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Your attendance is required at a meeting of the Audit and Business 
Improvement Committee to be held via teleconference on 31 August 2015 
commencing at 11:00am for transaction of the enclosed business. 

 
 

 
CHIEF EXECUTIVE OFFICER  

26 August 2015 

Next Meeting Date: 09.10.15 

 



 

 

 

Please note: 
 

In accordance with the Local Government Regulation 2012, please be advised that all discussion held 
during the meeting is recorded for the purpose of verifying the minutes. This will include any discussion 
involving a Councillor, staff member or a member of the public. 

 



AUDIT AND BUSINESS IMPROVEMENT COMMITTEE AGENDA  31 AUGUST 2015 

Page (i) 

TABLE OF CONTENTS 

 

ITEM SUBJECT PAGE NO 

1 OPENING................................................................................................................. 1 

2 PRESENT ................................................................................................................ 1 

3 APOLOGIES AND LEAVE OF ABSENCE .............................................................. 1 

4 CONFIRMATION OF MINUTES ............................................................................... 1 

5 DECLARATIONS OF INTEREST IN MATTERS ON THE AGENDA ....................... 1 

6 BUSINESS OUTSTANDING .................................................................................... 2 

6.1 BUSINESS OUTSTANDING TABLE FOR AUDIT AND BUSINESS 
IMPROVEMENT COMMITTEE ................................................................... 2 

7 PUBLIC FORUMS/DEPUTATIONS ......................................................................... 5 

NIL ........................................................................................................................... 5 

8 OFFICERS' REPORTS ............................................................................................ 6 

NIL ........................................................................................................................... 6 

9 STRATEGIC REPORTS .......................................................................................... 7 

9.1 FINANCIAL STATEMENTS 2015-16 .......................................................... 7 

10 NOTICES OF MOTION .......................................................................................... 74 

NIL ......................................................................................................................... 74 

11 URGENT BUSINESS/QUESTIONS ....................................................................... 75 

12 CLOSURE OF MEETING ....................................................................................... 76 

 





AUDIT AND BUSINESS IMPROVEMENT COMMITTEE AGENDA  31 AUGUST 2015  

Page (1) 

1 OPENING 

2 PRESENT 

 Members Present: 

The Mayor, Councillor M F Strelow (Chairperson) 
Councillor A P Williams 
Councillor C E Smith 
Professor D Low 
Mr A MacLeod 
Mr M Parkinson 
 

In Attendance: 

Mr E Pardon – Chief Executive Officer 
Mr J Wallace – Chief Audit Executive 
 

3 APOLOGIES AND LEAVE OF ABSENCE   

4 CONFIRMATION OF MINUTES  

Minutes of the Audit and Business Improvement Committee held 19 June 2015 

5 DECLARATIONS OF INTEREST IN MATTERS ON THE 
AGENDA
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6 BUSINESS OUTSTANDING 

6.1 BUSINESS OUTSTANDING TABLE FOR AUDIT AND BUSINESS IMPROVEMENT 
COMMITTEE 

File No: 10097 

Attachments: 1. Business Outstanding Table for Audit and 
Business Improvement Committee Meeting   

Responsible Officer: Evan Pardon - Chief Executive Officer  

Author: Evan Pardon - Chief Executive Officer          
 

SUMMARY 

The Business Outstanding table is used as a tool to monitor outstanding items resolved at 
previous Council or Committee Meetings. The current Business Outstanding table for the 
Audit  and Business Improvement Committee is presented for Councillors’ information. 
 

OFFICER’S RECOMMENDATION 

THAT the Business Outstanding Table for the Audit and Business Improvement Committee 
be received. 
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AUDIT AND BUSINESS IMPROVEMENT 

COMMITTEE 
 
 
 
 
 

Business Outstanding Table for  
Audit and Business Improvement 

Committee Meeting 
 
 
 
 
 

Meeting Date: 31 August 2015 
 
 
 
 
 

Attachment No: 1
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Date Report Title Resolution Responsible Officer Due Date Notes 

20 March 2015 Committee Annual Self-
Assessment 

(1) THAT the committee considers the 
short 2-page template attached to 
this report for completion of its 
2014 self-assessment. This is the 
same template used previously for 
this purpose. 

 
 

John Wallace 09/10/2015 Some responses received – 
these will be reported on at next 
opportunity - 9 October 2015. 
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7 PUBLIC FORUMS/DEPUTATIONS  

Nil
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8 OFFICERS' REPORTS  

Nil
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9 STRATEGIC REPORTS 

9.1 FINANCIAL STATEMENTS 2015-16 

File No: 8151 

Attachments: 1. Financial Statements 2014/15  
2. Memo - Position Paper Road Infrastructure 

Valuation   

Authorising Officer: Ross Cheesman - General Manager Corporate Services  

Author: Alicia Cutler - Manager Finance          
 

SUMMARY 

Draft Financial Statements to be presented to the Auditor General to commence their Audit. 
 

OFFICER’S RECOMMENDATION 

THAT the Financial Statements 2015-16 report be received. 
 

2015/16 FINANCIAL STATEMENTS 

The first draft set of financial statements for 2014-15 are now completed for review.  Tropical 
Cyclone Marcia has had a significant impact upon Council’s financial position as well as the 
processes to come to this position. This report will cover this in some detail.  There is no 
doubt that apart from expenditures and liabilities created from this event, the revaluation of 
Council’s roads is also a matter to bring to your attention.  Apart from this and with the 
natural disaster issues the completion of the statements did progress well within agreed 
timeframes. 

Members should be aware that there have been a number of developments in respect of the 
Road Revaluation that will now result in a changed set of Financial Statements to 
incorporate the movements.   A four week extension has been sought from the Minister of 
Local Government to accommodate these changes and it is likely the Audit Committee 
planned for the October, may also need to be deferred, or a subsequent meeting held to 
review the Audited Financial Statements. 

The following is a summary of the situation with respect to the Roads Revaluation: 

 A draft revaluation report was received from Pavement Management Services late June 
which had a number of issues contained within it that required resolution.  The decision 
was made on 22 July to not implement the revaluation and to work through these issues 
without the pressures of year-end deadlines.  The attached memo was provided to the 
External Auditors which gives some analysis of the issues and valuation movement.   

 A submission to LGAQ was prepared on 5 August, 2015, regarding the shortcomings in 
their unit rates provided through the Roads Alliance Valuation Project.  They have since 
responded to us with some guidance and will make their main consultant, Mr Graeme 
Jordan available in October (his earliest available date as he is on extended leave). 

 After consideration and analysis of the various information and discussions with QAO, 
Deloitte & QAO subsequently provided indication on 18 August that as there was 
potential substantial material movement in the asset values, the issues would need to be 
completed and implemented to avoid ‘potential’ Audit Qualification. 

 As a result of the advice, the issues will now be progressed prior to the visit from the 
LGAQ consultant, but with the assistance from Pavement Management Services to allow 
ourselves the ability to obtain an Unqualified Financial Report.  
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Once the decision was made to not implement the road revaluation, the preparation of the 
Financial Report continued and was near to ready for final review and circulation, before the 
change in approach again.  We have asked Deloitte to proceed with the normal part of the 
audit, but make a subsequent allocation of time for addressing the road valuation.  Deloitte & 
QAO have indicated that they expect the additional costs to be between $20,000 to $40,000 
(depending on the direction taken and potential changes to timetable). 

We apologise for any inconvenience to Committee members this may cause. Information is 
now provided about other information contained within the Draft Financial Statements 
(attached). 

STATEMENT OF COMPREHENSIVE INCOME 

Overall the main impact upon the Financial Statements and the results for 30 June 2015, is 
the impact of Tropical Cyclone Marcia.  Council’s Operating Result was a deficit of $10.3 
million compared an operating surplus in 2014 of $20.5 million. A summary of the reasons 
for the impact are listed below: 

 Expenditure towards the Disaster Co-ordination and Emergent Works for the year were 
$30.4 million, with only $5.4 million revenue.  There is still further revenue expected 
during the 2015/16 year which will be reimbursement for some of these expenditures, 
however as they are unreliable they have not been recorded in the Financial Statement. 

 A restoration provision expense of $7.2 million (included in the $30.4 million above) has 
been recorded in regards to Kershaw Gardens and the underlying closed landfill where 
some remediation will be required. 

 A reduction in fee revenue which was the result development and building activity in the 
region. 

 A reduction in sales revenue which is mostly contrived of Main Roads contracts, which 
has also seen a drop off of activity in the region. 

 A review of the approaches in spreading administrative overheads to Capital, which 
resulted in approximately $1.6 million more costs being recorded as Operational 
Expenditure rather than capital. 

When compared against Budget, Council had at the outset budgeted for a $4.6million 
surplus which following TC Marcia, was revised to a $5 million deficit which provided for all 
the adjustments, bar the provision for restoration of Kershaw Gardens.   

It is important to note that there was also some Capital Expense incurred as a result of the 
TC Marcia, which was the result of write-offs of Asset Balances where major damage was 
incurred.  This amount was estimated at $790,000.  In addition assets with minor to 
moderate damage, as well as those assets that are not accessible within Kershaw Gardens 
were impaired.  This adjustment amounted to $1.9 million.  Full details in respect of these 
adjustments are detailed in Note 31 of the Financial Statements. 

MOVEMENTS IN ASSET REVALUATION RESERVE 

Currently a $13 million increase has been recorded against the Asset Revaluation Reserve, 
which is the net result of increase that resulted from the indexation of the Buildings assets 
and all the write-downs of assets that resulted from Cyclone Marcia and impairment.  This 
part of the statements is expected to change when the results of the Road Revaluation are 
implemented. 

COMPARATIVE BALANCES 

It is important to note when reading these financial statements that the comparative 2014 
year contained the adjustments that resulted from the de-amalgamation of Livingstone Shire 
Council on 1 January 2014.   
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RESTATEMENT OF COMPARATIVES AND OPENING BALANCES 

Adjustments have again been made to previous year’s financial statements for the following 
asset adjustments: 

 Assets not previously recognised 

 Contributed assets – prior years 

 Assets previously recognised incorrectly 

 Disposals (renewals) not previously recorded 

A total amount of adjustments of $7.2 million, which when compared against the total PPE is 
not material, however as the respective adjustments are also recorded against the Capital 
Expense and Income areas on the Statement of Comprehensive Income, they have been 
restated. 

Members will note that these adjustments and the continuation of their appearance in these 
financial statements are symptomatic of the High Risk audit issue that has been raised for 
the past few years.  This year has seen further improvement of asset data in respect of 
culverts and footpaths but it is difficult to guarantee or assure there will be no further 
movements.  The completion of this audit point remains at the end of the rolling revaluation 
of the Road and Drainage Asset Class in 2017. 

SUSTAINABILITY INDICATORS 

Near to the end of the Draft Financial Statements, shows a Current-year Financial 
Sustainability Statement which shows the following indicators: 
 

Council's performance at 
30 June 2015 against key 
financial ratios and targets: 

How the measure is calculated 
Actual - 
Council 

Target 

Operating surplus ratio Net result (excluding capital items) 
divided by total operating revenue 
(excluding capital items) 

-5.5% 

Between 0% 
and 10% 

Asset sustainability ratio Capital expenditure on the 
replacement of assets (renewals) 
divided by depreciation expense. 

81.6% 

Greater than 
90% 

Net financial liabilities ratio Total liabilities less current assets 
divided by total operating revenue 
(excluding capital items) 

59.4% 

Not Greater 
than 60% 

 
Note that the Operating Surplus ratio is not within the guidelines due to the impact of TC 
Marcia on the Operational result, which is outlined earlier in this report.   

The Asset Sustainability ratio is again below the guideline of 90% which was expected.  The 
overall Capital Expenditure is well in excess of depreciation, however the weighing of 
priorities between renewal works and upgrade projects continues to be a feature of Councils 
Budget processes.  Continued working through the consequences of service levels in Asset 
Management Planning will assist Council to know the future impact of these decisions. 

The Net Financial liabilities ratio just meets the target (even though it was not budgeted to do 
so).  This is the result of increased cash holdings at 30 June which is the result of 
approximately $15 unspent Capital Works program from the year.  This has been transferred 
to the 15/16 budget, however the works program is now under review in terms of the levels 
that can be achieved.  
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CONCLUSION 

With the exception of the Road Revaluation, the preparation of the Financial Statements for 
this financial year has progressed well in accordance with expected timeframes. 

Further information may be available in respect of the Road Revaluation by the time of the 
telephone meeting, in which case further verbal updates will be provided. 
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 Memo  
 

Date: 22 July 2015 

To: Ross Cheesman, General Manager Corporate Services 

CC: Audit Committee 

From: Alicia Cutler – Manager Finance 

Subject: Position Paper – Road Infrastructure Valuation 

 
 
Dear Ross, 
 

The following information has been prepared for Council Management, External Auditors and Audit 
Committee, outlining the considerations taken in arriving at our decision to defer the implementation 
of the Road Revaluation for 30 June 2015. 

 

Background 

Pavement Management Services were engaged by RRC to condition assess all sealed and unsealed 
roads, carparks and kerbs, and subsequently value the roads using the Unit Rates provided by the 
Local Government Roads Alliance Project.  The condition assessments have all been performed and 
the valuation is near complete, pending re-assessment of: 

 Policy decisions around widths of Pavements and Formation 

 Revision of formation unit rates for reasonableness and potential local adjustment 

The last revaluation of the Road and Drainage network was undertaken in 11/12 and the index used 
to monitor price movements (Road and Bridge Construction Queensland Index 6427.0 Produce Price 
Index, Table 17:Output of the Construction Industries, subdivision and class index numbers(Index 
number3101)) has only moved 2.73%, however it was proposed to move to a Rolling Revaluation 
function due to the size and complexity of assets within the class.  On a time basis, a revaluation 
would not be triggered until 2016/17. 

 

Report 

The proposed movement to the Roads Alliance Valuation Rates was in light of the desire of the LGAQ 
to standardise the approach to Road Valuations as well as cut future valuation costs for this class.  
Unit rates are updated each financial year and in theory could then be applied to our asset data.   

Based upon guidance material, we had used Central Coast, Dry Unit Rates and assumptions were 
made in the utilisation of the rates, which in review requires further analysis.  For example, no unit 
rates were provided for Stereotype E (Urban Collector & Sub-arterial Roads) for the Central Coast, 
which based upon our current assumptions, we have used the same rate as Stereotype D (Rural 
Sealed Roads).  When comparing with our current unit rates, the most substantial change is in that of 
the formation costs.  Formation rates of our local access roads (Type 9a,9b), which is 50% of our 
roads stock) would move from an average of $14 to $46.18 per square or in dollar terms $143 million.  
More analysis is required as to what are the reasons for such a big difference before it can be 
implemented.  All other unit rates (excluding Kerb & Channel) are close to our own in-house 
revaluation and have not resulted in substantial valuation movement.  It should also be noted that the 
Kerb and Channel revaluation still has many aspects to be sorted through in terms of data integrity as 
well as unit rates, however given it was such as small comparative value this has not been given a 
priority.   
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Formation at present has an unlimited life.   There would therefore not be any additional depreciation 
that would result, however this would impact substantially on Councils Statement of Financial 
Position.  With the recommendation also, that all assets be assigned a useful life and the removal of 
residual values, this value no doubt, would create future depreciation expenses for Council. 

It is proposed to work through the elements of the Formation unit rate in detail to determine the 
correct unit rates.  The LGAQ promotes a localised adjustment tool, which requires further analysis.  It 
is also proposed to research with other Councils over how they have implemented these rates.  
Preliminary discussions with Townsville have revealed they have had similar issues and they 
ultimately adjusted the rate to more reasonable levels. 

 

Data standardisation required in respect of Road widths. 

 When determining current replacement cost of the Roads, and applying a per square meter unit rate 
to the data, the questions have been raised over road widths.  At present, Roads are separated into 3 
layers – Formation, Pavement and Surface and there is varying differences when comparing the width 
of formation and pavement when compared to Surface width.  Pavement management Services have 
only verified the width of the sealed Road Component as this is visible. 

This assumption and whether it should be standardised then returns to the basis of current 
replacement cost and the definitions within this to establish the roads to current standards.  There 
needs to be some review whether these roads would all be replaced to the new standard as this 
would no doubt make them unaffordable.  More likely, a fit-for-purpose design might be utilised which 
accepts a lesser standard in the majority of cases.   

These changes would be considered to be a ‘Change in Accounting Estimate’ and at this stage, a full 
recommendation has not yet be established, however it is considered the best time to establish the 
estimate is at the same time the Re-valuation is implemented. 

Residual Values and new direction from the Accounting Standards Board 

It is now very clear that Councils are expected to adjust their Road data to remove all residual values 
from Road Infrastructure for 30 June 2016.  Given that the componentisation of roads may change as 
well as the associated unit rates, it was considered prudent and efficient to hold off all the changes 
and implement at once. 

New Valuation Timeframes in respect of rolling revaluation timeframes 

The work undertaken towards the revaluation to date, will not have been wasted.  Given that the 
roads have been conditioned during the months from March to May 2015, it will still be possible to 
implement the revaluation within the first six months of the 15/16 Financial year.  This will enable the 
above issues to be worked through in some detail as well as time for external audit input into the final 
result.   

In addition, it is proposed to undertake an external Bridge Revaluation as well as footpaths, traffic 
management and road furniture. 

Evaluating the Draft Revaluation figures against existing Values held in Asset Register. 

As discussed, with the exception of formation, there is not material differences in proposed current 
replacement cost and Fair Value. 

This can be demonstrated by the following table: 

Fair Value FV per square meterFair Value FV per square meterComment

Pavement 256,914,848$        22.14              296,050,533       22.10

Difference associated with Width 

assumptions

Surface 83,990,394$          14                    108,025,941       16            

Difference is a result of reduced unit rates but 

not material when compared against PPE

K&C 34,340,821$          32,994,723         Still many Data issues to sort through

Revaluation Conquest

 
 

From the above table, a decline in Fair Value of Surface is projected with the revaluation.  There 
remains some small discrepancies to be sorted with area.  This amount when compared to the total of 
PPE is not material and should be weight up against a potential increase in Formation rates.   
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When considering the impact upon Depreciation that may result from a decline in surface value, 
depreciation represents approximately 1/3 of the depreciation for the road and bridge class and a 
decline of approximately 15% equate to approximately $793,000.  This should be evaluated against 
the potential impact of removing residual values on surface assets which analysis shows is an 
additional $975,000. 

 

Conclusion 

Whilst a direction in respect of formation rates as well as pavement and formation widths could be 
resolved under some pressure, given all other factors, it was considered prudent to take time to 
evaluate the full impacts of any changes. 

 

 

 

Alicia Cutler 
Manager Finance 
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10 NOTICES OF MOTION  

Nil  
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11 URGENT BUSINESS/QUESTIONS  

Urgent Business is a provision in the Agenda for members to raise questions or matters of a 
genuinely urgent or emergent nature, that are not a change to Council Policy and can not be 
delayed until the next scheduled Council or Committee Meeting. 
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12 CLOSURE OF MEETING 
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