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Local Government: Results of the 2012–13 Audits
The Auditor-General provides assurance to Parliament on the accountability and performance of the Victorian Public Sector. The Auditor-General conducts financial audits and performance audits, and reports on the results of these audits to Parliament. On 11 December 2013, the Auditor-General tabled his financial audit report on Local Government: Results of the 2012–13 Audits.
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This report addresses:  
• financial reporting 
• performance reporting 
• financial results 
• financial sustainability 
• internal controls (including focus areas): 

• general 
• audit committees  
• rate revenue. 
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Local Government: Results of the 2012–13 Audits
Local government is recognised in Victoria’s constitution as the third tier of government. Local councils are governed by democratically-elected councillors,  and their operations are administered by the council-appointed chief executive officer. While administered under the Local Government Act 1989, each council operates autonomously, and is directly accountable to its constituents.This report provides a detailed analysis of councils’:•	financial reporting•	performance reporting•	financial results•	financial sustainability•	internal controls over the preparation of financial and performance statements•	audit committee arrangements•	and rate revenue. 
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Overall conclusion 
• Parliament can have confidence in the financial 

reports that received clear audit opinions. 
• Internal controls are adequate for producing 

reliable and accurate financial reports. 
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Type of entity 2013 
Councils 79 
Companies, trusts and joint ventures 12 
Regional library corporations 11 
Total 102 
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The Victorian local government sector comprises 79 councils, 11 regional library corporations, and 12 associated entities.Our audits found that Parliament can have confidence in the financial reports of all entities where a  clear audit opinion has been issued. Our audits also found that internal controls are adequate for producing reliable and accurate financial reports.
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Audit opinions 
By statutory date of 30 September 2013 
• 99 clear audit opinions were issued on general purpose  

financial statements. 
• 87 clear audit opinions were issued on standard financial statements. 
• 75 clear audit opinions were issued on performance statements 
• One emphasis of matter audit opinion was issued and one  

qualified audit opinion was issued for the performance statement  
for Wangaratta Rural City Council. 

• Three audit opinions were outstanding.  
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Local Government: Results of the 2012–13 Audits
Local Government entities have a statutory reporting date of 30 September each year. In the 2012-13 year, we have found that the Financial and standard statements prepared by local councils, Regional Library Corporations and associated entities for were of a good standard. However, all Councils have been able to report by 30 September. By statutory reporting date, clear audit opinions had been issued for 99 financial statements, 87 standard statements and 75 performance statements for the financial year.In relation to the audits of financial statements, one entity – Buloke Shire Council - was issued with an emphasis of matter opinion, but was not qualified. This highlights conditions existed at 30 June 2013 that cast significant doubt on the council's ability to continue as it a going concern. In relation to performance statements,  one qualified audit opinion was issued. Wangaratta Rural City Council received a qualified audit opinion as some key performance indicators and targets were not included in its 2012–13 budget, which is required for reporting purposes.Three of the audit opinions were issued after the statutory reporting time frame of 30 September 2013 . 
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After 30 September 2013 

• Clear audit opinions were issued on Frankston City Council’s, 
West Wimmera Shire Council's and Moira Shire Council's 
Financial and Performance reports. 
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The three councils that did not meet 30 September reporting, were, however, all granted reporting extensions by the Minister for Local Government in line with the Local Government Act.Clear audit opinions were issued for:Frankston City Council on 11 October West Wimmera Shire Council on 22 October andMoira Shire Council on 23 October.
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Findings 
• Department of Transport, Planning and Local 

Infrastructure through Local Government Victoria, 
in conjunction with local councils, is making good 
progress in developing a performance reporting 
framework for the sector.  
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VAGO has been reporting weaknesses in performance reporting since 2008. We have consistently found that the Performance Indicators reported did not address relevance or appropriateness  of the Councils for users of the published statements.In 2011 we recommended to the then Department of Planning and Community Development to develop minimum standards for reporting.In 2012 we flagged our intention to express an opinion on relevance and appropriateness on the performance statements from 2014-15. This was also the year by which the Department committed to implement a reliable performance reporting framework, addressing our recommendations within 2 years. The  Department of Transport, Planning and Local Infrastructure through Local Government Victoria, in conjunction with local councils, is making good progress in developing a performance reporting framework for the sector that would address the issue of relevance and appropriateness.Common suites of performance indicators are being developed which is in line with the recommendations from our various reports in this area.Currently, work is progressing on enabling legislation. When this project is completed, this will enable us to commence forming audit opinions on the relevance and appropriateness of performance statements for the first time for the 30 June 2015 statements which is in line with the timeframe that we have set in our previous report. (Local Government: Results of the 2010–11 Audits (2011–12:14)).
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Councils 
• Operating surplus of $1.23 billion  

(2011–12: $1.03 billion) 
• Eight councils reported an operating deficit. 
 
Regional library corporations 
• Operating surplus of $3.11 million  

(2011–12: $3.06 million deficit) 
• 77 per cent of revenue is from councils. 
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Local Government: Results of the 2012–13 Audits
The results of our audits showed that, as a group, councils have an operating surplus which improved from last year. However 8 councils reported an operating deficit compared to 22 last year. Sustained positive operating results indicate that councils are living within their means allowing them to build capacity, expand services, retire debt and/or facilitate capital works and renewalRegional library corporations remain heavily dependent on council support for their ongoing operations. Without continued support regional library corporations will struggle to provide their services.
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Councils 
• Two rated as high risk—one in 2011–12 
• 11 rated as medium—five in 2011–12 
• 66 rated as low—73 in 2011–12. 

 
Reason 
• Deteriorating indebtedness or self-financing ratios. 
• Repayment of the defined benefit superannuation 

funding.    
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As part of our financial audit, we assess the financial sustainability risk of each council. To be financially sustainable, entities need to be able to meet current and future expenditure as it falls due. They also need to be able to absorb foreseeable changes and risks without significantly changing their revenue and expenditure policies.Financial sustainability of councils in 2013-13 has been strained, as seen in the increase in the number of high risk and medium risk assessments.Two councils improved their financial sustainability risk assessments from medium to low risk however, the assessments for nine other councils deteriorated resulting in a net movement of seven. The reason for this was due to worsening self-financing or indebtedness ratios, as Councils had chosen to repay the defined benefit superannuation funding call liability early. There is no expectation that these conditions will continue. 
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Audit committees 
• 78 of 79 councils had an audit committee in place during 2012–13. 
• 22 of the 78 audit committees did not have sufficient independent 

members on their audit committees. 
• one has not had a functioning audit committee since August 2011 but 

was re-formed in August 2013. 
 

Rate revenue 
• All councils had a rating strategy. 
• The completeness, content and quality of the strategies varied. 
• Absence of better practice elements affects the ability to readily 

demonstrate the soundness and reasonableness of their rating 
decisions. 
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As part of our audits, we examine the internal controls of an entity. Poor internal controls diminish management’s ability to achieve its objectives. They also increase the risk of fraud, error and irregularities. Reliable internal controls are a prerequisite for accurate and timely reporting. In our financial audits, we focus on the internal controls over financial reporting and assess whether entities have mitigated risks to the completeness and accuracy of their financial statements. This year, we examined audit committees and rate revenue in detail. In relation to Audit Committees, we found that West Wimmera Shire Council has not had a functioning audit committee since August 2011. The committee has since been re-formed in August 2013 and held its first meeting. Moira Shire Council suspended its audit committee in September 2013 but the decision was rescinded in October 2013.In regards Rate revenue, we found all councils had a rating strategy in place. However, the completeness, content and quality of the strategies varied. While the Local Government Act 1989 does not require one, the absence of a strategy that addresses the better practice elements outlined in this report affects the ability of councils to readily demonstrate the soundness and reasonableness of their rating decisions
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Accept 
That councils, regional library corporations and associated entities 
should: 
1. refine their financial reporting processes by strengthening 

the review and assurance procedures over the accuracy of 
data needed for financial statement preparation 

 
 

2. adjust all errors identified during audits to ensure their 
financial statements are of the highest possible quality. 

 
 

That councils should: 
3. continue to engage with Local Government Victoria at all 

stages in the development of the local government 
performance reporting framework 

 
 

4. require audit committees to periodically self-assess their 
performance against their charters. 
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The report made eight recommendations.
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Accept 
That councils should: 
5. appoint an independent member as chair and require 

membership of the audit committee to include a majority of 
independent members 

 
 

6. maintain a conflict of interests register for audit committee 
members 

 
 

7. improve their rating strategies by incorporating elements of 
better practice identified in this report—including links to 
council plans, the rationale for rate changes, rating options 
adopted, and the assumptions and factors considered in 
rate setting 

 
 

8. use internal audit to assess the robustness of their rating 
systems and compliance with legislative requirements. 
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The Department of Transport, Planning and Local Infrastructure - which Local Government Victoria is part of - is the lead agency for Local Government. It has accepted and supports all our recommendations.
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For further information on this presentation please 
contact: 
 
Victorian Auditor-General’s Office 
[p] 8601 7000 
[w] www.audit.vic.gov.au/about_us/contact_us.aspx 
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Local Government: Results of the 2012–13 Audits
All our reports are available on our website. If you have any questions about this or other reports, or if you have anything else you would like to discuss with us including ideas for future audit topics, please call us on 03 8601 7000 or contact us via our website.


	Slide Number 1
	Results of the 2012–13 Audits�
	Results of the 2012–13 Audits�
	Local Government – financial and performance reporting��
	Local Government – financial and performance reporting �– continued
	Local Government – performance reporting�
	Local Government – financial and performance reporting�
	Local Government – financial sustainability�
	Local Government – focus areas
	Recommendations 
	Recommendations
	Contact details



