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Key messages

We have completed the audit for the year ended 30 June 2021. This report sets out our findings from
the audit and draws attention to areas where the City Council is doing well and where we have made
recommendations for improvement.

Audit opinion

We issued an unmodified audit opinion dated 15 December 2021, which includes an emphasis of
matter paragraph regarding the Government’s announcement on the three waters reform
programme.

Matters identified during the audit

Property, plant, and equipment

The City Council revalued its Land, Buildings, Water, Wastewater and Storm water asset classes as at
1 July 2020. For our detailed findings, refer to sections 3 and 4.8.1 of this report.

A review of all revaluations effective 1 July 2020 was performed by our technical team for all
councils. This resulted in the City Council recording a prior-period error in its annual report. The
outcome of the review is detailed in section 4.1 of this report.

From our testing over additions, disposals, work in progress additions and capitalisation, and vested
assets we noted several areas for improvement which are detailed in sections 4.8.2 to 4.8.6 of this
report.

We reviewed management’s impairment assessment to determine if there are any indications that
assets were impaired. We evaluated the reasonableness of management’s assumptions used in the
assessment and are satisfied that there are no indications that assets have been materially impaired.

Te Tumu

During the year, the City Council purchased Western Bay of Plenty District Council’s one-third share
of the right to defer the development of land at Te Tumu. The City Council now has full rights and has
entered into a new variation loan agreement with the Developer.

Our review confirmed that the accounting treatment and disclosures of these transactions are
accurate and in line with accounting standards. Refer to section 4.2 of this report for further details.

Matters identified during the previous audit

We would like to acknowledge the progress made by management with the implementation of our
prior year recommendations. We note that several issues we raised in the prior year are now
considered closed.
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Thank you

We would like to thank the Commissioners, management, and staff for their assistance during the
audit.

/
Clarence Susan

Appointed Auditor
17 March 2022
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1 Recommendations

Priority

Necessary

Our recommendations for improvement and their priority are based on our
assessment of how far short current practice is from a standard that is
appropriate for the size, nature, and complexity of your business. We use
the following priority ratings for our recommended improvements.

Explanation

Needs to be addressed urgently

These recommendations relate to a significant deficiency that
exposes the City Council to significant risk or for any other reason
need to be addressed without delay.

Address at the earliest reasonable opportunity, generally within
six months

These recommendations relate to deficiencies that need to be
addressed to meet expected standards of best practice. These
include any control weakness that could undermine the system
of internal control.

Beneficial

Address, generally within six to 12 months

These recommendations relate to areas where the City Council is
falling short of best practice. In our view it is beneficial for
management to address these, provided the benefits outweigh
the costs.

1.1 New recommendations

The following table summarises our recommendations and their priority.

Recommendation Reference | Priority
All future revaluations are performed at a date closer to 30 June. 4.1 Necessary
Review all network accounts and remove redundant accounts. 4.3 Necessary

Review elevated access accounts for re-approval by
management.

Designate an individual responsible for regular monitoring and 4.4 Necessary
reporting on the achievement of third-party performance.

Perform periodic reviews of suppliers for their overall
performance, compliance to contract requirements, and value
for money; and address any issues identified.

The Waka Kotahi (NZTA) portal is restricted to people who can 4.5 Necessary
access and submit the file.
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Recommendation Reference ‘ Priority

All audits/checks performed, be documented clearly to ensure 4.6 Necessary
that the process of review is clear and to document whether the
policy is implemented correctly.

One-up approval on all expenditure, and where the approver is 4.7 Necessary
receiving benefit from the transaction, that it be approved by
that person’s manager on a one-up basis to ensure
independence and transparency.

Management implements a robust review of the revaluation 438.1 Necessary
report for all revaluations.

Physical inspections of assets are performed as part of the
valuation.

Management reviews useful lives for all assets that remain in 4.8.2 Necessary
use beyond their recorded useful lives.

Management ensures the depreciation rates applied in the Fixed 4.8.3 Necessary
Asset Register align with the documented deprecation policy.

Management reviews the schedule of depreciation rates to
ensure these are in line with the class of asset to which the asset
is assigned and aligned with other local government sector
entities.

Management ensures alignment between the classification of 48.4 Necessary
the asset purpose and the classification under which it is
disclosed and recorded.

Timely review and management of project costs by project 4.8.5 Necessary
managers to ensure operational expenditure and capital
expenditure are recognised in the correct accounting periods.

Management implements a process to ensure that when capital
works are completed there is prompt communication from asset
managers for capitalisation, ensuring fixed assets are complete
and annual depreciation is correctly calculated.
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1.2 Status of previous recommendations

Set out below is a summary of the action taken against previous recommendations.
Appendix 2 sets out the status of previous recommendations in detail.

Priority Priority

Urgent Necessary Beneficial | Total

Open

Implemented or closed

Total 20 2 22
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2.1

2.2
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Our audit report

We issued an unmodified audit report

We issued an unmodified audit report on 15 December 2021. This means
we were satisfied that the financial statements and statement of service
performance present fairly the City Council’s activity for the year and its
financial position at the end of the year.

Without modifying our opinion, we also included an emphasis of matter paragraph drawing
attention to the disclosures in the annual report about the impact of the Three Waters
Reform on the City Council.

In forming our audit opinion, we considered the following matters.

Uncorrected misstatements

The financial statements are free from material misstatements, including omissions. During
the audit, we have discussed with management any misstatements that we found, other
than those which were clearly trivial. The misstatements that have not been corrected are
listed below along with management’s reasons for not adjusting these misstatements. We
are satisfied that these misstatements are individually and collectively immaterial.

Reference Liabilities Equity Financial
performance
Dr (Cr) Dr (Cr) Dr (Cr)
1 19,041,050 (19,041,050)
2 (1,371,000) 1,371,000
3 1,497,000 (1,497,000)
Total parent and group 19,167,050 (19,041,050) 126,000

Explanation of uncorrected misstatements

1 Correction to the revaluation surplus recognised by management to align the
carrying value of the three waters assets, post revaluation as at 1 July 2020, to the
valuation report.

This does not have a material impact on the financial statements when considered
against overall materiality, and the time required to resolve the differences would
have prevented adoption of the annual report within legislated timeframes



Correction to the depreciation calculated on Wastewater to align with the
valuation report.

This does not have a material impact on the financial statements when considered
against specific materiality. Alignment of depreciation requires analysis at a
detailed level in the assets system, and the time required would have prevented
adoption of the annual report within legislated timeframes.

Correction to the depreciation calculated on Buildings to align with the valuation
report.

This does not have a material impact on the financial statements when considered
against specific materiality.

2.3 Uncorrected disclosure deficiencies

All disclosure deficiencies identified throughout the audit have been corrected.

2.4 Uncorrected performance reporting misstatements

All performance reporting misstatements identified during the audit have been corrected.

2.5 Quality and timeliness of information provided for audit
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Management needs to provide information for audit relating to the annual
report of the City Council. This includes the draft annual report with
supporting working papers. We provided a listing of information we
required to management on 25 May 2021. This included the dates we
required the information to be provided to us.

Management provided us a reasonably complete first draft of the annual
report including financial statements. However, we found several journal
and disclosure misstatements indicating a robust QA review was not
performed over the annual report before it was sent to us.

We also experienced significant delays in the City Council satisfying our
requests for information. This resulted in us needing to extend the time our
audit staff were resourced to this engagement to be able to complete the
assurance work within the agreed timeframes.

For those revaluations prepared as at 1 July 2020, we found errors in the
valuation report which indicated a lack of review. We also noted that the
information in the financial statements did not align to the valuation report.
Refer to the uncorrected misstatements detailed in section 2.2. of this
report.
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We also encountered the following further issues during the audit:

Both Audit New Zealand and City Council staff were affected to
some degree by Covid-19 alert level and Protection Framework
restrictions.

Some supporting information provided by the City Council was
insufficient, and some of our requests for information through
Audit Dashboard could have been more specific.

There were delays in receiving some of the information we
requested, including performance reporting and legal
confirmations.

The quality of some information provided by the City Council was
not to the required standard at times, for example listings that did
not reconcile to the trial balance.
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3

Matters raised in the Audit Plan

In our Audit Plan of 25 May 2021, we identified the following matters as the

main audit risks and issues:

Audit risk/issue

The risk of management override

Outcome

There is an inherent risk in every
organisation of fraud resulting from
management override of internal controls.

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.

To address this risk, we performed the
following audit procedures:

° Tested the appropriateness of
selected journal entries.

° Reviewed accounting estimates for
indications of bias.

° Evaluated any unusual or one-off
transactions, including those with
related parties.

We did not identify any areas of concern.

Revaluation of assets - revaluation year

The City Council periodically revalues its
asset classes. PBE IPSAS 17, Property, Plant
and Equipment, 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 Council will
revalue land, buildings, and improvements
and three waters. The asset classes being
revalued are a significant portion of the City
Council’s assets and there is a risk that errors
in the process or calculation could result in a
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 a material misstatement in the value of
asset classes being revalued.

Management will need complete a fair value
assessment for assets revalued as at 1 July
2020. A fair value assessment as at 30 June
2021 will be required to determine if a
revaluation is required.

The City Council revalued its three waters
assets and land and buildings on 1 July 2020.
The fair value of these assets increased by
$579.2 million.

Our audit procedures included:

° reviewing the information and
instructions provided to the valuer;

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

° 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
(PBE IPSAS 17), including the
reasonableness of the assumptions
and judgements made by the valuer
and other inputs to the valuation; and

AS2.c - T922TCC21J - 30-06-2021.docx
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Audit risk/issue Outcome

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

A review of all revaluations as at 1 July 2020
was performed by our technical team for all
councils. This resulted in a prior-period error
being recorded in the City Council’s annual
report. The outcome of the review is
detailed in section 4.1 of this report.

We are satisfied the valuation movements
have been fairly reflected in the financial
statements and the associated disclosures
are appropriate and in accordance with
PBE IPSAS 17.

Major capital projects

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

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/Commissioners are responsible for
managing the risks to the financial statement
associated with capital projects. This
includes ensuring:

. 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 for use are transferred to
the appropriate class of asset
promptly and depreciated accordingly
from the date of capitalisation;

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

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

° appropriate capitalisations point for
completed assets, including transfers
from work in progress;

° the reasonableness of depreciation
rates and useful lives applied to asset
components; and

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

We did not identify any areas of concern.

AS2.c - T922TCC21J - 30-06-2021.docx
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Audit risk/issue Outcome

° WIP balances on projects that span an
extended period of time are assessed
regularly for impairment over the
period of the project, costs that no
longer meet criteria for recognition as
an asset are expensed promptly;

° 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 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.

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 Equipment, 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 this year.

This year the following asset classes are not
revalued:

° Parks facilities assets;

° Plant assets;

° Airport buildings and improvements;
and

° Roading.

Fair value assessments will need to be
completed for these classes of assets to
confirm that there is no material difference
between their carrying amounts and their
fair values.

We reviewed 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 are satisfied that there is no material
difference between the carrying amount and
the fair value for these classes of assets.

We did not identify any areas of concern.
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Audit risk/issue Outcome

If a material movement between the
carrying 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.

For the 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 2021,
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 a
revaluation will be completed. 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.

Rates

Rates are the City 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.

We reviewed the City Council’s compliance
with aspects of the LGRA.

This included a review of the rates setting
process, ensuring consistency and
completeness of the resolution and the
Funding Impact Statement.

We also reviewed the matters and factors
for a sample of targeted rates set ensuring
these were consistent with the LGRA.

We did not identify any areas of concern.

AS2.c - T922TCC21J - 30-06-2021.docx
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Audit risk/issue Outcome

Impact of three waters reform

The three waters reform programme is one
of the most significant policy programmes
affecting local authorities. This is a three-
year programme of work in three tranches.

During 2020/21, the Council signed a
non-binding Memorandum of Understanding
(MOU) with the Crown. By signing this MOU,
the City Council agreed to participate in the
exploration of future service delivery options
for the three waters services and to
collaborate with agencies involved in the
reform.

On signing of the MOU, the City Council
subsequently received a share of

$761 million Crown stimulus funding, which
was the first tranche of funding that was
provided under the reform programme. It is
important that the City Council is
appropriately accounting for this funding
and is meeting the obligations of the funding
agreement.

Much of the policy is still to be developed,
with significant announcements about the
form of future water services entities
expected in year one of the 2021-31 long-
term plan period (2021/22).

The City Council will then need to decide
whether to opt out of the proposed new
service delivery model. There is still
considerable information to come as to what
these reforms may mean for the City Council
before this decision will be made.

We would expect the City Council has taken
steps to:

° consider the implications of any
Government announcements about
three waters reform up to the date of
authorisation of the financial
statements. This includes the impact
on financial statements and
disclosures, including subsequent
events disclosures; and

We reviewed the accounting treatment of
the funding received to date and are
satisfied that after audit adjustments were
made the accounting treatment is in line
with PBE IPSAS 23 Revenue from Non-
Exchange Transactions. We are satisfied that
the three waters reform programme
stimulus funding has been accounted for
correctly.

On 30 June 2021, the Government
announced the proposed regional
boundaries of the four water providers,
governance arrangements, the role of iwi,
and how the providers would be regulated.
The City Council is proposed to fall within
“Entity B”, with includes 22 councils in the
central North Island.

The City Council’s three waters network is
currently owned and operated by Tauranga
City Council. At the time of writing, the
reforms were still in the early stages and
impacts on the group were unknown. As a
result, we included an emphasis of matter
within our audit opinion referring to the City
Council’s self-disclosure of this matter on
page 18 of the Annual Report.

We are also satisfied that sufficient three
waters reform disclosures, including
subsequent events where necessary, have
been made by the City Council in its Annual
Report.

We did not identify any areas of concern.

AS2.c - T922TCC21J - 30-06-2021.docx
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Audit risk/issue Outcome

° ensure any Crown stimulus funding
resulting from the three waters
reform programme received by the
City Council has been appropriately
accounted for in accordance with
Public Benefit Entity (PBE) accounting
standards and the terms of the
agreement.

Financial Management Information System (FMIS) transition from Ozone to SAP

The City Council planned to transition from
its current FMIS, Ozone, to the SAP system in
March 2020, however, the transition was not
completed in the 2019/2020 financial year.
The migration of some of the account
balances such as accounts payable, occurred
during the 2020/2021 financial year.

This is considered to be a large project that
could have a direct impact on the financial
reporting process.

We have completed the last phase of our
SAP Financial system implementation
controls assurance review, which was to:

° check that data migration was carried
out effectively; and

° update control environment system
descriptions and perform
walkthroughs.

This work was carried out during our interim
audit visit.

From our work performed and information
we obtained on the transition from Ozone to
SAP, we found no areas for concern relating
to the project methodology, controls, and
processes. .

Valuation of weathertightness liabilities

The City Council’s liability for
weathertightness claims remains significant,
totalling $11.8 million at 30 June 2021. There
is a high degree of judgement and
estimation in the calculation of the liability.

We reviewed the provision relating to
weathertightness claims.

Our audit procedures included:

° evaluating the qualifications,
competence, and expertise of the
solicitors used; and

° reviewing the method used in
determining estimated likely future
costs, including corroborating this by
comparing current year settlements
to previous estimates provided.

We are satisfied that the provision for
weathertightness claims reflected in the
annual report is fairly stated.

AS2.c - T922TCC21J - 30-06-2021.docx
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Audit risk/issue Outcome

Impact of Covid-19 pandemic

The long-term impact of Covid-19 in

New Zealand, and how it might affect public
entities, is unknown. However, it is likely
that the uncertainties in the economic
environment will increase the risk of
material misstatement in the financial
statements. These effects might include
uncertainties relating to revenue and asset
valuations.

Some local authorities have received funding
from central Government (such as “Shovel
Ready” funding, or Infrastructure Recovery
Funding). If the City Council has received
such funding, it is important that the City
Council is appropriately accounting for this
funding, taking account of any obligations of
the funding agreements.

We would expect the City Council has taken
steps to:

° reconsider the risks that the City
Council faces;

° reconfirm that reporting and internal
control systems are in place and
functioning effectively; and

° ensure any “shovel ready” or
“infrastructure recovery” funding
received by the City Council has been
appropriately accounted for in
accordance with PBE accounting
standards.

We have:

° gained an understanding of the
impact of Covid-19 on the City
Council’s operations, financial
statements, and performance story;

° established that management has
adequately identified and recorded
the impacts of Covid-19 in the annual
report, in line with PBE accounting
standards; and

° assessed that the disclosures relating
to the impact of Covid-19 are
reasonable and appropriately
disclosed within the annual report.

The City Council has adequately documented
the impact of the recent Covid-19 lockdown
as a subsequent event in its annual report.

We did not identify any additional Covid-19
related audit risks or areas of concern.

AS2.c - T922TCC21J - 30-06-2021.docx
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4.1

4.2

AS2.c - T922TCC21J - 30-06-2021.docx

Items identified during the audit

In this section we detail our key findings during the audit, in order of

significance. We also detail our findings in relation to other areas of focus.

Property, plant, and equipment — Use of indices in the valuation of unit costs

A review of all revaluations as at 1 July 2020 was performed by our technical team for all
councils. These related to land, buildings and improvements, and three waters asset
classes.

The fair value assessment performed as at 30 June 2020 used indices to calculate the fair
value. The actual revaluation of 1 July 2020 used actual unit rates based on contracts and
comparative unit rates from other councils. This indicated that the movement in carrying
value was significantly higher than was indicated by the fair value assessment as at 30 June
2020. As a result, the revaluation surplus movement for the year was material.

We concluded that this was a prior period error and the uplift in the asset value should
have been recognised in the prior year.

We are satisfied that the City Council has correctly reversed the revaluation surplus in the
current year and recorded this as an adjustment to the opening carrying value of the
respective asset classes.

We recommend that all future revaluations are performed at a date closer to 30 June.
Management comment

TCC has changed it’s approach on when revaluations will be carried out and will now be
dated as at the 30" June of the year being valued. This change will address Audits
comments above and consistent with SAP’s system requirements of having valuations
loaded as at Year end.

Te Tumu

During the year, the City Council purchased Western Bay of Plenty District Council’s one-
third share of the right to defer the development of the land at Te Tumu. The City Council
now has full rights and has entered into a new variation loan agreement with the
Developer.

As a result, a new Financial Asset, and related Intangible Asset, (being the right to defer the
development of the land) was recognised in the annual report.

Our technical team reviewed the agreement, the underlying calculations and assumptions
applied in deriving the Financial Asset and Intangible Asset recognised in the annual report

18



4.3

4.4

and concluded that the recognition and measurement were supportable and in line with
the accounting standards.

We are satisfied that the City Council has provided sufficient disclosure in its annual report
for this transaction including the future discount rate applied.

Review network user accounts and remove redundant accounts

We obtained a full list of network login accounts from the City Council and noted that there
are many redundant network accounts.

In prior years we have recommended the City Council makes improvements to its
onboarding and offboarding processes to ensure that network access is terminated/
disabled when staff and contractors leave; and also when generic and system accounts that
were created for a specific business purpose are no longer required.

We recommend the City Council:

. reviews all network accounts and removes redundant accounts and reviews any
elevated access accounts for re-approval by management;

. develops automated reports of user accounts and follows up any that are not
being used, and which may indicate a user having left and the manager not
advising Digital Services; and

. establishes a process for checking with external contracted companies to ensure
that their staff access is still valid.

Management comment

The issue identified primarily relates to contractors and service providers. In addition to
periodically reviewing accounts and running reports to help manage these (which are
already in place), TCC has a project underway to provide greater management of these
areas.

Establish formalised performance monitoring and periodic reviews of third-party IT providers

The City Council has developed a partnership engagement model for engaging third parties
and contractors to provide IT services and a panel of third-party providers has been
established.

The engagement model includes planned regular performance monitoring. However, we
note that formalised monitoring of third party and contractor performance has not yet
been established.

AS2.c - T922TCC21J - 30-06-2021.docx
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4.5

4.6

We recommend the City Council:

. designates an individual responsible for regular monitoring and reporting on the
achievement of third-party performance; and

. performs periodic reviews of suppliers for their overall performance, compliance
to contract requirements, and value for money, and addresses any issues
identified.

Management comment

In mid 2021 TCC Digital Team identified that the transition from an insourced model to a
partially outsourced model had introduced a new requirement for vendor management.
While this had been put in place informally as new partners were introduced, the Tauranga
vendor market was immature when it comes to vendor management, meaning the effort
required from TCC was higher than elsewhere.

As such, TCC engaged with the market for a partner to provide Vendor Management as a
service, framework implementation and training. This service is currently in the process of
implementation, with the first phase expected to be live by the end of FY2022.

Waka Kotahi (NZTA) portal user access

We noted during our walkthrough of the NZTA Debtor System, that 12 users had “submit”
access to the NZTA portal, however NZTA claims are managed by only two of those 12
users.

We recommend the NZTA portal is restricted to people who can access and the submit the file.
Management comment

TCC will review the User Access, but note that not only users submitting claims require
portal access. Users in the Transportation/ Infrastructure team require access to the portal
to submit business cases and projects requiring NZTA approval.

Development Contributions — evidence of review

During our walkthrough of development contributions (DC), we noted that random checks
of DC assessments back to the DC policy are performed, there was no evidence that a
review was performed.

We recommend that management implements a record of these checks and this record is
reviewed and signed off.

Management comment

TCC will put in place a review process.

AS2.c - T922TCC21J - 30-06-2021.docx
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4.7

4.8

4.8.1

Sensitive Expenditure — independence of approver

During our testing we noted two instances where the approver of sensitive expenditure
also received the benefits of the expenditure.

Sensitive expenditure should be approved on a one-up basis and the approver should be
independent of the benefits received from the expenditure. The OAG’s guidance on
sensitive expenditure notes that authorised expenditure needs to ensure there is
independence of the approver over the expenditure. This is also in keeping with the
Council's sensitive expenditure policy.

We recommend one-up approval on all expenditure. and where the approver is receiving
benefit from the transaction, that it be approved by that person’s manager on a one-up
basis to ensure independence and transparency.

Management comment

TCC acknowledge Audits comments.

Property, plant, and equipment

During our revaluation review and testing over additions, disposals, work in progress
additions and capitalisations, and vested assets we noted the following:

Revaluation reports
The revaluation reports were prepared by an external valuation firm.

We identified several inconsistencies in the unit rates used in deriving the asset value and
some of the vital assets were not revalued.

We discussed the inconsistencies identified with the City Council and valuer. Following our
meeting with the City Council and valuer, the revaluation reports were revised and
provided to the audit team.

We recommend that a robust review of the revaluation report be performed by
management for all revaluations.

We also recommend that a physical inspection of assets be performed as part of the
valuation.

Management comment

Additional resource has been recruited to meet workload pressures as the volume of assets
increases and to provide more support into the asset capitalisation, valuation, review and
reporting processes for assets.
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4.8.2

4.8.3

4.8.4

Assets in use with no book value

The City Council has several assets held at nil book value, despite the assets remaining in
public use.

The total replacement cost for these assets is estimated to be $7.212 million. The estimated
depreciation impact of $866k is not considered material based on the materiality
thresholds we have set for this year’s audit.

We recommend management reviews the useful lives for all assets that remain in use
beyond their recorded useful lives.

Management comments

TCC will review assets with zero balances and assess whether they are in use or not and
impair as deemed appropriate.

Depreciation accounting policy

From our assurance work over depreciation, we noted that the depreciation rates did not
agree to the fixed asset register.

Whilst asset additions are depreciated within the ranges documented in the City Council’s
depreciation accounting policy, we noted that these are not aligned to other local
authorities in the local government sector, where their policies provide for a wider range in
useful lives.

We recommend management ensures the rates applied in the Fixed Asset Register align
with the documented depreciation policy.

We also recommend management reviews its schedule of depreciation rates to ensure
these are in line with the class of asset to which the asset is assigned and aligned with other
local government sector entities.

Management comment

TCC will review the Depreciation rates used and assess useful lives and compare with similar
sized local government sectors if deemed appropriate.

Classification of Fixed Asset Register

During our review of the reconciliation between the property, plant and equipment note
and the fixed asset register, we identified instances where the fixed asset register includes
incorrect classification of assets between subcategories.

We recommend management ensures there is alignment between the classification of the
asset's purpose and the classification under which it is disclosed and recorded.
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4.8.5

Management comment

TCC are reviewing the categories and will ensure these align with the assets that were
revalued.

Formal policy for capitalisation of work in progress assets

During our review of work in progress (WIP) aging, we identified over $800k was incorrectly
classified as WIP.

The reasons for misclassification were:

. capitalisation not occurring timely;
. expense was operational in nature; and
. amounts were impaired/required to be written off.

There is a timeliness risk due to the review over costs being performed at the date of
capitalisation. Where operational expenses are found in the project code, a journal is
created to remove and expense the line. There is a risk that expenses are not expensed in
the correct period, where a project takes longer than the financial year to complete.

It is important for the City Council to ensure assets are capitalised when the assets are
available for use. This ensures the depreciation of assets commences from the correct start
date.

During our testing of asset additions and review of WIP we have identified the
capitalisation date is not the date at which the asset was put in use because there is no
prompt for this to be communicated.

We recommend the timely review of project costs by project managers to ensure
operational expenditure and capital expenditure are recognised in the correct accounting
periods.

We also recommend management implements a process to ensure when capital works are
completed there is prompt communication from asset managers for capitalisation; ensuring
fixed assets are complete and annual depreciation is correctly calculated.

Management comment

Additional resource is being put in place over thenext few months to assist with asset
capitalisations and clearing WIP in a more timely manner. It is expected that backlogs will
continue through 2022 and improvement will be seen for the 2023 financial year.
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Public sector audit

The City Council is accountable to its local community and to the public for

its use of public resources. Everyone who pays taxes or rates has a right to
know that the money is being spent wisely and in the way the City Council

said it would be spent.

As such, public sector audits have a broader scope than private sector audits. As part of our
audit, we have considered if the City Council has fairly reflected the results of its activities
in its financial statements and non-financial information.

We also consider if there is any indication of issues relevant to the audit with:

. compliance with its statutory obligations that are relevant to the annual report;

. the City Council carrying out its activities effectively and efficiently;

) the City Council incurring waste as a result of any act or failure to act by a public
entity;

) any sign or appearance of a lack of probity as a result of any act or omission,

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

. any sign or appearance of a lack of financial prudence as a result of any act or
omission by a public entity or by one or more of its members, office holders, or
employees.
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5 Group audit

The group comprises:
° Tauranga City Council (Parent);

. Bay Venues Limited (Subsidiary — 100% controlled by Parent,
significant component);

) Tauranga Art Gallery (Subsidiary — 100% controlled by Parent,
non-significant component); and

. Western Bay of Plenty Tourism and Visitors Trust trading as
Tourism Bay of Plenty (Associate - 50% controlled by Western Bay
of Plenty District Council).

We have not identified any of the following during our audit for the year ended 30 June

2021:

. Instances where our review of the work of component auditors gave rise to a
concern about the quality of that auditor’s work.

. Limitations on the group audit.

. Fraud or suspected fraud involving group management, component management,

employees with significant roles in group-wide controls, or others where the fraud
resulted in a material misstatement of the group financial statements.
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6  Useful publications

Based on our knowledge of the City Council, we have included links to some
publications that the Commissioners and management may find useful.

Description Where to find it

Sensitive expenditure

The Auditor-General has updated his good practice | On the OAG’s website under
guide on sensitive expenditure. The guide provides | publications.

practical guidance on specific types of sensitive
expenditure, outlines the principles for making
decisions about sensitive expenditure, and
emphasises the importance of senior leaders
“setting the tone from the top”. It also describes
how organisations can take a good-practice
approach to policies and procedures for managing
sensitive expenditure.

Link: Sensitive expenditure

Covid-19 Impact on Public Sector Reporting

The state of emergency in response to the Covid-19 | On our website under good practice.
coronavirus has significantly impacted most public
sector entities. The consequences for the
completion of annual reports and the annual
financial statements are one part of this impact.

Link: Covid-19 bulletins

We are developing a series of Bulletins in response:

° revaluations of property, plant and
equipment and investment property;

° service performance reporting; and

° financial reporting.

Client updates

As part of our response to the Covid-19 situation, On our website under publications and
we developed online client updates to replace the resources.

in-person sessions that were cancelled. Link: Client undates

This year’s material is accessible via video
presentations on our website. You can explore the
material at a pace that takes account of your busy
schedule.

The themes respond to challenges that our clients
now face, such as planning for unexpected events
or dealing with additional reporting requirements
related to Covid-19 and climate change.
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Description Where to find it

Tax matters

As the leading provider of audit services to the On our website under good practice
public sector, we have an extensive knowledge of
sector tax issues. These documents provide
guidance and information on selected tax matters. | Link: Reduction in deferred tax on
buildings

Link: Tax Matters

This includes new guidance on the reduction in
deferred tax on buildings that was reintroduced as
part of the Covid-19 response package.

Client substantiation file

When you are fully prepared for an audit, it helps to | On our website under good practice.

minimise the disruption for your staff and make Link: Client Substantiation File

sure that we can complete the audit efficiently and
effectively.

We have put together a toolbox called the Client
Substantiation File to help you prepare the
information you will need to provide to us so we
can complete the audit work that needs to be done.
This is essentially a toolbox to help you collate
documentation that the auditor will ask for.

Conflicts of interest

The Auditor-General has recently updated his On the Office of the Auditor-General’s
guidance on conflicts of interest. A conflict of website under 2019 publications.

interest is when your duties or responsibilities to a Link: Conflicts of interest

public organisation could be affected by some other
interest or duty that you have.

The update includes a printable A3 poster, an
animated video on predetermination and bias, gifts
and hospitality, and personal dealings with a
tenderer. There is also an interactive quiz.

These can all be used as training resources for your
own employees.
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Description Where to find it

Severance payments

Because severance payments are discretionary and | On the OAG’s website under 2019
sometimes large, they are likely to come under publications.

scrutiny. The Auditor-General has released updated
good practice guidance on severance payments.
The guide is intended to help public sector
employers when considering making a severance
payment to a departing employee. It encourages
public organisations to take a principled and
practical approach to these situations. The update
to the 2012 good practice guidance reflects recent
case law and changes in accounting standards.

Link: Severance payments

Procurement

The OAG is continuing its multi-year work On the OAG’s website under
programme on procurement. publications.

The OAG has published an article encouraging Link: Procurement article

reflection on a series of questions about
procurement practices and how processes and
procedures can be strengthened.

Whilst this is focused on local government, many of
the questions are relevant to all types of public
sector entities.
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Appendix 1: Status of previous recommendations

Open recommendations

Recommendation

First raised

Status

Necessary

Suspense Account reconciliations

We recommended time is spent ensuring
items are cleared more frequently to avoid
balances sitting within the suspense
accounts for a number of months before
they are cleared.

2019/20

We noted several suspense accounts
are not reconciled and not reviewed in a
timely manner.

We continue to recommend all
suspense accounts are monitored and
cleared on a regular basis.

Ongoing.

Outdated Policies - Koha, Project Management and Fraud

We recommended the Council considers,
reviews and, where necessary, updates its
policies.

2016/17

We noted the Council has updated its
Koha Policy; we consider this part of the
issue closed.

All other issues remain open.

Ongoing. .

Payroll - lack of independent review of payroll masterfile changes

We recommended the AUE report (which is
used to reflect changes within the pay run)
is printed and reviewed along with all other
pay run payroll reports on a monthly basis.

2017/18

We continue to recommend that the
AUE report, PAU reports, Summary
banking report are printed,
independently reviewed, dated, and
appropriately stored, along with all
other payroll supporting reports
attached.

Ongoing.
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Recommendation

First raised

Status

Necessary

Traffic Congestion performance measure

We recommended that the Council includes
in the Annual Report:

° additional disclosure around this
measure, explaining how the result
has been calculated and its
limitations in presenting an accurate
indicator of congestion; and

° narration regarding the prior year
results and whether these were
determined in the same way as the
current year to ensure the
information presented is
comparable.

2018/19

During our testing we found that no
progress has been made by the Council
on these recommendations.

Open.

Fixed Asset Register - untimely processing of current year movements

We recommended that Council continues
to work with the FMIS vendors to ensure
Council can still process its other asset
movements in a revaluation cycle.

This could either be done on a quarterly or,
preferably, on a monthly basis to align with
your monthly reconciliation of the Fixed
Asset system to the General Ledger.

2018/19

During our testing we found that no
progress has been made by the Council
on this recommendation.

Open.

P-Card Policy - cancellation or destroying Cards

We recommended the Council determines
the process for cancelling and destroying
cards as recommended by the OAG’s
guidelines for sensitive expenditure issued
in 2007 “Controlling Sensitive Expenditure —
Guidelines for Public Entities”

We also recommended the Council
documents its process around the related
P-Card holder profile and delegated
authority on card cancellation.

2017/18

During our testing we found that no
progress has been made by the Council
on these recommendations.

Open.
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Recommendation

First raised

Status

Incomplete Interest Declarations

. sufficient details and clearer
descriptions are provided in the
report for each event to help the
data processor and reviewer make
informed judgments on whether the
event has met the criteria of the
performance measure per DIA
guidance;

° record and use the number of
connections as per 30 June for three
waters related performance result
calculation.

° regularly review the event report
and adjust types of events
accordingly. This is to ensure three-
waters issues have been correctly
differentiated and classified; and

° regularly review the event report
and ensure all private nature related
events are removed from year-end
population.

We recommended all interest declarations | 2019/20 From our testing we note that there are
are kept up-to-date with all interests some interests that have not been
disclosed. Council could consider declared by Key Management
undertaking its own search of public Personnel.

records to ensure all related parties are .

. - . Ongoing.

identified and appropriately managed.

Performance measures

We recommended: 2019/20 We noted good progress has been made

on this issue, in particular on the
measure for wastewater dry weather
overflows.

From the three-water measures we
tested, we noted one error from the
wastewater customer complaints
measure with an error rate above our
threshold.

We continue to recommend the Council
regularly reviews the event report,
adjusts types of event where needed,
and ensures all events of a private
nature are removed from the figures
reported at year end.

Ongoing.
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Recommendation

First raised

Status

Timing of asset capitalisation

journal entries are subject to review and
evidenced as approved.

We also recommended that a listing of
journals prepared and posted by super-
users be generated and independently peer
reviewed.

We recommended the capitalisation policy | 2019/20 During our review we found that no

be reviewed to ensure it provides guidance progress has been made by the Council

on when assets should be capitalised, on this recommendation. We continue

incorporating the point at which the asset to recommend the capitalisation policy

is available for or commissioned for use. be reviewed.

:[I'h|stw0uI:j I?dUd(: cor;s.lc:]erlng thz ¢ The capitalisation policy should be in

rei mentho ass: slw ¢ are' re: yforuse line with PBE IPSAS 17.14 Recognition

part way through a farger project. criteria and PBE IPSAS 17.71
Depreciation start date criteria.
We further recommend that it be
communicated with project managers
to ensure their understanding of when
to capitalise an asset is aligned with the
Finance Team’s understanding. The
project manager should be the first
person to contact the Finance Team to
capitalise an asset.
Open.

Journal approvals and Super-Users access

We recommended management ensures all | 2019/20 During our testing we noted no

instances where standard Journals were
not reviewed and evidenced as
approved.

However, we have noted instances
where users have approved their own
journals. This is often in the form of
reversing Journals.

The approval portion of this issue has
been closed.

We continue to recommend that all
journals are independently reviewed
and evidenced as approved.

Ongoing.
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Recommendation

First raised

Status

Information systems (IS) - Contractor agreement does not include compliance with Council policies

We recommended that contractors be
required to attend security briefings and
training to ensure they are aware of
acceptable ICT practices.

2017/18

During our testing we noted that Digital
Services is providing regular security
training to staff. However, we noted
that almost 50% of the new starters are
contractors and that these people are
not all attending the security training.

We continue to recommend that
contractors be required to attend
security briefings and training to ensure
they are aware of acceptable ICT
practices.

Ongoing.

Information systems (IS) - process for removing contractors’ network and application access

We recommended Digital Services are
advised about all staff and contractors
leaving so that access to the Council’s
network and applications is removed
promptly.

Fortnightly reports of starters and leavers
that used to be provided by People and
Capability should be reinstated.

End dates in the payroll system should be
updated to reflect any changes in
contractors’ end dates.

2017/18

Our audit work noted the following:

o Reports of starters and leavers
provided by HR show that almost
50% of starters and leavers are
contractors.

° Digital Services are not always
being advised of staff and
contractors leaving, and also not
being formally advised to amend
or terminate a person’s access
when they move from being a
contractor to being a staff
member or changing from one
contract role to another.

We also noted that end dates in the
CHRIS payroll system do not always
reflect the new end date when
contracts are extended.

Digital Services staff have developed
work arounds to try to ensure access is
terminated in the network and within
applications.

Ongoing.
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Recommendation First raised  Status

Information Systems (IS) - process for ensuring application access is appropriate

We understand that the Council is looking 2018/19 During our testing we noted the
at systems for improving role based access following:
to data in the future. . No full reviews of Ozone access
We suggested the new system has, as a have been completed but some
minimum, the following features: improvements have been made
° Improvements to the processes for to t.he way access has been
. assigned to Ozone users.

adding and amended user access to

applications. ° The new SAP financial system
o Data ownership being assigned and which has gone live this year, has

improved processes for assigning
user access.

data custodians approving all
requests for access to update their
data within applications. We noted this year that CHRIS payroll
user access processes need
improvement, a high number of people
have master access, and there are no
formal processes for approving this
elevated access or removing access

o Data owners regularly reviewing who
has access to update their
information to ensure that security
and segregation of duties is

maintained. .
when no longer required.
Ongoing.
Beneficial
Asbestos assessment
Develop a formal plan be that includes a list | 2018/19 From our discussion we understand a
of the buildings to be reviewed, the new process has been developed.

outcome of the review, the process to
address any issues identified and the
financial implications of those issues.

However, there is no formal plan of
action in place and we consider this
issue remains open.

Open.
Revaluation of infrastructure assets and marine assets
We recommended the Council implements | 2018/19 From our review we noted some of the
an action plan to address the recommendations were included in the
recommendations made by the valuer. valuation report from GHD for the three

waters valuations as at 1 July 2020.

Ongoing.
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Implemented or closed recommendations

Recommendation First raised  Status

Sensitive expenditure — P Cards

We recommended the Council ensures: 2017/18 During our testing of sensitive
expenditure, we did not identify any
instances where P-Card expenditure
exceeded policy limits.

° all supporting documentation is
attached to P Card statements and staff
reimbursement forms;

° procurement incurred on P Cards is in Closed.

line with the limits specified by the P

Card Policy; and
° all information is provided on the

Reimbursement Claim Form.
Sensitive expenditure — travel (approval)
We recommended that the Council ensures all | 2017/18 During our testing of sensitive
travel expense claims are completed in-line expenditure, we did not note any
with the Council’s policies. instances where travel claims were

not made in line with Policy

Closed.

Sensitive expenditure - cash advances

We recommended that the Council: 2017/18 We have noted from our review of
the Council’s sensitive expenditure
policies, that cash advance

procedures are now established in
o ensures, as far as practicable, that the policy.

loyalty rewards earned for a business
purpose, be used only for the benefit of
the entity, and that staff keep a record
of loyalty rewards accrued and applied
for the benefit of the entity, and
regularly supply the entity with a report
of this record

° indicates the circumstances in which
cash advances will be provided;

Closed.

Determination limit breach

We recommended that the Council ensures 2018/19 This issue is no longer applicable to
the limits in the Determination are adhered to. Council, as Councillors were replaced
by Commissioners.

Closed.
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Recommendation

First raised

Status

Timesheet approval for capitalised time

changes to the fees in the AlphaOne system
and the monthly reports are evidenced as
reviewed.

We recommended project managers’ 2016/17 We have noted from our controls
timesheets are approved on a one-up basis testing around timesheet controls
before they are given to Finance to be that these timesheets are being
capitalised to job codes. appropriately approved.

Closed.
Contract income: no evidence of review
We recommended the reviews of both the 2019/20 During our walkthrough testing of

contract income, we noted that this
recommendation has been
addressed.

Closed.

Accounting standard changes - IPSAS 34 - 38 - Interest in other entities

We recommended management reviews the
disclosures against IPSAS 34-38 Interests in
Other Entities, and updates the notes in the
financial statements as necessary.

2019/20

From our audit work performed we
noted the Council has addressed the
changes to IPSAS 34-38.

Closed.
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Appendix 2: Disclosures

AV E] Key messages

Our responsibilities in We carried out this audit on behalf of the Controller and Auditor-General.
conducting the audit We are responsible for expressing an independent opinion on the financial
statements and performance information and reporting that opinion to
you. This responsibility arises from section 15 of the Public Audit Act 2001.

The audit of the financial statements does not relieve management or the
Council of their responsibilities.

Our Audit Engagement Letter contains a detailed explanation of the
respective responsibilities of the auditor and the Council.

Auditing standards We carried out our audit in accordance with the Auditor-General’s Auditing
Standards. The audit cannot and should not be relied upon to detect all
instances of misstatement, fraud, irregularity or inefficiency that are
immaterial to your financial statements. The Council and management are
responsible for implementing and maintaining your systems of controls for
detecting these matters.

Auditor independence We are independent of the City Council in accordance with the
independence requirements of the Auditor-General’s Auditing Standards,
which incorporate the independence requirements of Professional and
Ethical Standard 1: International Code of Ethics for Assurance Practitioners,
issued by New Zealand Auditing and Assurance Standards Board.

In addition to our audit and our report on the disclosure requirements, we
have carried out an engagement of the debenture trust deed and in the
planning stages of the Long-Term Plan, which are compatible with those
independence requirements. We also reviewed the Strategic Finance
Programme.

Fees The audit fee for the year is $251,244 (excluding disbursements), as
detailed in our Audit Proposal Letter.

Other fees charged in the period are $9,000 for the audit of the Debenture
Trust Deed for the year ended 30 June 2021 and $116,400 for the audit of
both the consultation document and the Long-Term Plan.

Other relationships We are not aware of any situations where a spouse or close relative of a
staff member involved in the audit occupies a position with the City Council
or its subsidiaries that is significant to the audit.

We are not aware of any situations where a staff member of Audit
New Zealand has accepted a position of employment with the City Council
or its subsidiaries during or since the end of the financial year.
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