of financial and other risks and the protection of Council
assets;

. compliance with laws and regulations as well as use of best practice guidelines
relative to auditing;

. *the coordination of the internal audit function with the external audit;

. the provision of an effective means of communication between the exiernal

auditor, “internal auditor, the CEQ and the Counclil.
2. Powers of the Audit Committee

The committee is a formally appointed committee of Council and is responsible to that
body. The committee does not have executive powers or authority to implement actions
in areas over which the CEO has legislative responsibility and does not have any
delegated financial responsibility. The committee does not have any management
functions and cannot involve itself in management processes or procedures.

The committee is to report to Council and provide appropriate advice and
recommendations on matters relevant to its term of reference in order to facilitate
informed decision-making by Council in relation to the legislative functions and duties of
the local government that have not been delegated to the CEO.




3. Membership

The committee will consist of *four members with three elected and *one external
person. All members shall have full voting rights.

‘External persons appointed to the committee will have business or financial
management/reporting knowledge and experience, and be conversant with financial and
other reporting requirements.

*Appointment of external persons shall be made by Council by way of a public
advertisement and be for a maximum term of two years. The terms of the appointment
should be arranged o ensure an orderly rotation and continuity of membership despite
changes to Council's elected representatives.

*Remuneration will be paid to each external person who is a member of the committee
on the basis of an annual fee.

The CEO and employees are nol members of the committee,

The CEO or his/her nominee is to attend all meetings to provide advice and guidance to
the committee.

The local government shall provide secretarial and administrative support to the
committee.

4. Meetings
The committee shall meet at least "quarterly.

Additional meetings shall be convened al the discretion of the presiding
parson.

5. Reporting

Reports and recommendations of each committee meeting shall be presented to the
next ordinary meeting of the Council.

*The commitiee shall repart annually to the Council summarising its activities during the
previous financial year.




6. Duties and Responsibilities

The duties and responsibilities of the committee will be:

a)

b)

c)

d)

a)

h)

i)
K)

Provide guidance and assistance to Council as to the carrying out the functions
of the local government in relation to audits,

Develop and recommend to Council an appropriate process for the selection and
appointment of a person as the local government's auditor.

Develop and recommend to Council a list of those matters to be audited; and the
scope of the audil to be underiaken,

Recommend to Council the person or persons to be appointed as auditor.

Develop and recommend lo Council a written agreement for the appointment of
the auditor. The agreement is to include the objectives of the audit; the scope of
the audit; a plan of the audit; details of the remuneration and expenses to be paid
to the auditor;, and the method to be used by the local government to
communicate with, and supply information to, the auditor,

*Meet with the auditor once in each year and provide a report to Councll on the
matters discussed and outcome of those discussions,

Liaise with the CEO to ensure that the local government does everything in its
power to assist the auditor to conduct the audit and carry out his or her other
duties under the Local Government Act1995; ands ensure that audits are
conducted successfully and expeditiously.

Examine the reports of the auditor after receiving a report from the CEO on the
matters and determine if any matters raised require action to be taken by the
local government; and ensure that appropriate action is taken in respect of those
matters.

Review the report prepared by the CEO on any actions taken in respect of any
matters raised in the report of the auditor and presenting the report to Council for
adoption prior to the end of the next financial year or 6 months after the last
report prepared by the auditor is received, whichever is the latest in time.

Review the scope of the audit plan and program and its effectiveness.

*Review the appropriateness of special internal audit assignments undertaken by
internal audit at the request of Council or Chief Executive Officer.

*Review the level of resources allocated to internal audit and
the scope of its authority.




p)

q)

s)

“Review reports of internal audits and by monitoring the implementation of
recommendations made by the audit and reviewing the extent to which Council
and management reacts to matters raised.

*Facilitate liaison between the internal and external auditor to promote
compatibility, to the extent appropriate, between their audit programs.

‘Review the local government's draft annual financial report, focusing on
accounting policies and practices; changes to accounting policies and practices;
the process used in making significanl accounting estimates; significant
adjustments to the financial report (if any) arising from the audit process;
compliance with accounting standards and other reporting requirements;
significant variances from prior years.

*Consider and recommend adoption of the annual financial report to Council.
Review any significant changes that may arise subsequent to any such
recommendation but before the annual financial report is signed.

*Address Issues brought to the attention of the committee, including responding
to requests from Council for advice that are within the parameters of the
committee's terms of reference.

Seek information or obtain expert advice through the CEQO on matters of concern
within the scope of the committee's terms of reference following authorisation
from the Council.

"Review the Statutory Compliance Return and make a recommendation on its
adoption to Council.

s




Appendix 2

MODEL MINIMUM STANDARD AUDIT
SPECIFICATION

IMPORTANT: The following Model Minimum Standard Audit Specification may be used
as the basis for the calling of tenders or seeking of quotes for the appointment of an
auditor, Local governments need to consider the Model to ensure that only those
clauses applicable to its requirements are used. This applies, in particular, to the “Critical
matters to be audited”.

1. Introduction

This document is provided for the assistance of auditors who wish to apply for the role of
auditor with the City/Town/Shire .

Audilors are required to address all of the matters outlined in the specification.

Auditors who submit an application may be asked to provide further information and/or
make a presentation to the Audil Committee,

2. Objectives of the Audit

To provide an independent audit opinion of the accounts and annual financial reports of
the local government for each financial year covered by the term of the audit
appeintment.

3. Term of Audit Appointment

For the financial years commencing 1 July ......... through to 30 June......... (not more
than 5 years)

4. Scope of the Audit

The auditor is to:-

4.1 Carry out such work as is necessary to form an opinion as to whether:

(a) the accounts are properly kept; and

(b) the annual financial report is prepared in accordance with the financial records;
and represents fairly the results of the operations of the local government and the
financial position of the local government at 30 June in accordance with the
Australian Accounting Standards, the Local Government Act 1995 (as

amended), the Local Government (Financial Management) Regulations 1996 (as
amended) and other mandatory professional reporting requirements.

“"..
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4.2
(a)
(b)
4.3

(a)

(b)

Give an opinion in his or her audit report on:

the financial position of the local government; and
the results of the operation of the local government.
Include in his or her audit report —

any material matters that indicate significant adverse trends in the financial
position or the financial management practices of the local government:

any matters indicating non-compliance with financial management requirements
of the Act, Regulations and any other written law.

5. Audit Methodology and Approach

()

(b)

The auditor is required to comply with the requirements of section 7.9 of the

Local Government Act 1995 and the Local Government (Audit) Regulations
1996,

An audit is to be carried out in accordance with “Auditing Standards" and
"Auditing Guidance Statements” adopted from time to time by the Australian
Society of Certified

Practicing Accountants and the Institule of Chartered Accountants in Australia,

()

(d)

(e)

The auditor is to provide the local government with a general outlineg of his/her
methodology.

The auditor is to provide the local government with a plan for the audit including
timing of interim audit visits; final audit visit (within 30 days of being advised that
the accounts and annual financial report are available for audit); timing of the
legislative requirement to meet with the local government and whether that
meeting will be in person or by some other means; and the method to be used to
communicate with, and provide advice and information to, the local government.

The auditor is required to produce an audit report as required by section 7.9 of
the Local Government Act 1995 and, if considered appropriate by the auditor, a
management report.




6. Critical Matters to be Audited

The auditor is to include in his or her application the extent to which the
critical matters outlined below will be audited so as to form an opinion on
the manner in which they have been maintained.
(i) Revenue

« Rates revenue

* Government grants

= User pays revenue

* Profit on sale of non-current assets

» Other income

(i) Expenditure
= Salary and wage costs
= Depreciation
* Materials and contract expenditure
= Loss on sale {Jf non-current assels
* Insurances
» Bad debis
* Other expenditure

(iii) Current Assets
+ Bank and short term investments
= Receivables and prepayments
* Inventory

(iv) Non-Current Assels
* Property, plant, furniture and equipment
* Infrastructure and depreciation
+ Other receivables
{v) Liabilities (Current and non-current)
« Creditors and accruals
* Loan borrowings including new loans raised
* Provision for annual and long service leave entitiements
(vi) Reserve Funds
(vii) Contingent Liabilities
{viii) Capital Commitments
{ix) Accounting Policies and Notes to the Financial Statements
(x) Cash Flow Statement
(xi) The financial ratios required by the Local Government

(Financial Management) Regulations 1996




7. Hours, Fees and Expenditure
The auditor is to provide:

. Estimate of the time to be spent an the audit.

. Fees for completing the audit in accordance with this specification.

. MNominated auditor(s) and registered company audit number(s).

. Experience of the nominated auditors in completing local government audits.
The auditor is to provide a fee for any additional audit requested by Council.

8. Terms

Conditions to be noted by auditors:

. The auditor shall not sub contract to a third party.

. The auditor shall not, and has no right to, assign the audit contract to third
parties.

. The auditor shall not be engaged by the local government to undertake any

financial consultancy with the local government that requires the preparation of
financial information that will be the subject of the annual audit.

* The auditor shall confirm that he or she has, and will maintain during
the duration of the audit term, professional indemnity insurance
covering the legal liability arising out of any neglect, default, error,
or omission.

9. Termination of Appointment

The appointment as auditor is terminated if:
(a) the auditor ceases to be a registered company auditor;

(b) the auditor ceases to be an approved auditor under Section
7.5 of the Local Government Act 1995;

(c) the auditor is a disqualified person under Section 7.4(2) of the
Local Government Act 1885;

{d) the auditor resigns by notice in writing to Council;

(&) Council serves notice in writing to the auditor terminating the
appointment.
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ABOUT THE GUIDELINE SERIES

This document and olhers in the safes are intended az a
guide to good practice and should not be Llaken as a
compliance roguirerment. The contant is based on Departmantal
officers’ knowledge, undersianding, obsarvation of, and
appropriate consullation on contemporary good practice in
local government. Guidelines may also imobve the
Depariment's visws on the intert and interpretation of
relevant legislaton,
All guidalines are subject 1o review, amendment and
re-publishing s required. Therefore, commants on any
aspect ol the guideline are walcome. Advice of methods of
improvemant in the area of tha guideiine topic thal can be
“mpmindmruoihlr local govemmonts will bo especially
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Further Information

For mora Infarmation about this and other guidelines,
contact the Local Government Support and Development
Branch of the Depanmen! of Locsl Govemmant and
Regional Development on 9217 1500 or a-mall
gsd@digrd wa gov.au

These guidelings are also svailable on the Department's
wabsite at hitp./fwww.digrd.wa.gov.au




