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Background
Changes to the Local Government Act 1995, which came into effect in 2017, introduced
new requirements of local governments with respect to audits. The legislation requires local
governments to examine an audit report it receives and implement appropriate action in
respect to matters raised and to specifically report on matters identified as significant by
the auditor.
The Auditor General’s Independent Auditor’s Report for 2019-20 identified two ‘material’
matters, including:
1.
Significant adverse trends in the financial position of the Shire as the Operating
Surplus Ratio, as reported in Note 28 of the annual financial report, is below the
Department of Local Government, Sport and Cultural Industries’ basic standard
of 0.01 for the last three financial years; and
2.
Non-compliance with Part 6 of the Local Government Act 1995, the Local
Government (Financial Management) Regulation 1996, or applicable financial
controls of any other written law, in identifying that more employees than
necessary at the Shire of Williams had the ability to make modifications in the
system to the supplier records. Also, there was no evidence of independent
review of amendments made to supplier records. This increased the risk of
unauthorised changes to key information, although sampling did not identify
any.
Local governments are required to prepare a report addressing any matters identified as
significant by the auditor in the audit report, and state what action the local government
has taken or intends to take with respect to the matters.
A copy of the report is to be provided to the Minister for Local Government (“the Minister”)
within 3 months of receiving the audit report. It is also required to be published on the Shire’s
website. The content of this Agenda Item will form the basis of the report to go to the
Minister.
Comment

Operating Surplus Ratio
Operating Surplus Ratio =

(Operating Revenue MINUS Operating Expense)
Own Source Operating Revenue
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The purpose of this ratio is a measure of a local governments’ ability to cover its operational
costs and have revenues available for capital funding or other purposes. The Department
has determined that a ratio below 0.01 (1%) is below the standard required.
The following table highlights the Shire’s ratio as calculated for the last four (4) financial
years, including the figure for the 2019/20 financial year:

Operating
surplus ratio

2016/17
-0.29 (-29%)

2017/18
-0.20 (-20%)

2018/19
-0.05 (-5%)

2019/20
-0.05 (-5%)

Own source operating revenue is made up of rates, fees and charges, interest income,
profit on disposals of assets, reimbursements and recoveries, and other revenue. Small
regional local governments are limited in their ability to increase own source revenue and
are more reliant on grant funding for renewal of assets.
The Shire of Williams is disadvantaged by the amount it receives from the General Purpose
Grant. Although higher than average increases in this grant have benefitted the Shire in
recent years, it has come from a low base. Had the Shire received a grant equivalent to
similar sized local governments, with comparable services, it would have been in a better
position to meet the ratio.
Depreciation expense is a significant factor in this ratio as it is included in operating
expenses. The requirement to revalue road assets on a regular basis, and attribute an
appropriate level of depreciation, has been a challenge for local governments. This
process has matured in recent years and this Shire has systems to more accurately account
for road asset depreciation expense.
Taking these factors into consideration, the trend for the Shire of Williams is moving towards
achieving a ratio above the minimum standard.


Modifications to Supplier Records

The audit report notes that more employees than necessary had the ability to make
modifications in the system to the supplier records. Also, that there was no evidence of
independent review of amendments made to supplier records.
The Chief Executive Officer had the opportunity to provide comment on this matter when it
was initially raised in the interim audit. The following comments were made:
“There are currently limitations within the accounting software for the ability to restrict
certain areas within the system, however controls have been put in place requiring that all
new supplier details and amendments are to be authorised independently to the officer
acquiring and checking the authenticity of the details. Secondly, the officer who enters
and pays suppliers is not authorised to input new suppliers or change suppliers within the
software system.
Although there is no audit trail report to identify changes to supplier records, due to the
limitations with the accounting software, a review of online banking reports will highlight any
bank detail changes.”
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Strategic Implications
This item aligns with the community’s vision and aspirations as contained in the Shire of
Williams Strategic Community Plan 2017 to 2032. Specifically, it relates to the following
strategy(s):
CL 2.2
Maintain accountability, transparency and financial responsibility.
CL 2.3
Monitor revenue streams and implement opportunities where appropriate.
Consistently review rate income.
Financial Implications
Current trend indicate that the Shire is moving towards achieving a ratio above the
minimum standard.
Voting Requirements
Simple Majority
Officer’s Recommendation
That Council:
1.
Notes the material matters identified in the Auditor General’s Independent Auditor’s
Report for 2019-20; and
2.
Authorises a copy of this report to be forwarded to the Minister for Local Government
and be published on the Shire’s official website.
Council Resolution
Price/Carne
That Council:
1.
Notes the material matters identified in the Auditor General’s Independent Auditor’s
Report for 2019-20; and
2.
Authorises a copy of this report to be forwarded to the Minister for Local Government
and be published on the Shire’s official website.
Carried 9/0
Resolution 68/21
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