Strategic Risk and Assurance Committee 9 JUNE 2022 - OPEN

b Hamilton

Te kaunihera o Kirikiriroa

Strategic Risk and Assurance Committee

Komiti Whakamauru Tuuraru
OPEN MINUTES

Minutes of a meeting of the Strategic Risk and Assurance Committee held in Council Chamber, Municipal
Building, Garden Place, Hamilton and via Audio-visual link on Thursday 9 June 2022 at 9.34am.

PRESENT

Chairperson
Heamana

Deputy Chairperson
Heamana Tuarua
Members

In Attendance

Governance Staff

Ms K Horne
Mr B Robertson

Cr R Pascoe

Cr D Macpherson

Cr A O’Leary (exclusively via audio-visual link)
Cr M Bunting

Cr M van Oosten

Maangai J Kana

Cr Martin Gallagher

Lance Vervoort — Chief Executive

David Bryant — General Manager People and Organisational Performance
Eeva-Liisa Wright — General Manager Infrastructure Operations

Murray Heke — General Manager Customer, Technology and Transformation
Tracey Musty — Finance Director

Michelle Hawthorne — Governance and Assurance Manager

Dan Finn — People, Safety and Wellness Manager

Morva Kaye — Internal Auditor

Julia Kofoed — Insurance Lead

Dave Heatley — Contracts Procurement Manager

Hannah Windle - Special Projects Manager

Marie Snowball — Safety & Wellness Lead

Aaron Steele and Matt White — PricewaterhouseCoopers

Matthew Wilson — AON

Clarence Susan — Audit NZ

Narelle Waite and Tyler Gaukrodger — Governance Advisors
Chantel Jansen — Governance Officer

1. Apologies - Tono aroha

Resolved:

(Ms Horne/Mr Robertson)

That the apologies for absence from Mayor Southgate, and for early departure from Crs Bunting
and van Oosten are accepted.
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2. Confirmation of Agenda - Whakatau raarangi take
Resolved: (Ms Horne/Cr Bunting)
That the agenda is confirmed noting the late attachment to item 11 (Audit NZ 2021-22 Audit Plan)
is accepted. It was circulated to Members as a late attachment, due to the information being
received after the circulation of the agenda, and is attached to these minutes as Appendix 1.

3. Declarations of Interest - Tauaakii whaipaanga
No members of the Council declared a Conflict of Interest.

4. Public Forum - AAtea koorero
No members of the public wished to speak.

5. Confirmation of the Strategic Risk and Assurance Committee Open Minutes - 30 March 2022
Resolved: (Ms Horne/Mr Robertson)
That the Strategic Risk and Assurance Committee confirm the Open Minutes of the Strategic Risk
and Assurance Committee Meeting held on 30 March 2022 as a true and correct record.

6. Chief Executive Report

The Chief Executive spoke to the report in particular resourcing constraints due to illness and staff
vacancies, staff professional development, completion of the annual plan, and collaboration with
Central Government. Staff responded to questions from Members concerning flexibility to keep
Council facilities open while resource was constrained, staff vacancies, international personnel
recruitment, the consequence of the three waters reform on workloads, election resources, and
staff wellbeing and absences.

Resolved: (Ms Horne/Mr Robertson)

That the Strategic Risk and Assurance Committee receives the report.
7. Safety and Wellness Report - 1 February 2022 to 30 April 2022

The People, Safety and Wellness Manager and the Safety & Wellness Lead introduced the report
noting the progress made by the team to date. Staff responded to questions from Members
concerning outstanding recommendations from the SafePlus review, Covid-19 effecting safety and
wellbeing objectives, trends identified in Waipa Civil Service strikes, and early insights from the
staff safety and wellness survey.

Staff Action: Staff undertook to report back, within the Safety and Wellness Report, to a future
meeting of the Strategic Risk and Assurance Committee on trends identified from the Waipa Civil
Service strikes.

Resolved: (Ms Horne/Cr Bunting)

That the Strategic Risk and Assurance Committee:

a) receives the report; and

b) notes that that the Council will receive a copy of the Safety and Wellness report of 9 June

2022.

8. Risk Management Report
The Governance and Assurance Manager introduced the report noting the review of strategic risks.
Staff responded to questions from Members concerning reporting on Council’s Climate Change

policy, water supply, water reform, and local government reform.
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10.

Resolved: (Ms Horne/Cr van Oosten)
That the Strategic Risk and Assurance Committee:
a) receives the report; and

b) notes that that the Council will receive a copy of the Risk Management report of 9 June 2022.

PwC and HCC - Internal Audit Update and Report

The Internal Auditor, Aaron Steele and Matt White (PricewaterhouseCoopers) spoke to the report,
in particular the proposed internal audit plan, and the scoping discussions concerning the business
continuity plan.

Resolved: (Ms Horne/Maangai Kana)
That the Strategic Risk and Assurance Committee:
a) receives the report; and

b) approves the final combined Internal Audit Plan for PwC and Hamilton City Council.

Annual Pre-Renewal Insurance Report

The Insurance Lead and Matthew Wilson (AON) spoke to the report, noting professional indemnity
and commercial motor coverage. They responded to questions from Members concerning
environmental insurance cover, the wider insurance market environment, costs to Council, and
future investment strategy.

Resolved: (Ms Horne/Cr Pascoe)
That the Strategic Risk and Assurance Committee:
a) receives the report; and

b) notes the progress on the 2022/2023 insurance renewal.

Item 13 (Organisational Improvement Report) was taken after item 10 (Annual Pre-Renewal Insurance
Report) to accommodate speaker availability.

13.

Organisational Improvement Report

The Internal Auditor took the report as read, noting progress made in the audit of resolutions.
Staff responded to questions from Members concerning transport valuation calculations, IT
process reviews, and future insurance reviews.

Resolved: (Ms Horne/Mr Robertson)

That the Strategic Risk and Assurance Committee receives the report.

Item 14 (Compliance Reporting Update) was taken after item 13 (Organisational Improvement Report) to
accommodate speaker availability.

14

Compliance Reporting Update

The Governance and Assurance Manager spoke to the report noting there were currently no
instances of fraud or significant non-compliance issues reported and the progress on Council’s
Sensitive Expenditure Policy. Staff responded to questions from Members concerning the new
Protected Disclosures Act’s impact on Council resource, relevance of Elected Members inclusion in
Council’s Sensitive Expenditure Policy regarding disposal of surplus assets, and prioritisation of
policy reviews.
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11.

12.

15.

Resolved: (Ms Horne/Cr Bunting)
That the Strategic Risk and Assurance Committee:
a) receives the report; and

b) provides feedback and any recommendations on Council’s Sensitive Expenditure Policy.

Audit NZ 2021-22 Audit Plan

The Financial Controller and Clarence Susan (Audit NZ) took the report as read, noting the plan and
timetable of the 2022 annual report, and potential changes arising as a result of the audit. They
responded to questions from Members concerning the audit timeline, asset valuations, delays in
auditing, evaluation of Council assets, and previous audit results.

Resolved: (Ms Horne/Cr Pascoe)

That the Strategic Risk and Assurance Committee receives the report.

2022 Annual Report Accounting Treatment Review

The Financial Controller spoke to the report noting the change in the interpretation of Software as
Service (SaaS). She responded to questions from Members concerning the financial impact of the
changes to Saa$, impact of inflation on the accuracy of Council’s revaluations, capital expenditure,
Saa$'’s effect on Council’s accounting policies, and climate change reporting within the Annual
Report.

Resolved: (Ms Horne/Maangai Kana)

That the Strategic Risk and Assurance Committee receives the report.

Resolution to Exclude the Public
Resolved: (Cr Pascoe/Cr van Oosten)

Section 48, Local Government Official Information and Meetings Act 1987

The following motion is submitted for consideration:

That the public be excluded from the following parts of the proceedings of this meeting, namely
consideration of the public excluded agenda.

The general subject of each matter to be considered while the public is excluded, the reason for
passing this resolution in relation to each matter, and the specific grounds under section 48(1) of
the Local Government Official Information and Meetings Act 1987 for the passing of this resolution
follows.

General subject of each matter to be  Reasons for passing this Ground(s) under section
considered resolution in relation to each 48(1) for the passing of
matter this resolution
C1. Confirmation of the Strategic ) Good reason to withhold Section 48(1)(a)
Risk and Assurance Committee ) information exists under
Public Excluded Minutes - 30 ) Section 7 Local Government
March 2022 ) Official Information and

) Meetings Act 1987

C2. PwC Internal Audit Update )

C3. Legal Risks - Committee Update
C4. Cyber Risks
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This resolution is made in reliance on section 48(1)(a) of the Local Government Official Information
and Meetings Act 1987 and the particular interest or interests protected by Section 6 or Section 7
of that Act which would be prejudiced by the holding of the whole or relevant part of the
proceedings of the meeting in public, as follows:

Item C1.

Item C2.

Item C3.
Item C4.

to prevent the disclosure or use of official
information for improper gain or improper
advantage

to protect information which is subject to an
obligation of confidence and disclosure would
likely prejudice continual supply of similar
information where it is in the public interest for
that information to continue to be available
to protect information which is subject to an
obligation of confidence where disclosure
would likely damage the public interest

to enable Council to carry out commercial
activities without disadvantage

to prevent the disclosure or use of official
information for improper gain or improper
advantage

to maintain legal professional privilege

to prevent the disclosure or use of official
information for improper gain or improper
advantage

Section 7 (2) (j)

Section 7 (2) (c) (i)
Section 7 (2) (c) (ii)
Section 7 (2) (h)
Section 7 (2) (j)

Section 7 (2) (g)
Section 7 (2) (j)

The meeting moved to Public Excluded session at 11.31am.

The meeting was declared closed at 12.22pm.
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Appendix One

AUDIT NEW ZEALAND

Mana Arotake Aotearoa

Audit Plan

Hamilton City Council

For the year ending 30 June 2022
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Audit Plan

| am pleased to present our audit plan for the audit of Hamilton City Coundil for the year ending
30 June 2022 . The purpose of this audit plan is to discuss:

Audit risks and issues N
Group audit U | |
Our audit process USSR i §
Reporting protocols U UU S U U U UUUNUUUNSUSURRROR: I
Expectations S J
Appendix 1: Useful publications U |

The contents of this plan should provide a good basis for discussion when we meet with you.
We will be happy to elaborate further on the matters raised in this plan.

Our work improves the performance of, and the public's trust in, the public sector. Our role as your
auditor is to give an independent opinion on the financial statements and performance information.
We also recommend improvements to the internal controls relevant to the audit.

If there are additional matters that you think we should include, or any matters requiring
clarification, please discuss these with me.

Maku noa, na

Clarence Susan
Appointed Auditor
3 June 2022 - Draft

Harabion iy ouncl dadt Plan B kure 3133 |Brak for dacussdan | 1
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Audit risks and issues

Focus areas
Based on the planning work and discussions that we have completed to date, we
set out in the table below the main audit risks and issues. These will be the main
focus areas during the audit.
Audit risk/issue Our audit response

Revaluation of assets - revaluation year

Strategic Risk and Assurance Committee 9 JUNE 2022 - OPEN

The City Council periodically revalues its asset
classes. PBE IP5AS 17, Property, Plant ond
Eguipment, requires that valuations are
conducted with sufficient regularity to ensure
that the carrying value does not differ materially
from fair value.

We understand that the City Coundil will revalue
the 3 Waters, Water Treatment Flant,
Wastewater Treatment Plant, Refuse, Land,
Buildings assets during the 2021/22 financial

year.

The asset classes being revalued are a significant
portion of Council's assets and there is a risk that
errors in the process or calculation could result
in @ material misstatement.

Due to the nature and value of the
revaluations any bias or errors in the inputs
used or calculations performed could result in
@ material misstatement in the value of asset
classes being revalued.

Cwr audit procedures will include:

reviewing the information and instructions
provided to the valuer;

assessing relevant controls that
management has put in place for the
waluation;

evaluating the qualifications, competence
and expertise of the external valuer used;

reviewing the method of valuing the
assets and assessing if the applicable
method used is in line with public sector
accounting standards [PRE IPSAS 17,
Property, Plant and Equipment), including
the reasonableness of the assumptions
and judgements made by the valuer and
other inputs to the valuation; and

assessing whether the resulting change in
walues are correctly incorporated into the
financial statements and the assumptions
and judgements relating to the valuation
are adequately disclosed.

Farmhen Oy Ceasal Al Plan B0 kae 30D |Dews ey dacussda |
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Audit risk/issue
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Our audit response

Fair value assessment for assets - non-revaluation year

The City Council periodically revalues certain
asset classes, including land, buildings and
infrastructure. PBE IPSAS 17, Property, Plant and
Eguipment, requires that valuations are
conducted with sufficient regularity to ensure
that the carrying value does not differ materially
from fair value. A revaluation is not scheduled
for the following asset classes during the
202122 financial year:

- Parks and Gardens; and
- Roading.

Fair value assessments will need to be completed
for these classes of assets to confirm that there
is n2 material difference between their carrying
amount and their fair value.

If a material movement between the carmying
amount and the fair value of these classes of
assets is identified they must be revalued for the
City Council to comply with PBE IPSAS 17
Property, Plant and Equipment.

For these assets that will not be revalued this
year, we expect the City Council to perform a
comprehensive analysis to determine whether
there is a significant variance between the fair
value, as at 30 June 2022, and the carrying value
that would trigger the need for the City Council
to revalue or impair its assets. The City Council
should agree on a significant variance threshold,
above which Council would complete a
revaluation. We encourage the City Council to
perform this assessment early so that if a
revaluation is required, there is time to complete
it without impacting on the annual report
Process.

We will review the City Council’s significant
variance threshold and assessment of fair value
against carrying value for each asset class not
scheduled to be revalued this year. We will
consider the reasonableness of assumptions and
Judgements applied in making the assessments.

Harsion Org foasncl Acdt Flan B e 3000 [Drwk for dacussdan |
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Audit risk/issue

Software as an Accounting Service (5aas)
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Our audit response

Entities can sometimes incur significant costs
when implementing cloud computing
arrangements. Until recently, there has been no
specfic guidance on this subject in IFRS or IPSAS

accounting standards.

The IFRS Interpretations Committee recenthy
published decisions clarifying how arrangements
in respect of a specific part of cdloud technology,
{5aa5), should be accounted for. The agenda
decisions must be applied by for-profit entities.
For PBEs, the agenda decisions can be referred
to in determining the accounting treatment
because the underlying intangible asset
standards are consistent between IFRS and PEE
IPSAS.

The City Council should consider whether or not
their accounting policy is consistent with the
Committees decision and should consider
whether costs relating to 5aas are correctly
accounted for and appropriate disclosures are
included in the financial statements of the City
Council.

The key issues are whether such costs:

- shall be capitalised as an intangible asset
and amortised; or

- expensed when incurred; or

- expensed over the term of the software as
a service (SAAS) arrangement (including
capitalising as a prepaid service if paid
upfront).

Changes to the classification of asset balances as
a result of the IFRIC's decision should be treated
as a change im accounting policy and accounted
for retrospectively. This would require a
restatement of prior peried amounts in
accordance with PBE IPSAS 3 Accounting Paolicies,
Changes in Accounting Estimates and Errors.

This could be a challenging project for the City
Council requiring an understanding of the 5aas
arrangements in place. The City Council should
complete its own assessment of the
arrangements and/or engage external
accounting expertise to help with an assessment
of the implications or review the City Councdil's
assessment and any necessary adjustments to
the financial statements.

If the City Council adepts the decision and
amends their accounting policy any significant
changes to the way 5aa5 is accounted for would
be able to be adjusted for retrospectively as a
change in accounting policy.

Farabon Ory foanl Acet Flan B hew 300 |Drwk for Sacussdan |
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Audit riskfissue

Major capital projects
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Our audit response

The City Council continues to have a significant
ongoing capital programme. A number of capital
projects are either underway or about to

ComMmeEncea.

Accounting for capital projects, whether
completed during the year or in progress at
balance date, requires assumptions and
Judgements to be made that can have a
significant impact on the financial statements.
Management and the Council are responsible for
managing the financial statement risks
associated with capital projects. This includes
ENSUTing:

- project costs are reviewed to ensure these
are appropriately classified as capital or

operational in nature;

- work in progress (WIP) balances for
projects already completed or available
fior use are transferred to the appropriate
class of asset in a timely manner and
depreciated accordingly from the date of
capitalisation;

- WIP balances on projects that span an
extended period of time are assessed
regularly for impairment over the period
of the project. Costs no longer meeting
criteria for recognition as an asset should
be expensed in a timely manner;

- asset components are identified at an
appropriate level, and appropriate useful
lives are assigned to these components on
completion;

- the value and remaining useful life (RUL)
of existing assets remains appropriate
given replacement projects underway;
and

- capital commitments related to contracts
entered into before balance date are
disclosed in the notes to the financial
statements.

We will review the accounting for costs incurred
on capital projects, including:

- the correct classification of costs as either
capital or operational in nature;

- appropriate capitalisation point for
completed assets, including transfers from
wiork in progress;

- the reasonableness of depredation rates
and wseful lives applied to asset
components; and

- the disclosures included within the
financial statements, including those
relating to capital commitments.

arwbion Ory {oanl Acdt Flan Y e 300 |Drwk for dacussdan |
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Audit risk/issue

The risk of management override
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Our audit response

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

risk of material misstatement due to fraud.

We will test the appropriateness of journal
entries recorded in the general ledger and other
adjustments made in the preparation of the
financial statements.

We will review accounting estimates for biases
and evaluate whether the circumstances
producing the bias, if any, represent a risk of
material misstatement due to fraud.

For any significant transactions that are outside
the normal course of business, or that otherwise
appear to be unusual given our understanding of
the entity and its environment and other
information obtained during the audit, we will
evaluate whether the business rationale (or the
lack thereof) of the transactions suggests that
they may have been entered into to engage in
fraudulent financial reporting or to conceal
misappropriation of assets.

Rates

Rates are Council’s primary funding source.
Compliance with the Local Government (Rating)
Act 2002 (LGRA) in rates setting and collection is
critical to ensure that rates are validly set and
not at risk of challenge. The City Council should
ensure it has appropriate processes in place,
including seeking legal advice where appropriate,
to ensure compliance of its rates and rating
processes with legislation.

For 202122 we will again consider the City
Council's compliance with aspects of the LGRA
that potentially materially impact on the financial
statements. Principally this means a foous on the
rates setting process — the consistency and
completeness of the resolution and the Funding
Impact Statement [FIS).

We will also review selected differentially set
and/or targeted rates to assess whether the
matters and factors used are consistent with the
LGRA.

We stress that our review of compliance with
legislation is completed for the purposes of
expressing our audit opinion. It is not, and should
not be seen, as a comprehensive legal review.
This is beyond the scope of the audit, and our
expertise as auditors. The City Council is
responsible for ensuring that it complies with
applicable laws and regulations.

Hawrsion Org foascil Acet Flan Y e 3000 [Drek for dacussdan |
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Audit risk/issus

Three waters reform

Our audit response

The Three Waters Reform programme is
expected to result in structural changes to how
water supply, wastewater and stormwater
assets are owned and managed in the local
government sector. This could have a
significant impact on the structure of the
Group.

On 27 October 2021, the Local Government
Minister announced that central government
will proceed with the three waters service
delivery reforms using a legislated “all in”
approach. The three waters reform involves
the creation of four statutory water services
entities to be respansible for the service
delivery and infrastructure currently owned by
local authorities, with effect from 1 Juby 2024.

There is still a number of uncertainties
associated with the new three waters delivery
model including the mechanism for how assats
will be transferred to the newly established
entities, and the control and governance of
these entities. Notwithstanding the current
uncertainty the announcement once legislated
will mean Coundil is no longer responsible for
the delivery and infrastructure of three water
services from 1 July 2024,

The Council should ensure that sufficient
disclosure about impact of the reform (to the
extent that the impact is known) is included in
the annual report.

Because the impact could be significant, but is
uncertain, we are likely to include information in
our audit report to draw a reader's attention to
Council's disclosure about the Three Waters

Reform programme.

Harslvon Ory foascil Acet Flan B R 3050 |Drwle for danusedan |
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Audit risk/issue Our audit response
Revaluation of investment property
The fair value of the City Council investment We will:
properties needs to be assessed annually in
- assess relevant controls that management

accordance with the requirements of PBE IP5AS

. i} has put in place for the valuation;
16, Investment Property, as the City Coundil has

adopted the fair value model for these assets. * ebtain an understanding of the underlying

Given the volatility in the property market there datz;

is potential for large valuation movements year | * evaluate the qualifications, competence

on year, which need to be accounted for within and expertise of the external valuer used;

the 5tatement of Comprehensive Income. and

Due to the nature and value of the revaluations, |* review the method of valuing the

any bias or errors in the inputs used or investment properties and assess if the

calculations performed could result in a material applicable method usad is in line with the

misstatement in the value of the investment financial reporting framework, including

property. the reasonableness of the assumptions
used.

Please tell us about any additional matters we should consider, or any specific risks that we have not
covered. Additional risks may also emerge during the audit. These risks will be factored into our audit
response and our reporting to you.

Fraud risk

Misstatements in the financial statements and performance information can arise from either fraud
or error. The distinguishing factor between fraud and error is whether the underlying action is
intentional or unintentional. In considering fraud risk, two types of intentional misstatements are
relevant — misstatements resulting from fraudulent reporting, and misstatements resulting from
misappropriation of assets.

The primary responsibility for the prevention and detection of fraud and error rests with the Council,
with assistance from management. In this regard, we will discuss the following guestions with you:

. What role does the Council play in relation to fraud? How do you monitor management’s
exercise of its responsibilities?

. Has a robust fraud risk assessment been completed? If so, is the Council satisfied that it had
appropriate input into this process?

. How does management provide assurance that appropriate internal controls to address
fraud risks are in place and operating?

. What protocols/procedures have been established between the Council and management
to keep you informed of instances of fraud, either actual, suspected, or alleged?

arshon Ory {ounc At Fan B e 3000 | Dok for dacusdan | 8
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* Are you aware of any actual, suspected, or alleged fraud? If so, have the results of
management’'s investigation been reported to the Council? Has appropriate action been
taken on any lessons learned?

Our responsibiiity

Our responsibility is to obtain reasonable, but not absolute, assurance that the financial statements
and performance information are free from material misstatement resulting from fraud. Our
approach to obtaining this assurance is to:

. identify fraud risk factors and evaluate areas of potential risk of material misstatement;
. evaluate the effectiveness of internal controls in mitigating the risks;

. perform substantive audit procedures; and

* remain alert for indications of potential fraud in evaluating audit evidence.

The Auditor-General has published useful information on fraud that can be found at
oag pariament.nz/reports/fraud-reports.

Harabion iy ol dait Pan B0 hure 3953 | Bk for dacussdan | 9
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Group audit

The group comprises:

. Hamilton City Council {parent);
. Waikato Innovation Growth Limited {Group); and
. Waikato Regional Airport Limited (Group).

Cur auditor’s report covers the group as a whole. Our audit approach is developed to ensure we
have sufficient information to give an opinion on the group finandial statements and performance
information. In designing our group audit approach, we considered the structure of the group and
identified the entities which are included in the group financial statements. Each entity is referred to
a5 a component.

We have assessed the individual finandal significance of each entity, and the likelihood of the risk of
miaterial misstatement of the group financial statements due to each entity’s specific nature or
circumstances. Based on this, we have determined that the Hamilton City Council parent entity and
Waikato Regional Airprt Limited group are both significant components of the group.

Each business activity/entity is referred to as a component. We have assessed the risks of material
misstatement and have identified our appreoach for each component. The table below shows the
work planned for each significant component.

‘Work to be performed

Waikato Regional Airport Limited (group) Full audit of annual report

-Fcnr the Hamilton City Council parant, we will com p;lete a full financial statement and performance
information audit. For those components determined not to be significant, we will perform analytical
procedures at a group level.

We will report any significant internal control deficiencies to the Council and management of the
group. This will include any deficiencies identified by the group engagement team or brought to our
attention by the component auditor. We will communicate deficiencies related to:

* group-wide internal contrals; or
. internal controls at each component.

We will also communicate any fraud identified by the group engagement team or brought to our
attention by the component auditor.

For non-significant components, we will perform analytical procedures at the group level to identify
unexpected movements.

Marmihon Oy Councl Aadt Pl B ke 3053 | Dk for dansdan | 10
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Our audit process

Harwbon Oy Coamc dadt Plan B0 kora 303 |Drak for ansssdan |

Initial planning activities include verifying compliance with independence
requirements and building the audit team.

We use our extensive sector and business knowledge to make sure we have a
broad and deep understanding of Hamilton City Council, your business, and
the environment you operate in.

We use our knowledge of the business, the sector and the environment to
identify and assess the risks that could lead to a material misstatement in the
financial statements and performance information.

We update our understanding of internal controls relevant to the audit. This
includes reviewing the control environment, risk assessment process, and
relevant aspects of information systems controls. Most of this work is done
during the initial audit visits. We evaluate internzl controls relevant to the
audit for the whole financial year, so we consider internal controls relevant to
the audit at all visits.

We use the results of the internal control evaluation to determine how much
we can rely on the information produced from your systems during our final
audit.

Dwring the final audit we audit the balances, disclosures, and other
information included in the City Council’s financial statements and
performance information.

We issue our audit report on the financial statements and performance
information. We also report to the Council covering any relevant matters that
come to our attention.
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Enhancing year-end processes

The year-end financial statement close process and the preparation of the annual report requires a
large number of resources to be committed to complete it effectively. This diverts the attention of
your staff away from the current financial year and focuses them on past events. We want the audit
process to run smoothly and we will work with management to achieve this through forward the
timing of audit procedures.

Bringing forward audit procedures

Substantive audit procedures are traditionally performed after the year-end. Where possible, we will
aim to bring audit procedures earlier in the year. Completion of these tests earlier in the year should
allow for more timely identification and resolution of errors.

This testing will be completed during interim audits. This requires us to have the right information
available during this visit to enable us to complete this work.

We will work with management to fadilitate getting the information required at the right time. We
will communicate with management if information is not available as agreed, induding any impact
on the year-end audit.

Materiality

In performing our audit, we apply materiality. In the public sector, materiality refers to information
that if omitted, misstated, or obscured could reasonably be expected to:

* influence readers’ overall understanding of the financial statements and service
performance information; and

. influence readers in making decisions about the stewardship and allocation of resources, or
as5es5ing your performance.

This definition of materiality is broader than the one used in the private sector.

It is @ matter of judgement whether information is material. We consider the nature (qualitative) and
amount (quantitative) of each item judged in the surrounding circumstances and its impact. In the
public sector qualitative considerations are of equal significance as quantitative considerations.
Qualitative considerations are of primary importance in our assessment of materiality in the context
of disclosures for transparency and accountability reasons, and in evaluating any non-compliance
with laws and regulations.

armlton g Coasn Aselt Pl B e 3257 | Drt oy dasuscian | 12
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The Council and management need to consider materiality in preparing the financial statements and
service performance information and make their own assessment of materiality from a preparer’s
perspective. IFRS Practice Statement 2, Making Materiality Judgements, provides guidance on how to
mizke materiality judgements from a financial statements preparar's perspective. Although this
guidance is primarily aimed at for-profit entities, the same principles can be applied by public benefit
entities. Management and the Council should not rely on our materiality assessment as a basis for
owning and making judgements about the imtegrity of the financial statements and service
performance information.

Financial statements materiality

For planning purposes, we have set overall $'000
materiality for the group financial statements at o

$462,380,000 and the parent entity at Owerall materiality -group 5462 380
5450,800,000 based on budgeted total property, Owerall materiality - parent %450,800
plant and equipment. We will only be applying

this overall materiality to the carrying value of

property, plant and equipment held at fair value, Specific materiality — group 59,600
fair value gains/losses relating to revaluations of Specific materiality — parent 55,300
property, plant and equipment recorded in other

comprehensive income, and revaluation reserve

balances. This is subject to change once the actual Clearly trivial thresheld - 5480
results for the current year are available. group

We have set a lower, specific matenality of Clearh: sl 4455
59,600,000 and $9,300,000 for all items in the .

group and parent financial statements
respectively, not related to the carrying value of property, plant and equipment held at fair value.

A separate lower, specific materiality has also been determined for some items due to their sensitive
nature. For example, a lower specific materiality is determined and applied for related party and key
mianagement personnel disclosures.

We design our audit procedures to detect misstatements at a lower level than overall materiality.
This takes account of the risk of cumulative misstatements and provides a safety net against the risk
of undetected misstatements.

‘We will report all uncorrected misstatements to

the Council other than those that are clearly Misstatements

trivial. We consider misstatements less than
5480000 for group and 5465 000 for parent to be
clearly trivial unless there are qualitative
considerations that heighten its significance. We
will ask for each misstatement to be corrected,
other than those that are clearly trivial. Where
mianagement does not wish to correct a
miisstatement, we will seek written

Harabion (rg oanc Acdt Plan B kare B0 [Drek for dasdan |
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information. The effects of any detected and
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materiality and qualitative considerations.
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representations from management and the Council on the reasons why the corrections will not be
made.

The materiality figures abowve:

. do not apply to any matters of effectiveness and efficiency, waste, or a lack of probity or
financial prudence; and

. are subject to change once the actual results for the current year are available.
Materigiity for service performance information

At an overall level, we assess whether the service performance information is suitable, given your
purpose and the nature of your activities, and whether the reporting allows for an informed
assessment of the City Council's performance. In doing this we consider whether the information is
relevant, complete, reliable, neutral, and understandable.

We set materiality for service performance information at an individual measure level based on what
we expect wiould influence readers’ overall understanding, decision making, or assessment of
Hamilton City Coundcil's performance. We consider a variety of factors including the level of public
interest and potential public risk. Because of the variety of measurement bases applied, we normally
express this materiality as a percentage of the reported result.

We have identified the following measures as material and assessed materiality for planning
purposes. We will reassess this during the audit.

Average processing days for building consents. 8% of actual reported result

Awverage processing days for non-notified land use and subdivision 8% of actual reported result
resource consents.

The extent te which the Council’s water supply complies with Part 4 | None applied as the result will
of the drinking water standards for bacteria compliance criteria. be either Achieved or Not

The extent to which the Council’s water supply complies with Part & Achieved

of the drinking water standards for protozoa compliance criteria.

The average use of drinking water per Hamilton resident, per day. 8% of actual reported result

The percentage of real water loss from the water network 8% of actual reported result
infrastructure in the cty.

The median resolution time of urgent call-outs from the time that 8% of actual reported result
Council receives notification of the fault or unplanned interruption
to the time that service personnel confirm reselution of the fault or

interruption.

The number of dry weather wastewater overflows from the 5% of actual reported result
wastewater system.

arwitzn 01y Cown Aset Pl B ko 35 | Drwd for dlacuson | i4
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The number of abatement notices, infringement notices, 5% of actual reported result
enfercement orders and convictions issued for spillage from the

wastewater system.

The median resolution time for call-outs from the time that the 8% of actual reported result

Council receives notification of the blockage or other fault to the
time that service personnel confirm resclution of the fault or

interruption.
Travel times are predictable during peak hours. 8% of actual reported result
The change from the previous financial year in the number of 5% of actual reported result

fatalities and serious injury crashes on the local road network,
expresses as a number.

The average quality of ride on Hamilton's sealed local road network, | 8% of actual reported result

measured by smooth travel exposure.

Reduction in greenhouse emissions footprint for Hamilton City 8% of actual reported result
Council.

Professional judgement and professional scepticism

Many of the issues that arise in an audit, particularly those involving valuations or assumptions about
the future, involve estimates. Estimates are inevitably based on imperfect knowledge or dependent
on future events. Many financial statement items invelve subjective decisions or a degree of
uncertainty. There is an inherent level of uncertainty which cannot be eliminated. These are areas
where we must use our experience and skill to reach an opinion on the financial statements and
performance information.

The term “opinion” reflects the fact that professional judgement is involved. Cur audit report is nota
guarantee but rather reflects our professional judgement based on work performed in accordance
with established standards.

Auditing standards require us to maintain professional scepticism throughout the audit. Professional
scepticism is an attitude that includes a questioning mind and a critical assessment of audit evidence.
Professional scepticism is fundamentally a mind-set. A sceptical mind-set drives us to adopt a
questioning approach when considering information and in forming conclusions.

Exercising professional scepticism means that we will not accept everything we are told at face value.
We will ask you and management to provide evidence to support what you tell us. We will also
challenge your judgements and assumptions and weigh them against alternative possibilities.
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How we consider compliance with laws and regulations

As part of the Auditor-General’s mandate, we consider compliance with laws and regulations that
directly affect your financial statements or general accountability. Our audit does not cover all of
your reguirements to comply with laws and regulations.

Cur approach involves first assessing the systems and procedures that you have in place to monitor
and manage compliance with laws and regulations relevant to the audit. We may also complete our
own checklists. In addition, we will ask you about any non-compliance with laws and regulations that
you are aware of. We will evaluate the effect of any such non-compliance on our audit.

Wider public sector considerations

A public sector audit also examines whether:

. Hamilton City Council carries out its activities effectively and efficiently;

. waste is occurring or likely to occur as a result of any act or failure to act by Hamilton City
Coundil;

. there is any sign or appearance of a lack of proebity as a result of any act or omission by

Hamilton City Council or by one or more of its members, office holders, or employees; and

. there is any sign or appearance of a lack of financial prudence as a result of any act or
omission by Hamilton City Council or by one or more of its members, office holders, or
employees.
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Reporting protocols

Communication with management and the Council

We will meet with management and the Council throughout the audit. We will
maintain ongoing, proactive discussion of issues as and when they arise to ensure
there are “no surprises”.

We understand that Tracey Musty is our key contact for the audit. We will
regularly update Tracey on progress throughout the audit, and any issues ar
delays encountered. We expect this information will be shared with management
and the Council as appropriate. Any areas of material concern will be raised with
Dawvid Bryant in the first instance.

We intend meeting on a monthly basis with key finance team members to discuss
matters relevant to the audit.

Reports to the Council

We will provide a draft of all reports to management (and the Coundcil) for
discussion/clearance purposes. In the interests of timely reporting, we ask
management to provide their comments on the draft within 10 working days.
Once management comments are received the report will be finalised and
provided to the Coundil.

‘We will also follow up on your progress in responding to our previous
recommendations.
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Audit logistics

Our team

Our engagement team is selected to ensure that we have the right subject matter
expertise and sector knowledge. Each member of the audit team has received
tailored training to develop their expertise.

Our senior audit team members are:

Clarence Susan Appointed Auditor

Karen MacKenzie Engagement Quality Review Director

Maudé Kotzé Audit Manager

Kay Cloro 2nd Audit Manager

Robyn Dearlove Manager Information Systems Audit and Assurance
Matt Sarjeant Assistant Manager

The Engagement Quality Review (EQR) Director forms an important part of our internal quality
assurance process to maintain and enhance the quality of your audit. The EQR Director is an
experienced Audit Director who has sufficient and appropriate experience to objectively evaluate the
judgements made by the audit team. They are independent from the day to day audit field work, and
50 can provide an independent challenge to the audit team on their judgements. The EQR will work
with your Appointed Auditor and the audit team, but will not have direct contact with you.

Harnton g Coaml Aselt Pl B b K557 [ Drk o dhacusian | 18

Page 24 of 33



Strategic Risk and Assurance Committee 9 JUNE 2022 - OPEN

Timetable

There is the possibility that, due to the continuing impact of Covid-19 and the

. application of our job sequencing framewaork, there may be disruptions that will
@ require changes to the timetable proposed above. Where this arises, we will
discuss a revised timetable with you.

Cur proposed timetable is:
Interim audit begins 27 lune 2022

Draft Annual Report available for audit (incuding notes to the 30 August 2022
financial statements) with actual year-end figures.

Final audit fieldwork begins [Audit team on-site until 7 October, 12 September 2022
Audit team leader on site until 14 October).

Annual Report, incorporating all the amendments agreed to 4 September 2022
between us, including any Chair and Chief Executive’s overview or

reports.

Verbal audit clearance given TBC - 12 October 2022
Audit opinion issued TBC - October 2022
Report to Council issued (in draft) TBC - 20 October 2022

Final Report to Coundil issued (including management responses) TBC — 31 October 2022
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AuditDashboard

In 2021, we used AuditDashboard, our online portal, to transfer files between your employees and
Audit New Zealand. Overall, the use of AuditDashboard was well received and turned out to be an
essential tool in completing our audit engagement remotely.

We will use AuditDashboard for transferring files as part of the audit for the current year
engagement.

Waorking remotely

Covid-19 restrictions, such as lockdowns, and resultant changes to our own and our client’s work
locations, including increasing numbers working from home since the start of the pandemic have
meant we changed how we worked with our clients over the last two years.

Lockdowns meant that our dients and our auditors did not always have access to their premises and
information and had to work remotely. For clients able to work remotely, with access to systems and
electronic documenrntation, as well as being prepared for the audit, audits continued to progress and
progress well.

Performing our audit work during higher alert level restrictions confirmed that aspects of our audit
work can be done efficiently off-site. We plan to continue to perform aspects of your audit remotely
as there are some benefits to you and us of having our team off-site for parts of the audit. For you
these benefits incdude:

Staging and sending the information we request for audit over an agreed period of time as opposed
to having all the information requested ready for our arrival at one agreed date.

Less time spent on travel, so we will have more time focus on auditing what matters and raising
issues earlier.

Reduction in disbursements as we will incur less travel and overnight costs.

Less auditor time on site which allows you to get on with your work and enables planned focused
conversations when these take place.

To complete audit work off-site and fully obtain the benefits detailed above, you will need to:
ensure that you can assess your systems remotely.
store supporting documents electronically and be able to easily retrieve these.

During the previous audit, we were able to perferm the majority of our audit work remotely. Based
on our experience we found that Tauranga City Council has appropriate systems and processes in
place to facilitate any future off-site work by us.
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We recognise different organisations are positioned differently to enable off-site audit work. We will
be discussing and agreeing off-site working expectations in conjunction with our information
reguests with you as part of your 2022 audit. This will include our continued use of AuditDashboard
to manage our information requests.

Hiarabion g Coaml st Plan B kure K23 | ek for dacssdan |
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Expectations

For the audit process to go smoothly for both you and us, there are expectations
that each of us need to meet.

Our respective responsibilities are set out in our audit engagement letter.

We expect that:

. you will provide us with access to all relevant records and provide information in a timely
manner;

. staff will provide an appropriate level of assistance;

. the draft financial statements, including all relevant disclosures, will be available in

accordance with the agreed timetable;

* management will make available a detailed workpaper file supporting the information in
the financial statements; and

. the annual report, financial statements and performance information will be subjected to
appropriate levels of quality review before being provided to us.

We have also published information to help explain the audit process:

B e e i L
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Health and safety

The Auditor-General and Audit New Zealand take seriously their responsibility to
provide a safe working environment for audit staff.

Under the Health and Safety at Work Act 2015, we need to make arrangements
with management to keep our audit staff safe while they are working at your
premises.

We expect you to provide a work environment for our audit staff that minimises
or, where possible, eliminates risks to their health and safety. This includes
providing adequate lighting and ventilation, suitable desks and chairs, and safety
equipment where required. We also expect management to provide them with all
information or training necessary to protect them from any risks they may be
exposed to at your premises. This includes advising them of emergency
evacuation procedures and how to report any health and safety issues.
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Appendix 1: Useful publications

Based on our knowledge of the Council, we have set out below some publications that
the Mayor, Councillors, members of the Audit and Risk Subcommittee and

management may find useful.

Description

Consulting matters: Observations on the 2021-31 consultation documents

Where to find it

This report provides our cbservations on the 2021-31 long-term plan
consultation documents. Councils, as a whole, have realistically
confronted the challenges they face and, for the most part, produced
clear consultation documents. This is no small achievement at the
best of times. In the middle of a pandemic and in a sector focused on
significant reforms, this is even more significant.

Areas coverad:

- Preparing long-term plans in a challenging environment.

- The audit reports we issued on the consultation documents.
- Engaging effectively with communities.

- The types of issues councils consulted on in the 2021-31

consultation documents.

On 0AG's website under 2021
publications

Link: Summary of Consulting
matters: Qur chservations on
the 2021-31

!cag.arliament.nz!

Local government risk management practices

The Covid-1% pandemic is a stark reminder for all organisations about
the need for appropriate risk management practices. In our audit
work, we often see instances where councils do not have effective risk
management. This report discusses the current state of local
government risk management practices and what councils should be
doing to improve their risk management.

On 0AG's website under 2021
publications

Link: risk management
practices

Managing conflicts of interest invelving council employees

This artide discusses findings across four councils on how conflicts of
interest of council employees, including the Chief Executive and staff,
are managed.

On 0AG's website under 2021
publications.

Link: council employees

The Auditor-General’s report on the results of recent audits of local government

The OAG publishes a report on the results of each cycle of annual
audits for the sector.

On the 0AG's website under
publications.

Link: 2019/20 audits
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Description

What good looks like: Lessons for public organisations

Where to find it

A presentation to our central government Audit and Risk Committee
Chairs" Forum.

The presentation contained important findings from our recent work,
including our performance audits, inquiries, and good practice
guidance. We also highlighted areas that we will be focusing on over
thie next six months, including our Covid-19-related work.

On 0AG's website under 2021
publications

Link: what-good-looks-like

The problems, progress, and potential of performance reporting

Performance reporting is a fundamental part of providing effective
public accountability.

This dizcussion paper explores five areas for improvement:

- ensuring that performance information is fooused on the issues

that matter to New Zealanders;

ensuring that performance information is tailored to different
audiences to make it more accessible;

better integrating and aligning performance information so it is
clear how the activities of public crganisations contribute to
outoomes;

improving monitoring and scrutiny of the perfoermance
information that is produced to encourage continuous
improvement; and

building demand for good quality performance information,
strengthening system leadership, and inwesting in the capability
to do it well.

On 0AG's website under 2021
publications

Link: performance-reporting

Building a stronger public accountability system for New Zealanders

Public accountability is about public organisations demonstrating to
Parliament and the public their competence, reliability, and honesty in
their use of public money and other public resources.

This discussion paper locks at how well New Zealand's public
accountability system is working in practice.

On 0AG"s website under 2021
publications

Link: public-accountability

The Government’'s preparedneass to implement the sustainable develo

pment goals

In 2015, all United Mations members signed up to Transforming our
world: the 2030 Agenda for Sustainable Development (the 2030
Agenda). It sets out 17 sustainable development goals to be achisved
by 2030.

We looked at what arrangements are in place and how the
Government is encouraging stakeheolders and the public to engage
with efforts te achieve the sustainable development goals by 2030.

On 0AG's website under 2021
publications

Link: sdgs
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Description

Client updates

Where to find it

As part of our response to the Covid-19 situation, we developed
online client updates to replace the in-person sessions that were
cancelled.

This year's material is accessible via video presentations on our
website.

The themes respond to challenges that our clients now face, such as
planning for unexpected events or dealing with additional reporting
reguirements related to Covid-19 and dimate change.

On our website under
publications and resources.

Link: Client updates

Procurement

The OAG are continuing their multi-year work programme on
procurement.

They have published an article encouraging reflection on a series of
questions about precurement practices and how processes and
procedures can be strengthened.

On the 0AG"s website under
publications.

Links:

Strategic suppliers:
Understanding and
mianaging the risks of service

disruption
Getting the best from panels
of suppliers

Local government
procurement

Good practice

The OAG has made it easier to find good practice guidance, including

MEsSguUrces on:

- audit committees;

- conflicts of interest;

- discouraging fraud;

- good governance;

- service performance reporting;
- procurement;

- sensitive expenditure; and

- SEVErance payments.

On the 0AG's website under
good practice.

Link: Good practice
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AUDIT NEW ZEALAND

Mana Arotake Aotearoa

PO Box 256

Waikato Mail Centre
Hamilton 3240

Phone: 04 495 3099

www auditnz.parliament.nz
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