CITY OF WEST TORRENS

Notice of Committee Meeting

NOTICE IS HEREBY GIVEN in accordance with Sections 87 and 88 of the
Local Government Act 1999, that a meeting of the

AUDIT AND RISK PRESCRIBED GENERAL COMMITTEE

Members: Councillor S Rypp (Presiding Member),
Councillors: G Vlahos, R Haslam, E Moran, S Spadavecchia
of the
CITY OF WEST TORRENS

will be held in the Mayor's Reception Room, Civic Centre
165 Sir Donald Bradman Drive, Hilton

on

TUESDAY, 30 MAY 2017
at 6.00pm

Terry Buss
Chief Executive Officer

City of West Torrens Disclaimer

Please note that the contents of this Committee Agenda have yet to be considered by Council and

recommendations may be altered or changed by the Council in the process of making the formal
Council decision.
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1 MEETING OPENED
1.1 Evacuation Procedures

2 PRESENT

3 APOLOGIES

4 DISCLOSURE STATEMENTS

Committee Members are required to:

1.  Consider Section 73 and 75 of the Local Government Act 1999 and determine whether they
have a conflict of interest in any matter to be considered in this Agenda; and

2. Disclose these interests in accordance with the requirements of Sections 74 and 75A of the
Local Government Act 1999.

5 CONFIRMATION OF MINUTES
RECOMMENDATION

That the Minutes of the meeting of the Audit and Risk Committee held on 14 February 2017 be
confirmed as a true and correct record.

6 COMMUNICATION BY THE CHAIRPERSON

Page 1
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7 PRESENTATIONS
7.1 Insurance and Indemnity Arrangements: Report to Councils
Brief

This report presents the Local Government Association's review of its Local Government insurance
and indemnity arrangements for information.

RECOMMENDATION(S)

It is recommended to the Audit and Risk Committee that the LGA's ‘'Insurance and Indemnity
Arrangements: Report to Councils' be received.

Introduction

Following the Auditor General's report, 'Examination of the local government indemnity schemes:
September 2015, presented to the October 2015 meeting of the Audit and Risk Committee, the
Local Government Association of South Australia (LGA) commissioned Finity Consulting and
Rosey Batt and Associates to conduct a broad reaching review of its insurance and indemnity
arrangements.

Discussion

The resulting report from that review contains commercial in confidence information so has not
been released to councils or the public by the LGA. However, it has released a report that is
suitable for distribution to councils. This report, 'Insurance and Indemnity Arrangements: Report to
Councils' is attached for information.

The LGA's Executive Director, Corporate & Member Services, Ms Kathy Jarrett, has been invited
to present the report and its findings to this meeting of the Committee.

Conclusion

This report presents the LGA's 'Insurance and Indemnity Arrangements: Report to Councils'.

Attachments
1. Insurance and Indemnity Arrangements: Report to Councils

Page 2 ltem 7.1
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Arrangements: Report to

Councils
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& ASSOCIATES

ROSEY BATT —(tinity

9 February 2017

Ms Kathy Jarrett

Executive Director — Corporate and Member Services
Local Government Assaciation of South Australia
GPO Box 2693

ADELAIDE SA 5001

Dear Kathy

During 2016 the LGA commissioned Finity Consulting and Rosey Batt & Associates to assist the LGA with
its broad-reaching review of the insurance and indemnity arrangements for Councils.

You have requested that we prepare a report suitable for distribution to Councils. The report is essentially
the same as that provided to the LGA with omission of a number of items regarded as commercially
confidential.

We wish to acknowledge the assistance we were given by LGA, its Audit Committee, JLT and Council
representatives. We trust that the report will assist LGA and its members to respond to the issues that have
been raised in recent years.

Geoff Atkins Gillian Harrex Rosey Batt
Fellows of the Institute of Actuaries of Australia LLB Dip Ed MSc&TechComm FAICD
Sydney Melbourne Auckland

Tel +612 8252 3300 Tel +613 B0BO 0900 Tel +64 9 306 7700

Level 7. 68 Harrington Street Level 3, 30 Collins Street Level 5. 79 Queen Street

The Rocks, NSW 2000 Melboume, VIC 3000 Auckiand 1010

Finity Consulting Pty Limited  ABN 82 11470 270 /
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LGA Insurance and Indemnity Arrangements

Part]| Executive Summary

The Local Government Association of South Australia (LGA) commissioned Finity Consulting and
Rosey Batt to review the insurance and indemnity arrangements provided to Councils under the
management of JLT. This review was part of LGA's response to the review prepared by the Auditor
General of South Australia in 2015 concerning the operations of the insurance arrangements.

Our full report was prepared in September 2016. LGA has advised that it wishes to provide the report to
Councils and has asked us to prepare an amended report for this reason. Omissions relate only to
certain information that is regarded as commercially confidential. Otherwise the content is essentially the
same as the original report.

All Councils in South Australia participate in arrangements for insurance and indemnity that are managed
by JLT (using the business name LGRS) under a range of agreements between JLT and LGA. The
products and services provided cover:

Liability

Workers Compensation

Assets

Income Protection.
As well as the insurance protection, services to Councils include advice and placement of other

insurance needs (e.g. travel and marine), risk management advice and claims management.

The current structure of pooling risk in a mutual, buying reinsurance to protect the pool and
using expert provider(s) for management is an effective model for local government, superior to
alternative options.

One stop shop for insurance issues Lack of confidence in governance

Confidence that the arrangements are run in Lack of openness and transparency in the
their best interests arrangements

Insurance cover that meets (and perhaps Lack of confidence that the contributions paid
exceeds) their needs. Coverage is very broad  are commercially competitive

Services that broadly meet their needs and, Governance - the long standing arrangements
with a few exceptions, are well regarded with current providers is a barrier to

contestability

Claims management that is sensitive to their
needs and not litigious

Stability and predictability of the arrangements
and cost

Page 4 of 52
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Overall we have found that the advantages listed above are real and are of value to Councils. However,
while acknowledging the very significant advantages, there are a number of significant areas with the
current legal and governance structures that require review and modernisation. This includes that the
structures:

® Are complex, overlapping, inconsistent and lack transparency

o Reflect the nature of the historical Joint Venture approach and evolution over several decades

o Do not meet modern governance standards

@ Provide LGA with limited flexibility to manage relationships

B Pravide very limited opportunity to consider alternative providers.

Some of these issues have undermined confidence and raised important questions that our review is
intended to help resolve.

The governance structures for the various elements of the insurance and indemnity
arrangements are, in our view, not fit for purpose and contribute to a lack of transparency.

3 What needs to be changed?

Deciding and executing on changes is challenging because:

° On the one hand, the products and services provided to Councils are generally good and do not
need radical change

° On the other hand, the current legal and governance arrangements are extremely complex, do not
meet current good practice standards and should be rebuilt.

Change is necessary, but it would be a great shame if the continuity of product and service delivery was
disrupted unnecessarily. As a matter of principle, LGA needs to have ultimate control (but not day-to-day
management) of the arrangements and the various products and services need to be contestable.

Immediate moves to market testing would not only be legally risky and commercially disruptive, but would
be unlikely to achieve a better service. We are not aware of any provider other than JLT that is capable
of delivering (as a single provider) the complete package of products and services enjoyed by Councils in
South Australia. There are providers capable of providing components of the insurance and indemnity
arrangements.

Page 5 of 52
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4 Recommended structure and governance changes

The recommended structure and governance changes are currently the subject of ongoing negotiations
and are therefore considered to be commercial in confidence at the time of preparation of this report.

5 Value for money

In 2014/15 Councils paid a total of $52 million for insurance and indemnity (the total of contributions at
the start of each financial year less the rebates that are paid a few months later).

While there has not been the opportunity to undertake market testing or benchmarking of this cost, there
is no reason to think that it is excessive compared with buying insurance individually. Overall we found
that the expense rates (after allowing for impact of risk management and compulsory charges) for all
schemes are reasonable.

The arrangements are all ‘mutual’, in that any surplus funds belong to the Council members rather than
to any service provider or insurer. At 30 June 2015 the funds had accumulated surplus totalling

$68 million. As surplus funds have increased in recent years some has been returned to Councils by
way of ‘special distributions’ — the amounts vary from year to year but have been of the order of $5 million
per year.

The financial management of the Schemes has been prudent. With the exception of Income Protection,
the other Schemes are run more conservatively than needed to still meet prudent practices. Workers
Compensation, Liability and Assets all have contributions and surpluses that are higher than necessary.

6 Finances for JLT and LGA

The revenue of JLT is considered commercially confidential information and therefore is not disclosed in
this report.

LGA revenue of $2.9 million in 2014/15 (which includes rent of JLT's tenancy in LGA House) makes a
significant contribution to LGA's finances. Excluding the rent, the contribution made to LGA is roughly
the same as the total of member subscriptions to LGA. If this revenue was removed there would be a
significant impact on LGA's financial sustainability.

It is normal practice for a 'sponsoring organisation’ such as LGA to receive revenue from any group
insurance arrangements that it promotes or provides. The 2014/15 amount (excluding rent) is about 4%
of the total amount paid by Councils, and this level of revenue is within the range typical in the
marketplace. LGA should achieve transparency by openly showing to its members the financial
contribution from the insurance and indemnity arrangements.

Page 6 of 52
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Subsequent to the delivery of our full report, LGA management and Board have reviewed and noted the
findings and recommendations of that report. LGA have commenced negotiations to modernise the
current governance and financial structures. Given the current position of these discussions, it is
inappropriate for this report to comment further.

Implementing the reforms recommended in this report will be a substantial task requiring strong
project management and careful analysis of the risks and complexities.

The report we have prepared is long and aims to give the evidence and explanations that a reader would
need in order to understand the reasons behind our findings and to form their own views.

An attachment summarising our findings and recommendations follows this Executive Summary. As
highlighted above this Report has been prepared for distribution to Councils and it necessarily excludes
some commercially sensitive information included in the original Report.

Throughout our report there are a large number of Findings and Recommendations. For convenience,
the tables below summarise these, with a cross reference to where they can be found in the body of the
report.

| Section No.  Section Name | Findings

2 What do Councils need Input we received indicated that Councils value the
100% membership in the arrangements. Our own
experience supports the view that suitable
arrangements with 100% membership are generally
superior to situations where not all Councils

participate.
31 Options for obtaining The current structure for arranging insurance through
insurance a discretionary mutual fund with pooling of insurance

risk and purchase of excess cover provides
substantial advantages and should be continued

A significant advantage of discretionary mutual funds
for Councils is that they provide considerable
flexibility and potentially wider coverage and fewer
disputes than traditional insurance contracts.

5. Current Legal Structure and

Page 7 of 52
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| Section No.  Section Name Findings
Licensing
572 Overall comments There are five distinct arrangements for insurance for

Councils. These structures are:

Complex and overlapping
The outcome of decades of evolution.

Overall, the current legal and governance structures
do not reflect modern governance standards
5.10 The importance of The future arrangements should be structured in
contestability such a way that contestability of components of the
arrangements can be market tested without
disrupting the entire operation.

Contestability should be scheduled for set periods,
with the components to be contested determined by
the governing body/ies.

5.11 Requisite licenses LGA is the current holder of the workers
compensation self-insurance licence and no change
is necessary for this licence.

Depending on future governance arrangements it
may be necessary to apply for and maintain an AFSL
(Australian Financial Services Licence) in the future
(this licence is currently held by JLT).

7 Value for Councils

Tl Insurance Cover Coverage provided by insurance and indemnity
arrangements is broad and the discretionary nature
of the cover means in some cases broader than
provided by traditional insurance. Overall cover
arrangements for Councils are 'fit for purpose’ and
provide a significant benefit to Councils.

We note that the Minister for Local Government has
recently advised that the minimum level of insurance
for Councils will be increased from $50 million to
$300 million. The current scheme will meet this
minimum requirement

7.2 Risk and claim services Overall the risk management and claim services are
‘fit for purpose’ and, with limited exceptions, are well
regarded. There is always scope for improvement
and components of risk management and claims
management services could be contestable in the

future
7.3 Gross contributions less The current system of gross and net contributions
rebates provides incentives for risk management and allows

for greater levels of year to year stability as
increases/decreases can be ‘'smoothed’. However in

Page 8 of 52
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Section No. = Section Name Findings
our view, the gross contributions for MLS and WCS
could be reduced (with consequently lower rebates

provided).
7.4 Accumulated surplus targets Current accumulated surplus policies and level of
and special distributions surpluses are conservative for MLS, WCS and AMF.

There is an opportunity to reduce overall surpluses
without detriment to member Council security.

Regularity of special distributions highlights that
contributions may be too high for MLS, WCS and
AMF.

8.3 Reinsurance Reinsurance commission levels appear reasonable
and broadly consistent with our understanding of
reinsurance commission.

The extent of reinsurance is professionally reviewed
each year and seems appropriate. The reinsurance
programs for both MLS and AMF appear very
conservative given the strong capital position of the
Schemes.

The shared purchase of liability reinsurance (sharing
with local government arrangements in other states)
probably provides some savings relative to purchase
by MLS alone.

The Treasurer's Indemnity is of benefit to the MLS
(but not to the other schemes), and the obligations
are not particularly onerous provided placement of
the minimum cover remains practical.

8.4 Expenses and fees The expense rates (after allowing for impact of risk
management and compulsory charges) for all
schemes are reasonable.

8.5 Investment and investment The current investment approach for all Schemes is

income appropriate even though returns are low.
Funds are invested with LGFA, and so indirectly
supports councils

8.7 Programs and development There should be active oversight over approval,
funds funding and performance of various programs and
development funds that are supported by the
Schemes.
9 Individual Scheme Issues
9.1 Mutual Liability Scheme (MLS) Given the current operating structure, with little risk

retained by MLS, there is an opportunity to review the
contribution arrangements, the accumulated surplus
policy and the extent of reinsurance protection.

Page 9 of 52
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Section No.  Section Name Findings
9.2 Workers Compensation The current level of accumulated surplus in WCS is
Scheme (WCS) conservative and there may be an opportunity to
review this.

Council dissatisfaction with compliance requirements
could be addressed.

9.3 Asset Mutual Fund (AMF) Given current operating structure in the AMF, there is
a clear opportunity to review the contribution
arrangements, accumulated surplus policy and extent
of reinsurance protection purchased.

94 Income Protection Fund (IPF)  The current external market conditions suggest that
future substantial increases in contributions may be
required in the IPF to maintain solvency and meet
costs of reinsurance.

10.2 Estimate of JLT revenue from  The revenue of JLT is considered commercially
LGA members confidential and therefore is not disclosed in this
report.
10.3 LGA revenue from insurance Remuneration arrangements for LGA are complex

and indemnity arrangements and not transparent.
It is normal, and commercially acceptable, practice
for a sponsoring organisation to receive revenue from
arrangements such as LGA has in place for the

Councils.
1.2 Benchmarking of products and It is worth considering some benchmarking with other
service state local government associations, although this

process would have its own difficulties and needs to
be approached carefully.
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In addition to the recommendations below, we further recommend that this report be provided to the
Auditor General, as part of LGA's ongoing response to the Auditor General.

3.2

Discretionary Structure

R
ons

Subject to the other recommendations made in
this report covering legal and governance
arrangements, the current business model of
using a third party provider(s) for insurance
services gives an appropriate balance of control
and sKills.

Current structures require change to meet
modern governance standards

Distinct insurance schemes dealing with different
insurance needs should remain, but with updated
governance structures

The LGA should pursue reconstructing the AM
and IP Funds as Schemes as envisaged by the
LG Act

It may be necessary to apply for and maintain an
AFSL in the future. Future contractual
arrangements should allow for contestability of
individual services and consistency across all
Schemes.

As these matters are currently the subject of
negotiations, they have been omitted from this
report

As these matters are currently the subject of
negotiations, they have been omitted from this
report

Likewise, omitted from this report

We recommend greater transparency of the JLT
and LGA remuneration arrangements

LGASA should continue its broad relationship
with JLT on insurance and indemnity
arrangements. Any decision on potential market
testing should be deferred until revised legal and
governance arrangements are in place, with the
Schemes being structured to make components
of the products and services more readily
contestable.

Page 11 of 52
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Partll Background to the Findings

The detailed report is structured in four parts:

Part Il Background to the Findings — Sections 1 to 3

Part lll Governance, Contracts and Licencing — Sections 4 to 7
Part IV The Value for Money Equation — Sections 8 to 10

Part V Other Aspects — Sections 1110 13

In May 2016 LGA engaged Finity Consulting and Rosey Batt & Associates to undertake a broad-ranging
review of the insurance and indemnity arrangements provided to Councils through LGA. Those
arrangements are provided by JLT through a series of agreements between LGA and JLT, and started at
least 30 years ago. Over that time the arrangements have evolved and expanded in response to
changing needs and circumstances.

This review was commissioned by LGA, under the guidance of its Audit Committee. The review was
commissioned as part of the LGA's ongoing response to the review by the Auditor General. We were
asked to assist LGA in a broad ranging review of its local government indemnity Schemes and other
insurance and risk arrangements including both insurance arrangements and brokerage arrangements.
The focus is to ensure that services:

Deliver value for money

Avre fit for purpose and cost effective

Have robust governance arrangements in place.

One of the important factors in the review was the desire to maintain participation of all Councils in South
Australia in the various Schemes.

While LGA commissioned the report we have sought to approach this project from the perspective of
Councils, not the LGA entity in its own right.

As part of this review we sought and were provided with a wide range of information.
In addition to the information provided we had the benefit of meetings with:

LGA Audit Committee
Rosina Hislop (Chair)
Yvonne Sneddon
Alan Tregilgas
Mayor David Parkin

Page 12 of 52
2017 " .
_LGASA Insurance Review for Councils_Final RQSEYBAﬁ f]nlty

February
R 2017 [

Page 15 30 May 2017



Audit and Risk Prescribed Committee Item 7.1- Attachment 1

LGA Insurance and Indemnily Arrangements

LGA staff
Kathy Jarrett - Executive Director Corporate & Member Services
Matt Pinnegar — Chief Executive Officer
LGA CE Leadership Advisory Group
Brian Carr (Light Regional Council)
Michael Sedgman (Murray Bridge)
Paul Sutton (City of Charles Sturt),
Dr Helen McDonald (Naracoorte Lucindale Council)
Matt Pears (Mitcham)

JLT staff: Gary Okely, Robyn Daly and others.

1.31  Finity

Finity is the largest independent provider of actuarial consulting services to the insurance sector in
Australia. Finity has more than 100 staff including actuaries, management consultants, statisticians, and
data analysts and has been providing services to the general insurance and injury compensation markets
for more than 30 years.

The Finity team works extensively in South Australia and Finity staff are currently appointed as the
actuarial advisors to RTWSA, MAC, LSA, SAFA and RAAI. Finity has worked with almost every
government compensation and insurance scheme across Australia and New Zealand over the last five
years. We have also worked with a number of local government schemes in other jurisdictions and are
familiar with the particular challenges of this sector.

Finity does not provide or place insurance for clients and so is able to provide an independent
perspective on insurance related issues.

1.3.2 Rosey Batt & Associates

Rosey Batt & Associates is an Adelaide based firm providing legal and business services to corporate
clients. Rosey Batt is the principal of the firm and has over 30 years’ experience in the commercial
sector. Rosey has experience in the insurance sector both locally and internationally in management,
provision of legal advice and from a Board perspective.

Rosey also has extensive experience in corporate governance in organisations both at management and
Board level. She is a Fellow of the Institute of Company Directors and facilitates nationally in the
company directors course on directors duties, governance, decision making and legal issues. She
advises directors and organisations on directors’ duties and obligations and best practice governance
frameworks. Through her years of experience as a serving Board member on a wide range of Boards,
she has significant experience in strategy and risk.
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2 What do Councils need and value

The insurance and indemnity arrangements need to be assessed against the future needs of the local
government sector and what Councils value in this regard.

Based on the input we have received and our own experience, the ideal insurance and indemnity
arrangements will provide the following:

Simplicity — making it as straightforward as possible for Councils to deal with a technically complex
subject
Sufficient cover — high limits, broad risks covered, minimal exclusions
High quality and accessible services:
Insurance needs analysis, collation of exposure information, placement
(b} Risk management advice and services
(¢} Claims management that responds to the needs of Councils and is non-litigious
/) Paperwork and payments that are clear, efficient and no-fuss
4 A cost of insurance (i.e. premiums or contributions plus any self-insured retention) that is:
(21 Aslow as can be reasonably achieved while meeting the requirements listed above
() As stable as possible, to aid budgeting and avoid financial shocks
Confidence in the arrangements, so that officials and elected representatives do not spend an
inordinate amount of time reviewing insurance and ensuring it is adequate

Open and transparent arrangements that are co-operative across the sector

Maintaining confidence of ratepayers, the public and other stakeholders such as the State
Government that insurance risks have been properly dealt with.

Insurance is a high risk area and is technically complex. It is not the core business of Councils.

Arrangements that meet the needs outlined above are valuable, often to the point where they are taken
for granted until something goes wrong or confidence is shaken.

Finding: Input we received indicated that Councils value the 100% membership in the

arrangements. Our own experience supports the view that suitable arrangements with 100%
membership are generally superior to situations where not all Councils participate.
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A fundamental requirement for Councils to operate is to have appropriate insurance in place. There are
two key aspects to the process of arranging this insurance:

What options are available in terms of the 'structure’ of the insurance purchase?

How might the structure be managed in practice?

This section explains the options in a conceptual or theoretical framework. It does not deal with the
specifics of the current arrangements, which are addressed in later sections of the report.

There are three broad options available for Councils to obtain the insurance protection they need.

Figure 3.1 — Options for Purchasing Insurance

Purchase insurance specific
to each Council's needs

Each Council engages its
own insurance broker

Advantages

Relatively complex for
Councils — requires
expertise and relationship
with broker

Relatively expensive to
purchase, by comparison
with pooling risks or group
buying of insurance

Disadvantages

Works when risk profile is
similar (e.g. council risks)

Will get broader cover, higher
limits at a lower overall price

Opportunity to build expertise
and experience level (i.e. track
record)

Less complicated and less
expensive than if each
individual Council was
purchasing its own insurance

Does not work well for any
Councils with substantially
different risk profile to the
average Council in the group

Should result in lower overall
costs as only insuring risks in
excess of risk appetite and lower
level claims retained

Can provide more stability as
pool can manage year to year
movements in costs

Reduce “dollar swapping” with
insurance market

Less complicated for each
council than individual
purchasing

Potential to provide broader
cover than available from
traditional insurance

Requires greater sophistication of
management ‘at the centre’
including possibly outsourcing

Buying individual insurance is always an option and remains an option. Under current legal
arrangements it is an option available to any Council. The issue is whether other options are superior.

Group buying of insurance is better than individual buying. The greater buying power will achieve real

benefits in the insurance market.
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Pooling of risks and buying excess cover is a logical extension and brings some further benefits as
well as further management challenges to control the risks involved. A further benefit of this structure is
that it is established as a 'mutual’ meaning the funds belong to the members and any surplus funds are
returned to (or otherwise used for the benefit of) members.

The current arrangement is the third option here. In this arrangement risks, up to specified limits, are
pooled and insurance is purchased above these limits.

311 The Mutual structure

In our view Councils benefit from having their main insurance and indemnity arrangements in a mutual
structure. The benefits include:

s Reduced margins in expenses and insurer profit margins
@ Ability to achieve greater stability in premiums
® Potential to offer broader cover than is available from traditional insurance cover (and hence an

enhanced claims ‘experience’)

“ Any residual surplus (or profit) remaining the property of Councils.

There are risks involved with a mutual structure including:

@ The mutual fund running out of money and needing to call on members for more contributions (or
default on its indemnity obligations)

® The mutual taking on a 'life of its own' and extending its activities into areas outside its mandate

o Leakage of funds to service providers who may be able to establish non-commercial
arrangements.

The mitigants to these risks are to be found in two areas:

e Robust governance (although, as described elsewhere in this report, there is need for substantial
reform in relation to governance of the current structures)

e Prudent financial management, in line with actuarial advice.

Finding: The current structure for arranging insurance through a discretionary mutual fund

with pooling of insurance risk and purchase of excess cover provides substantial advantages
and should be continued.

3.1.2 Discretionary structure

Under the Insurance Act, insurance business may only be carried out by an APRA authorised insurer
(Division 2, Section 12). If the products were covered by the Insurance Act then they would need to be
provided by an APRA authorised insurer.

The current legal structures, referred to as a 'discretionary mutual fund' (DMF), are designed to provide
insurance-like (indemnity) protection and provide an alternative to conventional general insurance
products.
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The DMF structure allows a mutual pool to provide indemnity that is not ‘insurance business' for the
purpose of the Insurance Act. For many decades the ‘discretionary fund’ structure has been used as an
alternative. It has survived legal challenges in the UK as to whether it is legally ‘insurance’. In the early
2000s (after the HIH failure) it was reviewed in Australia (the Potts review) and the Federal Government
accepted the continuing use of the model subject to:

B Reporting to APRA in order to have visibility and in case future regulatory change was desired.

] Regulation by ASIC by way of the requirement to hold and abide by a suitable Australian Financial
Services Licence (AFSL)

® Requirement to clearly disclose to customers that it is not a contract of insurance and that
indemnity depends on the discretion of the fund.

We are not aware of any situation where a DMF has exercised discretion against the interests of a
member in circumstances that are unreasonable relative to the ‘promised indemnity’. There is also a
benefit to the ‘discretion’ in a DMF. There are frequently boundary issues and disputes over insurance
coverage, and litigation between insureds and insurers is common. [t is reasonable to expect that the
DMF will be less likely to take a strict and litigious approach. The DMF is more likely to use its discretion
to err on the side of its members provided the overall arrangements and fairness to members are not
prejudiced.

A financial consequence of the DMF structure is that there is no ‘insurer’ whose capital is at risk to meet

adverse experience. There have been occasions when a DMF has had to call on its members to
contribute additional funds.

Finding: A significant advantage of discretionary mutual funds for Councils is that they provide

considerable flexibility and potentially wider coverage and fewer disputes than traditional insurance
contracts.
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Assuming that LGA accepts the finding and wishes to continue to pool and then insure risks across
Councils, then there are three broad management models that may be used.

Figure 3.2 — Options for Management of Pooled Risk

Current arrangement
(variations of this are possible
including multiple
administration providers)

Purchasing access to
insurance expertise

Access to subject matter
experts

Advantages

Takes advantage of innovation
in other jurisdictions.

Less control- must maintain
effective oversight without
hindering performance.

May pay too much.

May result in over reliance on
third party provider.

Disadvantages

LGA (or a subsidiary to provide clarity = APRA authorised insurer.

of governance) manages
arrangements directly.

Control — LGA would have direct
access and control to all the
arrangements

Not core business — need to recruit,
train and develop specialist staff;
limited pool of insurance expertise on
the ground in Adelaide.

Would still need to use external
experts and so limits savings.

Limited ability to learn from what is
happening elsewhere.

Provides very strong
governance framework.

Checks and balances on
sound operation.

Not core business — will need
to recruit, train and develop
specialist staff

High cost of initial set up
($millions)

Capital ‘locked up’ inside
captive

High expense overheads and
ongoing regulatory
compliance costs.

LGA currently uses the first of these options with JLT being the third party provider.

For the scale of the LGA arrangements, the current approach of engaging one or more third party
providers to conduct the day to day management will generally have the lowest risk and provide the best
quality of products and services. The disadvantages, which are outlined in the table above, need to be
recognised and actively managed. In the current arrangements, LGA and JLT have expressed their
relationship as a joint venture. This aspect of the third party arrangement is discussed further in

Section 4.

In relation to the other options:

Internal provider: while there is no doubt that if LGA directly managed the arrangements there
would be a greater degree of control and understanding (within LGA) of the insurance
arrangements, we believe that there are a number of key disadvantages that would outweigh any
perceived advantage. In particular, the need to train and develop a team of staff, without recourse
to other resources in the organisation (as are available to a third party provider) are likely to limit
any savings that might be available. Further, the pool of appropriately experienced staff in a small
market such as Adelaide who would be attracted to this arrangement would be very limited.
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. APRA insurer: it would be possible for LGA to establish an APRA licensed insurer, solely to
manage its insurance risks. While this would provide a very strong governance framework,
authorisation of an APRA licensed insurer is a very complex, time consuming and expensive
process. Even after authorisation, operating an APRA authorised insurer would continue to be
expensive and is unlikely to be in the best interests of councils, when considering what might
optimise the ‘value for money' of any arrangement.

Recommendation: Subject to the other recommendations made throughout this report

covering legal and governance arrangements, the current business model of using a third
party provider(s) for insurance services gives an appropriate balance of control and skills.
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Part Il Governance, Contracts and Licensing

This part of the report deals with the legal structures of the insurance arrangements, the governance
systems and methods that are applied, the nature of the contracts among the parties and the government

licences required.

As the nature of the relationship(s) between JLT and LGA is the subject of ongoing negotiations, this
section has been omitted on commercial grounds.
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There are a number of aspects of the current legal structures and licensing proposals that are considered
commercial in confidence at this time and so have been omitted from this report.

The current legal structures for the provision of indemnity and insurance services are complex.
There are four main insurance Schemes in place — two indemnity Schemes autharised by legislation and
two mutual risk products operating under trust deeds:

Workers Compensation Scheme (WCS)

Mutual Liability Scheme (MLS)

Asset Mutual Fund (AMF)

Income Protection Fund (IPF).
Each scheme or trust has multiple legal documents governing its operation, which are often intertwined
and they have all been amended over time. In addition to the formal legal documents, they all have rules
and/or operational management agreements.

54 The Local Government Act

The legal structures start with the Local Government Act 1999. The Act states' that

LGA will conduct and manage the Schemes for Liability and Workers Compensation
LGA may conduct and manage any other indemnity or self-insurance Scheme.

The current Liability and Workers Compensation Schemes are conducted in accordance with the Act.
The Act imposes some requirements in terms of Scheme Rules, although they are not particularly
onerous.

The current Asset and Income Protection funds are not specifically identified as Schemes under the
Local Government Act. They operate on the basis that they are not Schemes under the Act, although
there is no reason why they could not be.

' Schedule 1 Part 1 Clause 2
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Finding: There are five distinct arrangements for insurance for Councils. These structures are:

Complex and overlapping

Do not meet modern governance standards

Overall, the current legal and governance structures do not reflect modern governance standards

5.9 The importance of contestability of services provided to
Schemes

Insurance and related services are a modest part of Council finances, at approximately 2% of revenue,
but are still a significant cost that needs to be managed. More importantly, the insurance coverage and
related services must be fit for purpose. As discussed elsewhere in this report, maintaining 100%
membership by Councils is an important element of the success of the Schemes.

As part of the review of the governance arrangements of the Schemes, provision for commercially
practical contestability of services provided to the Schemes needs to be designed into the future
arrangements. The design for contestability needs to be at a manageable level of components of the
services.

Finding: The future arrangements should be structured in such a way that contestability of
components of the arrangements can be market tested without disrupting the entire
operation.

Contestability of services should be scheduled for set periods, with the components to be
contested determined by the governing body/ies.

5.10 Government licences

There are two specific government licencing requirements which are essential for the operation of the
insurance and indemnity arrangements:

(21 An Australian Financial Services Licence (AFSL) to advise on, deal in and provide custodial
services for the mutual risk products in the Schemes (issued by ASIC)
() Aself-insurance licence for workers compensation (issued by ReturnToWorkSA).

JLT holds the AFSL under which the Schemes are operated. LGA hold the workers compensation
licence, as the representative employer of a group self-insurance pool.
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The specific requirements for the licences are technical, and were covered separately in an appendix to
the original report.

Finding: LGA is the current holder of the workers compensation self-insurance license and no
change is necessary for this license.

Recommendations:
Current structures require change to meet modern governance standards

Distinct insurance schemes dealing with different insurance needs should remain, but with updated
governance structures

Future contractual arrangements should allow for contestability of individual services and consistency

across all Schemes.
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6 Proposals for change

There are a number of aspects of the proposals that are considered commercial in confidence at this time
and so have been omitted from this report.

6.1 Project Management

Removed due to ongoing commercial negotiations.

Recommendation: LGA should establish a project structure and plan which will include inter

alia: negotiation, risk assessment, communication, resources and critical milestones.
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Part IV The Value for Money Equation

The focus of this part of the report is to examine whether the services are fit for purpose, cost effective
and deliver value for money. We examine the current arrangements in three sections:

. Councils — what they pay and what they receive
° Financial management of the Schemes

e Revenue arrangements to JLT (omitted from this report) and LGA.

7 Value for Councils

The ‘value for money’ provided to the member Councils by the insurance and indemnity arrangements
can be assessed in a number of ways. The way we have approached it in this report is as follows:

. What do Councils need and value from insurance coverage and related services? We dealt with
this in Section 2.

W What is the quality of the insurance coverage?

= What is the range and quality of risk, claim and other services?

e What are the costs paid by Councils for the coverage and services?

° What is the expenditure profile of those costs?

o Is there wastage in the expenditure profile that results in reduced value for Councils?

Value for councils can be considered as follows:

Figure 7.1 — Value for Councils

Councils Councils
Get Pay
Q
Insurance Net g‘
- . - §
Evaluate by Cover Contributions 2
*Components ;j
sInformed judgement Risk & claim Less Special £
*Benchmarking Services Distributions
=[Viarket testing

A
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The coverage of insurable risks is broad and limits are high.

Our review of the coverage in each of the four Schemes and Funds did not identify any gaps in coverage
or exclusions that are unreasonable. In some respects the cover is superior to that likely to be available
in the commercial market, through the economies of scale advantage that JLT has in consolidating and
reinsuring, for example, Local Government liability insurance risks across NSW, Victoria, South Australia
and Western Australia.

The breadth of the cover is enhanced by the ‘discretionary mutual' arrangements which can provide
elements of cover that would be excluded in commercial insurance.

The longevity of the four self-insurance funds also provides JLT with an advantage in understanding the
claims experience and development potential. In our view, all of these factors enable JLT to negotiate
insurance coverages appropriate to the broad nature and scope of Council risks.

LA Mutual Liability Scheme

The coverage offered by the MLS is very broad — broader than would generally be available in the
general insurance market place. In addition, the cover is effectively unlimited, given the Treasurer's
Indemnity. While in practice it is highly unlikely that the Treasurer's Indemnity would be called on, it does
provide an element of ‘sleep easy’ cover. In our view, the question of the limit of cover that should be
purchased will be a question for the governance structure of MLS to consider as part of its risk appetite
consideration.

The actual cover provided is for ..."All sums which the Insured shall be legally liable to pay to third parties
by reason of Civil Liabilities arising from and in connection with the Local Government business”.

The Public & Products Liability Policy provides Members (i.e. Councils) up to $300 million coverage for
any one occurrence and in the aggregate, with a deductible of $3,750 for each claim. Cover above
$300 million is provided by the Treasurer's Indemnity (see Section 8.3.4).

We note that the Minister for Local Government has recently advised that an amendment to the Local
Government Financial Regulations will increase the minimum level of insurance for Councils from
$50 million to $300 million. The current scheme meets this minimum requirement

Cover (for lower limits) is provided for other liability.

7.1.2 Workers Compensation Scheme

The WCS covers all of the liabilities of employer Councils under the RTW Act. In addition, the Scheme
provides cover (insured by the Scheme) for fines and penalties imposed under workers compensation
and WHS legislation, which is not a standard cover (but not a material impact on cost).

F iy P Asset Mutual Fund

The AMF provides $40 million cover including protection for the usual exposures for material loss and
damage, including theft or loss of money, computer crime, cyber security and data protection, privacy
breach costs, cyber extortion threat and reward payments. AMF'’s exposure is limited (figures removed
due to commercial confidentiality), with claims costs in excess of this insured in the external market.
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714 Income Protection Fund

For the IPF, coverage provides ‘top-up' benefits to 100% of wages in certain circumstances. Coverage to
100% of wages is not always commercially available because of the perception by insurers that there is
too great an incentive to make and continue a claim.

This type of insurance has been under intense pressure in recent years, with increasing claims frequency
and cost. Very substantial price increases have been experienced across the industry. Contribution
increases for the IPF have been significantly less than typical commercial markets.

It is possible that the benefits in this fund may need some realignment with changes in industry practice
to ensure their ongoing affordability.

7.1.5 Insurance outside the Schemes/Funds

The insurance needs of Councils vary in detail, and the risk appetite of Councils may lead to a desire to
insure a particular risk when another Council chooses not to.

JLT provides a service to Councils to undertake an insurance needs analysis and to place any required
insurances outside the mutual arrangements. While we did not review the details of any of these
arrangements, we did not see any evidence that they might not be ‘it for purpose’.

The total volume of insurance placements is relatively small. It is appropriate that JLT receives normal
market commissions for this insurance.

Finding: Coverage provided by insurance and indemnity arrangements is broad and the
discretionary nature of the cover means in some cases broader than provided by traditional
insurance.

Overall cover arrangements for Councils are ‘fit for purpose’.

7.2 Risk and claim services

JLT provides a range of additional services to Councils that are focussed on risk management and
mitigation across Councils:

E Climate change adaption — Mutual Liability Scheme

® Business resilience — Mutual Liability Scheme

@ Health and Wellbeing programs — Workers Compensation Scheme

. Injury Management Compliance Audits

a One System Implementation Platform (OSIP), Essential Safety Platform (ESP) — Workers
Compensation Scheme

o Regional Risk Coordinator Network comprised of LGRS employees (manager and nine risk
coordinators) to share knowledge of changing requirements (e.g. with Work Health & Safety laws)
— Mutual Liability Scheme and Workers Compensation Scheme.
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7.2 User satisfaction

LGA member surveys and other feedback from Councils show a high degree of satisfaction with the
services provided by JLT. The regional risk co-ordinators have generally been well received by Councils
outside the metropolitan area.
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The main area of dissatisfaction at present, especially from smaller Councils, is the high level of
compliance activity needed for the Workers Compensation Scheme, including WHS arrangements. We
understand that this is a consequence of the requirements to retain the self-insurance licence. Based on
our other experience in South Australia, this is plausible. Note we have not approached RTWSA about
this matter.
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7.2.2 Risk management services

As noted above, JLT provides additional services such as the Regional Risk Coordinators.

The AMF, through LGRS, also provides members with thermographic inspections on selected assets, as
part of its minimisation program. During these visits, onsite inspections were also performed, to confirm
compliance of the electrical installations with Australia/NZ Wiring Rules (AS3000:2007).

We have reviewed some of the risk management services and acknowledge that these are positive steps
that are being undertaken to mitigate and minimise risk. We believe there would be value in having more
risk management activities directed at reducing claims or addressing high risk incidents.

In line with best practice we would expect that there may be opportunities to implement further
governance processes around the risk management services currently offered.

7.2.3 Claims management

JLT provides claims management for all of the pooled arrangements.

Our review of the Workers Compensation Scheme gave us confidence that the claims management in
that arrangement is of high quality. There is close liaison with the Council employer and the particular
circumstances of Local Government are taken into account. The results of the Workers Compensation
Scheme have been very good, and it is likely that the quality of claims management has contributed to
this.

Feedback from the CE Leadership Group suggested that claims management is an area of strength in
the overall structure and, coupled with the broad nature of the coverage, provides confidence and
assurance to the Councils.

Overall, JLT's claims management expertise may be difficult to replicate, given its knowledge and
experience in Local Government, particularly when combined with its risk management services
deployed through the regional risk coordinators. However, claims management is one of the services
that can be contestable and has a number of well qualified alternative providers operating in the market.
If and when a decision is taken on market testing, this would be one of the services to be considered.

Finding: Overall the risk management and claim services are ‘fit for purpose’ and, with
limited exceptions, are well regarded. There is always scope for improvement and

components of risk management and claims management services could be contestable in
the future.

7.3 Gross contributions less rebates

Under the current system of establishing contributions for each of the MLS and WCS, a gross
contribution is established for the coming premium year. Following the commencement of the scheme
year, a rebate (based in part on claims experience and in part on risk management activity) is paid to
each council to arrive at a net contribution for the year. For the AMF and IPF, the accounts do not
disclose whether any rebate was paid. Special distributions are considered separately in Section 7.4.2.

Page 29 of 52

February 2017
R 2017_02_LGASA Insurance Review for Councils_Final @SEY BA' l

& ASSOCIATES ¥ i

- i

(finity

Page 32 30 May 2017



Audit and Risk Prescribed Committee

Item 7.1- Attachment 1

Table 7.1 summarises the recent gross and net contribution history.

LGA Insurance and Indemnity Arrangements

Table 7.1 — Summary of Recent Contributions

______________ T2 [ N, T | —— ]

1213 1314 14/15] 1213 134 14151 12713 1314 1450 12113 134 14115

§000 $000 $000 | S$000 $000 $000: $000 $000 §000; $000 $000 5000

Gross Contributions 13,185 13,645 13,880 | 27,758 29,480 31,501 14,404 15125 15368 4,793 5299 5834
Rebate (3,002) (3,156) (3.156); (10,489) (10.604) (11,915); - - -1 - - -
Net Contributions 10,183 10,489 10,724 | 17,268 18,875 19,585 14,404 15125 15368 4793 5200 5834
Rebate as % Gross 22.8% 23.1% 22.7% | 37.8% 36.0% 37.8% | - - - - - -
ion 3.0%  22% | 9.3%  3.8% 5.0% 16% ! 10.5%  10.1%

Inc % pa in Net Contributi

Increases for MLS contributions have been modest for some years, reflecting a strategy of limiting
contribution increases to movements annually in line with the SA Local Government Price Index. WCS
gross contributions reflect movements in insured wages. Increases for the IPF have been substantial in
recent years, reflective of the difficult environment for income protection generally, with rate increases of

more than 10% per annum not uncommon.

Discussions with the CE Leadership Group highlighted:

The current system of gross and net contributions is well understood

The system of providing rebates based in part on the performance of individual Councils is well

understood
There is a very strong desire for stability in contributions from year to year

Councils are prepared, at least in theory, to allow for some trade-off between lower contributions

and year to year volatility in order to allow for stability in contributions.

7.3.1

Our Observations On The Current Approach

In our view, the current system of gross and net contributions for the MLS and WCS has three

advantages:

It gives a buffer for premium stability which, as highlighted above, is important for Councils

It gives time to determine risk based premiums by Council and deliver by way of the rebate

This optimises the chance that the rebate will act as an effective incentive.

In our view, however, the buffers are now too large; rebates have been more than 20% for a number of
years. We believe that there is an opportunity to ‘recalibrate’ gross contributions at a lower level. In our
experience, a buffer of say 10-20% generally provides an adequate allowance to provide some rebate for

risk management incentives, as well as allowing some smoothing in contributions over time.

In making this observation, we also note that these Schemes have large accumulated surpluses and
have provided additional special distributions in recent years (see below), suggesting that the current

absolute level of contributions is more than adeguate.
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Findings: The current system of gross and net contributions provides incentives for risk management
and allows for greater levels of year to year stability as increases/decreases can be ‘smoothed'

however

the gross contributions for MLS and WCS could be reduced (with consequently lower rebates provided)

Note that further observations on the overall level of contributions, including in the Asset fund, are in
Sections 8 and 9.

7.4 Accumulated Surplus Targets and Special Distributions®
741 Accumulated Surplus Position

Table 7.2 summarises the accumulated surpluses across the Schemes at June 2015.

Table 7.2 — Accumulated Surpluses at June 2015

MLS WCS AMF IPF Total

$'000 $'000 $'000 $'000 $'000
Profit in Year 1,886 (3,187) 3,168 49 1,915
Special Distribution in Year (1,500) (1,500)  (505)  (170)i (3,675)
Surplus at Year End 27,243 24,946 13,855 2,852 : 68,896
Net Contributions 10,724 19,585 15,368 5,834 1 51,511
Surplus as % Net Conts 254% 127% 90% 49% 134%
Net Quistanding Claims Provision 3,757 19,119 1,742 4,197 + 28,815
Surplus as % Net OSC 725% 130% 795% 68% 239%

We note that the accumulated surplus policies for the MLS and WCS have been reviewed by their
respective boards during 2016.

While a specific review of these policies is beyond the scope of this assignment, generally the funds are
quite conservatively reserved and there may be opportunities to review the surplus retention policies,
without materially impacting on Councils' security.

The total accumulated surplus across the four Schemes was $69 million at 30 June 2015. Under the
current governance structure, each Scheme/Fund is responsible for establishing and maintaining a
separate accumulated surplus policy and target. While we support a conservative approach to financial
management in mutual insurance Schemes, the historical approaches have, in aggregate, been more
conservative than necessary.

? In other insurance contexts, these would often be referred to as Capital Adequacy or Solvency and Dividends respectively
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Finding: Current accumulated surplus policies and level of surpluses are very conservative for
MLS, WCS and AMF.

There is an opportunity to reduce overall surpluses without detriment to member Council
security.

For IPF the current accumulated surplus is modest.

7.4.2 Special distributions

Under the current accumulated surplus policies for each Scheme, if surplus is in excess of the agreed
target range, a ‘Special Distribution’ can be paid to Councils. In some situations, rather than paying a
special distribution, surplus assets may be used to fund specific program(s) or project(s). Table 7.3
summarises the special distributions paid in the three years to June 2015.

Table 7.3 — Special Distributions
12/13 13/14 14/15
$'000 $'000 $'000

MLS - 1,500 1,500
WCSs - 2,000 1,500
AMF 1,250 3,625 505
IPF 190 195 170
Total 1,440 7,320 3,675

In our view, payment of a special distribution in these circumstances is entirely appropriate. The surplus
assets have been built up from Council contributions and experience, and the monies should be returned
to them.

The fact that special distributions have become regular and substantial is further evidence that the
financial management has been more conservative than it needs to be. With the exception of the IPF,
net contributions in each of the other Schemes could be lower than at present, with the greatest potential
reductions in the MLS and AMF because of the extensive reinsurance.

Finding: Regularity of special distributions highlights that contributions may be too high for

MLS, WCS and AMF.
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8 Financial management of the Schemes
In this section we have used ‘Scheme’ to refer to any of the MLS, WCS, AMF or IPF.

From the perspective of the Schemes themselves, there are a number of areas where value can be
gained or lost.

Figure 8.1 — Components of Scheme Finances

Expenses and
Reinsurance fees Investment
costs income

N i i y Programs and
Claims i Development

Funds

SC h e m e Accumulated

Contributions
(prev section)

Surplus (prev

Finances 5

Contributions and Accumulated Surplus have been dealt with in Section 7 due to their direct relevance to
Councils.

8.1 Summary of observations

The 'value for money' issues associated with each of the components of Scheme income and
expenditure are summarised in Table 8.1. For each of the relevant financial items outlined above the
table describes the potential for poor value and our findings in relation to this.
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Claim payments

Reinsurance Costs

Expenses and Fees
1.  Remuneration to JLT

2. Money paid to LGA

3. Government levies

4. External service
providers

Investment income

Programs and
development funds

Only to the extent that claims are
poorly managed.

If coverage is not necessary or ‘above
market' premiums are paid.

If JLT is paid amounts that are ‘above
market' for the services provided.

If LGA is paid money from the
Schemes that could be better utilised
in another way.

Only if not necessary to pay them.

If unnecessary services are bought, or
‘above market' prices are paid.

If there is a loss of value of
investments or if returns are
unnecessarily low

If surplus funds are spent on programs
that are not valuable to Councils and
not relevant to insurance and
indemnity.

LGA Insurance and Indemnity Arrangements

Table 8.1 — Components of Scheme Finances

No evidence of poor
management of claims.

Access to pooled insurance is an
advantage. Liability and Asset
funds could retain more risk.

The revenue of JLT is considered
commercial information and
therefore is not disclosed in this
report.

Refer to Section 10 of the report
for further discussion.

No evidence of unnecessary levy
payments.

No evidence of wastage.

We support use of LGFA as the
investment vehicle

Governing bodies need to be
satisfied about a number of
reinvestments and development
funds currently in operation.

Section 7.2.3 discussed claims management from the perspective of Councils.

The discretionary nature of the insurance and indemnity arrangements means that there have been, and
will be in the future, claims paid that would be ‘outside’ normal insurance contracts (Section 3.1.2).

While we have not examined claim files we have not observed, or been made aware of, any significant
claim cost that is not of benefit to Councils.

This section deals with:

The cost of reinsurance and associated commissions

The reinsurance coverage

The Treasurer's Indemnity to the MLS

Technically the external protection of the Schemes is ‘insurance’ because the Schemes themselves are
not insurers but are pools of risks. It is easier to understand, though, if it is referred to as ‘reinsurance’
which is what we do in this section.
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8.3.1 Reinsurance costs

Table 8.2 — Reinsurance Costs
MLS WCS AMF IPF | Total
$'000 $'000 $'000 $000: $000

Net Contributions 10,724 19,585 15,368 5,834 51,511
Total Cost of RI 6,354 1,254 6,662 1,233 15,502
Total Cost of Rl as % Net Conftributions 59% 6% 43% 21% 30%

Reinsurance premiums, other than for IPF, have not been increasing much (if at all) in recent years,
despite increasing exposure. This is largely a reflection of the very ‘soft’ reinsurance markets at the
present time, with large volumes of capacity and very competitive pricing. In contrast, the market for
disability type covers has had a very difficult few years and the cost of this reinsurance has been
increasing rapidly.

The level of commission paid by each Scheme appears reasonable, given the nature of the cover

purchased (see below), the complexities associated with the particular coverage and our understanding
of reinsurance commissions in the market.

Finding: Reinsurance commission levels appear reasonable and broadly consistent with our

understanding of reinsurance commission levels.

8.3.2 Reinsurance coverage

Reinsurance arrangements vary significantly by Scheme:

Table 8.3 — Summary of Arrangements

Scheme | Summary of Reinsurance Finity comment
MLS Essentially fully reinsured above Council Consistent with current arrangements in other
deductibles. Part of ‘group' reinsurance states.

purchasing arrangement with SA, WA and
NSW. Cover purchased to $300 million and
Treasurer's Indemnity (see Section 8.3.4) in
excess of this amount.

Very conservative program. The Scheme
has the capacity to retain greater risk if
market prices make it worthwhile.

WCS Excess of loss, with retained cost of $600,000 = Typical of reinsurance programs generally
per claim (indexed). observed for self-insured WC.
AMF Deductibles vary by claim type. Conservative program — the Fund has the

capacity to retain greater risk if market prices

Overall retained limit of $XXX million ) :
make it worthwhile.

(removed on confidentiality grounds) per
annum, with cover purchased to $40 million
per loss
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Scheme | Summary of Reinsurance . Finity comment

IPF Cover for (up to) 104 weeks for most injuries  Recoveries have sometimes been greater
(generally has a 10 day deductible), subject than reinsurance expense.
to annual aggregate of $10 million per council

; Cost implications are discussed in Section
and per accident

8.3.1
Exclusions for first year for WC claims

Finding: The extent of reinsurance is professionally reviewed each year and seems

appropriate. The reinsurance programs for both MLS and AMF appear very conservative
given the strong capital position of the Schemes.

8.3.3 Shared reinsurance for MLS

As outlined in Table 8.3, the reinsurance for MLS is purchased on a ‘group’ basis by JLT, with cover
purchased for SA, WA and NSW, largely from the London market. The cost of cover is shared, although
the basis of this sharing is not transparent. We understand the premiums are allocated based on
actuarial advice in the London market.

In our view, the sharing of the reinsurance program is potentially a sound strategy, provided ‘the price is
right’. It can enable MLS to gain access to reinsurance at a lower cost than might otherwise be the case.

While beyond the scope of this assignment, in our view the current (and long term) strategy of seeking to
fully insure all risks is a very conservative one. In our experience, it is not uncommon for discretionary
mutual funds to retain up to say $500,000 per claim, depending on their risk appetite and surplus
position. Given the extremely strong surplus position of the MLS, there may be some opportunity to
reduce the overall reinsurance program. This is discussed further in Section 9.

Finding: The shared purchase of liability reinsurance probably provides some savings

relative to purchase by MLS alone.

8.3.4 Treasurers’ indemnity for the MLS

The MLS (and only the MLS) has the benefit of a guarantee arrangement with SAFA, referred to as the
Treasurers' Indemnity.

History of the indemnity®

The history dates back to the first Ash Wednesday bushfires of 1983. Stirling Council was found liable
due its negligent management of a waste dump. With only a very small sum insured on its liability
insurance policy, the Council was hopelessly insolvent.

The State Government bailed out the Stirling Council and in turn required the Local Government sector to
acquire adequate liability insurance. The MLS was started in 1989 with the backing of a government

‘s relayed to us
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indemnity. The terms of the indemnity have been continuously updated since that time.

LGA Insurance and Indemnily Arrangements

Initially the

Indemnity was provided above a relatively low limit but now provides coverage in excess of $300 million.

The current indemnity arrangements

The indemnity agreement places obligations on the MLS as well as providing benefits.

Table 8.4 — Treasurers' Indemnity

Obligations

Must maintain minimum cover of $300 million for
General Liability

(other lower limits apply for classes such as
D&O)

' MLS pays a fee of 3.9% of reinsurance premiums
to SAFA for provision of the Indemnity

Government nominates two Board members

Benefits

" Provides additional reinsurance protection to

MLS: currently $700 million for public liability
giving total cover of $1 billion

In addition, if there is reinsurer failure in the MLS
main program this additional cover would ‘drop
down' to protect MLS (this is a feature that is
sometimes available in high level reinsurance

~ covers)

Access to reinsurance protection

Access to insurance knowledge in government

The indemnity agreement from the government requires that the MLS buy very high policy limits for

liability coverages (i.e. to $300m). While not part of the Indemnity, we note that under the Scheme Rules,

the State government has two seats on the Board of the MLS.

Finding: The Treasurer's Indemnity is of benefit to the MLS, and the obligations are not particularly

onerous provided placement of the minimum cover remains practical.
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B A B s s i ! £
0.4 EXpenses and i€

Total expenses (including compulsory government charges) for 2014/15 were as follows:
Table 8.5 — Expense Rate

MLS WCS AMF IPF Total
$'000 $'000 $'000 $'000 | $'000

Net Contributions 10,724 19,585 15,368 5,834 | 51,571

Total Expenses including all external fees,
levies, etc (i.e. not just expenses paid to JLT) 3,974 8,377 3,513 1,267 + 17,131

Total Expenses as % Net Contributions 37% 43% 23% 22% 33%

Qur observations on the total expenses are as follows:

B MLS: The expense rate of 37% is a little high. We note that this includes Risk Management
expenses of around $1.4 million (13%) suggesting total insurance expenses of around 20%, which
is not unreasonable.

@ WCS: The expense rate of 43% is a little high. However, this includes compulsory RTWSA levies
of around $1.7 million (8.7%) and also Risk Management expenses of a further $1.7 million (8.7%).
Overall expenses are not unreasonable.

° AMF: The expense rate of 23% is reasonable.

o IPF. The expense rate of 22% is reasonable.

Finding: The expense rates (after allowing for impact of risk management and compulsory

charges) for all schemes are reasonable.

8.5 Investments and investment income

Investments are all placed with LGFA (the Local Government Finance Authority of South Australia), and
have been for a considerable time. Investments are mainly in the form of term deposits.

We believe that this investment approach is appropriate because:

3 It is low risk, with a minimum risk of loss of capital value

° It directly supports the local government sector by providing funds that LGFA can on-lend to the
sector at favourable interest rates

o It enables the financial guarantee to be provided for the Workers Compensation scheme in a
practical and cost effective manner.

Current investment returns are very low. However, the schemes do not rely on investment income for
viability and there are risks with chasing higher returns. Those risks are exemplified in the losses many
local government bodies suffered by investing in ‘collateralised debt obligations’ structured by the now
insolvent Lehman Bros.
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Finding: The current investment approach for all Schemes is appropriate even though returns

are low. Funds are invested with LGFA and so indirectly supports Councils.

8.6 Accumulated surplus positions

In Section 7 we concluded that, with the exception of the IPF, the accumulated surplus policies and
positions were more conservative than needed, and in this respect the Schemes could achieve better
value for Councils.

8.7 Programs and development funds

There are many programs and development funds that have been funded by the Schemes in recent
years. This is part of the benefit of the mutual structure, as all Councils can benefit from this pooled
approach. These have included:

o All Schemes
- Various sponsorships and awards
- Development funds (other than IPF) which have been used to fund various projects, either at

individual council or whole of program level
& MLS
- Projects on adaptation to climate change (pre 2013)
o wWCs
- Health and well-being programs (in excess of $0.5 million p.a.)

Detailed review of the programs is beyond the scope of this review. The funding and scope of programs
is approved by the Boards and Oversight Committees.

Finding: The governing bodies should have active oversight over approval, funding and

performance of various programs and development funds that are supported by the Schemes.
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9 Individual Scheme issues

Sections 7 and 8 have covered a broad range of issues. In this section, we have summarised our

observations as they relate to each of the Schemes and Funds individually.

The figures in this section are sourced from the Annual Reports of each of the Schemes/Funds.

9.1 Mutual Liability Scheme (MLS)

MLS financials over the last three years can be summarised as follows:

Table 9.1 — MLS Financials

12/13 13/14 14/15
$'000 $'000 $'000

Member Contributions:
Gross 13,185 13,645 13,880
Rebate (3,002) (3,156) (3,156)
Net Contributions 10,183 10,489 10,724
Reinsurance (6,102)  (6,526) (6,354)
Net Income 4,081 3,962 4,370
Net Claims Expense 344 (394) (73)
Base Administration Expense (1,135) (1,170) (1,196)
Investment Income 1,276 998 1,126
Other Administration Expenses (2,682) (2,533) (2,341)
Operating Surplus 1,884 865 1,886
Net Assets of Scheme 27,492 26,857 27,243

Full financials can be found in Appendices of original report.

Our observations and findings relative to the Liability scheme include:

e The system of gross and net contributions should be reviewed, with a view to reducing the level of

gross contributions.

@ Taken together, we believe there is a substantial opportunity to review either or both of the
accumulated surplus and reinsurance policies as outlined in previous sections.

Finding: Given the current operating structure, with little risk retained by MLS, there is an

opportunity to review contribution arrangements, the accumulated surplus policy and the

extent of reinsurance protection
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WCS financials over the last three years can be summarised as follows:

Table 9.2 — WCS Financials
12/13 13/14 14/15
$'000 $'000 $'000

Member Contributions:

Gross 27,758 29,480 31,501

Rebate (10,488) (10,604) (11,915)
Net Contributions 17,268 18,875 19,585
Reinsurance (1,092)  (1,219) (1,254)
Net Income 16,177 17,657 18,331
Net Claims Expense (8,599) (8,160) (15,144)
Base Administration Expense (1,893) (1,988) (2.096)
Investment Income 2,326 1,816 1,777
Other Administration Expenses (5,624) (6,166) (6,056)
Operating Surplus 2,385 3,159 (3,187)
Net Assets of Scheme 28,475 29,634 24,946

Full financials can be found in Appendices of original report

The net claims expense increase in 2014/15 was due to an increase in the value of outstanding claims,
as assessed by the actuary. We understand that this has been reduced at June 2016, with a
corresponding reduction in claims expense (although noting that we believe these accounts are still being
audited).

In respect of the Workers Compensation scheme our findings include:

The operating loss in 2014/15 was due to an increase in the actuary's estimate of liabilities which
has been largely reversed in 2015/16.

The system of gross and net contributions should be reviewed, with a view to reducing the level of
gross contributions.

The Scheme retains a significant amount of risk, resulting in volatility of claims expense and
operating surplus. Therefore it needs a strong accumulated surplus.

Nonetheless, we regard the accumulated surplus policy as being at the conservative (high) end of
a reasonable range.

Expenses include compulsory license fees paid to RTWSA. There are substantial amounts spent
on systems and compliance — given our experience of the workers' compensation system in South
Australia this overall expenditure may well be required.

Feedback from Councils was that this Scheme was a source of dissatisfaction, primarily arising
from the heavy compliance burden attributed to the self-insurance licence conditions. There is an
opportunity to address this concern by continuing ongoing consultation with RTWSA and further
communication with Councils. This is something that LGA may wish to pursue regardless of its
adoption of any other recommendations in this report.
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Finding: The current level of accumulated surplus in WCS is conservative and there may be
an opportunity to review this and the contribution structure.

Council dissatisfaction with compliance requirements should continue to be addressed.

9.3 Asset Mutual Fund (AMF)

AMF financials over the last three years can be summarised as follows:

Table 9.3 — AMF Financials
12/13 13/14 14/15
$'000 $'000 $'000

Net Contributions 14,404 15,125 15,368
Reinsurance (6,734) (6,855) (6,662)
Net Income 7,670 8,270 8,706
Net Claims Expense (3,489) (3,775) (3,606)
Base Administration Expense (1,430) (1,507) (1,535)
Investment Income 522 619 491
Other Administration Expenses (773) (1,052) (889)
Operating Surplus 2,500 2,554 3,168
Net Assets of Scheme 12,264 11,193 13,855

Full financials can be found in original report.

Observations about the AMF include:

o Taken together, we believe there is a substantial opportunity to review either or both of the
accumulated surplus and reinsurance policies

Finding: Given current operating structure in the AMF, there is a clear opportunity to
review the current contributions arrangements, accumulated surplus policy and extent

of reinsurance protection purchased.
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94 Income Protection Fund (IPF)

IPF financials over the last three years can be summarised as follows:

Table 9.4 — IPF Financials
12/13 13/14 14/15
$'000 $'000 $'000

Net Contributions 4,793 5,299 5,834
Reinsurance (841) (1,121) (1,233)
Net Income 3,953 4,178 4,601
Net Claims Expense (2,835) (3,346) (3,764)
Base Administration Expense (571) (646) (708)
Investment Income 169 187 204
Other Administration Expenses (114) (132) (284)
Operating Surplus 601 241 49
Net Assets of Scheme 2,927 2,973 2,852

Full financials can be found in original report.
In contrast to the other funds, the overall level of accumulated surplus in this fund is guite modest.
Observations about the IPF include:
] Overall level of surplus is relatively modest and the fund has broken even only because

reinsurance has been profitable for the Fund.

@ Experience in the general market in relation to disability insurance in recent years has been very
adverse and substantial increases in premiums have been observed across the market. This can
be seen in the increased costs of reinsurance for the IPF, which has increased by almost 50% in
two years, compared to a 22% increase in contributions

e Our understanding is that the external market is still experiencing substantial increases and hence
further material increases in contributions should be expected by Council members

- The smaller level of accumulated surplus makes it much more difficult for this fund to absorb
‘shocks’
. It may be necessary for the Fund to consider reducing the scope of benefits offered if claims

experience and insurance market conditions continue to be difficult.

Finding: The current external market conditions suggest that future substantial increases in

contributions may be required in the IPF to maintain solvency and meet costs of reinsurance.
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This section considers in more detail the remuneration arrangements in place for both JLT and LGA.

As these arrangements are currently the subject of ongoing commercially sensitive negotiations, the
maijority of this section has been omitted. As noted elsewhere in the report, the overall level of expenses
in the Schemes are not unreasonable.

The Association itself (LGA) receives revenues from the insurance and indemnity Schemes, comprising:

Payments from the Schemes (variously named)
A % of commissions paid by insurers to JLT

Rent for LGA House.
The costs to LGA include:

Management time in working with the Scheme manager and with Councils on insurance issues
Management time on Scheme Boards and Committees

Dealing with other stakeholders such as the Auditor-General and SAFA

Property cost of the space rented to JLT.

The revenue that LGA receives from the arrangements (including the full amount of office rent) was about
$2.9 million in 2014/15.

10.2.1 Are the LGA arrangements appropriate?

It is normal practice for a ‘sponsoring organisation’ such as LGA to receive revenue from any group
insurance arrangements that it promotes or provides. The 2014/15 amount of $2 million (excluding rent)
is about 4% of the total amount paid by Councils, and this level of revenue is about typical in the
marketplace.

Leaving aside the rent, the contribution to LGA finances is roughly the same as the total of member
subscriptions to LGA. If this revenue was removed and not replaced by any alternative, this would have
a significant impact on LGA's financial sustainability.

While there is nothing inherently wrong with LGA being partially funded from the insurance and indemnity
arrangements there are risks that must be considered and governance needs to be suitable.
Governance arrangements that will mitigate risks in the arrangement would include;

oversight of the LGA revenue and activities in respect of the Schemes

The ‘contract management’ function for LGA including a focus on remuneration — validation,
transparency and review
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o Transparency in communication to Councils about the significance of the revenue source to LGA

finances.

Finding: Remunerations arrangements for LGA could be more transparent.

It is normal practice for a sponsoring organisation to receive revenue from arrangements

such as LGA has in place for the councils.

Recommendation: We would recommend greater transparency of the JLT and LGA
remuneration arrangements.
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Part V Other Aspects of the Review

There are further parts of the scope of the review and completeness of our reporting that are included in
this part:
. Market testing and benchmarking

a The extent to which our findings respond to the issues raised in the Auditor General's report of
2015 and the KPMG review of 2013

E Reliances and limitations relating to our project and report.

11
11

Market testing and benchmarking

When we started this project, there was some expectation that a form of market testing might be
recommended. In the present situation, where there has been a long-standing service provider
relationship, testing the market is a logical approach and would accord with good governance.
11.1 A decision about market testing needs to be deferred

We have concluded that any decision about market testing needs to be deferred until other reforms have
been completed, with the Schemes being structured to make components of the products and services
more readily contestable.

There are a number of reasons for this finding which, when combined, led us to the conclusion:

» Market testing would not be legally possible within the current structures.

@ JLT is the market leading provider to local government; we are satisfied that there is no alternative
provider in the Australian market that could currently bring a complete single offering for the
current range of products and services.

s The need to ensure continuity of support to Councils. There is great vale in retaining 100%
membership by Councils.

B A full market testing process would be a project of such size and complexity that the time and cost
involved would be hard to justify in light of the other findings.

The reforms that would be needed before market testing is undertaken include:

® Reform of the overarching agreements with JLT.

a Restructure the individual agreements so that components of the services can be separated and
made contestable.

@ Improve governance arrangements so that LGA is well placed to manage any market testing.

Recommendation: LGASA should continue its broad relationship with JLT on insurance and
indemnity arrangements. Any decision on potential market testing should be deferred until revised

legal and governance arrangements are in place, with the Schemes being structured to make
components of the products and services more readily contestable.
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11.2 Benchmarking of products, services and costs

An alternative way of assessing the arrangements would be to conduct a benchmarking exercise that
considers the products and services provided, and the costs of providing them, with other similar

arrangements.

Finding: It is worth considering some benchmarking with other state local government

associations, although this process would have its own difficulties and needs to be

approached carefully.
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After completing our review we thought it would be helpful to document how it is responsive to the
Auditor-General's report published in September 2015.

An analysis of our findings and recommendations relative to the 2013 independent review by KPMG is
also included later in this section.

It is important to note that the scope of our work is not the same as the Auditor General, in fact being
broader in some respects such as covering all the insurance and indemnity arrangements not just the two
Schemes. The Auditor General's scope® referenced ‘governance, administrative and financial
arrangements’ for the two Schemes.

An analysis of our findings and recommendations relative to the 2013 independent review by KPMG is
also included later in this section.

4.1 Contract Develop, adopt and apply a We agree — see section 6 for

management policy contract management policy recommendations
framework
4.2 Monitoring and Review roles and responsibilities =~ Much of this report directly responds to this
evaluation in this regard. Formalise recommendation
performance based
arrangements
4.3.1 Contracts and Review the contractual We have reviewed the contractual
documentation documentation documentation and our findings are in
Section 5
4.3.2 Performance Establish clear, relevant and A future responsibility of the Board(s)
based arrangements measurable performance
indicators
4.4 Scheme manager Ensure clear wording on fees, See sections 8.4 and 10for our findings
remuneration review calculations and sign off
Fix GST problems and Revised contracts to be explicit about GST.
uncertainty

Advice re any (existing) overpayment still to
be sought.

Authorise and document all fee Recommended contract structure and
variations processes respond to this

Define ‘gross contributions’ and We recommend the use of net contributions
link management fee correctly and a shift towards fixed dollar amounts

In the interim, detailed schedule of fee
payments currently being prepared with the
view to confirming interpretation.

4.5 Reporting to LGA Comply with the Rules — report We recommend greater use of the Audit
Board as required Committee and less detail reported to LGA

“ section 1.1, page 1; a more complete statement of scope is in Section 2, page 4
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4.6 Perceived conflict of
interest and role

4.7 Committee roles
and responsibilities

4.8 Delegations of
authority

4.9 Framework of
policies

4.10 Address KPMG
review

Confidentiality protocols

Reconsider JLT position;
improve processes

Fix Overview Committee and
working parties

LGA adopt formal delegations,
including internal

Untimely review of investment
policy

Untimely review of accumulated
surplus policy

Risk management policy and
assessment for Schemes
Improve documentation of
policies

Complete actions and improve
documentation

LGA Insurance and Indemnity Arrangements

Board than suggested.

Checklist of reports required as per the
current Agreements has been developed.
Audit Committee will be reviewing end of
year audit report for the Schemes, as part of
the LGA's end of year audit processes.

QOur extensive recommendations are in
Section 6

See Section 6

Board(s) will ensure this occurs

We support continuation of LGFA investment
policy — see Section 8.5

Policies tend to be on the conservative side —
see Section 0

Governance arrangements for Board(s) will
include these activities

We agree — not difficult to do. Include in
Governance Manuals

We believe that all of the issues from KPMG
have now been dealt with or subsumed by
the AG review and/or this review

We have been advised that LGA have provided a copy of the full report to the Auditor General's office,
and have been providing updates, and will continue to do so as necessary.

The independent review of the self-insurance services provided by JLT was conducted by KPMG in
2013. The findings of the report were expressed mainly in the form of ‘potential opportunities for
improvement’. A summary of our assessment of progress and the relationship with relevant parts of our

report is below.

February 2017
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Formal strategies for the
Schemes

Formal operating plans for
Schemes

Evolve to performance based
arrangements

Formalise procurement
processes

Framework for rebates,
distributions and programs

Evolve Board arrangements

Balance of Scheme and
council interests

Formalise Scheme to council
communication

Regional risk co-ordinator
function

10. Efficiency opportunities

February 2017
R 2017_02_LGASA Insurance Review for Councils_Final

LGA Insurance and Indemnity Arrangements

Satisfactory
Satisfactory

We are cautious about moving to performance based
remuneration based on our experience with similar situations
see Section 6

Forms part of the contract management function established
within LGA to work with the Schemes
Specific recommendations in the report

Specific recommendations in the original report
See Section 7.2.3 for comments on Workers Compensation

We don't see any further need
Broadly it is well regarded

Future Board(s) well placed to pursue these opportunities.

We believe that reference to following through recommendations on the KPMG report can now be closed.
Actions are either completed or subsumed into this review.
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This report is provided for the sole use of LGA for the purpose stated in Section 1 of this report.

It is not intended, or necessarily suitable, for any other purpose. This report should only be relied on by
LGA for the purpose for which it is intended.

You can provide this report (and/or the original report) to the Auditor General and other relevant ministers
and departments of the Crown in South Australia. If you do this, you should provide the report in full.

You can provide relevant sections of this report to the boards of the Mutual Liability Scheme, the Workers
Compensation Scheme and the Trustees and Oversight Committees of the Asset Mutual Fund and the
Income Protection Fund. You may also provide relevant sections of this report to JLT.

You can provide this report to Councils (but not the original report). No other distribution of the report is
allowed, unless we give our approval in writing. Councils and any third parties receiving this report
should not rely on it, and this report is not a substitute for their own due diligence. We accept no liability
to third parties relying on our advice.

Please read the report in full. If you only read part of the report, you may miss something important. If
anything in the report is unclear, please contact us. We are always pleased to answer your questions.

We relied on the completeness and accuracy of the information we received. If the information provided
to us is inaccurate or incomplete, please let us know as we may need to change our advice.

We did not audit or verify the information provided to us, but have reviewed it for general reasonableness
and consistency.

Many things may change in the future. We have formed our views based on the current environment and
what we know today. If future circumstances change, it is possible that our findings may not prove to be
correct.
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Part VI Appendices

For the sake of brevity, the appendices to the full report have been omitted from this report.
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7.2 Internal Financial Controls Monitoring Risk Based Methodology
Brief

This report presents the City of West Torrens Financial Internal Controls Self-Assessment
Methodology to be applied as part of the external audit Internal Financial Controls Opinion.

RECOMMENDATION(S)

It is recommended to the Audit and Risk Committee that this report be received.

Introduction

As part of the external audit financial internal controls opinion process, the City of West Torrens
(CWT) undertakes a Financial Internal Control Self-Assessment (FICSA). Historically, this has
been undertaken via the assessment of each core control matched against the Better Practice
Model. This requires the CWT to undertake an annual self-assessment of some 323 internal
controls regardless of the level of risk associated with each core control.

Discussion

As part of the approved 2016/17 Internal Audit Program, Galpins was engaged to complete a
review of the FICSA process. The review identified that the application of risk-based
methodologies to the FICSA would:

e streamline the process;
e result in efficiencies; and
e resource savings could be made.

Essentially, using this risk based methodology will reduce the number of controls to be self-
assessed from 323 to 87 controls.

The results from the internal audit review into the FICSA process is available in the Internal Audit
Program Update report contained in this agenda. However, Tim Muhlhausler from Galpins has
been invited to present the key findings of this review to the Committee and explain how the risk-
based methodology will be applied to future FICSAs.

Conclusion

Tim Muhlausler, Galpins, has been invited to present the key findings of the review of the FICSA
approach along with information about the new approach to Council's financial internal control self-
assessment which will be applied to future FICSAs.

Attachments
Nil
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8 REPORTS OF THE CHIEF EXECUTIVE OFFICER
8.1 FINANCIAL REPORTING AND SUSTAINABILITY

8.1.1 Financial Reporting
Brief

This report lists those finance related reports which were considered by Council between
8 February 2017 and 16 May 2017
RECOMMENDATION(S)

It is recommended to the Audit and Risk Committee that the Financial Reporting report be
received.

Introduction

The Audit and Risk Prescribed General Committee (the Committee) is presented with a list, at
each ordinary meeting, of those finance related reports considered by Council since the
Committee's last ordinary meeting. These reports and associated minutes, which are detailed
below, are available on Council's website at www.westtorrens.sa.gov.au.

Discussion

The following reports were considered by Council/Council Committee between 8 February 2017
and 23 May 2017.

21 February 2017

Creditor Payments

Taxi Voucher Usage

Elected Members Telephones

Register of Allowances and Benefits - Six Months to 31 December 2016
Council Budget Report - Seven Months to 31 January 2017

Budget Review - December 2016

21 March 2017
e  Creditor Payments
e Council Budget Report - Eight Months to 28 February 2017

4 April 2017
e Budget and Annual Business Plan 2017/18

18 April 2017

e Creditor Payments

e Property Leases

e Council Budget Report - Nine Months to 31 March 2017
e Mendelson Financial Report march 2017

02 May 2017
e Nil
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16 May 2017

Creditor Payments

Taxi Voucher Usage

Elected Members Telephones

Register of Allowances and Benefits - 9 Months to 31 March 2017
Council Budget Report - Ten Months to 30 April 2017

Budget Review - March 2017

Conclusion

This report lists those finance related reports which were considered by Council between
8 February 2017 and 16 May 2017.

Attachments
Nil

8.2 INTERNAL CONTROLS AND RISK MANAGEMENT SYSTEMS
Nil

8.3 INTERNAL AUDIT

8.3.1 2016-17 Internal Audit Program Update
Brief
This report presents the status of the 2016-17 Internal Audit Program.

RECOMMENDATION(S)
It is recommended to the Audit and Risk Committee that this report be received.

Introduction

An update report is provided to each ordinary meeting of the Audit and Risk Prescribed General
Committee (the Committee) on the status of current and, if appropriate, the previous Internal Audit
Program.

Discussion

This report summarises the status of all audits contained in the 2016-17 Internal Audit Program
(the Program) to date as follows:

Audit Status Number
Complete 7

In Progress 5
Deferred / Rolled Over 0
Total Audits Programmed (excluding staged audits) 12
Cancelled 1*
Staged Audits Complete

Staged Audits in Progress 3
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*The planned Safety Data Sheets Management Audit is cancelled in order to bring forward a
Contractor Management Audit.

The 2016/17 Internal Audit Program Report, as at 15 May 2017, is attached (Attachment 1).
Audits Completed

Seven (7) of the twelve (12) programmed audits and one (1) of the four (4) staged/facilitative audits
are complete. Therefore, eight (8) audits are now complete as follows:

No. | Audit Description Meeting Presented
1. Probity Audit October 2016

2. Lease and Licence Management October 2016

3. | Third party audit - Vic Roads Not Applicable

4. | Security Vulnerability Assessment - Part 1 October 2016

5. Event Management February 2017

6. Lease Royalties - Third Party Audit February 2017

7. Business Continuity Plan - Review and Exercise Event February 2017

8. Internal Financial Control Review May 2017

Compliance Audits in Progress

1. Accounts Payable - this audit, undertaken by the contract internal auditor is in progress with
data collection underway.

2. Staff Health and Safety - Internal Controls from the WHS Hazard Register - this audit,
undertaken by the contract internal auditor is in progress with an opening meeting scheduled
during April 2017.

3. Section 7 Statements - this audit, undertaken by the contract legal auditor is in progress with
an opening meeting held during May 2017.

4. Food Act 2001 - this audit, undertaken by the contract legal auditor is in progress with an
opening meeting held during May 2017.

5. Contractor Management Audit - this audit, to be undertaken by the contract internal auditor is in
progress with an opening meeting scheduled for June 2017.

Facilitative Audits Underway

A facilitative audit aims to add value by assisting stakeholder(s) to put improved governance
mechanisms in place. This is an outcome driven audit, working with the stakeholder(s) to establish
objectives and agreed outcomes via facilitation, advice and consultation.

The following two (2) audits are facilitative audits spanning multiple internal audit programs:
1. Debtor Management - this facilitative audit is in progress.
2. The Maintenance of Plant and Equipment - City Works - stage one is currently underway and

an update is provided within this agenda.

*The gap analysis for both facilitative audits was completed and presented to the July 2016
Committee meeting.
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Continuous (Staged) Audits Underway

A continuous audit is a larger audit with many interrelated components that may be segmented into
key test stages to track and record assurance/completion and to add value throughout the
project/activity over time.

One continuous audit spanning multiple internal audit programs is in place:

1. Continuous Audit - Procurement Roadmap (CAPR)

Stage 1 of the CAPR audit is complete and was presented to the April 2015 meeting of the
Committee while Stage 2 has yet to commence.

Audits Not Started

All Audits have commenced

Audits Cancelled

1. The Safety Data Sheets Management Audit is cancelled and has been substituted with a
Contractor Management Audit.

Audit Plan Progress

Seven (7) of the twelve (12) planned audits are complete (58%) excluding staged audits. As at
May 2017 all 12 planned audits (100%) are either complete or in progress. One (1) of the four (4)
facilitative/continuous audits is complete while three (3) remain in progress with activity spanning
over multiple internal audit programs.

Conclusion

This report presents a status update of the 2016-17 Internal Audit Program and indicates that the
program is back on track.

Attachments

Internal Audit Program Update as at May 2017

Legislative Audit Scope - Land and Building (Sale and Conveyancing) Act 1994
Legislative Audit Scope - Food Act 2001

Internal Audit Scope - Contractor Management

Internal Financial Control Monitoring Methodology

Proposed Financial Control Monitoring letter of support from BDO

ogakrwnNE
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-

City of West Torrens
Between the City and the Sea

Internal Audit Scope

Legislative Audit: Land and Building
(Sale and Conveyancing) Act 1994.

Introduction

The South Australian Land and Building (Sale and Conveyancing) Act 1994 (the Act)
and Land and Building (Sale and Conveyancing) Regulations 2010 (the Regulations)
outlines the processes which must occur when people buy or sell land or property.
The City of West Torrens (CWT) has obligations under the Act to provide applicant's
i.e. real estate agents, within eight clear business days, ‘information reasonably
required as to:

a) any charge or prescribed encumbrance over land within the council's area of
which the council has the benefit; or

b) Insurance under Division 3 of Part 5 of thé Building Work Contractors Act, 1995,
in refation to a building on land within the council’s area.’

In order to meets its obligations under the Act, CWT prepares Section 12 Certificates
to applicants that contain all known information as required by legislation about
land/property.

Audit Objectives

The objectives of the review are to evaluate and report on the level of compliance
with the:

e [and and Building (Sale and Conveyancing) Act South Australian Food
Regulations 2002

e (Sale and Conveyancing) Regulations 2010 (the Regulations)

¢ Opportunities for the introduction of better practices and process improvement

Approach
The Program Leader Internal Audit and Risk will discuss the scope and overview of
work, to be performed, with the contract internal auditor prior to the commencement

of testing.

The key components of this audit are to;
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1. Review available documentation e.g. legislation, policies, Section 12
applications/certificates, procedures, manuals, performance reports, working
documents, correspondence and files etc. used in fulfilling CWT's responsibilities
under the Act to determine compliance with the Act.

2. Conduct interviews with key managers, staff and stakeholders to establish any
issues, concerns and potential improvements.

Risks

Potential risks associated with administering the Act as identified by Internal Audit
include, but are not limited to:

* Non-compliance with legislation

e Inappropriate fees and charges

e Failure to provide accurate information statements which may result in:
o a customer complaint
o investigation by an external agency
o ligation or prosecution

General Administration
This audit will be performed by Council's contract legal auditors, Wallmans Lawyers.

Initial planning, interview and scoping commenced during January with fieldwork and
reporting to be conducted between May and June 2017.

A draft report is required to:
¢ Include an excel spreadsheet or word table that contains
recommendations/assessments
e Be issued to the Internal Auditor for comment, and
» Allow for corrections of fact and incorporation of managers comment and risk
assessment using CWT approved Risk Management Framework and tools.

The final report will be issued to the Executive Management Team and Manager City
Development. This report will also be tabled at the Audit and Risk Committee
meeting for information.

A draft report for management consideration should be completed by the end of June
2017.

Audit Findings and Recommendation Ratings

Compliance Rating

Findings are classified as having a good level of compliance, a partial level of
compliance, a substantial level of compliance or as being not compliant.

Recommended actions are classified as corrective where they relate directly to
legislative, policy or procedural requirements and/or present an unacceptable level of
risk to Council and improvement where they are in response to generally accepted
industry standards or better practice.
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Definitions are as classified in the table below.

Non-compliant - There is no evidence of compliance with legislation,

policy, procedure and/or internal controls.
Partial level of ~ There is partial evidence of compliance with legislation,
compliance - policy, procedure and/or internal controls.
Substantial level of - There is a substantial level of compliance with
compliance ~ legislation, policy, procedure and/or internal controls. _
Good level of  There is a good level of compliance with legislation,
compliance policy, procedure and internal controls.

Control Risk Rating

Findings/issues are classified in accordance with a risk rating consistent with
Council’s Risk Management Framework so that recommendations are reported as:

Extreme risk recommendations

High risk recommendations

Moderate risk recommendations

Low risk recommendations

Better practice or improvement recommendations

Sign Off

| have read the above Internal Audit Scope and | am satisfied the objectives and
approach meet the expectations for this audit.

Signed

General Manager Business and
Community Services

Date ié/5/17
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S

City of West Torrens

Belween the City and the Sea
Internal Audit Scope

Legislative Audit: Food Act 2001.

Introduction

The South Australian Food Act 2001 (the Act) protects the health of the public of
South Australia by legislating measures to ensure food for sale is both safe and
suitable for human consumption.

The City of West Torrens (CWT) meets the definition of an 'enforcement agency'
under part 2 of the South Australian Food Regulations 2002. Therefare, CWT has
responsibility to take action to protect public health in relation to food matters and the
Environmental Health team administers a number of key activities which include but
are not limited to: investigating food complaints, food inspection/audits and assessing
food business notifications.

Audit Objectives

The objectives of the review are to evaluate and report on the level of compliance
with the:

e South Australian Food Act 2001

o South Australian Food Regulations 2002

e Australian Food Safety Standards

e Opportunities for the introduction of better practices and process improvement
Approach

The Program Leader Internal Audit and Risk will discuss the scope and overview of
work, to be performed, with the contract internal auditor prior to the commencement
of testing.

The key components of this audit are to:

1. Review available documentation e.g. legislation, pclicies, inspection
records/plans, procedures, manuals, performance reports, working documents
and files etc. used in fulfilling CWT's responsibilities under the Act to determine
compliance with the Act.

2. Conduct interviews with key managers, staff and stakeholders to establish any
issues, concerns and potential improvements.
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Risks

Potential risks associated with administering the Act as identified by Internal Audit
include, but are not limited to:

¢ Non-compliance with legislaticn
¢ |nadequate records management and review processes
e Failure to act on a food health matter that compromises the reputation of the
CWT such as:
o a customer complaint
o investigation by an external agency
o litigation or prosecution

General Administration
This audit will be performed by Council's contract legal auditors, Wallmans Lawyers.

Initial planning, interview and scoping commenced during January with fieldwork and
reporting to be conducted between May and June 2017.

A draft report is required to:
* Include an excel spreadsheet or word table that contains
recommendations/assessments
¢ Be issued to the Internal Auditor for comment, and
e Allow for corrections of fact and incorporation of managers comment and risk
assessment using CWT approved Risk Management Framework and tools.

The final report will be issued to the Executive Management Team and Manager
Regulatory Services. This report will also be tabled at the Audit and Risk Committee
meeting for review.

A draft report for management consideration should be completed by the end of June
2017.

Audit Findings and Recommendation Ratings

Compliance Rating

Findings are classified as having a good level of compliance, a partial level of
compliance, a substantial level of compliance or as being not compliant.

Recommended actions are classified as corrective where they relate directly to
legislative, policy or procedural requirements and/or present an unacceptable level of
risk to Council and improvement where they are in response to generally accepted
industry standards or better practice.
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Definitions are as classified in the table below.

- Non-compliant There is no evidence of compliance with legislation,

: policy, procedure and/or internal controls.

© Partial level of There is partial evidence of compliance with legislation,

- compliance policy, procedure and/or internal controls.
Substantial level of There is a substantial level of compliance with

- compliance legislation, policy, procedure and/or internal controls.
Good level of There is a good level of compliance with legislation,
compliance policy, procedure and internal controls,

Control Risk Rating

Findings/issues are classified in accordance with a risk rating consistent with
Council’s Risk Management Framework so that recommendations are reported as:

Extreme risk recommendations

High risk recommendations

Moderate risk recommendations

Low risk recommendations

Better practice or improvement recommendations

Sign Off

| have read the above Internal Audit Scope and | am satisfied the objectives and
approach meet the expectations for this audit.

Signed

General Manager Business and
Community Services

Date (< |7
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S

City of West Torrens
Belween the City and the Sea

Internal Audit Scope

Contractor Management Audit

Introduction

The approved Audit Program 2017-18 provides for an internal audit of Contractor
Management. A previous audit occurred during 2012 which resulted in a finding of
Non-Compliant. This audit has been bought forward as part of the 2016/17 Audit
Program at the request of the CEO.

The Work Health Safety Act, SA 2012 {the Act), requires the Person Conducting a
Business or Undertaking (PCBU) to provide a safe work environment for its workers
and others so that they are not put a risk by the work carried out by or on behalf of
the City of West Torrens (CWT). CWT has the responsibility to ensure contractors
engaged to undertake work on their behalf have established their own WHS safe
systems of work. The CWT must have processes that ensure contractors engaged to
undertake work on their behalf are appropriately insured and fully inducted,
monitored and evaluated during the course of the contracted work.

The purpose of this audit is to:

1. document progress against the 2012 audit findings and re-evaluate the overall
compliance rating

2. establish policy compliance against the WHS Act and Regulations

3. report on departmental compliance against the current version of CWT
Contractor Management Policy with emphasis on contractor induction, monitoring
and evaluation.

4. report on compliance with the WHS aspects of contractor engagement as part of
the procurement process, specifically the WHS information being provided and
evaluated as part of the tender/quotation.

This audit exempts from the audit the non-WHS related aspects of procurement such
as the approach to market and the number of quotations being sort.

Audit Objectives

The objectives of this audit are to evaluate and report on the level of compliance of
the overall contractor management activity against the requirements of the Act and
Regulations and Policy in order to identify any existing gaps and to identify
opportunities for the introduction of better practices and process improvement.
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Audit Scope

The audit is to evaluate and report on the level of compliance of the overall contractor
management methodology against the Act and Regulations. The auditor(s) will
review documents, not limited to the following:

Contractor Management Policy

Contractor induction, monitoring and evaluation templates

Procurement Policy (contractor engagement)

Procurement Contracts (WHS provisions and principal contractor)
Procurement RFQ/T documents and schedules

WHS Intranet pages & WHSIM plan (overview only)

KPI Audit results (overview)

Procurement Intranet Pages

Australian Standards Contracts and Consultant led engagements

In addition to the above the Audit will also include field testing to determine the level
of departmental compliance with the requirements against the current version of the
Contractor Management Policy. The auditor(s) will review documents, not limited to
the following:

e the completeness and quality of VWWHS aspects of tender/quotation responses
received from suppliers, to demonstrate safe systems of work

contractor inductions at contractor award (prioritise high risk contractors)
contractor ongoing monitoring

contractor evaluation

completeness of contractor management documentation

engagement of a principal contractor

evidence of contractor pre-starts/toolbox meetings, internal auditing, site hazard
registers, site inductions etc.

Approach

The Program Leader Internal Audit and Risk will distribute the scope and overview of
work to be performed with the management team prior to the commencement of
testing.

A key component of the audit is to conduct interviews with managers and staff with
the responsibility of engaging and or overseeing contracted work, to establish any
issues, concerns or opportunities for improvements. Field-testing will be undertaken
to establish if controls are implemented that are effective in addressing high to
extreme risks.

A review of will be undertaken of available documents including CWT policies,
documentation, procedure manuals, performance reports, correspondence etc. will
be undertaken. This is critical in supporting audit recommendations and providing
evidence to support audit conclusions.

The audit is to be assessed using CWT approved Risk Management Framework and
tools.
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Risks

Potential risks associated with Contractor Management identified through Internal
Audit include, but is not limited to:
¢ Non-compliance with WHS legislation specific to contractor management
resulting in:
o a notifiable incident resulting in external investigation by the regulator
o injury or incident involving staff, contractor or members of the public
o in ability to enforce contract conditions/pass on liability provisions
o poor quality workmanship
* |Inadequate monitoring, follow up and review of contractor performance

General Administration
This audit will be performed by Galpins engaging Adelaide OHS Consuitants.

Initial planning, interview and scoping commenced during May 2017 with fieldwork
and reporting to commence by negotiation during June of 2016-17. The audit shall
identify findings specific for each CWT division/department as well as form an overall
compliance rating.

A draft report will be completed for Management Comment by 31 July 2017 to allow
for corrections of fact and management comments to be incorporated. The final
report will be issued to the Executive Management Team for review.

Audit Findings and Recommendation Ratings

Compliance Rating

Audit must provide a compliance rating. Compliance ratings are classified as having
a good level of compliance, a substantial level of compliance, a partial level of
compliance or as being not compliant.

Recommended actions are classified as corrective where they relate directly to
legislative, policy or procedural requirements and/or present an unacceptable level of
risk to Councif and improvement where they are in response to generally accepted

industry standards or better practice.

Definitions are as classified in the table below.

Non compliant There is no evidence of compliance with legislation,

_ policy, procedure and/or internal controls.
Partial level of There is partial evidence of compliance with legisfation,
compliance ~ policy, procedure and/or internal controls.
Substantial level of There is a substantial level of compliance with
compliance legislation, policy, procedure and/or internal controls.
Good level of There is a good level of compliance with legislation,
compliance policy, procedure and/or internal controls.
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Control Risk Rating

Findings/issues are classified in accordance with a risk rating consistent with

Council’s Risk Management Framework so that recommendations are reported as:

Extreme risk recommendations

High risk recommendations

Moderate risk recommendations

Low risk recommendations

Better practice or improvement recommendations

Sign Off

[ have read the above Internal Audit Assignment Plan and | am satisfied the
objectives and scope meet the expectations for this audit.

Signed / /3(”1
/ w7

Chief Executive Officer

Date :Z;# IS 1 2017
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1.1 Introduction and Context

This section provides an overview of the methodology to be applied by Council in undertaking its internal
financial control monitoring program.

There are 5 key components of internal control which are expected to be present, functioning effectively and
working together, namely:

v"  Control Environment

¥ Risk Assessment

v" Control Activities

v" Information and Communication

v Monitoring Activities

This methodology applies only to the 5% component of internal control — Monitoring Activities. These
activities, whilst important, are not the primary consideration of effective internal control, and must be
resourced effectively but not excessively. With this in mind, this methodology is a risk based methodology
which seeks to ensure that Council is prioritising the focus of its monitoring activities towards the most
significant risks. This methodology also seeks to target monitoring at controls for which monitoring activities
provide the greatest value to Council in terms of both risk management and continuous improvement.

Internal Financial Control Monitoring Methodology Page 3
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The Three Lines of Defense Model

The Three Lines of Defense Model provides a framework for viewing risk management as a series of
components which build upon each other to provide layers of defense to manage risk.

The first line of defense contains functions that own and manage risk, with the responsibility to maintain
controls, identify and manage risks, implement corrective actions for control deficiencies. The second line
contains functions that oversee risk and with responsibility to monitor the 1st line and ensure it is properly
designed, in place and operating as intended. The third line provides independent assurance i.e. internal
audit. The three lines of defense are internal to Councils, and are supported by external components including
external audit and LGA Guidance.

Monitoring activities form an important component of Council’s lines of defense for managing risk. The Better
Practice Model — Internal Financial Controls for South Australian Councils identifies monitoring activities as
being within the second line of defense for Councils. Importantly, monitoring activities such as Control Self-
Assessment form only part of the Councils overall risk management strategy, and should be risk based so as
not to be over-resourced.

1stLine of Defence 2nd Line of Defence 3rdLine of Defence

Risk Governance Framework

Risk |dentification and Assessment

Establishment of z s
o I Establishment of Policies and Procedures

Environment and Control Self Assessment

Internal Control )
Activities Management Evaluation

§
F]
g
g

Process Monitoring and Improvement

Source: SALGFMG Better Practice Model — Financial Internal Control for South Australian Councils published
April 2012 (Diagram 1)

Internal Financial Control Monitoring Methodology Page 4
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1.2 Methodology for Selection of Controls to be Monitored

The following Diagram illustrates the methodology used to select control activities for inclusion in
Council’s control monitoring program. Details of each component of the methodology are provided in

the following pages.

Other External Risk Assessment Financial Data Internal/External
Regulators Review Audit Results
e _—

OUTPUT 1 -Key Business Cycles
/ Risks Identified

Core Controls Additional
Controls
| |
Management / Control
Staff Opinion Importance

Practicality
Assessment

¢

OUTPUT 2 - Controls Identified for
Monitoring (Control Self Assessment)

(Diagram 2)
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Output 1 - Identification of Key Business Cycles and Risks

The results of this assessment determine the key business cycles, and key risks within these business
cycles, that will be the focus of the control self-assessment program.

Risk Review — A review of Council’s inherent risk assessment for internal financial controls is performed
to identify key financial risks, focusing on extreme and high risk.

Financial Statement Review — A high level financial statement review is performed to identify key
accounts and transaction streams.

Internal / External Audit Results Review — The findings and recommendations of internal / external
financial audits are reviewed to identify known areas of weakness, and areas known to be attracting audit
attention.

Other External Regulators — Consideration is given to the activities of other external regulators including
the Auditor General's Department (AG) and Independent Commissioner Against Corruption (ICAC) to
identify potential focus areas for these entities.

Key Business Cycles

The following key business cycles have been identified for inclusion in Council’'s monitoring activities to
ensure effective risk management:

« Accounts Payable » General Ledger
= Banking « Grants
» Budgets « Payroll
« Contracting » Project Costing
» Credit Cards » Purchasing and Procurement
« Debtors « Rates / Rates Rebates
« Fixed Assets « Receipting
Internal Financial Control Monitoring Methodology Page 6
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Rationale for Key Business Cycle Selection
The following table summarises the rationale for including or excluding business cycles:

Included f
Business Cycle Excluded Rationale
Accounts Payable Included High dollar value, includes high risks. ICAC / AG focus area.
Accrued Expenses Excluded Low value, no high / extreme risk identified.
Banking Included Includes high risks and fraud risks.
Borrowings Excluded Council currently has no borrowings.
Budgets Included Includes high risks. Significant activity underpinning control of multiple finance functions.
Cash Floats & Petty
Cash Excluded Low value, no high / extreme risk identified.
Contracting Included High daollar value, includes high risks. ICAC / AG focus area.
Credit cards Included ICAC / AG focus area.
Debtors Included Includes high risks.
Elected Members
Expenses Excluded Low value, recently subject to internal audit.
Employee
provisions Excluded No high / extreme risk identified.
Employee
Reimbursements Excluded Low value, no high / extreme risk identified.
Fees for Service Excluded Low value, no high / extreme risk identified.
Fixed Assets Included High dollar value, includes high risks.
General Ledger Included Includes high risks and fraud risks.
Grants Included Includes high risks.
Inventory Excluded Low value, no high / extreme risk identified.
Investment/interest
Income Excluded Low value, no high / extreme risk identified.
Investments Excluded No high / extreme risk identified. Controls duplicated in other business cycles (e.g. General Ledger)
Loans / Grants to
clubs Excluded Low value, no high / extreme risk identified.
Management
Reporting Excluded No high / extreme risk identified.
Other Expenses Excluded Low value, no high / extreme risk identified.
Other Revenue Excluded Low value, no high / extreme risk identified.
Payroll Included High dollar value, includes high risks. ICAC focus area.
Prepayments Excluded Low value, no high / extreme risk identified.
Project Costing Included High dollar value, includes high risks.
Purchasing and
Procurement Included High dollar value, includes high risks. ICAC / AG focus area.
Rates / Rates
Rebates Included High dollar value, includes high risks
Receipting Included High dollar value, includes high risks
Statutory reporting Excluded No high / extreme risk identified.
Taxation Excluded No high [ extreme risk identified.

Internal Financial Control Monitoring Methodology
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Output 2 - Identification of Specific Internal Controls to be Monitored

Within the business cycles identified in output 1, the following methodology is used to determine
the most important controls to address the risks within these business cycles. These controls form
the population of controls to be assessed as part of Council’s CSA program.

Review of Core Controls — within the business cycles and risks identified, the internal financial
control self-assessment monitoring program is focused on Core controls as these have been
assessed as those that external auditors may place the greatest focus on when conducting audit
procedures. Consideration is also given to the “CSA importance weighting” provided in the Better
Practice Model, with a focus on those controls with an importance weighting of 5.

Review of Additional Controls — For completion, additional controls are reviewed to identify any
additional controls which are of particular importance to Council in managing the risks identified.

Control Importance — professional judgment is applied to reviewing the suite of controls that
address each risk, and identifying which of these controls are the most important or have the biggest
influence in managing the risk. This professional judgment is informed by the following principals:

¢ The number of risks mitigated by an individual control — generally speaking, the more risks a
particular control is mitigating, the higher the importance weighting applied to that control.

e The inherent risk rating of the risk being addressed by the control — controls which are
addressing Extreme risks are given greater weight, followed by those addressing High risks.

e Control type — the control type has an influence on the importance rating. For example,
preventative controls are generally given a higher importance weighting than detective or
directive contrals, on the basis that prevention is better than cure.

e Nature of Control (Input, Processing, Qutput) — the nature of the control can influence the
relative importance of the control, depending on the characteristics, culture and maturity of
an organisation. Input controls often require human intervention and are generally
dependent on the quality of staff. If staff are experienced, capable and well trained, a
greater degree of reliance can be placed on input controls. Processing controls are generally
IT based, and are reliant on the quality and reliahility of the system in question. Output
controls have greater importance if actual or perceived weaknesses in input controls exist.

e |T controls are generally given a higher importance weighting, as they often influence
segregation of duties and are often relied on heavily by management to provide comfort
that processes are performed properly.

e A higher degree of importance is placed on controls directly mitigating fraud risks, e.g. those
protecting against management override of controls, providing segregation of duties, or
mitigating a lack of segregation of duties (e.g. independent review of reconciliations, master
file changes and key reports).

e The risk of control failure is considered, with those controls with a higher risk of control
failure being more important to monitor, Factors considered include the degree of manual
intervention, volume/frequency of the control activity, complexity of the control (e.g. any
specialist IT/system knowledge required) and level of staff turnover or system changes.

Internal Financial Control Monitoring Methodology Page 8
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Management / Staff Opinion — Discussions are held with Council managers and staff responsible for
managing business cycles or performing control activities to determine the controls they view as
most important. These opinions are critical in achieving the best outcome for the monitoring
program, as these managers and staff will have the best understanding of how the controls operate
together, and what controls are important to them in achieving their work objectives and getting
comfort that their risks are managed.

Practicality / Value Assessment — by their nature, some controls are better suited to a formal self-
assessment monitoring program than others. For example, it is difficult to rate the effectiveness of a
control of “suitably competent staff” in a self-assessment program. Conversely, it is simple to
confirm that a reconciliation has taken place, or that a particular policy has been reviewed.

For some other controls, the self-assessment process adds little value because once the control has
been implemented, it is unlikely to change without management consciously redesigning the
control. For example, assessment of some system controls such as “Rates are automatically
generated by the rate system” or “System does not allow posting of unbalanced journals”
require yes/no answers that are unlikely to change, and so regular review provides little benefit.

Internal Financial Control Monitoring Methodology Page 9
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1.3 Number of Controls to be Included in Control Self-Assessment (CSA)
Program

Within the selected Business Cycles, the following table illustrates the number of controls have been
selected for inclusion within the CSA program:

Number of Controls
Refined for Control
Existing Control Self- Refined for Key Business Importance, additional
Business Cycle Assessment Program Cycle & Risk Assessment controls added etc.

Accounts Payable 16 10 7

Accrued Expenses 1 [} 0

Banking 11 6 6

Borrowings 14 0 0

Budgets 12 2 1

Contracting 13 7 &

Credit Cards 11 4 4

Debtors 12, 4 3

Elected Members Expenses 4 0 0

Employee Provisions 8 o 0

Employee Reimbursements 2 0 0
Fixed Assets 29 13 10

General Ledger 12 9 7

Grants 10 uF 1k

Inventory 9 0 0

Investment/Interest Income 3 o 0

Investments 15 0 0

Loans/Grants to Clubs & Community Groups 7 0 0
Management Reporting 12 0 0

Other Expenses 4 0 0

Other Revenue 5 0 0
Payroll 35 15 11

Petty Cash 11 o 0

Prepayments 3 0 0

Project Costing 5 2 2

Purchasing and Procurement ) 4 3

Rates/Rate Rebates 21 8 9

Receipting 7 2 2

Statutory Reporting 10 o0 0

Taxation 4 o0 0

User Pay Income (Fee for Service) 8 v} 0
Total 323 a7 T2

Internal Financial Control Monitoring Methodology Page 10
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Appendix 1 — Listing of Controls to be Included in CSA

Internal Financial Control Monitoring Methodology Page 11

Page 89 30 May 2017



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

18Bpnq
1suiefie soueuuopad |empoe jo Juswsebeuew Aq mamas BuioBb-up

2000-aNg-d1s S 2i0)

"sueld
juswabeue oibajens pue ue|d ssauIsng |Bnuuy Jo saalosiqos
saAleniul o} uotjead ui 1afpng jo foua)sisuoo ainsua pue jafipng
1suiebe aouewlopad [enjoe jo Juswabeusw Ag mamas BucB-up

3=

1390n8

opon BunyBiap eouepodw) ygo adA) jonuon uonduasaqg ayy ul sabueyn |ouosn
siebpng ansyeaiun  zy
sanlosiqo oibajel)s oayal jou op sjafipng R
Sysiy

30 May 2017

Page 90



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

“Auoyinyg

8000-04d-SSY g a10) safueyo oN J0 suoneBajaq ym asuepioase U pasosdde aq jsnw s1ebpng RS
108014 "sjoslosd Joy s1abpng Buiysigelsa Joj ssasoid snelobiy
‘uawabeuew £q psjebisaaul a1e saousueA

2000-Od-SSY ¥ 209 LA weayubis ‘s1abpng o) pasedwos Auenbal aie sjs00 108loid [Bnjoy 2

apog BunyBiap asuepodw| ygy adA) jonuon uonduasag ayj ul sabueys |osuog

‘pajoalep aq jou Aew sjoalold uo sainjipuadxse-1aAQ
‘pajoslep aq jou Aew sjoslold uo sainypuadxe-18A0) / ||B 18 papiooal Jou 10 papiodal Aj8jeInaseul Jsyys ale sjoslold

ONILS0D 103rodd

30 May 2017

Page 91



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

S13SSV a3xid

“[1ounog
2000-%14-35% al0n safiueys oN Aq panoidde aqg i1snw ued uewabeuew Jesse ay) o] sabueya [=4%)
|le pue sasse|o jasse Jolew |[e Joj 15/ Sue|d Juswabeueyy jessy
6000-XI4-55V 0i00 *§18SsE Joj a|qisuodseu siabeuew yuens|al Ag yo “Bunsa) juswiedw pue sjasse jo sauobajes jo &
paubis suonesejoap jusuuiedw SulBIqo Sadinues saueul 1ebeueyy ssausieudosdde ay) Buimainas sapnjoul Si@sse JO MBIAB) [BNUUE au |
‘paunuoyad
S1 UonEN|eAal ay) Jalje uoljeasdap Jo S[@Aa| 8u) Ul SeouBLEA ‘gleudosdde
0Z00-XI4-SSY 8100 10j SUDSEAJ SUIEIQO SB0IAIeS aouBUl4 ‘Jabeueyy 's18ssE Jo s ale Sjasse paxi) anjea o] pasn spoyjaw jey) aunsua of (Ajjenuue £y
uonenjesas uQ 'uonepaidap A4 snowaid jsuiebe jusuno sauedwos  ses| je) ABojopoylaw pue sales uonealdap smajnal Juswabeuep
pue suonenaes uonepaidap smanal saoineg saueuld 1abeuepy
‘sjuswainbai Burodal Yim aouepIoooe Ul pue [SRONENIBATLIGHC ) el e BOEDOC KAty KHoD
2 i 3 ‘ajeudoudde aseypy, “syuswelinbas Buuodal yym asuepiosoe Ul pue
BL00-XI4-SSY 8100 ajeudoidde s uonenjea ainsua o} 'san| njasn pue ABojopoyew - dosdd ; VR £
S18SSE paxiy Jo uchen|en mainal o] sienjen [ewsixa sabebua jlounon SIERICQITCE 21 ENBNISA SINGLI o) S8l FySSHL LS A Xgrepol]
- sl@sse paxy Jo uolienjea smainel Apenbau juswaebeuep
‘Ajgleinaoe
indu asam fay) 1BY) BINSUB O] SlUBWNI0P 82UNos O] pasedwoo
1Z00-X14-SSY 8100 oN  aueueisibas lojsiy eoueusjuiew jesse ay) o) sebueyy ‘enpayos 1y
soueusjuew jasse auy) Jad Auanoe pue juswabeuew Aq pasojuow
pue '‘pajepdn ‘paledaid sl s8|NPaYs SOUBUIJUIBLL J3SSY
20001155 8100 ‘SiSeq [ENUUE ue uo “Auenbal ;
pauuopiad si 1abpaT [Blausg 8y 0] slasse paxy Jo uolieljauoosy  pauuopad si sabpa |eisuag auy) o) SJESSE Paxi) JO UOHE)|PUcoaY =
—— oo safiueyo oN “Ajuo ssaoyjo pasuoyine Ag pauuopad 'y
sl Ja)sifial 1ossE pexy ay) jo asueuajuiew Buiob-uo pue ssaoay
'S8I01|04 18SSYy pexi4 pue
9100-X|4-SSY 8100 safueyo oN  JUSWaINI0I JUEASfal pue Auoyiny jo uoiebajag ynm souepicaoe (B
w panoudde sie sjesods|p pue suonisinboe 1esse paxy |y
‘passa00id BIE SUONIPPE Jasse
aw) ayy e sejes uolerasdap pue saal njasn siepdn o) ajqisucdsal
S| §80|AMI8S [BIOUBUL - SBumiy g aunpuing 7 juswdinb3 pue jueld
‘SJUSWISSASSE LO()IPUOD JofpuUE Slodal ;
indur ejeunooe aunsus o) Jabpan [eseusg
uonen|eass uo paseq sajes uoneoaidep pue sjusuodwod sBuip|ing ;
GLOO-XI4-SSY 8J0] 5 pUE SJUBLLINDOP 82Jn0s pasuoyine o) pasedwos ‘Juswabeuew B
san| [njesn e1epdn o} ajgisuodsal si saoues aoueuld - sbuipiing
£q pancudde aie a|elseEW JO/PUE M4 BY) o) safueys papiooay
‘sajel
un 1oy spodad Aued payy [enuue pue sJodes UOHENIEAS] UD Paseq
ase sajepdn "wa)sAs ay) u sBunes uoippuos pue san| Njasn ‘salel
jun ayy ejepdn o) ajqisuodsal si sjgssy A1 - s19ssE aINjanSelU|
‘Siseq [enuue ue
uo pauuopad s sway Aeiq) pue juswdinba P Jueid jo axe0IS
Hyd syl
PLOO-XI-SSY 8100 ‘siead any flana 1SE3| JB 0] PajIoUCoad PUB PajoNpucd ale S1asse paxy jo uonesyuan Jejnbay d
ssao0.d uolen|enas ayj Buunp pawiopad ase sbuip|ing pue sjasse
SUNJONUISELUI JO JUBLUSSASSE UONIPLOD pue ucheayua [eaisiyd
apog BupybBiaps souepodw) yga adA) jonuon uondiuiasaq ayj ui sabueyn |043u0n
‘pauued Ajsienbapeul aig S|EmaUal Jo/pue SoUBLBIUIELL |BSSY Paxid [58]
‘pap102a. A|81RIND0BUL BIE JO || |B Papi0oal jou plieaul Jaype aie sebieyo uoneiosidag e
AnoeJi00 panjeA jou aie S|essy paxid £
‘papienbajes A|@jenbapeul ase sjasse paxi4 Zd
‘|[E 1B papiooal Jou 10 papiooal fgjeinsoeul ‘'snonioly ale syo-ajum pue sjesodsip ‘suoljisinboe jesse paxi4 Y
sHsiy

30 May 2017

Page 92



Item 8.3.1- Attachment 5

dn moj|0j JO} JabeuE JuBAB|3) O] SPJEANJO) puB ‘Ajjedipoliad siapio POUIOROE PUE P3jeBSeAUl
200-dNd-dX3 [BuCIpPY aseloind BuipugisIno JO ISi| B SMBIASJ JBOII0 dy By L ‘Wwalshs ; 2 ; £
o1 AQ Al[EOREWOINE SI5PI0 SSEYINd 0} PAUIIEW BB SEOIOAU| 8JE S319BIN00EUI pasedwiod 8Ie BJED S2I0AUI PUE SISPI0 8SEYdIng
‘siseq
[enuue ue uo siepio sseyoind Buincsdde pue Buinssi Joj weisAs
: ay) ul pspnjoul suoeBajep ay) smalnel seoIneg soueuld sabeuey  "saloljod Juessal pue Auoyiny jo suonebajag ayl yim aoueplozoe e
7000-8Nd-dX3 #100 uy panosdde ase siapio aseyaind jje ainsus jsnw saakojdwg LCRE R
“Auoyiny jo suoneBaja auyy Uim SOUBPICODE Ul WBISAS
ay) ul Ajjeouonosie parcidde pue panss| aJe S1aplo aseyIng
‘pouad mainal *AlenBas pamainal si
H000-HNd-dX3 8 e mmc_uwaw yamm -AU__Qn_ juswiainoold g_m_.._m:mhn:._ﬁ_u B SBY [1ounod 1Byl .AU__On_ juswiainaold pue JOBRNUOD g_.m:msm._n__:ov E SBY [Iounog o

30 May 2017

Audit and Risk Prescribed Committee

apog Bunpybiap) aouepodw) ysy adf) jonuon uondisasaqg ay} u) sebueyy |onuoy
‘ssonas pue spoob panosddeun Joj paoce|d ale siapio aseyoind s
‘|le 1e pap02al Jou Jo AjBjeIN00BUI PIPIoda) JaUlle SJ. S18pIo 9SeYdIng £
‘ssaiiddns paulajeid-uou wWolj apew sle Sao1n8s pue spooh jo saseyoing s
ewainacid @ Buiseyoind sy ul AsuoLu 1oy BN[EA UIBIGO JOU SB0P [IDUNcD Y]
sysiy

juswWwaINs0.d pue Buiseysing

Page 93




Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

6L00-LYd-A3H

LLOO-LYH-ATY

8L00-Lvd-A3d

LL00-Lvd-Ad

L200-Lvd-A3d

£000-Lvd-A3d

2000-1vd-n3d

S alng

¥ ai0D

+ 210D

¥ 810D

g 2100

WiN WiN

WiIN WiN

S alod

+ 210D

BupyBiap souepodw ygy odi)L jonuo)

sabueyo oN

'801M8s soueUl ‘Jabeuepy au) Aq siseq A|YjuoLU B UO pamaiAs]
s| (sajes jun ‘sabueyo anjea [epdes ‘sapadoud jo adk) syy ut
sabueyo ‘syo ajum ‘6:a2) suoneniea auyy o} sebueys Buiuejuos s v

sabueyo oN
~abeuew [eisusb ay) Aq pancidde aie sajeqas Aleuolallsig

‘@owuag asueulq ‘Jabeuepy ayj Ag panoidde ale sejegal Liojepuepy

‘piEA (S aunsua o) saqes Buisiel alojeq

sanadoid (dwaxa jo 151 e Yo subis seowuag asueul ‘1abeuepy
‘sjuapisal ay) o) aonou sajes Bulpuas

8al0jaq 1eayspesids Bulepow auy) 0] AemUylE4 Ul pOSIE S8]B1 BU] 10}
anjea |ejdea |BjO] pUE pasiel Se)el |Ejo] ‘'S8jeqal ‘Je|jop ay) Ul ajel
'saipadosd JO Jaquunu auy) $8|IDUCs8) SB0IAISS adueuld Jsbeuey
'S80N0U SB).I BY) Jo uonelsuab o Joud podal op

ay) woyj anjea |eydes (210 ay) 0} welsis femyied ayy ul papioosal
an|ea [ejides |Bjo) Sy} S9|10U0231 S30IAIBS adueul ‘1ebeuepy
*AoeIno2e pue ssausla|dwod Joj wa)shs femuyed

aU) U1 pasiel sajes ay) o) paredwoo si Bujspow sajey ‘awooul

9]l JO |9AS| pUB Sa)el JO San|EA JE||IOp SUILLS)ap O} S80Ies
soueuld ‘1abeuepy ay) Aq pasedaid s j9ayspesids Bujjjepow sy
'siseq ooype

UE uo pauuopad sI uoleNo|eIas 8y ‘sadA) 8.l 8yl JO BUO YOES J0)
palosjas s| ajdwes v *A)j081100 SHJEQSI PUB SUDISSS0UCD ‘SalEl 3}
pajenojes Wse)sAs ay) sunsus 0} SaEJ aU) JO UoHR|INI|EDS) [ENUBLL

e suopad pue siafed ajel jo ajdwes e s10a|as Ja01j0 saley
uopduaseq ayy ul sabueyn

uawabeuew Aq panoidde ajy Jsjsew

Auadoud 8y 0} sebueyo juesyubis upm ‘jpuucsiad pajeubisep
fAjeeudosdde o) pajoulsal st a)y Jeisew Apadoid au) o) ssa02y
‘sabueys |je 1o

pauiejulew si [ieg) Ipne uy “Ajgjesnase indul asem Asuy) 1ey) ainsus
0] s1adedalel Yim paLLIjuog 10 SjUSWINoop a2inos pasuoyine

0} paiedwoo aie elep ajy Jejsew Luadoid o) sefiueyo papicoay
‘yels sajel Ag ajqeded sajel jo ¥oa8yD Juspuadsepul pue

suodal sajgesiasal pabe sejel ay) Jo mainal yuapuadapul Jeinbay

‘uonejsibal ay) 1ad se pue fHuouyiny jo suonebajeg
Ui aouepiosoe U) siafed ajel 0] sejeqal ajel sanoidde |1ouno)

‘se1eqal 9)21 pue Jjo payoums Beyy
1Sa18jul ‘plea (|11s ainsua o} saiuadoud jdwexs Jo mainal seinbay

|04]U0D MaN

|QUOD MBN

‘|euuosiad payiienb Ag pamainal
pue pajsa} Ajiny Ajljeuonouny Buyspow sies 03 sebueyd a1emyos |y

‘pasn uaeq sey AGojopoyjaw pue uoE|NJ|ED 0BII0D BINSUB
0] siakeds)el Jo ajdwes e Joj pue waysis uopeoydde sjel ay)
uiw AGojopoyiaw uonenojea ay) smainal Apenbal juawabeuepy

jo1u0g

€

£

2y

2

zd

1o

1y

13-}

zd 'Id

‘|| 38 papiodal jou 10 papiooal Aj@jeinaoeul 1y)ia ale Saalljal PApUN)-j[@s pPUe SUOISSaoU03 Jauoisuad o
auipad ulews) jou seop ejep o)y Jejsew fuadoid ey Y]
‘||e Je papJo2al J0U J0 Paplooal Aj8]BINoDEUI 18U)|a aIe Saleqal 8jel pue sajey s
‘803U B1EJ JO [8A8| 1981102 BU) SSIBJ JOU SB0p (12UN0YD 1y
SHSIY

S31va3y S3Lvd / SALvY

30 May 2017

Page 94



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

0LOO-NY8-S8Y

6000-NY8-SSY

€000-Nva-SSY

LO00-NY8E-SSY

9000-Nv8-ssY

S000-NYg-S8Y

2109

2109

2109

2l09

2109

2109

BunyBlap aouepodw) ygg odA) jonuod

*} @oUell] Ul papiodal sjdieoal B} o] JUBLUIBIE)S

yUBq 8Y) U] papJodal pue pajueq SJUNoLUE BU) S8]I0uUodal SadIAag
soueuld ‘(Ajep £|ea1dAy) siseq Jenbal e uo payueq s Ysen
'sigjsues]

asay] wiopad 0] pasuoyjne S1a21)o Jo Je)sibal B SUIBJUIEL Y49
Y497 0} uas |lews ue ein pasoidde ale JUNoJJe YUBeq S|IDUNoD Y]
0} SIUNDJ2E Y457 U} WOy PUE SJUNDJIE Y45 USamiaq Siajsuel |

“Ipunog ay) Aq paysijgelse
ssaooud wejshAs Buueq | 43 upm 8duepioooe Ul pasosdde
8Je S3|poq JUSW]SaAUIl PUE SJUNOJJE YUBQ USaMISq SI8)SUB UseD

safueyo oN
'siseq BuioBuo ue uo Yuow auyy Inoybnoly) siuawalels yueq

8y} pue Jabps| |ei1euab 8y) 0} pajiou0dal pUE PBYDIBLW ‘PAIBS|D aIE
(1dieoas ‘syuswded 'senbayo ‘sysoda( 6'a) sucnoesues [eloueuld

‘pajebiisanul
aue swa) Buipueising “Jeolo pasuoyine ue Aq pamainal
pue siseq Alyjuow e uo pauuouad ale (|ewio4) suone||iouoaal jueg

safueys oN

‘papienbajes Ajgjenbape ase sanbayo yuelg

uonduosag ayj u| sabueyn

‘paplooau Apadosd pue
payueq si pajos||0d Yseo ||e jey) ainsua o} aaejd ul a1e saunpasoid

‘1821j0 pasuoyine Aq pancidde
8J€ S8IPOq JUSLISAAUI PUE SJUNODOE YUBG L8amieq SIajsuel) ysen

‘Jleuuosiad pajeubisap Ajgjendosdde
0] pajoisal ssaooe Yum siaisibalsies ul fjainoas piay yseo |y

‘Aleeipswiu pajebnsanu) ale
sajppuedalosip paynuap| Auy “18oujo pasuoyine ue Aq pamainal ale
pue siseq pauusajapesd e uo pauwuopad ale suoje|IIuodEs Jurg

‘jpuuosiad pajeubisap

Ajelendosdde o) pajowsal wajsAs Burjueg | 43 o) ssasoy
‘pepienbajes

Ale1enbape aie sulyoew BuiuBis-anbayo Jojpue sanbsyo yuelg
jonuod

2y 'l

Zd 1y

2y 'Ly

ed 'Ly

‘pnesd

‘||e 1B paplodal jou Jo paploosl Algjeinaseul Jayiis ale suonaesuel Bupueg

[4-}
2= ]

ssiy

30 May 2017

Page 95



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

ZL00-03HNTY § —

€000-234-A34 S alod

apog BunyBiap souepodw) ygn adA) jonuon

‘suonoesues jdiaoal Buisiaasl Jo/pue sjuawfed bundiaoas

0] SSB00E SABL| JOU OP SIDI0AUI SI0JGSP S]BSId OUM SIS0
‘ss800.d Juswabeuew yseo

ay} Jo uoneinp ay) Buipnjoul sawy |8 j2 Ajainoas palojs si Ysen

sabueyos oN

safiueys oN

uopduasag ayj uj sabueyn jonuoy

2]

zd'ly

'sISeq AjaLWl} B U yueq auy) 1e pajisodap jou sie sjdieday
‘|le 18 papiodal jou 1o paplodal Kjgieinooeul auyye aie sidisoay

2y
1y

ONILHIZO3Y

sy

30 May 2017

Page 96



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

PEDO-AVd-dX3

2e00-AVd-dX3

LE00-AVd-dX3
BE00-AVd-dX3

LL00-AVd-dX3

0E00-AVd-dX3

8000-AVd-dX3

#000-AVd-dX3

r200-AVd-dX3

2200-AVd-dX3

8L00-AVd-dX3

8100

810D

2i0D)

2100

2109

2100

8109

2109

240D

2100

2100

apon Bupybiap eouepodw) ygg adf] jonuon

“Jualuedsp
$80IA18S 8oUBLI4 BU) WoJj Juspuedapul Ja21yo ue Ag Juswedsp
20inosay uelny ayj Aq pajenojes ae sjuawled uoneuis |

sabueyo oN

sabueyo oN

‘sjeaysawn}
8y} 0] paJedwod aJE |Z SI¥HD Ul papiodal payiom SINoH

‘siojeuiplood £q pasoidde sie sj@aysaLUl| “SUONEDO||E SIapIo
yom yim sjasysawn) Ajiep aje|dwoo o) palinbai ale yels apisino

'S|SE(q [enuUE U Uo | Z SiYHD O} pajiouLooal si 1abps| [e1ausn)

sabueyo oN

"WiB)sAs aU) Ul papNjoul S| S1Ep UOREUILLIB)
e usym wa)sks jjoifed sy ul aajoeu; spew si asfojdws ay
‘pajeuiwus) si eadojdwa e awn) Alasa pajjy s11SIMI8UD LUoHEUILLIS)

sabBueya oN

‘sakojdwe
1ad pied aq o) junowe Buiejuoo podal welsAs Bupueqg auljuo -
pue ‘safojdwe Jad sjuswfed uolenuuessdns Buiuejuco podss -

‘safojdwsa Yoea o) pa||dde suonanpap

‘prEYYIm xe) Junowe ssoib jo umop yeauq e Buuejuos podas -
taafojdwse yoeas 0] pied sinoy |ejo) Bujuiejuoo podas -

‘Red snoinaud jsuiebe fAed juauno Buuedwos podas -

Juawded jjoifed e Buissaooid aiojeq spodas

uofideoxa Bumolio} ay) senoidde sadinieg asueuld ‘1abeueyy

safueyo opN
w0y s|y) jo 1dissal ay) Uo [BUCHIPUO S| SINOY BWIHUSAD JO JuBwAed
abeuewyiosinadns Aq paubis s suinoy swipano Bunoidde wuo) y

uopduasag ayy uj sabueysn

"saunpaooid pue saioljed asay) siepdn
pue mainal Apenbey ‘sjuswsalnbas uoiun pue ucienbal omels
Buipnjoul ‘'saunpacold pue seiljod uoleunuss) safojdws ysigeisy

‘wajsAs

|lcafied ayy oy suonoesuer Buisseoosd o) Joud pauie)go uaaq

sey [eaosdde yons jey) ainsus jsnw Jes |josfed -eakojdws jueaajal
ay) Aq panoudde aq 1snw suonoesuel) aoyuoes Aejes [euibuo |y
*S13010

pasuoyine 0} pejouisal s| Bunsi| uononpap |joJAed ey 0} ss800y

1ebeuewposiiadns
au) Aq panoidde aaey pue WaL) asUOYINE ‘suLo)
aAes| Jo/pue sjeaysaw|) aja|dwod 0] pannbal ale jjeis ueis|ay

‘llosfed pue 1ebpa|

[esausb 0} pajiounoal si Jeaf au) Joj seuewwns juawded Jo [ejof
‘safojdws Ag papinoid [escidde

pPajUSWNI0P Yl Pajenueisgns aq jsnw suoijanpap aafojdws |1y
*§S8U081100

fyuen 03 uosiad juspuadapul Aq apew sBuns)| eaiojdws Juaing
jusnbasqns jo uospedwoy * | 43 Ue 10} jsanbal yjim UcHEjLaWINIop
Buiyoddns se papinoid podal uoeuILLS | “UCHEUILLLE]

uodn Ajgjeipawwi spioosal |josfed Ul aaoeu| spew saafodwg
‘SJusLauUe anea)|

pue suononpap |joiked 1o) SUONESLOYINE ‘SUOIIPUOD PUE SULS)
10B1UOD JOjpue S|iejep Juswdo|dwa apnjoul 0] Splodal safojdw3

‘saouelen aioidde g ajebnsanul
oym juswabeuew Aq pemsinal Auejnbal ale jey) seBueyo
jlehed e Buiejep spodal uondsoxa sajelausb wejshs (jolded

unu Aed ayj jo uoneledsid By Ul PEAIOAUL B JOU BIE OYM 18010
pasuUoyINe 0} PajouIsal 8q PINoYS Bl ¥Ueq 8y} Jo J8jsuel) ay |

seafodwe a|q|Bje (e Joj Juewabeuew fq pesuoyine
BUE SWIUSAD YoNs 10} SjuswiAed pue pa)iom SINoy sSWIang

Jonuon

Ly

oy

£

€Y '1d

o4

‘sjusweaibe asudiajua pue Auojnie)s Jo Yoealq ul pajeuiuus) ase saafojdwg Fie)
‘passaoosd Aj@jeINIJeu) ale sucnIesue) aoluoes ees oy
passacoud Ajpjeinaoeu| aie suononpsp jloiAed Joimels pue ABjunjop (=%}
‘8| Joysew (josfed auy) 0} epew ale sabueyo pasuoyineun Jo/pue jusuipad Ul Jou SS0p a1 Jajsew [[oiied e
‘||e 18 papio2al JouU Jo papiosal f|gjeInooeu) ‘pliEALl JBUYNIS S| BJED SOUEPUS)E JO/PUE BLUl| £
seafo|dwa snoniol 4o J98.102U1 0) BPEW BE SjusWwasIngs|p |[0Jled |
‘pale|najes Aajeinaaeul | asuadxa |(oided 1y
sysiY

30 May 2017

Page 97



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

439037 TYA3INIO

ENEERE]
LLOO-NIO-HLS 8109 Betueo.oN Jo1uss Jo [punog Ag pejdope uejd AlBA0oa) JBISESIP |BULIOY cd
'ssaaoud Auejabpng au) jo ped se Jeaf e asuo Jabeuepy "J8d|jjo pasuoyine ue Ag panoidde ale yjomaliely
€000-NI9-¥LS S0 |essuag) ay) Ag pasosdde aue sjUNCIdY JO HBYD 8Y) 0] SjuswWwpusy 18bpa |eleuss 8Y] JO BUNONAS BY) 0] SjuBLIpUBLUY i
ZLOO-N3ID-H1S 2109 sabueyo oN ‘uonejusLunoop pue wesboid ‘elep jo dnyoeq SNS-PO ™ LY
'siseq Ajyjuow
1000-NID-ULS 0100 e uo Jsjsifal ay) smainel Sa1Aeg asueuld abeueyy Jemaisal B uameiasl Juapuadapu ue pue jewnol sy Buuedaud Jeoyjo ey Ag '3
ue sasedeud e Aq paubis s1 wayl jewnol Yyoe3 "wajsAs ayj ul pasejue pasuoyine aue Jejsibal sy ul paplodar sawus [ewnol enuep
saujua [ewnol |[enuew (g jo Je)siBal B SUIBJUIELL SBDIAES aoUBUIY
'siseq
[ENUUE UE UO SUONEIIDUCDS) Jasse pax)) pue sabem g sauejes
‘anea| aauas Buo| ‘saes) |enuue suopad seaneg aoueuly
‘pamainal Auspuadspul suone)|puodal
SO00-NID-H1S aJ09) ‘siseq A|yjuow e uo sjesysd Jipne le ‘siseq Jtenbas e uo paledasd sie  (sjunoooe 14
Y497 8yl 0] pasedwod ale y49)7 woy sbumoriog pue sjuswssau| Buueso  pue  jonuo2 Buipnpuw) suoneinuodal tsbpan |eisuag
'siseq A|YjuoLl B Uo UDHEBIIDLOI3) 8|(EAISDE) SJUNCOOE
pue ajqefed sjunoaoe ‘Guryueq suuopad saciueg asueuly
‘leuuosiad :
0L00-NI9-dLS L, sebteuoion pasuoyjne o} pajouisal S| soueuajuiew Jabpa |eseuag o) ssanoy gd 1Y
L00-NIO-MLS 8100 soBueyo oN ‘pajusWINICD puB palsa) ‘pasuoyine 2414
ale sawwesbousd Jabpa eleusg 0} sebueyo pue ssjepdn |
apog BunybBiapy eouepodw) ysg adi) jonjuon uonduosaqg ayj ul sabueyn josuon
"150| Apusueuad s Jabpa [eieuaS) ay) UM PBUIEIUDD BIEQ FAs)
uonELwIojUl [2I2UBUY S]BINDDE UIRJUDD JouU Saop JabpaT |eseusn 1o
SYsIY

30 May 2017

Page 98



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

‘aousuipad buob-uo pue

S¥0.1830

£100-930-S5Y [ 2109 sebueyo oN Aoeinooe Joj Juswasbeuew Ag pamaiaal S| pue jpuuosiad pajeubisep [=}9)
Aeudosdde o) pajouisal si a)1) J8)SELW S J0]gap 3l O] $S800Y
‘swayl Buipuejsino Aue sajebinsaaul :
8000-830-SSY ¥ 8i63 sebusio oN pue siseq Jeinbau e uo ayyoid BuieBe siojgep smainal Juswabeuepy vd €d
‘liounog Ag paaosdde s| enjea siy) Jaao BuipAuy -anjea Jejjop 19 JUSLLLLIBADE) [B207]
ax|} B 0] dn 1gap Jo ajum 0] jlounos) wouj uonebs)sp se ue Auoyine jo suopebalap yjim aouBpIosdE U| 'Sjgep [nigno) - S
0t00-83d-ssV g 2109 = i B.mwcc 1o _2.:3% :o_gwmm_wu L&ﬂ mo_."_..._www u..& :o_m_‘.___ﬁ._ahmﬁ ul B:L:MME pue mﬂ_?z_.s. unmw _uvwre..n.n_ﬁon vd ey 2y
goueul ‘Jefieuspy pue JojeuipIooD sajey UBal0 seljey ayl  peud ‘sajegal |jg eaoidde pue maiaal |1Dunod) Jojpue juaabeuepy
BunyBep, esuepodwy yso adkj jonuon uonduasag ayj ui sebueyn jouon
Jusuied wewsl jou Seop Bjep 8|l Jajsew siojgag syl o
||e 1B p2)2a||02 10U Jo Siseq Ajawn B Uo pajoa||od jou Jayye ale siolgag |
papJo2al Jou §I siqep (njignop Joy uoisinold ajeudoidde uy £
|| JE papiodal jou Jo papiodal Aj9ieinadeul Jay)ie ale S10)jgap O] S8j0U JIpaIo pue sajeqay S|
‘|le 18 papiooal JoU Jo papiodal jgjeinadeul Jayye ale siolgag (Y]
Systy

30 May 2017

Page 99



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

S1L00-22V-¥IN

+000-00%-¥I1

#100-00V-¥I1
€200-20v-vI1
+200-00V-¥I1

L100-00V-VI1

0L00-22¥-¥1N

810D

810D

810D
810D

2100

810D

810D

sabueys op

safueyo op

safiueyo oN
sabueys oN

safueys oN

sabueyo op

sabueyo op

*S8010AUI JO Duissadoud au) jo Juspuadapul aje oym s1adljo
pasuoyne ase siaiddns jo Juawled asuoyine oym SENPIMPU|
‘ajqesndde aiaym junowe pauiusiepaid

€ Jano Jo Aoijod JUSLWSIND0I4 S IDUNOT) 3Y) YIIM BUI| Ul S8DIAISS
pue spoob jo aseyaind ay) Joj pasiel ag 1SN S18pI0 aseyaingd
“Aoyiny jo suonebejeq Jo/pue saioljod JUBAS|aI YIIM 8oUBPICIDE
ul J@oiyo pasuoyine ue Aq pascsdde aq 1SN SjUBWaSINGSIP ||y
‘saNnp JuaWaINd0id pue a|geied sjunodoy jo uopeiedss

*SI80JO PESLOLINE 0] PajoLISal S1 8|y Jejsell Jaliddns ay) o) sse00y

‘galed payoads ay)

o} pied alie £ay) jJey) sinsua oym Jatedeud ey o) ejeiedes s1ad1yo
pasuouine Aq pasiopus aJe (S, 43 pue sanbayg) sjuswied
‘uonejuawnoop Bulpeddns

ajeudoidde Ag paiuedwodoe pue pasuoUne ale paniastal Sa210aU|

€d

€y

€d
Sy ‘'z
cd

Lo

Lo

apon  BunyBiopp @ouepodw) yso adh) jouo) uonduosaq ayj ut sabueyn joluen
*a)|} Jeysew Jeyddns ay) 0) epew sJe sabueyd pasuUoYINEUN J0/puUe Juaulad ulewal 10U SB0R Blep 8|y Jaisew Jayddng SH
siseq Ajaw e uo pied jou ale SjUNCJJY o
‘Apadoud pesuoyine j0uU ale SjuBWBsSINgSI] £
||e 18 paplodal jou Jo paplodal Ajeinooeul Jayiie ale sigeded sjunosoe o) sjuswisnipe J9Uyjo pue sajou Jipai) Z4
||E 1B papioodal Jou J0 papiodal A[@]eno0.ul JaU)ia ale SJUsWasINGSIp pue sjunolue ajqeded Sjunooay Y
SHsIY

JT8VAYd SINNOJIV

30 May 2017

Page 100



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

"(siseq

Alpwiy e uo spuny Bunoa|joa pue Buliepo Buipnjour) Aaled jueis

¥000-YHO NI ¥ og SSbUEOh s Iounog pue sjuelb jo suue) sy uioq yim asueljdwiod JojuoLw
0} pue awoau juelb ||e jo mainal seinbal suoped juawasbeuepy

apog BunybBap eouepodw) yso adk) jonuon uonduasag ayj u) sabueys |onuoln

ed'ly

SLNYYO

[|B & papi0da j0U 10 papiodal A[gjRINIJBLI B8 2I8 SJUBID) oo
‘||e 1 palle|? jou Jo siseq Ajawi B uo [1punon) Aq pawiep jou S| Buipun) juels 4
‘asin8es Bupnsixe apinold o) Buipuny JUBIS) JUBLINI8) S3SO| [IDUN0D Ry

Sisty

30 May 2017

Page 101



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

LI00-NOD-LX3

Z2100-NOD-1X3

£L00-NOD-LX3

2000-LNOO-1LX3

9000-NOOJ-1X3

WIN

alog

2i09

EEGERE

WoJy siapus) aalaoal £|aInoes pue sisenbal Japus) ansst o) jaued
10puBy / ¥S siapua] sasn 1punod ‘Ajpaneula)y eyep Buisops o)
Joud pepiwgns ale Aay) uaym aindes jday aie sjuswnaog Jepus |
8w alam sannaslgo

POIBIDOSSE al) PUB BUDJSA|ILL BU) JEY) SOUBPIAS SE J80IJ0 4y au)
Aq Aed 0] 3O se payoayo si )i pue sabeuew Juessjal ay) Ag paubls
s1 @o10AUl 8Y) [nun sjuswded suoissa|i 8sEB|8) JOU SB0P (IDUN0D)
sabueyo oN

‘siapus) Bunen|gaa usym SpEW SJE SUDISIDEP
aA08lqo pue PaLLIojUl JBY] BINSUS O} Pasn 8Je SjpuBd UoNJ8jes

“SWLIDJ UOHEN|EAS Ul PBJUSWNI0P au. saunpasosd Jspus) jo sjnsay
*saljod JUSLWINO0I4

puUB 1S8.8JU] JO 121Uos “JONPUoD Jo 8poD Yim eoueljdwod
Buipnjour ‘iounog Aq pajos|as ale s10)0esu0D [ s1ayddns

payienb pue ajgeyns sjowo.d o) sassacosd uojjosjes Juasedsuen
pue jsnqos Yim saunpasoad pue saijod suigjuiew j1ouno)

‘sasodind uoneneas Joj pamalnal
Buisq you ase Asy) uaym dn payoo| 1day sue sjuawnoog Japua |

'saAnoalgo paje1nosse Jiay) ||e 198 Aau) [nun SI0J0EHU0D
| s1e1jddns o) sjuswied auc)se|iw 9SES[B) JOU SBOP [IDUN0YD

“1851621 J0B1UOD B UlBJUIBLL O} [I0UN0D)
'SI0)9BU0D | siayddns

Bunosjas usym apew si uoisioap aaloalgo pue pawlioju| Jey) ainsua
0] [puBd Uond8les uo Jis o} |suuosiad Juspuadapuypaylenb figeuns

|0juCD MaN

‘sa101j0d juswainoosd

puB jsalaju| jo 121juog 1anpuUod jo apoD Yum souerdwos
Buipnjoul ‘ounog) £q pejosjes ale siopoenuad [ sienddns payjenb

pue aAoaye aInsus 0} sessadsold uonasjes Juasedsuel) pue jSNqoy

cd

Zd '1d

zd'ly

ety

ONILOYHLNOD

epon BunyBiapy esuepodw) yso eadh) jonuon uonduasaqg ayj ul sebueyn |onuos
‘Bunaenuo) s)i 0} uolejal Ul ASUoLU Joj anfeA UIBgo JoU Sa0p [IDUnoD 24
'ssaooud BuoEUOD By} Ul passalppe usaq aaey sanss! Aiqold (je jey) a)essuowap o} 8|ge Jou St [IUnoD RS
systy

30 May 2017

Page 102



Item 8.3.1- Attachment 5

Audit and Risk Prescribed Committee

01L00-342-dX3 E a0

6000-342-dX3 4 |euoHIppY

8000-343-dX3 14 |eucIppy

£000-340-dX3 5 210D

apon BunyBiapy asuepodw) ysn adf) jonuon

‘Aduaiolye |euoiesado Joj Jusliabeuew Ag pamaiaal pue Ajuouiny

ounag ety o eiealidde oN jo suonebajag Uyjm S0UBPIOITE U JaS 8J8 S]ILU| PIED JPaID ||y

‘leacidde o) Joud sao10AUl XB)} PI[EA O] JUSWSIE]S ay) WOy
[1puno ay) o} ajgeoiidde jJoN  SuoOBSUE] (|8 SSydjew Jao1yjo Juspuadapu| “Jep|oy pJed 1palo sy
Loy Juapuadapul uosiad o) Aj0suIp JUas SjuUSLWIalElS PIED JIPaID ||y

‘suaijoesue pijeaul Aue [aoueo o) ajgissod

SE UODS SE jUEQ JOBIUOD O} PUB [I9UN0Y) 0} PaSINGWIS) 8 1SNl
yoiym aimeu [euosiad e jo suonoesues) Aue Ajuapi pue 'joaLiod ale
SUOOBSUEI) ||B SINSUS 0] JUSLLBIE}S AL} ¥08Yd JSNUW Jejs [Iounad

[lounag ey o} e|qeoiidde JjoN

‘pases|al Bulaq pies Jpalg ay) 0} Joud saunpasosd pue Loijod
[ouno?) ypm aoueldwos Buuyuoa uonelepsp e ubis seafojdwg
uonduasag ayj ul sabueyn jonuon

[lounod sy o3 ejqedlidde joN

£y

‘s|ane| ajeudoiddeul e j8s ase sjwi| pJed 11paiD
‘ainjeu [euossad e jo seseysind Joj pasn ale spie] Jipald
‘seafojdwa pasuoyineun o} panssi ale spieg Jipaid

2=

SAYVI 11g340

sysiy

30 May 2017

Page 103



Audit and Risk Prescribed Committee Item 8.3.1- Attachment 6

Tel: +61 8 7324 6000 Level 7, BDO Centre
BDO Fax: +61 8 7324 6111 420 King William St
www.bdo.com.au Adelaide SA 5000
GPO Box 2018, Adelaide 5A 5001
AUSTRALIA

Mr Terry Buss

Chief Executive Officer

City of West Torrens

165 Sir Donald Bradman Drive
HILTON SA 5033

16 March 2017

Dear Mr Buss
PROPOSED INTERNAL FINANCIAL CONTROL MONITORING METHODOLOGY

| appreciate the opportunity of having recently met with your staff Norm Biggs and Darryl
Whicker, and your consultant Tim Muhlhausler, in relation to Council’s proposed new Internal
Financial Control Monitoring Methodology.

At the meeting Tim provided a draft document setting out the details of this methodology, and
spoke to the background of this. This risk based methodology will, if adopted, result in a
significant decrease in the number of controls to be included in the control self-assessment
program.

| am comfortable that the proposed methodology is consistent with the requirements of

the Better Practice Model - Internal Financial Controls for South Australian Councils, and would
not compromise our ability to provide an unqualified opinion on the controls established by
Council in relation to financial transactions relating to the receipt, expenditure and investment
of money, acquisition and disposal of property and incurring of liabilities.

In discussion with Tim and Norm we noted that the current draft of the methodology does not
include a mechanism for re-assessing the key business cycles and risks, and the specific internal
controls to be monitored within these. We recommend that consideration be given to

this. Future events or changes in circumstances will impact the assessment of significant risks,
and the methodology needs to provide for this. We also recommend a regular overall review of
the selected controls - every few years - to provide an opportunity for a fresh look at the
assessment.

Please let me know if there is anything that you would like to discuss.
Yours sincerely

BDO Audit (SA) Pty Ltd

G K Edwards
Director

13 161 379 086 15 a member of 3 national association of Independ
=, B Audit (SA) Pty Ltd and BDO (Australia) Lid
etwork of independent member firms, Liability Umited by a schen

entities which are all members of BDO (Australia) Ltd ABN 77 050 110 275,
of BDO Internat

pproved under Professional St

BOO Audit [54) Pry Ltd A

by guarantee, and

eglslation (other than for
the acts or omissions of financial services licensees).
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8.4 EXTERNAL AUDIT

Nil

8.5 COMMITTEE PERFORMANCE AND REPORTING

Nil
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9 OUTSTANDING REPORTS/ACTIONS
9.1 Open Actions Update
Brief

This report presents an update on the current status of open actions from previous meetings of the
Audit and Risk Prescribed General Committee.

RECOMMENDATION(S)

It is recommended to the Audit and Risk Committee that it notes the status of current open actions.

Introduction

A report is presented to each ordinary meeting of the Audit and Risk Prescribed General
Committee (Committee) detailing the status of open actions from previous Committee meetings.
Discussion

This report provides an update of the current status of open actions (Attachment 1). Of the four (4)
outstanding actions, three (3) are complete and one (1) is progressing with an information
technology solution pending.

Conclusion

This report provides details of the status of the Committee's open actions from previous meetings.

Attachments

1. Open Actions Report Update as at May 2017
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10 OTHER BUSINESS

11 CONFIDENTIAL
Nil

12 NEXT MEETING
8 August 2017, 6.00pm in the Mayor's Reception Room.

13 MEETING CLOSE
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