A Rodney

\ DISTRICT COUNCIL

NOTICE OF MEETING

AUDIT COMMITTEE

TO: Stuart Bauld (Chairperson)
Alan Curtis
Cr John Kirikiri (Deputy Mayor)
Roy Tiffin

The Audit Committee will meet in the Committee Room, Centreway Road, Orewa on Tuesday,
9 February 2010, commencing at 11.30 a.m.

for: CHIEF EXECUTIVE OREWA
Rodger Kerr-Newell 2 February 2010
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ITEM NO: 1

APOLOGIES

ITEM NO: 2

CONFLICTS OF INTEREST

Members of the Committee are aware of the need to be vigilant and where appropriate stand aside
from decision making when a conflict of interest arises between their role as a member of this
Committee and any other private or other external interest they might have. This note is provided as a
reminder to Members to check that no such conflicts arise in relation to any items on this agenda.



ITEM NO: 3

REPORT

TO

ON

FROM
APPROVED BY
SIGNATURE

SUBJECT
FILE REF

Audit Committee
9 February 2010

Morna Macfarlane — Manager: Finance

Kevin Ramsay — Director: Corporate Services

..,

EXTERNAL AUDIT ARRANGEMENTS

CF/1/1

Rodney

DISTRICT COUNCIL

D

PURPOSE OF REPORT:

I Information only

[] Strategic decision

[ Policy decision

[0 Statutory process

[0 Community issue [0 Contract decision 0 Delegation O Appointment
M Administrative matter
IMPLICATIONS:
0] Is this matter significant in terms of Council’s Policy on Significance?
No
(i) Implications in terms of Vision Rodney?
No
(iii) Implications in terms of Long Term Council Community Plan / Annual Plan?
No
(iv) Implications in terms of other Council Strategic documents or Council Policy?
No
(V) Is a budget amendment required?
No
(vi) Have the views of affected or interested persons been obtained and is any further
public consultation required?
Not applicable
(vii) Does a decision on this matter require Auckland Transition Agency approval?
No




FINANCIAL IMPLICATIONS:

Capital cost implications Nil

Is it currently budgeted for? Not applicable
Funding source of capital costs Not applicable
Ongoing operational cost implications Nil

Is it currently budgeted for? Not applicable
Funding and rating impact (whether resulting Not applicable
from capital expenditure or arising directly)

SUMMARY:

The current reorganisation of the Auckland Region has significant impacts on the audit requirements
for Rodney District Council. The first piece of legislation, the Local Government (Tamaki Makaurau
Reorganisation) Act 2009, removed the requirement for this Council to produce a 2009/2010 Annual
Report, and hence has implications on what is to be audited. Our auditors, Audit NZ, have recently
finalised details of their audit approach with other auditors of Auckland local authorities in conjunction

with discussions with the Auckland Transition Agency.

Essentially we need to agree on the areas of focus for the audit and the audit fee. Audit New Zealand
has provided a report, attached as Appendix 1, on the key areas of focus for the coming audit round.

Note: Karen Mackenzie (Audit Director) — Audit New Zealand will be present for this item.
RECOMMENDATION:

That the information is received and that following discussion and agreement that the
Audit Committee recommends to the Council to sign the Audit Arrangements letter.
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AREAS OF FOCUS FOR 2010 AUDIT OF RODNEY DISTRICT COUNCIL

FOR MEETING OF AUDIT COMMITTEE 9 FEBRUARY 2010

Sector-wide issues (arising from the OAG’s
sector brief)

Asset Management Plans

Asset Management Plans (AMPS) play an
integral part in the maintenance of the Coundl’s
significant infrastructure assets. These assets
deliver most of the quality-of-life services that
are critical to the community.

We will asessand review Coundl’s progressin
relation to the development and maintenance of
its AMPs. This will include following up on the
issues raised during our LTCCP audit and in prior
years management reports

Audit of Service Performance Reports (AG-4 (revised))

The Auditor-General's standard AG-4 (revised),
‘The audit of service performance reports,
applies to our audit for the first time this year.
This changes the nature of the audit opinion that
we will issue on your annual report. The audit
opinion on the service performance report will
not only be reporting on whether the annual
report reflects Coundil’s performance for the
year as expressed by the existing measures in
the adopted LTCCP. It will also cover compliance
with generally accepted accounting practice,
and whether or not the service performance
report fairly reflects your actual service
performance for the year. In other words, do the
measures in the annual report provide an
adequate basis for an informed assessment of
Coundl's actual service performance.

We expect the Council to have appropriate
systems in place to collect, record, analyse and
report data to support the SSP. The system
needs to include appropriate internal controls to
provide assurance over the integrity of this
information. All supporting documentation for the
SSP must be kept.

We will reconfirm that the assessment of the
performance framework from the LTCCP audit
remains appropriate. This will include taking into
account any changes in activity since the LTCCP
was adopted.

Our audit work will also focus on:

. the quality of the overall “sory” the
performance reporting tells;

. the reliability/accuracy of the reporting;

) the completeness of the reporting against
the performance framework as outlined in
the LTCCP; and

) compliance with relevant legislation (in
particular the Local Government Act 2002,
Schedule 10).

Transparency, Accountability and Financial Management (TAFM)

The TAFM proposed reform of the Local
Government Act 2002 was initiated by the
Minister of Local Government in April 2009 with
the approval of Cabinet. The focus of the review
isto “gmplify” the planning, decision-making
and accountability requirements of part 6 of the
Local Government Act (LGA) 2002.

We will remain alert to the progress of the TAFM
reforms, in particular for notification of any
amendments to the LGA that impact on disclosures
and audit requirements for the 2009/10 year.
We will discuss with Council the impact of any
amendments as they arise.




Sector-wide issues (arising from the OAG's
sector brief)

Weathertightness

Exposure to liabilities from leaky home claims We will consider the adequacy and

remains a significant issue for the local appropriateness of the Coundl’s accounting
government sector. While solutions are being treatment and related disclosures in the financial
sought at a political level to limit or cap the statements.

extent of individual party’sliability, at thissage
there is nothing concrete in place.

Development contributions

Development contributions (and financial We will assess entitlement to and collectability of
contributions, which are levied under the development contributions levied, where this is
Resource Management Act) are an important material. We will also review how collection is
tool for local government. enforced.

Requiring development contributions has a high
profile amongst a vocal developer community
and was heightened by the North Shore City
Council in which the Council was adjudged as
having incorrectly assessed the balance of
benefits of infrastructure development between
the existing community and new developments.

Elected members = remuneration and allowance

The Local Government Act gives the We will audit the Coundil’s corpliance with the
Remuneration Authority responsibility for setting | requirement to disclose the remuneration of each
the remuneration of local government elected member of the local authority in the annual report
members. The Authority also has the role of against the Local Government Elected Members
approving a local authority’s policy on (2009/10) (Except Auckland) Determination 2009
allowances and expenses. and any amendment to that Determination.

Coundl’'sannual report must disdose the total
remuneration received by or payable to each
member of the local authority in the reporting
period.t A local authority must disclose
remuneration paid or payable to each member
from both the local authority and any council
organisation of the local authority.

1 Schedule 10, clause 18, Local Government Act 2002



Sector-wide issues (arising from the OAG's
sector brief)

Severance payments

The Auditor-General’s 2002 report Severance
Payments in the Public Sector is the point of
reference for severance payments. This report
discusses the risks facing public sector employers
when they make voluntary payments to
employees (especially at the end of the
employment relationship) and suggests a
principled approach to employment settlements,
aimed at reducing those risks.

We will examine severance payments made to
employees as part of exit settlements — especially
when senior ex-staff are the recipients — to ensure
a principled approach as been followed in
reaching settlement.

Our focus will be on settlements which could be
seen to be, excessive or unusual. For example this
would include settlements which include a large
tax-free payment, provide a guaranteed contract
role of the departing employee, or make a
payment significantly in excess of contractual
entitlements.

Sensitive expenditure

In February 2007, the OAG published
“Controlling sensitive expenditure: Guidelines
for public entities’. The expectation is now that
local authorities should have appropriate
policies in place, and the focus now switches to
ensuring that expenditure is being incurred in
accordance with those policies.

We will follow up any relevant recommendations
made in our 2009 management report.

Funding arrangements and procurement

The OAG continues to have concerns around
funding arrangements and procurement
throughout the public sector. Two guidance
documents were published in 2008, being
“Public sector purchases, grantsand gifts:
Managing funding arrangements with external
parties’ and “Procurement guidance for public
entities’. The OAG expeds public ertitiesto
have reviewed their policies and procedures
against both publications, making improvements
where appropriate.

We will follow up on whether the Council has:

o compared its policies and procedures for
funding arrangements and procurement
against guidance provided in two reports
published by the Auditor-General in June
2008, and

. made changes as a result of the
comparison.

We will report the results of the follow-up work in
our management letter.

Conflicts of interest

Conflicts of interest are an area of concern
because of probity and the potential for matters
to gain a high-profile. The OAG released two
guidance documentsin 2007, being, “Managing
conflicts of intered: guidance for public ertities’
and “Guidance for members of local authorities
about the law on conflicts of interes”. The OAG
considers that it is the responsibility of each
public entity to identify and manage any
potential conflicts of interest.

While it is primarily the responsibility of Council to
identify and manage conflicts of interest, in the
course of our usual audit work we will remain

alert for conflicts of interest.




Sector-wide issues (arising from the OAG's
sector brief)

Council Governance Role in completion of Council Controlled Organisation (CCO) SOls

CCOs are responsible for the meeting the We will consider whether the Council has
accountability requirements of the LGA, appropriate arrangements in place for effectively
including preparing SOIs with appropriate fulfilling its oversight responsibilities relating to

involvement from their parent local authorities. CCOs.
Local Authorities are responsible for the

effective oversight of their CCOs. This includes
reviewing and commenting on draft SOls of their
CCOs within the timeframe in the Local
Government Act and ongoing monitoring of
performance.

Elections

With the election in October the District Council | We will review the reports for content that could
needs to be careful that the content of the be seen as electioneering.

Annual Report and Summary Annual Report can
not be seen as electioneering on behalf of
current Councillors.

Possible LTCCP Amendments

Every proposed amendment must be audited. We will remain alert for possible amendments
There is a risk that Council may make decisions | throughout the year, particularly during the

not provided for in the LTCCP as outlined in preparation of the annual plan. We will maintain
section 97 of the Local Government Act or contact with Council management and discuss

changes to the policies outlined in Section 102 of | potential amendments as they arise.
the Local Government Act.

Annual Report Adoption and Public Release Dates Return

There is a risk that the Annual Report and We have been asked to note the dates that the
Summary Annual Report are not adopted in Council adopts its annual report, and makes the
accordance with the timeline set out in the Local | full and summary annual reports available to the
Government Act. The OAG will also monitor the | public.

Annual Report adoption and public release

This information will be forwarded to the Office
dates.

of the Auditor-General.

Local Authority Exemptions for Council Controlled Organisations (CCOs)

Under section 7 of the LGA 2002, a local We have been asked to advise the OAG on
authority may exermpt a “syall” CCO fromthe Coundl’s use of Section 7 of the Local Government
accountability regime that applies to CCOs Act 2002 since 1 July 2009.

under that Act.

Emissions Trading Scheme

The specific impacts of the Emissions Trading We will monitor the situation and liaise with
Scheme (ETS) on local government are yet to be | Council officers on issues as they evolve.
determined.




Sector-wide issues (arising from the OAG's
sector brief)

Local Authorities Emissions and Measurement and Reduction

We have been asked by the OAG to gather
information about the activities of local
authorities in the area of emissions measurement
and reduction with a view to obtaining baseline
information for 2009-10.

We will gather this information from Council and
return it to the OAG.

Issues facing existing Auckland Councils
through re-organisation

[NB : Guidance for audit teams awaited)]

Harmonisation of accounting policies/treatments

Revaluation of assets — lack of clarity regarding
requirement for consistency prior to transition

Retention/availability of key staff for
production of Annual Report 2010

Increased risk profile — due to increased
pressure on key staff arising through
participation in transition activities as well as
normal workload.

Specific issues facing Rodney District Council

NZTA Funding

The national land transport programme (NLTP)
has been released for the three years beginning
1 July 2009. As a result many local authorities
have received less funding than anticipated and
budgeted for in the 2009-19 LTCCP, resulting in
the need for these local authorities to find
alternative funding sources, procurement
approaches, or to defer projects and
maintenance. There is also the possibility that
changes made to the finalised NLTP could result
in the need for LTCCP amendments where capex
programmes and levels of service need to be
re-engineered.

We are aware that Rodney DC is awaiting the
outcome of a meeting with NZTA at which the
Council outlined a case for the reinstatement of
Penlink as a category 1 project (it had been
revised downwards in the revised NLTP).

We will discuss the potential impact on the Council
and its proposed response. We will also consider
the potential for amendments to the LTCCP.
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AUDIT NEW ZEALAND MANAGEMENT REPORT FOR THE YEAR

ENDING 30 JUNE 2009

CF/1/1

PURPOSE OF REPORT:

O Information only

[] Strategic decision

] Policy decision

[ Statutory process

1 Community issue [1 Contract decision 1 Delegation I Appointment
M Administrative matter
IMPLICATIONS:
0] Is this matter significant in terms of Council’s Policy on Significance?
No
(i) Implications in terms of Vision Rodney?
No
(iii) Implications in terms of Long Term Council Community Plan / Annual Plan?
No
(iv) Implications in terms of other Council Strategic documents or Council Policy?
No
(V) Is a budget amendment required?
No
(vi) Have the views of affected or interested persons been obtained and is any further
public consultation required?
Not applicable
(vii) Does a decision on this matter require Auckland Transition Agency approval?
No




FINANCIAL IMPLICATIONS:

Capital cost implications Nil

Is it currently budgeted for? Not applicable
Funding source of capital costs Not applicable
Ongoing operational cost implications Nil

Is it currently budgeted for? Not applicable
Funding and rating impact (whether resulting Not applicable
from capital expenditure or arising directly)

SUMMARY:

The final management report for the 2008/09 audit is now available for the Audit Committee’s review
and is attached as Appendix 1.

Note: Karen Mackenzie (Audit Director) — Audit New Zealand will be present for this item.
RECOMMENDATION:

That Audit New Zealand’s Management report on the Audit for the 2008/09 financial
year be received.

Audit New Zealand has been assigned by the Auditor-General as this Council’s external audit service
provider or auditor.

Audit New Zealand prepares reports on its findings from every audit of Council’s annual report with an
interim report being provided as a progress update on initial findings and then a final report at the end
of the process.

This final report identifies any areas of concern arising from the areas that have been audited, and the
Council can then determine actions that it believes are required to be undertaken as a result.

The following areas have been identified by our auditor as areas of concern:
e Intangible assets recognition
e Disclosure of variances at a Group of Activity basis

e Accounting for GST residential properties (renting out properties purchased for Penlink
development)

e Status of the Araparera joint venture
e Possible reviews of policies around procurement and entertainment expenditure
e Review of the Work in Progress balance for Penlink

e Other findings previously raised or of a minor nature.
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RODNEY PROPERTIES LIMITED ANNUUAL REPORT AND AUDIT NEW
ZEALAND MANAGEMENT REPORT FOR THE YEAR ENDING 30 JUNE

2009
CF/1/1

PURPOSE OF REPORT:

O Information only

[] Strategic decision

[ Policy decision

[ Statutory process

[0 Community issue [J Contract decision [ Delegation U Appointment
M Administrative matter
IMPLICATIONS:
0] Is this matter significant in terms of Council’s Policy on Significance?
No
(i) Implications in terms of Vision Rodney?
No
(iii) Implications in terms of Long Term Council Community Plan / Annual Plan?
No
(iv) Implications in terms of other Council Strategic documents or Council Policy?
No
(V) Is a budget amendment required?
No
(vi) Have the views of affected or interested persons been obtained and is any further
public consultation required?
Not applicable
(vii) Does a decision on this matter require Auckland Transition Agency approval?
No




FINANCIAL IMPLICATIONS:

Capital cost implications Nil

Is it currently budgeted for? Not applicable
Funding source of capital costs Not applicable
Ongoing operational cost implications Nil

Is it currently budgeted for? Not applicable
Funding and rating impact (whether resulting Not applicable
from capital expenditure or arising directly)

SUMMARY:

The audited financial statements and the final management report for the 2008/09 audit for Rodney
Properties Limited is now available for the Audit Committee’s review and these are attached as
Appendix 1.

Note: Karen Mackenzie (Audit Director) — Audit New Zealand will be present for this item.

RECOMMENDATION:

That the financial statements and Audit New Zealand’s Management report on the audit
of Rodney Properties Limited for the 2008/09 financial year be received.

Audit New Zealand has been assigned by the Auditor-General as Rodney Properties Limited’s
external audit service provider or auditor. An unqualified audit opinion was issued .

Audit New Zealand prepares a report on its findings from the audit and Rodney Properties have
prepared their comments.

The following areas have been identified by our auditor as areas of concern:
e Draft SOI not delivered to Council prior to 1 March 2010.
e The requirement to adopt a fraud policy.

e Adoption of a procurement policy.
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CHAIRMAN'S REPORT

I am pleased to deliver this report for the first period of Rodney Properties Ltd (RPL) being in
operation and thank my fellow Directors, James Moulder and Jennie Vickers, for their
commitment towards the Company objectives.

The company was incorporated on the 23 February 2009 and has operated in its current
configuration since 28 April 2009 and held its first board meeting on 7 May 2009,

Given the short period of RPL operation and the emphasis on understanding the portfolio at
the first two meetings, it is pleasing to be able to report that approximately $15m of potential
sales were being actively advised on at year end. This adds to the $7,880,000 of property
sales achieved by RDC staff from the approved porifalio,

| would also like to thank the various advisors who have provided the necessary guidance to
the Board and look forward to advancing RPL’s objectives further in the 09/10 year.

John Southworth
(Chairman — RPL)
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