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Introduction
Section 7.12A of the Local Government Act 1995 outlines the requirements that the local government
must follow in response to receiving an Audit Report that contains a significant matter/s.
The Shire of Bruce Rock received its Audit Report (Attachment A) for the year ending 30th June 2019
however this year it was a qualified audit opinion. This is on the basis that the OAG is unable to verify
that the Other Infrastructure assets listed in the financial statements has not been corrected valued
or condition assessments conducted on these assets as required as per the 2018 Management Letter.
The issues raised in the Audit Report included the following;
1. Qualified Audit Opinion as unable to verify valuation of Other Infrastructure Assets without
condition assessments;
2. Report on Other Legal and Regulatory Requirements;
a. Adverse Trends of Ratios
i. Asset sustainability ratio is below the Department of Local Government, Sport
& Cultural Industries standard of 0.8 for the last three years.
ii. Operating surplus ratio is below the Department of Local Government, Sport
& Cultural Industries standard of 0 for the last three years.
iii. Own source revenue ratio is below the Department of Local Government,
Sport & Cultural Industries standard of 0.35 this year.
b. Non-compliant with Part 6 of the Local Government Act 1995, the Local Government
(Financial Management) Regulations 1996 or applicable financial controls of any other
written law were identified during the course of the audit:
i.
The Shire has included bonds and other monies in its trust account which
are not held in trust, or required to be credited to the trust account under
section 6.9(1) of the Local Government Act 1995.
Legislative Requirement
The legislative requirement for this report is provided in section 7.12(A) of Local Government Act 1995.
7.12A.
(3)

Duties of local government with respect to audits
A local government must —

(aa) examine an audit report received by the local government; and
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(a) determine if any matters raised by the audit report, require action to be taken by
the local government; and
(b) ensure that appropriate action is taken in respect of those matters.
(4)

A local government must —

(a)

prepare a report addressing any matters identified as significant by the auditor in
the audit report, and stating what action the local government has taken or intends
to take with respect to each of those matters; and

(b)

give a copy of that report to the Minister within 3 months after the audit report is
received by the local government.

(5)

Within 14 days after a local government gives a report to the Minister under
subsection (4)(b), the CEO must publish a copy of the report on the local
government’s official website.

The following is the Shire of Bruce Rock’s response in addressing the above issues that were raised in
the Audit Report as per the requirements set out in section 7.12A of Local Government Act 1995.
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Comment
1.

OTHER INFRASTRUCTURE VALUATION
Finding
The valuation of bridges, footpaths, drainage, other infrastructure, and the airstrip which was
performed in 2017-18 was a desktop valuation and did not include an assessment of the
condition of each of assets. Under Australian Accounting Standards, the condition of the asset is
an important characteristic which needs to be considered when determining the fair value of an
asset.
Implication
At 30 June 2019 and 30 June 2018 we were unable to obtain evidence that infrastructure assets
amounting to $33,767,492 and $34,303,030 respectively, represent fair value in accordance
with the requirements of Australian Accounting Standards and the requirements of Regulation
17A of the Local Government (Financial Management) Regulations 1996.
Recommendation
The Shire should ensure that future valuations of property, plant and equipment include
assessments of the condition of assets.
Management Comment
Management will engage a suitably qualified consultant to provide fair values in accordance
with the Australian Accounting Standards and Regulation 17A of the Local Government
(Financial Management) Regulations 1996 for other infrastructure as at 30th June 2020. This will
include the physical inspection of assets as required.
Responsible Person: MOF
Completion Date: 30th June 2020 (for inclusion in the financial statements for the year ending
30th June 2020)
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2.

ADVERSE RATIO TRENDS
a. Asset Sustainability Ratio
Finding
The Asset Sustainability Ratio is below the Department of Local Government, Sport &
Cultural Industries standard of 0.8 for the last three years.
Implication
A ratio below the standard of 0.8 indicates that the local government is not replacing
assets soon enough and is a direct correlation to the depreciation expense in the
financials.
Recommendation
A review of the depreciation expense needs to be conducted.
Management Comment
The depreciation expense requires reviewing as it is particularly high in regards to
infrastructure. This review will be carried out over the next two years as the new fair
values are importing into the asset register, as all classes are being revalued and will be
completed by 30th June 2021.
Responsible: MOF
Completion Date: 30th June 2021 (for inclusion in the financial statements for the financial
year ending 30th June 2021).
b. Operating Surplus Ratio
Finding
The Operating surplus ratio is below the Department of Local Government, Sport &
Cultural Industries standard of 0 for the last three years (2016; -0.86, 2017; -0.70, 2018; 1.87).
Implication
A negative ratio indicates the inability of the local government to meet operational and
service requirements. However, the ratio removes grants and contributions towards
capital assets which makes up a significant proportion of our revenue.
Recommendation
To improve operating surplus ratio.
Management Comment
This will prove quite challenging given our revenue stream is highly reliant on capital
grants and contributions for the development of assets. We are also a small local
government with a small rate base and unable to raise large revenue streams from other
facilities or other services.
The Auditor General has previously commented after the 2017/18 Audits that most local
governments have had this reported as an adverse trend as local governments are not
meant to make a profit and so there may be a flaw in the standard and that it needs
revising.
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Responsible: MOF
c. Own Source Revenue ratio
Finding
Own source revenue ratio is below the Department of Local Government, Sport & Cultural
Industries standard of 0.35 (2016; 0.43, 2017;0.30, 2018;0.22).
Implication
That the Local Government is unable to raise sufficient revenue from rates, fees and
charges and other income to not rely on grants and other contributions.
Recommendation
To improve the own source revenue ratio.
Management Comment
This ratio will also be difficult to improve as the Shire has a small rate base and is unable
to raise significant revenue from rates and, fees and charges.
It is evident amongst smaller local governments that we are reliant on particularly the
Federal Assistance Grants which make up a large proportion of our revenue stream.
Responsible: MOF
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3.

TRUST MONIES
Finding
In accordance with the OAG ‘Accounting for work bonds, building bonds and hire bonds’
position paper dated 1 July 2019 bonds such as work bonds, building bonds and hire bonds
should not, for accounting purposes, be regarded as Trust Fund moneys in terms of the Local
Government Act 1995.
Our review of the Shire of Bruce Rock’s financial statements Note 26 and discussions with
management indicate the following trust monies continue to be held in trust and an assessment
as to whether they need to be reclassified to municipal funds has not yet been completed:
• Factory unit and housing bonds;
• Fundraisers;
• Kwolyin Progress Association;
• Sale of land deposits;
• Bruce Rock museum funds;
• Rates overpayment;
• Community recreation centre;
• Tidy towns;
• Vietnam veterans;
• Wind up committee; and
• Wheatbelt women.
Implication
Risk of incorrect classification of trust and municipal funds and non-compliance with Local
Government Act 1995.
Recommendation
We recommend a review of trust funds be completed in 2019/20 to identify monies required to
be returned to customer, recognised as income by the Shire or reclassified to municipal funds.
Management Comment
Management did conduct a review of bonds held in the Trust Account and have moved any
bond that does not state in the agreement that they must be held in Trust. The remaining bond
monies are associated with factory units and their agreements do state that the bonds must be
held in the Shire’s Trust Account.
The other monies held in trust are not bonds. There are several that can be brought through to
the municipal account which will be done in the course of 2019/20 financial year. However,
there will be some monies that must remain in the Trust Account and we will obtain
confirmation that these funds are to remain in the Trust Account.
Responsible Officer: MOF
Completion Date: 30th June 2020
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APPENDIX A
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