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Foreword
This manual has been prepared to assist Councils, Council Committees and Subsidiaries to better understand the framework in which Local Government in South Australia manages the financial aspects of its operations. 

It has been prepared for the use of Council Members, Subsidiary and Committee Members, senior management and all staff who have a role to play in ensuring the efficiency and effectiveness of financial management.

The objectives of the manual are to:

· Provide a single comprehensive policy level document on financial management for South Australian Local Government.

· Clarify the roles of the Elected Body, CEO and Management in the financial framework.

· Complement the new Local Government Act 1999 and Regulations by providing information and guidance to implement the provisions in a consistent manner.

· Link together the numerous initiatives recently undertaken that impact on financial management i.e. Approaches to Strategic Management Planning, Service Provision in Local Government, GSTaware, Comparative Performance Measurement, Conditioned Based Depreciation, Full Cost Attribution, Developing a Rating Policy, Costing Methodology for Local Government etc.

· Identify policies and procedures that Councils ought to consider adopting so as to ensure the financial management framework is both adequate and effective.

I commend this manual to you, and in so doing, express my appreciation to the Steering Committee and consultants who helped produce a practical and comprehensive resource.  I also acknowledge the financial support of the Local Government Research & Development Scheme.

[image: image1.wmf]
Mayor Brian Hurn, OAM

President

Local Government Association

How to Use this Manual

This manual sets out the framework within which Councils and Subsidiaries can conduct ‘good practice’ financial management.  It is not intended to provide detailed instructions about financial management, but rather to encourage thinking about the practical application of ‘good’ practice in Councils and Subsidiaries of financial management.  To this end it takes the range of topics that relate to financial management and:

· Introduces and discusses the topic and relevant sub-topics;

· Defines the topic and other terms, as necessary;

· Discusses the principles involved for practical application;

· Outlines the relevant legislation that applies;   and

· Defines both the role of the Elected Body and Management in applying the principles and legislation.

This manual is not a definitive document about local government financial management.  It does not tell Councils how they should conduct their financial affairs.  It provides both a framework and guidelines for ‘good practice’ financial management.  

It is designed to be a loose-leaf document, available electronically through lga.net.  This gives a Council or a Subsidiary the opportunity to customise the manual to its own use with the inclusion of additional pages in appropriate places, for example, delegation lists and policies. 

Throughout this manual reference is made to roles being either ‘Mandatory’ or ‘Desirable’.  ‘

· ‘Mandatory’ relates to those roles specified in the Local Government Act or Regulations. 

· ‘Desirable’ relates to good practice, the things that Councils, Subsidiaries and staff are generally expected to be doing to provide for efficient and effective financial management.
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Background

The Role and Context of Financial Management

The role of financial management in Local Government is becoming more critical.  There is a continuing evolvement and reform of financial management practices occurring, both directly and indirectly.  Recent and current changes and issues include:

· A general move towards reforms affecting the whole of the public sector;

· A greater focus on outputs and outcomes;

· Greater scrutiny by residents and other spheres of government;   

· Pressure from residents to do more with less.

· The introduction of full accrual accounting through AAS27;

· Council amalgamations;

· A new Local Government Act and Regulations;

· National Competition Policy;

· The introduction of the GST;

· Performance measurement and benchmarking;

· A move to outsourcing;    and

· The introduction by some Councils of a purchaser/provider split.

“The timely capture, processing and presentation of financial information in a form which is tailored to user requirements are essential to effective planning, monitoring and decision making.  Financial information is a key element in successful organisational performance and is also vital to achieving legal and regulatory compliance, most significantly in the area of financial reporting.  Indeed, financial information can be designed and used to meet a variety of demands, both internal and external to the organisation.”

The above quote, from Pat Barrett, the Australian Auditor-General, captures the essence of the financial management role.  Financial management is pervasive within Councils.  More often than not, financial information will be used in making decisions.  So it is important that Council Members and management give due weight to the financial management role and understand how integral it is to the efficient and effective functioning of a Council.  It is also important in providing a significant amount of information to the stakeholders who are external to the Council – residents, community groups, businesses and other spheres of government.  The context within which financial management functions is outlined in the following diagram:

Impacts


     
Financial Management Activities


Roles
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Broad Roles of the Elected Body, the CEO and Management

The role of financial management is not restricted to finance staff.  Many people in a Council play a part in generating, gathering and analysing financial data and information.  Financial management is a critical activity in any organisation, but in the public sector it tends to have a higher priority because it involves the receipt and payment of public monies, with a consequential greater demand for accountability and transparency.  It is critically important that the financial management function is done well so that the public can be assured that their funds have been spent efficiently and effectively.

Understanding the role that each person plays in financial management assists in clarifying responsibilities.   Broadly, the roles are:

Role of 
Set Council policies

Elected Body
Corporate Performance Measurement


Set and approve the budget


Receive/review information on Council operations


Consult with the community


Delegate authority

Role of 
Implement Council decisions 

Management
Set Administrative Policy

(including CEO)
Set Standards and Timelines


Prepare the budget


Gather data/ provide information to the Elected Body


Provide information to the community


Measure Performance


Delegate authority


Set Internal Control Framework

Role of 
Record and report financial transactions

Finance Staff
Analyse financial information


Co-ordinate the budget process


Develop financial projections


Maintain internal control processes

Role of 
Correctly classify financial transactions

Other Staff
Observe internal controls


Exercise delegations

The Elected Body and Management – Role Definition
The roles of the Elected Body and Management are sometimes hazy.  The broad principle that underpins the role differential is that the Elected Body sets policy and management is responsible for implementing the policy.  In some cases, the Local Government Act and Regulations clearly specify who must do what – e.g. the Elected Body must approve the budget; the CEO is responsible for appointing Finance staff.  However, it is a matter of common sense that neither the Elected Body or the CEO carries out their roles in isolation from each other.  While neither should interfere in the manner in which the respective roles are carried out, there must be a significant level of mutual co-operation, respect and trust.  

The Elected Body is ultimately responsible to the community for the actions of the Council, but it would be unwise for Council to act without seeking advice from management and, where appropriate, the professional staff of the Council (e.g. town planners, engineers etc.).  

The CEO is responsible for the administration of the Council and the implementation of Council policies and decisions, but it would be unwise for the CEO to act in some cases without consulting with the Elected Body or requesting the Elected Body to indicate its policy position.
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Example
The Elected Body is considering building a Cultural Centre to meet a perceived community need.  It consults with management on the strength of the need, how the need might be satisfied, suitable sites – existing or new - and the current strategic priorities.  It commissions management to provide a report that includes advice:

· from the Council’s Community Services Manager on cultural and related issues; 

· from the Council’s Development Manager on zoning and planning issues; 

· from the Council’s Engineer on building issues.

· from the Council’s Finance Manager advice on funding issues, and,

· from the CEO potential legal requirements and a cost-benefit analysis.

Staffing the Finance Function

Typically the Finance Function of a Council would comprise the following sub-functions  (although this will of course vary from Council to Council):

· budgeting 

· financial reporting

· accounts payable
· payment of salaries and wages
· accounts receivable (rates and general)
· collection and security of cash
These functions will involve staff in tasks that require them to:

· estimate the level of funds required by the Council to operate effectively and deliver quality services

· provide financial information to Council, management and other staff which is used in decision making and reporting to external bodies

· prepare financial statements for external parties

· contact and negotiate with suppliers, residents, the general public and other organisations 

· account for monies received by the Council

· expend Council funds.

Given the high level of accountability associated with these duties, it is critical that staff with the appropriate skills, experience and qualifications are employed to undertake the tasks.

As a minimum, it is preferable that the officer principally responsible for the management of the financial activities of a Council should have a tertiary qualification in Accountancy, Economics or a related field and/or relevant experience.

It is also desirable that other staff are either studying towards these qualifications or have a TAFE qualification in an accounting discipline and/or relevant experience. 

Legislation

There are no specific provisions in the Local Government Act 1999 relating to financial management staff. However, Chapter 7 – Sections 103 and 107 - imposes general responsibilities regarding the employment of staff on the Chief Executive Officer (CEO):

· The CEO is responsible for appointing, managing, suspending and dismissing the other employees of the Council and such appointments must be consistent with the Council’s strategic direction and budgets.

· The CEO must ensure that sound principles of human resource management are applied to employment in the administration of the Council, and must take reasonable steps to ensure that those principles are known to all employees.

· The CEO must ensure that selection processes are based on an assessment of merit, and are fair and equitable, that employees are given reasonable access to training and development and are afforded equal opportunities to secure promotion and advancement.

Role of the Elected Body

Mandatory

There is no mandatory role for the Elected Body in respect to the staffing of the Council’s finance function. The Local Government Act 1999 clearly indicates that the responsibility for employment of staff lies with the Chief Executive Officer, not the Council

Desirable

The Chief Executive Officer may decide to involve an Council Member/s in  the selection process for key financial management positions e.g. the Finance Manager or equivalent.

Role of Management and Staff

Mandatory

The Chief Executive Officer is responsible for employment of Council staff, including finance function staff. This role would include:

· selection and appointment, 

· performance management and reporting,

· training and development,

· health and safety,

· discipline, 

· suspension and 

· dismissal. 

Desirable

In performing this role, the Chief Executive Officer would usually involve other staff, in particular the Finance Manager or equivalent, in the above activities.  
Concepts and Principles of Financial Management

Good financial management is the product of:

· Sound policy processes which achieve policy outcomes that are sustainable in the short and long term;

· Extensive planning processes which ensure consideration of the broad range of options available to Councils;   and 

· Accurate and reliable information for decision making.

The basic underlying concept of ‘good’ financial management is that it takes the range of transaction data available in the Council and adds value to the data by transforming it into information for making decisions.  There are a number of principles that bring about the transformation of the data into information.  They are:

· Reliability – the information presented is an accurate representation of the data and it is free from material misstatement or error;

· Relevancy – the information is useful for making decisions about the allocation of scarce resources and predicting future events;

· Understandability – the information is in a form that is readily comprehended by users;

· Comparability – the information must be capable of being compared with previous information, implying a level of consistency of data capture and information preparation;   and 

· Timeliness – the information must be presented in sufficient time to permit good decision making.

The provision of good financial management is also dependent on two other factors:

1. The financial information system – it must be capable of delivering the information needs of the Council.  To do this it needs to exhibit the following characteristics:

· Flexibility – change is a constant and the structure and processes of a Council change over time.  The financial information system must be capable of accommodating such change.

· User friendliness – the system must be simple to use by non-financial people.  This is an important characteristic of good financial systems and allows the introduction of data entry and information retrieval by users, rather than finance staff.

· Multi-user access – it must provide users across the Council with a common and consistent source of information.

· Robustness – it must be able to handle large volumes of data  and enquiries from a range of sources, both internal and external.

· Speed – it must provide information in real time and be capable of coping with the dynamics of a changing organisation rapidly.

· Multi-dimensionality – it must be capable of presenting the information in a variety of ways e.g. from aggregate information to detailed transactions, by function, by type of expenditure etc.

· Openness – it must be capable of allowing for other applications to be integrated to the system and allow for the future development and integration of improved functionality to be readily added to the system.

2. The data structures – the two components of the data structure are the chart of accounts and the general ledger system.  Good financial management is achieved when:

· A single, simple universal chart of accounts is applied across the Council;   and

· A single general ledger system is used.  The capacity of the general ledger system to incorporate the collection of non-financial information will greatly enhance the value of the system.

Links with other Industry Initiatives 

When preparing this manual the Local Government Association was undertaking a number of projects that impact on the finance function in Councils including:

Comparative Performance Measurement Project – This project aims to develop sector-wide “corporate level measures” that can be used for internal and external comparison. The measures will focus on the corporate performance of a Council rather than the service level performance and will assist Councils to measure the achievement of their strategic objectives.

It is anticipated this project will be completed in the second half of 2001. 

Full Cost Attribution Project – The new Local Government (Financial Management) Regulations 1999 require Councils and subsidiaries to ensure that external financial reporting is made according to the Full Cost Attribution basis. This will apply from 1 July 2002. Consequently Councils and subsidiaries will be required to train staff and adopt appropriate financial recording procedures prior to this date.

In conjunction with this requirement, the Australian Bureau of Statistics has agreed to vary the Local Government financial reporting requirements to incorporate a range of enhanced functional classifications.

The Full Cost Attribution Project aims to produce a set of practical guidelines and conduct training and awareness raising, with ongoing telephone support to assist Councils and subsidiaries with the implementation of full cost attribution systems and the enhanced ABS financial reporting.

This project will commence early in 2001. 

Condition Based Depreciation Project – The objective of the project is to assess the applicability of a condition based depreciation approach to Local Government infrastructure assets and recommend an appropriate approach(es). 

The Project will consist of two stages - research and evaluation of practices in Australia and world-wide to provide a basis for recommending a preferred approach; and the development of a clear set of procedures to assist Councils wishing to adopt the depreciation approach identified in the first stage.

This project will conclude in mid-2001. 

Integrated Governance – This project has the following four objectives:

1. To position Local Government to negotiate protocols and mechanisms to facilitate joint policy/planning and collaborative service delivery between Local, State and Federal Governments.

2. To facilitate the conduct of projects to assist Councils (individually and regionally) to identify opportunities for joint policy, planning, and service delivery activities with the other spheres of Government.

3. To explore and research the issue of functional and financial reform within the context of policy and planning activities conducted jointly with the other spheres of Government.

4. To facilitate discussions with key Ministers (Commonwealth and State) regarding the new statutory responsibilities of Local Government and to establish mechanisms for discussions and consultations to take place with appropriate protocols established.

This is a two year project that will conclude in May 2002. 

Minister’s State and Local Government Partnership Program – This program will address functional and financial reform between the two spheres of Government.  The Minister has established a Forum and a Steering Group to progress discussions.
On-line Payment of Rates – This project has successfully completed pilot testing and is now inviting all Councils to obtain a quotation to provide on-line payment of rates by credit card over the internet or telephone.

The LGA has also produced a range of discussion papers and guidelines to assist Councils including:

· Accounting for the transfer of Emergency Service Assets;

· Discussion paper on the Local Government (Financial Management) Regulations 1999;

· Subsidiaries Manual;   and

· Selection of an Auditor guideline.

SA Local Government Infrastructure Study – This project, sponsored by the Metropolitan Chief Executive Officer’s Association and funded from the Local Government Research and Development Scheme, aims to inventory the infrastructure assets of all SA Councils; document the current asset management practices of the Councils and suggest solutions in the management of Council assets.

References

Australian Accounting Research Foundation (1990), Statement of Accounting Concepts 3 - Qualitative Characteristics of Financial Information, AARF, Melbourne

Commonwealth of Australia (1996), Building Better Financial Management Support, Australian National Audit Office, http://www.anao.gov.au/bpgs.html.

STRATEGIC FINANCIAL PLANNING

Strategic Financial Planning

Definition:

Strategic financial planning is part of the strategic management planning activity of a Council.  It involves the development of long-term financial plans that are consistent with the resource allocation objectives and the time frame of the strategic management plan.

Principles:

Planning is one of the most critical activities that a Council engages in. 

 “Planning is an attempt to control the consequences of our actions.  The more consequences we control, the more we have succeeded in planning.  …  Formal plans are only one possible manifestation of planning, since planning may take place outside of formal planning organisations.”

While there is no one way to develop plans, a typical planning process could encompass the following elements which may be expressed as a series of separate plans linked together or combined into one plan:










Strategic management plans may also include a series of specific plans relating to key areas of the Council, such as:

· Community development

· Asset management

· Human resources

· Financial resources.

Elements of these specific plans will be included in the broader strategic objectives of Council, including long-term financial plans.

The specific plans will be impacted by issues of:

· the current policy framework of the Council

· service delivery issues;   

· service standards;    and

· performance measurement.

The planning process generally has three distinct phases:

1. Preparation – this is a data gathering exercise (current plans, economic trends, community consultation and other research) with the object being to prepare a Strategic Planning Briefing paper.

2. Strategic Planning – strategic planning sessions, for the Elected Body, the CEO and Management (where appropriate, community groups and other community representatives must be involved in the process) with a view to producing a Strategic Directions document and a Corporate Plan.

3. Operational Planning – translating the Corporate Plan into the Annual Business Plan and other action plans.

Legislation:

The Local Government Act 1999 – Sections 99, 122, 123 and 131 - requires: 

· A Council to adopt strategic management plans, covering a period between three and five years, that include:

· An estimate of the revenues and expenses for the period of the plan;

· The financial performance measures that will be used in monitoring the strategic management plans; and 

· The measures (financial and non-financial) that the Council will use to assess its performance against its objectives;

· A Council must include, as part of its budget, the measures (financial and non-financial) that the Council will use to assess its performance against its objectives;  

· The annual report of The Elected Body must include a report on the Council’s performance in implementing its strategic management plans during the relevant financial year;   and 

· The CEO must provide information to the Council to assist the Council to assess performance against its strategic management plans. 

Role of the Elected Body

Mandatory
The Elected Body must:

· Develop strategic management plans;  

· Develop and adopt appropriate performance measures for inclusion in  Council’s strategic management plans and budgets (annual statements), with the assistance of the chief executive officer and the management team;    

· Measure the performance of achievement of those plans; 

· Regularly review strategic management plans to maintain currency and incorporate changed circumstances;   and

· Ensure that its annual report includes a report on the Council’s performance in implementing its strategic management plans during the relevant financial year. 

Desirable

The Elected Body should:

· Ensure that it considers all aspects of revenue raising and potential expenditures, assigning priorities to revenues and expenditures:

· Specifically consider the impact of taxation on the broad and specific elements of its community;   

· Ensure that all assumptions underlying the plans are valid and have been tested;   

· Monitor achievement and performance and include the output of such monitoring in future plans;   and

· Consider comparing its performance with other Councils (or other best practice organisations) – benchmarking.

Role of the CEO and Management

Mandatory

The CEO and Management must:

· Provide information to the Council to assist it to assess performance against the financial and non-financial measures in its strategic management plans, and budgets (annual statements).

Desirable
The CEO and Management should:

· Schedule and develop strategic planning processes;

· Support and assist the Council in preparing strategic management plans;

· Gather relevant data and information to assist in the development, analysis, prioritisation and sensitivity of strategic management plans;

· Report regularly on performance and achievement, including the reasons for variation from plans and planned performance;

· Assist the Elected Body to determine its requirements for performance measurement and benchmarking;

· Provide information for assessing performance on a regular basis during the financial year;   

· Consider extending the performance measurement process to include operational areas;

· Consider the use of benchmarking;   and

· Identify appropriate partners for benchmarking.

Long-term Financial Planning

Long-term financial planning is not a restraint or an imposition.  The essence of planning is to allow flexibility.  No plan is set in concrete - it is a guideline for future action.  And the longer the planning horizon, the more the plan is a guideline.  Long-term financial plans are not created to be slavishly followed, but to allow for thinking to occur about the nature of Council revenues and expenditures.  From this thinking comes a deeper knowledge and understanding of the needs of the community and the Council.  The depth of knowledge and understanding contributes to the ability to ‘roll with the punches’ when change occurs and plans need to be revised to cope with the unexpected.

Long-term financial planning is an iterative process  - it occurs on a regular basis and experience suggests that it will take many attempts to ‘get it right’.  As new information is included in the planning process – from the latest advice on interest rates to information from the community on expected service standards – the plans are discussed, reviewed and fine-tuned.

The long-term financial plan draws together the various elements of objectives, strategy and outcomes from the Council’s strategic plans and translates them into dollar amounts and performance measures that are capable of being monitored continuously.  

There are four specific issues that must be considered to ensure that the long-term financial planning process is effective.  They are:

1.
Planning Assumptions:

There will be a number of assumptions that will be made in developing a long-term financial plan.  They include assumptions relating to:

· Federal, State and local economic forecasts;
· Inflation forecasts;
· Interest rate movements;
· The demographic base of the community, including the potential for growth/decline;

· The growth/decline in individual, business and farm incomes;   and

· The growth/decline in the demand for services.
2.
The Revenue Forecast:
In considering the likely revenue that will be available to meet the demand for services the long-term financial plan needs to cover:

· Capacity to Tax
A major component of a Council’s revenue base is the taxation it raises from its community through rates.  It is essential that the planning process includes an assessment of the community’s capacity to pay rates and whether there is the potential for changes in the capacity of elements of the community to pay rates.  In making such judgements a Council needs to review information relating to:

· Separate or specific rates and charges. 

· The potential to reduce the reliance on taxation through increasing revenues from other sources – e.g. fees and charges.

· Growth/decline in taxation revenues from changing demographic and industry makeup.

· The potential to increase the reliance on taxation due to the reduction of revenues from other sources – e.g. a decline in grants and subsidies from other spheres of government.

· Possible changes in the total tax burden from State or Commonwealth government initiatives;   and

· The Council’s current rating policy and likely changes to that policy over the relevant timeframe.

· User Pays (Fees and Charges – Separate Rates)
Many of the services provided by Councils are provided to specific individuals rather than the community as a whole.  This is recognised in the Local Government Act 1999 which permits Councils to raise separate rates and service rates and charges for specific projects or services and allows the Council to set a range of fees and charges for other services provided e.g. water supply, waste management, recreation services. The charging of fees (including concession arrangements) for some of the services provided by Councils has two major benefits – it reduces the need to rely on general tax revenue and it provides equity in that only those who use such services pay for them.  

· Grants and Subsidies
Councils receive general purpose financial assistance grants from the Commonwealth Government, through the Local Government Grants Commission.  They also receive other grants and subsidies, generally tied to specific projects or services, from both the State and Commonwealth governments.  Like every revenue and expenditure element of the long-term financial plans, such grants and subsidies are uncertain in their nature.  Council need to consider carefully in their long-term financial plans the potential effect of such grants and subsidies being reduced or withdrawn and whether Council has the capacity to replace the revenue stream, or the ability to continue to provide the same level of services if such funds are reduced or withdrawn.

· Borrowings
It is a characteristic of governments that some of the expenditures they incur are financed from borrowings.  Generally, these are expenditures on major projects, which have long lives and need to be paid for by the residents who consume the services provided by the infrastructure.  Using borrowings to pay for such expenditures allows the cost of providing the services to be spread over a number of years.  Although it is extremely unlikely (and, indeed, fiscally irresponsible except in the most extreme circumstances) that borrowings will be used to fund recurrent expenditure, borrowings may also be used to smooth out long-term expenditure peaks and troughs and the longer term nature of strategic financial planning can identify such peaks and troughs more readily.  (Refer to the topic ‘Treasury Operations’ for further information relating to borrowings.)

· Cash Reserves
An alternative to borrowing, in the case of expenditure peaks and troughs, is to build up cash reserves in years when expenditures are lower and to use the cash reserves in years when higher expenditures are incurred.  An inherent danger in cash reserves is that they can readily be diverted to other uses than those originally intended, leaving the Council with the alternative of raising funds from other sources (tax or borrowings) or cutting planned expenditures.  Cash reserves need to be carefully managed to both achieve optimum investment incomes and to be available when needed for the planned expenditures.  Additionally, cash reserves and borrowings need to be monitored carefully to ensure an optimal net interest impact. (Refer to the topic ‘Treasury Operations’ for further information relating to cash reserves.)

3.
The Expenditure Forecast
What amount of money does the Council require to pay for the services it is planning to provide to its community?  This is the fundamental question that needs to be answered in attempting to forecast the future revenue needs of the Council.  At the same time, the capacity of the community to pay tax and the uncertainty of other revenue sources are a limiting factor on the services that the Council can provide to its community.  A characteristic of any budgeting or long-term financial planning process is the inherent uncertainty of future revenues and expenditures and the relationship between revenues and expenditures.  The expenditure forecast is likely to undergo significant change during the planning process.  In developing the expenditure forecast Councils need to consider:

· On-going Commitments
It is the nature of Council expenditures that many of them are regular and on-going, even in the long-term.  The human resource plan and the asset management plan are key sources of information about such expenditures, along with the repayment schedule for long-term borrowings.  To some extent, the on-going commitments are the core of a Council’s long-term financial plan.  However, it is essential that such commitments are carefully reviewed to ensure that they are indeed continuing commitments and that if the commitment ceases - e.g. transfer of an asset, long-term borrowing repaid – or the commitment is variable, then the expenditure forecast is adjusted.

· New Expenditure Items
There will always be bids for new expenditures.  The key to dealing with these bids is to ensure that consideration is given only to those items which meet the following criteria:

· They meet a clearly defined policy direction of the Council and are reflected in the goals and objectives of the Council as expressed in the strategic management plan(s);   and

· They are complete – that is, they include information in relation to recurrent and capital expenditures, and the impact of their implementation on future budgets is clearly identified – e.g. a bid for an additional staff member includes salary, salary on-costs, travel, training, support service, office space and other costs or a new piece of plant includes the purchase cost and the operating costs, including any wages costs for its operation.

4.
Sensitivity Analysis:
Long-term financial plans are inherently uncertain.  They contain a wide range of assumptions, including assumptions about interest rates and the potential effect of inflation on revenues and expenditures.  Some of the assumptions have little consequence if they are wrong.  Others can have a major impact on future financial plans – e.g. the cessation of financial assistance grants from the Commonwealth Government.  It is essential that:

· All assumptions in the long-term financial plan are documented;

· Those which will have moderate to significant impacts are identified;   and

· The plans are tested by varying the parameters of moderate to significant assumptions (e.g. changing interest and inflation rates, reducing or eliminating grants and subsidies, increasing taxation rates).

The long-term financial management plan should contain:

· A list of all the assumptions that have been used in developing the plan;

· A statement of expected revenues and their source, over the relevant time frame;

· A statement of expected expenditures, based on the current strategic management plans;

· The service standards that underlie the expenditure plans;

· The performance measures to be used to monitor achievement of the plans;

· Links and references to strategic and other management plans;

· Details of the sensitivity analysis performed, which highlight the factors or assumptions most likely to affect the long-term financial performance;   and

· Draft budgets for the relevant time frame – these could be in the form of different scenarios, e.g. most likely, optimistic, conservative;

Prudential Requirements

Prudence is the application of careful thought and assessment to plans.  Where those plans are financial in nature prudence implies:

· An assessment of the inherent risks of the undertaking – usually by asking, and considering the answers to a series of questions, such as:

· How accurate are the project estimates of expenditure?

· How certain is the revenue stream?

· What can impact on the expenditures?

· What can impact on the revenues?

· What other risks are there in the project – e.g. loss of key staff, loss of business partner?

· What is the likely reaction of competitors?

· What is the level of demand for this product or service?

· Will there be a continuing demand for this product or service?

· Undertaking a cost/benefit analysis – see Section on ‘Budgets’.

· Conducting a SWOT (Strengths, Weaknesses, Opportunities, Threats) analysis to ensure that a deep understanding of the context and environment is developed so that problems can be anticipated and properly dealt with.

· An honest and forthright answer to the question – are residents funds at risk?

· Rigorously considering all the options and alternatives to carry out the function, provide the service or raise funds and choosing the least risky or most likely to succeed option.

· Doing a sensitivity analysis of the assumptions to determine the best, worst and most likely scenarios for success or failure.

· If the project fails, what are the potential liabilities for the Council – legal and financial?

Prudence requires a searching examination of all aspects of a project to minimise the risk to the Council and the residents.  Further information on the legislative requirements and the roles of the Elected Body, the CEO and Management are included in the section on ‘Budgets – Evaluation of Major Projects’.

Performance Measurement and Benchmarking

Much of the focus of public sector reform in Australia in the last ten years has been on the performance of public sector agencies in meeting the needs of their customers in terms of service delivery.  Two principal techniques have emerged for managing this process:

1.
Performance Measurement – the establishment of a series of “measures” to enable a Council to monitor its performance, both internally against itself and/or externally against other Councils and entities. Performance measures can be as simple as comparing actual expenditure with budgeted expenditure or as complex as an extensive set of productivity performance measures that aim to measure the quality of Councils outputs.

The Local Government Act 1999 requires a Council to develop ‘corporate’ measures to monitor and assess its performance in implementing the goals and strategies in its strategic management plans and to report on its performance in the Annual Report. 

The development of ‘corporate’ measures can be very different to the more traditional service level measures, such as the cost of constructing roads and footpaths or the cost to process a building application.  Service level measures are more relevant to business and operational plans, rather than strategic management plans.

Like many things that Councils do, it is important to compare the costs of undertaking performance measurement with the likely benefits that such measurement will bring.  Sometimes the benefits are difficult to quantify or appear to be too far into the future to be reliably measured.  However, it is generally agreed that performance measurement  provides a “barometer” of Councils performance  and can assist Councils to monitor and improve performance, focus on goals, and to meet legislative requirements.

Each Council needs to decide for itself what performance measures it will impose.  However, it is important to note that:

· Performance measures are different for different levels of the organisation – usually they are broader at the corporate or strategic level than they are at the service level;

· Performance measures must add value to the assessment of achievement;

· Performance measures should be:

· Simple

· Understandable

· Capable of being collected (preferably as an integral part of the activity being measured)

· Measurable

· Quantifiable (a ratio, a percentage, a number)

· Linked to a standard

· Reportable

· Controllable – i.e. able to be affected the Council in some way, either directly or indirectly

· Regularly reviewed to ensure that they continue to measure and add value to the assessment of performance.

2.
Benchmarking – when organizations want to improve their performance, they benchmark. That is, they compare and measure their policies, practices, philosophies, and performance measures against those of high-performing organizations anywhere in the world.  In carrying out benchmarking comparisons it is important to carefully select benchmarking partners and ensure that the data being used by each participant will enable a valid comparison.

Benchmarking can take three specific forms:

“Process benchmarking Process benchmarking encompasses benchmarking those organisational processes which achieve results. Processes are defined as particular methods or tasks undertaken by selected work units. This typically involves a number of discrete steps or operations. What is commonly referred to as a process is also often influenced by formal work procedures and legalistic rules. The overarching goal of process benchmarking is to improve the quality or quantity of an organisation's outputs. Improvements realised can, in turn, have a direct bearing on organisational or program outcomes (e.g., simplifying processing times, via the development of quality standards, can produce a better outcome for clients). 

Results benchmarking
Results benchmarking involves comparing two or more organisational outcomes against set outcome related performance indicators. These indicators are not usually general standards (i.e., goals to be achieved), but more often a suite of measures or proxies used by organisations to ascertain organisational or program efficiency and/or effectiveness. The focus on outcomes does not mean that questions relating to the efficiency and effectiveness of internal processes are less important. A major conclusion stemming from total quality management literature is that good outcomes seldom arise from bad processes and that good processes can significantly contribute to good outcomes. By benchmarking results, organisations may also be able to identify key areas where selected processes could be improved. 

Best practice standards
Benchmarks are a form of standard that can be defined as a goal against which actual performance can be measured. Benchmarks are usually categorised into minimum, average and best practice standards. Minimum standards imply a level of service or performance that will most always be achievable. Average standards suggest that half of the service users will receive a level of service that is above the norm and the other half below the average. Best practice standards have an aspirational element and are often used to motivate staff to achieve a higher level of performance or productivity. Benchmarks are best practice standards. In some instances, best practice standards, especially for processes, may not be visible to external clients (e.g., support processes, such as financial accounting or personnel processes). Consequently, this type of standard often requires strong commitment from staff to attain the standard.” 

Performance measurement and benchmarking have enabled public sector agencies, including Local Governments, to make significant improvements in service delivery and resource allocation to meet the needs of customers and residents who require ‘more for less’.  

Benchmarking is not without its pitfalls and it must be carefully carried out to ensure that what is being measured and compared is relevant.  For instance, benchmarking the borrowing performance of two Councils, one of which is in ‘maintenance mode’ while the second is undergoing significant growth will not be a valid comparison as the two Councils are not comparable in this area.  Similarly, comparing rates in the dollar between Councils ignores the effect of property valuation in the equation – a more appropriate benchmark is the median residential rate.
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BUDGET

Budget

Definition:  

A budget is simply an expression of the Council’s plans in dollars – in effect it is a forecasted financial statement. The budget reflects the policies and annual goals and objectives of the Council, and is linked to the long term goals and objectives reflected in its strategic management plans. Budgets also reflect expected performance and express performance targets in financial terms. Without such targets, Council operations would lack direction, potential problems may not be foreseen and results would lack a context or meaning. Budgets are therefore an essential planning and control tool. 

Principles:  

Public sector reform in Australia is moving towards the creation of public sector organisations that are flexible and responsive to a continuously changing operating and social environment.  Innovative and practical solutions must be found to cope with a constantly changing environment and the increasing expectation of the community for improved or enhanced service delivery.   There is increasing emphasis within the public sector on strategic management planning and linking the plans and the budget.  These strategic management plans include longer term financial plans which provide the basis for future budgets.  The development of financial plans based on long term goals and objectives provides greater insight into the challenges of resourcing public sector organisations.  These plans enable consideration of potential solutions to resourcing challenges, rather than the pressure cooker environment of dealing with the immediately following twelve months.  

Monitoring the achievement of strategic objectives, through regular review of all the performance elements of the strategic plan is essential.  However, it is important to remember that financial performance is only one aspect of a performance measurement approach and the financial plan is only one component of strategic management plans.
Legislation

The Local Government Act 1999 provides that the Elected Body must adopt the budget.  It may not delegate this power, nor may it delegate the power to expend monies on goods and services outside of the budget.  The Act also requires the Elected Body to develop, adopt and review strategic management plans, on a regular basis.  These plans must include estimates of the revenues and expenses for the period of the plans.  This, along with the requirement for an annual statement, including financial and non-financial performance measures, effectively establishes a link between the budget and strategic management plans.

The Act is relatively silent on the level of detail that the adopted budget should contain, except to say that it may be “…in a form determined by the council…”;  that it should deal with “…each principal activity…” and that it must comply with any “…standards and principles prescribed…”.  The Local Government (Financial Management) Regulations provide some minimum prescription in the format of a budgeted operating statement, statement of financial position, cash flow statement, statement of changes in equity and an explanation of how the level of rates was determined.   This paves the way for the Council to make its own determination on the level at which the budget is adopted, in keeping with a broad aim to ensure that the CEO has sufficient flexibility, within a policy framework, to deliver the service standards and outputs and outcomes the Council is aiming to achieve.

The Local Government (Financial Management) Regulations require the Elected Body to reconsider its budget three times a year.  This statutory requirement recognises the likelihood that events will occur which require or offer opportunities for changes to the budget during a financial year.  The approach, however, used to adopt the budget will influence the need for formal budget amendments.

Broadly the intent of the Act it is to ensure that the democratically elected Council is empowered and accountable for ensuring the appropriate delivery of a range of services within the Council area.  Empowered in the sense that the legislation sets out the roles of the Elected Body.  Accountable at the ballot box and through the various reporting mechanisms of the Act.

At the same time, the largely voluntary nature of the role of Council Members makes it obvious that they are not elected to perform the many functions and activities of the Council on a personal basis.  The legislation makes it clear that the CEO and Management have the responsibility for putting into effect the decisions and policies of the Elected Body.  This is reinforced by the delegation provisions of the Act, where the Elected Body has the capacity to delegate many of its functions to the CEO and Management.

Role of the Elected Body

Mandatory

· The Elected Body must, each financial year:

· adopt a budget: 

· ensure an annual statement is prepared;  

· ensure that the budget is adopted between 31 May and 31 August;

· reconsider its budget at least three times per year, at intervals of no less than three months between 30 September and 31 May. 

Desirable

· The Elected Body should carefully consider the development of a flexible policy framework providing clear unambiguous direction for the CEO and management to implement the budget to deliver the service standards and outputs and outcomes Council is aiming to achieve.

· The Elected Body may choose to reconsider its budget more often than the required three times per year. Alternatively, it may wish to simply review (rather than reconsider) its budget more frequently during the year and make any necessary adjustments on the three mandatory occasions. This approach would assist the Council to fulfil its role of ‘keeping the Council’s resource allocation, expenditure and activities……under review’, as required by the Local Government Act 1999.

Role of Management and Staff

Mandatory

The CEO and Management must:

· develop a budget process and advise Council on a policy framework that ensures that the Elected Body and CEO are able to meet their obligations under the Act; 

· operate within the policy framework;

· provide regular reports to the Elected Body during the financial year to permit the monitoring, review and reconsideration of the budget; and

· promptly amend the budget, as directed by the Elected Body. 

Desirable

The CEO and the Management team should:

· ensure that processes and procedures are in place to facilitate the regular monitoring and review of the budget;

At first glance it might seem that the legislative provisions for the Elected Body to adopt the budget and an absolute limit on not spending money outside the budget are significant constraints on the ability of the CEO and management to deliver on the goals and objectives of a Council’s strategic management plans.  This is not the case.  The development of an appropriate policy framework by a Council can ensure that the operations are delivered effectively and efficiently in a responsive and flexible manner, while complying with the intent of the legislation.

Fundamentally, the role of the Elected Body is to set policy, make decisions and ensure that the CEO implements its decisions and policies.  The relationship between the Elected Body and the CEO is more complex than this simple role definition statement.  Neither can ‘operate’ without the other!  

The Elected Body relies on quality professional advice from the CEO and management to assist it in making policy and decisions.  The CEO and management rely on the Elected Body to determine timely and achievable policy and make decisions. To all intents and purposes, the Elected Body and CEO must work together to develop an ‘efficient and effective’ budget process to deliver the outcomes reflected in the goals and objectives.

Developing the Budget

The diagram below provides a pictorial overview of the strategic management planning framework and budgeting process.  The key challenge for the Elected Body and the CEO is to use the internal processes for developing the budget, efficiently and effectively.  There are three important issues:

· Providing the appropriate amount of detail so that Council Members are involved in the budget process;

· Determining the appropriate policy framework to implement the budget;

· Determining the level at which the budget is adopted;   and

· Dealing with amendments to the budget.

External Impacts on the Process
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Internal Impacts on the Process

Because Councils vary in size and structure their strategic management planning processes are different; they have different policy and delegation frameworks; and they have different ‘cultures’.  There is not a ‘one size fits all’ approach.  It is necessary to clarify the broad principles that apply to every Council and for individual Councils to develop their own policies for the budget process addressing their own unique circumstances.

The challenge for the Elected Body and the CEO is to determine a budget creation, adoption and amendment process that is adaptable enough to ensure that the intent of the legislation is met; that the operations of the Council proceed in an efficient and flexible manner; and achieve the goals and objectives of the Council’s strategic management plans.

Consider the following scenarios.
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It is May, and local flooding causes a road to be severely damaged, requiring unbudgeted expenditure to rectify the problem and make the road safe for the public. All maintenance and capital funds for roadworks are already committed. How does the CEO deal with this?  

Council A has adopted a policy framework that includes setting the budget at an aggregate “program” level to provide flexibility to the CEO and management to implement the budget. The Council has also agreed to provide the CEO with a contingency fund in its budget for relatively minor variations and has determined that variations of a significant nature that result in an unbalanced budget will require a Special Meeting of the Council to approve a budget revision. The policy specifies that the CEO may spend the contingency funds to meet any emergency or unforeseen asset maintenance that requires immediate attention to prevent loss of the asset or danger to the community.  The policy also requires the CEO to report on the use of such funds at the next Council meeting and to provide a final report at the Council meeting succeeding the completion of all expenditure related to the works.  The CEO of Council A, in accordance with the policy framework, has determined that as there are no available funds remaining in the roadworks program budget he will use the contingency fund to resolve the issue. A report is subsequently provided to the Council at the first opportunity after the works are completed. 

Council B has no specific policy mechanism in place.  The CEO has two basic options:

1. Call a Special Meeting of Council to approve a variation to the budget.  This is likely to satisfy the statutory requirements, but may both delay rectification works and be viewed unfavourably by Council Members.

2. Incur the expenditure and either; reduce expenditure for another activity with the hope that the action will be ratified by the Council; or recommend to the Council that it run with a deficit for the financial year. Each of these options is valid however, depending on the level of aggregation at which the budget is adopted, they are likely to involve technical breaches of the Act, especially where the expenditure is significant.

In order to address the above scenarios Council needs to consider the following issues:

1.
The Detail in the Budget Process
Legislatively, the Local Government Act 1999 makes it clear, in several places, that Council Members are entitled to examine the records of the Council.  There is no doubt that the Elected Body could consider the budget in the most minute detail.  However, such an approach would make for an extremely lengthy process.  It is also likely to be ineffective as too much detail tends to overwhelm the ability of Council Members to focus on the ‘big picture’.   Concentrating for long periods of time on detail will mean that eventually the time set aside for the budget process will be almost used up, and consequently speed becomes more important than strategic judgement.

Two important principles need to be considered.

· Most of the budget of a Council relates to on-going and long-standing programs and processes, which are usually re-affirmed (or refined) in the strategic management planning process or in Council policy and/or decisions.  For this reason there is no need to examine, in minute detail, the whole of the budget.  Generally, the Elected Body would focus on: 

· the overall cost of and scope for productivity improvements in existing ongoing activities;

· changing requirements; 

· new initiatives (particularly the effect on future budgets);  

· capital works;   and

· revenue raising issues.

· There is a need to balance the detail that the Elected Body receives with its role as a policy making body and its role to approve the budget.  The Elected Body needs to strive to achieve administrative efficiency for both itself and the staff of the Council in the process.  Sound strategic management plans linked to the budget process and a well-understood and effective policy framework, in which the Elected Body has confidence, provides the basis for reducing the level of documented detail in the budget and still ensures proper scrutiny and accountability while enhancing focus..
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Council has adopted the following process for the development and adoption of its budget.

· submission of budget bids by each of the Council’s functional areas by end of February;

· consideration of the budget bids by the management team in the context of Council’s strategic management plan by end of March;

· preparation of a draft budget and annual statement by mid-April;

· Finance/Budget Committee meetings to consider the draft budget completed by mid-May;

· rate modelling for various budget scenarios completed by end of May;

· final budget considered and agreed by Finance/Budget Committee by mid-June;

· Council to adopt the budget and annual statement by June 30.

Example 2

To assist the Council during the budget process, one administration provides, for each functional area of the council:

· proposed budget compared with the current financial year’s budget; the previous financial year’s budget and actual; and the first year of the financial plan in the Council’s Strategic Plan;

· specific reference to changes to current activities;   and

· clearly identifies new initiatives (with a five year outline of the revenue/expenditure effect), capital replacement and new capital works.

Example 3
In developing its strategic management plans, which are reviewed annually, one Council pays specific attention to:

· ensuring that it has carefully considered the service standards it must achieve, and any potential financial impact of changes to the standards;

· identifying its future revenue needs;   and

· ensuring that its long-term financial plan is soundly based with sufficient detail in its first three years to provide clear direction to the administration on the size and shape of future budgets.

Example 4
Some Councils make strong use of the committee system to provide an initial assessment of the budget.  The basis for this is that the committees tend to have a greater knowledge and understanding of their specific area of responsibility and need less detailed paperwork to make recommendations on future resource allocation.  They also have the capacity, because of this greater knowledge and understanding to ask the ‘right’ questions and seek out relevant information.

The broad principle to be adopted is that the budget papers should contain enough material, in sufficient detail for the Elected Body to make considered judgements about the size and scope of the budget, within an appropriate timeframe, without creating a mass of documentation that is difficult to read and absorb.

2.
Adopting the Budget
The principles that should be observed in adopting the budget are:

· The budget is a financial expression of the goals and objectives outlined in the Council’s strategic management plans.

· A budget is not created to be slavishly followed – it is a guide to financial resources required to pursue the outputs and outcomes which the Council wants to achieve.  If more efficient ways can be found to achieve the goals and objectives of the strategic management plan, within the Council’s policy framework and to the required service standards, the budget should be capable of facilitating the resource re-allocation.  It is not the individual dollar amounts that are important, it is the delivery of services to the community,  to an agreed service standard, efficiently and effectively.  This can only be achieved if the budget is adopted at some aggregate level, rather than adopted as a detailed document that focuses on the inputs to the process rather than the strategic objectives of the Council.  

The production of the ‘annual statement’, which is the document that links the budget and the strategic management plans by setting out “…the activities that the council intends to undertake in the ensuing year to achieve its objectives; and … the measures (financial and non‑financial) that the Council will use to assess its performance against its objectives …”, achieves the first principle.

The principle that the budget is a flexible document, capable of responding to change, without  significant administrative effort, can be achieved in a number of ways, as set out below.
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The Council is mindful of the responsibility for the CEO to determine the appropriate organisational structure to achieve the goals and objectives set by Council, in the most efficient and effective manner. Council has therefore agreed to adopt the annual budget at a low program level, that includes the aggregation of budgeted salaries, on costs and contractor payments for routine/ongoing services, into a single ’labour’ amount for each program. This allows the CEO to carry out the responsibility to determine the most efficient and effective use of labour, particularly when opportunities and staff changes occur during the course of the year. The CEO is required to consult with the Council on significant restructuring of the organisation.

Example 2

In adopting its budget some Councils adopt priority lists of capital works, generally road and footpath reconstruction, and rule the list off at a pre-determined dollar amount. The dollar amount, under an appropriate reference, is contained in the budget adoption, but not the priority list of works.  Where a specific project does not proceed during a financial year, the Council Engineer is authorised to substitute one project for another from the priority list.  (Note:  In this case the authorisation to add or delete projects is delegated to the Works Committee.)

Example 3

Many Councils use program budgeting to set out the budget, with financial resources being allocated to the programs.  A program generally represents a major functional activity of the Council – e.g. Community Services, Transport, Environment etc.  Programs are often broken down into sub-programs, primary activities and secondary activities.

There are a range of options that Councils use to adopt this type of budget – from a single dollar amount for each program (a high level adoption) to a detailed, line item by secondary activity approach (low-level adoption).  A popular adoption approach is at the sub-program level, with a distinction between income, operating and capital expenditure.

These options generally provide flexibility in the way in which the Council’s goals and objectives are achieved – e.g. swapping from internally provided to externally provided service delivery, to achieve service standards more efficiently and effectively, if this is in line with other Council policies, such as Contracting and Tendering. 

Example 4

Some Councils simply adopt the budgeted operating statement, the budgeted statement of financial position, the budgeted statement of changes in equity and the budgeted statement of cash flows, after detailed consideration of the supporting material. This results in the budget being set by the “type” of expenditure/income (i.e. employees, contractual, materials etc) rather than by functions (i.e. community services, transport, administration etc).

This provides maximum flexibility to swap resources between different functions or activities.  For example, if, during the course of a particular financial year, a Council wanted to wind back service delivery on a particular function and enhance service delivery in another area, then no amendment to the budget would be needed, provided that similar resources (employee costs, material, contractors etc.) were intended to be employed in the other area.  This is consistent with the broad intent of the Local Government Act 1999 which provides the Council adopt a Contract and Tendering policy and that the CEO is responsible for human resource management consulting with Council on significant organisational restructures.

The broad principle to be followed is that the budget should be discussed and debated in sufficient detail, but adopted at a level of aggregation that meets statutory requirements, provides accountability to the community and maximises administrative flexibility for management and staff to achieve the Council’s goals and objectives within an appropriate policy framework.

3.
Amending the Budget

It is implicit in the Act that no expenditure is incurred unless it has been provided for in a budget approved by the Elected Body.  Obviously, there may be times that there is the potential for a technical breach of this position and it is important that there is a framework in place to manage such a situation.

When establishing a policy framework it is appropriate to consider:

· the level of detail to be considered by Council when setting and reviewing the budget;

· the level of aggregation to be adopted in the final budget;

· mechanisms that result in efficient and effective implementation of the budget by the CEO to achieve Councils goals and objectives, including responding in a timely manner to opportunities, emergencies or other events unforeseen at the time of setting the budget. This could include a policy allowing the CEO to vary the budget in defined circumstances and within defined parameters, i.e. due to unforeseen events and/or maintaining a balanced budget and reporting such actions back to the Council at the earliest opportunity;

· the calling of a Special Meeting of Council to approve a significant variation to the budget.

The principles to be followed are:

· Ensure that a policy framework is in place so that the CEO and management have the capacity to achieve the Council’s goals and objectives efficiently and effectively;   and

· Ensure that the provisions of the Act and Regulations are observed.
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A staff vacancy has arisen with the retirement of a key staff member.  The CEO, being mindful of the need to continually assess opportunities to improve the skills and structure of the Council administration and being responsible for resourcing the administration to carry out the policies and decisions of the Elected Body, decides to not replace the retiree.  Instead, the CEO provides opportunities to existing staff to extend their skills and responsibilities for most of the role performed by the retiree.  Those skills lost from the retirement of the staff member, which represented about 20% of that persons time, will be contracted out.  In adopting its budget the Council provided for this contingency by aggregating salaries, on costs and contractor costs for routine/ongoing work as a single amount for each program function.  This provided the CEO with the ability to implement a more efficient solution for staffing needs without replacing the retiree and still remain within the budget.

Example 2

As part of the policy framework, some Councils provide the CEO with a contingency amount in the budget so that any unexpected expenditure of a relatively minor nature can be covered from that amount.  Such amounts may be on a ‘revolving’ basis so that at the next budget review the amount is ‘restored’, by a formal budget amendment, to cater for future unexpected occurrences.  The use of a ‘revolving’ contingency fund means that a much smaller amount can be set aside, as it only needs to cover a three or four month period.  Other Councils delegate the power to use a contingency fund to a committee of the Council. In each case the policy framework provides broad parameters on how the contingency funds can be applied and requires the CEO or committee to report to Council at the earliest opportunity on any use of the funds.

The broad principle applied here is that the Elected Body should anticipate that there are likely to be changes to the budget and provide a policy framework to handle the changes.

Summary

Appropriate structure needs to be built into the budget process to ensure the Elected Body is focussed on the achievement of strategic objectives and goals and the CEO and management provided with the flexibility to implement the budget in the most efficient and effective manner.  

The words ‘efficient and effective’ when applied to the policy, decision-making and administrative processes suggest that those processes are:

· developed within a sound policy framework providing clear, unambiguous guidance to Council Members and staff;

· directed towards the achievement of the strategic goals and objectives of the council, but promoting flexibility and responsiveness in achieving outputs and outcomes;

· timely and relevant;

· open and transparent, promoting accountability and responsibility;

· supported by appropriate delegations which minimise time delays in making decisions;

· supported by appropriate reporting mechanisms and open communication channels which promote the flow of information both before and after decisions are made;   

· capable of being monitored from a performance perspective;   and

· Subject to regular (continuous) review.

INTERNAL CONTROL FRAMEWORK

Internal Control Framework

Definition: 

Internal control is the plan of the organisation and all the methods and procedures adopted by the management of the Council to assist in achieving the Council’s objective of ensuring, as far as is practicable, the orderly and efficient conduct of the operations of the Council.  This includes the adherence to management policies, the safeguarding of assets, the prevention and detection of fraud and error, the accuracy and completeness of accounting records and the timely preparation of reliable financial and performance information.

Principles:  

Internal control is a fundamental mechanism of businesses to provide a level of assurance that the business is being run effectively.  The external auditor places a significant degree of reliance on internal controls when determining whether the accounting records present a fair and true view of the transactions of the business for the relevant time frame.

Auditing Standard AUS 402 – Risk Assessments and Internal Controls, issued by the Auditing Standards Board, outlines the importance of the internal control framework to businesses and auditors.  The internal control framework is assessed in terms of:

a) The control environment;

b) The information system;   and

c) Control procedures.

The principles of internal control are that for each organisation there should be an appropriate:

· management philosophy and operating style;

· organisational structure;

· assignment of authority and responsibility;

· use of information technology;

· range of competent and honest staff;   

· internal audit and audit committee framework; 

· assessment of risk;   and

· level of control procedures.

Legislation:

The Local Government Act 1999 provides, in Chapter 7 – Section 99 - that the CEO is responsible for:

· the provision of information to Council to enable the Council to assess performance against plans;

· ensuring that the assets and resources of the Council are properly managed and maintained;  and

· ensuring that all necessary records are kept.

The Local Government Act 1999 provides, in Chapter 8 – Section 125 - that a Council must ensure that it has appropriate policies practices and procedures in place so that the functions and activities of the Council can be carried efficiently and effectively, including safeguarding of the Council’s assets, the accuracy and reliability of Council records and adherence to management policies.

Role of the Elected Body

Mandatory

The Elected Body must:

· ensure that an internal control framework is implemented by the CEO.

Role of CEO and Management

Mandatory

The CEO and Management must:

· develop appropriate processes and procedures to ensure an effective system of internal control;

· ensure that the assets and resources of the Council are safeguarded from loss or improper use;   

· ensure that relevant records are created and maintained;   and

· advise the Elected Body that a system of internal control is in place.
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The Management Team have developed and adopted an Administrative Procedures Manual which clearly sets out:

· the procedures to be followed for every function that is subject to internal control; 

· where applicable, the officer or officers nominated to carry out certain tasks;

· where applicable, the officer or officers nominated to check  certain tasks; 

· the frequency with which checks are to be carried out;   and 

· the actions to be taken when checks reveal errors or irregularities.

Desirable

There is no specific legislative requirements for individual staff to carry out aspects of internal control.  However, the principles of internal control ensure that many staff in the organisation will be involved in the internal control system.  Finance staff have a key role to play in maintaining the internal control system as many of the key controls relate to financial assets and functions.  For example, internal controls are exercised over:

· collection and security of cash;
· payment of accounts;
· payment of salaries and wages;
· purchase orders;
· blank cheques;   and
· input of data to computer systems in the financial area.
Such matters may well be included in an Administrative Procedures Manual as suggested in the above example.

The subject of Internal Control is now considered under a series of sub-topics.  They are:

· Accountability and Transparency

· Risk Management

· Bank Accounts

· Receipting Functions and Cash Security

· Payment of Accounts

· Tendering and Purchasing

· Delegations

External and Internal Audit are dealt with under the Audit topic.

The introduction of electronic transactions does not change the principles of internal control, but may change the application of specific controls.  The LGA is looking at providing guidance on this issue in the second half of 2001.

Accountability and Transparency

Introduction:

“Accountability” means the responsibility to provide information on the performance, achievement of goals and objectives, financial position and related matters to those people and organisations who have an interest in the management and performance of a Council (stakeholders).  The stakeholders with an interest in the affairs of a Council are numerous and  include residents, local businesses, creditors, funding bodies and other spheres of government.

“Transparency” relates to the process by which decisions are made and the Council’s business is conducted.  The decision making process must be open to public scrutiny and be conducted to a high level of ethical behaviour.  This does not mean that confidential or sensitive information cannot be protected, rather that appropriate processes are in place to ensure that in reaching a decision the information on which the decision is based is as complete and accurate as practicable and that any bias or conflict of the decision-makers is subject to public scrutiny.

Legislation:

Two of the objectives of the Local Government Act 1999 relate to accountability, viz:

· to provide a legislative framework for an effective, efficient and accountable system of local government in South Australia;    and

· to ensure the accountability of Councils to the community.
Provisions in the Act relating to matters such as public consultation, public access to various registers and documents, codes of conduct, strategic management plans, budgets, annual reports and a range of other matters clearly demonstrate the intention to create a culture of accountability and transparency.
Role of the Elected Body

Mandatory

The Local Government Act 1999 requires that all Council meetings must be held in public unless confidential matters are being discussed.  This has the effect of  allowing most reports and papers presented to the Council to enter the public domain.  Many Councils regularly provide the agendas and papers to Council and committee meetings to a broad range of community groups.  The broad involvement of the community through public consultation on a range of issues and the reporting on performance against plans and budgets are part of the accountability framework.

Desirable

The way in which the Elected Body communicates with the various stakeholders and involves them in consultation on Council matters will affect the perception of the stakeholders about accountability and transparency.  The more informed and involved stakeholders are, the more they will perceive that their needs for accountability are met and that the processes which the Council employs to make its decisions are transparent.  Many Councils regularly provide newsletters to their residents and residents.  

Role of CEO and Management

Mandatory

The CEO and Management must ensure that:

· The Elected Body is kept informed of progress in meeting the Council’s goals and objectives and of any other issues that need to be brought to the Elected Body’s attention, in a timely manner;

· Regular and timely financial and performance reports are created,  reviewed and corrective action taken where necessary;
· Prompt action is taken to deal with correspondence by the appropriate staff member(s);
· Wherever practical, consultation of the relevant sections of the community on proposed actions is undertaken.
Desirable

The CEO and Management should ensure that a culture of openness between the Elected Body and staff is cultivated and between staff and all who deal with the Council, except where it is necessary to deal with matters in confidence.

Risk Assessment and Risk Management – The Financial Management Implications

Introduction:

All business activity involves risk – the risk that assumptions made about the business environment will not be correct; the risk that key staff may leave the organisation; the risk that a new program will not be successful; the risk that funding will not eventuate, risks associated with the construction, operation and maintenance of roads, playgrounds and jetties.  Risk is ever-present and needs to be assessed when making decisions, whether those decisions are major policy decisions or day to day decisions.  

Risk is assessed by considering:

· What factors have the potential to vary;

· The magnitude of the variance - critical, major, minor, negligible (the impact);

· Whether the variance will affect the business decision (the likelihood of occurrence);   and

· Whether the impact or likelihood of the variance can be avoided, eliminated, reduced or transferred.

It is neither essential, desirable or indeed possible that all risk be avoided.  The cost to avoid all risk would be that nothing would ever get done.  However, sensible policies for dealing with risk should be developed.  Some risks can be ‘transferred’ through means of insurance.  

The Local Government Mutual Liability Scheme has substantial material to assist Councils to understand risk management and assess risk.

Legislation:

The Local Government Act 1999 – Section 80 - provides that Council must take out an insurance policy which covers Council Members, their spouses or other persons who may be accompanying them against risks associated with the performance or discharge of official functions and duties of Council Members.

The Local Government Financial Regulations 1999 – Regulation 18 - require Councils to have public liability insurance of at least $50 million.

Role of the Elected Body

Mandatory

There are no specific provisions relating to risk management in the Local Government Act 1999 but clearly, provisions relating to prudential requirements; the requirement to have a policy on tenders and contracts and other provisions of this nature in the Act point to the need for assessing and dealing with the risks of Council operations.

Desirable

The Elected Body should ensure itself: 

· That appropriate insurance policies are in place to cover those risks it is both prudent and cost-beneficial to insure against;   and

· That in making a decision, the risks of the information on which the decision is based being incorrect or that the decision is incorrect is openly assessed.

Role of CEO and Management

Mandatory

The CEO and Management must ensure that:

· Council Members and their spouses or accompanying persons are insured against the risks associated with the performance or discharge of official functions and duties of Council Members;

· The Councils has public liability insurance of at least $50 million;   and

· The Council maintains appropriate insurance of their workforce.

Desirable

Insurance

A specific officer should be given the role of risk manager in relation to the Council’s assets.  This person, in conjunction with the management team, will be responsible for ensuring that appropriate insurance policies are in place to cover the Council for those risks that can be insured against at an appropriate cost.  An assessment of the cost of insurance should include a consideration of the reduction in premiums based on Council taking some of the risk itself.  For example, agreeing to pay the first $250 of any claim for insurance in a motor vehicle accident may provide significant reduction in the premium paid for such insurance.

Planning and Risk

In providing the Council with information to facilitate the Council’s policy and planning roles it is important that the risks associated with proposed courses of action and the certainty, or otherwise, of assumptions are specifically made known to the Council.  Where possible, uncertain assumptions should be expressed as a range within which the assumption is likely to fall, and various scenarios can be developed (e.g. best case, worst case, most likely case) to assist in developing soundly based plans.

Bank Accounts

Role of the Elected Body

Desirable

In the normal course of events, cheque-signing is an administrative function.

The mayor or chairman of the Council could be included in the list of signatories to the Council’s bank accounts to provide for those occasions where the signing of a cheque has some ceremonial, public interest or other significance.  

Role of CEO and Management

Mandatory

There are no specific provisions relating to bank accounts in the Local Government Act 1999.

Desirable

Number of Bank Accounts

Before the advent of computers and the computerised recording of financial transactions many businesses used multiple bank accounts as a means of  separately recording and controlling the disbursement of funds from different sources.  Modern general ledger packages have made such practices obsolete.  At the same time, increases in bank fees and charges have made such practices expensive.  Unless there is a legal requirement to do otherwise, Councils should have a single bank account and let the general ledger package take care of recording the source of the funds for payment of accounts.  This includes the transactions relating to the operation of Council Committees.  There is no reason that a Council Committee should have a separate bank account.  In fact, there is a substantial risk of malfeasance or unauthorised use of Council funds associated with such accounts.

Reconciliation of Bank Accounts

The Councils bank account(s) should be regularly reconciled.  Normally, this should take place, as a minimum, at the end of each month.  However, there may be times during the year, such as rate revenue peaks, where the volume of transactions is much higher than normal and it becomes appropriate to reconcile the account(s) on either a weekly or daily basis.  As a general rule, the bank account reconciliation should be undertaken by an officer who does not have responsibility for receiving cash or paying accounts.  Prompt action must be undertaken to resolve any discrepancies as soon as possible.

Cheque Signatories

It is important that sufficient cheque signatories are authorised to ensure that  Council cheques can be signed without delay.  The Council’s reputation as a prompt payer of accounts can be compromised if the signing of cheques is  delayed because insufficient cheque signatories were available.  Typically, two signatures should be required to authorise cheque payments.  The exact requirements for cheque signatories should be carefully explained to the bank in an appropriate letter.

Custody of Blank Cheques

Procedure must be in place to ensure that blank cheques are securely held.  The issue of blank cheques should be strictly controlled and subject to appropriate recording and authorisation.

Cheque-signing Machines

Where a Council uses a cheque signing-machine to sign its cheques appropriate controls and procedures must be in place to prevent unauthorised use of the machine.  Strict controls should be in place over the signing plate, with it being securely locked away when not in use.

Receipting Functions and Cash Security

Role of the Elected Body

There is no specific role for the Elected Body.

Role of CEO and Management

Mandatory

There are no specific provisions relating to receipting functions and cash security in the Local Government Act 1999.  However, there is a requirement for Councils to maintain appropriate accounting records.

Desirable

Cash Receipting

All cash received should be banked on a daily basis, wherever possible.  An officer independent of the receipting function should carry out a daily reconciliation of the cash receipts and banking.  Any discrepancies should be promptly investigated.

Security of Cash
The receipt of cash is a high risk activity.  Consideration should be given to ways and means to minimise the risk.  For instance, arrangements for the payment of rates might include options for payment of the rates by credit card on-line (internet), telephone or direct to a bank, Australia Post or some other financial institution.  Receipt of payments by cheque or EFTPOS might also be encouraged.  Such arrangements not only provide convenience for residents, but transfer some of the risk associated with the receipt of cash and act to minimise the risk to staff.

Consideration also needs to be given to the use of time delay locks for cash holdings and the prescribing of sensible policies for cash levels in cash drawers and cash-handling generally.  Appropriate policies need to be developed to ensure that when staff take money to the bank that it is done discreetly, using different officers as available and not at the same time every day.  Consideration might be given to having cash at peak times collected by a security service, if available.

Payment of Accounts

Role of the Elected Body

Desirable

The Elected Body should ensure that the Council’s reputation as a prompt payer of its liabilities is maintained.

Role of CEO and Management

Mandatory

The CEO and the management team must ensure that appropriate accounting records are maintained.

Desirable

Authorising the Payment of Accounts.

Accounts should only be passed for payment where either:

· A purchase order has been issued to obtain the goods and services;  and/or
· An authorised officer of the Council has certified that the payment is valid;   or 
· The Council has passed a resolution authorising payment (e.g. payments to Council Members).
Accounts should be paid on a regular basis.  Typically, there may be a weekly cheque run to process those accounts that are due for payment.  Accounts should be paid when they are due, usually 30 days from the date of the invoice.  Where suppliers request earlier payment it is not inappropriate to require a discount for such payment.  However, payment of accounts outside of the ‘normal’ cheque run should be avoided as this is both expensive in terms of time and disruption to normal work flows.  

The cheque signatories should ensure that payments have been duly authorised when signing the cheques.  Where a cheque-signing machine is used, an appropriate officer should certify that all cheques drawn have been correctly authorised.

Tendering and Purchasing

Note:  Additional information relating to this topic may be found in the LGA’s Service Provision manuals.

Legislation

The Local Government Act 1999 – Section 49 - requires Councils to:

· prepare and adopt policies on contracts and tenders which includes:

· the contracting out of services; 

· competitive tendering and the use of other measures to ensure that services are delivered cost‑effectively; 

· the use of local goods and services;    and

· the sale or disposal of land or other assets.

· the policies must:

· identify circumstances where the Council will call for tenders for the supply of goods, the provision of services or the carrying out of works, or the sale or disposal of land or other assets; 

· provide a fair and transparent process for calling tenders and entering into contracts in those circumstances;    and

· provide for the recording of reasons for entering into contracts other than those resulting from a tender process.

Role of the Elected Body

Mandatory

The Elected Body must:

· adopt a policy in relation to the tendering for goods and services and the sale and disposal of land;   and

· where it intends to delegate responsibility, ensure that the delegations meet the requirements of the Act on delegations (Section 44).

Desirable

In addition to adopting a policy on tendering, Council may also want to delegate its purchasing powers to specific officers, in conjunction with the tendering policy.  Delegations should be at an appropriate financial level to enable the ordinary business of the Council to be carried out efficiently and effectively and the delegations should be accompanied by an appropriate policy framework.
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The XYZ Council considers that its purchasing and contracting function should be carried out: 

· at the least cost, consistent with ensuring the effectiveness of Council operations;  

· be open and transparent, without compromising the need for Council to obtain competitive bids or the need for potential suppliers and contractors to provide confidential information;  

· encourage local suppliers to provide goods and services to the Council, consistent with Council’s policies on local economic development, provided that the goods and services can be supplied for the same quality, price and maintenance requirements as non-local suppliers.  

The Council delegates to the Chief Executive Officer, who may sub-delegate the whole of this power, the obtaining of goods and services up to $100,000.  

In exercising this delegation, selected written quotes must be obtained for any supply of goods and services greater than $1,000 but less than $25,000, unless the Chief Executive Officer certifies that it is impractical or inexpedient to do so. 

In exercising this delegation, the supply of goods and services greater than $25,000 must be by open tender, unless the Chief Executive Officer certifies that it is impractical or inexpedient to do so.  

Quarterly reports on the exercise of the delegation for goods and services in excess of $25,000 must be submitted to the January, April, July and October Council meetings.

Role of CEO and Management

Mandatory

The CEO and the management team have a responsibility to provide appropriate advice to the Council to assist the Council in determining a suitable tendering policy.  They also have a significant role in ensuring that the policy is carried out effectively.

Desirable

The management team should carefully consider the level of delegation that is consistent with the effective operation of the Council’s activities while retaining appropriate control over purchasing.  In considering an effective level of delegation the management team should balance:

· The need for efficiency in operations;

· Accountability and transparency;

· Skill level of the staff;   

· The potential for conflict of interest;   and

· The potential for improper use of the Council’s assets.

Policies relating to tendering and purchasing should be monitored to ensure that:

· They are workable and effective;

· They continue to meet the needs of the Council;   and

· The interests of the community are protected.

The LGA is conducting further research into issues relating to on-line tendering and purchasing and will provide further advice to Councils when the research is complete.

Delegations

Introduction:

Delegation is an important management tool.  Effective delegation provides for staff at various levels in an organisation to have the power to operate within a suitable set of limits.  The more senior the officer, the more likely it is that he/she will have the necessary skills, experience and judgement to make appropriate decisions.  Delegation is a two-way street and it is usually appropriate that the exercise of a delegation is recorded and reported on a regular basis so that the delegator can monitor the use of the delegated power.

Delegation provides the opportunity for decision-making to be made at an appropriate level within an organisation.  The approval of minor functions may be delegated to suitably trained counter staff, complex matters may be dealt with by team leaders or middle level managers with the more complex matters dealt with by the management team.  Matters that are outside the current policy framework should be referred to the Council.

It is important when determining delegations that the delegation be granted with clear instructions on how it is to be exercised.  Generally, there will be a policy framework within which the delegation is to be exercised.  For example, if a Council delegates the power to remit the payment of rates on the basis of hardship it may:

· Define ‘hardship’;

· Limit the amount of remission;

· Require certain cases to be referred to the Council, or a Council committee.

Staff need to have a clear understanding of the limits that attach to a delegation.

Delegations must be regularly reviewed.  The review should take account of:

· the changing policy framework;

· the changing skill level of staff;

· the effectiveness of the operation of the delegation;   and 

· the continuing appropriateness of the delegation.

It is an important feature of delegations that regular reports are provided by delegates of the exercise of the delegation.  This provides for the delegator to ensure that the delegation is being properly applied.

Appropriate delegations can relieve the Council, and senior staff, of much of the routine decision-making of the Council and place it in the hands of officers who are responsible for dealing with the issues on a day-to-day basis.  This will enhance the service provided to the Council’s customers and residents.

Legislation:

The Local Government Act 1999 – Section 44 - provides that:

· The Elected Body may delegate any power or function except for:

· power to make a by‑law;

· power to declare rates or a charge with the character of a rate;

· power to borrow money or to obtain other forms of financial accommodation;

· power to adopt or revise a strategic management plan or budget of the Council;

· power to approve expenditure of money on works, services or operations of the Council not contained in a budget approved by the Council;

· power to determine annual allowances under Chapter 5;

· power to approve payment or reimbursement of expenses that may be paid at the discretion of the Council and for which the Council has not adopted a formal policy or made specific financial provision;

· power to establish a subsidiary, or to participate in the establishment of a regional subsidiary;

· power to make an application or recommendation, or to report or to give a notice, to the Governor or the Minister, being an application, recommendation, report or notice for which provision is made by or under this or another Act;

· power to fix, vary or revoke a fee under section 188(1)(d) to (h);

· a power or function excluded from delegation by the regulations.

· The Elected Body may delegate:

· to a Council committee;

· to a subsidiary of the Council; 

· to an employee of the Council; 

· to the employee of the Council for the time being occupying a particular office or position; 

· to an authorised person.

· The delegation:

· May be subject to conditions and limitations determined by the Council or specified by legislation; 

· If made to the chief executive officer, may authorise the subdelegation of the delegated power or function;   and

· May be revoked at will and does not prevent the Council from acting in a matter.

· The writing off of bad debts may be delegated, provided some upper limit is set to the delegation;   and

· Where a power or function is vested in the CEO, the CEO may sub-delegate that power, unless the Council stipulates otherwise.

Role of the Elected Body

Mandatory

The Elected Body must:

· Where it makes a delegation, ensure that the delegation is properly recorded in the Register of Delegations and subject to an annual review;   and

· Where the Council makes a delegation for the writing-off of bad debts, 

· set a limit above which the delegation will not apply.

Note:  The Elected Body can still exercise a power it has delegated.
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The District Council of XYZ delegates to the Chief Executive Officer the power to write-off bad debts, to a maximum of $3,000, after due investigation into the reason for the bad debt, including the determination that the debt is unlikely to be paid.  

The Chief Executive Officer may sub-delegate the writing-off of bad debts in amounts less than $1, 000, after due investigation into the reason for the bad debt, including the determination that the debt is unlikely to be paid.  

The exercise of this delegation is to be reported to the Council for the six month periods ending on June 30 and December 31at the next Council meeting occurring after the end of the six-month period.

Bad debts which are greater than $3,000 must be referred to the Council for writing-off.

Desirable

Before delegating any power the Elected Body should consider what limits it will set to any delegation, how it wants the delegation exercised and what reporting mechanism is required on the exercise of the delegation.  These matters should be included in the instrument of delegation and the instrument of delegation should be included in the Council resolution.

Role of CEO and Management

Mandatory

The CEO may subdelegate powers, but may not subdelegate a power that is delegated to him or her alone.

The CEO and Management must:

· ensure that all delegations are recorded in the Register of Delegations;   and

· ensure that public access is provided to the Register of Delegations.

Desirable

The CEO and Management should:

· provide appropriate advice to the Elected Body on what delegations are required;

· provide advice on the policy framework within which delegations should be exercised;

· monitor the exercise of delegations by Council staff;

· report on the exercise of delegations as required by the Elected Body;

· provide appropriate advice to the Elected Body to assist in the annual review of delegations.
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ALTERNATIVE SERVICE DELIVERY OPTIONS

Alternative Service Delivery Options

Definition

An alternative service delivery situation is one where a Council provides a service, activity or function that does not specifically involve the use of Council staff.  Typically, this could involve: 

· the outsourcing of  the service, activity or function – usually through some binding contractual arrangement;

· the creation of a Council subsidiary or regional subsidiary;  or

· the participation in a joint venture, trust or partnership with the private sector or another government.

Principles

A Council must not impose unnecessary and costly controls on the way in which services, functions or activities are provided outside of direct Council control, but it must still ensure that service delivery is efficient, effective and focused on delivering agreed outcomes.  In utilising alternative mechanisms for service delivery a Council should ensure that:

· the principles of National Competition Policy continue to be applied (refer to the LGA’s ‘National Competition Policy - An Implementation Manual for Councils);

· the prudential requirements of the Local Government Act 1999 are observed (refer to the section ‘Budgets – Evaluation of Major Projects’);

· the Council’s contracts and tenders policy is followed (refer to the LGA’s Model Competitive Tendering, Contracting and Disposal of Land and Other Assets Policy Framework);

· funds are budgeted effectively;

· funds are spent only on authorised services, activities or functions;

· effective internal control is exercised;

· revenues and expenditures are subject to audit;   

· appropriate financial and performance reporting is provided;   and

· appropriate contractual arrangements are in place.

Legislation

The Local Government Act 1999  - Sections 42 and 43 - provides:

· A Council may establish a subsidiary to:

· provide a specified service or services;
· manage or administer property, facilities or activities on behalf of the Council; or
· perform a function of the Council under the Local Government Act or another Act.
· Two or more Councils may establish a regional subsidiary to:

· provide a specified service or services or to carry out a specified activity or activities; or
· perform a function of the Councils under the Local Government Act or another Act.
Note that a Regional Subsidiary may not be established to carry out a regulatory function and an associated service function – e.g. development approval (regulatory) and building assessment (service).

· A Council may establish a business or participate in a joint venture, trust partnership or similar body for the purposes of carrying out a commercial activity, but may not participate in the formation of a company.

Subsidiary

A subsidiary is a creation of the Council or Councils involved in its formation and is subject to the provisions of the Local Government Act 1999. The broad provisions relating to the establishment and management of subsidiaries are outlined in Schedule 2 to the Local Government Act 1999.  The Local Government Association has provided guidance to Councils in this area through its manual on subsidiaries.

The principal mechanism for managing a subsidiary is its charter, which must be developed by the Council (or Councils, in the case of a regional subsidiary) and approved by the Minister for Local Government.  In developing the charter, specific attention should be given to financial management and performance reporting issues.  The charter should clearly specify:

· What services, functions or activities will be undertaken by the subsidiary and the standard to which the they will be provided;

· The form and content of the business plan and how the Council will be involved in its preparation;

· How funds for the service provision will be made available to the subsidiary;

· The limits on the provision of funds by the Council;

· How budgets will be approved and varied;

· How revenues will be applied;

· Profit sharing and dividend arrangements;

· The requirements for the audit of the subsidiary;

· The regularity and comprehensiveness of financial and performance reporting;

· Ownership of any assets employed in the service provision;  

· Issues relating to insurance and risk management;   and 

· How residual liabilities will be met if the subsidiary is wound-up.

Role of Elected Body

Mandatory

The Elected Body/Bodies of the Council/Councils involved must ensure that the charter of a subsidiary addresses:

· the powers, functions and duties of the subsidiary;
· whether the subsidiary is intended to be partially or fully self‑funding, and other relevant arrangements relating to costs and funding;

· development of its business plan, including consultation with the Council;

· any special accounting, internal auditing or financial systems or practices to be established or observed by the subsidiary;

· the manner in which surplus revenue is to be dealt with by the subsidiary;
· the nature and scope of any investment which may be undertaken by the subsidiary;   and
· the subsidiary's obligations to report on its operations, financial position and other relevant issues.
Desirable

The Elected Body should:

· Monitor the financial and performance reporting of a subsidiary;

· Ensure that effective corrective action is taken where deficiencies in financial management or reporting are observed;   and

· Ensure that the charter of the subsidiary continues to be relevant and effective.

Role of CEO and Management

Desirable

The CEO and Management should:

· Provide advice to the Council on appropriate financial management and performance measures to be included in the charter of a subsidiary;

· Ensure that appropriate reports are received from the subsidiary;   and

· Monitor the financial and performance reporting of a subsidiary, including reporting on the performance to Council and recommending any necessary action by the Council.

Outsourcing

Some services, functions or activities that Councils previously provided ‘in-house’ have been outsourced and are now provided by bodies external to the Council.  Two main reasons for using this means of service provision are:

· The services, functions or activities have been considered to be non-core functions and capable of being provided more effectively by external organisations (e.g. payroll services, computer services);   and

· Some services, functions or activities can be provided more cost-effectively by an external provider – e.g. recreation centres, road construction and maintenance.  This is more often the case in smaller Councils where it would not be cost-effective to employ staff on a full or part time basis to provide some specialist services.

One method Councils have used to ‘outsource’ certain activities, particularly in relation to the management of Council facilities such as halls, ovals and caravan parks, has been the establishment of Committees of Management under the Associations Incorporations Act.  While this has proved to be a useful mechanism, the provisions of the Associations Incorporation Act severely limit how the Council can ‘intervene’ in the management and it is therefore critically important to ensure that the correct contractual arrangements are in place.
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Lease - A Council decided that all of its halls and sporting facilities should be managed by Committees of Management incorporated with the Associations Incorporation Act.  It sought advice from the Local Government Mutual Liability Scheme on the form of lease required to ensure that the Council retained effective control of the facilities, for the broad benefit of the community.

In outsourcing services, functions or activities a Council can maintain effective financial management by:

· Developing a detailed specification of the services, functions and activities to be performed, including a comprehensive estimate of the cost of service provision and the financial management and reporting provisions;

· Determining, where necessary, the most cost-effective contract period which will allow prospective contractors to amortise their set-up costs and provide the Council with the ability to receive cost-effective services – e.g. a contract period of two years, when new equipment needs to be provided which has a life of seven years, will result in a very high tender price;

· Calling tenders, consistent with Council policy, for the service provision;

· Selecting an appropriate contractor only after careful vetting of the information provided, including references;

· Developing an appropriate, and mutually agreeable, contract which makes provision for the delivery of services including:

· Flexible arrangements where there is the potential for requirements to change;

· Appropriate mechanisms for contract variations, including the identification of cost savings/over-runs;

· Regular financial and performance reports;

· Ownership of information and data about the services performed;

· Clear milestones for contract payments, linked to the achievement of specified outputs and outcomes;   

· Where necessary, provisions for extension of the contract;   and 

· Mechanisms for arbitration to determine contract disputes or terminate the contract.

· Ensuring that appropriate budget provision is made for the cost of the contract.  Where the contract is a long-term contract, the Council’s strategic financial plan needs to take account of the on-going commitment to make payments under the provisions of the contract.

· Ensuring that the specified financial and performance reports are received, along with any other regular information that has been required which will assist in properly managing and planning the service provision;

· Reviewing and monitoring received reports and other information;   and

· Taking action to maintain effective financial management.

Role of Elected Body

Mandatory

The Elected Body must, where it outsources functions:

· Develop a policy framework for the outsourcing of service provision;

· Ensure that appropriate financial management is in place for all Council services, functions and activities;   

· Ensure that regular financial and performance reports are received and reviewed;

· Ensure that the monitoring and review of reports is used to maintain effective and efficient service delivery;   and

· Take action/corrective action based on reports and other information.

Role of CEO and Management

Mandatory

The CEO and Management must:

· Provide advice and assistance to the Elected Body in the interpretation of financial, performance and other reports from the contractor(s).

Desirable

The CEO and Management should:

· Liaise with the contractor(s) to ensure the provision of appropriate/required financial, performance and other reports.

Joint Venture/Partnership/Trust

Some commercial (and other) activities, such as land development, are carried out in conjunction with the private sector or another government using joint venture, partnership or trust arrangements.  It is important that such arrangements are the subject of clear, unambiguous legal agreements.  To facilitate the negotiation of contractual arrangements, a heads of agreement may be drawn up which outlines:

· The nature of the service, function or activity;

· The respective inputs of the partners;  

· Broad financial and management arrangements;   and

· Potential profit/dividend arrangements.

The heads of agreement forms the basis for detailed contractual negotiations.  The contract must include specific provisions relating to:

· The financial contributions of the parties, including the timing of payments;

· Financial, performance and management reporting;

· Internal control and risk management;

· Insurance and risk management;

· Audit of the accounts;

· Profit and dividend sharing;

· Asset valuation;

· The arbitration of contract disputes;

· Review/renegotiation of the contract;

· Determination of the contract;   and

· Responsibility for residual liabilities.

In developing the contractual arrangements Councils need to consider:

· the principles of National Competition Policy (refer to the LGA’s ‘National Competition Policy - An Implementation Manual for Councils);

· the prudential requirements of the Local Government Act 1999 (refer to the section ‘Budgets – Evaluation of Major Projects’);   and

· the Council’s contracts and tenders policy (refer to the LGA’s Model Competitive Tendering, Contracting and Disposal of Land and Other Assets Policy Framework).

Role of Elected Body

Mandatory

The Elected Body must:

· Ensure that appropriate financial management is in place for all Council services, functions and activities;  

· Ensure that effective budgeting, reporting and control mechanisms are in place for all Council services, functions and activities;

· Approve the contents of the heads of agreement;   

· Approve the final contract arrangements;

· Determine a policy framework for the provision of services through partnership, joint venture or trust arrangements;

· Ensure that appropriate measures are in place to minimise the risk to Council funds and to minimise the potential liabilities to Council;

· Ensure that regular financial and performance reports are received and reviewed;

· Ensure that the monitoring and review of reports is used to maintain effective and efficient service delivery;   and

· Take action/corrective action based on reports and other information.

Role of CEO and Management
Mandatory

The CEO and Management must:

· Provide appropriate advice to the Elected Body on the nature and legality of agreements with partners;   and

· Provide advice and assistance to the Elected Body in the interpretation of financial, performance and other reports from partners.

Desirable

The CEO and Management should:

· Liaise with partners to ensure the provision of appropriate/required financial, performance and other reports.

Income Tax

In making a decision as to whether a committee, a subsidiary or an incorporated association is the most appropriate medium for the Council to provide a service or to carry out a specified function or activity consideration must be given to the potential to incur liability for income tax. Income tax may apply when the main activity of a subsidiary or incorporated association is of a commercial nature. The Australian Taxation Office has advised that: 

· Committees established under Section 41 of the Local Government Act 1999 are not liable to tax on their income.  This is because a committee is a part of the Council and Councils are not subject to income tax.

· Subsidiaries are not Councils and are not as of right exempt from income tax.  

However, if the subsidiary has a principal purpose which falls into a category that is exempt from income tax, and meets other relevant criteria and tests, it will not be liable for income tax.

· Incorporated associations are not exempt from income tax, unless they are established for a public purpose and provide a public benefit such as those established:

· for a charitable purpose; 

· for the principal purpose of encouraging a game or sport , including the maintenance and upgrading of Council sporting grounds;

· as a non-profit organisation for the principal purpose of promoting tourism;  or

· for the purpose of promoting, providing or carrying out activities, facilities or projects which are for the benefit or welfare of the community or members of the community who have a particular need for assistance.

In each instance, the ATO will look to the main purpose of the association by reference to its constitution, the use of its funds and the activities it undertakes.

Councils are advised to become familiar with the relevant Taxation Rulings from the Australian Taxation Office.  Where there is the slightest doubt as to whether income tax may be applicable, Councils should seek legal advice.

References

Local Government Association (2000), Establishing Subsidiaries – An Implementation Manual, LGA, Adelaide

Local Government Association (1999), Model Competitive Tendering, Contracting and Disposal of Land and Other Assets Policy Framework

Local Government Association (2000), National Competition Policy - An Implementation Manual for Councils

Local Government Association (2000), Service Delivery Manuals
Local Government Mutual Liability Scheme  - details re contract manuals to be included.

Local Government Association (2000), LGA Model Policy Framework on “Competitive Tendering, Contracting, Purchasing, Sale and Disposal of Land and Other Assets”, LGA.net

ASSET MANAGEMENT

Asset Management

Definition:

“Asset Management is a systematic, structured process covering the whole life of an asset.  The underlying assumption is that assets exist to support program delivery.”

Asset management is the set of activities that are undertaken to acquire, maintain and dispose of assets.  Typically, those activities include:

1. In the asset acquisition phase of the cycle:

· planning

· assessment of requirements

· feasibility study

· acquire/construct

· asset identification and recording

· valuation - depreciation - useful life.

2. In the asset maintenance phase -

· planned maintenance

· unplanned maintenance

· maintenance of asset records

· revaluation

· reassessment.

3. In the asset disposal phase -

· condition assessment

· method of disposal

· rehabilitation of the site

· other environmental considerations.

Principles:

The principles of asset management are:

1. Assets exist to support the delivery of services at agreed service levels to achieve a set of outcomes.

2. Asset management is a subset of strategic planning and, as such it is an important consideration in the creation of a Council’s strategic management plans.

3. In evaluating alternatives for asset acquisition, the life-cycle costs and benefits of assets need to be considered and compared with the outcomes required to be produced by the asset.

4. Assets are not always renewed, nor are more assets the necessary solution to increased service demand.

5. All assets are not the same and some assets need greater management than others.

6. Asset performance must be monitored and action taken to renew or retire assets that do not provide appropriate service levels and outcomes. 

7. Each asset must be assigned to a person who has the responsibility to achieve service levels and outcomes with the asset.

Legislation:

The Local Government Act 1999  - Sections 48, 99, 124,125, 207 and 231 - requires:

· Where major asset acquisition or construction is contemplated the preparation and consideration of a report on the prudential aspects of the project (Refer to Budgets – Evaluation of Major Projects topic);

· The Council to include, in developing its contracts and tenders policy, a policy on the sale and disposal of assets;

· The CEO to ensure that assets are properly managed and maintained;

· The maintenance of accounting records of assets;  

· The adoption of an internal control policy which safeguards assets;   and

· The creation and maintenance of registers of community land and roads.

The Local Government (Financial Management) Regulations 1999  - Regulations 5 and 9 - require:

· Reporting on assets in the Council’s financial statements;   and

· All material non-current assets to be revalued in accordance with Australian Accounting Standards, with land and infrastructure assets being revalued every five years.

Asset Management and Councils

Asset management is a significant issue for Councils and their communities.  It must not be left in the hands of engineering or finance staff, though engineers and accountants have a significant role to play in the process.  It is the community that has the pre-eminent role in setting the service levels that will meet their needs and outcomes based on their capacity to pay for the service.  The CEO and the management team, working with the Elected Body and the community, must ensure that assets are acquired, maintained and replaced to meet the needs of the community.

The impact of asset acquisition, replacement and maintenance on Council budgets is significant and it is important, to avoid unnecessary expenditures, that asset management involves everyone who can contribute to achieving the best solution for the community.

Asset management is an iterative process, but it does follow a regular cycle.  It is essential that the cyclical nature of asset management timed to ensure that it can feed readily into the development and refinement of the Council’s strategic management plans.   The steps in the process are:

1. In consultation with the community, define the outcomes to be achieved and the service levels that will achieve those outcomes.

2. Build the service level and outcomes into the strategic management plan.

3. Assess alternative methods of providing the service levels (including non-asset methods) and decide on the best solution.

4. Acquire the assets to meet the service levels.

5. Operate and maintain the assets.

6. Review asset performance and condition.

7. Renew assets that will continue to meet community requirements.

8. Dispose of surplus assets or assets no longer able or required to meet community needs.

Supporting the above steps are two key elements:

· Information – about a range of matters

· Community needs

· Service levels

· Asset performance and condition

· Performance targets and measures

· Funding for acquisition, operating and maintenance of assets.

· A Decision Support System which can perform

· Life cycle costing

· Modelling of proposed solutions

· Trend analysis

· Forecasting – short and long term.

The vast amount of infrastructure controlled by local governments might seem daunting to manage effectively, but infrastructure assets are as receptive to good management as any other type of public sector asset.  Sound plans based on good information, regularly reviewed and adjusted to achieve outcomes that meet the needs of the community.  These principles should be applied whether the asset is owned by the Council or simply under the Council’s care and control.

Role of Elected Body

Mandatory

The Elected Body must:

· Develop a policy on the acquisition, sale and disposal of assets.
Desirable

The Elected Body should:

· Be active in developing the strategic plan;   

· Determine the standards to which assets will be maintained, linked with the Council’s strategic management plans;   and

· Facilitate the community consultation on service levels.

Role of CEO and Management

Mandatory

The CEO and Management must:

· Ensure that assets are properly managed and maintained;

· Create and maintain suitable information and decision support systems to allow for the systematic establishment of service levels and the appropriate solutions to provide for those service levels;

· Monitor the condition and performance of existing assets to meet the required service levels;

· Ensure that appropriate records of assets are created and maintained;  

· Ensure that the system of internal control safeguards assets from misuse or misappropriation;

· Monitor the achievement of  plans;   and

· Provide regular reports to Council on the achievement of actual to planned.

Desirable

The CEO and Management should:

· Develop asset acquisition, renewal, maintenance and disposal plans in line with adopted strategic management plans and budgets;

Depreciation

Depreciation is the term applied to the 'using up' of an asset over time.  By this we mean that the service potential (future economic benefit) declines as the asset is used in the business entity or by the public.  Traditional depreciation methodologies are formula-based and assume that an asset has a finite life. The three most used traditional methodologies are:

· straight-line - this is a simple formula which provides for a uniform depreciation expense over the life of the asset. This method is used where the asset is expected to be used up on a uniform basis over its estimated useful life.  The formula is:

(gross cost of the asset) minus (estimated residual value)
estimated useful life

For example, a truck purchased for $120,000, which is expected to be sold for $20,000 after five years service would have an annual depreciation of 

$120,000 - $20,000
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= $20,000

(Note: estimated useful life will be either the physical life of the asset, its technical life, its commercial life or its legal life, whichever is the shorter.)

· reducing balance - where a fixed percentage is applied to reducing the value of the asset over its useful life, which provides for higher depreciation charges early in the life of the asset.  This method is applied where the use of the asset is likely to be heavy early in its life and decrease over time, or where there is a strong likelihood of technical or commercial obsolescence early in the life of the asset.  For example, a computer system purchased for $300,000, which is likely to have a life of three years, but whose value is quickly reduced by technical obsolescence, may have a percentage of 60% applied as a depreciation rate as follows:

Year 1

$300,000 x 0.6
$180,000 
Balance $120,000

Year 2

$120,000 x 0.6
$  72,000  
Balance $  48,000

Year 3

$  48,000 x 0.6
$  28,800  
Balance $  19,200

· usage basis - where the wear and tear of an asset is directly related to the usage of the asset.  The usage could be production hours, number of items manufactured, distance travelled or some other usage criterion.  For example, pumping equipment may be depreciated on an hours run basis based on a life of, say 60,000 hours.

The relevant accounting and auditing standards clearly outline that depreciation is an approximation of the 'using up' of the asset. The standards caution that, while there should be consistency in applying the depreciation methodology, it is important to annually review the estimated useful life, the residual value and the usage of the asset, making adjustments where necessary.

The factors affecting the 'using up' of an asset are:

· the quality of the original asset; 

· the wear and tear to which the asset is subjected;

· the environment in which the asset is operated or constructed;

· the maintenance provided to the asset; 

· technical obsolescence;   and 

· commercial obsolescence. 

These factors are less likely to affect a short-lived asset, but they can have much greater consequences for infrastructure assets, such as roads, bridges, buildings and the like.

The figure that appears in the operating statement for depreciation is often a significant component of a Council’s expenditure.  The figure provides some indication to management and Council of the potential magnitude of the replacement effort and funding required. Depreciation does not create the funds for asset replacement, only a specific management strategy to fund asset replacement, followed through, will do that.  However, the depreciation charge is only a guide to the replacement effort and its usefulness will be diminished if the estimated useful life or residual value of certain assets is incorrect.  This is particularly the situation in the case of infrastructure assets where assets have been depreciated on their design life rather than the estimated useful life of the asset.  As design lives tend to be shorter than useful lives, the assets are being depreciated at a faster rate than necessary, the charge to the operating statement is higher and it gives the misleading appearance that more funds are needed earlier to replace assets.  Where Councils fund depreciation, and the assets are depreciated over a shorter period than necessary this will result in the over funding of the depreciation provision early in the asset life cycle, with the likely outcome that rates may be higher than necessary!

The application of traditional depreciation methodologies to infrastructure assets presents a number of problems. The perceived problems relate to the nature of infrastructure assets such as:

· what is the asset? – infrastructure assets are networks or groups of assets, not the individual components;

· determining estimated useful life – parts of the network or group are replaced or rehabilitated, rather than the whole asset being replaced at one time;

· the value of the asset – the ‘routine’ maintenance applied to infrastructure assets is an integral part of ensuring that the asset does not fail early and this maintenance, including emerging technologies, has the ability to maintain the value of the asset.

Condition-based depreciation may be a more suitable depreciation methodology for infrastructure assets than traditional depreciation methodologies.   This methodology proposes to recognise the use made of an asset over a particular time period based on the change in the condition of the asset from the beginning to the end of the time period. An alternative methodology for calculating the condition of the asset is proposed which estimates the condition based on the forward plan for capital maintenance over a significant time frame (say, twenty years), using life-cycle analysis of the various components of the asset and providing an annualised present value of forward renewals.  The methodology associated with condition based depreciation is not currently acceptable for financial reporting, but it is suitable for management reporting.

The Local Government Association Financial Advisory Committee are currently conducting some research into the application of condition-based depreciation.

Asset Renewal Profile
A more appropriate way to forecast the need for funding for the future renewal of assets is to develop an asset renewal profile.  This is a relatively simple task.  The steps to developing such a profile are:

1. Determine the time frame to be covered – realistically, from ten to twenty years, done on a rolling basis should provide sufficient time to deal with potential expenditure peaks and troughs;

2. List the replacement cost of every asset due for renewal in each of the  years and sum the total estimated renewal for each year, excluding assets that will not be renewed.  If this is done by asset category it will be possible to see where changes might need to be made to existing expenditure patterns.  (Note:  There may be a capability to do this in the Council’s asset management software or it can be achieved by downloading information on assets into a suitable spreadsheet or database application.)

This approach overcomes any potential problems with condition based depreciation and provides valuable information for inclusion in strategic management plans.

Once the renewal profile has been created, consideration can be given to strategies to deal with expenditure peaks and troughs.  Typically, the strategies could include:

· Extending the life of existing assets by specific maintenance strategies;

· Renewing some assets earlier than planned;

· Where the increase in expenditure appears to be of a permanent nature, plan for the transfer of funds from other areas or additional rate revenue;   and

· Plan to borrow to meet expenditure peaks.

Asset Registers

The value of a comprehensive asset register has probably been realised by most Councils in Australia.  There are a variety of ways in which asset registers can be created and maintained, from the manual recording of basic details in a series of bound volumes to the use of specifically designed asset management software.  The method used by a Council should meet the needs of the Council for information about its asset base.  The more sophisticated the asset management plan, the more sophisticated will be the asset recording system.  The Local Government Act’s requirement that Councils maintain registers of community land and roads recognise the importance of maintaining data about assets.

There is a wealth of information that can be recorded about assets.  What is critical to note is that the asset should be recorded, in a unique manner, and that the asset itself should also be identified as the property of the particular Council, particularly those assets that are capable of being readily moved and sold.  The use of bar-codes and electronic tagging can provide a significant measure of protection against the loss of assets.  Value is added to a Council if asset losses are minimised.

It is important to distinguish between two types of asset registers – technical databases and financial databases.  The technical database contains the necessary technical information about the asset, its condition, its performance, its age, maintenance regimes and similar information.  It may also include financial information but if it does this must be regularly reconciled with the financial database.  The financial database is generally held in the general ledger system and it may simply be highly aggregated financial information from the technical database.  Whatever form it takes it must be readily auditable so that the financial statements can be audited by the Council’s auditor.

Asset Revaluation

The relevant Australian Accounting Standard which applies to asset revaluation is AAS38 – “Revaluation of Non-Current Assets”.  This accounting standard does not require assets to be revalued or set a time frame for carrying out revaluations.  However, it does specify that where revaluations are carried out then:

· All assets within a class of assets are to be revalued at the same time;

· Revaluation increments and decrements within a class of assets may be offset against each other;

· A net increment must be credited to an asset revaluation reserve – except to the extent that, the increment reverses a revaluation decrement previously recognised as an expense, it must be recognised as revenue in the operating statement;

· A net decrement must be recognised as an expense in the operating statement –except that, to the extent that the decrement reverses a revaluation increment previously credited to, and still included in the balance of, an asset revaluation reserve in respect of that same class of assets, it must be debited directly to that revaluation reserve;   

· Appropriate adjustments must be made to accumulated depreciation;   and

· Revaluations must be made with sufficient regularity to ensure that differences between the value in the books of account and the actual value of an asset do not become material.

The Local Government (Financial Management) Regulations 1999 require that land and infrastructure assets be revalued every five years.

Role of Elected Body

Desirable

The Elected Body should:

· Determine, as early as possible, when existing assets will not be replaced;   and

· Provide appropriate funding to maintain appropriate records of assets.

Role of CEO and Management

Mandatory
The CEO and Management must:

· Revalue all material non-current assets in accordance with Australian Accounting Standards, with land and infrastructure being revalued every five years.

· Create and maintain appropriate asset registers (including community land and roads) which record sufficient information to assist in managing the Council’s asset stock efficiently and effectively;

· Ensure that depreciation rates are soundly based;   and

· Develop appropriate planning strategies to ensure that sufficient information is available on which to make sound decision about asset acquisition, maintenance, renewal and disposal.
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TREASURY OPERATIONS

Treasury Operations 

Definition:

The term ‘treasury operations’ refers to those activities of a Council which are related to the funding of Council operations.  This includes funds management, cash flow budgeting, investment of surplus funds and borrowings.

Principles:

All sound businesses must be able to meet their liabilities as they fall due or they will be out of business.  This applies equally to governments, particularly as governments have a responsibility for economic activity and development.  Slow-paying governments damage the economic health of the many businesses they deal with.

Additionally, governments have a responsibility to minimise the impact of taxation on their citizens.  This can be achieved by:

· Maximising interest earned on surplus funds;

· Minimising interest costs of borrowings;

· Minimising borrowings;   and

· Minimising tax collections where ‘user pays’ is a more appropriate way to fund activities.

Legislation:

Chapter 8 of the Local Government Act 1999 – Sections 122 and 123 - generally provides that a Council should have strategic plans and an annual budget.  This implies a level of forward planning in relation to the management of the Council’s funds.  A related provision which requires certain prudential information to be gathered and analysed in relation to major projects is found in Chapter 4  - Section 48 - of the Act. 

Chapter 9 of the Local Government Act 1999  - Sections 133 and 134 - generally provides that a Council can:

· Obtain funds from a range of sources, including taxation and borrowing, appropriate to the Council carrying out its functions (a very broad power);

· Borrow funds and enter into arrangements to protect against adverse interest rate movements on borrowings;   and

· Invest Council funds.

The Local Government (Financial Management) Regulations – Regulation 5 - require the preparation of a Budgeted Cash Flow Statement as part of the Council’s annual budget papers.

Source of Funds

A Council has broad powers to raise the funds necessary for its operations.  These include:

· Taxation (raising rates based on the value of property);

· Grants and subsidies (the obtaining or the allocation of funds from other governments or organisations, either for specific projects or as unfettered funds);

· Imposing statutory fees and penalties as provided in a number of Acts, e.g. parking fees, littering, clean air etc.;

· By the sale of surplus property and other assets;

· By charging fees (user pays) for a range of activities, facilities and functions provided, e.g. sporting venues, hall hire etc.;

· By carrying out commercial activities, e.g. quarrying, caravan parks, forestry etc.;   

· By investing surplus funds;   and

· By borrowing funds.

Role of the Elected Body

Mandatory
The Elected Body must:

· Set the rate in the dollar for general, differential, separate and service rates;

· Set the fees to be charged for the use of Council properties and facilities, including separate and service charges (some fee-setting can be delegated to the CEO);   

· Resolve to borrow appropriate funds;   and 

· Ensure that it receives regular reports that permit it to monitor the inflow of funds compared with the budgeted cash inflows.  

Role of the CEO and Management 

Mandatory

The Local Government Act 1999 requires the maintenance of accounting records that are correct and adequate and the CEO is required to provide timely and accurate reports to the Council on financial matters, including achievement against budget, and the reasons for variances in achievement.

Desirable

Reporting could take the form of a simple monthly report, with more detailed quarterly reports.  However, there may be key items that need to be reported every month or there may be financial issues that arise that should be communicated to Council at the next Council meeting.  Typically, such reports will include information on whether the shortfall is due to timing variances or is of a permanent nature and this will provide some guidance for policy action by the Elected Body (e.g. revising budgets) or administrative action by staff.

Borrowings

Debt is neither intrinsically ‘good’ nor ‘bad’, although it may be given such dimensions by residents, Council Members and others.  The financing of public works by raising debentures or other means of borrowing has been a tool of various governments for hundreds of years.   Judgements on whether borrowing by governments is good or bad are often based on a comparison with the debt that individuals might accrue and subsequently be unable to repay.  

The comparison is invalid - individuals do not have taxing powers to guarantee a revenue flow, nor do they undertake works of the same magnitude as governments.  The debate is often clouded by Councils proclaiming that they are debt-free and suggesting that being debt-free is good.  This ignores both the generally cyclical nature of the need for borrowings and the differences between the borrowing needs of mature Councils (those with a well-developed infrastructure) and growing Councils (those who are still putting infrastructure in place as a result of development within the Council area).  It also ignores the potential for peaks and troughs in capital renewal expenditure that may require Councils to borrow to accommodate.

Borrowings are a useful mechanism for spreading the cost of assets over the time frame that those assets are used to provide services to residents, thus ensuring to a large extent that the residents who benefit from the assets pay for their consumption.  Short-term borrowings, more properly termed ‘overdraft’, are also useful to meet short-term cash needs.  A general principle of borrowing is to borrow ‘long for long’ and ‘short for short’, i.e. the term of the borrowing should match the need for funds.

Borrowings do not ‘balance the budget’! Where a Council’s expenditures are greater than its revenues there is a deficit.  The deficit may be met from cash and investments or by borrowing additional funds.

However, the borrowing of funds unnecessarily adds an interest rate burden to a Council’s cost structure.  In times of high interest rates this impost can be quite considerable, particularly where funds are borrowed at fixed rates over a long time frame.

Many Councils have very regular and consistent cost structures.  Where a Council faces the same costs year in, year out it is particularly difficult to justify the use of borrowings.  The continual borrowing for assets that are replaced on a regular basis, typically plant and equipment, is a classic example where Councils have added the interest cost to the cost of operation. This is not to say that there might not be sound policy objectives to be achieved through borrowings - such as the purchase of a major piece of equipment for the first time or the spreading of the cost of major capital projects over a reasonable time frame.  Councils experiencing high rates of growth may also need to borrow significant funds to meet the demand for additional infrastructure. 

In general, it is unlikely that a Council should borrow to meet operating cash expenditures, though there could be extraordinary circumstances that might mean that such borrowing should occur.  However, short-term borrowings (overdraft funds) may be necessary to meet short-term cash deficiencies.  It is critical that Councils only borrow where their financial situation allows.  A Council cannot afford to borrow if it will have difficulty in meeting the repayments and maintaining its service standards in the future.  Borrowings should be in line with objectives on borrowings as set in a Council’s strategic management plans.  

Note:  Where a Council uses a finance lease to acquire assets this is the same as borrowing. 

The management of a Council’s debt should focus on the net debt situation, that is, borrowings less investments.  Councils should ensure that they are not borrowing at higher interest rates when they have significant funds invested at lower interest rates.  Focusing on principal and interest payments alone is inappropriate (but still important), cash reserves and interest earned also contribute to the financial health of an organisation.  Similarly, net movements in principal (new debt less principal repayments) is the appropriate focus, as is net interest paid (or earned).  It is the impact of net debt transactions that affect a Council’s ability to provide funds for the Council’s operations.  Note that a Council’s budget deficit adds to (and a budget surplus reduces) net debt.  In assessing its net debt situation Councils can also give consideration to its asset stock where that stock is capable of being turned into cash.

The greater the funds required to service debt, the less funds are available for the other activities of a Council.  However, different Councils have different requirements and it is not possible to be definitive in proposing a specific debt level.  It is likely that Councils which are still experiencing growth of their infrastructure will have a greater reliance on debt than Councils which are in more in ‘maintenance’ mode.

Councils need to give consideration to the structure of any borrowings they make.  Many Councils borrow funds on a long-term, credit foncier fixed interest rate basis.  Where interest rates are volatile such a borrowing policy may lead to a Council paying higher interest charges than necessary.  Interest rate exposure is minimised where a Council has a mix of short and long term borrowings.  The mix should also include fixed and floating interest rates.  Longer term loans with inflation-linked interest payments or with interest rate re-setting arrangements will also help in managing the interest rate exposure.  However, there is a downside to loans with interest rate re-setting arrangements - at the time that the rates are re-set interest rates could be significantly higher than expected.  There are also arrangements available where the Council can ‘offset’ any cash it has deposited against the balance of the borrowing and only pay interest on the net amount outstanding.

The nature of any borrowings (short or long term) and the interest rate (fixed, floating, inflation-linked) should take into account the purpose of the borrowings.  Although borrowings should be considered as a financial management tool in the overall context of funding a Council’s expenditure it is probably reasonable to consider borrowings as follows:

· as part of the strategic objectives of the Council, related to the corporate plan and the long term development of the Council;

· in the context of long term financial forecasts and objectives;

· as a mechanism to fund a  budget deficit;

· as funding for long-term infrastructure asset creation;

· as funding for short-term projects;   and

· as initial funding for entrepreneurial or commercial activities.

Different borrowing structures will apply to each of the ‘specific’ purposes listed.  It is not possible to be specific about the exact mix of borrowings - there is no formula that should be followed.  It is sufficient to say that a mix of interest rate arrangements minimises exposure to movements in interest rates and that decisions on the type of borrowing and interest rate arrangement will be made based on the facts available at the time the borrowing is made.

Debt Redemption

Similarly, the redemption, in whole or part, of an existing debt portfolio will be based on information available at the time the redemption is considered.  A debt redemption will normally be considered when a Council either has sufficient cash reserves to reduce debt levels, has funds becoming available from reduced operating costs or it takes a decision to increase taxes (rates) to fund a debt redemption program.  In addition, where a Council has soundly based policies for recovering the expected total cost of services related to infrastructure assets it may have reserves set aside to meet those costs.  Internal ‘borrowing’ from those resources could be considered as part of a debt redemption program as the investment interest earned on those funds will always be less than the cost at which a Council can borrow.

Note:  The redemption of fixed interest rate debt needs careful consideration as there is always a ‘market adjustment’ applied to the outstanding principal to ensure that the lender obtains the full value of the agreed interest rate.

In assessing the level to which debt will be redeemed, it is important to also consider the Council’s need for working capital.  Sufficient ‘free’ funds should be retained so that a Council is able to meet its obligations as they fall due.  It is an attractive idea that every dollar should work at either earning or avoiding interest costs, but it is important that this does not become the over-riding concern at the expense of sound financial management.  It is not good management to reduce medium to long-term debt by using up all of a Council’s ‘free’ funds at the expense of paying higher current interest rates on overdraft arrangements.

Role of the Elected Body

Mandatory
The power to borrow is granted to Councils by the Local Government Act 1999 and may not be delegated.

Desirable

Councils need to develop a policy regarding borrowings which includes:

· the particular circumstances in which the Council will consider borrowing;

· the impact of any borrowings on future budgets;

· alternatives to borrowings, including separate rates and charges;

· where the borrowings are for commercial purposes, whether the return on the investment can service the debt redemption, including consideration of community service obligations;

· the use of internal cash reserves or investments;

· the term and nature of borrowings (e.g. overdraft, fixed, inflation-linked or variable interest rates, interest rate re-setting arrangements and short or long term borrowings) to match the term of the use of the borrowed funds;

· appropriate financial institutions to deal with;   and

· the maintenance of adequate records regarding debt.

Councils need to consider what level of net debt they can sustain in the context of:

· strategic planning for the future of the Council, covering short, medium and long term spending and investment issue;

· current and estimated future revenues and the ability to increase the revenue stream through either taxation, user charges, additional grant funds or entrepreneurial activities;

· current and future funding needs for both operating and capital expenditures;

· potential movements in interest rates;   and

· any other strategic imperative that is linked to revenue and expenditure capacities.
Role of Management and Staff

Mandatory

There are a number of activities that are crucial to assisting the Council to make sound decisions regarding borrowings.  They include:

· the provision, and regular updating, of  long–term financial needs based on strategic management plans;

· information, and trends, on interest rates and borrowing structures;

· management reporting on debt levels and proposed debt redemption.

Cash Reserves and Investments

There are many activities that Councils are involved in which require funds to be set aside for future purposes.  Perhaps the best example is the replacement of the Council’s assets, whether they be plant and equipment or infrastructure.  The planning to provide funds for the future replacement of assets starts with the development of a comprehensive asset management plan, which includes sufficient details about every asset, including the uses and benefits each asset provides to the Council and the community, and whether the asset will be replaced.  The funds needed to replace those assets can then be factored in to long-term budget considerations.

All assets, except for land, are required to be depreciated under Australian Accounting Standards.  The setting aside of an amount which is either equal to the total depreciation for all assets, or a portion of the total, into an asset replacement reserve will provide funds for the future replacement of that asset.  Criticism of this approach has been made on the basis that an asset purchased from borrowings is being doubly charged to residents.  This argument is fallacious.  The decision to purchase an asset and the decision on how the purchase is funded are two different things.  Logically, it would be inconsistent to fund depreciation of assets purchased from general revenue and not to fund assets to which borrowings have been attributed.  If the financing decision is regarded as a decision on how the total needs of the Council for funds for a particular year are going to be satisfied the illogic will not arise.  (Note:  An alternative approach, which is perhaps more correct, is to use the asset management plan to look at the funding needs for the future replacement of assets, say on a rolling ten-year basis, and to set aside funds to meet that need.  This avoids the potential for incorrect depreciation rates to ‘use up’ valuable funds.)

The establishment of cash reserves provides the Council with a major source of working capital that can be accessed when other cash resources are exhausted.  This reduces the Council’s reliance on overdraft or debt to finance its operations

Funds should be invested in a manner that allows them to earn interest for as long as possible but retains flexibility in accessing those funds for Council purposes.  A mix of investment - 24-hour, seven day, 30, 60, 90 days and longer - will generally meet this purpose.  The primary tool for deciding on how much and how long to invest will be the cash flow budget, regularly updated to take account of changing circumstances.

It is important that a buffer of funds is retained in an interest bearing at call account to ensure funds are available to meet the Council’s commitments.  It may also be useful to negotiate stand-by credit arrangements for the odd occasion when funds are not able to be redeemed to meet commitments.

The final question to be answered is - what should be the level of a Council’s cash reserves?  And there is no simple answer to this question except to say that a Council should not unnecessarily increase its cash reserves at the expense of residents.  It is prudent to have cash reserves but it is also prudent to minimise the taxation burden on residents.

Cash Flow Budgeting

Every dollar earned from investing surplus cash and every dollar saved by minimising overdraft costs is a dollar that does not have to be raised from rates or other charges.  Councils have a responsibility to their residents to wisely use and invest cash resources.  At the same time it is important that funds are available to meet the Council’s commitments to pay for goods and services.  The development of a cash flow budget is a critical tool to good cash management.

Generally, cash flow budgets cover the same period as the Council’s budget, on a monthly basis.  They are developed from an understanding of the historical cash flows of past operations and an assessment of the future cash flows of the new budget. 

The cash flow budget should include, on a monthly basis:

· expected operating expenditures;

· expected capital expenditures;

· scheduled debt redemption payments;

· expected cash flows from rates;

· expected cash flows from grants and subsidies;

· expected cash flows from operating revenues;

· expected cash flows from borrowings or overdraft arrangements;   and

· expected cash flows from investments.

In preparing the cash flow budget, consideration should be given to:

· deferring expenditure, where possible, to avoid the need for overdraft funds;   and

· scheduling the maturity of funds invested to ensure that funds are available to meet commitments.

Although the cash flow budget will probably only cover a financial year there should also be a broader cash management plan which includes:

· a schedule of all future debt servicing requirements, including potential new borrowings - the schedule should include an analysis of the impact on future budgets of the debt servicing costs;

· long term projections of cash inflows and outflows;

· long term projections of rate revenues, including growth or decline;

· some assessment of the cost of funds (interest rates) over the medium term.

The cash flow budget may also assist Councils and staff in determining when major purchases and projects are undertaken.  If the project or purchase is not time-critical it may be prudent to either delay or accelerate it, depending on when Council will have the funds to pay for it.

Role of the Elected Body

Mandatory

The Local Government Act 1999 provides Councils with broad powers to invest funds under their control.  This power requires Councils to be prudent and to avoid speculative or hazardous investments.  Investments must be reviewed on an annual basis.  The Elected Body must approve any borrowing.

In developing the strategic management plan Council should ensure that it considers short and long term funding and investment needs.

The Elected Body should receive regular reports on the Council’s liquidity and monitor achievement of the cash flow budget.

Role of Management and Staff

Mandatory
The Local Government Act 1999 suggests a comprehensive list of matters that should be considered by Councils in making investments.  Management and staff have a role in assisting Council to make prudent investments, taking account of the relevant factors.

Desirable

At least quarterly, a comprehensive liquidity report should be prepared and presented to the Council to inform the Council on its cash position.  A brief summary each month would also be useful.

RATES AND RATING

Rates and Rating

Definition: 

Rates are a system of taxation, based on property values.  Taxation is the major source of revenue for governments.  Tax is raised to pay for the services provided to citizens by the government.  Many of the services provided by governments are provided because either businesses are not prepared to provide them, often because they cannot charge for them effectively, (e.g. defence, police, quarantine) or because the government has seen fit to impose certain community standards (e.g. education, health).  There is no doubt that the line between what governments provide and what businesses provide is becoming blurred.  The sale of ‘government businesses’ and the increasing resort to the private sector to provide infrastructure (toll roads etc.) is contributing to the blurring.

Taxation is a policy mechanism.  Taxes are levied to meet four specific policy objectives:

1. the allocative role of government – where governments allocate resources to produce goods and services

2. the distributive role of government – where governments re-distribute the revenue they raise, either directly (payments) or indirectly (goods and services) to those in need;

3. the regulatory role of government – regulating the environment in which people live;   and

4. the stabilisation role of government – trying to maintain a growing and steady economy. 

A local government property tax is based on:

· the value of a property;   and 

· a rate (in the dollar).

Local governments may adopt one of three valuation methodologies to value the properties in its area.  They are:

· Capital Value – the value of the land and all the improvements on the land.

· Site Value – the value of the land and any improvements which permanently affect the amenity of use of the land, such as drainage works, but excluding the value of buildings and other improvements.

· Annual Value – a valuation of the rental potential of the property.

In simple terms Councils determine the rate in the dollar by dividing the revenue to be raised from rates by the total valuation of the Council area.  An individual resident‘s taxation liability is the rate in the dollar times the property value.  The rating burden is spread over all residents, depending on the property value.

Principles:  

There are five principles that apply to the imposition of taxes on communities.  The principles are:

1. equity - taxpayers with the same income pay the same tax (horizontal equity), wealthier taxpayers pay more vertical equity)
2. benefit – taxpayers should receive some benefits from paying tax, but not  necessarily to the extent of the tax paid;

3. ability-to-pay – in levying taxes the ability of the taxpayer to pay the tax must be taken into account;

4. efficiency -  if a tax is designed to change consumers behaviour and the behaviour changes the tax is efficient (e.g. tobacco taxes), if the tax is designed to be neutral in its effect on taxpayers and it changes taxpayers behaviour a tax is inefficient;   and 
5. simplicity – the tax must be understandable, hard to avoid, easy to collect.

Legislation:

The Local Government Act 1999 details the legislative framework for Councils to raise rates in Chapter 10.  In broad terms, the Act empowers and requires Councils to:

· levy general rates, separate rates and service rates and charges;

· publish a rating policy;

· rate all land within its area, with the exception of Crown land and other specific land parcels, based on the value of the land;

· value all the land in a Council area on the same basis (capital value, site value or annual value);

· maintain an assessment record of each piece of land in its area;

· impose a fixed charge (which can raise a portion or all of the rate revenue of the Council) or a minimum rate on each property (applying to not more than 35% of properties in a Council area), although only one fixed charge or minimum rate may be imposed where two or more adjacent land parcels are owned by the one owner and occupied by the same occupier;

· declare its rates only after valuing all land and adopting a budget for a financial year;

· raise differential rates with the rate varying on the basis of land use (as defined in the Local Government (General) Regulations), locality of the land or the use and locality of the land.  Note that the rates notice must specify the differentiating factor;
· rebate rates for properties used for certain purposes;
· charge a ‘fine’ for the late payment of rates;
· sell the property for non-payment of rates;
· remit rates in whole or in part ;
· postpone the payment of rates;
· rebate rates for the purposes of proper development, preservation of buildings, providing services for children or youth, providing accommodation for the aged or disabled, where the land is used to benefit the community, for community property where the public have an unrestricted access to the land and where there has been a large increase in rates payable due to a change in the valuation methodology or rapid changes or anomalies in valuation.
Role of the Elected Body

Mandatory

The Elected Body must:

· prepare a rating policy every financial year;

· declare a general rate for a particular financial year only after it has adopted its budget for that year and it must do so within the time frame of June 1 to August 31;   and

· rebate rates for land used for certain purposes in accordance with the Act.

The Elected Body must not:

· declare its rates until it has adopted the valuations to apply for that financial year.

Desirable

The Elected Body may:

· declare differential general rates, based on land use, locality, a combination of land use and locality or, in the case of an amalgamated Council or a Council which has changed its valuation basis, as determined by the Council;

· declare separate rates for part of its area, for an activity that will benefit that area;

· declare service rates or service charges for water, waste collection or another purpose prescribed by legislation;

· declare a minimum rate payable by way of rates

· rebate rates and service charges;   and

· postpone or remit rates (in whole or in part).

Role of Management and Staff

Mandatory

· if the Council declares differential general rates, specify the differentiating factor or factors in the rates notice;

· publish in the Gazette and in a newspaper circulating in the area within 21 days after the date of the declaration a notice of the declaration of a rate or service charge;

· the CEO must keep an assessment book which records various details about every piece of rateable land, including a description and its value;   

· distribute an abridged version of the rating policy with the rates notice;   and

· issue to  a person who has an interest in land within the area a certificate stating the amount of rates and charges owing on the land.

Desirable

The CEO and the management team have an important role to play in assisting the Elected Body formulate its rating policy and raise its rate revenue.  The Elected Body needs a significant amount of information on a range of matters that include:

· expenditure levels;

· other revenue sources;

· potential for borrowing and its effect on future budgets;

· general information about the national, state and local economy;

· changes in land use and property values;  and

· the ability and capacity of residents to pay rates.
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AUDIT

Audit

Definition:

External Audit - An external audit is an official review of a Council’s operations, conducted by persons independent of the Council, performed with a view to expressing an opinion on whether the financial statements prepared by the Council are free from material misstatement.  While the purpose of the audit is to comment on the financial statements, the depth of the work performed may focus on many facets of the Council’s activities. 

Internal audit - An audit conducted by staff (or consultants) under the control of management, although usually independent of line management.  Internal audit is a ‘tool’ of management, able to be applied to a range of opportunities.  It can be used to ensure that the Council is complying with policies, procedures and legislation; it can be used to ensure that the internal control system is healthy and functioning effectively; or it can be used in a management consultancy role .

Principles:

The work of external auditors is governed by Auditing Standards and Auditing Guidance Statements prepared by the Auditing Standards Board of the Australian Accounting Research Foundation.  Many of those standards and guidance statements also provide internal auditors with useful direction.

The principles that underpin the conduct of any audit are:

· Independence – the auditor must be independent of the work he or she is auditing and the independence must be both actual and perceived;

· Integrity – a straightforward, sincere, detached and honest approach to the audit;

· Objectivity – freedom from bias and the maintenance of an impartial attitude;

· Professional Competence and due care – the maintenance of a sound knowledge of audit work, and the context within which it is performed, coupled with attention to detail;

· Confidentiality – audit findings and results are confidential between the client and the auditor;

· Professional behaviour – the maintenance of principles and standards and the strength of character to maintain an independent stance in the face of pressure:   and

· Technical standards – adherence to auditing standards and guidance statements.

Legislation:

The Local Government Act 1999  - Sections 128 to 130 - provides for:

· Councils to appoint an auditor, on contract, for a period of five years;
· Councils to have their financial statements audited each financial year;
· The auditor to provide both an audit opinion and a report on particular matters that arise during the course of an audit;
· The auditor to report to the Minister if significant irregularities are not rectified within a reasonable time frame;
· The CEO to provide the accounting records and any information or explanation required by the auditor;  and
· Where a Council has an audit committee, definition of the membership and the functions of the committee.
The Local Government (Financial Management) Regulations 1999 – Regulations 12 and 14 - require:

· Councils to have their financial statements ready for audit by  the second Friday in September;

· Councils to provide their audited financial statements to the Minister and the Grants Commission and the ABS by November 30 each year;   and
· The auditor to audit the financial statements in accordance with the Auditing Standards and Auditing Guidance Statements promulgated by the two accounting bodies;
External Audit

The principal role of the external auditor is to undertake an independent examination of the annual financial statements.  The examination is undertaken with a view to expressing an opinion on whether the financial statements and the information presented in them fairly reflect the results of the operations for the year and the resultant financial position.  The audit opinion is not an absolute guarantee that the financial statements are correct in every detail, rather it is a statement, based on audit testing and evidence, that the financial statements are reasonably free from error.  

The major characteristic of the role of the external auditor is the independence of the auditor from the operations of the local government.  Maintaining this independence is important and the Statement of Auditing Practice 32 – Audit Independence
 discusses the topic in some detail.  One of the concerns is the ability of the auditor to carry out other work for a client and retain the required audit independence.  The practice is not prohibited but an auditor must ensure that the ability to provide an independent audit is not compromised and, in particular, must consider the following:

· Ensuring that the work required to be done is not of a management nature;

· Ensuring that independence is not compromised by being, or being perceived to be, closely aligned with management;   and

· That the level of fees received from other work does not impair independence.

Clearly, there will be additional work that the Council might require for which the auditor is the ideal person to employ - such as financial prudence, fraud investigation and the like.  It would be unwise to prohibit the auditor from doing such work where he or she is the appropriate person to employ.

It is necessary that there is a suitable contract between the Council and the external auditor.  The external auditor will be seeking a letter of engagement, as required by Auditing Standard AUS204 – Terms of Audit Engagements
.  In developing a suitable contract Councils should give consideration to including requirements relating to:

· The scope of the work – ensure that all entities and functions that the Council is responsible for are included;

· Term of the agreement – must be for five years;

· Staffing of the audit – who will carry out the work, including their skills, qualifications and experience;

· Timing  - whether the audit will be carried out in one or more visits and when the work will be carried out;

· Liaison – the nominated people, from both the Council and the external auditor’s office, who will co-ordinate the audit;

· Fees – what the audit fee is and what the terms of payment are;   and

· Other work – arrangements for the conduct of non-audit work.

Role of the Elected Body

Mandatory
The Elected Body must:

· Appoint an auditor, on terms and conditions agreed between the Council and the auditor, for a period of five years;   and

· Adopt the audited financial statements.

Desirable

The Elected Body should:

· Meet with the auditor at the time of adopting the accounts to clarify any matters in the audit opinion or management report;   and

· Set a policy in relation to other work that the auditor may carry out for the Council.

Note:  The role of the Elected Body may change slightly if the Council makes use of an Audit Committee (refer below).

Role of Management and Staff

Mandatory

The CEO must:

· Ensure that the financial statements are prepared, ready for auditing, by the second Friday in September;

· Produce all accounting and other records required by the auditor;   

· Provide any explanations required by the auditor;

· Address and rectify matters raised by the auditor promptly;

· Keep the Council informed of any major audit findings;   and 

Desirable

The CEO and Management should:

· Assist the Council in appointing an auditor.

Audit Committee
An audit committee has the potential to provide the Council with a high degree of assurance that the Council’s internal control system is operating effectively.  In the absence of an internal audit function, a likely occurrence in smaller Councils, the audit committee can perform that role.  The Local Government Act 1999 permits the use of an audit committee, suggesting that its role could include:

· A review of the annual financial statements;

· Liaison with the Council’s auditor;   and

· Reviewing the control framework and management practices of the Council.

Additionally, where the Council does have an internal audit function, the function can be monitored and assisted by an audit committee.  The audit committee can also play a role in the appointment of the external auditor.

An audit committee will be most effective if it comprises about 3 to 5 persons, who have specific skills and experience in financial and management matters.  The Local Government Act 1999 permits membership by non-Council Members, but prohibits membership by staff.  The external auditor may attend committee meetings as an observer, but may not be a part of the committee as it reviews the work of the external auditor.

Role of the Elected Body

Mandatory
The Elected Body must, if it appoints an Audit Committee:

· Set the Charter of the audit committee;

· Require regular reports from the audit committee;   and 

· Ensure prompt action to rectify matters raised by the audit committee.

Desirable
The Elected Body should:

· Consider the need for an audit committee, with particular emphasis on  the potential to co-opt skills from outside of the Elected Body.

Role of Management and Staff

Desirable
The CEO and Management should:

· Co-operate with the audit committee in its investigations and deliberations;

· Act promptly to clarify or rectify matters brought to their attention by the audit committee

Internal Audit

Internal auditing has been defined as “... an independent, objective assurance and consulting activity designed to add value and improve an organization’s operations.  It helps an organization accomplish its objectives by bringing a systematic disciplined approach to evaluate and improve the effectiveness of risk management, control and governance processes.”

It is important that where an internal audit function is established that it be supported by both the Council and the CEO.  An appropriate way to do this is to establish and publish an internal audit charter.  The charter should cover such topics as:

· Purpose of Internal Audit;

· Authority to Operate;

· Independence from Line Management;

· Responsibility (to whom and for what);

· Audit Planning;

· Scope and Frequency of Audits

· Standards for operation;

· Audit Techniques and Methodology;

· Audit reports – individual audits;

· Audit reporting – achievement against plan;

· Quality Assurance of the audit process;   and

· Liaison with external auditors.

Like any other activity of Council, the internal audit function must provide value-adding services.  Sometimes it will be difficult to quantify the benefits from internal audit operations but Council and management should set, in conjunction with internal audit, performance standards and monitor their achievement.  

Role of the Elected Body

Mandatory

The Elected Body must, if an internal audit function is established:   

· Support the function of internal audit;   and 

· Provide a conduit for the reporting of serious matters.

Role of Management and Staff

Desirable
The CEO and Management must, if an internal audit function is established:   

· Create and maintain the Internal Audit Charter;

· Respond promptly to internal audit reports;   and

· Monitor the performance of the internal audit function.

Note:  Where a Council has established an Audit Committee some of the roles of the Elected Body and Management and Staff can sit with the Audit Committee.
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COSTING SYSTEMS

Costing Systems

Definition:

A costing system is a system that enables a Council to: 

· collect financial and non-financial information about the functions, activities and services provided by the Council (keeping the score); 

· aggregate the information to enable the comparison of actual versus budget results and the identification of trends (attention directing);

· analyse financial and non-financial data to explain what has occurred or to determine sound courses of action (problem solving);   and

· provide, to internal and external stakeholders, financial and non-financial data and results (reporting).

The role of any costing system is to meet the diverse needs of a large group of interested parties who want to understand the financial and management information of a Council.  Fundamentally there are two categories of parties who have needs for information, those who have direct information needs and those who have indirect information needs.  

The decision-makers in a Council have a direct need for financial and management information.  These include Council Members, senior management, supervisors and a diverse range of staff throughout the Council.  The needs vary from a broad understanding of the Council’s finances and financial performance to the detailed costing of individual projects.  The costing information is used to satisfy the following needs:

· for the financial aspects performance measurement (actual versus budget); 

· comparative financial information (this year versus last year);

· project analysis (a costed break-up of the elements of a job or project); 

· future actions (cost/benefit analysis of capital projects);   

· pricing decisions (market, full-cost, operating cost);   and 

· other information needs.

Those who have indirect information needs include other government agencies, other Councils, the Local Government Association, residents and local businesses, financial institutions, creditors, academics and students, journalists and many other people.  Their needs are likely to be at the aggregate level, although some of the needs may be for detailed information.

While the need for a costing system is largely an administrative issue, the Elected Body has significant needs for financial and performance information and any costing system acquired must meet those needs.

Principles:

There are a number of key principles to consider in relation to local government costs and costing systems.  They are:

1. The principal reason for gathering costing information is to make decisions about the functions, activities and services provided.  Costs are allocated to enable the relevant cost of the functions, activities and services to be determined.  The relevant costs provide useful information for determining such issues as:

· The fee to charge for services provided on a user pays basis;

· Whether value for money has been provided;

· What is the most cost-effective way to provide the function, activity or service e.g. in-house or outsourced;   and

· Do the benefits exceed the costs?

2. Historic costing information is a useful guide and starting point to planning future actions.

3. Gathering costing information has a price and it is important to ensure that the value of the information provided by a costing system is greater than the cost of collecting the information.

4. The gathering and aggregation of costing information must be done on a consistent basis.  For example, period to period or actual to budget comparisons will only be valid if the same cost items are included in the two figures being compared.

5. Different decisions may need different costs aggregations so it is important that costing data can be presented in a number of different ways.

6. In making comparisons of costs or in using costing information to make decisions it is important to consider the principle of materiality – the concept that costs are material if their omission, non-disclosure or misstatement from consideration might mislead decision makers or users of the information.

7. While costs are often classified as controllable or non-controllable it is important to remember that all costs are controllable by someone!

8. While costs are often fixed or difficult to vary in the short-term, all costs are variable in the long-run!

No costing system will meet all the direct and indirect information needs of a Council or local government generally.  However, it is critical that the direct information needs of decision-makers are met from the costing system or systems used.  While indirect information needs will vary in importance – some government agencies have legally enforceable requirements for information – it is the Council’s own direct information needs that should drive the selection of a costing system.  A costing system that provides a range of ways of looking at the financial information is also likely to be a better solution to the diverse information needs of the broad range of people who want to know about a Council.

Legislation:

The Local Government Act 1999 provides:

· That in assessing large projects the following prudential issues are considered-

· if the project is intended to produce revenue, revenue projections and potential financial risks;
· the recurrent and whole‑of‑life costs associated with the project including any costs arising out of proposed financial arrangements;

· the financial viability of the project, and the short and longer term estimated net effect of the project on the financial position of the Council – Chapter 4, Part 3;

· That in developing strategic management plans Councils need to be able to estimate revenues and expenditures for the relevant period and state the financial and non-financial measures that will be used to monitor performance – Chapter 8, Part 1;

· Councils must keep accounting records that adequately record and explain the revenues, expenses, assets and liabilities of the Council and allow the preparation of financial statements – Chapter 8, Part 3.

The Local Government (Financial Management) Regulations 1999 require Councils to prepare externally reported financial information on a full cost attribution basis from the 2002/2003 financial year.

Full-Cost Attribution 

From the 2002/2003 financial year Councils will be required to provide externally reported financial information on a full cost attribution basis.  However, many of the decisions that managers and the Elected Body make require a comprehensive understanding of all the costs involved in the provision of functions, activities or services.  These decisions can relate to:

· The method by which functions, activities or services will be provided and the relevant cost of those different methods;

· The price to charge for goods and services;   and

· Cost comparisons for benchmarking, contestability and performance measurement.

In a full cost accounting approach all costs, direct and indirect, associated with providing a function, activity or service are charged to the function, activity or service.  In this approach the following costs are allocated:

· The direct labour, material, contract and other costs associated with the function, activity or service – i.e. the costs that are wholly and solely attributable to the particular function, activity or service;

· The indirect costs of providing the function, activity or service – i.e. an allocation of joint costs where two or more functions, activities or services are done by the one process and the apportionment of the support costs (administrative costs, accounting services, human resources, information systems costs);   and

· Other overheads – e.g. corporate.

Note:  There are some costs that will not be allocated. Which costs will be allocated and which will not is a matter for decision by each Council.  Typically, governance costs (the costs associated with the Elected Body and senior management) will not be allocated but will be retained in their own cost centre.

There are two broad approaches to allocating indirect and overhead costs, viz:

· Traditional Cost Allocation – the accumulation of costs into costs centres and their subsequent allocation to individual jobs or processes on some basis (labour dollars, labour hours, machine hours, material costs)

· Activity Based Costing – the tracing and allocation of costs based on the cost drivers for activities and outputs.

In recent years there has been a move towards the adoption of the Activity Based Costing approach, although not necessarily for every function, activity or service.  It is important to ensure that the method of allocating costs is: 

· appropriate to the decision to be made;

· readily understandable;   and

· cost-effective from a cost/benefit perspective.

Examples of costing approaches and a detailed discussion of concepts are contained in the publication ‘Costing Methodology for Local Government in South Australia’, published by the Local Government Research Foundation.  The LGA is currently developing guidelines and training to assist Councils in understanding and applying full-cost attribution.

Role of Elected Body

Desirable

The Elected Body should:

· Provide sufficient funds for the acquisition and maintenance of an appropriate costing system;

· Understand on what basis costing information has been prepared for decision making (direct costs, full cost attribution);   and

· Ensure that the financial reports and statements it receives have been prepared on a consistent basis and include all relevant costing information.

Role of CEO and Management

Mandatory

The CEO and Management must ensure that the Council’s costing systems enable compliance with the Local Government Act and Regulations in relation to estimation, recording, explaining and reporting of revenues, expenditures, assets and liabilities.

Desirable

The CEO and Management should:

· Obtain and maintain an appropriate costing system to meet the current and anticipated needs of the Council to use and provide costing information;   and

· In consultation with the Elected Body, determine the most appropriate approach to providing information on a full cost attribution basis.

Cost Reflective Pricing

A report entitled National Competition Policy was prepared by a committee chaired by Professor Fred Hilmer in 1993.  One of the basic principles underlying the report was that government businesses should not compete unfairly with private sector businesses.  It is generally expected that cost-reflective pricing will be the option most commonly applied to local government businesses in assessing whether the business is competing fairly with the private sector as it is relatively simple to apply and does not create a large administrative overhead.

Cost-reflective pricing is the setting of prices for goods and services based on the full cost of providing the goods and services, adjusted for any benefits or disadvantages of being a government entity.   Cost-reflective pricing includes:

· The direct and indirect costs;

· An appropriate overhead allocation;

· Depreciation charges based on a realistic assessment of economic life and residual value;

· A pre- or post-tax return on investment based on realistic asset valuations;

· Including in the cost base adjustments for items such as taxes not incurred, the cheaper cost of financing, lower workers compensation, etc.;   and

· Excluding from the cost base extra costs incurred as a result of being a government entity such as higher award rates, higher superannuation costs, the cost of complying with increased standards of internal control, community service obligations, accountability and reporting, management and board structure costs etc.

Taking into account the actual costs, and any adjustment for including or excluding costs as discussed above (notional costs), the price or prices charged can then be assessed against the cost base.  If the price or prices being charged are less than the costs (actual and notional) incurred then the market is being distorted and the public sector business is unfairly competing with the private sector.  A similar argument can be sustained in assessing competition between Councils.

An example of the approach is attached at Appendix 1.

Role of Elected Body

Desirable

The Elected Body should develop a policy on competition between its own businesses and the private sector, taking into account any policy it has set in relation to local economic development.

Role of CEO and Management

Desirable

The CEO and Management should: 

· Implement the Elected Body’s policy on competition between Council and private businesses;

· Ensure that Council costing systems can generate the required information to determine cost reflective pricing;   and

· Monitor, and take corrective action, in relation to cost reflective pricing.

Income Tax, Payroll Tax, Goods and Services Tax and Fringe Benefits Tax

The legislation relating to the operation of these taxes require a substantial amount of record-keeping.  It is essential that any Council costing system is capable of recording, retrieving and reporting in an accurate and timely manner the required information.

In particular, the costing system needs to distinguish between transactions that are subject to the taxes and those that are not subject to the taxes.  For example, a number of fees and charges collected by Local Government have been exempted from the Goods and Services Tax and these need to be appropriately identified in Councils’ Schedule of Fees and Charges.  The costing system needs to identify all GST payments and receipts and provide the Council with the transaction information to provide for the completion of the Business Activity Statement.  Similarly, most Council operations are exempt from Payroll Tax and Income Tax.  However, Fringe Benefits Tax is broadly applicable to Local Government and the record keeping associated with this tax is relatively complex.

Role of CEO and Management

Desirable

The CEO and Management should: 

· ensure that the Council’s costing systems correctly record and categorise all transactions and provide accurate reports on which taxation returns and claims can be based:   and

· ensure that the Council’s costing systems provide sufficient information to enable the Council to minimise its liability for taxation.

References

Local Government Association (2000), Establishing Subsidiaries – An Implementation Manual, LGA, Adelaide

Local Government Association (2000), Service Delivery Manuals – Volumes 1 and 2, LGA, Adelaide.

Local Government Association - manuals/information on GST.

Local Government Mutual Liability Scheme  - details re contract manuals

SA Local Government Financial Management Group (1995), Costing Methodology for Local Government in South Australia, Local Government Research Foundation, Adelaide.

Various Australian Taxation Office publications.
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	Caravan Park - Notional Costs
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Revenues
	
	
	$273,040 
	
	
	
	
	
	

	
	Expenses
	
	
	($188,739)
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	Net Surplus/(Deficit)
	
	$84,301 
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	less:
	
	
	
	
	
	
	
	
	

	
	Advantage Costs
	
	
	($34,943)
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	plus:
	
	
	
	
	
	
	
	
	

	
	Disadvantage Costs
	
	
	$12,100 
	
	Required ROI 
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	Notional 

Net Surplus/(Deficit)
	
	$61,458 
	
	$44,827 
	10%
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	Tax @ 36%
	
	($22,125)
	
	***
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	After Tax Income
	
	$39,333 
	
	$28,689
	6.4%
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	***
	Tax could be further reduced by the use of the accelerated depreciation provisions of the 

	
	Income Tax Act.  However, this has not been calculated as in the long run you can only  

	
	Depreciate the actual loss in value over time.
	
	
	
	
	
	
	
	


	
	Caravan Park - Recurrent Expenditure

	
	
	
	
	

	
	
	REVENUE
	
	 

	
	
	
	
	

	
	
	Accommodation Fees
	
	$256,044 

	
	
	Laundry Fees
	
	$9,435 

	
	
	Oval Hire
	
	$3,910 

	
	
	Interest Received
	
	$2,027 

	
	
	Other Income
	
	$1,623 

	
	
	
	
	

	
	
	Total Revenue
	
	$273,040 

	
	
	
	
	

	
	
	EXPENSES
	
	

	
	
	 
	
	

	
	
	Bank Charges
	
	$1,582 

	
	
	Commission Paid
	
	$61,852 

	
	
	Depreciation
	
	$20,116 

	
	
	Advertising
	
	$5,273 

	
	
	Maintenance
	
	$32,013 

	
	
	Power & Heating
	
	$42,316 

	
	
	Rates - Water
	
	$11,003 

	
	
	Secretarial Expenses
	
	$5,288 

	
	
	Sundry
	
	$5,303 

	
	
	Telephone
	
	$3,994 

	
	
	
	
	

	
	
	Total Expenditure
	
	$188,739 

	
	
	
	
	

	
	
	Net Surplus/(Deficit) on Operations
	
	$84,301 


	Caravan Park
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Costs not met that would be incurred by Private Operator
	
	
	

	
	
	
	
	
	
	
	
	

	Council Rates
	
	3,800 
	
	
	
	
	

	Insurance
	
	1,240 
	
	
	
	
	
	

	Land Tax
	
	525 
	
	
	
	
	
	

	Sales Tax
	
	4,105 
	
	Estimated at 50% of Maintenance and Sundry 

	
	
	
	
	Expenses @ 22%.  Note: Refer also Return on 

	
	
	
	
	Investment worksheet for further adjustment.

	Rental of Site
	
	7,100 
	
	Based on 10% of land value
	
	

	Rental of Buildings and Vans
	4,023 
	
	Based on 20% of depreciation charge - see Note.

	STEDS
	
	12,650 
	
	See calculation below
	
	

	Lease Costs
	
	500 
	
	
	
	
	

	Audit Fees
	
	1,000 
	
	Estimated apportionment of audit fees paid by Council

	
	
	34,943 
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	STEDS Calculation
	
	
	
	
	
	
	
	

	
	
	Occupancies
	Units
	
	
	
	
	

	Caretakers Residence
	
	1.0
	Based on five months occupancy statistics

	Cabins
	
	1,721 
	
	
	
	
	
	

	Caravans
	
	17,885 
	
	
	
	
	
	

	
	
	19,606 
	53.7
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Units to be charged
	54.7
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Note:  Rental of Buildings and Vans:
	
	
	
	
	
	

	It is assumed that the total rental charge for the buildings and vans would be equal to the loss in value 

	of the asset (depreciation) plus a 20% return.  Only the 20% is included here as the balance 
	

	(depreciation is already included in the financial statements.
	
	
	
	


	Caravan Park
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Costs currently met that would not be met by Private Operator
	
	

	
	
	
	
	
	
	
	

	Water for Oval
	5,000 
	
	Estimate based on in-line meter readings.  This will 

	
	
	
	vary from season to season.
	
	

	Oval Watering
	1,000 
	
	Estimate based on $50 per week for 20 weeks, 

	
	
	
	paid by Manager from his commission.
	

	Honoraria for Committee members
	4,600 
	
	Actual payments
	
	
	

	Council Officers Time
	1,500 
	
	Conservative estimate of time of Council officers.

	
	12,100 
	
	
	
	
	
	


	Caravan Park - Return on Investment

	
	
	
	
	
	

	Asset Base
	
	
	
	

	
	
	WDCRC
	
	
	

	
	
	@  1.7.99
	
	
	

	
	
	
	
	
	

	Land
	
	71,000 
	
	
	

	Buildings
	336,978 
	
	
	

	Plant and Equipment
	29,347 
	
	
	

	Furniture and Fittings
	6,926 
	
	
	

	Office Equipment
	3,267 
	
	
	

	
	
	447,517 
	
	
	

	
	
	20,754 
	GST Tax adjustment
	

	
	
	448,271 
	
	
	

	
	
	
	
	
	

	ROI @ 10% - pre-tax
	44,827 
	
	
	

	ROI @ 6.4 % - post-tax
	28,689 
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Sales Tax adjustment
	
	
	
	

	7 Jayco Cabins
	168,000 
	
	
	

	Plant and Equipment
	29,347 
	
	
	

	Furniture and Fittings
	6,926 
	
	
	

	Office Equipment
	3,267 
	
	
	

	
	
	207,539 
	
	
	

	GST – 10%
	20,754 
	
	
	


FINANCIAL AND MANAGEMENT REPORTING

Financial and Management Reporting

Definition:  

A key role of the finance function is to produce financial information on both a regular and an ad hoc basis for a wide range of interested parties – the Elected Body, management, other staff, funding bodies, government departments, residents, the general public. 

Two broad types of reports may be produced:

· Financial reports - general purpose financial reports that provide information to interested parties who have no capacity to obtain financial information to meet their needs from specific reports – the Financial Statements prepared by Councils are a good example of this type of report;   and

· Management reports - reports on specific financial areas of interest for the Elected Body, management or others, tailored to meet their specific needs.  For example - monthly management reports, a budget to actual expenditure report for a specific Council activity, a liquidity statement.

The information reported will vary according to the use of the information and the target audience. It may be based on past financial transactions, or involve prediction of likely future financial trends.

A clear distinction is drawn between financial information prepared for general users of financial information – financial reporting - and the reporting of financial information specifically prepared for the Elected Body and management to enable them to carry out their monitoring and review roles.

Principles:  

Australian Accounting Standard 27 (AAS27)
 requires that general purpose financial statements be prepared in conformity with all applicable accounting standards and statements of accounting concepts. Statements of Accounting Concepts (SAC’s) 2 and 3 provide general principles that should be applied in the preparation and presentation of general purpose and other financial reports.

SAC 2
 states that general purpose financial reports should:

· Provide information useful to interested parties for making and evaluating decisions about the allocation of scarce resources,

· Be presented in a manner which assists in discharging management and governing body accountability,

· Disclose information relevant to the assessment of performance, financial position, finance and investing, including information in respect to compliance with statutory requirements.

SAC 3
 states that financial information must satisfy the concepts of relevance and reliability, pass the test of materiality and be presented on a timely basis in a comparable and understandable format, where: 

· Relevance – information will be relevant where it assists users in making decisions, by helping them to make predictions about the outcome of events and by providing feedback on past decisions. 

· Reliability – reliable information means information that represents the transactions or events it is supposed to represent, without bias or error. Information that is not reliable will be misleading and useless.

· Materiality – materiality is the level of relevant and reliable information, which may be omitted or misstated without potentially affecting the decisions of users. If immaterial information is included in the financial reports it may impair the understanding of users.

· Comparability – users of financial information need to be able to compare transactions and events at different points in time or between different entities. 

· Understandability – information needs to be presented in such a way that users can comprehend its meaning. 

· Timeliness – financial reports must be presented on a timely basis as information may lose its relevance if there is a delay in it being reported. 

Legislation:

The Local Government Act 1999 requires: 

· Council Members to keep the Council’s resource allocation, expenditure and activities, and the efficiency and effectiveness of its service delivery, under review.

· The CEO to:

· provide advice and reports to the Council on the exercise and performance of its powers and functions;

· provide information to the Council to assist the Council to assess performance against its strategic management plans;

· ensure that timely and accurate information about Council policies and programs is regularly provided to the Council's community, and to ensure that appropriate and prompt responses are given to specific requests for information made to the Council;
· The preparation of strategic management plans by the Council which include an estimation of revenues and expenditures and the measures, both financial and non-financial, that the Council will use to assess performance;

· The Elected Body must prepare and publish annual financial statements;   and

· The Elected Body must publish an annual report which contains financial information.

The Local Government (Financial Management) Regulations 1999 contain the following provisions:

· The specification of the form and content of the annual financial statements;

· A requirement that the financial statements are prepared, ready for audit, by the second Friday in September;

· A requirement for the CEO to certify that the financial statements have been properly prepared;

· A requirement for the Council to adopt the audited financial statements;     and

· A requirement for the Council to provide a copy of the financial statements to the Minister for Local Government, the Local Government Grants Commission and the Australian Bureau of Statistics, by November 30 each year.

Financial Reporting

The principal set of financial reports that a Council will prepare are the annual financial statements which comprise:

· The Operating Statement;

· The Statement of Financial Position;

· The Statement of Changes in Equity;

· The Statement of Cash Flows;   and 

· Notes to the annual financial statements, including information required to be supplied to the Australian Bureau of Statistics.

Note:  These statements are defined in the Glossary.

Additional information on the preparation and presentation of the annual financial statements is included in the section on Audit.

Role of the Elected Body

Mandatory

The Elected Body must adopt the annual financial statements at a meeting prior to 30 November. 

Role of CEO and Management

Mandatory

The CEO and Management must:

· Prepare the financial statements ready for audit by the second Friday in September;

· Provide all necessary assistance to the Auditor to ensure the audit is completed in a timely manner;

· Rectify any deficiencies found by the Auditor promptly;

· Ensure that the financial statements are adopted by Council;   

· Distribute the financial statements to the Minister for Local Government, the Local Government Grants Commission and the Australian Bureau of Statistics (along with supplementary information specified by the Australian Bureau of Statistics);   and

· Publish the annual financial statements in the annual report.

Note:  The form and content of the annual Financial Statements are included in the Local Government Accounting manual
.  

Desirable
The CEO and Management should:

· Ensure that accounting records and internal control systems are maintained during the year so that the production of the financial statements can proceed without delay;

· Plan the end-of-financial year process;

· Keep the Elected Body informed of progress to finalise the financial statements, particularly in relation to matters raised by the auditors;   and

· Make the financial statements available to residents and others in summary form.

Management Reporting

Introduction

Management reporting refers to the provision of financial information to the Elected Body, management and other staff to enable them to monitor and review resource allocation and performance against budget and the Council’s Strategic plans.  To assist the Elected Body in complying with both legislative requirements and the principles of corporate governance, it should ensure that it receives both regular and ad hoc reports on the Council’s financial performance. These reports should be structured to provide information which enables the Council to assess performance at a broad rather than a detailed level.

It would be useful for the Elected Body if the management reports it receives are in line with the format with which it considers and adopts the budget.

An example of a typical management report is attached as Appendix 1.

Role of the Elected Body

Mandatory

The Elected Body must:

· keep the Council's resource allocation, expenditure and activities, and the efficiency and effectiveness of its service delivery, under review;

· receive reports to allow them to review and reconsider the Council’s budget at least three times a year.

Desirable
The Elected Body should:

· ensure that it makes clear to management what it requires in terms of financial reports;   and

· regularly review the reports it receives to ensure that the information meets its needs.

Role of CEO and Management

Mandatory

The CEO and Management must:

· provide information to the Elected Body to assist the it to assess performance against its strategic management plans.

Desirable
The CEO and Management should:

· Establish a reporting framework – form, content and timing - for management and staff which provides appropriate information for the management of the Council’s resources;   and

· Monitor the reporting framework to ensure that it continues to meet the needs of managers and staff.

References
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Australian Accounting Standards Board (1990), Statement of Accounting Concepts 3 – Qualitative Characteristics of Financial Information, Australian Accounting Research Foundation, Melbourne.

Financial Advisory Committee (1997), Local Government Accounting Manual, 
Local Government Association, Adelaide
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	XYZ District Council
	 
	 
	 
	 
	 
	Management Report for  November, 20XX
	 
	 
	 
	 
	 
	 
	 
	 
	Page  x  of xx

	 
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	 

	 
	
	
	
	
	
	
	
	
	
	
	
	
	
	Original
	
	Revised 

	Month to Date
	
	
	
	
	
	
	Year to Date
	
	
	Annual
	
	Annual

	Actual
	Budget
	Variance
	
	
	
	
	
	
	Actual
	Budget
	Variance
	
	
	Budget
	
	Budget

	 
	
	
	
	Transport and Communication
	
	
	
	
	
	
	
	
	 

	 
	
	
	
	
	Road Construction
	
	
	
	
	
	
	
	
	 

	 
	
	
	
	
	
	Sealed Roads
	
	
	
	
	
	
	
	
	 

	      123,346.16 
	      125,000.00 
	          1,653.84 
	FAV
	
	
	
	Smith Street
	
	      245,961.13 
	      250,000.00 
	          4,038.87 
	FAV
	
	      476,000.00 
	
	      512,000.00 

	72,982.43
	        80,000.00 
	          7,017.57 
	FAV
	
	
	
	Adam Street
	
	      311,285.75 
	      300,000.00 
	       (11,285.75)
	UNFAV
	
	      433,000.00 
	
	      427,000.00 

	      258,943.87 
	      350,000.00 
	        91,056.13 
	FAV
	
	
	
	Henry Lawson Drive
	
	      511,493.23 
	      520,000.00 
	          8,506.77 
	FAV
	
	      780,000.00 
	
	      780,000.00 

	      455,272.46 
	      555,000.00 
	        99,727.54 
	FAV
	
	
	
	Total Sealed Roads
	
	   1,068,740.11 
	   1,070,000.00 
	          1,259.89 
	FAV
	
	   1,689,000.00 
	
	   1,719,000.00 

	 
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	 

	 
	
	
	
	
	
	Unsealed Roads
	
	
	
	
	
	
	
	
	 

	                     -   
	                     -   
	                     -   
	OK
	
	
	
	Ten Chain Road
	
	                     -   
	                     -   
	                     -   
	OK
	
	      198,000.00 
	
	      210,000.00 

	        78,976.56 
	        72,000.00 
	         (6,976.56)
	UNFAV
	
	
	
	Black Creek Road
	
	      159,874.64 
	      156,000.00 
	         (3,874.64)
	UNFAV
	
	      276,000.00 
	
	      248,000.00 

	        78,976.56 
	        72,000.00 
	         (6,976.56)
	UNFAV
	
	
	
	Total Unsealed Roads
	
	      159,874.64 
	      156,000.00 
	         (3,874.64)
	UNFAV
	
	      474,000.00 
	
	      458,000.00 

	 
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	 

	      534,249.02 
	      627,000.00 
	        92,750.98 
	FAV
	 
	 
	 
	Total Road Construction
	 
	   1,228,614.75 
	   1,226,000.00 
	         (2,614.75)
	UNFAV
	 
	   2,163,000.00 
	 
	   2,177,000.00 


GLOSSARY OF TERMS

Glossary of Terms

“Accountability” means the responsibility to provide information on the performance, achievement of goals and objectives, financial position and related matters to those people and organisations who have an interest in the management and performance of a Council (stakeholders).

“Accounting standards” are generally promulgated by accounting bodies and detail the principles and procedures that apply to externally reported financial information.  In some cases, federal and state governments legislate specific accounting requirements for local governments.  Local governments may also have internal accounting standards that they apply to their accounting information.

“Asset” means, in an accounting sense, something of value and, in a property sense, a physical thing of value.

“Audit” means an official examination of accounting and financial records, usually with a view to providing an opinion on the reliability of summary financial information.

“Benchmarking” means the comparison of policies, practices, philosophies, and performance measures against another organization (or organizations), generally regarded as being high-performing, with a view to improving efficiency and effectiveness.

“Budget” means the translation of a Council’s goals and objectives for a specific period into quantitative terms – the physical resources required to achieve the goals and objectives.

“Chart of accounts” means an ordered system for classifying income and expenditure.

“Condition-based depreciation” means the calculation of the use of an asset, usually an asset having an indefinite life, based on the expected funding requirement to maintain the asset to a specified condition, over a number of years.

“Costing system” means a system, manual or computerised, for collecting,  aggregating and reporting financial and non-financial information about the functions, activities and services provided by the Council

“Cost reflective pricing” means the setting of prices for goods and services based on the full cost of providing the goods and services, adjusted for any benefits or disadvantages of being a government entity

“Delegation” means assigning the power to make decisions, either broadly or under particular conditions, to specific individuals.

“Demographic” means information that relates to the science of vital and social statistics, the measurement of characteristics of populations such as births, deaths, diseases, marriages.

“Depreciation” is an accounting measure designed to quantify the value of an asset that is used up over a specific time period.

“Effectiveness” means the achievement of the expected outcomes from a process.

“Efficiency” means the achievement of an optimum level of outputs for a given set of inputs.

 “Elected Body” means the persons currently elected as members of the Council.

“Equity” means the quality of being fair or impartial; fairness; impartiality, that which is fair and just or, in an accounting sense, the excess of assets over liabilities.

“External audit” means an official review of a Council’s operations, conducted by persons independent of the Council, performed with a view to expressing an opinion on whether the financial statements prepared by the Council are free from material misstatement.

“Financial management” means the timely capture, processing and presentation of financial information in a form which is tailored to assist decision-makers and users of financial information to plan, monitor and make decisions effectively.

“Financial reporting” means the preparation of general purpose financial reports that provide information to interested parties who have no capacity to obtain financial information to meet their needs from specific reports.

“Full-cost attribution (full cost accounting)” means an accounting approach in which all the costs, direct and indirect, associated with providing a function, activity or service are charged to the function, activity or service.

“Internal audit” means an audit conducted by staff (or consultants) under the control of management, although usually independent of line management.

“Internal control” means the plan of the organisation and all the methods and procedures adopted by the management of the Council to assist in achieving the Council’s objective of ensuring, as far as is practicable, the orderly and efficient conduct of the operations of the Council.

“Joint venture” means a business enterprise for which two or more parties join forces (not necessarily in partnership or by the formation of a company).

“Liability” means an obligation, especially for payment; debt or pecuniary obligations.

“Liquidity” means the state of having assets either in cash or readily convertible into cash.  

“Management reporting” means the provision of financial information to the Elected Body, management and other staff to enable them to monitor and review resource allocation and performance against budget.

“Notes to the financial statements” means information which provides further explanations relating to the quantitative information in the financial statements

“Operating Statement” means the statement that details the expenses and revenues, including any resultant surplus or deficit on operations, of a Council for a particular financial year.

“Outsourcing” means the provision of Council activities, functions and services by external means.

“Partnership” means a legally constituted business relationship between two or more people or business entities.

“Performance measurement” means the assessment of the performance of an activity, function or service against some standard or target.

“Performance measure (indicator)” means the individual target or standard that is set in relation to measuring an activity, function or service.

“Risk assessment” means the evaluation of likely things that can go wrong in conducting a business.

“Risk management” means the actions taken to minimise the impact of risk on a business.

“Statement of Financial Position” means the financial statement which details the assets, liabilities and equity of a Council at a specific point in time (usually June 30).

“Statement of Cash Flows” means the financial statement that details the receipts and payments of a Council for a financial year.

“Statement of Changes in Equity” means the financial statement which details the movements in the equity (increase/decrease in equity, reserves and provisions) of a Council for a financial year

“Sensitivity analysis” means the application of modelling, constructed to identify and measure the changes that can occur to financial, and other quantifiable, projections through varying the assumptions used to create the projections.

“Strategic planning” means the process of developing the Council’s goals and objectives and identifying how the goals and objectives can be achieved.

“Subsidiary” means an organisation set up by one or more Councils to carry out activities, functions and services on behalf of the Council or Councils.

“Transparency” refers to the degree of openness with which decisions are made.  The greater the public scrutiny of the decision making process the more ‘transparent’ the process.

“Trust” is a specific legal arrangement where a person or group of persons is charged with administering the affairs of another person or group of people, usually with limitations on the actions that may be undertaken detailed in a trust deed.
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Strategic Management Plans

















Strategic Objectives – vision and mission driven, outlining the long-term broad objectives and strategic direction of the Council.





Corporate Objectives – the Council’s  desired main outcomes and strategies for the medium–term.





Annual Business Objectives – the Council’s  business focus and strategies for a specific financial year.





Operational/Action Objectives – the actions to be taken, in the short-term, to achieve the strategies and outcomes of the Council.
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