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AUDIT ADVISORY COMMITTEE MEETING
11 DECEMBER 2019

OFFICIAL OPENING/ANNOUNCEMENT OF VISITORS

The Presiding Member, President Ballard, declared the meeting open at 5:06 pm.

RECORD OF ATTENDANCE/APOLOGIES/APPROVED LEAVE OF ABSENCE

Committee Members (Voting)

Mr L Ballard — Shire President (Presiding Member)
Cr S Lushey

Cr M Fisher

Cr G Broad

Cr C Bartron

Cr J Early

Cr B Seale

Cr G Ballard (arrived at 6.00 pm)

Office of the Auditor General
Mr M Ambrose — Senior Director — Office of Auditor General
Mr K Sathasivam — Senior Auditor, Financial Audit — Office of Auditor General

Staff

Mr D Stewart — Chief Executive Officer

Mr F Ludovico — Executive Manager Corporate & Community Services
Mr T Evans — Executive Manager Technical & Rural Services

Mr A Awang — Executive Manager Development & Regulatory Services
Mrs K Oborn — Manager Finance.

Apologies
Cr T Wiese — Deputy Shire President
Mr K Ng — Assistant Director Financial Audit — Office of Auditor General

ELECTION OF CHAIRPERSON

The members of a committee are to elect a presiding member from amongst themselves in
accordance with Schedule 2.3 of the Local Government Act 1995 (S5.12 Local Government

Act 1995).
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COMMITTEE RESOLUTION

Moved: Cr Fisher Seconded: Cr Early
That Leigh Ballard be elected as presiding member of the Audit Advisory Committee

CARRIED 7/0

DECLARATION OF INTEREST BY ELECTED MEMBERS AND COUNCIL EMPLOYEES IN
MATTERS INCLUDED IN THE MEETING AGENDA

Nil

CONFIRMATION OF MINUTES OF PREVIOUS MEETINGS

OFFICER’S RECOMMENDATION AND COMMITTEE’S RESOLUTION

Moved: Cr Fisher Seconded: Cr Bartron

That the minutes of the Audit Committee Meeting held on 27 March 2019 be confirmed as
an accurate record of the proceedings.

CARRIED 7/0

ANNOUNCEMENTS BY THE PERSON PRESIDING WITHOUT DISCUSSION

Nil
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7. MATTERS WHICH REQUIRE DECISIONS

5.35 pm— Mr M Ambrose — Senior Director — Office of Auditor General and Mr K Sathasivam —
Senior Auditor, Financial Audit — Office of Auditor General, joined the meeting by

telephone.
6:00 pm — Cr G Ballard arrived.

7.1. ADOPTION OF 2018/19 ANNUAL FINANCIAL REPORT

File Reference 12.2.1,4.26

Disclosure of Interest Neither the Author nor Authorising Officer have any Impatrtiality, Financial
or Proximity Interest that requires disclosure.

Applicant Shire of Narrogin

Previous Item Numbers Nil

Date ‘ 4 December 2019

Author Frank Ludovico — Executive Manager Corporate and Community Services

Authorising Officer Dale Stewart — Chief Executive Officer

Attachments

1. Shire of Narrogin 2018/19 Annual Financial Report and Independent Audit Report
2. Letter from the Office of the Auditor General
3. Management Letter/Interim Audit Report

Summary
The Office of the Auditor General (OAG) conducted the Annual Financial Audit for 2018/19 during
October 2019.

This item discusses the outcomes of that audit.

Note: A representative from the OAG Mr Kevin Ng (Assistant Director — Financial Audit) will be
participating in this item via teleconference.

Background

The Office of Auditor General conducted Council’s Audit with an onsite audit on 14-25 October 2019
with the official signing off for the audit taking place on 28 November 2019.

Comment

The Independent Audit Report express the opinion that the Annual Financial report for the Shire of
Narrogin is based on proper accounts and records and fairly represents the results of the operations
for the Shire of Narrogin for the year ended 30 June 2019.

It is pleasing to note the Audit Report does not contain any qualification.

The OAG did raise areas for improvement in their Management Letter/Interim Audit Report and
Independent Audit Report.
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Management Letter/Interim Audit Report

The Management Letter/Interim Audit Report contain a number of control matters raise by the OAG
and the administration’s response to those matters. These were not able to be brought to Council's
attention until the annual audit was finalised. Since that report, certain matters have changed and an
additional notation has been added to appropriate sections.

Independent Audit Report

The Independent Audit Report raises two matters in respect to other legal and regulatory requirements,
the adverse trend of the Operating Surplus Ratio and accounting journals not reviewed by a second
employee.

In respect to ratios, an extract of Note 30 of the 2018/19 Annual Financial Statelments is detailed below:

These ratios have been compared to the advisory standard contained in the Depértment of Local
Government, Sporting and Cultural Industries (DLGSCI) Integrated Planning and Reporting Framework
and Guidelines September 2016.

Note: DLGSCI also has another publication dealing with ratios, Local Government Guideline Number
18 Financial - Ratios — June 2013. The more modern guideline was used in the following analysis.

27. | FINANCIAL RATIOS Standard 2019 2018 2017
Current ratio Achieved 3.32 5.15 3.53
Asset consumption ratio Improving 0.98 0.99 0.98
Asset renewal funding ratio Not Achieved 0.65 0.69 -
Asset sustainability ratio Not Achieved 77 1.21 1.13
Debt service cover ratio Advanced 14.09 9.93 (3.21)
Operating surplus ratio Not Achieved (-19) (0.01) (0.52)
Own source revenue coverage ratio Achieved 0.5 0.54 0.43

The Asset renewal funding ratio measures the ability of a local government to fund its projected asset
renewal/replacements in the future. To meet the standard the ratio must be between 0.75 and 0.95.
Continued improvements to asset management processes will enable us to work towards meeting the
standard.

The Asset sustainability ratio measures the extent to which assets are being replaced as they reach
the end of their useful lives. To meet the standard, the ratio needs to be higher than 0.9. Once again,
continued improvements to asset management processes will enable us to work towards meeting the
standard.

The Operating surplus ratio measures the local government’s ability to cover its operational costs and
have revenues available for capital funding or other purposes. To meet the standard the ratio must be
between 0.0 and 0.15. The ratio excludes income from grants and highlights that most rural local
governments require government grant support to provide services to their residents.
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WANDRRA funding can impact the operating ratios, as significant expenses are incurred, well in
advance of MRDWA approving claims. These must occur before the Shire can raise an invoice and /
or account for the revenue from MRDWA, as a reimbursement to the Shire. As the timing of expenditure
and revenues are not always aligned and, in this case, occur over two financial years, the operating
ratios can be distorted.

In respect to the second matter - accounting journals not reviewed by a second employee, the OAG
comment is that the non-performance of this activity indicates non-compliance with Part 6 of the Local
Government Act 1995 (LGA). Part 6 of the LGA deals with the Financial Management of local
governments.

The opinion of staff is that is it is best practice to have an accounting journal reviewed by a second
officer (this was noted in the Management Letter/Interim Audit Report item 2 and is now occurring)
however, it does not constitute non-compliance with the LGA or associated regulations.

Staff have researched this matter and not been able to find in the LGA or associated regulations the
statement that “accounting journals must be reviewed by a second officer”. So, whilst this is technical
point, the Shire cannot be non-compliant to the LGA and associated regulations because none of those
documents state we must have “accounting journals reviewed by a second officer”.

When challenged on this matter, the OAG refer to Regulation 5 of the Local Government (Financial
Management) Regulations 1996 (FM Reg). This regulation states the CEO is to establish efficient
systems and procedures in a local government for all manner of financial activities. Once again, a
technical point, but Regulations 5 does not mandate “accounting journals reviewed by a second officer”.
If there is no specific mention of “accounting journals reviewed by a second officer” then, the Shire
cannot be non-compliant to the LGA and associated regulations.

When the OAG was again challenged on this, they referred to auditing standard ASA 240 “The Auditors
Responsibilities relating to fraud in an Audit of a Financial Report” were there is a reference to recording
of inappropriate or unauthorised journal entries. Again, and it's a technicality, we may not have
complied with the auditing standard but the Shire cannot be non-compliant to the LGA and associated
regulations.

Regulation 5A FM Reg does indicate a local government must comply with the “AAS” and AAS is
defined as the Australian Accounting Standards, made and amended from time to time by the
Australian Accounting Standards Board. Once again, a technical difference.

Why are staff taking such an awkward stand? The matter is about the autonomy of local government
Chief Executive Officers being able to determine the reasonable, proper and efficient controls, for the
relevant organisation and the role of the OAG to recommend to local governments via the Audit
Committee / Management, better practice vs non-compliance (breaches).

In smaller local governments, where the CEO often creates journals particularly at year end, does this
mean they need the Shire President to review journals? Does that mean the Audit Committee is to be
convened to review journals? What about the operational and strategic separation between officers
and Council?

Staff reiterate that accounting journals are being reviewed by a second officer as this is good practice
and has implemented this practice, however citing non-compliance to the LGA and associate
regulations is, in officers’ professional opinion, not correct.
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The Annual Financial Report and Audit Report will now be incorporated into the Annual Report, which
must be accepted by the local government by 31 December 2019. This document will be included in
the Agenda for the Council Meeting of 18 December 2019.

Consultation

o Dale Stewart — Chief Executive Officer
o Karen Oborn — Manager Finance
e  Kevin Ng Assistant Director — Financial Audit OAG

Statutory Environment

Section 6.4 Local Government Act 1995 Financial report
Section 5.54 Local Government Act 1995 Acceptance of Annual Reports

Regulation 36 Local Government (Financial Management) Regulations 1996 - Annual financial report,
content of (Act 5.6.4(2))

Policy Implications

There are no policy implications on this matter.

Financial Implications

The financial implications are detailed in the report under comment about ratios.

Strategic Implications

Shire of Narrogin Strategic Community Plan 2017-2027

Objective: 4. Civic Leadership Objective (Continually enhance the Shire's organisational capacity to
service the needs of a growing community)

Outcome: 4.1 An efficient and effective organisation

Strategy: 41.1  Continually improve operational efficiencies and provide effective services

Strategy: 41.2  Continue to enhance communication and transparency

Voting Requirements

Simple Majority
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6:08 pm — Mr M Ambrose and Mr K Sathasivam left the meeting.

OFFICERS' RECOMMENDATION & COMMITTEE’S RESOLUTION
Moved: Cr Seale Seconded: Cr Broad
That with respect to 2018/19 Annual Report the Audit Committee:

1. Recommend to Council to accept the Annual Financial Report and Audit Report for the 2018/19
year; and

2. Note the implémentation schedule of items discussed in the Management Letter and Interim
Audit Report.

CARRIED 8/0

8. CLOSURE OF MEETING

There being no further business to discuss, the Presiding Member declared the meeting closed
at 6:13 pm.
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ATTACHMENT 1

SHIRE OF NARROGIN
FINANCIAL REPORT

FOR THE YEAR ENDED 30TH JUNE 2019

TABLE OF CONTENTS

Statement by Chief Executive Officer
Statement of Comprehensive Income by Nature or Type
Statement of Comprehensive Income by Program
Statement of Financial Position
" Statement of Changes in Equity
Statement of Cash .Flows
Rate Setting Statement
Notes to and forming part of the Financial Report

Independent Auditor's Report

COMMUNITY VISION

"A leading regional economic driver and a socially interactive and inclusive community"

Principal place of business:
89 Earl Street :
Narrogin
WA 6390
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SHIRE OF NARROGIN
FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

Local Government Act 1995
Local Government (Financial Management) Regulations 1996

STATEMENT BY CHIEF EXECUTIVE OFFICER

The attached financial report of the Shire of Narrogin for the financial year ended

30 June 2019 is based on proper accounts and records to present fairly the financial position
of the Shire of Narrogin at 30 June 2019 and the results of the operations for the

finaricial year then ended In accordance with the Local Government Act 1895 and, to the extent
that they are not inconsistent with the Act, the Australian Accounting Standards.

Signed on the 2 S/ day of /\é_/wé/' 2019

I~

Chief Executive Officer

Dale Stewart

Name of Chief Executive Officer

OAG

(AUDWED')

oY
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SHIRE OF NARROGIN

STATEMENT OF COMPREHENSIVE INCOME
BY NATURE OR TYPE

FOR THE YEAR ENDED 30TH JUNE 2019

2019 2019 2018
NOTE Actual Budget Actual
_ $ $ $
Revenue
Rates 21(a) 4,838,905 4,780,240 4,645,781
Operating grants, subsidies and contributions 2(a) 4,013,897 3,334,682 4,915,104
Fees and charges 2(a) 1,706,542 1,648,033 1,744,031
Interest earnings 2(a) 250,026 177,100 219,007
Other revenue 2(a) 1,467,106 140,155 730,101
12,276,476 10,080,210 12,254,024
Expenses
Employee costs (5,468,209) - (5,631,002) (5,100,775)
Materials and contracts (3,093,318) (3,766,178) (3,150,878)
Utility charges (690,899) (669,066) (633,737)
Depreciation on non-current assets 10(b) (3,631,766) (2,508,848) (2,721,917)
Interest expenses 2(b) (41,325) (41,325) (53,609)
" Insurance expenses (260,371) (250,411) (251,493)
Other expenditure (208,086) (224,388) (373,956)
(13,393,974) (13,091,218) (12,286,365)
(1,117,498) (3,011,008) (32,341)
Non-operating grants, subsidies and contributions 2(a) 809,023 846,982 2,133,477
Profit on asset disposals 10(a) 14,394 14,305 45,183
(Loss) on asset disposals 10(a) (159,646) (138,058) (68,291)
’ 663,771 723,229 2,110,369 -
Net result for the period (453,727) (2,287,779) 2,078,028
Other comprehensive income
" Items that will not be reclassified subsequently to profit or loss
Changes in asset revaluation surplus 11 (55,384) 0 16,599,666
Total other comprehensive income for the period (55,384) 0 16,599,666
Total comprehensive income for the period (509,111) (2,287,779) 18,677,694
This statement is to be read in conjunction with the accompanying notes.
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SHIRE OF NARROGIN

STATEMENT OF COMPREHENSIVE INCOME
BY PROGRAM

FOR THE YEAR ENDED 30TH JUNE 2019

2019 2019 2018
NOTE Actual Budget Actual
’ $ $ $
Revenue ‘2(a)
Governance 3,581 5,100 49,518
General purpose funding 7,472,292 6,073,827 7,162,111
Law, order, public safety 266,478 52,070 56,983
Health 53,404 11,500 10,920
Education and welfare 1,462,390 1,503,752 1,480,096
Housing 8,668 11,700 9,834
Community amenities ) 1,080,228 1,058,504 1,268,396
Recreation and culture 194,321 98,854 151,433
Transport 1,275,677 915,496 1,586,139
Economic services 275,187 258,407 314,910
Other properly and services 184,250 91,000 164,684
12,276,476 10,080,210 12,254,024
Expenses 2(b)
Governance (674,450) (660,911) (565,145)
General purpose funding (274,816) (277,815) (186,911)
Law, order, public safety (526,304) (616,412) (488,953)
Health (256,031) (270,6986) (208,193)
Education and welfare (1,605,695)  (1,790,640) (1,636,667)
Housing (32,068) (34,294) (30,762)
Community amenilies (1,404,043)  (1,498,653) (1,384,781)
Recreation and cullure (3,131,606) (2,870,879) (2,339,745)
Transport (4,609,520)  (4,340,358)  (4,710,877)
Economic services (823,228) (653,803) (679,511)
Other property and services ’ (214,988) (35,432) (101,211)
(13,352,649) (13,049,893) (12,232,756)
Finance Costs - 2(b)
Governance ) y (12,396) (12,396) (16,146)
Recreation and culture ) (22,203) (22,203) (27,398)
Transport (90) (90) (2,279) .
Economic services (6,636) (6,636) (7,786)
(41,325) (41,325) (53,609)-
(1,117,498)  (3,011,008) (32,341)
Non-operating grants, subsidies and
contributions ' 2(a) 809,023 846,982 2,133,477
Profit on disposal of assets 10(a) 14,394 14,305 45,183
(Loss) on disposal of assets 10(a) (159,646) (138,058) (68,291)
663,771 723,229 2,110,369
Net result for the period (453,727)  (2,287,779) 2,078,028
Other comprehensive Income
Items that will not be reclassified subsequently to proﬁt or loss
Changes in asset revaluation surplus 1 (55,384) 0 16,599,666
Total other comprehensive income for the period (65,384) 0 16,599,666
Total comprehensive income for the period (509,111)  (2,287,779) 18,677,694

This statement is to be read in conjunction with the accompanying notes.

OAG
AUDITED

33
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SHIRE OF NARROGIN
STATEMENT OF FINANCIAL POSITION
AS AT 30TH JUNE 20189

NOTE 2019 2018
$ $

CURRENT ASSETS
Cash and cash equivalents 3 7,906,681 6,976,077
Trade receivables 5 1,085,183 1,477,639
Inventories 6 7,310 7,280
TOTAL CURRENT ASSETS 8,999,174 8,460,996
NON-CURRENT ASSETS
Trade receivables 5 186,915 160,318
.Financial assets at fair value through other
comprehensive income 7(b) 105,103 0
Inventories 6 0 177,273
Property, plant and equipment 8 57,798,156 57,801,337
Infrastructure 9 113,800,220 114,284,720
TOTAL NON-CURRENT ASSETS 171,890,394 172,423,648
TOTAL ASSETS 180,889,568 180,884,644
CURRENT LIABILITIES
Trade and other payables 12 611,006 536,823
Borrowings 13(a) 166,658 129,778
Employee related provisions 14 549,644 596,310
TOTAL CURRENT LIABILITIES 1,327,208 1,262,911
NON-CURRENT LIABILITIES
Borrowings 13(a) 975,569 792,226
Employee related provisions 14 288,947 22,552
TOTAL NON-CURRENT LIABILITIES 1,264,516 814,778
TOTAL LIABILITIES 2,591,724 2,077,689
NET ASSETS 178,297,844 178,806,955
EQUITY ‘
Retained surplus 50,369,084 51,097,591
Reserves - cash backed 4 4,229,579 3,954,799
Revaluation surplus 11 123,699,181 123,754,565
TOTAL EQUITY 178,297,844 178,806,955

This statement is to be read in conjunction with the accompanying notes.
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SHIRE OF NARROGIN
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30TH JUNE 2019

RESERVES
RETAINED CASH . REVALUATION TOTAL
NOTE SURPLUS BACKED SURPLUS EQUITY
$ ) $ $ $
Balance as at 1 July 2017 49,200,100 3,774,262 107,154,899 160,129,261
Comprehensive income
Net result for the period 2,078,028 0 0 2,078,028
Other comprehensive income 11 0 ' 0 16,599,666 16,599,666
Total comprehensive income 2,078,028 0 16,599,666 18,677,694
Transfers from/(to) reservés (180,537) 180,537 0 0
Balance as at 30 June 2018 51,097,591 3,954,799 123,754,565 178,806,955
Comprehensive income
Net result for the period (453,727) 0 0 (453,727)
Other comprehensive income 11 0 0 (55,384) (55,384)
Total comprehensive income (453,727) 0 (55,384) (509,111)
Transfers from/(to) reserves - (274,780) 274,780 0 0
Balance as at 30 June 2019 7 ' © 50,369,084 . 4,229,579 123,699,181 178,297,844

This statement is to be read in conjunction with the accompanying notes.
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SHIRE OF NARRQGIN
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 30TH JUNE 2019,

2019 2019 2018
NOTE Actual Budget Actual
$ $ $
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts :
Rates 4,744,950 4,830,240 4,628,429
Operating grants, subsidies and contributions 4,485,096 4,134,682 4,026,247
Fees and charges ‘ 1,706.542 1,648,033 1,744,031
Interest received . 250,026 177,100 219,007
Goods and services tax received 658,672 0 728,663
Other revenue 1,467,106 140,155 728,959
13,312,392 10,930,210 12,075,336
Payments
Employee costs (5,262,205) (6,631,002) (5,321,241)
Materials and contracts (3,034,142) (3,739,178) (3,002,257)
Utility charges (690,899) (669,066) (633,737)
Interest expenses- (41,325) (41,325) (51,651)
Insurance paid (260,371) (250,411) (251,493)
Goods and services tax paid (670,057) 0 (723,562)
Other expenditure (208,086) (224,388) (373,956)
(10,157,085)  (10,565,370)  (10,357,897)
Net cash provided by (used in)
operating activities 15 3,155,307 374,840 1,717,439
CASH FLOWS FROM INVESTING ACTIVITIES
Payments for purchase of
property, plant & equipment (1,942,848) (2,809,584) (2,218,342)
Payments for construction of infrastructure (1,934,464) (2,379,347) (1,892,950)
Non-operating grants,
subsidies and contributions 809,023 846,982 2,133,477
Proceeds from sale of property, plant & equipment 604,761 742,571 481,898
Net cash provided by (used in)
investment activities (2,463,528) (3,599,378) (1,495,917)
CASH FLOWS FROM FINANCING ACTIVITIES
Repayment of borrowings ; (129,777) (129,978) (220,293)
Proceeds from new borrowings 350,000 350,000 0
Net cash provided by (used In)
financing activities 220,223 220,022 (220,293)
Net increase (decrease) in cash held 912,002 (3,004,516) 1,229
Cash at beginning of year 6,976,077 7,056,233 6,974,848
Cash from Trust Account 18,602
Cash and cash equivalents
at the end of the year 15 7,906,681 4,051,717 6,976,077

This statement is to be read in conjunction with the accompanying notes.
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SHIRE OF NARROGIN
RATE SETTING STATEMENT
FOR THE YEAR ENDED 30TH JUNE 2019

2019 2019 2018
NOTE Actual Budget Actual
: $ $ $

OPERATING ACTIVITIES
Net current assets at start of financial year - surplus/(deficit) 22 (b) 3,760,640 3,686,158 2,930,415

3,760,640 3,686,158 2,930,415
Revepue from operating activities (excluding rates)
Governance 3,581 5,100 49,518
General purpose funding 2,677,951 1,293,587 2,631,832
Law, order, public safety 266,478 52,070 55,983
Health 53,404 11,500 10,920
Education and welfare 1,464,072 1,505,434 1,480,096
Housing 8,668 11,700 9,834
Community amenities 1,082,425 1,058,504 1,268,569
Recreation and culture 194,321 98,854 151,433
Transport 1,285,192 924,095 1,630,187
Economic services 275,187 258,407 314,910
Other property and services 185,250 95,024 165,646

7,496,529 5,314,275 7,668,928
Expenditure from operating activities
Governance (586,846) (673,307) (581,291)
General purpose funding (274,816) (277,815) (186,911)
Law, order, public safely (531,446) (621,664) (501,506)
Health (256,031) (270,696) (208,193)
Education and welfare {1,530,966) {1,808,377) (1,542,117)
Housing (32,068) (34,294) (30,762)
Community amenities (1,406,963) (1,501,758) (1,389,163)
Recreation and culture (3,220,874) (2,893,082) (2,367,143)
Transport (4,663,351) (4,440,066) (4,753,770)
Economic services (829,864) (660,439) (687,297)
Other property and services (230,395) (47,778) (106,503)

(13,553,620)  (13,229,276)  (12,354,656)
Non-cash amounts excluded from operating activities 22(a) 4,141,376 2,632,601 2,782.421
Amount attributable to operating an_:tlvlt!es 1,844,925 (1,596,242) 1,027,108
INVESTING ACTIVITIES
Non-operating grants, subsidies and contributions 809,023 846,982 2,133,477
Proceeds from disposal of assets 10(a) 604,761 742,571 481,898
Purchase of property, plant and equipment 8(a) (1,942,848) (2,809,584) (2,218,342)
Purchase and construction of infrastructure 9(a) (1,934,464) (2,379,347) (1,892,950)
Amount attributable to investing activities (2,463,528) (3,599,378) (1,495,917)
FINANCING ACTIVITIES
Repayment of borrowings 13(b) (129,777) (129,978) (220,293)
Proceeds from borrowings 13(c) 350,000 350,000 0
Transfers to reserves (restricted assets) 4 (1,509,148) (838,009) (1,374,503)
Transfers from reserves (restricted assets) 4 1,234,368 1,033,367 1,193,966
Amount attributable to financing activities ; (54,557) 415,380, (400,830)
Surplus/(deficit) before imposition of general rates (673,160) (4,780,240) (869,639)
Total amount raised from general rates 21 4,794,341 4,780,240 4,630,279
Surplus/(deficit) after imposition of general rates 22(b) 4,121,181 0 3,760,640
This statement is to be read in conjunction with the accompanying notes,
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
‘FOR THE YEAR ENDED 30TH JUNE 2019

1. BASIS OF PREPARATION

The financial report comprises general purpose financial
statements which have been prepared in accordance with
Australian Accounting Standards (as they apply to local
governments and not-for-profit entities) and Interpretations
of the Australian Accounting Standards Board, and the Local
Government Act 1995 and accompanying regulations.

The Local Government (Financial Management) Regulations

1996 take precedence over Australian Accounting Standards.

Regulation 16 prohibits a local government from recognising
as assets Crown land that is a public thoroughfare, such as
land under roads, and land not owned by but under the
control or management of the local government, unless it is a
golf course, showground, racecourse or recreational facility
of State or regional significance. Consequently, some assets,
including land under roads acquired on or after 1 July 2008,
have not been recognised in this financial report. This is not
in accordance with the requirements of AASB 1057 Land
Under Roads paragraph 15 and AASB 116 Property, Plant
and Equipment paragraph 7.

Accounting policies which have been adopted in the
preparation of this financial report have been consistently
applied unless stated otherwise. Except for cash flow and
rate setting information, the report has been prepared on
the accrual basis and is based on historical costs, modified,
where applicable, by the measurement at fair value of

~ selected non-current assets, financial assets and liabilities.

Shire of Narrogin

Minutes Audit Advisory Committee 11/12/2019

CRITICAL ACCOUNTING ESTIMATES

The preparation of a financial report in conformity with
Australian Accounting Standards requires management to
make judgements, estimates and assumptions that affect the
application of policies and reported amounts of assets and
liabilities, income and expenses.

The estimates and associated assumptions are based on
historical experience and various other factors that are
believed to be reasonable under the circumstances; the
results of which form the basis of making the judgements
about carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results may differ

~ from these estimates.

THE LOCAL GOVERNMENT REPORTING ENTITY

All funds through which the Shire controls resources to carry
on its functions have been included in the financial statements
forming part of this financial report.

In the process of reporting on the local government as a single
unit, all transactions and balances between those funds (for

example, loans and transfers between funds) have been
eliminated.

All monies held in the Trust Fund are excluded from the
financial statements. A separate statement of those monies
appears at Note 24 to these financial statements.
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019 '

2. REVENUE AND EXPENSES
(a) Revenue
Grant Revenue

Granls, subsidies and contributions are included as both operating and non-operating revenues in the Stalement of
Comprehensive Income:

2019 2019 2018
Actual . Budget Actual
$ $ $
Operating grants, subsidies and contributions
Governance ! 0 5,000 18,5562
General purpose funding 2,283,260 1,078,932 2,222,523
Law, order, public safety 222,768 23,670 13,058
Education and welfare 1,288,563 1,302,034 1,299,228
Community amenities 0 3,000 0
Recreation and culture 50,604 78,954 92,387
Transport . ! 138,802 787,992 1,269,356
Economic services 0 14,100 0
Other property and services 30,000 41,000 0
4,013,897 3,334,682 4,915,104
Non-operating grants, subsidies and contributions i
Law, order, public safety 0 0 864,503
Education and welfare 18,000 0 ; 26,443
Recreation and culture 3,000 50,000 274,460
Transport 788,023 796,982 948,071
809,023 846,982 2,133,477
, Total grants, subsidies and contributions 4,822,920 4,181,664 7,048,581
SIGNIFICANT ACCOUNTING POLICIES
Grants, donations and other contributions Grants, donations and other contributions (Continued)
Grants, donations and other contributions are a particular period, and those conditions were undischarged
recognised as revenues when the local government as at the reporting date, the nature of and amounts pertaining
obtains control over the assets comprising the contributions. to those undischarged conditions are disclosed in Note 20.
That nole also discloses the amount of contributions
Where contributions recognised as revenues during the recognised as reventes in a previous reporting period which
reporting period were obtained on the condition that they were obtained in respect of the local governmant's
be expended in a particular manner or used over operations for the current reporting period.

| 10
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

2. REVENUE AND EXPENSES (Continued)

2019 © 2019 2018
(a) Revenue (Continued) Actual Budget Actual
$ $ . $

Significant revenue
Financial Assistance Grant - General 1,683,856 784,445 1,638,868
Financial Assistance Grant - Roads . 599,404 254,487 583,655
Other Road Funding 1,935,490 1,637,664 2,393,368

4,218,750 2,676,496 4,615,891
Other revenue
Reimbursement Income - Operating (WANDRRA Funding) 1,013,776 0 1,566,053
Other 453,331 140,165 730,101

1,467,106 140,155 2,296,154
Fees and Charges
Governance 2,157 100 99
General purpose funding 45,964 30,100 40,525
Law, order, public safety C 36,622 23,400 37,879
Health 29,938 11,500 9,637
Education and welfare 163,868 ) 199,518 175,529
Housing 8,568 11,700 9,834
Community amenities 1,080,228 1,056,604 1,110,911
Recreation and culture 23,061 19,900 23,066
Transport 350 ) . 2,504 C 0
Economic services . 257,808 243,807 289,016
Other property and services 57,978 50,000 47,535

1,706,542 1,648,033 1,744,031
There were no changes during the year to the amount of the
fees or charges detailed in the original budget.
Interest earnings )
Reserve accounts interest 90,699 70,000 75,738
Rates instalment and penalty interest (refer Note 20(b)) 66,256 53,000 63,009
Other interest earnings 93,071 54,100 80,260

250,026 177,100 218,007

SIGNIFICANT ACCOUNTING POLICIES
Interest earnings Interest earnings (Continued)
Interest income is calculated by applying the effective interest Interest income is presented as finance income where it is
rate to the gross carrying amount of a financial asset except earned from financial assets that are held for cash management
for financial assets that subsequently become credit-impaired. purposes

For credit-impaired financial assets the effective interest rate
is applied to the net carrying amount of the financial asset
(after deduction of the loss allowance).

jad
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

2. REVENUE AND EXPENSES (Continued)

2019 2019 2018
(b) Expenses Actual Budget Actual
$ $ $
Significant expense
Road Construction Projects . 1,557,958 1,742,644 1,260,319
Road Maintenance- WANDRRA 900,540 713,390 1,566,052
Street Upgrades & Museum Carpark 616,329 616,329 0
3,074,827 3,072,363 2,826,371
Auditors remuneration ]
- Audit of the Annual Financial Report 38,760 41,675 21,216
- Other services 1,000 800 800
39,760 42,375 22,016
Interest expenses (finance costs)
Borrowings (refer Note 13(b)) 41,325 41,325 53,609
41,325 41,325 53,609
Rental charges
- Operating leases 28,191 24,076 20,465
28,191 24,076 20,465

| 12
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

3. CASH AND CASH EQUIVALENTS NOTE 2019 2018

$ $

Cash at bank and on hand ) 7,906,681 6,976,077
7,906,681 6,976,077

Comprises:

- Unrestricted cash and cash equivalents 3,312,594 3,021,278

- Restricted cash and cash equivalents 4,594,087 3,954,799
7,906,681 6,976,077

The following restrictions have been imposed by
regulations or other externally imposed requirements:

Reserve accounts

Building Reserve 4 873,681 686,182
Refuse Site Reserve 4 435,109 376,474
Community Assisted Transport (CAT) Reserve 4, 6,655 4,298
Narrogin Regional Recreation Centre Reserve 4 73,927 214,761
Employee Entitlement Reserve 4 334,863 387,576
Plant, Vehicle & Equipment Reserve 4 454,959 333,984
Economic Development Reserve 4 174,049 152,014
IT & Office Equipment Reserve 4 72,563 . 66,049
Tourism & Area Promotion Reserve 4 77,202 75,470
Unspent Grants & Contribution Reserve 4,20 203,773 . 44,817
HACC Reserve 4 584,487 784,351
CHCP Reserve 4 122,909 241,070

- CHSP Reserve 4 347,664 160,969
Road construction reserve 4 329,405 301,328
Asset Valuation reserve 4 31,309 30,610
Landcare Reserve 4 97,024 94,846
Narrogin Airport Reserve 4 10,000 ; 0

4,229,579 3,954,799

Other restricted cash and cash equivalents .
Bonds & Deposits Held (previously recorded as Trust) 24 ' 18,602 0
Unspent loans : 13(d) 345,905 0
Total restricted cash and cash equivalents 4,594,087 3,954,799
SIGNIFICANT ACCOUNTING POLICIES
Cash and cash equivalents s ‘ Cash and cash equivalents (Continued)
Cash and cash equivalents include cash on hand, cash at bank, and which are subject to an insignificant risk of
deposits available on demand with banks and other short term changes in value and bank overdrafts. Bank overdrafts
highly liquid investments with original maturities of three months ‘ are reported as short term borrowings in current
or less that are readily convertible to known amounts of cash. liabilities in the statement of financial position.

| 13
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4. RESERVES - CASH BACKED

(a)
(b)
(e)
(d)
(e)
n

19
()]
U]

[0)]

(&)
U]

(m)
(n}
(o}
(2]
(q)

(a)
(v}
(e)
(G
(®

(9)
(h)

U]
0

{k}
U]
(m)
(n)
(o}
r}

(a}

Building Reserve

Refuse Sile Reserve

Community Assisted Transporl (CAT) Reserve
Narrogin Reglonal Recteation Cenlre Reserve
Employee Enlitlement Reserve

Plant, Vehicle & Equipment Reserve
Economlc Development Reserve

IT & Office Equipment Reserve

Tourlsm & Area Promotion Reserve

Unspent Grants & Conlribution Reserve
HACC Reserve

CHCP Reserve

CHSP Raserve

Road construclion reserve

Assel Valuation reserve

Landcare Reserve

Narrogin Alrport Reserve

2018 019 2019 2019
Actual Actual Actual Actual
Opening Transfet Transfer Closing
Balanca o (from) Balanca
[] $ ] ]
686,182 187,499 0 873,681
76474 58,635 1] 435,109
4,298 2,357 ] 6,655
214,761 104,925  (265,758) 73921
387,576 8,891 {61,604) 334,863
333,984 516,164  (395,189) 454,959
152,014 2,035 0 174,049
66,049 6514 o 72,663
75470 1,733 0 77,203
44,817 203,958 {44,999) 203,774
784,351 44896  (244,761) 584,486
241,070 5513 (123,604) 122,909
160,969 265,056 (78,362) 347,663
301,328 28,077 0 320,405
30,610 699 0 31,309
94,846 2178 0 97,024
0 10.000 0 10,000
3,954,759 1,509,148  (1,234,368) 4,229,579

2019 2019 2019 2019 2018 2018 2018 2018

Budget Budgel Budget Budget Actual Actual Actual Actual

Opening Transfar - Transfer Closing Opening Transler Transfer Closing

Balanca ta (fram) Balance Balance to {from) Balance

$ $ H $ $ ) $ ]

686,182 982,444 (280,000) 498,626 556,072 270,266 (140,156) 686,182
376 475" 56,827 0 433,302 428302 88,681 (140,529) 376,474
4,297 7,203 (11,500) 0 8,021 5,901 {9,624) 4,208
214,761 143,895 (80,000) 260,656 160,691 82,664 {49,594) 214,761
307,576 7,029 0 384,605 372,384 49,248 (34,028) 287,578
333,984 431,057  (442,500) 322,541 393454 417,569 {477,039) 333,984
152,014 21,309 [1] 173,323 148,985 3,019 0 152,014
66,049 6,198 0 72247 15,734 50,315 o €6,049
76,469 1,369 o 76,838 73,970 1,500 0 75470
44,616 811 (4,724) 40,803 180,485 4122 (149,780) 44,017
784,351 14,224 (139,916} 656,659 645,352 138,999 0 784,351
241,070 4372 153,213) 192,229 165412 75,658 [} 241,070
160,970 2,919 (11,514) 152,375 420,088 81,079 (40,198) 160,569
301,328 A7,797 o 349,125 445,302 9,026 {153,000) 301,328
30,610 555 o 31,165 30,000 610 [} 30,610
94,846 0 0 94,845 [} 94,846 [} 84,846
0 [ 0 0 0 .0 0 0
3,054,798 B38,009 (1,033367) 3,759,440 3774262 1,374,503 (1,193,966) 3,854,799

Al of the reserve accounls are supporied by meney hald in finaneial institutions and match the amount shown as reslricled cash In Nole 3 lo INs financlal report.

h teserve account, the purpose for which the reseives are sel aside and thelr anlicipaled dale of use are as foliows:

In d; with Coundil

Name of Resaiva

Building Reserve

Refuse Site Reserve

Community Assisled Transport (CAT) Reserve
Narrogin Regional Recreation Centre Reserve
Emplayee Entilement Reserve

Plan, Vehicle & Equipment Resedve
Economic Development Reserve

IT & Office Equipment Reserve

Tourism & Area Prometion Reserve
Unspent Grants & Conlribution Reserve

HACC Reserve
CHCP Reserve
CHSP Reserve
Road construction reserve

Assel Valuation reserve
Landcare Reserve )

Narrogin Aliport Reserve

Shire of Narrogin

Anlicipated

date of use
Ongoing
Ongoing
Ongeing
Ongoing
Ongaing
Ongoing
Ongoing
Ongoing

Ongoing
Ongoing

Ongeing
Ongolng
Ongoing
Ongoing
Ongoing
Ongoing

Ongoing

Puipose ol the resetve
T it the acqui d

¥ P
To fund Inlrastruelure development and rehabilitation co
To fund the replacementichange aver of the CATS vehicle.
To fund YMCA additional maintenance works as well as

buildings vilhin the dislrict.
sls associales with the Shire’s tip sile as well the purchase and development a teglonal wrasle facility,

and

and

To fund current and past empls leave

n'plyol.pts.

To suppart the purchaselreplacement of motor vehicles, and heavy plant and equipment.

To fund log

projects that

the district.

To fund the purchase and upgrade of computer equipment, software and office equipment.

For the putpose of lourism & district promolion activities, significant events and festivals v/hich Includes banner poles, entry stalements and outdoor digital sereens.

tof the building, major plant & equipment items.

To slore unspent granis and contributions, Funds can only be expended on ilems that have been epproved by the relevant grant agreement/funding body.
To slore unspent H.A.C.C grant funds thal can fund Iha purchase of assels, payout of Homecare employee entillemenis and other projects that have been approved by the

Funding Bedy,

To stora unspent C.H.C.P grant funds that can fund the purchase of assets, payout of Homecate employee entitlements and olher projects that have been approved by the

Funding Body.

To slore unspent C.H.S.P grant funds that can fund the putchase of assels, payout of Homecare employee entillements and olher projects that have been approved by the

Funding Body.
To be used on road consiruction projects.
To fund asset valualions.

To fund Riture natural resource management activities aligned with Ihe principles established in the former NLCDC leter dated 68117 {ICR1712270).

isition, upgrade or

For the purpose al supporiing and funding

Minutes Audit Advisory Committee 11/12/2019

s and grant funding to the Narrogln Alrport.
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

5. TRADE RECEIVABLES 2019 2018
$ $
Current
Rates receivable 399,381 332,023
Sundry receivables 647,633 1,118,088
GST receivable 71,948 60,563
Allowance for impairment of receivables (38,020) (37,776)
Accrued Income / Payments in Advance 4,241 4,741
1,085,183 1,477,639
Non-current
Pensioner's rates and ESL deferred 186,915 160,318
186,915 160,318

SIGNIFICANT ACCOUNTING POLICIES

Trade and other receivables

Trade and other receivables include amounts due from
ratepayers for unpaid rates and service charges and
other amounts due from third parties for goods sold and
services performed in the ordinary course of business.

Trade receivables are recogriised at original invoice
amount less any allowances for uncollectible amounts
(i.e. impairment). The carrying amount of net trade
receivables is equivalent to fair value as it is due for
settlement within 30 days.

Impairment and risk exposure

Information about the impairment of trade receivables
and their exposure to credit risk and interest rate risk
can be found in Note 23.

Previous accounting policy: Impairment of trade
receivables

In the prior year, the impairment of trade receivables was

assessed based on the incurred loss model. Individual
receivables which were known to be uncollectible were

Classification and subsequent measurement
Receivables expected to be collected within 12 months
of the end of the reporting period are classified as
current assets. All other receivables are classified as
non-current assets, '

Trade receivables are held with the objective to collect
the contractual cashflows and therefore measures them
subsequently at amortised cost using the effective
interest rate method.

Due to the short term nature of current receivables, their
carrying amount is considered to be the same as their
fair value. Non-current receivables are indexed to
inflation, any difference between the face value and fair
value is considered immaterial.

written off by reducing the carrying amount directly, The
other receivables were assessed collectively to determine
whether there was objective evidence that an impairment
had been incurred but not yet identified. For these
receivables the estimated impairment losses were
recognised in a separate provision for impairment.

| 15
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

6. INVENTORIES | 2019 2018
' $ $
Current
Fuel and Materials 7,310 7,280
7,310 7,280
Non-current
Land held for resale - cost
Cost of acquisition 0 177,273
This land is accounted for in the Asset Register and from the 0 177,273
- 30/06/2018 is no longer an inventory item.
The following movements in inventories occurred during the
year:
Carrying amount at 1 July 184,553 191,048
Inventories expensed during the year (223,663) (214,574)
Previously recorded as L&B Asset as well as Land for Resale (177,273) 0
Additions to inventory 223,693 208,079
7,310 184,553

Carrying amount at 30 June

SIGNIFICANT ACCOUNTING POLICIES
General
Inventories are meastred at the lower of cost and net

realisable value.

Net realisable value is the estimated selling price in the
ordinary course of business less the estimated costs of
completion and the estimated costs necessary to make
the sale.

NOTE: in 2018 this asset was recorded both as L&B and Land for Resale - this entry is to reverse that duplication.

Shire of Narrogin

Minutes Audit Advisory Committee 11/12/2019
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

7. OTHER FINANCIAL ASSETS

(a) Current assets

(b) Non-current assets !
Financial assets at fair value through other comprehensive income

Financlal assets at fair value through other comprehensive income

- Units in Local Government House Trust

SIGNIFICANT ACCOUNTING POLICIES

Impairment and risk

Information regarding impairment and expostre to risk can be found at Note 23.

2019 2018
$ $
0
105,103
105,103
105,103
105,103

Shire of Narrogin Minutes Audit Advisory Committee 11/12/2019
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SHIRE OF NARROGIN

NOTES TO AND FORMING PART OF THE FINANCIAL REPORT

FOR THE YEAR ENDED 30TH JUNE 2019

8. PROPERTY, PLANT AND EQUIPMENT

(a) Movements in Carrylng Amounts

Movemenl In the carrying amounts of each class of property, plant and equipment between he beginning and the end of the current financial year,

Balance at 1 July 2017
Additions
(Disposals)

increments / (d

transferred lo reval P

Deprecialion (expense)
Transfers
Carrying amount at 30 June 2018

Comprises:

Gross carrying amount at 30 June 2018
Accumulated deprecialion at 30 June 2018
Camrylng amount at 30 June 2018

Additions
(Disposals)

Revalualion increments / (decremenls)
transferred to revaluation surplus

Depreclalion (expensa)

Transfers

Carrying amount at 30 June 2019
Comprises:

Gross carrying amounl al 30 June 2019

Accumulated depreciation at 30 June 2019
Carrying amount at 30 June 2019

Shire of Narrogin

Total

Land - Buildings - Tolalland  Furniture property,
freehold non- Bulldings - Total and and Plant and plant and
land Totalland speclalised speclallsed buildings  buildings  equipment equipment Artwork equipment

H § H $ $ $ $ ] $ $

10,348,000 10,348,000 1,113,573 41,075,108 42,168,681 62,636,681 232,880 3,771,501 0 56,541,062
0 0 345,740 110,358 456,098 456,098 3418 1,758,826 2,218,342
0 0 0 0 0 0 0 (505,006) 0  (505,008)
0 1] 200,000 o 200,000 200,000 0 0 0 200,000
0 0 (28,526) (613,480)  (642,006)  (642,008) (42,127)  (383,121) 0 (1,067,254)
124,998 124,998 230,843 4,620 235,463 360,461 53,732 0 0 414,193
10,472,998 10472998 1,861,630 40576606 42,438,236 52,911,234 247,903 4,642,200 0 57,801,337
10,472,998 10,472,998 1,942,770 41,803,423 43,746,193 54,219,191 316485 5,268,565 0 59,804,241
(1] 0 (81,140) (1,226,817) (1,307,957) (1,307,957) (68,582) {626,365) 0 (2,002,904)
10,472,998 10,472,998 1,861,630 40,576,606 42,438,236 562,911,234 247,903 4,642,200 0 57,801,337
0 0 461,673 331,614 793,287 793,287 65308 1,084,253 0 1,942,848
] 0 0 0 0 0 0 (750,013) 0 (750,013)
0 0 0 1] 0 0 (2,306) (331,223) 350,315 16,786
0 L] (130,497)  (615,121) (745,618)  (745,618) (55,155) (412,029) 0 (1,212,802)
0 0 0 0 0 [¢] 140,200  (140,200) 0 1]
0 0 41,480 0 41,480 41,480 {41,480) 0 0
10,472,998 10,472,998 2,234,286 40,293,099 42,527,385 63,000,383 395950 4,051,508 350,315 57,798,156
10,472,998 10,472,998 2,454,786 42,135,037 44,589,823 = 55,062,821 395,950 4,051,508 350,315 59,860,594
0 0 (220,500) (1,841,938) (2,062,438) (2,062,438) 0 0 0 (2,062,438)
10,472,998 10,472,998 2,234,286 40,293,099 42,527,385 63,000,383 305,950 4,051,508 350,315 57,708,156
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SHIRE OF NARROGIN

NOTES TO AND FORMING PART OF THE FINANCIAL REPORT

FOR THE YEAR ENDED 30TH JUNE 2019

8. PROPERTY, PLANT AND EQUIPMENT (Continued)

[b) Fair Value Measurements

Fair Value Dale of Last
Assel Class Hi Y Valuati jque Basis of i Valvati Inputs Used
Land and buildings
_Hed Markel app h using recenl ob ble markel dala for
Land - freehald land 2 simiaf assets, Independenl Valuer June 2016 Price per heclare,
- Markel approach using recen observable markel dala for Construclion cosls and currenl condiion (level 2), residual values and
Bulkdings - non-specialised 2 similar properties. Indapondent Valuer June 2016 remalning useful ife assessments (level 3) inputs.
e 3 e, iy Foad oS Construclion cosls and cumrent condillon (level 2), residual values and
Buildings - specialised 3 Cost app and dep cost. Independent Valuer June 2016 remaining useful Efe assessments (leve 3) inpuls,
Purchase costs and cumren! condition (Level 2),
Furnituré and equipment 3 Cosl approach and dep, p cosl, Independent Valuer June 2019 residual values and remaining useful fife
assessments (Level 3) inpuls
Artwork 2 Markel value using recent observable markel dala for items Independent Valuer June 2018 Price per tem.
Plant and equipment
" - Independent valuation 2019 2 Market value uslng recent observablo markel dala forsimitar 10450 ndont Valuer June 2019 Market price based on make, size, year of manufaclure and condition.
plant and equipment
: Purchase cosls and current condition (Level 2),
- Independent valualion 2019 3 Cost h and depreciated repla I cost. denl Valuer June 2019 residual values and remaining useful file

assessmenls (Level 3) Inpuls

Level 3 inpuls are based on assumplions with regards to fulure values and pallems of consumption ulilising cument informalion. If the basis of these assumplions were varled,
they have the polential lo result in a significanlly higher or lower falr value measuremenl.

During the period Ihere were no changes in the valualion techniques used by the local govemment to determine the fair value of propery, plant and equipment using either

level 2 or [evel 3 inpuls,

Shire of Narrogin

Minutes Audit Advisory Committee 11/12/2019
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

9. INFRASTRUCTURE
(a) Movements In Carrying Amounts

Movement in the carrying amounls of each class of infrastructure between the beginning and the end of the current financial year,

Infrastructure - Infrastructure Inf - Infrastructure - Inf ture-  Infrastructure - Total
Roads Foolpatl Dralnage Parks and Ovals Other Bridges Infrastructure
% H $ $ $ $ H $

Balance at 1 July 2017 86,618,808 2,009,483 4,637,899 2,985,662 2,009,308 o 98,060,960
Addilions ' 1,154,035 - 88,422 23,340 [} 627,153 0 1,692,950
Revaluation increments / (decrements) transferred to revalualion

surplus 10,999,587 819,007 2,506,732 169,428 (165,588) 2,070,500 16,399,666
Depreclation (expense) (1,382,696) (52,021) (92,884) (34,026) (93,036) 0 (1,654,663)
Transfers 0 0 [ 1,627,736 (2.041,929) 1] (414,193)
Carrying amount at 30 June 2018 97,289,534 2,864,891 6,975,087 4,748,800 335,908 2,070,500 114,284,720
Comprises:

Gross carrying amount al 30 June 2018 97,289,534 2,864,891 6,975,087 4,748,800 335,908 2,070,500 114,284,720
Carrying amount at 30 June 2018 . 97,289,534 2,864,891 6,975,087 4,748,800 335,908 2,070,500 114,284,720
Additions 1,478,216 52,300 2,194 13,203 388,551 0 1,934,464
Depreciation (expanse) (1.547.937) (71,622) (139.602) ° (637.578) (22,404) (99.921)  (2.418.964)
Carrying amount at 30 June 2019 97,219,813 2,845,569 6,837,779 4,224,426 702,055 1,970,579 113,800,220
Comprises:

Gross camying amount at 30 June 2019 98,767,750 2,917,191 6,977,281 4,762,003 724,459 2,070,500 116,219,184
Accumulated depreciation at 30 June 2019 (1,547,937) (71,622) (139,502) (637,578} (22,404) (99,821) (2.418,964)
Carrying amount at 30 June 2019 . 97,219,813 2,845,569 6,837,779 4,224,425 702,055 1,970,679 113,800,220

| 20
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

9. INFRASTRUCTURE (Continued)

(b) Fair Value Measurements

Falr Value Date of Last
Asset Class Hierarchy Valuation Technlque Basis of Valuation Valuatiop Inputs Used
2 Conslruction cosls and current condilion (Level 2),
Infrastructure - Roads 3 ot ap::alz;:;;ﬂ:f :g fecinled Independent Valuer June 2018 rosidual values and remalning useful ife
P : assessmenls (Level 3) inpuls
Conslruction cosls and current condilion (Level 2),
Infrastructure - Footpaths 3 Coal appro;cche:‘s;:lg;e:mdaled Independent Valuer June 2018 residual values and remaining useful life
ep 2 assessmenls (Level 3) inpuls
Conslruction costs and current condition {Level 2),
Infrastructure - Dralnage 3 Cost apreroiaacc::j:?ie:radamd Independent Valuer June 2018 resldual values and remaining useful life
P . assassmenls (Level 3) inpuls
Conslruction costs and current condilion (Level 2),
Infrastructure - Parks and Ovals 3 Gt applobib ey SEcAe Independent Valuer June 2018 residual values and remaining useul ife
mp > assessments (Level 3) inpuls
Conslruclion cosls and currenl condilion (Level 2),
Infrastructure - Other - 3 ot apxo;ﬂ;i:? ;‘:‘:mﬂal“ Independent Valuef June 2018 residual values and remaining useful fife
P 2 assessments (Level 3) inpuls
+ Conslruclion cosls and current condition (Level 2),
Infrastructure - Bridges 3 Cost approach using depreclaled Independent Valuer June 2018 residual values and remalining useful life

replacement cosl.

assessments (Level 3) inpuls

Level 3 inpuls are based on assumptions with regards lo future values and pallerns of cansumplion ulilising current information, If the basis of these assumplions were varied, they
have the potential to result in a significantly higher or lower falr value measurement.

During the period there were no changes In the valuation techniques used to delermine Ihe fair value of infrastructure using level 3 inpuls.

Shire of Narrogin

Minutes Audit Advisory Committee 11/12/2019
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

9. PROPERTY, PLANT AND EQUIPMENT (INCLUDING INFRASTRUCTURE)

SIGNIFICANT ACCOUNTING POLICIES

Fixed assets .

Each class of fixed assels wilhin either plant and equipment or
infrastructure, is carried at cost or fair value as indicated less,
where applicable, any accumulated depreciation and impairment
losses.

Initial recognition and measurement between
‘mandatory revaluation dates

All assets are initially recognised at cost where the fair value of the
asset at date of acquisition is equal to or above $5,000. All assets
are subsequently revalued in accordance with the mandalory
measurement framework.

In relation to this inilial measurement, cost is determined as the fair
value of the assels given as consideration plus costs incidental to
the acquisition. For assets acquired at no cost or for nominal
consideration, cost is determined as fair value at the date of
acquisition. The cost of non-current assets constructed by the
Shire includes the cost of all materials used in conslruction, direct
labour on the project and an appropriate proportion of variable and
fixed overheads.

Individual assets acquired between initial recognition and the next
revaluation of the asset class in accordance with the mandatory
measuremenl framework, are recognised at cost and disclosed as
being at fair value as management believes cost approximates
fair value. They are subject to subsequent revaluation at the

next anniversary dale in accordance with the mandatory
measurement framework.

Revaluation

The fair value of fixed assets is determined at least every three
years and no more than five years in accordance with the
regulatory framework. At the end of each period the valuation is
reviewed and where appropriale the fair value is updated to reflect
current market conditions, This pracess Is considered to be in
accordance with Local Government (Financial Management)
Regulation 17A (2) which requires properly, plant and equipment
to be shown at fair value,

Increases in the carrying amount arising on revaluation of assets
are credited to a revaluation surplus in equity. Decreases that offset
previous increases of the same class of asset are recognised
against revaluation surplus directly in equity. All other decreases
are recognised in profit or loss. .

Shire of Narrogin

Minutes Audit Advisory Committee 11/12/2019

AUSTRALIAN ACCOUNTING STANDARDS - INCONSISTENCY
Land under control

In accordance wilh Local Government (Financial Management)
Regulation 16(a)(ii), the Shire was required to include as an asset
(by 30 June 2013), Crown Land operated by the local govemment
as a golf course, showground, racecourse or other sporting or
recreational facilily of State or Regional significance.

Upon inilial recognition, these assets were recorded at cost in
accordance with AASB 116. They were then classified as Land
and revalued along with other land in accordance with the other
palicies detailed in this Note.

Land under roads
In Western Auslralia. all land under roads is Crown Land, the
responsibility for managing which, is vested in the local government.

Effective as at 1 July 2008, Council elected not to recognise any
value for land under roads acquired on or before 30 June 2008,
This accords with the trealment available in Australian Accounting
Standard AASB 1051 Land Under Roads and the fact Lacal
Government (Financial Management) Regulation 16(a)(i) prohibits
local governments from recognising such land as an asset.

In respect of land under roads acquired on or after 1 July 2008, as
detailed above, Local Government (Financial Management)
Regulation 16(a)(i) prohibils local governments from recognising
such land as an asset.

Whilst such treatment is inconsistent with the requirements of
AASB 1051. Local Government (Financial Management)

Regulation 4(2) provides, in the evenl of such an inconsistency,

the Local Government (Financial Management) Regulations prevail.

Consequenlly, any land under roads acquired on or after 1 July
2008 is not included as an asset of the Shire.

Page | 31
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SHIRE OF NARROGIN 2
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

10, PROPERTY, PLANT AND EQUIPMENT (INCLUDING INFRASTRUCTURE) (Continued)

(a) Disposals of Assets

. 2010 2019 2019 2019 2018 2018
Actual Actual 2019 2019 Budget  Budget 2019 2019 Actual Actual 2018 2018
NetBook  Sale Actual Actual Net Book Sale Budget  Budget Net Book  Sale Actual Actual
Value  Proceeds  Profit Loss Value  Proceeds  Profit Loss Value  Proceeds  Profit Loss
$ H $ $ s $ s $ $ $ H H
Plant and equipment 750,013 604,761 14,394 ) {159,646) 866,324 742,571 14,305 (138,058) 505,006 461,896 45,183  (68,291)
750,013 604,761 14,394 (159,646) 866,324 742,57 14,305 (138,058) 505,008 481,898 45,183  (68,291)
The following assels were disposed of during the year.
2019 2019
Actual Actual 2019 2019
Net Book Sale Actual Actual
Plant and Equipment Value Proceeds Profit Loss 5
Law, order, publlc safety t
1GNZB17 Isuzu FSS 650 3.4 Fire Unit . 28,710 27,273 0 (1,437)
Education and welfare
NGN10179 2006 Mercedes Sprinter 11,500 13,182 1,682 0
NGN219 2018 Toyola Camry 23,801 17,818 0 (6,073)
NGNB847 Ford Mondeo 2014 13,259 8,364 0 (4,895)
NGN839 2015 Nissan Allima 18,421 10,000 0 (8,421)
Brush Culter 2018 861 0 ] (861)
Honda HRU216 Lawn Mower 1,580 0 ] (1,580)
NGN13077 2008 Loadstar Trailer t 3,531 1} 0 (3,531)
Community amenitles
NGNO0O Holden LTZ Trailblazer 33,302 35,5689 2,197 0
NGNOO Pajero Sport GLX 2018 33,963 31,043 0 (2,920)
Recreation and culture
NRRC Air conditioner 668 o 0 (668)
NRRC Solar Power Generator 10Kw 66,398 o 0 (66,398)
Transport g *
NGN11845 2010 Tora JD GM7210 72 Mower 12,032 6,000 1] (7,032)
NGN677 2014 Toro Zero Tum Ride on Mawer 11,477 10,000 o (1,477)
NOOS5 2013 Holden Colorado Duel Cab 21,887 18,182 0 (3,705)
NO592 Milsubishi Triton 2014 7,700 13,618 6,118 V]
1NQ Nissan Navara Duel Cab 4x4 23,180 21,545 0 (1,645)
NGNB02 2013 Mitsubishi Triton Ute 16,099 11,545 0 (4,554)
O0ONGN Mitsubishi Triton Dual 2015 27,807 18,727 0 (9,080)
ONO LTZ Holden Trailblazer 2018 35,288 35,480 192 L]
NOO1 2018 Holden Colarado MY18 Trailblazer 35,012 35.152_ 140 ]
ONO LTZ Holden Trallblazer 2018 34,584 35,589 1,005 0
NOO1 2018 Holden Colarado MY19 34,445 35,152 7o7 o
NO1 1999 UD Nissan Diesel Tip Truck > 31,147 20,000 0 (11,147)
NO3 1999 UD Nissan Diesel Tip Truck 27,918 20,000 0 {7,918)
ONO LTZ Holden Trailblazer 2019 35,298 36,652 1,354 0
1TNRO29 2012 Loadstar Boxtop Tradesman Traller 7x4 889 0 0 (689)
Other property and services
002NGN 2016 Holden Cruz 14,209 8,636 0 (5,663)
1NGN 2017 Pajero Exceed 47,323 46,550 0 @73)
NGNO Holden Cruze 2015 14,008 10,000 0 (4,089)
1NGN 2018 Pajero Exceed 49,868 46,123 0 (3,745)
ONGN Ford Escape 2018 5 32,341 33,342 1,001 0
Electrical Cable Testing Equipment 1,126 0 0 (1.128)

750,013 604,762 14,396 (159,647)
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

10. PROPERTY, PLANT AND EQUIPMENT (INCLUDING INFRASTRUCTURE) (Contlrllued)

(b) Depreciation 2019 2019 2018
. Actual Budget Actual
$ $ $

Buildings - non-specialised 130,497 592,952 28,526
Buildings - specialised 615,121 0 613,480
Furniture and equipment 55,155 38,400 42,127
Plant and equipment 412,029 352,633 383,121
Infrastructure - Roads 1,647,937 1,278,335 1,382,696
Infrastruclure - Foolpaths 71,622 47,512 52,021
Infrastructure - Drainage 139,502 85,636 92,884
Infrastructure - Parks and Ovals 537,578 31,602 34,026
Infrastructure - Other 22,404 81,878 93,036
Infrastructure - Bridges 99,921 0 0
3,631,766 2,508,848 2,721,917

SIGNIFICANT ACCOUNTING POLICIES

Depreciation

The depreciable amount of all fixed assets including buildings
but excluding freehold land and vested land, are depreciated
on a straight-line basis over the individual assel's useful life
from the time the asset is held ready for use. Leasehold
improvements are depreciated over the shorter of either the
unexpired period of the lease or the eslimated useful life of
the improvements,

The assets residual values and useful lives are reviewed, and
adjusted if appropriate, at the end of each reporting period,

An assel's carrying amount is written down immediately to its
recoverable amount if the asset's carrying amount is greater
than its estimated recoverable amount.

Gains and losses on disposals are determined by
comparing proceeds with the carrying amount. These
gains and losses are included in the statement of
comprehensive income in the period in which they arise.

Depreciation rates )
Typical estimated useful lives for the different asset classes
for the current and prior years are included in the table below

Asset Class Useful life
Buildings 5 to 100 years
Furniture and equipment 4 10 10 years
Plant and equipment 5to 15 years
Sealed roads and streets

formation not depreciated
pavement 50 years

seal

- bituminous seals 20 years

- asphalt surfaces 25 years

Gravel roads

formation not depreciated
pavement 50 years
Formed roads (unsealed)

formation 12 years
pavement not depreciated
Foolpaths - slab 50 years
Sewerage piping 40 years

Water supply piping and drainage systems 50 to 75 years
Other Infrastruclure 10 to 50 years
Bridges 75 to 100 years

Shire of Narrogin

Depreciation (Continued)

When an item of praperty, plant and equipment is

revalued, any accumulated deprecialion at the date of

the revaluation is treated in one of the following ways.

(a) The gross carrying amount is adjusted in @ manner
that 1s consistent with the revaluation of the carrying
amount of the asset, For example, the gross carrying
amount may be restated by reference to observable
market data or it may be restated proportionately to the
change in the carrying amount. The accumulated
depreciation at the date of the revaluation is adjusted
to equal the difference between the gross carrying
amount and the carrying amount of the assel after
taking into account accumulated impairment losses, or

(b) Eliminated against the gross carrying amount of the
assel and the net amount restated to the revalued
amount of the asset.

Minutes Audit Advisory Committee 11/12/2019

Page | 33

| 24



11. REVALUATION SURPLUS

Revaluation suiplus - Land and buildings
Revaluation surplus - Furniture and equipment
Revaluation surplus - Plant and equipment
Revaluation surplus - Artwork

R surplus = Inf - Roads

F suiplus - | - Foolpath
surplus - | = Dralnago

F surplus - Parks and Ovals
surplus =~ Other

Revaluation surplus -Bridges

Revalualion surplus - Investment LG House

10

Movemenls on revaluation of property, plant and

Shire of Narrogin

2019 2019 2019 Total 2019 2018 2018 2018 Total 2018
Opening  Revaluation Revaluati M on  Clasing Opening  Revaluation Revaluation Movementen Closing
Balance Increment _ (Decrement) Revaluation Balance Balance Increment  (Decrement) Revaluation Balance®

5 $ $ $ $ $ $ $ H $
43,064,496 1] (177,273) (177,273) 43,787,223 43,764,496 200,000 0 200,000 43,984,498
26,635 0 (2,306) (2,206) 24320 26,635 0 0 0 26,635
1,003,697 o (331,223) (331.223) 762474 1,003,687 0 0 0 1,003,697
s 0 350,315 0 350,315 350,315 0 0 0 1] [
66,216,935 [ 0 0 66216935 55,217,348 10,999,567 0 10,909,587 66,216,935

1,825,795 [] 0 0 1825795 1006768 819,007 0 819,007 1,625,795

6,380,837 0 1] 0 6,380,837 3,874,105 2,508,732 0 2,508,732 6,380,837

2,108,515 0 0 0 2100515 1,939,087 169,428 0 169,428 2,108,515

67,155 0 0 0 67,155 232,743 [] (165,588) (165,588) 67,155

2,070,500 0 o 0 2,070,500 0 2,070,500 0 2,070,500 2,070,500

0 105,103 ] 105,103 105,103 0 1] 0 0 -0
123,754,565 455418 {510,802) (55,384) 123,876,454 107,154,809 16765254 (165,588) 16,599,666 123,754,565
) ara nol able lo be reliably altdbuted to a program as the assels were revalued by class as provided for by AASB 116 Aus 40.1.
]
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

12. TRADE AND OTHER PAYABLES

Current

Sundry creditors

Accrued salaries and wages

ATO liabilities

Other Creditors

Accrued Expenses

Bonds & Deposits Held (previously recorded as Trust)

SIGNIFICANT ACCOUNTING POLICIES
Trade and other payables

Trade and other payables represent liabilities for goods and services provided to the Shire prior to the end of the financial

2019 2018
$ $
265,704 333,512
67,608 56,981
120,141 134,393
(121) (3,854)
139,072 15,791
18,602 0
611,006 536,823

year that are unpaid and arise when the Shire becomes obliged to make future payments in respect of the purchase of these
goods and services. The amounts are unsecured, are recognised as a current liability and are normally paid within 30 days of

recognition. -

Shire of Narrogin

Minutes Audit Advisory Committee 11/12/2019
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SHIRE OF NARROGIN

NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

13. WFORMATION ON BORROWINGS

(3] Berrowings

Curtent
Hencumant

[b) Repayments - Betrawings

Partieulats
Govemance

1o Saftvare & Survar Upgride
Admicistriten Bulsing Extanshan
Recteation and culture
Harragn Reglanal Lafsure Cantre
Tewn Hall Renavations
Transperl
Shire Dapat
Econamie sarvicas
Cammatchal Proparty
Inéusttal Land
Ascemrodition Unts

WA Treasury Corperaton

Lean

Mumnber

125
128

1218
126

51
124

nr
120

peli] puill
L L]
165,658 129,778
! 792.228
1142227 972,004
30 June 2015 30 June 2018 30 Juns 2018 30 June 2010 20 June 2019 34 June 1014 30 June 2019 30 Jine 2019 30 June 2018 39 June 2018 30 June 2018 32 June 1018
Actual Actual Actual Actusl Aghusl Bugey Budgst Busdget udgel Budget Actusl Actual Actual Actual Actual
Irderasl Principal New Prircipal Inderest Principal Prineipal Hew Principal Infetest Prineipal Piinipal Pew Principal Interast Principal
Instdution Rate 1 July 2018 Lasng fsasyments  fepayments i slards 1 July 2018 Lains tepayments _tepayments eulstancing 1 July 1817 Loaas 1epayments outal
s L ] 5 L] E] 5 s L] L} 1] L 1] ] L ]
WATC* 333% o ] (] 103 o L] o [} gk L L] 485353 (] 4595 1827 o
WATC* 289% 369,354 [ 41848 12287 T e M350 o 41648 12336 08542 410218 ] 40852 14520 359354
WATC* 551% 267,883 [ 4355 15419 219202 283930 o 48682 15420 215248 13915 0 46,002 10817 267083
WATC* 84% 154,100 o 20,508 6184 125501 139,951 L] 8709 6784 man 181560 ] 2740 8520 154,100
WATC* TA5% o o 1] 0 o ] o o L1 a 25,004 1] 350 2219 o
WATC* 5971% [ [] o a o ] 4] o L] ] 12844 o 13864 550 o
WATC* 448% 130,657 o 10819 05338 120,048 125418 [ 10.619 6636 1nager 140025 o 10,158 123 130667
WATC " 200% o 350,000 L] o 350,000 ] 350,000 o o 350,000 L] ] ] o ]
922,004 350,000 129,777 41315 1142207 BTTAN 350,000 129978 41,025 1,037,859 1042297 [] 22029 53609 92204
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

13. INFORMATION ON BORROWINGS (Continued)

(c) New Barrowings - 2018/19

Amotunt Borrowed Amount (Used) Total Actual
Loan Term Interest 2019 2019 2019 2019 Interest &  Balance
Institution Type Years Rate Actual Budget Actual Budget Charges Unspent
Particulars/Purpose % $ $ $ $ $ H
Accommodation Units watc Pfhceed 40 203% 350,000 350,000 4005 350,000 0 345905
350,000 350,000 4,095 350,000 0 345,905
(d) Unspent Borrowings
Unspent Borrowed Expended Unspent
Date Balance During During Balance
Borrowed 1 July 2018 Year Year 30 June 2019
Particulars g H $ $ $
Accommodation Units WATC 28 May 19 0 360,000 4,095 345,905
0 350,000 4,085 345,905
2019 2018
(e) Undrawn Borrowing Facilities $ $
Credit Standby Arrangements
Bank overdraft limit 400,000 400,000
Credit card limit ' 15,000 15,000
Credit card balance at balance date 1,539 2,578
Total amount of credit unused 413,461 412,422
Loan facilities
Loan facilities - current 166,658 129,778
Loan facllities - non-current 975,569 792,226
Total facilities in use at balance date 1,142,227 922,004
SIGNIFICANT ACCOUNTING POLICIES
Financial liahilities Borrowing costs
Financial liabilities are recognised at fair value when the Shire becomes Borrowing costs are recognised as &n expense when incurred except
a parly lo lhe conlractual provisions to the instrument, where they are direclly atiributable to the acquisition, construction or
' production of a qualifying assel. Where this is the case, they are
Mon-derivative financial liabilities (excluding financial guarantees) are capitalised as part of the cost of the particular asset until such time
subsequently measured at amortised cost, Gains or losses are as the asset is substantially ready for its intended use or sale,
recognised in profit or loss.
Risk i
Financial liabilities are deracognised where the related obligations are Information regarding exposure to risk can be found at Note 23,
discharged, cancelled or expired. The difference between the carrying
amount of the financial liability extinguished or transferred to another
party and the fair value of the consideration paid, including the transfer
of non-cash assets or liabilities assumed. is recognised in profit or loss.
| 28
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

14. EMPLOYEE RELATED PROVISIONS

Employee Related Provisions

Opening balance at 1 July 2018
Current provisions
Non-current provisions

Additional provision
Amounts used
Balance at 30 June 2019

+ Comprises
Current
Non-current

Amounts are expected to be settled on the following basis:
Less than 12 months afler the reporting date

More than 12 months from reporting date

Expected reimbursements from other WA local governments

Provision for

Provision for

Annual Long Service
Leave Leave Total
$ $ $
351,876 244,434 586,310
0 22,562 22,552
351,876 266,986 618,862
302,478 230,952 533,429
(272,933) (40,868) (313,800)
381,421 457,070 838,491
381,421 168,123 549,544
0 288,947 288,947
381,421 457,070 838,491
2019 2018
$ $
254,078 166,686
573,640 427,421
10,773 24,755
838,491 618,862

Timing of the payment of current leave liabilities is difficull to determine as it is dependent on future decisions of employees.
Expected setllement timings are based on information abtained from employees and historical leave trends and assumes no

events will occur to impact on these historical trends.

SIGNIFICANT ACCOUNTING POLICIES
Employee benefits 1
Short-term employee benefits

Provision is made for the Shire's obligations for short-term employee benefits, Short-term employee benefits are

benefils (other than termination benefils) that are expected to be settled wholly before 12 months after the end of the
annual reporting period in which the employees render the related service, including wages, salaries and sick leave.

Short-term employee benefits are measured at the (undiscounted) amounts expected lo be paid when the

obligation is settled.

The Shire's obligations for short-term employee benefits such as wages. salaries and sick leave are recognised as
a part of current trade and olher payables in the statement of financial position.

Other long-term employee benefits

The Shire's obligations for employees’ annual leave and long service leave enlillements are recognised as provisions

in the statement of financial position.

Long-term employee benefits are measured at the present value of the expected future payments to be made lo
employees. Expecled fulure payments incorporate anticipated future wage and salary levels, durations of

service and employee deparlures and are discounted at rates determined by reference lo market yields at the end
of the reporting periad on government bonds that have maturity dates that approximate the terms of the obligations.

Any remeasurements for changes in assumptions of obligations for other long-term employee benefits are

recognised in profit or loss in the periods in which the changes occur,

The Shire's abligations for long-term employee benefils are presented as nan-current provisions in its statement of
financial position, except whera the Shire does not have an unconditional right to defer settlement for at least 12 months
after the end of the reporting period, in which case the obligations are presented as current provisions.

Provisions

Provisions are recognised when the Shire has a present legal or constructive obligation, as a result of past events,

for which it is probable that an outflow of economic benefits vill result and that outflow can be reliably measured.

Provisions are measured using the best estimate of the amounts required to setllle the obligation at the end of the

reporling period, .

Shire of Narrogin
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

15. NOTES TO THE STATEMENT OF CASH FLOWS

Reconciliation of Cash
For the purposes of the Statement of Cash Flows, cash includes cash and cash equivalents,

net of outstanding bank overdrafts, Cash at the end of the reporting period is reconciled to the
related items in the Statement of Financial Position as follows:

2019 2019 2018
Actual Budget Actual
$ $ $
Cash and cash equivalents 7,906,681 4,051,717 6,976,077
Reconciliation of Net Cash Provided By
Operating Activities to Net Result
Net result : (453,727) (2,287,779) 2,078,028
Non-cash flows in Net result:
Depreciation 3,631,766 2,508,848 2,721,917
(Profit)/loss on sale of asset 145,252 123,753 23,108
Changes in assets and liabilities:
(Increase)/decrease in receivables 365,859 850,000 (902,250)
‘(Increase)/decrease in Trust & bonds held (18,602) 0 0
_(Increase)/decrease in inventories (30) 2,000 6,495
Increase/(decrease) in payables 74,183 25,000 156,878
Increase/(decrease) in provisions 219,629 0 (233,260)
Grants contributions for
the development of assets (809,023) (846,982) (2,133,477)
Net cash from operating activities 3,165,307 374,840 1,717,439

| 30
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

16, TOTAL ASSETS CLASSIFIED BY FUNCTION AND ACTIVITY

2019 2018
$ $

Governance 571,173 591,159
General purpose funding 0 500
Law, order, public safety 914,436 1,159,538
Health 9,856 110
Education and welfare 1,209,820 1,108,133
Housing 285,288 290,588
Community amenities 2,704,516 2,822,990
Recreation and culture 32,304,273 32,141,985
Transport 118,591,041 119,537,434
Economic services 10,574,574 10,532,771
Other property and services 5,670,632 5,692,486
Unallocated 8,053,959 7,006,950

180,889,568 180,884,644

Shire of Narrogin

Minutes Audit Advisory Committee 11/12/2019
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SHIRE OF NARROGIN
- NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

17. CONTINGENT LIABILITIES

The Shire of Narrogin had no contingent liabilities at 30 June 2019,

| 32
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

18. CAPITAL AND LEASING COMMITMENTS

2019 2018
$ $
(a) Capital Expenditure Commitments

Contracted for:
- capital expenditure projects 136,799 101,977

136,799 101,977
Payable:
- not later than one year 136,799 101,977

The capital expenditure projects outstanding at the end of the current reporting period
represent outstanding orders issued for capital projects prior to 30.06.2019.

(b) Operating Lease Commitments

Non-cancellable operating leases contracted for but

not capitalised in the accounts.

Payable:
- not later than one year
- later than one year but not later than five years

SIGNIFICANT ACCOUNTING POLICIES
Leases

Leases of fixed assets where substantially all the
risks and benefits incidental to the ownership of
the asset, but not legal ownership, are transferred
to the Shire, are classified as finance leases.

Finance leases are capitalised recording an asset
and a liability at the lower of the fair value of the
leased property or the present value of the
minimum lease payments, including any
guaranteed residual values. Lease payments

are allocated between the reduction of the lease

_ liability and the lease interest expense for the
period.

Shire aof Narrogin

2019 2018
$ $
28,191 20,465
3,612 40,930
31,803 61,395

Leases (Continued)

Leased assets are depreciated on a straight
line basis over the shorter of their estimated
useful lives or the lease term.

Lease payments for operating leases, where
substantially all the risks and benefits remain
with the lessor, are charged as expenses on a
straight line basis over the lease term.

Lease incentives under operating leases are
recognised as a liability and amortised on a
straight line basis over the life of the lease term.
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

19. RELATED PARTY TRANSAGTIONS

Elected Members Remuneration

2019 2019 2018
The following fees, expenses and allowances were Actual Budget Actual
paid to council members and/or the President. 5 $ $ $
Meeting Fees 88,000 88,000 88,000
President's allowance 23,500 23,500 23,500
Deputy President's allowance ) 5,875 5,875 5,875
Travelling expenses 139 1,000 44
Telecommunications allowance 5,600 5,600 5,600

123,114 123,975 123,019

Key Management Personnel (KMP) Compensation Disclosure :

2019 2018
The total of remuneration paid to KMP of the Actual Actual
Shire during the year are as follows: $ $
Short-term employee benefits 922,628 505,802
Post-employment benefits 120,798 72,371
Other long-term benefits 96,673 47,213

1,140,099 625,386

Short-term employee benefits
These amounts include all salary, fringe benefits and cash bonuses awarded to KMP except

for details in respect to fees and benefits paid to elected members which may be found above.
Post-employment benefits
These amounts are the current-year's estimated cost of providing for the Shire's superannuation

contributions made during the year.

Other long-term benefits
These amounts represent long service benefits and annual leave benefits accruing during the year.,
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

19. RELATED PARTY TRANSACTIONS (Continued)

Transactions with related parties

Transactions between related parties and the Shire are on normal commercial terms and conditions,
no more favourable than those available to other parties, unless otherwise stated.

No outstanding balances or provisions for doubtful debts or guaranties exist in relation to related parties at year end.

.2019 2018
The following transactions occurred with related parties: Actual - Actual
$ $
Sale of goods and services 5,476 196
Purchase of goods and services 10,136 . 25,229

* Purchases to the value of $10,136 were made to the following during the financial year: Narrogin Revheads,
with a related party being a member of Council. Highbury Tennis Club also having a member of Council '
asa rgelated party and Regional Communication Solutions Pty Ltd being operated by a member of Council.

Related Parties
The Shire's main related parties are, as follows:

i. Key management personnel _
Being any person(s) having authority and responsibility for planning, directing and controlling the activities
of the entity, directly or indirectly. Including any elected members, who are also considered key management

personnel.

ii. Other Rel_ated Parties ‘
Being people associated with KMP, who were employed by the Shire under normal employment terms

and conditions.
iii. Entities subj_act to significant influence by the Shire
This is an entity that has the power to participate in the financial and operating policy decisions of the

Shire, but does not have control over those policies. It can also be an entity which holds significant influence.
" Significant influence may be gained by share ownership, statute or agreement.
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

20. CONDITIONS OVER GRANTS/CONTRIBUTIONS

Opening Closing Closing
Balance " Recelved ¥ Expended® Balance ™ Recelved ™ Expended™  Balance
Grant/Contribution 1077 2017118 2017/18 30/06/18 2018/19 2018/19 30/06/19
$ $ $ $ $ $ $
General purpose funding |
Interest Received 59,262 4,122 (63,009) 375 1,025 (657) 843
Law, order, public safety
SES Subsidy Expendilure 3,104 0 (3,104) 0 0 0 0
BFB Minor Asset Purchase 7,000 0 (7.000) 0 0 0 0
SEMS Local Emergency Awareness 4,708 0 (4,708) 0 0 0 0
Bush Fire Expendilure 9,821 0 (9,821) 0 0 0 0
Bushfire Risk Management Coordinator (DFES) 0 0 0 0 172,931 0 172,931
Education and welfare
Disabllity Toilet - Changing Places 24,000 0 (24,000) 0 0 0 0
Community amenities
Wheatbelt Regional Centres Revitalisation - Narragin CBD Project 30,000 0 (30,000) 0 0 0 4]
Recreation and culture
Main Roads Art Proposal for Narrogin Link Road 20,000 0 0 20,000 0 (20,000) [}
Other property and services
CLGF Youth Development 32,580 0 (8,148) 24,442 0 (24,442) 0
Administration Traineeship 1] 0 0 0 30,000 0 30,000
Total 190,485 4,122 (149,790) 44,817 203,956 (44,999) 203,774
Notes:
(1) » Grantsicontribulions recognised as revenue in a previous reperting pencd which were nol expended at the close of the pravious reparting pericd
(2) - Mew grantsicontabutiens which were recognised as revenuzs during the reporting panod and which had not yet been filly expended in tha manner specified by the contnbuter,
(3) + Granlsicontribulions which had been recognisad as revanues in a previeus reperting peried or received in the current reporting period and which wers expznded in the
cureent repoarting pariad in the monner specifizd by the contribulor.
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

21. RATING INFORMATION

(2) Rates

2018119 201819 2018119 201819 2018019 2018119 2018119 2018/19 2018119 2017118
Number Actual Actual Actual Actual Actual Budget Budget Budget Budget Actual
RATE TYPE Rate in of Rateable Rate Interim ,  Back Tolal Rate Interim Back Total Total
Differential general rate I general rate $ Properties Value Revenue Ratas Rates Revenue Revenue Rate Rate Revenue Revenue
] H $ $ $ $ $ $ $ $
Gross renlal valuations
Urban 0.108295 1,698 28,360,768 3,071,329 8,727 1,983 3,082,039 3,071,329 [} [} 3,071,329 2,996,620
Rural 0.067463 K 1,284,140 86,632 1,035 2,356 90,023 86,632 '] o 86,632 74,078
Unimproved valualions
General UV 0.00597 312 166,308,000 - 1,004,800 0 0 1,004,800 1,004,800 0 0 1,004,800 975,638
Sub.Total 2,085 197,952,908 4,162,761 9,762 4,339 4,176,862 4,162,761 0 (] 4,162,761 4,046,536
5 Minimum
Minimum payment §
Gross renfal valuations
Urban 1,083 443 9,235,865 479,769 (1] 1] 479,769 479,769 ] L] 479,769 471,528
Rural 662 8 82,799 5,456 (1] 0 5,456 5,456 0 [] 5,456 7.183
743 17 261,170 13,374 1] 0 13,374 13,374 ] 0 13,374 11,056
Unimproved valuations
General UV 743 161 13,932,900 118,880 0 0 118,880 118,880 0 0 118,880 93,976
Sub-Total 629 17,612,734 617,479 0 [] 617,479 617,479 0 0 617,479 583,743
2,714 215465642 4,780,240 9,762 4,339 4,794,341 4,780,240 1] 1] 4,780,240 4,630,279
Tolal amount raised from general rate 4,794,341 4,780,240 4,630,279
Ex-gralia rales 9,300 0 8,274
Rales pald in advance 35,264 0 7,228
Totals 4,838,905 4,780,240 4,645,781

SIGNIFICANT ACCOUNTING POLICIES

Rales

Conlrol over assels acquired from rates 1s oblained at the
cammencamenl of the raling penod or, where earlier, upan
receipt of the rates.
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SHIRE OF NARROGIN

NOTES TO AND FORMING PART OF THE FINANCIAL REPORT

FOR THE YEAR ENDED 30TH JUNE 2019

21. RATING INFORMATION (Con.tinued}

(b) Interest Charges & Instalments

Instalment Instalment Unpaid Rates
Date Plan Plan Interest
Instaiment Options Due Admin Charge Interest Rate Rate
' $ % %
Option One
Single full payment 05 Sep 2018 11.00%
Option Two .
First instalment 05 Sep 2018 11.00%
Second instalment 07 Nov 2018 12,75 5.50% 11.00%
Third instalment 09 Jan 2019 12.75 5.50% 11.00%
Fourth instalment 13 Mar 2019 12,75 5.50% 11.00%
2019 2019 2018
Actual Budget Actual
$ $ $
Interest on unpaid rates 48,231 35,000 46,777
Interest on instalment plan 18,025 18,000 16,232
Charges on instalment plan 41,287 30,000 34,150
107,543 83,000 97,159

Shire of Narrogin
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

22. RATE SETTING STATEMENT INFORMATION

(a) Non-cash amounts excluded from operating activities

The following non-cash revenue or expenditure has been excluded
from amounts attributable to operating activities within the Rate Setting
Statement in accordance with Financial Management Regulation 32.

Adjustments to operating activities '

- Less: Profit on asset disposals'
Less: Movement in liabilities associated with restricted cash
Movement in pensioner deferred rates (non-current)
Movement in inventory (non-current)
Movement in employee benefit provisions (non-current)
Movement in other provisions (non-current)
Add: Loss on disposal of assets
Add: Depreciation on assets
Non cash amounts excluded from operating activities

(b) Surplus/(deficit) after imposition of general rates

The following current assets and liabilities have been excluded
from the net current assets used in the Rate Setting Statement
in accordance with Financial Management Regulation 32 to

agree to the surplus/(deficit) after imposition of general rates.

Adjustments to net current assets
Less: Reserves - restricted cash
* Add back: Land previously recorded as "held for resale" - duplication
Add: Borrowings
Add: Employee Entitlement Reserve
" Total adjustments to net current assets

Net current assets used in the Rate Setting Statement
Total current assets

Less: Total current liabilities

Less: Total adjustments to net current assets

Net current assets used in the Rate Setting Statement

NOTE: This Assets was added to L&B Assets and was also previously recorded as "held for resale" -

Creating a duplicated entry. This entry is to create the reversal of the error.

Shire of Narrogin Minutes Audit Advisory Committee 11/12/2019

201819

2018/19 Budget . 2018/19
(30 June 2019 (30 June 2019 (1 July 2018

Carried Carried Brought

Note Forward) Forward) Forward)

$ $ $
10(a) (14,394) (14,305) (45,183)
(52,713) 0 0
(26,597) 0 6,638
177,273 0 0
266,395 0 - 15,545
0 0 16,213
10(a) 159,646 138,058 68,291
10(b) 3,631,766 2,508,848 2,721,917
4,141,376 2,632,601 2,782,421
3 (4,229,579) (3,759,440) (3,954,799)
177,273 (177,273) 0
13(a) 166,658 166,658 129,778
334,863 387,672 387,576
(3,550,785) (3,382,483) (3,437,445)
8,999,174 4874414 8,460,996
(1,327,208) (1,491,931) (1,262,911)
(3,550,785) (3,382,483) (3,437,445)
4,121,181 0 3,760,640
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

23. FINANCIAL RISK MANAGEMENT

This note explains the Shire’s exposure to financial risks and how these risks could affect the Shire's future financial

performance.
Risk Exposure arising from Measurement  Management
Long term borrowings at variable  Sensitivity = ¢
Market risk - interest rate ratas : analysls Utilise fixed interest rate borrowings
Cash and cash equivalents, trade ; T
Credit risk receivables, financial assels and ‘ggi';ﬁ anallysl[s F::::;fmzﬁtioglg I T o itk
debt investments raclianayygis potiey
Sired Rolling cash flow Availability of committed credit lines and
: Liquidity risk Borrowings and other liabilities farasasls borrowing facilities

The Shire does not engage in transactions expressed in foreign currencies and is therefore not subject to foreign currency risk,

Financial risk management is carried out by the finance area under policies approved by the Council. The finance
area identifies, evaluates and manages financial risks in close co-operation with the operaling divisions. Council have
approved the overall risk management policy and provide policies on specific areas such as investment policy.

(a) Interest rate risk

Cash and cash equivalents

The Shire's main interest rate risk arises from cash and cash equivalents with variable interest rates, which exposes the
Shire to cash flow Interest rate risk. Short term overdraft facilities also have variable interest rates however these are

repaid wilhin 12 months, reducing the risk level to minimal.

Excess cash and cash equivalents are invested in fixed interest rate term deposits which do not expose the Shire to cash
flow interest rate risk. Cash and cash equivalents required for working capital are held in variable interest rate accounts

and non-interest bearing accounts. Carrying amounts of cash and cash equivalents at the 30 June and the weighted average
interest rate across all cash and cash equivalents and term deposits held disclosed as financial assets at amortised cost

are reflected in the table below.

Weighted
Average Carrying Fixed Variable Non Interest
Interest Rate Amounis Interest Rate  Interest Rate Bearing
% $ $ $ S
2019
Cash and cash equivalents 1.25% 7,906,681 7,903,941 0 2,740
2018
Cash and cash equivalents 1.45% 6,976,077 6,973,287 0 - 2790
Sensitivity
Profit or loss is sensitive to higher/lower interest income from cash and cash equivalents as a result of changes in *
interest rates. 2019 2018
$ $
69,761

Impact of a 1,00% movement in interest rates on profit and loss and equity*

* Holding all other variables constant

Borrowings

79,067

Borrowings are subject to interest rate risk - the risk that movements in interest rates could adversely affect funding costs. '
The Shire manages this risk by borrowing long term and fixing the Interest rate to the situation considered the most

advantageous at the time of negotiation. The Shire does nat consider there to be any interest rate risk in relation to borrowings.
Details of interest rates applicable to each borrowing may be found at Note 13(b).
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

23. FINANCIAL RISK MANAGEMENT (Continued)

(b) Credit risk

Trade Receivables

The Shire’s major receivables comprise rates annual charges and user fees and charges. The major risk associated

with these recelvables is credit risk — the risk that the debts may not be repaid. The Shire manages this risk by moniloring
oulstanding debt and employing debt recovery policies. It also encourages ratepayers {o pay rates by the due date
through incentives.

Credit risk on rales and annual charges is minimised by the ability of the Shire to recover these debls as a secured charge
over the land, that s, the land can be sold to recover the debt. The Shire is also able to charge interest on overdue rates
and annual charges at higher than market rates, which further encourages payment.

The level of outstanding receivables is reported to Council monthly and benchmarks are set and monitored for acceptable
collection performance.

The Shire applies the AASB 9 simplified approach to measuring expecled credit losses using a lifetime expecled loss
allowance for all trade receivables. To measure the expected credit losses, rales receivable are separated from other
trade recelvables due to the difference in payment terms and security for rates receivable.

The expected loss rates are based on the payment profiles of rales and fees and charges over a period of 36 months

before 1 July 2018 or 1 July 2019 respeclively and the corresponding historical losses experienced within this period.
Historical credit loss rates are adjusted to reflect current and forward-looking information on macroeconomic factors

such as the abilily of ratepayers and residents to setlle the receivables. Housing prices and unemployment rates have been
identified as the most relevant factor in repayment rates, and accordingly adjustments are made to the expected credit loss
rate based on these factors. There are no material receivables that have been subject to a re-negotiation of repayment terms.

The loss allowance as at 30 June 2019 and 1 July 2018 (on adoption of AASB 9) was determined as follows for rates
receivable: $38,020. This has been noted at Noted 5, as a forecast for the year 1 July 2018 to 30 June 2019 for doubtful debts,
and applies to unpaid rates and properties assoclatled with unpaid rates that may be disposed of to recover unpaid rates.

7 More than 1 More than 2 More than 3
Current year past due  years past due years past due Total

30 June 2019 ‘
Rates receivable

Gross carrying amount 5,930 149,540 89,129 215,701 460,300
01 July 2018
Rates receivable

Gross carrying amount 118,170 90,111 81,365 111,962 401,608

The loss allowance as at 30 June 2019 and 1 July 2018 (on adoption of AASB 9) was determined as follows for sundry
receivables. No expected credit loss was forecast on 1 July 2018 or 30 June 2019 for sundry receivable.

More than 30 More than 60 More than 90

Current days past due  days past due days past due Total
30 June 2019 |
Sundry Receivables
Gross camrying amount 603,831 10,308 23 21,648 635,808
01 July 2018
Sundry Receivables .
Gross carrying amount 1,102,602 8,801 211 4,001 1,115,616
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SHIRE OF NARROGIN

NOTES TO AND FORMING PART OF THE FINANCIAL REPORT

FOR THE YEAR ENDED 30TH JUNE 2019

23. FINANCIAL RISK MANAGEMENT (Continued)

(c) Liquidity risk

Payables and borrowings

Payables and borrowings are both subject to liquidity risk — that is the risk that insufficient funds may be

on hand to meet payment obligations as and when they fall due. The Shire manages this risk by monitoring
its cash flow requirements and liquidity levels and maintaining an adequate cash buffer. Payment terms

can be extended and overdraft facilities drawn upon if required and disclosed In Note 13(g).

The contractual undiscounted cash flows of the Shire's payables and borrowings are set out in the
liquidity table below. Balances due within 12 months equal their carrying balances, as the impact

of discounting is not significant,

Due Due Due Total

within between after .contractual  Carrying

1 year 1&5years 5years cash flows values
2019 $ $ $ $ $
Payables - 611,006 0 0 611,006 592,404
Borrowings 203,288 711,815 362,895 1,277,998 1,142,227

814,294 711,815 362,895 1,889,004 1,734,631

‘2018

Payables 536,823 0 0 536,823 536,823
Borrowings 164,388 652,877 236,645 1,053,910 922,004

701,211 652,877 236,645 1,590,733 1,458,827

Shire of Narrogin
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

24, TRUST FUNDS

There are no funds held at the balance date which are required to be held in the trust fund.
In previous years bonds and deposits were held as trust monies. They are now included in Restricted cash at Note 3,

Amounts Reclassification to
1 July 2018 Received Amounts Paid 30 June 2019 Restricted Cash 30 June 2019

$ $ $ $ $ $
Public Open Space 72,599 726 0 73,325 0 73,325
Cross Over Bond 25,564 5,903 (17,280) 14,188 (14,188) 0
Town Hall Bond 4,455 3,650 (4,190) 3,915 (3,915) 0
Other 500 0 0 500 (500) 0

103,118 10,279 (21,470) 91,927 (18,602} 73,325
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

25. EVENTS OCCURRING AFTER THE END OF THE REPORTING PERIOD

There were no significant events that occurred after the 30th June 2019 to the date of signing, that would have impacted
the Shire of Narrogin's financial statements as at the 30 June 2019.
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

26. INITIAL APPLICATION OF AUSTRALIAN ACCOUNTING STANDARDS

(a

During the current year, the Shire adopted all of the new and revised Australian Accounting Standards and
Interpretations which were compiled, became mandatory and which were applicable to its operations.

Whilst many reflected consequential changes associated with the amendment of existing standards, the only
new standard with material application is AASB 9 Financial Instruments .

AASB 9 Financial instruments

AASB 9 Financial Instruments replaces AASB 139 Financial Instruments: Recognition and Measurement
for annual reporting periods beginning on or after 1 January 2018, bringing together all three aspects
of the accounting for financial instruments: classification and measurement; impairment; and hedge

accounting.

The Shire applied AASB 9 prospectively, with an initial application date of 1 July 2018. The adoption of
AASB 9 has resulted in changes in accounting policies.

In accordance with AASB 9.7.2.15, the Shire of Narrogin has not restated the comparative

information which continues to be reported under AASB 139,

There were no adjusiments as a result of applying AASB 9.

Classification and measurement )
Under AASB 9, financial assets are subsequenlly measured at amortised cost, fair value through other
comprehensive income (fair value through OCI) or fair value through profit or loss (fair value through
P/L). The classification is based on two criteria: the Shire's business model for managing the assets; and
whether the assets' contractual cash flows represent ‘solely payments of principal and interest’ on the
principal amount outstanding.

The assessment of the Shire’s business model was made as of the date of initial application, 1 July 2018.
The assessment of whether contractual cash flows on financial assets are solely comprised of principal
and interest was made based on the facts and circumstances as at the initial recognition of the assets.

Shire of Narrogin ‘ Minutes Audit Advisory Committee 11/12/2019
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019
26. INITIAL APPLICATION OF AUSTRALIAN ACCOUNTING STANDARDS (Continued)

The classification and measurement requirements of AASB 9 dld not have a significant impact on the
Shire. The following are the changes in the classification of the Shire’s financial assels:

- Trade receivables and Loans and advances (i.e. Other debtors) classified as Loans and recelvables as at
30 June 2018 are held to collect contractual cash flows and give rise to cash flows representing solely
payments of principal and interest. These are classified and measured as Financial assets at amortised
cost beginning 1 July 2018.

- The Shire did not designate any financial assets as at fair value through profit and loss.

In summary, upon the adoption of AASB 9, the Shire had the following required (or elected) reclassifications

as at 1 July 2018: AASB 9 category
" Fairvalue  Fairvalue
Amortised  through through
AASB 139 value cost [e]e]} P/L
AASB 139 category $ $ $ $
Trade recelvables* 1,637,957 1,637,957 0 0
Loans and advances 0 0 0 0
Avallable for sale financial assets 0 0 0 0
1,637,957 1,637,957 0 0

* The change in carrying amount is a result of additional impairment allowance. See the discussion
on impairment below.

(b) Impairment
The adoption of AASB 9 has fundamentally changed the Shire's accounting for impairment losses for
financial assets by replacing AASB 139's incurred loss approach with a forward-looking expected credit
loss (ECL) approach. AASB 9 requires the Shire to recognise an allowance for ECLs for all financial assets
not held at fair value through P/L. The objeclive of this Standard is to improve and simplify the
(incorporating AASB 2014-7 and approach for classification and measurement of financlal assels
AASB 2014-8) compared with the requiremerits of AASB 139. Upon adoption of AASB 9, given the nature of the
financial assets of the Shire, the adoption of AASB 9 has not had any material effect.
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

27. NEW ACCOUNTING STANDARDS AND INTERPRETATIONS FOR APPLICATION IN FUTURE YEARS

The AASB has issued a number of new and amended Accounting Standards and Interpretations that have mandatory application dales
for future reporting periods, some of which are relevant to the Shire.

This note explains management's assessment of the new and amended pronouncements that are relevant to the Shire, the impact of the
adoption of AASB 15 Revenue from Contracls with Customers, AASB 16 Leases and AASB 1058 Income for Not-for-Profit Entities.
These standards are applicable to future reporting periods and have not yet been adopted.

The Shire is slill assessing the impact of these new accounting standards.
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SHIRE OF NARROGIN
NOTES TO AND FORMING PART OF THE FINANCIAL REPORT
FOR THE YEAR ENDED 30TH JUNE 2019

28. OTHER SIGNIFICANT ACCOUNTING POLICIES
a) Goods and services tax (GST)
Revanues, expenses and assets are recognised net of the amount of GST,
axcept where the amount of GST incurred is not recaverable from the
Austealan Taxahon Office (ATO).

Receivables and payables are stated inclusive of GST recawable or payable,
The net amount of GST recoverable from, or payable to, the ATO s included
with receivablas or payablas in the statement of financial pasition

Cash flows are preseénted on & grass basis. The GST companents of cash
flows anising from investing or financing actvities which are recoverable from,
ar payable to, the ATO are presented as oparating cash flows.

b) Current and non-current classificalion

The asset or labilly is classified as current if it is expected o ba setlled
wathin the next 12 menths, being the Shire’s operational cycle. In the case of
habilites where the Shire does not have the uncendiienal right to defer
setllement beyend 12 monlhs, such as vesled long service leave, tha hability
is classified as currenl even if nat expected lo be settled within the next 12
menths. Inventones held for irading are classifiad as cureent or non-current
based on the Shire’s inlantions to ralaase for sals.

¢) Rounding off figures

All figuras shown in this annual financial report, olher than a rate in the dellar,
are raunded to lhe nearest dollar. Amounts ara presented in Austrahan Dellars.
d) Comparative figuras '

Where required, comparalive figures have been adjusted Lo conform wath
changes in presentation for the current financial yaar.

When the Shire applies an accounting pelcy relrospectively, makes a
relrosy [ or reclassifies items in its financial stalements that
has a matenal effect on the slatement of finzancial position, an additional ’
(third) statement of financial posilion as at the begmnning of the preceding
pened in additien o the minimum comparative financial statements is

presented

e) Budget comparative figures

Unless othervase slated, tha budgst comparative figures shovm in this annueal
financial reporl relate ta the ongnal budgat eslimate for Ihe relevant itam of
disclosure,

f) Superannuation

The Shire conlnbutes lo a number of Superannuation Funds on behalf of
employaes, All funds fo which the Shire are defined buti
plans.

g) Fair value of assets and liabilities

Fair value 1s the pricé that the Shire would receive 1o sell the assel ef would
have o pay to transfer a liabilily, in an erdery (i.e. unferced) transachon
belwean indapendant, knowledgaable and willing market participants at the
measurement date.

As farr velue is a markel-based measure the closest equivalent observable
market pricing information is used to determing fair value. Adustments to
markel velues may b made having regard lo Ihe charactenslics of the
specific assel or hability. The fair values of assets that are not traded in an
achve market are deternunad using one or more valualion techniques. These
valuation techniques maximise, o the extent possible, the use of observabla
market data.

To the estenl possible, market informalion is extracted from either the
prncipal markel for the asset or hability (1.e. lhe market vath the greatest
velume and level of aclity for the asset or iability) er, in the absence of
such a market, the most advaniagacus markel avalable to the entity at the
end of the reporting period (i.e. the markat lhal maximises the receipls from
the sale of lhe assel after laking inte account lransaclion costs and
transport costs)

Fer nan-financial assets, the fair value measurement also takes inlo account
a market participant's abilily lo use tha asselin ils highast and best use or
to sell it to anolher markel participant that would use tha assel in its highest
and besl use.

Shire of Narrogin
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h) Fair value hierarchy

" AASB 13 requires the disclosure of fair value information by level of the fair
value hierarchy, which categarises farr value tinto one of threa
possible levels based on the lowest level thal an input thal is sianificant to the
meastrement can ba categorised inlo as fallows

Level 1

Measuremants based on quoted pnces (unadjusted) in active markets for
identical assels ar labilities that the entily can access at Ine measurement
date.

Level 2
IMeasurements based on inpuls other than quated pncas included in Level 1
that ara observable for tha asset or hability, either direclly or indirectly.

Level 3
IMeasuraments based on unobservable inputs for the asset or kability,

The fair values of assets and habilies that are nol traded in an aclive market
ara detarmined using one or mare valuation lechniques. These valualien
!echmques maxmise, to the extant possible, the use of observable market
data. If all significant inputs required to maasure fair value are abservable, he
asset or habilty is included in Level 2. If one or more signilicant inputs are not
based on observable market data. the asset or hability is included in Level 3

Valuation techniques

Tha Shira salects a valuation techmique that is appropriale in the circumstances
and for which sufficient data is avalable to measure fair valua. The avalability
of sufficiant and rslevant data pnmanly depends on the specific characienshics
of the asset or hablity being measured The valuation techniques selected by
Lhs Shire are censistent vath one er more of the fallowing valualion approaches

Idarket approach
Valuation techniques that use pnces and cther relevant information
ganerated by market lransactions for identical or simiar assats or habilties.

Income approach
Valuation technigues that convert estimated [uture cash flows or incame
and expenses into a single discounled present value.

Cost approach
Valuation lechniques that raflect the currenlt replacement cosl of the sarice

capacily of an asset,

Each valuatien technique requires inputs that reflect the assumplions that
buyers and sellers would use when pncing the asset er liability, including
assumplions ahout nsks. When selecting a valuation lechnique. the Shire
qgwes prionly to those tachniques that maximise the use of observable inputs
and minimise the use of unabservable inputs. Inputs thal are daveloped using
market data (such as publcly avalable inf on on actual tr and
reflect the assumplions (hat buyars and sellars would generally use whan
pricing the asset or liability are cansidered cbservable, whereas inputs for
which market data 1s not available and therefore are developed using the bast
f tion available about such plions are considered unobservable

1) Impairment of assets

In accordance with Auslralian Accounling Standards the Shire's cash ganerating
non-speciahsed assels, other than inventories, are assessed at each reporling
dale ta determine whelther there is any indication they may be impaired

Where such anindication exisls an impairment test is carriad out on the
assel by companng the recoverable amount of the assel, being the higher of
the assel’s fair value less cosls lo sell and value in use, to the assel's
carrying amount. g

Any excess of the asset's carrying amaunt over ils recoverable amount is

racegnised immediately in profit or loss. unless Ihe asset is camed at a

revalued amount in accordance with another Standard {e.g9. AASB 116) .
whereby any impairment loss of a revalued assel is treated as a revalualion :
dacrease in accordance valh that other Standard

For non-cash generaling specialised assets Inal are measured under the
revaluation model .such as roads, drains, public buildings and the Iike, no
annuzl assessment of impairment is required. Rather AASB 116,31 applies
and revaluations nzed only be made with sufficient regulatory to ensure the
carfying value does not differ malerially from that which vould be determined
using fair value at the ends of the reparling period.
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SHIRE OF NARROGIN

NOTES TO AND FORMING PART OF THE FINANCIAL REPORT

FOR THE YEAR ENDED 30TH JUNE 2019

29. ACTIVITIES/IPROGRAMS

Shire operalions as disclosed in these financal statemenls encompass the following service orientaled aclivilies/programs.

PROGRAM NAME AND OBJECTIVES
GOVERNANCE

To provide a decision making

process for lhe effective allocalion

for scarce resources,

GENERAL PURPOSE FUNDING
To collect revenue to allow for the
provisions of infrastruclure and services

LAW, ORDER, PUBLIC SAFETY
To provide services to help ensure
a safer communily

HEALTH

To provide an operalional
framework for environmental and
communily health,

EDUCATION AND WELFARE

To provide services to the
disadvantaged, the elderly, children
and youlh.

HOUSING
To provide housing Lo senior
employees.

COMMUNITY AMENITIES
To provided services required by
the community.

RECREATION AND CULTURE
The provide recrealional and
cullural services lo the community,

TRANSPORT

To provide sale, effeclive and
efficienl transport services to lhe
communily.

ECONOMIC SERVICES
To promole the Shire and ils economic wellbeing.

OTHER PROPERTY AND SERVICES
To monitor and conirol the Town's overheads operation
accounls and lown planning scheme,

Shire of Narrogin

ACTIVITIES

Includes the aclivilies of members of council

and administralion support available to the
cauncil for provision of governance of the district.
Other costs relate to lhe lask of assisling

elecled members and eleclors on matlers which
do not concern specific Shire services.

Rates, general purpose government grants and
Interest revenue.

Supervision and enforcement of various local

laws, fire prevention, animal control and other
aspecls of public salely including emergency

services.

Inspect food oullets and their conlrol, noise
conlrol and v/aste disposal compliance,

Preschool and olher educalion, children and
youlh services, elderly and disadvantaged, senior
cilizens services.

Provision of staff housing.

Rubbish collection services, operalion of refuse

disposal sile, litler conlrol, conslruction and

maintenance of urhan storm waler drains,

pratection of the environment and administration of

town planning scheme, cemelery and public conveniences.

Maintain public halls, civic cenlres, agualic
cenlre, recreational centre and various sporting
facilities, Provisions and maintenance of parks,
gardens and playgrounds. Operations of Library,
museum and ather cullural facililies.

Conslrucl and maintenance of roads, slreets,
footpaths, depots parking facilities. Purchase
of plant and equipment.

Tourism and area promalion including the maintenance
and operalion of a caravan park. Pravision of rural services
including weed conlrol, and slandpipes. Building Control.

Private warks operalion, plant repair and operation cosls,
adminislralion overheads, communily
development overheads and gross salary and wages,
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SHIRE OF NARROGIN

NOTES TO AND FORMING PART OF THE FINANCIAL REPORT

FOR THE YEAR ENDED 30TH JUNE 2019

30. FINANCIAL RATIOS

Current ratio

Asset consumption ratio

Asset renewal funding ratio

Asset sustainability ratio

Deht service cover ratio

Operating surplus ratio

Own source revenue coverage ratio

The above ratios are calculated as follows:

Current ratio

Asset consumption ratio
Asset renewal funding ratio
Asset sustainability ratio
Debt service cover ratio

Operating surplus ratio

Own source revenue coverage ratio

Notes:

2019 2018 2017
Actual Actual Actual

3.32 9.67 3.563

0.98  0.99 0.98

0.65 0.69 -

0.77 1.21 1.18
14.09 9.93 (3.21)
(0.19)  (0.01) (0.52)

0.50 0.54 0,43

current assets minus restricted assets

current liabilities minus liabilities associated
with restricted assets

depreciated replacement costs of depreciable assets

current replacement cost of depreciable assets

NPV of planned capital renewal over 10 years

NPV of required capital expenditure over 10 years

capital renewal and replacement expenditure

depreciation

annual operating surplus before interest and depreciation

principal and interest

operating revenue minus operating expenses

own source operating revenue

own source operating revenue

operating expense

In 2017 the asset renewal funding ratio was not calculated due to the difficulties in combining Asset
Management and Long Term Financial Plans between the Town of Narrogin and Shire of Narrogin.

Shire of Narrogin
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Auditor General

INDEPENDENT AUDITOR’S REPORT
To the Councillors of the Shire of Narrogin
Report on the Audit of the Financial Report

Opinion

| have audited the annual financial report of the Shire of Narrogin which comprises the
Statement of Financial Position as at 30 June 2019, the Statement of Comprehensive Income
by Nature or Type, Statement of Comprehensive Income by Program, Statement of Changes in
Equity, Statement of Cash Flows and Rate Setting Statement for the year then ended, and
notes comprising a summary of significant accounting policies and other explanatory
information, and the Statement by the Chief Executive Officer.

In my opinion the annual financial report of the Shire of Narrogin:
(i) is based on proper accounts and records; and
(il) fairly represents, in all material respects, the results of the operations of the Shire for
the year ended 30 June 2019 and its financial position at the end of that period in
accordance with the Local Government Act 1995 (the Act) and, to the extent that they
are not inconsistent with the Act, Australian Accounting Standards,

Basis for Opinion

| conducted my audit in accordance with Australian Auditing Standards. My responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the
Financial Report section of my report. | am independent of the Shire in accordance with the
Auditor General Act 2006 and the relevant ethical requirements of the Accounting Professional
and Ethical Standards Board's APES 110 Code of Ethics for Professional Accountants (the
Code) that are relevant to my audit of the annual financial report. | have also fulfilled my other
ethical responsibilities in accordance with the Code. | believe that the audit evidence | have
obtained is sufficient and appropriate to provide a basis for my opinion.

Emphasis of Matter — Basis of Accounting _

| draw attention to Note 1 to the annual financial report, which describes the basis of
accounting. The annual financial report has been prepared for the purpose of fulfilling the
Shire's annual financial reporting responsibilities under the Act. Regulation 16 of the Local
Government (Financial Management) Regulations 1996 (Regulations), does not allow a local
government to recognise some categories of land, including land under roads, as assets in the
annual financial report. My opinion is not modified in respect of this matter.

Responsibilities of the Chief Executive Officer and Council for the Financial Report

The Chief Executive Officer (CEQ) of the Shire is responsible for the preparation and fair
presentation of the annual financial report in accordance with the requirements of the Act, the
Regulations and, to the extent that they are not inconsistent with the Act, Australian Accounting
Standards. The CEO is also responsible for such internal control as the CEO determines is
necessary to enable the preparation of an annual financial report that is free from material
misstatement, whether due to fraud or error.

Page 1 of 3
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In preparing the annual financial report, the CEO is responsible for assessing the Shire's ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless the State government has made decisions
affecting the continued existence of the Shire.

The Council is responsible for overseeing the Shire’s annual financial reporting process.

Auditor's Responsibility for the Audit of the Financial Report

The objectives of my audit are to obtain reasonable assurance about whether the annual
financial report as a whole is free from material misstatement, whether due to fraud or error,
and to issue an auditor's report that includes my opinion. Reasonable assurance is a high level
of assurance, but is not a guarantee that an audit conducted in accordance with Australian
Auditing Standards will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the

basis of the annual financial report.

As part of an audit in accordance with Australian Auditing Standards, | exercise professional
judgment and maintain professional scepticism throughout the audit. | also:

- Identify and assess the risks of material misstatement of the annual financial report,
whether due to fraud or error, design and perform audit procedures responsive to those
risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for
my opinion. The risk of not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

- Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Shire's internal control.

- Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the CEO.

- Conclude on the appropriateness of the CEO's use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Shire's
ability to continue as a going concern. If | conclude that a material uncertainty exists, |
am required to draw attention in my auditor's report to the related disclosures in the
annual financial report or, if such disclosures are inadequate, to modify my opinion. My
conclusions are based on the audit evidence obtained up to the date of my auditor's
report, as we cannot predict future events or conditions that may have an impact.

- Evaluate the overall presentation, structure and content of the annual financial report,
including the disclosures, and whether the annual financial report represents the
underlying transactions and events in a manner that achieves fair presentation.

| communicate with the Council and the CEO regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that | identify during my audit.

Page 2 of 3

Shire of Narrogin Minutes Audit Advisory Committee 11/12/2019 Page | 61



Report on Other Legal and Regulatory Requirements
In accordance with the Local Government (Audit) Regulations 1996 | report that:

() In my opinion, the following material matter indicates a significant adverse trend in the
financial position of the Shire;

a. Operating Surplus Ratio as reported in Note 30 of the annual financial report is
below the Department of Local Government, Sport and Cultural Industries’
standard for the last three financial years.

(i) The following material matters indicating non-compliance with Part 6 of the Local
Government Act 1995, the Local Government (Financial Management) Regulations
1996 or applicable financial controls of any other written law were jdentified during the
course of my audit:

a. A large number of accountlng journal entries were posted by one employee
with no evidence of review by a second employee. Accounting journals can
represent significant adjustments to previously approved accounting
transactions, and should therefore be appropriately reviewed and approved.
This was addressed by the CEO after our interim audit in May 2019,

(iii) All required information and explanations were obtained by me.

(iv) All audit procedures were satisfactorily completed.

(v) In my opinion, the asset consumption ratio and the asset renewal funding ratio included
in the annual financial report were supported by verifiable information and reasonable
assumptions.

Other Matter

The financial ratios for 2017 in Note 30 of the annual financial report were audited by another
auditor when performing their audit of the Shire for the year ending 30 June 2017. The auditor
expressed an unmodified opinion on the annual financial report for that year.

Matters Relating to the Electronic Publication of the Audited Financial Report

This auditor's report relates to the annual financial report of the Shire of Narrogin for the year
ended 30 June 2019 included on the Shire's website. The Shire's management is responsible
for the integrity of the Shire's website. This audit does not provide assurance on the integrity of
the Shire's website. The auditor's report refers only to the annual financial report described
above. It does not provide an opinion on any other information which may have been
hyperlinked to/from this annual financial report. If users of the annual financial report are
concerned with the inherent risks arising from publication on a website, they are advised to
refer to the hard copy of the audited annual-financial report to confirm the information
contained in this website version of the annual financial report.

i ’?‘_}u' -&L.‘_\-"f{-ﬁ(
e
SANDRA LABUSCHAGNE
DEPUTY AUDITOR GENERAL
Delegate of the Auditor General for Western Australia

Perth, Western Australia
Q¥ November 2019
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ATTACHMENT 2

OAG

Office of the Auditor General

Serving the Public Interest

Our Ref: 7950

7th Floor, Albert Facey House
469 Wellington Street, Perth
Mr Leigh Ballard 2

President - Mail to: Perth BC
Shire of Narrogin PO Box 8489
PO Box 1455 PERTH WA 6849
NARROGIN WA 6312 Tel: (08) 6557 7500
Fax: (08) 6557 7600
Email: info@audit.wa.gov.au

Dear President

ANNUAL FINANCIAL REPORT FOR THE YEAR ENDED 30 JUNE 2019

The Office has completed the audit of the annual financial report for your local government. In
accordance with section 7.12AD (2) of the Local Government Act 1995, we enclose the Auditor
General's auditor's report, together with the audited annual financial report.

We have also forwarded the reports to the CEO and the Minister, as required by the Act. The CEO is
required to publish the annual report, including the auditor’s report and the audited financial report, on
your Shire's official website within 14 days after the annual report has been accepted by your Council.

Management Control Issues
The result of the audit was generally satisfactory. Deficiencies in internal control and other matters that
were identified during the interim audit were reported in my interim management letter dated 29 May

2019. These matters were discussed with management.

Please note that the purpose of our audit was to express an opinion on the financial report. The audit
included consideration of internal control relevant to the preparation of the financial report in order to
design audit procedures that were appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of internal control.

An audit is not designed to identify all internal control deficiencies that may require management
attention. The matters being reported are limited to those deficiencies that have been identified during

the audit that are of sufficient importance to warrant being reported. It is possible that other irregularities
and deficiencies may have occurred and not been identified as a result of our audit.

This letter has been provided for the purposes of the Shire and the Minister for Local Government and
may not be suitable for other purposes.

| would like to take this opportunity to thank you, the management and the staff of the Shire for their
cooperation with the audit team during our audit.

Feel free to contact me on 6557 7658 if you would like to discuss these matters further.

Yours faithfully

P et
KEVIN NG

ASSISTANT DIRECTOR
FINANCIAL AUDIT

24 November 2019

Attach

Shire of Narrogin Minutes Audit Advisory Committee 11/12/2019 Page | 63



ATTACHMENT 3

Shire of Narragin

RECEIVED ( ) { ‘
Directed lo D"\ ;Q » A J
3 1 MAY 2019 \

Ref No [EMAlHY DT Office of the Auditor General
Property File b Serving the Public Interest
Subject File b Kl I, |

Our Ref: 7950 Rel

7th Floor, Albert Facey House
469 Wellington Street, Perth

Mr Dale Stewart | :
Chief Executive Officer e i
Shire of Narrogin PERTH WA 6849
PO Box 1145 . :

I
NARROGIN WA 6312 P o Eoer 7800

Emall: info@audit.wa.gov.au

Dear Sir

ANNUAL FINANCIAL REPORT
INTERIM AUDIT RESULTS FOR THE YEAR ENDING 30 JUNE 2019

We have completed the interim audit for the year ending 30 June 2019, We performed this
phase of the audit in accordance with our audit plan. The focus of our interim audit was to
evaluate your overall control environment, but not for the purpose of expressing an opinion on
the effectiveness of internal control, and to obtain an understanding of the key business
processes, risks and internal controls relevant to our audit of the annual financial report.

Management Control Issues

I would like to draw your attention to the attached listing of deficiencies in internal control and
other matters that were identified during the course of the interim audit. These matters have
been discussed with management and their comments have been included on the attachment.
The matters reported are limited to those deficiencies that were identified during the interim
audit that we have concluded are of sufficient importance to merit being reported to
management. Some of the matters may be included in our auditor’s report in accordance with
seétion 7.9(2) of the Local Government Act 1995 or regulation 10(3)(a) and (b) of the Local
Government (Audit) Regulations 1996. If so, we will inform you before we finalise the report.

This letter has been provided for the purposes of your local government and may not be
suitable for other purposes.

We have forwarded a copy of this letter to the President. A copy will also be forwarded to the
Minister for Local Government when we forward our auditor's report on the annual financial
report to the Minister on completion of the audit.

Feel free to contact me on 6557 7658 if you would like to discuss these matters further.

Yours faithfully

KEVIN NG

ASSISTANT DIRECTOR
FINANCIAL AUDIT

29 May 2019

Attach
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INDEX OF FINDINGS RATING

Significant | Moderate Minor

Interest on trust funds v

Posting of manual journals v

Review of key reconciliations

Service Level Agreement for IT Services

Disaster Recovery and Business Continuity

Plan Implementation

Infrastructure, Plant and equipment — Asset

Count not undertaken

Termination Checklist

Credit Card Usage

Risk Register Policies and procedures

0. Information Technology related policy and
physical security

11. Change Management Implementation

12. Supplier Master File — redundant records

13. Authorisation of Acquisition and Disposal forms

S Bl ISl I P

o

=|o|e|~
SUREENENANENERENERRNRNAN

ANAN

KEY TO RATINGS

The Ratings in this management letter are based on the audit team’s assessment of risks and
concerns with respect to the probability and/or consequence of adverse outcomes if action is not
taken. We give consideration to these potential adverse outcomes in the context of both
quantitative impact (for example financial loss) and qualitative impact (for example inefficiency,
non-compliance, poor service to the public or loss of public confidence).

Significant - Those findings where there is potentially a significant risk to the entity should

the finding not be addressed by the entity promptly.

Moderate - Those findings which are of sufficient concern to warrant action being taken
by the entity as soon as practicable.

Minor - Those findings that are not of primary concern but still warrant action being
taken.
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1. Interest on trust funds
Finding

We noted that interest earnings on trust fund moneys are not retained in trust or provided back
to the entitled recipient on return of their moneys. The interest has instead been paid into the
Municipal bank account and is recognised as the Shire’s interest revenue.

According to the Local Government Act 1995 (Act):

Where money or other property is held in the trust fund, the local government is to — in the case of money,
pay it to the person entitled to it together with, if the money has been invested, any interest earned from
that investment.

Rating: Significant
Implication

In retaining interest earned on invested trust fund moneys, the Shire is keeping and utilising
moneys that it is not entitled to under the Act.

As a further consequence, the disclosure of trust fund money within the annual financial report
is not accurate.

Recommendation

The Shire should account for and manage trust fund moneys and associated interest, in
accordance with the Act. The Shire should undertake the necessary steps to identify any
obligations it has to return moneys that it has incorrectly retained from the current and previous

years.

We recommend the Shire assess and consider the impact of the interest earnt in current and
prior periods as required by the Act.
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Management Comment

The Shire is currently in the process of drafting an executive instruction for the following:

Expense interest at 1% (1.5% earnt on account less 5 basis points to account for
administration management) to accounts that comply with the following:

¢ Amounts over $1,000

e Amounts held in trust for more than 180 days

¢ To be done quarterly

e To be done retrospectively to 1/7/18.

For context, the total interest earnt on all funds held in Trust for the 2017/18 financial year was
$761.65

Responsible Person: Manager Finance
Completion Date: 30 June 2019

Additional Notation:
The Office of Auditor General issued the Western Australian Local Government position paper
1 - Accounting for workbonds, building bonds and hire bonds in late June 2019 for application

from 1 July 2019.

This advice was implemented and different transactions are now recorded as bonds and
deposits, separately from trust monies. The exception being public open space funds which have
been retained in Trust. This segregation will be shown in all future financial reports. However,
the actual day to day processing has remained the same.
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2. Posting of manual journals
Finding

We noted that all finance staff are inherently able to prepare and post journals in SynergySoft.
From 1 July 2018 to 28 February 2019, 224 manual journals were posted of which 135 were
posted and also approved by the same employee, without independent review by a second staff.

We also noted that there is currently no system access restriction in SynergySoft to assign the
posting of manual journals only to appropriate staff. Further, there is no review of manual journals

posted to the system.

Rating: Significant
Implication

If journals are not independently reviewed and approved, there is a risk that erroneous or
fraudulent transactions may pass undetected. Accounting journals can represent significant
adjustments to previously approved accounting transactions, and should therefore be
appropriately reviewed and approved.

Recommendation

We recommend that a person more senior than the preparer authorises all journal entries, and
evidence of authorisation is retained.

Management Comment

It has been confirmed with IT Vision that SynergySoft (our corporate accounting package) does
not have the capabilities to assign the posting of manual journals only to appropriate staff.

The Shire of Narrogin however does have internal policies that require staff to seek authorisation
from the Manager prior to posting journals. The Shire also records all general journals on a
‘Journal register’. '

Senior Finance Officer now raises general journals, with the Manager Finance authorising.

The Shire has added the task of reviewing the manual journals register to the listing of journals
posted in SynergySoft, to the End of Month (EOM) tasks and will also be developing a General
Journal Request Form for ‘requested” journals by other officers.

Responsible Person: Manager Finance
Completion Date: 31 December 2019

Additional Notation:
This action was completed in May 2019. At the Shire of Narrogin, where an officer prepares the

journal as required, the Manager Finance checks the supporting documentation and then
authorises the journal. The officer processes the journal and a hard copy of all documentation is
retained in a journal file for monthly and annual review. Where the originating officer is the
Manager Finance, the Executive Manager Corporate & Community Services authorises the
journal
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3. Review of key reconciliations
Finding

We noted that reconciliations for the Accounts Receivable, Accounts Payable and Asset modules
were completed however it is not signed by either the preparer or the reviewer.

Rating: Moderate
Implication

Reconciliations are a key control for ensuring that data is completely and accurately reflected in
the general ledger from which financial statements are derived. The absence of a documented

review process over these reconciliations can result in errors or omissions remaining undetected,
leading to misstatements in the financial statements.

Recommendation

We recommend that the preparer and reviewer sign the reconciliation and the reviewer is an
appropriate staff independent of the preparer.

Management Comment

Reconciliations for all subsidiary ledgers how been revisited with responsible officers
completing and the Manager Finance reviewing, to ensure correctness.

Future practices will involve the responsible officers completing the task as part of the EOM
process, with the Manager Finance authorising.

Responsible Person: Manager Finance
Completion Date: Completed
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4. Service Level Agreement for IT Services
Finding

We noted that there is no Service Level Agreement (SLA) in place stipulating the terms and
conditions for the IT services provided by an external IT consulting firm.

Rating: Moderate
Implication

Lack of a formal SLA outlining the terms of an agreement for services provided by the external
IT consulting firm may create an expectation gap between the parties. As no formal agreement

is in place, a sudden change due to unforeseen circumstances could result in a detriment to the
Shire's IT infrastructure and ability to carry out its daily operations.

Recommendation

Management should establish a temporary SLA with the external IT consulting firm stipulating
the terms provided in the quote.

Management Comment

A detailed Service Level Agreement is being obtained and will be forwarded to you shortly.

Responsible Person: Executive Manager Corporate and Community Services
Completion Date: Completed.
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5. Disaster Recovery and Business Continuity Plan Implementation
Finding

We noted the Shire does not have a disaster recovery or a business continuity plan. An analysis
has not been performed to confirm critical functions and processes in order to develop the
priorities for the disaster recovery and continuity plan.

Rating: Moderate
Implication

Without a disaster recovery or a business continuity plan, it is likely to be more difficult to recover
from an incident or crisis in a timely and effective manner. There is an increased risk that key
business functions will remain out of operation for extended periods of time following a major
incident.

Recommendation

We recommend the Shire develop a business continuity plan based on an evaluation of risks
which may disrupt critical business functions. The evaluation should identify critical systems and
processes, minimum resources and response times needed to assure/resume operations.

An incident response plan - containing the information needed to respond to an incident (e.g.
emergency contact lists, responsibilities) and a disaster recovery plan - detailing the steps to be
taken to recover operations, should be developed based on the business continuity plan.
Plans should be communicated to staff and tested on a periodic basis to ensure that staff are
familiar with their responsibilities. This should also include testing of IT system backups.

Managemenf Comment

Thank you for your comments. Attached is a copy of our Business Continuity Plan. We
acknowledge it is not signed and requires review.

We are planning to undertake this work in 2019/20

Responsible Person: Executive Manager Corporate and Community Services
Completion Date: 30 June 2020.
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6. Infrastructure, Property, Plant and Equipment — Asset count not undertaken
Finding

We noted through our review of Infrastructure, property, plant and equipment that there is
currently no periodic asset count process in place. Per discussion with the Shire's management,
reliance is placed on the independent valuer to verify the existence of Property, plant, equipment
and infrastructure.

We also noted that the valuer based their valuations on assets from the asset register.
According to the Local Government (Financial Management) Regulations 1996 s. 6.10 17A:

(3) A local government must show in each financial report —
(a) for the financial year ending on 30 June 2013, the fair value of all of the assets of the local

government that are plant and equipment; and
(b) for the financial year ending on 30 June 2014, the fair value of all of the assets of the local

government —
(i) that are plant and equipment; and
(i) that are —
() land and buildings; or
(Il) infrastructure;

and
(c) for a financial year ending on or after 30 June 2015, the fair value of all of the assets of the

local government

Rating: Moderate
Implication

The Shire should ensure that the items under 17(3) Local Government (Financial Management)
Regulations 1996 are considered. An unverified (complete) asset register poses a risk of
discrepancies between the accounting and physical records of the Shire.

Where these gaps are not detected and corrected on a timely basis, theft or loss and/or
misrepresentation of asset balances in the annual financial report could occur.

Recommendation

. We recommend the Shire consider performing a complete asset verification process to confirm
the existence and completeness of all asset classes to comply with the requirement of the Act.

Management Comment

Council has adopted an Asset Management Policy which dictates the classes of assets requiring
Asset Management Plans.

These classes are: ,
a) Transport assets — roads, paths, bridges, culverts, drainage, airport, street furniture etc.;

b) Property assets — buildings, freehold land and associated ancillary infrastructure;

c) Recreation assets — parks, ovals, reserves, gardens, playgrounds etc.;
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d) Plant and equipment — vehicles, tools, plant and machinery, information technology and
communications equipment etc.

e) Portable and Attractive assets — in accordance with the Local Government (Financial
Management) Regulations 1996 Reg.17B; and

f) Other classes as deemed appropriate or necessary

In addition, the Shire is required to undertake a review of Fair Value Valuations within a period
of at least 3 years but no more than 5 years after the day on which the asset was last valued or
revalued Local Government (Financial Management) Regulations 1996 s. 6.10 17A(4)(b).

It is proposed to take a physical count for item b and item d assets on a 3 year rotational basis
coinciding with there fair value revaluations for that particular class.

Other asset classes eg Transport are not subject to much change and other processes pick up
and changes.

Portable and Attractive assets will be verified once a year from the soon to be completed
Register.

Responsible Person: Executive Manager Corporate and Community Services
Completion Date: 30 June 2021
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7. Termination checklist
Finding

We noted that the Shire does not have a policy or formalised process that requires a termination
checklist to be completed with departing employees.

Rating: Moderate
Implication

In the absence of a completed termination checklist, there is a risk that not all matters associated
with terminations are being addressed. There is an increased risk of financial loss to the Shire
as assets may be misappropriated and the systems and network may be accessed
inappropriately. -

Recommendation

We recommend the Shire review processes associated with employee terminations to ensure
that a termination checklist is completed for terminated employees.

Management Comment

The CEO has drafted an exit interview template and an Executive Instruction on this matter is
being prepared for the organisation. This will include a termination checklist.

Responsible Person: Chief Executive Officer
Completion Date: Completed
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8. Credit card usage
Finding

We identified expenditure incurred on the CEOs corporate credit card is not in line with the
Council Policy Manual, as it involved the purchase of alcohol by the CEO for the CEO, 4
Councillor's and 2 spouses. As per Council Policy, the Shire can pay spouse costs of
accommodation upgrade and official conference dinner. Under section 1.8 of the Council Policy
Manual, alcohol expenses are only covered for members if they are authorised and moderate in
nature. The amount purchased would not be deemed to be "moderate" given the quantity and
value of the purchase.

According to S 1.8 & S 8.13 Elected Members — Conference & Training expenses from the
Council Policy Manual:

(2) Such expenses may include —
- accommodation,
- meals,
- refreshments,
- travel,
- other appropriate out-of-pocket expenses subject to budget allocations.

(3) Expenses automatically met by Council are limited to accommodation in single/twin or double room,
registration fees, meals associated with registration, parking and breakfasts for elected members only.

(4) Other than WALGA Annual Convention or other event where the elected member's partner is
reasonably expected to attend, costs incurred by a parther accompanying an elected member are fo be
met by the elected member, except an accommodation upgrade cost from single to twin/double and official

conference dinner cost only.

(5) Unless authorised and moderate in nature, expenses for alcohol are to be met by the elected member.
According to S 8.11 Training, Study and Education of the Shire of Narrogin Executive Instruction:
(3) Combined daily accommodation and breakfast and dinner allowance rates (if not included in the

training/conference costs) are those in accordance with the Australia Taxation Office Reasonable Travel
Allowances (excluding incidentals), Table 1 — Perth, as issued for each financial year.

Attendees | Reasonable | Reasonahle Actual Description
per ATO per Policy
18/19 8.13
4 councillors | $70.05 per | $50.70 per $144 per eligible 1/8/18 Print Hall Drinks
1 CEO night for day attendee only $300 @ $42.86 per
2 spouses dinner person
(5 eligible 1/8/18 Print Hall Dinner &
attendees) Drinks $420 @ $60 Per
person
3 councillors | $70.05 per | $50.70 per | $84.85 per eligible 2/8/18 Lala Rookh —
1 CEO night for day attendee $339.50 @ $84.85 Per
dinner person
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Rating: Moderate
Implication

Credit Card transactions are not in line with approved policies and guidelines.

Recommendation

Credit card purchases should be in line with the Shire’s policy.

Management Comment

It is noted that the actual expenses incurred were slightly above the definition of reasonable for
an employee under the ATO Guidelines on both occasions.

The expenditure in the view of the Chief Executive Officer is still in his opinion considered
moderate and reasonable given the circumstances of having hospitality with several other local
governments and involved elected members who are not employees and not paid a wage, but
an allowance.

The expenditure was incurred with the full knowledge of participating elected members
including the Shire President and Deputy Shire President, and complies with the intent of the
Council Policy 1.8 ‘Elected Members — Conference & Training Expenses’ and is expressly
permitted pursuant to clause 6v) of Council Policy 3.8 Transaction Cards, which states:

“Principles for usage — Allowable fransactions

a) Transaction card facilities may only be used where —

i) the expenditure is directly arising from a Shire operational business activity for which there is
an Annual Budget provision;

ii) the expenditure is in accordance with legislation, the Shire Purchasing Policy, Code of
Conduct and any conditions or limitations applicable to the individual Cardholder.-

iii) the procurement of the required goods or services is impractical or inefficient if undertaken
via a purchase order or is not able to be obtained other than by a transaction card;

iv) supplier surcharges (fees) on transactions are minimised and only allowable where the
alternative method of obtaining the supply (i.e. by purchase order) is more onerous, not cost
effective or there is no alternative mode of supply.

v) hospitality expenditure may only occur when it is in accordance with any Shire Hospitality
Policy or is undertaken with the express permission of the Chief Executive Officer.”

Responsible Person:

Completion Date:

9. Risk Register policies and procedures
Finding

According to Local Government (Audit) Regulations 1996 s.17:
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CEO fo review certain systems and procedures
(1) The CEO is to review the appropriateness and effectiveness of a local government’s systems
and procedures in relation fo —
(a) risk management; and
(b) internal control;, and
(c) legislative compliance.

We noted that the Shire has not completed a review on its risk management register since its
draft inception in April 2016. It is unclear whether the document underwent proper review,
establishing of risks and if any subsequent work were performed.

In addition, there is no process in place for the audit committee to regularly review the risk
register (triannual) and the progress made in completing required treatment actions.

Rating: Moderate
Implication

Without an up-to-date risk register, the Shire might not have appropriate or effective processes
in place to sufficiently mitigate risks to its operations or to take advantage of opportunities.

In addition, current risk treatment plans may no longer be consistent with the Shire's goals,
strategies or objectives.

Recommendation

We recommend that the Shire review and update its risk management register. As part of this
review, the Shire should ensure that the items under 17(1) Local Government (Audit) Regulations
1996 are considered.

The results of this review and any changes made should be endorsed by the audit committee.
In addition, the Shire should consider providing a regular report to the audit committee on the
status of the risk management register and associated actions.

Management Comment

Thank you for your comments. Attached is a copy of our Risk Management Register.

We acknowledge a review is required. We are planning to undertake this work in 2019/20

Responsible Person: Chief Executive Officer
Completion Date: Completed
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10. Information Technology related policy and physical security

Finding

We noted that the Shire does not have any formal policies governing IT secuﬁty policy nor
procedures to maintain the integrity of the IT systems and corresponding user access. This also

extends to security around removable/portable devices.

Rating: Moderate
Implication

A lack of current IT policies and procedures may result in inconsistent or inappropriate
approaches being adopted by staff or contractors. This may result in security or other exposures.

Recommendation

IT policies and procedures should be updated and communicated to users of the IT systems.

Management Comment

We acknowledge the desire for a new policy in this area.

We are planning to undertake this work in 2019/20.

Responsible Person: Executive Manager Corporate and Community Services
Completion Date: 30 June 2020
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11. Change Management Implementation
Finding

We noted no formal Change Management policy and procedures in place to ensure all changes
to IT systems are appropriately controlled and managed.

Rating: Moderate
Implication

There is an increased risk that without formalised change management procedures, changes

made to IT systems may not be adequately planned, tested, recorded and authorised. The
availability or security of IT systems could be compromised should a change negatively impact

them.
Recommendation

We recommend the Shire develop and implement appropriate change control policies and
procedures. These should ensure that all changes to IT systems are appropriately controlled and
managed.

Management Comment

We acknowledge the desire for a new policy in this area.

We are planning to undertake this work in 2019/20.

Responsible Person: Executive Manager Corporate and Community Services
Completion Date: 30 June 2020
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12. Supplier Master File — redundant records
Finding

We noted that there were superseded and outdated supplier records. The Shire does not
periodically review its supplier master file to deactivate old, unused or duplicate supplier records.

The supplier master file is a comprehensive file in the financial system which stores key
information about suppliers for processing payments to suppliers, including information on bank
accounts and addresses.

A review of the vendor Masterfile identified:
- 102 creditors have never been used,
- 342 creditors have duplicate ABNs,
- 63 creditors have duplicated names,
- 214 have duplicate addresses
- 800 creditors haven't been utilised since 30/6/2016

Audit notes that creditors in the system may be labelled as "Suspended", however a large
number of the above supplier files were not removed or updated.

Rating: Minor
Implication

The presence of old and unused supplier records increases the risk of duplicate records which
also increases the risk of duplicate payments being made. It also increases the risk of fraud, as
the unused records can be modified and used to make unauthorised payments.

Recommendation

We recommend management undertake a periodic review of the supplier master file to
deactivate inactive, old, unused or duplicate records.
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Management Comment

The Shire has in the past had the Finance Officer Support review and clean up the Names and
addresses module. This covers all records.

This task was performed in 2015/2016 as part of the merger between the Town and the Shire. It
was also completed approximately March 2017. Another review commenced in January 2019,
and we are in discussions with IT Vision (our corporate software supplier) due to system issues.

This process will be written into the End of Year (EOY) processes.

Responsible Person: Manager Finance
Completion Date: 31 December 2019

Additional Notation: This process has been added into the End of Year (EQY) processes for
2019/2020, onwards. '
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13. Authorisation of Acquisition and Disposal forms
Finding

We noted that addition and disposal forms are processed and approved by the same staff. It was
noted however, that supporting invoices have been appropriately approved by delegated
authority and are the asset's custodian.

Rating: Minor
Implication

Where addition and disposal forms are not appropriately authorised, there is an increased risk
of accountability, verification and accuracy of the Shire’s assets.

Recommendation

We recommend the Shire review the process surrounding asset addition and disposal forms.
Asset forms should be prepared and reviewed by independent staff to ensure that assets are
appropriately accounted for.

Management Comment

Acquisitions and disposals will now be entered into the Asset register by either Finance Officer
Support or Senior Finance Officer, with Manager Finance reviewing and authorising.

Forms have been altered to show authorisations.

Responsible Person: Manager Finance
Completion Date: Completed.
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