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Audit of Manawatu District Council - Year Ended 30 June 2016

Purpose

To present Audit New Zealand'’s report to Council on the audit of the Manawatu District Council
for the year ended 30 June 2016.

Significance of Decision

The Council’s Significance and Engagement policy is not triggered by matters discussed in this
report.

Recommendations

That the Audit and Risk Committee receive the Audit New Zealand report on the Manawatu
District Council audit for the year ended 30 June 2016.

Report prepared by:
Allie Dunn
Governance Team Leader

Approved for submission by:
Shayne Harris
General Manager - Corporate and Regulatory
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Contribution to the Council Vision and Council Outcomes

Relationship to the Council Outcomes that underpin the Council’s Vision:

Connected, vibrant and thriving Manawatu — the best rural lifestyle in New Zealand
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Background
Following completion of their annual audit, the Council’s auditors Audit New Zealand
provided their report in which they set out their observations on key issues and the

associated risks that had been identified in the process of conducting the audit.

Management is given the opportunity to respond to the suggestions made in the Audit
report, and these are then incorporated into their final report.

The attached report from Audit New Zealand identifies a number of areas that were

recommended for improvements, and the management responses to each of these matters
is set out within the report.

Discussion and Options considered
Audit New Zealand identified ten areas where they recommended improvements be made.
Six of these matters were categorised as needing urgent attention. Audit’s observations
related to the following areas:

Response time related performance measures;

Current performance framework;

After-hours calls;

Decimal point error for rural drainage rates;

Payment dates for targeted rates for water supply by meter;

Review for journals posted;

Review of financial delegations changes;

Councillors’ remuneration not in line with determination;

Support for unit rate calculations; and

Valuation of rural stormwater drains.
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Operational Implications
There have been no cost implications identified, however there are some operational

changes in processes or controls required, as disclosed in the management’s response, to
the recommendations that the auditors have made.

Financial implications

There have been no matters identified in the audit that are believed to present a financial
risk to Council.

Statutory Requirements

There are no statutory requirements associated with this matter.

Delegations
The Audit and Risk Committee’s Terms of Reference include the responsibility for

reviewing significant audit findings and recommendations, as well as monitoring progress
on recommendations within the audit report.

Consultation

There are no community consultation requirements associated with this report.

Cultural Considerations

There are no cultural considerations associated with this report.

Conclusion

The attached report from Audit New Zealand contains recommended actions arising from
Council’s recent audit, along with management responses and details of actions that have
been taken to date on the audit recommendations. The Audit and Risk Committee are
asked to note the findings outlined in the attached audit report and the associated
management responses.

Attachments

Audit New Zealand report on Manawatu District Council audit for year ended 30
June 2016
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We have completed the audit for the year ended 30 June 2016. This report sets out our
findings from the audit and draws attention to areas where Manawatu District Council (the
District Council) is doing well or where we have made recommendations for improvement.

In addition to the issues identified in the table below, we wish to bring the following items to
your attention.

1. Qualified audit opinion

We issued a qualified audit opinion on the statement of service performance due to our work
being limited because the system to record response times could not be relied upon.

For the most part of the year, the system used to record response times for water, roading and
wastewater faults were omitted or incorrectly recorded. We considered these measures to be
material in the context of the services provided by the District Council. The District Council was
unable to report completely on these measures and hence our ability to perform our audit
work was limited.

2. Wastewater Resource Consent

As at 30 June 2016, we noted that the District Council had incurred costs of $3.7 million in
obtaining a wastewater resource consent of which $3.5 million has been capitalised. We
reviewed whether some of the costs incurred were avoidable and while we concluded that the
amount in question is not material to the financial statements, we consider the oversight and
recording of costs, associated with the appeal, to be poor.

We accepted that the amount involved is not material but we believe some of these costs were
avoidable.

Issues identified during the audit

The following table summarises our recommendations and their priority:

. Urgent! |

ltem | Recommendation Necessary | Beneficial

3.1.1 | Response time related performance measures ‘
The District Council should implement systems to
accurately record the response time it takes to attend |
to and resolve service and fault requests. These systems |
need to be tested by the District Council to ensure that l
the data recorded is complete and accurate.

When reporting the results of the response time related |
performance measures, the District Council must ensure |
that it complies with the guidance issued by the
Department of Internal Affairs (DIA).

MnDC Management Report 16) w D IT NEW lEALAN D
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ltem | Recommendation Necessary | Beneficial

3.1.2 | Current performance framework

The District Council needs to continue to improve the
quality of the overall performance story it tells in the
statement of service performance.

3.1.3 | After-hour calls

Record the after hour callout times into the customer
request system (CRM) as the start time when the call
was actually received by the after-hours provider, and
that the District Council considers a process to review
the accuracy of the input. This information can then be
used to assess the performance of the contractor in
terms of their response time.

3.2.1 | Decimal point error for rural drainage rates

The District Council seek legal advice about the validity
of its rural drainage scheme rates.

3.2.2 | Payment dates for targeted rates for water supply by
meter

Review rates resolution and, if appropriate, seek legal
advice over whether the District Council’s rates
resolution meets the requirements of section 24 of the
Local Government (Rating) Act 2002 in relation to
payment dates for targeted water rates by meter.

3.3 | Lack of robust review for journals posted

Staff are given approval only access if they are
reviewing journals, and that the preparation of journals
is restricted to specific staff members.

Approval of journals must involve checking the journal
back to the supporting documentation.

3.4 | Review of financial delegation changes

A review of changes to financial delegations is
performed at least every six months. The review should
be performed by someone who does not have access
to make delegation changes in the system.

3.5 Councillors’ remuneration not in line with
determination

The District Council initiate a formal process to update
Councillor’s remuneration each time a new Local
Government Elected Members Determination is
released by the Remuneration Authority. This should
include a formal post input review of the new
information input into the payroll system.
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Necessary | Beneficial

v

ltem | Recommendation

4.4.1 | Support for unit rate calculations
Ensure that all of the supporting information and
calculations are retained so that average unit rates can
be verified as accurate and reasonable.

4.4.2 | Valuation of rural stormwater drains

As part of the next valuation the District Council should
assess the unit rates for the rural stormwater drains
based on their actual physical attributes and
construction costs.

There is an explanation of the priority rating system in Appendix 1.

Thank you

We would like to thank the Council and management for their assistance during the audit.

Clint Ramoo
Audit Director
11 January 2017
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1.1

1.2

1.3

Our audit opinion
We issued a non-standard audit opinion
We issued a non-standard audit report.

We issued a qualified opinion on the statement of service performance. Our work on
this section of the Annual Report was limited because the system used to record
response times for water, wastewater and roading service and fault requests was not
reliable.

We issued an unqualified opinion over the financial statements and the balance of the
statement of service performance.

In forming our audit opinion, we considered the following matters.
Uncorrected misstatements

The financial statements are free from material misstatements, including omissions.
During the audit, we have discussed with management the misstatements that we
found, other than those which were clearly trivial. There were no significant
misstatements identified during the audit that have not been corrected.

System for response times was not reliable

An important part of the District Council’s service provision is the response time it takes
fo attend to and resolve service and fault requests. This is significant because
response times are indicative of the quality of services received by ratepayers.

The District Council reports on a number of response time related performance
measures included in its long-term plan in accordance with the Non-Financial
Performance Measures Rules 2013 issued by the Secretary for Local Government. The
system for recording the data to report on these performance measures for the
roading, wastewater, and water supply groups of activities was not reliable for most
of the year due to inaccurate or omitted source data. As a result, the District Council
was unable fo report completely on these response time performance measures for
the year. Our work was limited and there were no effective audit procedures we
could apply to the information on response times.

Assessment of your control environment

We have performed a high-level assessment of the control environment. This
assessment was performed for the purpose of planning the most effective and
efficient audit approach, in order to enable us to express an audit opinion on the
Council’s financial statements and the non-financial information. We considered the
overall attitude, awareness, and actions of the Council and management in
establishing and maintaining effective management procedures and internal controls.

AaDC Monagement Report 16 N’ DIT N EW lEALAN D
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2.1

In performing this assessment we consider both the “design effectiveness” and
“operational effectiveness”? of internal control. However, it is not the purpose of our
assessment to provide you with assurance on internal conirol in its own right. As such
we provide no assurance that our assessment will necessarily identify and detect all
matters in relation fo internal control.

In performing this assessment we have identified areas where we believe the control
environment can be improved. These matters are later in this report.

Internal controls

We reviewed the internal controls in place for your key financial and service
performance information systems, as detailed below. Internal controls are the policies
and processes that are designed to provide reasonable assurance as to reliability
and accuracy of financial and service performance reporting, as well as compliance
with significant legislative requirements. These internal controls are designed,
implemented and maintained by the Council and management. Both “design
effective” and “operationally effective” internal control is important to minimising the
risk of either fraud or misstatement occurring. The responsibility for the effective
design, implementation and maintenance of internal control rests with the Council.

Risk of management override of controls

Management is in a unique position fo perpetrate fraud because of management’s
ability to manipulate accounting records and prepare fraudulent financial statements
by overriding conirols that otherwise appear to be operating effectively. Although
the level of risk of management override of conirols will vary from entity to entity, the
risk is nevertheless present in all entities. Due to the unpredictable way in which such
override could occur, it could result in a risk of material misstatement due to fraud.

We have reduced the risk to an acceptable level through the following audit work:
° Tested the appropriateness of journal entries recorded in the general ledger
and other adjustments made in the preparation of the financial statements;

° Reviewed accounting estimates for biasness and evaluated whether the
circumstances producing the bias, if any, represent a risk of material
misstatement due to fraud;

° Reviewed the valuation and confirmed movements tied through to the
financial statements;

° Confirmed management’s assessments into significant community loans; and

° Maintained an awareness of any significant transactions that were outside
the normal course of business, or that otherwise appear to be unusual given
our understanding of the Council and its environment, and other information
obtained during the audit.

! Control is effective to either prevent or detect a material error in either the financial statements and /or non-financial information. The control
is “fit for purpose”.
2 Control has operated effectively throughout the period tested.
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3.1.1

3.1.2

Based on the work performed and controls in place the risk of material misstatement
due to management override is sufficiently mitigated.

Matters identified during the audit

In the course of completing the audit, we have identified a number of areas where the
District Council should make improvements. The following recommendations are
designed to strengthen the conirol environment or processes within the District Council.

Performance information and associated systems and controls

Response time related performance measures

Recommendation

The District Council must implement systems to accurately record the response time it
takes to attend to and resolve service and fault requests. These systems need to be

tested by the District Council to ensure that the data recorded is complete and
daccurate.

When reporting the results of the response time related performance measures the
District Council must ensure that it complies with the guidance issued by the
Deparitment of Internal Affairs (DIA).

Findings

Our key findings on this matter are set out in section 1.3.

Management comment

When the problem was identified internally management took immediate corrective
action. This included bringing a service in house, as the former contractor could nof

deliver this information and updating several reporting systems. We can now record the
information.

Management also notes that it assessed the criteria as not achieved.
Current performance framework
Recommendation

The District Council needs to continuve to improve the quality of the overall
performance story if tells in the statement of service performance.

Findings

The first draft of the statement of service performance, which was provided for audit,
was basic and only included reporting against the performance measures from the
2015-2015 Long Term Plan. We discussed with the District Council the need fo tell a
more comprehensive performance story. Following this recommendation, the District
Council included paragraphs for each activity giving o broader commentary on
performance for the financial year.

MADC Management Report 161 N.J DIT NEW lEALAN D
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We reconfirmed that the performance framework, from the 2015-2025 Long Term
Plan, remains appropriate.

Our audit work over the statement of service performance took into account the:

° Quality of the overall story the performance reporting tells;
o Reliability /accuracy of the reporting;
° Completeness of the reporting against the performance framework as

outlined in the LTP; and

° Compliance with relevant legislation (in parficular the Local Government Act
2002, Schedule 10).

We confirmed that the framework and associated performance measures provide an
appropriate basis for performance reporting in 2015/16.

Management comment

Noted

3.1.3  After-hour calls
Recommendation
Record the after-hour call times, in the customer request system (CRM), as the start
fime should be when the call was actually received by the after-hours provider, and
that the District Council considers a process to review the accuracy of the input. This
information can then be used to assess the performance of the contractor in terms of
their response fime.
Findings
As part of our review of the systems, in place for recording and reporting
performance information, we reviewed how the after-hour call system information is
entered info the CRM.
We found that the start time entered and used for performance reporting purposes
defaults to the time the request is inputted into the District Council's own system.
Although this is manually overridden to reflect the actual time of receipt of the call,
this is not consistently applied.
Management comment
We are currently working to update the system.

MnDC Manogement Report 16) NJDIT NEW lEALAND
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3.2

3.2.1

3.2.2

Rates
Decimal point error for rural drainage rates
Recommendation

We recommend that the District Council seeks legal advice about the validity of its
rural drainage scheme rates.

Findings

During our review of rates and the rates setting process we identified that the 'cents in
the dollar' amounts for rural drainage scheme rates were incorrectly stated in the
rates resolution. In practices, the District Council uses its Rating Information Database
(RID) to plan for the next year's rates. The planned rates in the RID are then input into
the draft rates resolution for adoption by Council. During this process the District
Council incorrectly inserted the decimal point in the wrong place for the purpose of
the rating resolution and annual plan.

The District Council is collecting the amount of rates revenue that it planned to collect
but the errors in the rates resolution give rise to potential legal challenge.

Management comment

As noted, the Council is collecting rates correctly and this error will be corrected when
rates are re-struck. Legal advice has been received and will be considered by the Audit
and Risk Committee in the new year.

Payment dates for targeted rates for water supply by meter
Recommendation

Review the rates resolution and, if appropriate, seek legal advice over whether the
District Council’s rates resolution meets the requirements of section 24 of the Local
Government (Rating) Act 2002 in relation to payment dates for targeted water rates
by meter.

Findings

The High Court has recently considered the requirements of section 24 of the Local
Government (Rating) Act 2002. Section 24 requires rates resolutions to specify the
due dates for the payment of rates. In an interim judgment, the High Court found that
a Regional Council’s rates resolution did not meet the requirements of section 24
because it specified payment dates by reference to dates to be set by collecting
territorial authorities. The High Court said that a rates resolution should include
calendar dates for the due dates for rates. It was not sufficient to define the due date
by reference to some other document.

It is appropriate for all councils to consider the High Court’s view of the requirements
of section 24 of the Local Government (Rating) Act 2002, and how the judgment
might affect them.

MnDC Management Report 16) &J D IT NEW LEALAN D
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3.3

Based on the information received to date, we note the District Council has not
specified calendar dates in its rates resolution for the payment of targeted water
rates by meter.

Although the High Court did not consider the issue of dates for targeted water rates
by meter, including volumetric or metered water rates, we believe this is a potential
risk for the District Council to consider.

Management comment

We will include calendar dates in our next rates resolution and annual plan. We will not
seek legal advice.

Lack of robust review for journals posted
Recommendation

It is recommended that staff are given approval only access if they are reviewing
journals, and that the preparation of journals be separate from those who approve
them.

Approval of journals must also involve checking the journal back to the supporting
documentation and evidencing these checks.

Findings

Journals are prepared and can be approved by the same person. We note that the
reviewer does not evidence their review of the supporting documentation before
approving a journal in all instances.

Additionally, certain staff are able to prepare and post their own journals.
Management comment

Four staff have approval access for journals. They are the Chief Financial Officer,
Accounting Operations Manager, Strategic Accountant and the Senior Finance Officer.
These staff can prepare and approve the same journal. It is impractical fo remove the
prepare /approve ability as manual journals are often needed to facilitate accurate
reporting a second staff member is not always available.

For a control to be effective, those exercising the control must have knowledge on what
they are approving and it should be a one-up review.

When a journal is approved, the approver has to satisfy themselves to the accuracy and
reasonableness of the journal. To gain this assurance supporting documentation, if any, is
reviewed. The review process is evidenced by approving the journal within Ozone.
Management acknowledges the confrol weakness and accepts the associated risks.
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3.4

3.5

4.1

Review of financial delegation changes

Recommendation

We recommend a review of changes to financial delegations is performed at least
every six months. The review should be performed by someone who does not have
access fo make delegation changes in the system.

Findings

We understand that a review was underfaken during the current financial year
however we could not obtain any evidence to support this review. There is a risk that

an unapproved delegation change can be made and then reversed without any
review taking place.

Management comment

This review is carried out six monthly by the Senior Finance Officer but documentation
was not always retained. Evidence of the review will be retained in the future.

Councillor’s remuneration not in line with determination

Recommendation

Initiate a formal process to update Councilor’s remuneration each time a new Local
Government Elected Members Determination is released by the Remuneration

Authority. This should include a formal post input review of the new information input
into the payroll system.

Findings

We identified that during the financial year the Councilors were not being paid in line
with the correct Local Government Elected Members Determination. A new
Determination is released by the Remuneration Authority annually, or three fimes in an
election year. The Councilors remuneration had not been updated for the new
2015/16 determination and therefore they were underpaid.

Management comment

This was an error, which has been corrected. A formal process is in place to review
remuneration after each determination.

Matters identified during audit planning

At the outset of our audit, we identified various matters for consideration throughout
the engagement. Our findings in relation fo these matfers are included below.

Feilding wastewater treatment plant (WWTP)

The District Council has been upgrading the WWTP over a number of years and the
2015-2025 Long Term Plan includes a programme of upgrades in future years.
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4.1.1

4.1.2

We identified this as a significant risk for our audit due to the financial significance of
the overall upgrade project, and the resource consent and management issues. We
reviewed the costs capitalised as part of the upgrade and the overall management
of the process. We set out below our work and findings in respect of these matters.

Capitalisation of costs

We identified this as a risk for the District Council as the costs associated with the
WWTP, including the costs of obtaining resource consents, may not meet the criteria
for capitalisation and would instead need to be recognised as operating costs.

The most significant cost related to the resource consent, of which $3.5 million was
capitalised.

We questioned the District Council’s decision to capitalise costs associated with the
consent process and in particular the appeal process which cost $1m. We were of the
view that this part of the consent process did not add value to the asset as the District
Council ended up with additional conditions as a result of the appeal. The District
Council argued that because the original resource consent was appealed by third
parties (which is part of the resource consent process) they would have had to incur
costs to defend the matter anyway, so they used this as an opportunity to try and
extend the term of the resource consents.

We sought technical advice on whether it is appropriate to capitalise the resource
consent costs and more specifically the appeal costs. The advice received indicated
that the costs incurred to defend the appellants’ appeal should be capitalised as this
is part of the normal resource consent process (appeals are becoming more common).
The District Council was unable to reliably split the costs incurred to defend the third
party appeals and the costs incurred in the District Council’s attempt to increase the
term of the resource consents. While we considered the amount to be immaterial, we
believe the allocation of costs during the appeal process should have been reviewed
by the project manager as part of the overall monitoring of the project.

Management comment
We stand by our view that the entire cost of the consent process should be capitalised.

Management of the WWTP

Through our engagement with the Council and staff we were made aware of the
following matters and concerns relating to the project:

° The District Council’s previous internal auditor identified serious issues with
respect to governance arrangements and project management;

° Staff described the spending on the project as being like a “black hole” as
there was no effective monitoring over costs, especially at the early stages
of the project.

We engaged Audit New Zealand’s Specialist Audit and Assurance Services (SAAS)
team to review the governance, project management, and risk management aspects
of the WWTP project. We met with the Project Sponsor and Project Manager to
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discuss the background of the project, the status, and obtain an overview of the
project management arrangements in place.

We understand management have sought to address a number of recommendations
raised in the internal audit project implementation review report from December
2014. Most notably being:

° Improved governance structure in line with good practice;
o Fortnightly project team meetings;

o Monthly reporting to the executive team; and

o Bi-monthly reporting and a presentation to the Council.

We were provided with a copy of the Wastewater Treatment Plant Management
Plan dated April 2016 which had been prepared in response to the conditions
imposed from the Environment Court decision. We carried out a high level review of
the plan to understand whether it met our expectations of project plan.

We would expect a project plan to:

° Cover targets to be achieved including detail covering timescales, costs,
quality and benefits;

° Cover how targets will be achieved;

° Cover when targets are to be achieved;

° Cover whom is to achieve targets; and

o Have been approved by the relevant levels of the project management
team.

We found that overall, although some of the expectations above were met, the plan
is largely a very technical plan developed around meeting the consent conditions
imposed. While we understand the need (particularly for a project of this nature) for
a level of technical detail and planning to be captured somewhere, the management
of this project might be better facilitated with o simplified project plan focussed on
the areas outlined above. Any project monitoring or reporting can then more easily
be done against these aspects.

Some other more detailed observations we have are:

° Although some overall strategies in the plan had an options analysis
component, this was not consistent and could be improved;

° The risk management section was largely from a technical perspective and
would be improved by also considering broader project and outcome risks;
and
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4.2

4.3

° The plan document included an overall programme and budget management
overview, but the link between underlying projects, in the detailed section of
the plan with this overview, was not always clear. This made it difficult to
understand how individual projects were tracking against the targets.

We will seek further updates on the progress of this project as part of our 2016/17
audit and will review it against our wider expectations of good project management
and governance.

Management comment

We are confident in the current project management of the FWWTP, As noted above
this is a very technical project and there are detailed project plans in place for all aspects
of the project. Council is briefed on the project quarterly and a focus group of
Councillors will also receive monthly briefings.

Actual renewals and capital expenditure below forecasts

As part of our audit planning we identified that the District Council had significantly
under-spent on its renewals and new capital expenditure budget, with only 7% of its
budget being spent as at 31 December 2015. At the end of the financial year this
figure was 58%.

We identified this as a risk because budget carry forwards have the potential to
impact on the District Council's ability to deliver the levels of service it has committed
to deliver. It can also cause cost escalation issues for the Disirict Council if projects are
not completed in a timely manner.

Through discussions with the District Council it is evident that this is an area of concern
and plans are being put in place to improve delivery on the capital expenditure
program.

We are satisfied that the current underspend did not impact on the financial
statements or levels of service delivered. We will continue to monitor the District
Council’s performance in this area and any potential effects on the services delivered.

Makino Aquatic Centre development

We engaged Audit New Zealand’s Specialist Audit and Assurance Services (SAAS)
team to review key aspects of the project including procurement, contract
management, and project management. We also tested the accounting treatment of
the costs related to the project.

The Disirict Council has not yet provided all of the requested information to SAAS.
Following receipt and review of this information we will issue a separate report to the
District Council detailing the findings of the review.

The costs incurred on the project at the end of the period were correctly classified as
capital work in progress. As part of our next audit engagement we will review the
capitalisation of the project including the useful lives atftributed to significant
components.
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4.4

4.4.1

Revaluation of infrastructure assets

The District Council’s infrastructure assets are revalued annually on 1 July by internal
staff members in accordance with the District Council’s policy.

As accounting standard PBE IPSAS 17 Property, Plant and Equipment no longer
requires internal revaluations to be subject to external peer review, the District
Council has chosen to obtain an independent peer review every third year rather than
annually. A peer review is scheduled to take place for the revaluation as at 1 July
2016.

To gain assurance over the valuations we completed the following audit work:

° Performed an analytical review over movements in asset classes at a
component level, gaining explanations for significant movements.

° Tested a sample of the largest dollar value components from the AMS back
to supporting documentation.

o Tested a sample of unit rates from the valuation report back to the AMS.
° Reviewed the useful life of significant components.
e Reviewed methodology documented in the valuation reports.

In previous audits we have identified a number of issues around the valuation process,
including inconsistent methodology being used to calculate unit rates, the integrity of
the formula driving the valuation model, timeliness and reliability of data, and o lack
of quality assurance. We found that overall there has been improvement in the
valuation process from previous years and that most of the recommendations we have
made to the staff carrying out the valuations have been implemented.

During our review of the valuations we did however identify two issues. These are set
out below.

Support for unit rate calculations
Recommendation

Ensure that all of the supporting information and calculations are retained so that
average unit rates can be verified as accurate and reasonable.

Findings

During our review of the utilities revaluation report we noted that no support, such as
data sets, was kept for the calculation of average contract rates. Where required
these unit rates had to be recreated for us. Where this was not possible we had to
perform a reasonableness test using the contract information that could be provided
to us.
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4.4.2

4.5

4.5.1

4.5.2

Management comment

We will ensure that all of the supporting information and calculations are retained so
that average unit rates can be verified as accurate and reasonable.

Valuation of rural stormwater drains
Recommendation

As part of the next valuation the District Council must assess the unit rates for the rural
stormwater drains based on their actual physical attributes and construction costs.

Findings

During our review of the utilities revaluation report we noted rural stormwater drain
assets included, in the report, which were not previously valued by the District Council.
Due to uncertainty around the physical attributes of the drains they were assigned an
estimated unit rate per cubic meire of drain. This estimate was made without an
actual review of the physical attributes of the drains or a review of actual unit rates
for previous construction or maintenance of the drains. The length of the drains is the
only atiribute that the District Council has information on.

Management comment

Data is constantly being up-dated as information becomes available.
Community loans

Manfeild Park Trust

We reviewed the judgement made by the District Council that the fair value of the
District Council’s loans to Manfeild Park Trust was zero. We reviewed supporting
evidence for the judgement and tested the assumptions that were made. We also
reviewed the accounting treatment of the transactions required in the financial
statements.

We are satisfied that the judgement was based on appropriate supporting evidence
and that the accounting treatment was correct. The value of the loans is appropriately
disclosed in the financial statements.

Manawatu Community Trust

We reviewed the accounting treatment of the interest free loan made by the District
Council to the Manawatu Community Trust. This included reviewing assumptions made
about the loan by the District Council and reperforming the calculation of the fair
value of the loan.

We are satisfied that the accounting treatment was correct and the value of the loan
is appropriately disclosed in the financial statements.
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4.6

Impact of the floods during June 2015

The June 2015 floods caused significant damage to the District Council’s roading
infrastructure which has resulted in a large amount of remedial work being
undertaken during the financial year. We identified this as a risk for the District
Council as there is judgement required in coding costs as either operating or capital
expenditure.

We followed up on the progress of the repairs made to the District Council’s affected
infrastructure assets and considered expenditure related to the flood, and the District
Council’s assessment of whether the expenditure was operating or capital in nature.

From our work we are satisfied that the flood damage repair expenditure is fairly
stated in the financial statements.

Review of Procurement

We completed a review of the joint procurement process undertaken by Manawatu
District Council, Horowhenua District Council, and Rangitikei District Council. This was
for the tendering of Road Maintenance Contracts across the three Councils. We
reviewed the process’ compliance with both good procurement practice and the
Councils’ procurement procedures.

Overall we found that the processes used in this joint procurement process were

consistent with accepted good procurement practice and MBIE's Government Rules of
Sourcing with some improvements noted. See Appendix 2 for a copy of the report.

Status of previous recommendations

The status of each matter that was outstanding in last year's report to the Council is
summarised in Appendix 3.

Summary of action taken against previous years’ recommendations:

Number of recommendations Current status
from previous years’ audits

2 Matters that have been resolved

14 Progress is being made, but not yet fully resolved

6 No progress has been made

This summary needs to be read in conjunction with the status of recommendations
raised in previous years’ management reports as detailed at Appendix 3.
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Appendix 1: Explanation of priority rating system

Our recommendations for improvement and their priority are based on our assessment of how
far short the District Council is from a standard that is appropriate for the size, nature, and
complexity of its business.

We have developed the following priority ratings for our recommended improvements:

Needs to be addressed urgenily

These recommendations relate to a significant deficiency that
exposes the District Council to significant risk. Risks could
include a material error in the financial statements and the
non-financial information; a breach of significant legislation;
or the risk of reputational harm.

Necessary Address at the earliest reasonable opportunity, generally

Improvements are necessary within 6 months

These recommendations relate to deficiencies that need to be
addressed to meet expected standards of good practice.
These include any control weakness that could undermine the
system of internal control or create operational inefficiency.

Beneficial Address, generally within 6 to 12 months

Some improvement required  These recommendations relate to deficiencies that result in
the District Council falling short of best practice. These include
weaknesses that do not result in internal controls being
undermined or create a risk to operational effectiveness.
However, in our view it is beneficial for management to
address these.
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Appendix 2: Detailed findings regarding our review of
Procurement practice

As part of our 2016 audit we completed a review of the joint procurement process undertaken
by Manawatu District Council, Horowhenua District Council, and Rangitikei District Council. This
was for the tendering of Road Maintenance Contracts across these three Councils. We
reviewed the process’ compliance with both good procurement practice and the Councils’
procurement procedures. Our observations are detailed below.

Procurement in practice

Overall, we found that the processes used in this joint procurement process were consistent with
accepted good procurement practice and MBIE’s Government Rules of Sourcing. We observed
the following areas which demonstrated this.

° Conflict of interest declarations were completed in a timely manner by those on the
evaluation team. This is well before tender documents have been completed.

° The Procurement Strategy provided good detail on the method, timelines, and
requirements of the tender. Information regarding the length and type of the contract
was also included.

° The tender document provided good detail on the conditions of tendering, parties’
expectations, and a description of the contract. We found that there was sufficient
information on this document to ensure that tenderers knew what was required to be
submitted and when, and how the tender process would operate.

° Evaluation plans provided good detail on the proposed evaluation approach. This
included the identification of key staff, timelines for each stage of the evaluation, and
the evaluation method to be used.

° Tender documentation was appropriately distributed to all prospective tenderers via
Tenderlink. This ensured that potential tenderers were given equal opportunity to
submit tenders.

° Communications to tenderers were distributed as Notices to Tenderers. This upheld the
requirement for a single point of contact from the Council leading the process and
ensured that tenderers were receiving notices and clarifications at the same time.
Communications were clear and appropriate to the issue being addressed. We did
note one Notice being sent to tenderers cancelling a tendering meeting that was to be
held the day that the Notice was sent out. The Councils need to ensure that the timing
of its notices are appropriate and timely. This adds to the fairness of the process.

° We sighted evidence that the closing and checking of tender submissions was
managed appropriately. This included the checking of submissions to ensure that they
adhered to tender requirements before being passed fo the evaluation team. This
pre-checking ensured that additional pages added to those of one tenderer’s
submission were excluded and ensured the fairness of the process.
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e The tender evaluation report provided good detail on the process followed and was
consistent with other evaluation evidence sighted. We note that the evaluation plan
required a non-price evaluation report to be completed prior to the opening of the
price envelopes. We were unable to sight this interim report and were informed that
while one had been completed it couid not be located. The Councils need to ensure
that all of its records, particularly signed versions, are retained and easily accessible
for future reference. This helps the Councils defend any challenge to the process as
well as being able to transfer learning from one process to another.

° Letters o successful and unsuccessful tenderers provided good detail on the outcome
of the evaluation. We do note that letters did not provide unsuccessful tenderers the
opportunity for a tender debrief, though we later clarified that these were requested
anyway and did occur. The opportunity for a debrief allows unsuccessful tenderers to
learn from their tender’s deficiencies in order to improve on future submissions. We
would expect these to be offered to all unsuccessful tenderers.

Other than those already mentioned above, we believe that the following improvements could
be applied to future procurements to ensure the robusiness of the process.

° Conflict of interest declarations should be signed off by the appropriate authority at
the time that they are signed off by the person completing the declaration. This dual
signing ensures that any risks have been appropriately considered and accepted by
both the signee and the one-up authority. All of the conflict of interest declarations
that we sighted were signed off in a timely manner by the person completing the
declaration, but were not signed off for approval until tender submissions had been
opened. This delay in signing creates the risk of issues arising from the continued
involvement of someone with identified conflicts.

° Declarations should be regularly updated, both actively and at key stages of the
procurement process. This ensures that declarations remain timely at any point of the
process. Each update should also be signed off by the appropriate authority. We did
not sight any evidence that declarations had been updated at any time after initial
declarations had been completed. As more information becomes available the
greater the pool from which a conflict of interest may arise. Updates to declarations
may be in the form of updated declaration forms or asked and minuted at the
beginning of subsequent meetings.

° Declarations should be completed by those with the ability to influence the decision of
the evaluation team, regardless of whether or not these individuals have decision
making power. This requirement extends to consultants, advisors, and auditors
involved in the process. We sighted declarations from those on the evaluation team
but did not sight declarations from the probity auditor or any subject matter experts.
Given that advice from these individuals assist the evaluation team in forming their
conclusions, we could have expected declarations from them too.

° A business case should be prepared for all procurements of significant value and risk.
The detail contained within these include justification for the procurement, funding
approval, and cost estimates. While we sighted a procurement strategy that covered
all three procurement processes, we note that the purpose of a procurement strategy
or plan is distinctive from a business case which justifies starting the procurement in the
first place.
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° A procurement strategy or plan should specify the roles and responsibilities of those
involved in the process. This includes those sitting on the evaluation team and any
advisors to the process.

o Risk should be considered during the procurement planning staff. These risks relate to
the procurement process rather than the contract. A good risk assessment includes
identification of the risk, analysis of the consequences and likelihood, and
identification of mitigation strategies. Risks should also be assigned risk owners to
ensure that accountability for each risk is maintained. We did not sight evidence that
risk had been assessed as part of the procurement.

o While the procurement strategy identified the broad scope of the procurement, we
would expect to see more specificity around timing and quality of what was being
procured.

Management comment

Your comments are noted.
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Appendix 3: Status

Outstanding matters

of previous recommendations

We recommended in our 2013
and 2014 audit that the new
Information Systems (IS)
policies and the Information
Management (IM) Strategic
Plan be approved and
communicated to all staff.

IS and IM policies and plans
have not been communicated to
staff.

Recommendation Current status Priority Management’s
proposed action
Risk management In progress Necessary | This work will take
The District Council considers place in 2017.
improvements to its Risk
Management Register.
Procurement policy Ovtstanding Necessary | The Council
The District Council continues to Procurement Policy
develop the associated provides a framework
policies, procedures and for council-wide
templates required to support procurement. Due to
the newly adopted the diverse nature of
procurement policy. procurement activities
is it difficult to
produce a ‘one size
fits all’ template. Each
procurement process
is documented with
the appropriate
approval steps in line
with the MDC
Delegations Manual.
Contract management In progress Necessary | A register of
The District Council develops The District Council has begun contracts has been
an organisation-wide contract | using some functionality within its prepared. We are
management system,. and finance system to associate not implementing an
develops appropriate policies | payments with contracts. There is organisational
and procedures to facilitate additional payment tracking contract management
the oversight of contracts. functionality to implement. system at this stage.
IS Policies In progress Necessary | A compulsory staff

briefing was held last
financial year.
Approved and draft
policies were
discussed. It is
planned to hold
similar briefings
annually.
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Recommendation Current status Priority Management’s
proposed action
Review Ozone system users In progress. Necessary | Access levels and
and their access level External provider is working delegations have
The review of users and their with finance department to b.een provided to
access levels, both at the review Ozone users and access finance. Thefe are
network and the Ozone system | to Ozone. currently being
layer level be given urgent reviewed.
priority.
Given the amount of changes
in staff during the past year, a
full review of users on the
network should also be
performed.
Cash reconciliation — Ovtstanding Necessary | Spot checks are

segregation of duties/unique
logons

A peer review be carried out
by till operators when tills are
cashed up, or alternatively,
spot checks are implemented
by internal audit to ensure that
cash floats reconcile.

Individual logons are used by
all staff when using the front of
house till. If cover is needed
over a break period, the till
should be set up as a shared
till and the staff member
performing cover be added as
a till user for the period.

performed by the
Team Leader.
However, these are
not evidenced.

In future the Team

Leader will sign/initial

documentation when
she performs the pre-
banking review.
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