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Public release version of the 2009 LTCCP audit methodology

Foreword

The audit methodology for the 2009-19 LTCCP audits was completed and released to all local
authority auditors at the beginning of April 2008. Following the release of the methodology a
training program was run to familiarise all auditors with the methodology and the focus areas

included in it.

We have subsequently reviewed the content of the audit methodology and considered the
parts of the methodology that could be of use to the local government sector as you develop

your LTCCPs and prepare for the 2009 audit round.

We have not included all of the content of the methodology in this ‘public release’ version for

two reasons:

. Much of the content of the methodology is related to audit procedure and therefore
would be of limited value to the sector as you prepare your LTCCP

o Our newsletters, sector presentations and this disclosure contain all the key points of

relevance to preparers of LTCCPs.

The audit methodology contains the same messages that we have been giving to the sector
since the 2006 LTCCP audit round. As you review the information contained in this extract of

the full audit methodology you will find messages that you will already be familiar with.

We encourage you to use this information to enhance your understanding of the focus areas
for the 2009 LTCCP audit but also recommend that you discuss the specific issues facing
your council with your appointed auditor and that you use the SOLGM guidance material that

have been specifically designed to assist you as you develop your 2009 LTCCP.

E(tm.. ﬂa&ﬁfm\_

Bruce Robertson

Assistant Auditor-General, Local Government
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Introduction

Auditor-General’s Introduction

An overview of the 2009-19 Audit Approach

Dear Auditor

The Auditing the Future project was established to work with local government to put in place
the know-how to successfully and credibly audit LTCCPs, and to promote good practice in

long-term planning. We have revised the 2006 methodology with these goals in mind.

Key messages

As this is the second fully compliant LTCCP to be developed by Councils, and there has been
considerable guidance developed by the sector itself through SOLGM and NAMs material, |
am expecting to see improvement in some key areas. These are noted briefly below and will

also be communicated to the sector via regular newsletters and at other opportunities.

My key messages are:
e Methodology updated, more streamlined, but not smaller
e Fees will be based on what is sustainable for the audit firms
e | am expecting the sector to have improved in key areas from the 2006 LTCCP —
asset management planning and performance management in particular
e | am interested in how councils are giving effect to the principle to take a

sustainable development approach

Changes since 2006 Methodology

Various reviews were undertaken of the 2006-16 LTCCP methodology. This confirmed the
foundations of the methodology such as using a positive assurance approach; and providing
guidance for auditors in areas that may be unfamiliar at this stage. However, the reviews did
identify some areas for improvement such as more guidance for auditors, and the need for

clearer linkages between the audit work and the opinions.

We have revised the 2006 methodology in the light of these reviews, led by a project steering

committee with members from the OAG and audit service providers. While some changes
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were made for clarity and ease of use, some major changes were made in the light of
suggestions from the project steering committee and from two workshops held to ‘test-drive’

the draft methodology. | outline these major changes below.

Structure: We have revised, restructured and added to the 2006 material. The key points to
note are:

e The audit approach diagram at the front of the methodology provided the “roadmap”
to the methodology;

e There are 10 audit modules relating to the key elements of an LTCCP. This forms
Part Three of the methodology. Within Part Three we have signalled in the title of
each module which of the three opinion legs (the level of compliance with legislation,
quality of underlying information, and the meaningfulness of the performance
information) the module is primarily related to. Due to the highly integrated nature of
the components of the LTCCP and therefore also the audit process it is not possible
to reflect in the methodology all the possible impacts on the audit opinion of an issue
arising through the audit work set out in each module — hence the indication of a
primary (but not definitive) linkage from each module to the audit opinion.
Throughout the methodology we have endeavoured to signal likely linkages between
audit steps across the modules.

e The auditor should be aware that there are planning steps included the 10 audit
modules in Part three of the methodology. These have been clearly identified in a
table in the planning module 2.6 and are also signalled in the text throughout Part 3.

e There is clear distinction between the audit steps required and the audit guidance

material as this is now included as appendices to the modules.

Process: in 2006, the self-assessment was taken out to the sector by the OAG, and
comments were subsequently provided back to auditors following review and analysis by the
OAG. For the 2009-19 LTCCP audit, we are asking you (auditors) to take the self-assessment
to your Councils, and to undertake an initial assessment yourselves to use in preparing your
audit plan. Support will be provided to auditors during this process by the OAG in the form of
initial training, and ongoing support as required. In addition, the OAG will be looking at the
work done by you (auditors) to assess the self-assessment in order to support a consistent

approach and to provide feedback to you on issues identified across the sector.

Content: many aspects of the audit remain as they were in 2006, and all continue to use
standard audit assurance approaches. However, we have extended the scope of some parts
of the audit — for example | expect that Councils will be taking a broader view of what should
be covered in preparing their assumptions. | am more explicit about my interest in how
Council is implementing the requirement to take a sustainable development approach, and,

consistent with my objective to support improvement in the public sector, the performance
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management information sought in this audit is more intensive and sharply focused than in
2006.

Audit Approach

Where possible we plan to place reliance on Council’'s systems and processes in approaching
our audit work. However the nature and extent of substantive tests to be performed will
depend on your assessment of the key controls in operation. Where you decide that you can
place reliance on controls or when substantive procedures alone would not provide sufficient
appropriate audit evidence, you will need to perform tests of controls to ensure that the

controls are operating effectively at relevant times during the period under audit.

Where the controls over the planning systems and processes applied in the preparation of the
LTCCP cannot be relied upon, this will add to the resource required to complete the audit and
may potentially impact on overall timing. Where additional resource is required to complete

extended levels of testing this is likely to increase the overall cost of the audit.
You will also need to consider whether it is possible or practical to gain audit assurance to an

acceptable level by performing solely substantive procedures. In circumstances where this is

not possible, you will need to consider your reporting response.

Areas of focus for 2009- 19

In summary, our audit methodology for 2009-19 LTCCP includes an emphasis

on:

e how councils have implemented the principle to take a sustainable development
approach (s14(1)(h))

e clear information to the public about key issues, choices and implications (s 93(6))

e transparency about financial management strategies and prudence (s101(1))

o performance frameworks and measures to assess how much they contribute to a
meaningful assessment of performance (schedule 10 Cl 2(2)(a))

e the provision of adequate underlying information.(s94(1)(b))

| appreciate the considerable work and attention that goes into performing an LTCCP audit. |
would also like to thank you all for the individual and collective contributions to this revised
2009 methodology.

I look forward to working with you all in this important task of preparing for the future.

Kevin Brady
Auditor-General
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METHODOLOGY FLOW DIAGRAM

LTCCP AUDIT APPROACH
(Adapted from ISAE 3000)

1. PERFORM PRE- Select the Engagement Team
ENGAGEMENT
ACTIVITIES
Establish Terms of Engagement

l __________________________________________ _

Understand the Council’'s Business and Environment

2. PERFORM relating to the LTCCP

PLANNING & RISK .

ASSESSMENT 2.1 Understand the Coun(:l_l’s LT(_:CP development process
2.2 Undertake contextual risk review

DEVELOP AUDIT 2.3 Complete and review self assessment

PLAN 2.4 Complete key planning issues analysis
2.5 Determine materiality
2.6 Evaluate issues and risks

A 4

2.7 For each key LTCCP related
system/process determine
controls/substantive weighting

Rely on Controls?

\ 4 \ 4
No Yes

\ 4 \ 4
Plan to complete Identify key controls to
substantive tests be tested, and determine
indicated in extent of reduction to
methodology to related standard
address risk substantive tests to

address residual risk.

,, l

Finalise risk assessment based on outcomes from
completion of the planning process

A 4

2.8 Prepare Audit Planning Memorandum
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Prepare Audit Planning Memorandum

A 4

Test controls (if applicable) and

3. PERFORM reconfirm or adjust planned approach based on results
AUDIT
FIELDWORK

\ 4
Perform Substantive Tests and Evaluate Results

\ 4
Perform Standard Modules

3.1 Asset and Activity management

3.2 Levels of Service

3.3 Linkages

3.4 Assumptions

3.5 GAAP

3.6 Performance framework

3.7 Decision making and consultation processes
3.8 Document presentation

3.9 Financial prudence

3.10 Right debate

Perform review of Subsequent Developments up to
issuing date.
4 CONCLUDE Complete Audit Highlights Memorandum.
AND
REPORT . .
ON THE Obtain Hot Review Clearance
LTCCP SOP
Obtain Management Representations for the
LTCCP SOP.
Engagement Reporting for the LTCCP SOP
\ 4
5. THE FINAL Perform review of the Final LTCCP (Refer separate
LTCCP flowchart and work programme).
v
6. PERFORM Perform audit of LTCCP Amendments — as required,
AUDIT OF using methodology reflected above.
LTCCP
AMENDMENTS
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Part Two

Audit Planning and Risk Assessment

Part 2

Planning
Instructions

Overall LTCCP Audit Planning Instructions

The following tools have been included in the planning module to assist in the completion of a

robust and thorough planning process for the 2009-19 LTCCP audit:

Planning module

Tool description & purpose

2.1 Understanding the
Council’s LTCCP

development process

This module steps the auditor through the key
considerations to develop the needed understanding of the
Council's LTCCP development process. These steps also
assist the auditor to assess the level of system reliance
that can be taken.

2.2 Contextual Risk

Review

This module assists the auditor to review the context of the
entity, and to identify the issues and risks for the audit and
which could be expected to be reflected in the LTCCP
SOP.

2.3 Self Assessment

The self assessment asks Councils to reflect on and
answer questions about their processes underlying the
preparation of the LTCCP SOP. The questions focus on
the systems, processes and culture which support the
development of the LTCCP, which includes whether the
Council is taking on a sustainable development approach.
This will support auditors to assess at audit planning stage
the risks and issues for the LTCCP SOP and also related
to auditing the LTCCP SOP.

2.4 Key Planning Issues

Analysis

This module assists the auditor in analysing the issues and
risks facing the Council and the impact on the planning of
the LTCCP audit.

2.5 Assessment of

Materiality

Guidance on the calculation of financial and non-financial
materiality and the evaluation of errors and omissions.

2.6 Evaluation of Planning

Issues and Risks

This module steps the auditor through an evaluation of the
issues and risks identified through the planning process
including the control environment and process steps
embedded in Part 3 modules.

2.7 A control or

substantive based audit?

Guidance on assessing control systems and the weighting
of the audit approach between systems reliance and
substantive testing.

2.8 Prepare the audit

planning memorandum

This module will use the issues and risks drawn together in
module 2.6 to complete the Audit Planning Memorandum
(APM)
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Part Two

Audit Planning and Risk Assessment

Module 2.1 Understanding the Council’s
LTCCP Development process

Introduction

A successful LTCCP process is heavily reliant on effective planning of the LTCCP project.
Council must acknowledge that the development of an LTCCP is a significant and complex
project and a comprehensive project plan is required. However, in addition to having a plan it

is also essential that there is commitment from throughout the organisation for the project.

The attitude of Council management and the elected representatives to the LTCCP is a
critical element of success. If they are supportive of the LTCCP and actively involved in the
development process this has a significant impact on the culture of the organisation and the
response of other staff to the process. This is supported by evidence from the 2006 LTCCP
round in that those Councils that were most successful, particularly in respect to keeping to
their project timelines, were the Councils where the LTCCP was accepted as ‘business as

usual’ rather than a compliance exercise.

Understanding the process that Council intends to follow to develop its LTCCP is a key
component of the LTCCP audit planning process. It is critical that the Auditor understands
the extent that the culture of the Council is committed to the LTCCP development process as
this is going to have a significant impact on the audit approach. It is essential that the Auditor
understands not only what the content of the LTCCP should be (identified through planning
modules 2.2 to 2.7) but also the process that Council is putting around the development of the
content of the LTCCP document.

This module steps the Auditor through the key considerations to develop the needed

understanding of the Council’'s LTCCP development process.

The New Zealand Society of Local Government Managers (SOLGM) has produced a series of
five guides to assist Councils in preparing the 2009 LTCCP. Auditors should be familiar with
these guides and should encourage Councils to use this resource of good practice guidance.
The first in the series of guides is particularly relevant in relation to the work set out in this

module, it is called Living Through the LTCCP. This guide focuses on planning for the

This document contains extracts from the LTCCP Audit Methodology 2009-19 and (10
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LTCCP. Reference is made in the steps below to various tools to assist Councils in planning
for the LTCCP project which are included in Living through the LTCCP.

Audit Objective

To assist the Auditor to understand Council’'s commitment to the LTCCP process and how the
Council plans to develop both its LTCCP SOP and final LTCCP.

This document contains extracts from the LTCCP Audit Methodology 2009-19 and |11
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Part Two

Audit Planning and Risk Assessment

Module 2.2 Contextual risk review

Introduction

A normal part of any audit approach is to undertake a review of the context within which the
entity operates. Council’s decisions about their business activities are determined in the wider
context of the Local Government Act of:
e providing a framework and powers for local authorities to decide which activities they
undertake and the manner in which they do them;
e promoting the accountability of local authorities to their communities; and
e providing for local authorities to play a broad role in promoting the social, economic,
environmental and cultural well-being of their communities (the four well-beings),

taking a sustainable development approach.

The contextual risk review is about more than the council operations — it is an assessment of
the broad environment in which the council needs to operate and provide for the needs (from
the perspective of the four well-beings) of the community. It is therefore basically an
identification of the issues facing the community over the long term — which could be beyond
the ten years of the LTCCP.

The objective of including such a context review in the audit planning stage is to assess the
completeness of the Council’s identification of issues that may impact on the preparation of
the LTCCP with respect to its broad role. This step will also assist in identifying issues which
may have an impact on the entity and potentially therefore represent a risk or issue that
needs to be considered in the audit process. There is a risk that Council in its planning to this
point may be omitting matters that are important or relevant. The contextual risk review
provides an opportunity to raise these matters early with Council rather than later in the audit

process.

Some of these considerations overlap with other parts of the audit. This is inevitable but could
be of value in helping to look at issues from a different perspective. We expect that the

information obtained from this contextual risk review will be considered alongside the
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information in the self-assessment (Module 2.3) and other elements of the audit planning

approach in order to determine the risks for the audit.

It is very important that this work is completed through interaction with senior Council staff
and where possible elected members to ensure a full picture of contextual risks is obtained. It
is also important that the work is carried out by senior members of the audit team. The most
significant audit risk associated with this review is the completeness of the information
obtained, therefore a significant amount of experience and judgement of the information

obtained is required.

Audit Objective

To identify risks and issues in the council’s current and long-term operating environment that
could have an impact on the audit and/or that should be reflected in the LTCCP SOP.

This document contains extracts from the LTCCP Audit Methodology 2009-19 and |13
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Part Two

Audit Planning and Risk Assessment

Module 2.3 Self-Assessment

Introduction

The module contains a self-assessment checklist which auditors must request councils to
complete. The self-assessment asks councils to reflect on its systems which support working
within the Part 6 outcomes, decision-making and consultation, and financial management
provisions of the Act and to identify where council would like to improve. We are asking about
the council’s overall management of consultation, decision-making and financial management
because an LTCCP is an aggregation of many decisions over time. The information and
consultation on which these decisions are based form part of the statutory obligations and

underlying information required of councils, and on which we are to report.

Our purpose in asking these questions is to understand how activities and decisions are
brought into the LTCCP and whether the consultation and decision-making processes used
are robust and address the relevant statutory requirements. The risk, if these processes are
not robust, is that the activities undertaken, and planning and reporting on activities, may not
align either with the council’s objectives or the wellbeing and sustainable development
purposes of the Act. This presents the potential risk of the legality of those decisions being

guestioned.

It is intended that the auditor take this self-assessment out to councils and that it be returned
to the auditor for their analysis and consideration in planning the LTCCP audit. In addition, the
OAG will review all the self-assessments and auditor analyses prior to the actual audit being

undertaken.

The self-assessment is designed to assist the Auditor to develop an understanding of the
systems which support council systems, processes, and culture. For many councils,
particularly smaller ones, the systems may well be reasonably informal. In itself, this is not a
problem, but council should be able to articulate how it goes about fulfilling the purpose of
local government, how it operates according to the principles of the Act in general, including
the principle to take a sustainable development approach, and how it addresses the
requirements of the Act. Larger councils are more likely to have formal systems which support
governance or consideration of the four wellbeings for instance. In all cases, the systems

should be appropriate to the council’s circumstances, size and scale, and be consistent in use
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across the organisation. We have added guidance in the appendices to this module on what
an auditor could expect to find if councils were taking a sustainable development approach to
their work.

Audit Objective

The objectives of this audit module are to:

e assist Council in thinking about how it goes about its business including the preparation of
an LTCCP, and how these processes influence, impact on and are reflected in the
LTCCP document itself; and

e assist the auditor to assess Council's underlying systems (eg governance and decision-

making) and approaches (eg sustainable development) which support the development of

the LTCCP.
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Module 2.3 Appendix: Self-Assessment Questions

Section 1: Outcomes and well-beings

How much do community outcomes and awareness of the district, city or region’s state of well-being and challenges inform and guide

council priorities? (section 91(2)(e))

Purpose: To assess the extent to which the community outcomes provide a basis for council decisions.

Key Questions

Specific Guidance, examples and prompts

1.1 What review/update of progress towards the
outcomes used in the 2006 LTCCP was undertaken in
preparation of the 2009 LTCCP?

What assurance or confirmation processes were used to assess progress towards the
community outcomes? What systems support the review of progress?

How will council respond to little or no progress towards community outcomes?

1.2 How does council consider the impacts of
global/national and local issues and trends for instance,
climate change, social changes (such as political,

economic or environmental population migration)?

How much does council look outside ‘business as usual’ for ideas and responses to local
issues? How does it assess innovative ideas? For example, international certifications
sought such as World Health Organisation Safe City certification, or ‘Green Globe’
certification could indicate a council that is seeking good practice information from
around the world. Membership of international organisations such as International

Council of Local Government for Environmental Initiatives.

1.3 How has council obtained agreement to the
community outcome monitoring arrangements
proposed from those organisations and groups
identified as being capable of influencing the

identification or promotion of community outcomes?

How have the matters to be monitored been determined?
How does council ensure the reporting is meaningful to the community?
How and when will the 2006 outcomes be reported? What challenges does the

community face? Is this clear in the reporting on outcomes and/or progress?

1.4 What are the challenges for council in progressing

towards community outcomes?

Answer these next 2 questions only if council
decided to facilitate a ‘new’ set of community
outcomes for the 2009 LTCCP.

Describe how the Council undertook the process of facilitating community outcomes
involving both the general community as well as identified organisations and groups

including consideration of:
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Section 1: Outcomes and well-beings
How much do community outcomes and awareness of the district, city or region’s state of well-being and challenges inform and guide
council priorities? (section 91(2)(e))

Purpose: To assess the extent to which the community outcomes provide a basis for council decisions.

Key Questions Specific Guidance, examples and prompts

1.5 What role did the Council play in facilitating the « how the Council went about the process (for example whether it participated in a
development of community outcomes with communities | shared or regional process, and whether it employed a facilitator);

and other stakeholders? « the timeframe over which key milestones were achieved (please provide the detailed
project plan);

« how the Council has identified key organisations and groups capable of influencing
either the identification or the promotion of community outcomes;

» how the Council sought and obtained the agreement of organisations and groups to the
community outcomes process;

» how council intends to assess the results of the community outcomes process and the
extent of collaboration achieved with organisations and groups?

How has the Council ensured the process met the needs of diverse groups and was
inclusive (eg of Maori, illiterate/blind stakeholders, those with no access to the internet,
those not fluent in the language used for public information)?

How confident is the Council that its community outcomes process was representative

and inclusive and what information or feedback contributed to this view?

1.6 How did the Council communicate with Were all parties provided with information about the social economic environmental and
stakeholders about the outcomes purpose, process and | cultural wellbeing of the community both in the present and the future in order to assist
the roles of the various parties involved in the process? | them to identify priorities and assess the relative importance of these priorities in the
outcomes development process? If so how?

Were the roles of the parties to be involved in the process clearly communicated,

This document contains extracts from the LTCCP Audit Methodology 2009-19 and has been released publicly to assist the Local |17
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Section 1: Outcomes and well-beings
How much do community outcomes and awareness of the district, city or region’s state of well-being and challenges inform and guide
council priorities? (section 91(2)(e))

Purpose: To assess the extent to which the community outcomes provide a basis for council decisions.

Key Questions Specific Guidance, examples and prompts

including setting out the requirements, purposes and the framework of the LGA for the
outcome process prior to stakeholder dialogue, to:

* organisations and groups;

« other parties (such as the facilitator);

 Council elected members and staff;

 the community?

1.7 How does council interpret and reconcile the Is there a difference between what council sees as critical long-term issues and what the
community outcomes with its own views on key long- community outcomes indicate as community views? If so, how does council address
term sustainability and wellbeing issues? these differences? How has council implemented the principle to take a sustainable

development approach?

1.8 How does council link community outcomes to its How has council determined the basis on which Groups of Activities (for 2006 or 2009 if
Groups of Activities? Has this changed from 20067 If different) have been grouped? For instance, what commonalities relate the goods and
yes, why and how and on what basis? services being undertaken to each other within each group of activities? These could for

example be commonalities in the nature of the function (such as water/environment) or in
the nature of the delivery (such as granting consents/managing contracts); or for

contribution to community outcomes.

1.9 How does council ensure that all elected members | How does council support staff to understand community outcomes and how their role
and staff are aware of community outcomes and contributes?

council objectives?

1.10 How active is council in working with others to What is councils approach to working with neighbouring councils? What sort of local or

This document contains extracts from the LTCCP Audit Methodology 2009-19 and has been released publicly to assist the Local |18
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Section 2: Governance

Section 1: Outcomes and well-beings

How much do community outcomes and awareness of the district, city or region’s state of well-being and challenges inform and guide

council priorities? (section 91(2)(e))

Purpose: To assess the extent to which the community outcomes provide a basis for council decisions.

Key Questions

Specific Guidance, examples and prompts

achieve community outcomes?

regional relationships/partnerships does it have including with non-
government/community organisations? What level of involvement does council have in
Council Organisations? Schedule 10(1)(e) requires that an LTCCP should describe how

the council is working with others to further community outcomes.

1.11 How is council addressing national agreements

and legislative requirements?

At the local and regional level, is the council meeting national requirements for waste,
energy, environmental or social objectives; does it have its own policies on these
matters? For example council may be actively supporting national legislation in its
LTCCP such as for waste, energy, water, urban design, transport, or social Imatters such
as family violence, managing the impacts of diversity for instance. It would be helpful if
your answer included some reference to changes such initiatives have produced in policy
advice and budget reallocations. The council may engage in sourcing of national funds
for local projects; or have adopted central government protocols consistent with
sustainable development objectives e.g. Urban Design Protocol, Green Building

standards, or Youth and Family programmes of various kinds relevant to that Council.
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Are the governance structures of council effective, open and transparent? (s 39(b))

Purpose: to assess the extent of understanding of roles by elected members and staff, and the extent of constructive relationships between these

arms of council in general, and for the development of the LTCCP.

Key Questions

Specific Guidance, examples and prompts

2.1 For the development of the 2009 LTCCP, what is

council doing that is different from 2006-16 processes?

In other words, what has council reviewed since the preparation of the 2006-16 LTCCP in

terms of governance, regional and local relationships, and elected member involvement?

2.2 How does council support elected members and
staff to understand their respective roles and to share a
common purpose of achieving the intentions set out in
the LTCCP?

Have the roles and responsibilities of the Councillors, the Council and senior management
for governance (including, public communication and consultation, policy development,
expectations in reporting to Council) been defined and how?

Are these formulated roles and responsibilities reflected in what actually happens?

2.3 What systems has council put in place to assist
incoming councillors to understand the process for the
development of the LTCCP 20097

How many incoming councillors attended Local Government New Zealand briefings for

incoming councillors? Does council have any internal assistance for incoming councillors?

2.4 What systems does the council have to ensure that
it will produce an LTCCP and a summary on time and

with all relevant information?

Is council using resources such as the SOLGM Towards 2009 material?

Does it have project planning? Is it on track? Has council completed the SOLGM Health
Check?

What contingencies is council putting in place to manage any slippage or emerging

issues?

2.5 What role have the elected members played in
identifying and agreeing the assumptions underpinning

the LTCCP forecast information?

What will be the role of councillors in the LTCCP 2009 development?

2.6 What steps has council taken or is planning to take
to improve the effectiveness of its processes for
developing the 2009 LTCCP?

Has the council undertaken a review of the 2006 LTCCP process and product?
Is the council using any of the ‘industry standard’ templates and guidance eg from SOLGM
or NAMS?
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What opportunities have councillors had to identify any potential improvements?

Section 3: Decision-making

What systems does council have to ensure that its decision-making processes give effect to the requirements in the Act, specifically

section 14(1)(h) and sections 76-81?

Purpose: To assess the extent to which council systems that support decision making processes give effect to relevant principles of the Act.

Key Questions

Specific Guidance, examples and prompts

3.1 What, if any, changes has council made to its
decision making processes since the preparation of the
2006-16 LTCCP?

3.2 What systems does the council have to ensure that
it takes economic, cultural and social wellbeing,
environmental wellbeing and reasonably foreseeable
needs of future generations into account in decision-

making?

How does the Council ensure it has robust systems for understanding and assessing the

impact of decisions?

Outline the management general controls and systems (see (a) below) and resources

(see (b) below) employed for the phases of decision-making discussing specifically how

the following matters are assessed:

e costs and benefits (social, economic, environmental and cultural) of options (does this
encompass consideration of true costs over time such as lifecycle costs);

e impacts on social, economic, environmental and cultural wellbeing and outcomes
presently and over the long term;

e the significance of the matter;

¢ the prudence and impact of the decision for the capacity of the Council?

[nb (a) General controls and systems may include:
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Section 3: Decision-making

What systems does council have to ensure that its decision-making processes give effect to the requirements in the Act, specifically

section 14(1)(h) and sections 76-81?

« processes and controls by which items are approved for inclusion on Council or
management team agendas;

« templates or common formats which report items are expected to address and guidance
or support for staff in using these;

« delegations for particular decisions;

« quality control steps such as peer review by multidisciplinary teams or by a relevant
independent expert.

(b) Resources may include:

« reliance on advice from other authoritative sources such as the Parliamentary
Commissioner for the Environment, this Office etc...

« data about the current state of the social, economic, environmental and cultural
wellbeing of the district/region;

« records from previous community consultation and feedback on issues;

« policies plans and strategies of the Council or of other key groups or organisations that

are relevant to the scope of the decision.]

Does council itself consider and require its consultants to consider all reasonable options
including innovative and best practice from peers and/or international practice?

Please provide an example of a significant decision made difficult by having to consider or
resolve competing pressures from social, economic, environmental and cultural

considerations.
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Section 3: Decision-making
What systems does council have to ensure that its decision-making processes give effect to the requirements in the Act, specifically
section 14(1)(h) and sections 76-81?

3.3 How does the Council identify whether a decision is | Are policies readily available to staff? How does council ensure that different departments
consistent with the plans and policies of the Council, (which may have different approaches) proposals are consistent with policy? How does
and where a decision may not be consistent what council manage proposals that are inconsistent with existing policy (including proposals
approach might be taken? from elected members)?
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Section 3: Decision-making

What systems does council have to ensure that its decision-making processes give effect to the requirements in the Act, specifically

section 14(1)(h) and sections 76-81?

3.4 How does council identify any risks to the Council
arising or negative effects for the community that may
occur either as a result of its activities or as a result of a

decision not to undertake an activity?

How is the analysis of risks/negative effects linked to performance information used in
management and for reporting purposes? Do the risks and negative effects cover all four

wellbeing areas?

3.5 How does council ensure that it gives consideration

to the views of the community?

Does council use any specific/innovative processes to resolve particularly controversial
decisions? How does it deal with decisions that may rank highly using the sustainable
development approach but which may not have community support? Please provide

examples.

3.6 How does council assist Maori to be able to

participate in the decision-making process?

What arrangements does the Council have in place to ensure it is aware of decisions that
Maori may be particularly affected by or interested in? How does council identify, or work

with local Maori to identify, appropriate Maori groups to engage with?

3.7 How is the Council addressing LTCCP activity

areas where it is not achieving what it wants to?

What does the Council think it has done well and what are the problems it still faces? How

does the Council consider shifting resources and capability to achieve its priorities?

3.8 How does the Council ensure that members and
officers are clear about their respective roles and
responsibilities in decision-making for the development
of the LTCCP?

How did Councillors consider whether existing activities are contributing effectively and
efficiently to the wellbeing of the district or region?

Will Councillors be involved in identifying the content of and issues of significance to be
included in the LTCCP and, if so, how?
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Section 4: Consultation
What systems does council have to ensure that its consultation processes give effect to the requirements in the Act, particularly sections
82-90?

Purpose: To assess the extent to which consultation with interested and affected people and organisations is inclusive and effective.

Key Questions Specific Guidance, examples and prompts
4.1 What has council learnt from the consultations How does the Council give consideration to consultation processes so these are
undertaken for the 2006 LTCCP? continuously improved?

What actions to improved/change processes have been identified since 2006? Have they

been implemented? What effect has the change had on results if any?

4.2 How does the Council identify stakeholders that How does the Council prepare and maintain complete information about stakeholders,
may be interested in or affected by decisions so that interested and affected people and the nature of their interests?
consultation is inclusive? How are stakeholders selected for or excluded from consultation? Please include a full

description of the process including the criteria (if any) that were used.

Are all main stakeholder groups assessed for special requirements and is the content of
public information tailored to suit these requirements? (for example Maori, illiterate/blind
stakeholders, those with no access to the internet, those not fluent in the language used
for public information). If so how?

How does council focus on those previously hard to reach sections of the community?

4.3 How does the Council decide in each instance Does the Council have a policy for consultation? If yes, what steps does council take to
whether or not to consult? ensure staff are familiar with it? If not, how does council approach consultation
requirements?

How does the Council assess and recognise the level of the community’s capacity to
engage in meaningful consultation?

How does the Council assess the significance of decisions in determining when to consult?
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Section 4: Consultation

What systems does council have to ensure that its consultation processes give effect to the requirements in the Act, particularly sections

82-907?

Purpose: To assess the extent to which consultation with interested and affected people and organisations is inclusive and effective.

Key Questions

Specific Guidance, examples and prompts

4.4 How does the Council provide relevant information
to assist the public to meaningfully participate in
decisions that the Council has assessed as having a

high degree of significance?

Note that the Act requires ‘significance’ to be assessed

as set out in the s5 definitions.

How are identified stakeholders given information concerning the purpose of the
consultation and the scope of the decisions; and encouraged to present their views?
Does information prepared for public consultation set out:
e all the relevant considerations relating to the district/city/region’s social, economic,
environmental and cultural wellbeing; and
¢ the costs and benefits of options both currently and projected over the long-term,

including to whom these costs and benefits would fall?

4.5 How does the Council communicate the way a
decision was made including:

« the reason for a decision; and

« the response to stakeholder issues raised?

How does the Council ensure that communities understand the reasons why a particular

decision was made?

4.6 How does the Council evaluate the accessibility
and effectiveness of the various consultations and

methods it uses?

How is feedback sought from stakeholders on their preferences, needs and experience
with your council in terms of:
« the manner and format used to provide reasonable access to information;

« the opportunity to present views?

4.7 What processes does the Council use to meet its

obligations to seek the views of Maori in consultation?

How does the Council evaluate the effectiveness of its consultation with Maori?

4.8 How will the Council identify issues for inclusion in

What quality assurance processes does the Council use to ensure that all significant
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Section 4: Consultation

What systems does council have to ensure that its consultation processes give effect to the requirements in the Act, particularly sections

82-907?

Purpose: To assess the extent to which consultation with interested and affected people and organisations is inclusive and effective.

Key Questions

Specific Guidance, examples and prompts

the SOP?

matters are identified and fairly presented in the LTCCP?

4.9 How will the Council manage contentious or difficult

issues?

Assuming that many issues are the subject of community debate, how does council
manage conflicting views among stakeholders? How does council ensure community

involvement and that a diversity of opinion is heard by decision-makers?

4.10 How will the Council provide information to assist
the public to consider issues from the broad

perspective of the four well-beings in the SOP?

How will the council ensure that the community receives such (usually complex)
information which is, at the same time, accessible? The Act indicates that information
should be provided in a manner which provides reasonable access to such relevant

information in an appropriate format. (section 82(1)(a)).

Section 5: Activity planning and Asset Management Planning

How will council ensure that the information used in groups of activity and asset management planning is robust and integrated into the

LTCCP? (Schedule 10 (2)).

Purpose: To assess the extent to which activity planning promotes four well-beings, is consistent with levels of service goals, and provides robust

underlying information for the LTCCP.

Key Questions

Specific Guidance, examples and prompts

5.1 What actions to improve or change processes have
been identified since 2006?

Have these changes been implemented?

5.2 What systems does council have to ensure that asset

How does council intend to integrate information from the asset and activity plans into
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Section 5: Activity planning and Asset Management Planning

How will council ensure that the information used in groups of activity and asset management planning is robust and integrated into the

LTCCP? (Schedule 10 (2)).

Purpose: To assess the extent to which activity planning promotes four well-beings, is consistent with levels of service goals, and provides robust

underlying information for the LTCCP.

Key Questions

Specific Guidance, examples and prompts

and activity information will flow through into the LTCCP?

the LTCCP? Is this work on time or will there be delays in finalising AMP’s and non-
physical asset plans? How will council manage the integration of information in the event

of delays in finalisation?

5.3 How confident is council that the AMP data is

reliable?

Does council have an AMP improvement programme? If council does not have formal
AMP’s, what systems for managing assets does council have? How is the data used in
such systems assessed for reliability? What areas of asset management planning does
Council consider to be weak or limited?

5.4 What has council done to reconfirm or change their

service levels since 2006?

As this self-assessment is about how Councils underlying systems support the
development of a robust LTCCP, this question refers to all LOS not only those that are in
the LTCCP document itself.

How are the service level measures and targets established? If planning changes to
service levels, how have they consulted on these?

How has council checked that they are meeting minimum mandatory levels of service?
How has council undertaken analysis to consider the impacts of current LOS on future
generations (for example, investing in expensive infrastructure now may impact on the

capacity of the community in the future to fund other requirements)?

5.5 What process does council use to understand the

How does council identify activity and resource implications from strategies, policies and
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Section 5: Activity planning and Asset Management Planning

How will council ensure that the information used in groups of activity and asset management planning is robust and integrated into the

LTCCP? (Schedule 10 (2)).

Purpose: To assess the extent to which activity planning promotes four well-beings, is consistent with levels of service goals, and provides robust

underlying information for the LTCCP.

Key Questions

Specific Guidance, examples and prompts

impact of its policies and strategies on activities
undertaken and required levels of service in terms of the

four well-beings?

plans and integrate these implications into the LTCCP?

5.6 How does council provide information to its
communities about the impacts of proposed/determined

levels of service?

Does council provide information about the cost implications of different levels of service
when consulting with the community? Are users’ level of service expectations
underpinned where necessary by technically specified performance measures?

Are legislative requirements and environmental standards, to the extent they are relevant
in setting minimum service levels, set out clearly for the community?

Is the availability of resources, including financial constraints, clearly set out for

community consideration?

5.7 Does the council have capacity to deliver on its

plans?

Capacity in this question refers not only to financial but to non-financial capacity issues
such as strength of council’s connections to community networks, professional

capabilities of staff, capacity for community and political leadership for instance.

Section 6: Financial management systems

How does the council ensure that it gives effect to the requirements for financial management, particularly sections 100 and 101?

Purpose: To assess the extent to which council systems support prudent stewardship and effective use of resources requirements and in a manner

that promotes the current and future interests of the community.
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Section 6: Financial management systems

How does the council ensure that it gives effect to the requirements for financial management, particularly sections 100 and 101?

Key Questions

Specific Guidance, examples and prompts

6.1 What actions to improve financial management

systems have been identified since 2006?

Have identified changes been implemented?

6.2 What systems does council have to ensure that
financial policies are consistently applied in decision-

making and LTCCP financial estimates development?

Have all financial policies been reviewed so they are up-to-date? How are they
communicated to staff? What support is there for non-financial staff involved in the LTCCP

development to understand the implications of the financial policies adopted by council?

6.3 What systems does council have to ensure that its
financial management addresses matters of prudence
and matters of current and future interests of the

community?

What systems does council have to ensure that its financial policies and modelling (if any)
address the equity and wellbeing matters required by s101(3) and of financial prudence in
s101? What support is there to assist business units to prepare their financial forecasts

taking account of current and future generations?

6.4 How does council intend to present its financial

strategy to its community?

Has council at this stage of planning reviewed its likely projected financial position over the
period of the LTCCP? Has it considered the s100 balanced budget test? Is it satisfied that

data and trends both over the period of the LTCCP and at the end make sense?

Section 7: Assumptions

How does council ensure that its assumptions include all significant matters and risks? (schedule 10 (1)).

Purpose: To assess the extent to which the assumptions include strategic matters, key issues and include the four wellbeings and future generations.

Key Questions

Specific Guidance, examples and prompts

7.1 How does council consider the impacts of
global/national and local issues and trends for
instance, climate change, social changes (such as

political, economic or environmental population

For instance has the council determined what assumptions it is making about future
intergenerational issues, climate change, societal changes?

How does council intend to make these considerations and their impact on services and
policies explicit in the LTCCP?
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Section 7: Assumptions

How does council ensure that its assumptions include all significant matters and risks? (schedule 10 (1)).

Purpose: To assess the extent to which the assumptions include strategic matters, key issues and include the four wellbeings and future generations.

Key Questions

Specific Guidance, examples and prompts

migration)?

7.2 What authoritative source is council intending to

use to establish inflation figures?

How has council incorporated these into council figures?

7.3 What methods did council use to identify and
agree the assumptions it is using for its long term

planning?

How are these assumptions being used in supporting systems such as asset management
plans, development contributions policy, financial estimates? How have these assumptions
changed since the 2006-16 LTCCP?

7.4 How does council assess the effectiveness of its

forecasting in the past?

How does council test its strategic assumptions? For instance, what reviews have been
undertaken on how economic, environmental cultural or social projections have meshed with
actual developments? How does council manage the (inevitable) differences between

forecast assumptions and actual events?

Section 8: Performance management and reporting information

How does council ensure that it is giving effect to the requirements in the Act to be able to assess its performance and be able to provide
meaningful information to the community? (Section 94(1)(c), and Schedule 10(2)1 and (2)(2)(a)).

Purpose: To establish that council generates forecast service performance information in the LTCCP which is relevant, reliable, complete, meaningful

and comparable, and will allow council to effectively monitor and report on the performance and impact of its activities.

Key Questions

Specific Guidance, examples and prompts

8.1 How effective is the performance framework (both
the structure and the information itself) and
supporting systems in the 2006 LTCCP?

Does the structure and performance information enable members and managers to identity
performance variations against targets and priorities, and understand the reasons for them?

What has council done since its 2006-16 LTCCP to improve its performance management
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Section 8: Performance management and reporting information

How does council ensure that it is giving effect to the requirements in the Act to be able to assess its performance and be able to provide
meaningful information to the community? (Section 94(1)(c), and Schedule 10(2)1 and (2)(2)(a)).

Purpose: To establish that council generates forecast service performance information in the LTCCP which is relevant, reliable, complete, meaningful

and comparable, and will allow council to effectively monitor and report on the performance and impact of its activities.

Key Questions

Specific Guidance, examples and prompts

and reporting information?

What difficulties, if any, has council experienced in generating performance information?

Has council evaluated the 2006 LTCCP structure, performance information and supporting

systems? If so, please briefly comment on key findings of the evaluation.

What improvements, if any, is council proposing for its 2009 LTCCP?
Is council planning any major changes in performance targets from the 2006 LTCCP based

on actual performance results to date? If so, please comment.

8.2 How is council intending to facilitate monitoring

and reporting on community outcomes?

How does reporting on community outcomes influence council reporting on its own
contribution to community outcomes? How is the community engaged in determining

community outcome targets and measures?

8.3 Are activities and Groups of Activities clearly
identified for all council activities that deliver a service

to the community?

Are all relevant activities included? For example, Groups of Activities are not confined to

infrastructure assets.

8.4 Please describe council’s approach to setting

performance goals, levels of service, performance

Please be clear if this incorporates all the levels of service, performance measures and

targets which will be in the 2009 LTCCP. If not, please describe how the levels of service,
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Section 8: Performance management and reporting information
How does council ensure that it is giving effect to the requirements in the Act to be able to assess its performance and be able to provide
meaningful information to the community? (Section 94(1)(c), and Schedule 10(2)1 and (2)(2)(a)).

Purpose: To establish that council generates forecast service performance information in the LTCCP which is relevant, reliable, complete, meaningful

and comparable, and will allow council to effectively monitor and report on the performance and impact of its activities.

Key Questions Specific Guidance, examples and prompts

measures and performance targets, and to performance measures and targets planned for the LTCCP will:
monitoring and reporting achievements against
these. (a) be generated (including the basis for their selection)

(b) relate to council’s internal performance management and reporting

Note: The key components of formal performance management would likely encompass a
systematic approach across council to:
- specifying strategic and day-to-day priorities, including the rationale for activities;
- generating levels of service, performance measures and targets in respect of
these priorities (plus the criteria for their selection), including
- consistency with policy and consideration of risk;
- linking budget and asset information with setting non-financial targets;
- communicating performance expectations across council,
- regularly measuring performance against levels of service, performance measures
and targets;
- regularly monitoring performance, based on the performance measurement, at

both the operational and the strategic level,

- managing interventions to address performance issues; and
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Section 8: Performance management and reporting information

How does council ensure that it is giving effect to the requirements in the Act to be able to assess its performance and be able to provide
meaningful information to the community? (Section 94(1)(c), and Schedule 10(2)1 and (2)(2)(a)).

Purpose: To establish that council generates forecast service performance information in the LTCCP which is relevant, reliable, complete, meaningful

and comparable, and will allow council to effectively monitor and report on the performance and impact of its activities.

Key Questions

Specific Guidance, examples and prompts

- regular internal and external reporting of achievements and variances against

expected achievements, with linkages between the two sets of reporting.

It would be helpful for council to comment on its approach, whether formal or informal, in

respect of each of these components.

8.5 How does council’s decision-making on levels of
service take account of community outcomes and the
requirement to take a sustainable development

approach?

How does council consider effects for wellbeing? How does it identify potential negative
effects? How does it include consideration of the impact of actual negative effects in its

decision-making? How does it gain confidence in its ability to carry out this work effectively?

Do the performance measures include some indication of the intended impacts of planned
services? Either individually or as a group, do these impacts address all four of the well-
beings and impacts on current and future generations? (Please answer from both the
perspective of performance measures used internally and those used in the LTCCP,

including the relationship between the two.)

How does council promote wellbeing across the organisation? For example:

e how does it assist staff to be aware of how what they do contributes toward
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Section 8: Performance management and reporting information
How does council ensure that it is giving effect to the requirements in the Act to be able to assess its performance and be able to provide
meaningful information to the community? (Section 94(1)(c), and Schedule 10(2)1 and (2)(2)(a)).

Purpose: To establish that council generates forecast service performance information in the LTCCP which is relevant, reliable, complete, meaningful

and comparable, and will allow council to effectively monitor and report on the performance and impact of its activities.

Key Questions Specific Guidance, examples and prompts

community outcomes and social, environmental, economic and cultural wellbeing?
e how do staff know what is expected of them and if they are achieving it? (This could
be for instance through performance agreements which link council objectives to

community outcomes, or through some form of training programmes.)

8.6 Has council carried out any specific review of If so, please provide brief comment.

whether members and managers have the

appropriate mechanisms and information to enable Does council have examples of what council has decided not to deliver a service or what
them to both measure and manage performance service levels has it decided to alter, because of information gained through performance
effectively? management?

8.7 How will council structure its performance How will council present the broader context such as community outcomes, council
information for the 2009 LTCCP? objectives and key priorities?

Will the connections between all of these aspects of the performance information be explicit?
For example, will council identify how and why its activities contribute to a community
outcome? How will council demonstrate the linkage between a level of service and

performance objectives?
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Section 8: Performance management and reporting information
How does council ensure that it is giving effect to the requirements in the Act to be able to assess its performance and be able to provide
meaningful information to the community? (Section 94(1)(c), and Schedule 10(2)1 and (2)(2)(a)).

Purpose: To establish that council generates forecast service performance information in the LTCCP which is relevant, reliable, complete, meaningful

and comparable, and will allow council to effectively monitor and report on the performance and impact of its activities.

Key Questions Specific Guidance, examples and prompts

How will council structure the performance information on levels of service, the performance

measures and the performance standards (targets) across groups of activities?

How will the structure compare with the 2006 LTCCP? What is the reason for any planned

changes? (You may already have commented on this.)

Please provide examples of the (planned) structure if available, including the proposed
groupings of activities.

Note: Will the structure of performance information in the LTCCP clearly show:
- the services that will be carried out and why;
- the service levels required to meet the needs of its communities or other duties
and intentions of council; and

- the planned level of service intended to be achieved?

8.8 How will council ensure that its presentation of Is council working with its community to ensure its performance information, in particular, the

the levels of service, the performance measures and | levels of service, the performance measures and the targets, are meaningful to the

targets in the LTCCP will allow the community to community? For instance is council working with its community to develop the performance
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Section 8: Performance management and reporting information

How does council ensure that it is giving effect to the requirements in the Act to be able to assess its performance and be able to provide
meaningful information to the community? (Section 94(1)(c), and Schedule 10(2)1 and (2)(2)(a)).

Purpose: To establish that council generates forecast service performance information in the LTCCP which is relevant, reliable, complete, meaningful

and comparable, and will allow council to effectively monitor and report on the performance and impact of its activities.

Key Questions

Specific Guidance, examples and prompts

readily understand them and will encourage

community interest in them?

information? How is council making it easy for its (busy) community to understand the

performance information?

Will the performance measures include both technical and non-technical information?

Will the performance information be accessible to the community? For example, will it use

pictures, easy to read graphs, appropriate narrative, trend data, etc.

How confident is council that levels of service are in line with community expectations?

8.9 What information are you basing your
performance measures on? What documents or

processes do you consider to be key?

For example, asset management plans, specific strategies, specific technical reports, specific

consultation processes with the community. This could be presented in a table format.

8.10 How will council ensure that such information
sources provide the basis for both financial and non-

financial information in the LTCCP?

How will council ensure that such information covers each of the four well-beings?
How will council ensure that financial and non-financial information is integrated, and

presents a cohesive picture?

8.11 Please identify any particular quality controls

Please be clear if these controls will apply to all the levels of service, performance measures
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Section 8: Performance management and reporting information

How does council ensure that it is giving effect to the requirements in the Act to be able to assess its performance and be able to provide
meaningful information to the community? (Section 94(1)(c), and Schedule 10(2)1 and (2)(2)(a)).

Purpose: To establish that council generates forecast service performance information in the LTCCP which is relevant, reliable, complete, meaningful

and comparable, and will allow council to effectively monitor and report on the performance and impact of its activities.

Key Questions

Specific Guidance, examples and prompts

which council uses when generating, monitoring and
reporting on levels of service, performance measures

and performance targets.

and performance targets in the 2009 LTCCP. Please describe any generic and/or key

controls specific to the levels of service, performance measures and targets in the LTCCP.

Note: Controls may, for example, be to ensure the:
- capture of essential elements such as safety and legislative compliance;
- basing of levels of service on robust underlying information and assumptions;
- correct definition of technical attributes;
- addressing of community expectations;
- capture of a reasonable range of dimensions of performance (such as quality and
quantity of the level of service); and

- validity of performance measures (for example, they are measuring the right thing).

8.12How confident is council that it has the data it
needs to be able to report against the performance

measures for outcomes and activities?

For example, does council have agreements in place with other organisations and groups to
any proposed monitoring and reporting procedures (s92)?

Is council able to report against the requirements of Schedule 10, clause 15 (c) and (d)?

8.13 How does council assess its effectiveness in

maximising its contribution to the four well-beings and
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Section 8: Performance management and reporting information
How does council ensure that it is giving effect to the requirements in the Act to be able to assess its performance and be able to provide
meaningful information to the community? (Section 94(1)(c), and Schedule 10(2)1 and (2)(2)(a)).

Purpose: To establish that council generates forecast service performance information in the LTCCP which is relevant, reliable, complete, meaningful

and comparable, and will allow council to effectively monitor and report on the performance and impact of its activities.

Key Questions Specific Guidance, examples and prompts

community outcomes?

8.14 How does council reassess its future plans and
capacity in line with changing council and community

priorities, and with actual performance information?
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Module 2.3 Appendix: What would taking a sustainable

development approach mean?

Notes to assist the auditor to assess how council is implementing this
principle.

The auditor should be clear in their mind that this aspect of the audit is not to assess the outcomes of
council activities or services or to assess whether the Council or its objectives are sustainable. Rather
the focus in 2009 is to look at how council is implementing this requirement of the Act which in
summary says that a council, in taking a sustainable development approach, should take account of
the four well-beings, and should be considering the needs of future generations. This is a rapidly

developing field, and responses will be different for each council according to the issues in the area.

There is no one question in the audit methodology which requires auditors to answer a yes/no type
guestion on this topic. Evaluation of Councils approach will involve consideration of a broad range of
observation and matters at the time of the self-assessment, and the audit modules of decision-
making, assumptions, activity and asset planning, and performance management in particular. It is
unlikely to be yes/no consideration unless there is absolutely no evidence of council taking a

sustainable approach in any of their thinking and practice.

What is the most likely scenario is that some councils will be able to articulate their approach and
demonstrate actions/policies/strategies and cultural norms within the organisation which demonstrate
this approach. These councils will be self-evident. Other councils could demonstrate resistance to the
idea or language of sustainability, but may be endeavouring to serve their current and future
communities to their best ability. While they may not have an overall ‘sustainability statement’ of some
kind, they may be undertaking activities in which they can demonstrate consideration of the four well-
beings and future generations in their decision-making processes. What is likely to be most common
is that most councils will have strengths in some areas of approach or activity (say advocating for
local social wellbeing) often due to a particular political stance or expert knowledge within the council,

but some other wellbeings will not be strongly championed.

You will need to collate information, evaluate (we suggest in discussion with Council), and

report/conclude as part of the audit methodology.

We are often asked about how this work relates to the four wellbeings. It can be a complex matter, but
the simple answer is that if Council is taking a sustainable development approach, they will be
considering the four well-beings as part of that process, and that is what section 14 states is required.
For instance any principles may refer to looking for mutually reinforcing, win/win or optimal solutions
as suggested in the second principle in the Sustainable Development Programme of Action list of
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principles provided below. Or decision-making information may refer to and consider the impacts on

the four wellbeings over time.

For guidance and background information we have provided:

e two common definitions of sustainability; and

e principles that would be evident in some form if Council is taking a sustainable development
approach, and

e activities that a Council may be undertaking based on what NZ councils are currently

demonstrating. It is not exhaustive.

Two common definitions of ‘sustainable development’ you may find
referenced:

Brundtland Definition (1987):

"Sustainable development is development that meets the needs of the present without

compromising the ability of future generations to meet their own needs."

Morgan Williams (ex Parliamentary Commissioner for the Environment):

“Environmental mitigation is a movement against pollution etc. while sustainability is a
movement towards new actions and behaviours. It's about living on the planet’s interest and

getting more from less”.

Common sustainable development principles you may find referenced:

The auditor may find some of these principles below reflected in council thinking, culture and practice
if council has developed a set of principles for itself. It is not your task to assess if a councils
principles are truly ‘sustainable’ — your task is to assess whether council is taking a sustainable
development approach. Adopting a set of sustainable development principles or perhaps defining
sustainability for itself would be a strong indication that council is taking such an approach, but the
auditor will need to ask about how these are used in decision-making for instance. This is most likely
to be discussed when assessing the Council’s Self-assessment (Module 2.3), but if Council is taking
such an approach, it should be evident throughout the Council’s systems. For 2009-19 LTCCP audit,
it is unlikely there will be an audit conclusion on this matter, but the auditors assessment of how
Council is implementing this requirement will inform other audit conclusions such as on decision-

making and consultation.
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NZ Central Government sustainable development principles for policy

and decision-making(2003):

1. Considering the long-term implications of decisions

2. Seeking innovative solutions that are mutually reinforcing, rather than acceptin
that gain in one area will necessarily be achieved at the expense of another
(looking for win-wins rather than trade-offs)

3. Using the best information available to support decision-making (making a
decision even if there is some uncertainty)

4, Addressing risks and uncertainty when making choices and taking a
precautionary approach when making decisions that may cause serious or
irreversible damage (known as the precautionary principle)

5. Working in partnership with local government and other sectors and encouragi

transparent and participatory decisions (often referred to the subsidiarity

g

ng

principle whereby decisions are made as close to those who will be affected by

them as possible ie local decisions made by local people)

6. Considering the implications of decisions from a global as well as a New
Zealand perspective
Decoupling economic growth from pressures on the environment

8. Respecting environmental limits, protecting eco-systems and promoting the
integrated management of land, water and living resources

9. Working in partnership with appropriate Maori authorities to empower Maori in
development decisions that affect them

10. Respecting human rights, the rule of law and cultural diversity

The Natural Step principles:

The Natural Step's definition of sustainability includes four scientific principles that lead to a
sustainable society. These principles, also known as "conditions" that must be met in order to

have a sustainable society, are as follows:

In a sustainable society, nature is NOT subject to systematically increasing:

1) concentrations of substances extracted from the earths crust (e.g pollution)

2) concentrations of substances produced by society (eg emissions to air or water)

3) degradation by physical means (eg deforestation, impacts of cities); and in that society
4) people are not subject to conditions that systematically undermine their capacity to meet

their needs (eg economic conditions, social or cultural conditions).
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The developers of these principles see them as providing a practical set of design criteria used
to direct social, environmental and economic actions and to transform debate into constructive

discussion.

What does the Act say about taking a sustainable development approach?

Many local authorities are likely to argue that their promotion of the four wellbeings is synonymous
with taking a sustainable development approach. The statutory requirement is set out in section 14
which states what a sustainable development approach needs to take into account. As such, for the
audit of the 2009-19, LTCCP subsections (1)(h) (i-iii) provide the clear direction for assessing whether
council is taking such an approach.

Section 14(1)

In performing its role, a local authority must act in accordance with the following principles:
(h) in taking a sustainable development approach, a local authority should take into account
(i) the social, economic and cultural well-being of people and communities; and

(ii) the need to maintain and enhance the quality of the environments; and

(iii) the reasonably foreseeable needs of future generations.

This approach is not confined to this section of the Act — there are many other references to the need
to take a long-term view, to consider community views, to consider current and future generations for
instance see section 101(1) and (3) which includes consideration of current and future generations as
a requirement for financial management by the local authority. These are all requirements that are
consistent with sustainable development principles and with taking a sustainable development

approach.

The self-assessment builds on the general principles above and the requirements of the Act by asking
guestions about how council governs itself, about how it works (or not) collaboratively with others and
with their community, and about how it takes account of the needs of future generations in decision-
making. It asks whether decision-making processes ensure that impacts on all well-beings are
considered, whether councils assumptions are comprehensive and cognizant of broad aspects of
probable future change, and whether its performance management processes indicate and recognise
how each wellbeing influences the others. None of these questions uses the words ‘sustainability’ or
‘sustainable development approach’ but are grounded in the commonly agreed sustainable
development principles as listed earlier in this appendix. These questions will also contribute to your

identification and understanding of how council is taking a sustainable development approach.
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What did we say and do in 2006?

The self-assessment was the key tool for council and auditors to think about how council was taking a
sustainable development approach. The implementation of the sustainable development approach

was however, not a major focus in the overall methodology.

This was identified as a gap during the review of the methodology. Material with a specific focus on
how councils are implementing this principle is now reflected throughout the 2009-19 LTCCP audit

methodology.

What's going on on the ground?

The questions from the self-assessment, which will provide information for your audit plan, are also
reflected in the audit modules particularly in the modules on decision-making and consultation,
assumptions, and performance management and information. However, a sustainable development

approach would also be evident in asset management planning and financial planning.

We have provided below some examples of what you may find councils articulating in the self-
assessment and what you may find as you work through the audit modules. However, taking a
sustainable development approach has nothing to do with size, and much more to do with attitude to
the role of local government and the local political and managerial culture. Evidence of this approach
is also not necessarily about the big bucks, but may be found in a shift of emphasis or priorities in the
big buck budgets.

Working externally

All of the examples below would have a policy or funding decision sitting behind them — but the
actions may be more immediately evident. But when undertaking the audit module 3.7 Decision-
making and Consultation you could select one of these activities and look at whether the decisions
behind them demonstrated a sustainable development approach — that is, did they consider the
matters set out in section 14 (1)(h)?

. Fostering and supporting local community partnerships and collaborative approaches to
solving local issues —this could as small as facilitating the development of a community

garden or as big as formal partnerships with central government providers.

. Initiatives that seek to address economic, social, environmental and cultural (wellbeing)
objectives — this may be as diverse as managing tourism in a small district or redesigning an
urban area towards achieving greater safety, ease of access for all (such as public transport)
and better (long-term focused) infrastructure systems. Council should be able to indicate how

it is evaluating whether the wellbeing objectives are being met.
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o Regional and sub-regional planning may have specific objectives re the four well-beings
(although they may not be described using the term ‘wellbeing’) which council has contributed
towards or at least be signed up to. They may be fighting legal battles under the RMA to
protect what they consider to be more sustainable options. Again, this will have a

decision/council resolution sitting behind it which you could discuss with council.

. Council being proactive in health, youth or safety issues — again often in some form of
partnership with its local community or with central government service providers, but not

necessarily.

. Council may be engaged in considerable lobbying of central government for funding, to raise
awareness of particular needs. This is likely to be in (but not confined to) education, health or

housing for instance.

. Council may be actively engaged in meeting some internationally recognised standard (such
as some form of accreditation) that supports a better local community, and fosters the four
well-beings — World Health Organisation accreditation, Green Globe, Sustainability awards
etc. It's not your job to assess the value of these awards but if council considers that they

promote the four wellbeings, ask them how.

. Council may be engaged in international memberships of relevant organisations such as the
International Council for Local Environmental Initiatives (ICLEI) or Public Sector Performance
Monitoring. They may be using a Swedish decision-making programme called ‘The Natural
Step’ for decisions, or be part of Climate Change initiatives in some way. If so, these councils

will be able to indicate how this contributes to a sustainable development approach.

. Some will be using, or at least sourcing ideas from international sustainability reporting
projects such as the United Nations Global Reporting Initiative (GRI) or Canadian Genuine

Progress Indicators (GPI).

. Some may have sustainability advisors as part of resource consents and planning teams.

Again look at the decision or policy behind the activity.
If in doubt about the answer, please discuss with the OAG local government staff.

Working internally (‘corporate sustainability’):

Council may be very small or for some reason have limited capacity to advocate or lobby central

government or community or business organisations. It may have decided to work on its own
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corporate programme as being more achievable or it may be big enough to be working externally as
well as on its own systems. Most thinking and practice in the sustainable development field indicates
that a sustainable development approach is very much about working locally and collaboratively
which is why internationally local government is leading this field. The current likely scenario in New
Zealand is that there will be wide variety of degrees of what we have called ‘working externally’ and

‘working internally’.

For working internally, the auditor is likely to hear about:

. ‘Greening’ of Procurement policies — such as for its car-fleet, contracting conditions, paper and
machinery

. Auditing energy, waste, water use and making changes based on those audits

. Staff training in sustainability issues possibly at induction or at other times.

. Pilot studies and trials of innovative ideas such as for managing stormwater, working with at risk
local youth, supporting alternative transport options, cleaning up their local landfill, managing
waste differently. Look for innovation, changes in budget allocations.

. References to the degree to which community outcomes guide council decision-making and

objectives or whether they are just wall-paper.

More information

UK Govt sustainability principles and Sustainable Development Commission assessments of local
government (more focussed towards outcomes than process).

Leanne Holdsworth’s paper on Sustainable Development Reporting and Assurance in the Public
Sector June 2007.

Global Reporting Initiative www.globalreporting.org

LGNZ and SOLGM website material.

Ministry for the Environment reports on Climate Change and Sustainability which reference local

government.
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Part Two

Audit Planning and Risk Assessment

Modules 2.4 to 2.6 Audit planning process related modules

No publicly released content
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Part Two

Audit Planning and Risk Assessment

Module 2.7 A controls or a substantive based audit?

Introduction

The LTCCP audit is never going to be a wholly controls based audit just as it is highly unusual for this
to be achieved for a standard financial audit. However, the stronger the control environment and the
more that controls are used on a consistent basis for the development of the LTCCP the more
efficient the audit process can be, particularly in relation to enabling more focus on ‘auditing as you
go’. Auditors need to be encouraging Councils to establish controls over the processes used to
develop the LTCCP where this will lead to a more efficient audit process and minimisation of
undetected error.

The LTCCP audit is not about adopting either a wholly controls or substantive audit approach. There
are many elements to the development of the LTCCP and the surrounding systems. Some of these
lend themselves to having controls established around them whereas others are more one off in
nature, do not relate to a process through which a sufficiently high number of transactions are
processed or are by their nature processes that are more difficult to assess for reliability of any
controls that have been established. When systems are of this nature they are unlikely to be suitable
for a controls testing approach although an auditor may based on their professional judgement

consider that some degree of assurance can be drawn from these systems or processes.

The main area where controls will have the most significant impact on the audit approach is in the
testing of groups of activities required through the Underlying Information sections of the audit
approach (Part 3 modules 3.1 to 3.4). The existence and reliability of controls established by the
Council around the budgeting process, the development of underlying information such as asset
management, activity plans, assumptions and policies, and the performance framework as well as
controls around the entry of data into the financial model will impact on the extent of (but not eliminate

the need for) substantive testing required.

It is important that auditors complete the evaluation of controls as early as possible and that the
outcome of this evaluation is discussed with Council upfront as this has a reasonably significant

implication on the audit approach and the audit's overall size and cost.
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In auditing the prospective information contained in the LTCCP, unlike an audit of an historical annual
report it is not possible to prescribe the levels of testing needed to achieve the level of audit
assurance necessary to give an opinion. Reaching the level of assurance is significantly impacted by
the individual risk assessment of each Council. The level of testing is always a matter of judgement

for the individual auditor but it is important that this is backed up by clear, documented rationale.
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Part Two

Audit Planning and Risk Assessment

Module 2.8 Audit planning process related module

No publicly released content
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Part Three

Perform Audit Fieldwork
Primary Audit Opinion Leg — Underlying Information

Module 3.1 - Asset & Activity Management

Audit Objective

Asset Management related activities:

1) To assess the quality of asset management plan information
2) To assess the accuracy and reliability of the flow of information from the Asset Management
Plans (AMP) into the LTCCP

Non infrastructural asset related activities (e.g. regulatory and community service

activities):

3) To assess the quality of activity management information (non  asset
management/infrastructure related activities)

4) To assess the accuracy, reliability and supportability of non-asset related activity data in the
LTCCP.

Module 3.1 Appendix — Specific areas to consider in detailed
testing of Asset Management Plans

This appendix is designed to assist the auditor to undertake detailed testing of selected Asset

Management Plans.

Note that if through the Auditor’s review of the Council's Asset Management Plan or in reviewing the
controls around the asset management planning environment as part of the internal control
environment work, there is evidence found to support the view that the Council is applying the NAMs
criteria, the matters listed below are likely to be incorporated into the AMP. Therefore, the Auditor may
not need to address these matters that follow in detail. These matters are:

e asset management - demand and consumption;
e asset management - service provision levels and standards;
e asset management - additional asset capacity;

o estimated expenses - risks and uncertainties;
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e estimated expenses - maintenance and operating;
e estimated expenses - depreciation;

e estimated expenses— capital expenditure.

Demand and Consumption information

Does the underlying information assess future demand that:

e addresses all the elements of the service;

o differentiates between existing customers and expected new customers through
development/growth;

e considers all demand types, eg change in usage due to demographics, social trends, price;

e Aligns to other council documents such as long term growth strategies;

o takes account of all the locations or areas to which service is to be delivered;

e includes demand management measures through conservation and system efficiencies; and

e indicates how the Council proposes to deal with the demand (for example through acquisitions or
capital development)?

Service provision levels and standards

Does the underlying service provision levels and standards information provide:

e details of minimum service standards (such as standards set by statute or regulation);

e adescription of the Council’s existing service levels;

o if minimum standards are higher, a gap analysis between existing service levels and minimum
standards;

e agap analysis between existing service levels and intended or desired service levels? And

e details of how Council intends to increase levels of service when a level of service increase has

been identified for the future.

Additional Asset Capacity

Does the underlying information describe how the additional capacity is to be provided or undertaken

and is this information categorised as follows:

Existing Consumers
New Consumers through growth
Existing Consumers
New Consumers through growth

Demand/Consumption factor

Service Level changes factor

Look to see if there are major renewals or replacements that are scheduled just after the 10-year
LTCCP period. This may indicate massaging to take major expenditure outside the planning period.

The key sources of this information would be the asset register where you can identify assets that are
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or will be beyond their projected life and also by considering projected expenditure levels compared to

historical expenditure levels.

Underlying Forecasts - Estimated Expenses, Revenue and Rationale for
Revenue Source Selection

Forecasting Assumptions Risks and Uncertainties

Discuss potential areas of forecasting assumptions and risks with the relevant activity manager and
how such assumptions will be assessed according to the associated risk and impact if an assumption

does not hold. Consider any likely impact of the following:

e physical asset assumptions (such as reliability of age data and of condition and performance
data);

o financial assumptions (such as reliability of renewal forecasts (eg unit or contract rates), of ops
and mtce forecasts and of financial contributions);

e service assumptions (such as intentions by Council to review or revisit the manner in which the
service is conducted including any strategic or policy development processes or partnerships
proposals; or indications that there are concerns with the effectiveness of the service in achieving

the intended service levels).

Maintenance and Operating expenditure

Discuss with the asset manager how each year’'s maintenance & operating costs are compiled to
review the reasonableness of the estimated maintenance & operating expenditure, in relation to the
selected activity/scheme reviewed taking into consideration asset condition and performance

information, and anticipated price and

service volume changes. If the Group of Activities is comprised by several activities or schemes, work
through with the asset manager the methodology and detailed build up for at least one selected

activity/ scheme.

Review the reasonableness of maintenance & operating expenditure in relation to the asset
management plan, eg check that maintenance & operating expenditure is increasing if new assets are

being added. Consider historical expenditure as an indicator of the reliability of the future forecasts.

Depreciation

Discuss depreciation rates and calculations with both the Finance Manager and Asset Manager with

reference to the AMP and fixed asset schedule (or other like documentation) to ensure that:

o useful lives of strategic assets are based on reasonable estimates and are consistent with the
Accounting Policies useful lives;
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e inthe financial model are new assets componentised to accurately develop depreciation
expenses or is one life assumed?

e Depreciation is not being double counted by being calculated on the original asset and then also
on any renewals of that asset; and

o for a selection of depreciation calculations the calculation is performed appropriately including
treatment of revaluations, additions and disposals. In respect of revaluations, our expectation is
that Councils will need to make adjustments to their asset values in accordance with their

revaluation cycle and taking account of likely price impacts on asset values.

Capital Expenditure Tests

Discuss the methodology for the estimates with the asset manager to ensure estimated costs of

capital expenditure are reasonable in relation to relevant costs such as:

e unit costs (for example pipe $ per metre);

e inclusion of engineering supervision costs.

Refer to a similar recent contract either for unit rates or for overall order of costs.

Ensure that NZ IAS 16 concepts are met when cost estimates are prepared, for example:

Include Resource Consent costs
Council on-costs of engineering supervision
Project contingencies

Exclude Feasibility Costs

For sizeable new work anticipated in the next three years, are there full engineering costings on a
specific project basis. For new work anticipated in the succeeding seven years, is there some
formality in the cost estimates (eg using accepted unit rate information or information otherwise
corroborated)? Such estimates should include projected price change impacts. If detailed design has

not yet been completed the estimate would be only a rough order of costs (ROC).
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Module 3.1 Appendix - Guidance on things to consider when
reviewing underlying information for non-infrastructure related
activities.

For some activities, aspects of the activity are centred around assets e.g. Library buildings component
of library services. Itis not necessary to review that aspect again if there is evidence found to support
that the Council is applying the NAMS criteria, as the matters below are likely to have been
incorporated into the asset management plan. Therefore the Auditor may not need to address these

matters that follow in detail for the asset component of the activity.
These matters are:

e activity management - demand;

e activity management - service provision levels and standards;
e activity management - additional service capacity;

o estimated expenses - risks and uncertainties;

e estimated expenses - operating;

e estimated expenses — operating grants to other parties;

e estimated revenue— user fees and grants.

Demand and Growth information

Does the underlying information assess future demand that:

e addresses all the elements of the service;

o differentiates between existing customers and expected new customers through growth;

e considers all demand types, e.g. change in usage due to demographics, social trends, price.
o takes account of all communities to whom the service is to be delivered;

¢ includes demand management measures through pricing

e indicates how the Council proposes to deal with the demand (for example through additional

capacity or contracting out services)
Service provision levels and standards

Does the underlying service provision levels and standards information provide:

o details of minimum service standards (such as standards set by statute or regulation);
e adescription of the Council's existing service levels;
o if minimum standards are higher, a gap analysis between existing service levels and minimum

standards;
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e agap analysis between existing service levels and intended or desired service levels? and
e details of how Council intends to increase levels of service when a level of service increase has

been identified for the future.

Additional Service Capacity

Does the underlying information describe how the additional capacity is to be provided or undertaken

and is this information categorised as follows:

) Existing Consumers
Demand/Consumption factor

New Consumers through growth

) Existing Consumers
Service Level changes factor

New Consumers through growth

Look for new services that the council intends to introduce and how these will be resourced, shared

service agreements and any intentions by Council to exit services including any exit costs

Underlying Forecasts - Estimated Expenses, Revenue and Rationale for

Revenue Source Selection

Forecasting Assumptions Risks and Uncertainties

Discuss potential areas of forecasting assumptions and risks with the relevant activity manager and
how such assumptions will be assessed according to the associated risk and impact if an assumption

does not hold. Consider any likely impact of the following:

e revenue assumptions (such as reliability of user data, level of user fees and current capacity of
service);

o financial assumptions (such as reliability of service delivery forecasts (eg unit or contract rates), of
operating and maintenance forecasts and of financial contributions);

e service assumptions (such as intentions by Council to review or revisit the manner in which the
service is conducted including any strategic or policy development processes or partnerships
proposals; or indications that there are concerns with the effectiveness of the service in achieving

the intended service levels; or the decision to introduce new services).
Management and Operating expenditure

Discuss with the activity manager how each year's maintenance & operating costs are compiled to
review the reasonableness of the estimated maintenance & operating expenditure, in relation to the
selected activity/scheme reviewed taking into consideration condition of chattels and performance

information, and anticipated price and service volume changes. If the Group of Activities is comprised
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by several activities or schemes, work through with the asset manager the methodology and detailed

build up for at least one selected activity/ scheme.

Review the reasonableness of maintenance & operating expenditure in relation to the activity

management plan, eg check that maintenance & operating expenditure is increasing if new services

are being added.
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Part Three

Perform Audit Fieldwork

Primary Audit Opinion Leg — Underlying Information

Module 3.2 - Levels of Service

Audit Objectives

1) To obtain an understanding of the processes to develop levels of service in the underlying
information building up the LTCCP.
2) To confirm that the levels of service agreed with the community or targeted by Council are

accurately and consistently reflected throughout the LTCCP.

This document contains extracts from the LTCCP Audit Methodology 2009-19 and has
been released publicly to assist the Local Government sector in the preparation of
LTCCPs.
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Part Three

Perform Audit Fieldwork

Primary Audit Opinion Leg — Underlying Information

Module 3.3 Linkages of Information and
consistency with other plans and policies

Audit Objectives

1) To confirm the application of Council’s plans and policies (other than Asset and Activity plans
already tested in Module 3.1) in the build up of the LTCCP
2) To assess the compliance of the presentation of financial information in the LTCCP against

best practice

3) To complete overall analytical review (OAR) procedures to confirm whether the LTCCP SOP

is fit for purpose.
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Module
Part Three 34

Perform Audit Fieldwork

Primary Audit Opinion Leg — Underlying Information

Module 3.4 Assumptions

Background and purpose

In developing an LTCCP a Council has to make decisions about how it will approach the future and
take up positions on various issues. In order to reflect these decisions and positions in the LTCCP
Council needs to make some assumptions about components of their decisions which, because they
are in the future, may or may not occur and are subject to a greater or lesser degree of certainty and

control by Council.

Clause 11 of Schedule 10 sets out the requirements of the Local Government Act for the disclosure of
the assumptions underlying the financial and non-financial estimates that Council makes in
developing the LTCCP. The disclosure of assumptions allows the reader of the LTCCP to make their

own judgement as to the assumptions’ quality and reliability.

Council is entitled to make reasonable and supportable assumptions, and importantly to apply to non-
financial and financial estimates, those assumptions it deems necessary and appropriate in
developing the LTCCP so long as it discloses those assumptions (and where applicable the
uncertainty and impact of the uncertainty associated with the assumption). However, it is likely that
many assumptions (type of, e.g. population growth and demographic changes) will be common
across many councils as they will reflect the environment and context that all councils exist in,
although the specifics of the assumption are likely to differ (e.g. expected social changes for each

ward or mesh block'). Assumptions should be reasonable and supportable.

Some assumptions are likely to be fairly straight forward (such as those estimating the cost inputs to
future contracts) and others will be of a more complex and strategic nature dealing with the
uncertainties surrounding environmental, social, economic and cultural changes in the future. Many
of these more complex and strategic assumptions will relate to issues or events that may arise much
further into the future than the term of the LTCCP but for which preparatory steps may be needed in
the current LTCCP timeframe. We would expect such issues to include for example the local impacts

of expected climate changes.

1 A mesh block is the smallest geographical area Statistics NZ use for the calculation of population statistics and
trends. A mesh block in an average urban area could be as small as a grouping of 2 or 3 streets; in rural areas a
mesh block would be far larger.
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While there may be debate about the extent and causes of changes in climate conditions, it is a
reasonable assumption that such changes will continue and therefore that Councils should be making

preparations that are considered appropriate for the local area.

We are not intending to include definitive ‘must have’ assumptions for climate change specifics.
However, we do expect that Council has considered the issues as applicable to their local area. We
would expect that Councils have identified the impacts of climate change on areas under its sphere of
influence such as water supply, stormwater management, land-use, and erosion for example, as well
as other areas in which Council is more likely to be responding to external drivers for example such

as social changes (on urban and rural areas) as a result of more immigration.

We would expect that authoritative sources of information have been used by Council to identify and
consider the long-term issues it faces. International sources could include consideration of the Stern?
report, and the United Nations Intergovernmental panel on Climate Change reports.® Locally, the
Ministry for the Environment has a number of reports on Climate Change specific to local government
planning needs. These are on the Ministry’s website” and are easily accessible. Reports are available
from 2004 onwards, the most recent being the report (and accompanying technological information)

called ‘New Zealand’s climate change solutions: an overview’ from September 2007.

We would expect that councils have at least considered the implications of such reports. Some of this
information may have been discussed more generally when completing the contextual risk review
(Module 2.2), and the self-assessment (Module 2.3). In completing the audit work in this area we
would expect the contextual risk review (Module 2.2) and the self assessment (Module 2.3) work
completed during the planning phase of the audit to provide a good source of information about the
Council that will help the auditor in considering whether the Councils assumptions are appropriate and

complete.

It is important to note that the Local Government Act 2002, Schedule 10 clause requires that in
relation to significant assumptions where there is a high level of uncertainty Councils must
disclose the fact that there is uncertainty and the implications of the uncertainty on the financial
estimates. However FRS 42 paragraph 49 prospective financial statements contain information for
the user to appreciate the degree of uncertainty and the impact of that uncertainty relating to all
assumptions included in the prospective financial statements. On this basis it is necessary for

Councils to identify the level of uncertainty related to each assumption.

2 Stern Review on the Economics of Climate Change, United Kingdom Treasury and Cabinet Office, October
2006
® The International Panel on Climate Change (World Meteorological Organisation and United Nations
Environment Programme) has been publishing reports on climate change for 10 years. However, the reports in
2007 have had major media impacts around the world. There are four parts a) the science basis (Feb 07);
b)impacts, adaptation, vulnerability (April 07); mitigation of climate change (May 07); and a synthesis report for
policy makers (Nov 07).
* www.climatechange.govt.nz/resources/local-govt/index.html
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Audit Objectives

1) To evaluate the appropriateness and completeness of forecasting assumptions and risks
identified by council for the development of the LTCCP

2) To confirm the appropriate application of adopted forecasting assumptions and risk

classifications to the development of the underlying information in the LTCCP.

Module 3.4 Appendix — Guidance on assessing forecasting

assumptions

Background

Each Council is responsible for developing assumptions, ensuring that the individual assumptions
developed are appropriate in the circumstances and to ensure that the assumptions taken as a whole

are appropriate®.

Some key “process areas” for consideration are:

. the expertise and experience of the person(s) preparing the forecast information
. the quality of the documentation supporting the assumptions;
. the ability of Council staff to appropriately deal with broad complex issues and bring them

appropriately into the local content or apply them to Council specific circumstances eg climate
change forecasts are often prepared by international experts which should then be
considered by council for local impacts;

. the extent to which statistical, mathematical and computer assisted techniques are used and
the reliability thereof; and

. the accuracy of past forecast information (and the reasons for significant variances)®.

We have prepared guidance on the type of assumptions we expect to be disclosed within an LTCCP
refer to Appendix — Categories of Assumptions. These assumptions have been categorised as
follows:

Category A — Expected to Haves;

Category B — Likely to Haves (rebuttable presumption); and

Category C — May Haves.

® Financial Reporting Standard No. 42 Prospective Financial statements, paragraph 18 to 25
® “|SAE3400 The Examination of Prospective Financial Information”
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We expect Councils to include all Category A assumptions as part of their “significant forecasting
assumptions” and to include most of the assumptions within Category B. Some Councils will not
require certain Category “B” assumptions, but Auditors should ensure a valid explanation exists as to

why not.

Appendix — Other guidance on identifying assumptions also lists examples of “other information”
(refer to “Other Information” below). We have grouped these examples under headings such as
“Statements of Fact”. We have also provided examples of statements we do not consider to be
assumptions. Our observation of assumptions set out in LTCCPs to date has been that the
assumptions are a mix of assumptions and other statements of fact. The examples are provided in
the Other Information section of Appendix — Other guidance on identifying assumptions are to
illustrate the distinction between matters on which a Council might be required to make an
assumption for the purpose of preparing an LTCCP as opposed to matters of fact that fall within the
decision-making discretion of the Council, or are not reasonably likely events or probabilities about
which an assumption needs to be made. Our preference is that statements of fact are not included in
assumptions but are presented in the information to which they most naturally relate. However the

examples are not absolute and in certain circumstances several of these could be an assumption.

Relationship Between Financial Estimates and Significant Forecasting Assumptions
Financial estimates form part of the LTCCP. As noted above these estimates are based on Council’s
assumptions about future conditions and events, which may or may not occur. A financial estimate’s
quality is therefore dependent on the appropriateness, completeness and reasonableness of the

underlying assumptions as well as on the underlying information.

As well as the disclosure of assumptions in the LTCCP, to further assist readers make an informed
judgement, the Act also requires the Council to provide information about the sensitivity (to change) of
financial estimates. The Act requires an estimate of the potential effects of any significant forecasting

assumption that are subject to a high level of uncertainty on the financial estimates.’.
The Act® requires an Auditor to provide an audit report on the Long-Term Council Community Plan
(LTCCP), and this attestation specifically covers the quality of the information and assumptions that

underlie the forecast information.

An LTCCP must® clearly identify:

all the significant forecasting assumptions and risks underlying the financial estimates;
. the assumptions of the Council concerning the useful life of significant assets, and the

sources of funds for future replacement of significant assets; and

" Schedule 10, Part 1 (112) (c), Local Government Act 2002
8 Sections 84 (4)(b) and 94 (1), Local Government Act 2002
° Schedule 10, Part 1 (11) Local Government Act 2002
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. in any case where significant forecasting assumptions involve a high level of uncertainty, and

an estimate of the potential effects of that uncertainty on the financial estimates provided.

Quality of Significant Forecasting Assumptions

For an assumption to possess the attribute of “quality” it must be reasonable, supportable, consistent
with other assumptions, and with other plans and policies (as disclosed in the LTCCP), and be

applied consistently throughout the LTCCP™.

The auditor should be alert to any gaps in assumptions identified either explicitly by Council in the
self-assessment or as a result of analysis of the responses to the self assessment or through other
work done during the planning phase of the audit, and verify whether or not council has considered
these gaps at some point in the LTCCP development process. For instance if council has assumed or
made the decision that major future impacts of matters such as climate change, the needs of future
generations, or societal changes will not be included in its planning, this is an assumption and it must
be made clear to the community through disclosure in the LTCCP assumptions. Likewise if a council
assumes in a particular matter for example, such as there will be no change or status quo in societal
makeup, in the interests of transparency, these assumptions should be articulated for the community

to assess.

To be reasonable, the assumption should be based on plans that are within the Council’s capacity
and the financial figures should reflect the subsequent expected economic effects of anticipated
strategies, programmes and actions, including those being planned in response to future economic,
environmental or social conditions. Also, sufficient pertinent sources of information should be
considered in developing the assumptions. There should be no bias in the selection of the
assumptions, which could cause the assumptions, considered individually or together, to be unduly

optimistic or pessimistic.

To be supportable, an assumption must be based on the past performance of the entity, the
performance of similar entities, feasibility or other studies that provide objective corroboration, or the
prevailing economic environment. The extent of detailed information supporting an assumption and an
assessment of the reasonableness of each assumption will vary according to circumstances, and will
be influenced by factors such as the significance of the assumption and the availability and quality of

the supporting information.**

Assumptions need to be consistent with each other as they are frequently interdependent, and one
assumption may affect many parts of the LTCCP and lead to the formulation of other interrelated

assumptions. For example, an assumption the population will increase by 3% p.a. is likely to lead to

1% Financial Reporting Standard No. 42 Prospective Financial Information, paragraph 18
! Financial Reporting Standard No. 42 Prospective Financial Information, paragraph 20.
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an assumption about an increase in the projected cost of providing the community’s desired level of
service. Assumptions must also be consistent with the ideas and expectations behind the strategic
plans of the Council. This consistency ensures an item is fairly and accurately translated into financial

estimates. Therefore it is essential that assumptions are reflected consistently throughout the LTCCP.

Our interpretation of the Local Government Act 2002 and FRS 42 is that LTCCPs should always
reflect the best knowledge Councils have today about the 10 years covered by the plan. They can
therefore be described as “best estimates”. Best estimate forecasts are underpinned by best estimate

assumptions about the future and by other underlying information.

Strategic assumptions of Council provide the basis on which Council policies and subsequently asset
management plans are developed. The financial policies, in particular, must comply with section
101(1) and (3) which require that the funding needs of council must be met by including the
consideration of future interests of the community as well as the future impacts of the allocations of

liability on social, economic, environmental and cultural well-being of the community.

Based on these strategic assumptions in order to make an assessment of future costs Councils need
to consider both volume and unit price aspects in all cases but consideration also needs to be given
to whether projects will be subject to technological or approach changes in the future, eg it is not just
prices that will change in the future in relation to infrastructural projects but the method of delivery

may also change from that currently used. . Volume is affected by factors such as:

. projected growth in demand for services;
. planned increases/decreases in service levels; and
. the current state of the infrastructure.

Unit prices are affected by a combination of the current price and expectations about the future track
that the price of the cost might reasonably follow i.e. the inflation component. It is important that all
aspects affecting cost (and other) estimates reflect all factors which influence them. Specifically

inflation must be taken into account in preparing financial forecasts.

Reporting of Significant Forecasting Assumptions

When forecast financial statements are presented, they must also disclose that they have been
prepared on the basis of assumptions as to future events that the Council reasonably expects to
occur, associated with the actions the Council reasonably expects to take, as at the date that the

information is prepared.

Estimates for the early years of the LTCCP would generally be based on the same assumptions as
later years, with an appropriate increase in the level of uncertainty (requiring disclosure where

significant). Refer to the discussion on Risk and Uncertainty below for further comment.
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An LTCCP will generally include a section disclosing “significant forecasting assumptions”. However,
often Council’'s represent “other” information as significant assumptions. When this happens, ‘real’
significant forecasting assumptions may not be sufficiently highlighted and overall clarity is lost'2. An
Auditor should also be alert for significant assumptions disclosed outside this section (as this also
reduces clarity). For example, significant forecasting assumptions stated within a significant activities

section, cost of service statements or in notes to the forecast.

In our view all significant forecasting assumptions should be grouped together (preferably within a
section preceding the forecast financial statements). Other assumptions that are significant for a

Group of Activities could be included in Groups of Activity information.

By reporting in this manner significant forecasting assumptions are clearly identified as required by
the Act.

Undisclosed Significant Forecasting Assumptions

The Auditor should be alert for undisclosed significant forecasting assumptions while reviewing the
LTCCP. For example an estimated amount to upgrade a water pipeline may contain an underlying
and undisclosed significant forecasting assumption, namely, the average unit rate ($/km) used in

determining the estimate. The Council is required to disclose this assumption if it is significant”.

Risk and Uncertainty

While we do not wish to limit the way in which a Council may identify risk, we think “significant risks”
underlying financial estimates are a function of both the likelihood of an occurrence of an uncertainty,

and the materiality of the impact that occurrence would have on a financial estimate.

Both aspects to risk (likeliness and materiality) can be ranked as either being at a high, medium or
low level. We equate “high risk” with the Act’s reference to “high level”'* uncertainty. We think where
an uncertainty (around a specific assumption) has high risk, the Council should disclose the fact of

that uncertainty, and estimate the potential effects of that uncertainty on the financial estimate™.

For example, assume building construction costs were anticipated to increase by 5% but there is a

likelihood that the range could be between 3 and 10 % p.a.

12 Schedule 10, Part 1 (11), Local Government Act 2002 requires all significant forecasting assumptions be
clearly identified within an LTCCP.
3 Schedule 10 Part 1, 11 (a), Local Government Act 2002
4 Schedule 10, Part 1, (112) (c), Local Government Act 2002
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The Council should consider how likely a different rate (other than 5%) is to occur, and if this risk is
high, estimate the effect on the projected cost. If this effect is material the Council should make the
required disclosures™ i.e. show the likely range of cost increase (“fact of the uncertainty”) e.g.
between 3% t010%, or nominate a likely alternate rate e.g. 8% and then estimate the potential cost

increase (“estimate of the potential effects”), e.g. between $5m to $8m, or a fixed value ($7m).

Due to the inherent uncertainty in providing such estimates, it will be acceptable to present an
estimate as a single monetary amount, a range, or both, depending on the perception of the Council
as to the most useful method of presentation for readers. When a range is used to quantify an
uncertainty, care should be taken to ensure that the bands are not so broad that they cease to be

meaningful.

“Other” Information

We recognise the value of including “other” information (see above) within the LTCCP, but encourage
Councils to separate this from significant forecasting assumptions. As noted previously, we believe
by separating significant forecasting assumptions from other information, clarity is enhanced and the

reader’s overall understanding of the financial estimates is improved.

The following are common types of “other” information found within significant forecasting assumption

sections:

. estimates - e.g. the amount of external funding which will be utilised in a year or the cost of
forecast land acquisitions in a period.

. policies - e.g. revenue and financing policies shall remain constant, the basis for cost and

interest allocations.

Assumptions on the Useful Lives of Significant Assets®®

In our view the express requirement of the LGA to disclose the assumptions of the Council concerning
the useful life of significant assets is met by the inclusion of a GAAP compliant'’ depreciation policy
within the forecast financial statements. This note will effectively identify the useful lives of all assets,
thereby encompassing all “significant assets”. For completeness, a Council could refer the reader

from within the section on significant forecasting assumptions to this depreciation policy.

While we think that a GAAP compliant depreciation policy satisfies the LGA requirement, an Auditor

should maintain an awareness for, and respond appropriately to, the following related issues:

5 Schedule 10, Part 1, (112) (c), Local Government Act 2002
! schedule 10, Part 1, (11) (b) (i), Local Government Act 2002
" NZ-1AS16, paragraph 73(c)
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. vested assets (if significant) that have not as yet been included within the Asset Management
Plan;

. the quality of the data used to estimate useful lives;

. assets which provide a level of service to the community that are not owned by the Council,

but which will be or are likely to be replaced by that Council in the future, e.g. user funded
water schemes and private roads; and

. assets which will not be replaced.

Sources of Funds for Future Replacement of Significant Assets'®

In our view the requirement to disclose assumptions regarding sources of funds for the future
replacement of significant assets is met by the inclusion (in the LTCCP) of the required “Revenue and

nl

Financing Policy For completeness a Council could refer the reader from within the section on

significant forecasting assumptions to this policy.

Our view is supported by the concept that the totality of information required within the LTCCP should

assist the Council to accurately plan their community’s future infrastructural requirements.

As infrastructural planning is brought together in the LTCCP, the LTCCP becomes the method by
which a LA translates the community’s (future) desired levels of service into financial estimates. For
these estimates to be accurate, all significant assets that provide a “level of service” must be clearly
identified and appropriately depreciated. This ensures continued future service is provided for the

community.

We believe our “overall approach” satisfies the intent of schedule 10, Part 1 (11) (b) of the Act.

'8 Schedule 10, Part 1, (11) (b) (i), Local Government Act 2002
19 Sections 102(4), 103(1)(b), Local Government Act 2002
68

This document contains extracts from the LTCCP Audit Methodology 2009-19 and has
been released publicly to assist the Local Government sector in the preparation of
LTCCPs.




Office of the Auditor General — LTCCP Audit Methodology 2009-19

Module 3.4 Appendix - Categories of Assumptions

Category A Assumptions Comment
Expected to Haves
1. Useful lives of significant assets As required by Schedule 10 Part 1, 11(b)(i). Refer

reader to depreciation note within accounting policy

2. Sources of funds for future replacement of | As required by SCHEDULE 10 PART 1, 11 (b) (ii).
significant assets Refer reader to Revenue and Funding policy.

3. Projected growth change factors E.g. Level of Services (LOS) volume increases and
any resulting impact on need for infrastructure and
service development, or may impact on revenue or
expenditure levels. This may also impact on
development contributions. Growth (or decline) will
have impacts on factors other than infrastructure for
instance employment, ability to pay for infrastructure,

rating revenue etc

4. Approach to potential climate change E.g. on for instance, land use, water management,
impacts transport, housing. The Ministry for the Environment
website has a number of questions which it proposes
are relevant to the LTCCP:
Are the long-term implications of climate change
identified anywhere in relation to community
outcomes? Is any statement clear and able to be
measured or monitored? If not, is there an
explanation? How is the timeframe of climate change
effects handled? Is there adequate explanation of the
need to act within the framework of the current plan,
although effects may only be apparent during future
plans? Are adaptive responses to potential climate
changes identified in relation to specific assets or
activities (water supply, wastewater, stormwater,
roading, pest management, parks and reserves
management etc)? Are these specific and targeted to
the asset? If a change in level of service, or
additional capacity is planned due to climate change
(i.e. beyond the level of service or capacity based on
other considerations), is this explicit and explained?
Are other programmes or plans relating to climate
change identified (e.g. biosecurity, biodiversity) and
details and budgets specified? Is a monitoring regime

relating to the aspect involving a climate change

response identified and mechanisms, costs and
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Category A Assumptions
Expected to Haves

Comment

duration foreshadowed? Are the levels of uncertainty
involved in the forecasts of climate change explained,

and an estimate of the uncertainty provided?

5. Approach to potential societal changes

E.g. economic or environmental migration,
requirements to respond to increased social diversity,
aging population, changes in the nature of work,

changes to local educational institutions etc.

6. Future price changes (inflation)

E.g.1 COST FACTORS FOR SERVICE DELIVERY
(LEVELS OF SERVICE) e.g. 3% p.a. for Years 1 and
2; 4% for Years 3 to 10.

E.g. 2 COST FACTOFS FOR OTHER COSTS (i.e.
not directly related to providing levels of services e.g.
administration overhead)

E.g. 3 COST FACTORS FOR HUMAN
RESOURCES e.g. 5% p.a. for all 10 years

E.g. 4 COST FACTORS FOR SIGNIFICANT
PROJECTS (such as future land and construction
costs)

E.g. 5 COST FACTORS FOR CURRENCY
MOVEMENT (such as for a significant planned
foreign service/asset purchase)

Cost factors will generally need to be understood by
reference to inflation, but will often differ for different

types of cost.

7. Land Transport NZ subsidy rates

8. Revaluation of non-current assets

Stating the assumption made about revaluation
movements and including the years in which the
revaluations are reflected in the LTCCP.

9. Forecast return on investments

10. Expected interest rates on borrowing

11. Changes to Council’s business dictated
by as yet unknown/unconfirmed
legislation or central government policy

change.

Council to be clear about its approach particularly to
indicative but unconfirmed change in legislation or
central government policy, e.g. change in water

quality or RMA requirements.

Category B Assumptions
Likely to haves —rebuttal presumption

Comment

1. Depreciation rates on planned asset
acquisitions

Disclose assumption where rates to be applied differ
from estimates in the depreciation note in the
accounting policy, e.g. an averaged percentage basis
has been used to calculate future depreciation on

planned asset purchases
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Category B Assumptions
Likely to haves —rebuttal presumption

Comment

2. Resource Consents

State assumption (and basis for it) in relation to
renewal or otherwise of any significant resource

consent the Council has.

3. Currency movements and related asset
values

An assumption about the exchange rate may be
necessary where it significantly effects the future
valuation of an asset/investment or liability;

e.g. log price (rates based on US$ price per tonne)
and the flow on effect to the value and harvesting

plan for a Council’s forestry assets.

4. Renewability or otherwise of external
funding

Assumption of renewal (or otherwise) of any

significant external funding and the terms of renewal.

Category C Assumptions
May Haves

Comment

1. Vector Control subsidies

2. Rental income

3. Other sundry income

4. Council specific assumptions

4.1 That

generate particular cost savings

a specified partnership will

State the assumed cost saving and its general

rationale.

4.2 That a collaborative arrangement with

another party may be established

4.3 That a specific CCTO will return a

specified amount of revenue

4.4 That the ownership of a significant
asset will be transferred to or from

another party

For example, where ownership of an asset is in
dispute or transfer of it to or from the Council is being

consulted on.

5. Consideration of potential changes to

Council capacity

E.g. not expected to grow in staff or elected member
numbers — or could set out assumptions about
potential growth to meet particular demands either

legislative or demographically driven for instance.

6. That planned costs include/exclude any

financial implications of natural disasters
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Module 3.4 Appendix — Other guidance on identifying assumptions

The following examples of Statements of Fact and Other Statements That Are Not Assumptions are
provided to illustrate the distinction between matters on which a Council might be required to make an
assumption for the purpose of preparing an LTCCP as opposed to matters of fact that fall within the
decision-making discretion of the Council, or are not reasonably likely events or probabilities about

which an assumption needs to be made. Our preference is that statements of fact are not included in

assumptions but are presented in the information to which they most naturally relate. However the lists

below are not absolute and in certain circumstances several of these could be an assumption.

Statements of Fact

Comment

1. The levels of service on which the financial

forecasts are based

Identify what the basis for planned costs is, e.g
that the AMP is the basis for future Levels of

Service (LOS) and the basis for the associated
operating and CAPEX requirements within the

Forecast Financial Statements (FFS).

2.Whether the financial statements are

consolidated

E.g. The financial statements are for the parent

Council only.

3. Council structure

E.g. status quo — no change in Councillor

numbers/wards anticipated

4. The LTCCP is based on current Council

policies

E.g. status quo assumed for key policies that
affect the FFS.

5. Projected rates are calculated according
to the funds requirement of each function to

maintain current service levels

LTCCPs.
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Examples of Other Statements That Are Not Assumptions

1. How expected proceeds from normal course of asset sales were “applied” (e.g. to

reinvest in same class, or fund a replacement asset, or apply to debt repayment).

2. Project costs exclude overheads.

3. In matters of judgement the “accounting principle of prudence” has been applied.

4. Asset development projections from 2007/08 are best-estimates based on current

knowledge but will be reviewed before the next LTCCP is adopted.

5. Allfigures are in New Zealand dollars.

6. Working capital will remain at the 30 June 2009 level.

7. All carry forward expenditure will be spent in the following year.

8. The Council has set its projected revenue (incl. rates) at a level sufficient to meet the
projected operating expenditure, except where the Council has resolved that it is

financially prudent not to do so.
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Part Three

Perform Audit Fieldwork

Primary Audit Opinion Leg — Underlying Information

Module 3.5 Generally Accepted Accounting
Practice Compliance (GAAP)

Introduction

The focus of this module is confirming that the prospective financial statements comply with the
requirements of GAAP and in particular the requirements of FRS-42: Prospective Financial

Statements (as revised in 2007).

The key elements of this will be:

a confirming compliance with the presentation requirements of FRS-42. A key presentational
change applying from 1 January 2009 is the replacement of the statement of financial
performance by a statement of comprehensive income, which includes all non-owner
changes in equity (e.g. revaluation movements) as well as the traditional statement of financial
performance items.

b confirming that the LTCCP explains the relationship between the prospective cost of services
statements and the prospective financial statements (as required by FRS-42 paragraph 40). In
most cases, this will best be achieved by means of a reconciliation.

c confirming that the LTCCP discloses and quantifies the effect of any changes in accounting
policies from the prior period annual report and also from the prior LTCCP (as required by FRS-
42 paragraph 62).

d confirming that the prospective financial information is prepared in accordance with the
accounting policies expected to be used for subsequent reporting of historical financial
statements. This will include confirming that councils have correctly applied the new or revised
NZ IFRS that will apply from 1 January 2009.

While this module includes consideration of the FRS-42 requirements in relation to assumptions and
“best information”, the main audit work in the area of assumptions (including considering
appropriateness of assumptions about future price changes and future asset revaluations) will be

completed under Assumptions module 3.4.
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Audit Objective

To confirm compliance with generally accepting accounting practice for prospective financial

statements.

Module 3.5 Appendix - FRS-42 Prospective Financial statements
(Revised 2007) checklist

Application

The revised FRS-42 applies to prospective financial statements published on or after 1 January 2009.
However prospective financial statements prepared prior to 1 January 2009 that relate to periods
commencing after 1 January 2009 should apply the revised FRS-42 as its presentational

requirements are consistent with those that will be used for subsequent historical financial reporting.

FRS-42: Prospective Financial Statements requirements

FRS-42 FRS- Meets LTCCP | Auditor
42 Yes/No/ | page | comments or
para. NA ref. workpaper
ref. reference
1 General Principles

Based on the audit work done in the other
methodology modules does the prospective
financial information meet the general
principles of FRS-42:

1.1 a  An entity shall use the best 13
information available at the time
prospective financial statements are
prepared in determining the
assumptions and information used in
the preparation of the prospective

financial statements.
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FRS-42: Prospective Financial Statements requirements

FRS-42

FRS-
42
para.
ref.

Meets

Yes/ No/
NA

LTCCP

page
ref.

Auditor
comments or
workpaper
reference

1.2

b  The information in prospective financial
statements shall be reasonable and
supportable and faithfully represent
the assumptions and information on

which the statements are prepared.

14

1.3

¢ The prospective financial statements
shall be understandable, relevant,

reliable and comparable.

16, 17

Assumptions

Based on the audit work done in the other
methodology modules do the assumptions

meet the requirements of FRS-42;

21

Assumptions shall be based on the best
information available to the entity, be
consistent amongst themselves, consistent
with current plans of the entity, and applied
consistently. An entity shall have reasonable
and supportable basis for the determination
of assumptions underlining prospective

financial statements.

18

Presentation and Disclosure

Confirm that the prospective financial
statements meet the following presentation

and disclosure requirements:
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FRS-42: Prospective Financial Statements requirements

FRS-42 FRS- Meets LTCCP | Auditor
42 Yes/ No/ | bage comments or
para. NA ref. workpaper
ref. reference
3.1 An entity shall present a complete set of 28
prospective financial statements, including:
a a prospective statement of financial
position;
b a prospective statement of
comprehensive income;
c a prospective statement of changes
in equity;
d a prospective statement of cash
flows; and
e notes, comprising a summary of
significant accounting policies,
significant assumptions and any
other relevant information underlying
(a) to (d).
3.2 The prospective statement of financial 29
position shall separately disclose:
a current assets;
b non-current assets;
c current liabilities;
d non-current liabilities;
e equity, including separate disclosure of
minority interests.
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FRS-42: Prospective Financial Statements requirements

FRS-42

FRS-
42
para.
ref.

Meets

Yes/ No/
NA

LTCCP

page
ref.

Auditor
comments or
workpaper
reference

3.3 As a minimum, the prospective statement

a.
b.
c.

of comprehensive income shall separately
disclose:

revenue;
finance costs;
depreciation and amortisation
expense;
share of the profit or loss of
associates and joint ventures
accounted for using the equity
method;
tax expense;
a single amount comprising the total
of (i) the post-tax profit or loss of
discontinued operations and (ii) the
post-tax gain or loss recognised on
the measurement to fair value less
costs to sell or on the disposal of the
assets or disposal group(s)
constituting the discontinued
operation;
surplus/deficit;
each component of other
comprehensive income classified by
nature (excluding amounts in (i));
share of the other comprehensive
income of associates and joint
ventures accounted for using the equity
method; and

total comprehensive income.

31
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FRS-42: Prospective Financial Statements requirements

FRS-42 FRS- Meets LTCCP | Auditor
42 Yes/ No/ | bage comments or
para. NA ref. workpaper
ref. reference
3.4 In addition to the information required by 32
paragraph 31, an entity shall present, either
on the face of the statement of
comprehensive income? or in the notes, an
analysis of expenses using a classification
based on either the nature of expenses or
their function within the entity, whichever
provides information that is reliable and
more relevant.
35 The following items shall be disclosed in the | 33

prospective statement of comprehensive
income as allocations of surplus or deficit for

the period:

a  surplus or deficit for the period

attributable to:
i minority interest; and
il owners of the parent;

b  total comprehensive income for the

period attributable to:
i minority interest; and

il owners of the parent.

% FRS-43 still refers to income statement. Presumably this should have been amended in the 2007 revision.
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FRS-42: Prospective Financial Statements requirements

FRS-42 FRS- Meets LTCCP | Auditor
42 Yes/ No/ | bage comments or
para. NA ref. workpaper
ref. reference

3.6 As a minimum the prospective statement 34
of changes in equity shall separately
disclose:
a total comprehensive income for the
period showing separately the total
amounts attributable to owners of the
parent and to minority interest;

b  the amounts of transactions with
owners in their capacity as owners,
showing separately contributions by
and distributions to owners; and

¢ total equity and each component of
equity.

3.7 The prospective cash flow statement shall | 37

separately disclose major classes of gross

cash receipts and gross cash payments

from each of the following categories of cash

flows, except to the extent that such cash

flows are reported on a net basis, as

permitted by the relevant standard:

a  cash flows from or used in operating

activities;
b  cash flows from or used in investing
activities; and
¢  cash flows from or used in financing
activities.
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FRS-42: Prospective Financial Statements requirements

FRS-42 FRS- Meets LTCCP | Auditor
42 Yes/ No/ | bage comments or
para. NA ref. workpaper
ref. reference
3.8 In the prospective cash flow statement: 38
a  cash flows from interest and dividends
received and paid shall each be
disclosed separately;
b  cash flows arising from taxes on
income shall be separately disclosed
and shall be classified as cash flows
from operating activities unless they
can be specifically identified with
financing and investing activities;
¢ the aggregate cash flows arising from
acquisitions and from disposals of
subsidiaries or other business units
shall be presented separately and
classified as investing activities; and
d the netincrease or decrease in cash
and cash equivalents shall be
separately disclosed.
3.9 Additional disclosure of any item that is of 39
such incidence and size, or of such nature,
that its disclosure is necessary to explain the
prospective performance, position or cash
flows of the entity. An adequate description
of each item shall be given to enable its
nature to be understood.
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FRS-42: Prospective Financial Statements requirements

FRS-42

FRS-
42
para.
ref.

Meets

Yes/ No/
NA

LTCCP

page
ref.

Auditor
comments or
workpaper
reference

3.10

Where an entity presents prospective
financial information in addition to the
information reported in the prospective
financial statements, the relationship of that
additional information to the information
reported in the prospective financial
statements shall be explained. The

explanation may be by way of reconciliation.

[Note that this requires councils to explain
the relationship between the prospective
cost of services statements and the
prospective financial statements. In most
cases, this will best be achieved by means

of a reconciliation.]

40

3.11

The reporting period covered by prospective
financial statements shall coincide with
those for which the annual historical
financial statements will subsequently be

presented.

44

3.12

Disclose the following, if not disclosed
elsewhere in information published with the

prospective financial statements:

a  adescription of the nature of the
entity’s current operations and its
principal activities; and

b  adescription of the nature of the
entity’s operations and its principal
activities for the period of the

prospective financial statements.

47
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FRS-42: Prospective Financial Statements requirements

FRS-42

FRS-
42
para.
ref.

Meets

Yes/ No/
NA

LTCCP

page
ref.

Auditor
comments or
workpaper
reference

3.13

Disclose the purpose for which prospective
financial statements have been prepared

together with a caution that the information
in those statements may not be appropriate

for purposes other than those described.

48

3.14

Disclose the information necessary for a
user to appreciate the degree of uncertainty
attaching to the information in those
statements and the impact of that

uncertainty.

This requires the disclosure of assumptions,
the risks associated with those assumptions,
and other matters and information which are
of importance to users’ understanding of the

prospective financial statements.

49, 50

3.15

Disclose all significant assumptions
underlying prospective financial statements,
separately and clearly identified in a manner
that makes their significance understandable
to users. Where possible, assumptions shall

be quantified.

51

3.16

Disclose when prospective financial
statements are not based on the entity’s
existing business, together with a

description of the changes proposed.

53
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FRS-42: Prospective Financial Statements requirements

FRS-42 FRS- Meets LTCCP | Auditor
42 Yes/ No/ | bage comments or
para. NA ref. workpaper
ref. reference

3.17 Disclose: 55

a the bases on which the significant
assumptions have been prepared,
including the principal sources of
information from which they have been
derived,;

b  the extent to which actual events and
transactions have been reflected in the
prospective financial statements;

¢ the factors that may lead to a material
difference between information in the
prospective financial statements and
the actual financial results prepared in
future reporting periods; and

d the assumptions made in relation to
those sources of uncertainty and the
potential financial effect of the
uncertainty on the prospective financial
statements.

3.18 Include a cautionary note to the effect that 59

actual financial results achieved for the

period covered are likely to vary from the

information presented, and that the

variations may be material.

3.19 Where an entity publishes both parent and 63

group financial statements for historical

reporting purposes but does not publish

group prospective financial statements, it

shall disclose the reasons for not presenting

group prospective financial statements.
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FRS-42: Prospective Financial Statements requirements

FRS-42

FRS-
42
para.
ref.

Meets

Yes/ No/
NA

LTCCP

page
ref.

Auditor
comments or
workpaper
reference

3.20

Disclose:

a

the date when the prospective financial
statements were authorised for issue
and who authorised the issue of the

prospective financial statements;

a statement that the person or body
that authorised the issue of the
prospective financial statements by the
entity is responsible for the prospective
financial statements presented,
including the appropriateness of the
assumptions underlying the
prospective financial statements and all

other required disclosures;

the extent to which actual financial
results are incorporated and the period

covered by those results; and

whether or not it is intended to update
the prospective financial statements
subsequent to presentation and, if so,

when.

65

3.21

Where revised prospective financial

statements are issued, disclose:

a

the reasons for revising the prospective

financial statements;

an explanation of the changes made,
including a reconciliation of material

differences;

the date as at which the statements

were revised.

69
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FRS-42: Prospective Financial Statements requirements

FRS-42

FRS-
42
para.
ref.

Meets

Yes/ No/
NA

LTCCP

page
ref.

Auditor
comments or
workpaper
reference

3.22

An entity whose prospective financial
statements comply with FRS-42 shall make
an explicit and unreserved statement of

such compliance in the notes.

10

Accounting Policies — disclosure

Confirm that the following disclosure
requirements in relation to accounting

policies have been met:

4.1

Significant accounting policies used as a
basis for the preparation of prospective
financial statements shall be disclosed in
accordance with NZ IAS 1.

NZ IAS 1 requires:

108. An entity shall disclose in the summary

of significant accounting policies:

(a) the measurement basis (or bases) used

in preparing the financial statements; and

(b) the other accounting policies used that
are relevant to an understanding of the

financial statements.

As the FRS-42 requirement is as per NZ IAS
1, we would expect the level of disclosure
for accounting policies in the LTCCP to be

the same as in the annual report.

60

4.2

Where prospective financial statements give
effect to a change in accounting policy, this
change shall be disclosed, including the
reason for the change and its effect on the

prospective financial statements.

We would expect the effect to be quantified.

61
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FRS-42: Prospective Financial Statements requirements

FRS-42

FRS-
42
para.
ref.

Meets

Yes/ No/
NA

LTCCP

page
ref.

Auditor
comments or
workpaper
reference

4.3

The changes in accounting policies required
to be disclosed (together with their effect)
include changes from the accounting
policies used in the prior period historical
general purpose financial statements (i.e.
the prior annual report) and changes from
the accounting policies used in prior period
prospective financial statements where
prospective financial statements are
presented for more than one year (i.e. the
prior LTCCP).

62

Accounting Policies

5.1

Prospective financial statements shall be

prepared in accordance with the accounting
policies expected to be used in the future for
reporting historical general purpose financial

statements.

41

5.2

Where an entity presents both parent entity
and group financial statements for general
purpose historical financial reporting, it
should consider whether both parent entity
and group prospective financial statements

should be presented.

Our expectation is that most councils will
continue to only report parent entity
prospective financial statements in their
LTCCP.

42
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Part Three

Perform Audit Fieldwork

Primary Audit Opinion Leg — Performance Information

Module 3.6 Performance Management

Introduction and purpose

Local authorities should provide services that meet the needs of their communities in an efficient and
effective way (LGA, section 14(1)(a)(ii)). To demonstrate accountability for delivery of these services
they need to provide sufficient and robust performance information in the LTCCP to show:
e the services that will be carried out and why;
e the service levels required to meet the needs of their communities or other duties and
intentions of Council; and

¢ the planned level of service intended to be achieved.

Specifically, the LTCCP must include “a statement of the intended levels of service provision for the
group of activities, including the performance targets and other measures by which actual levels of
service provision may meaningfully be assessed” (Schedule 10, Part 1, 2(a)). The Auditor’s report
which is included in the LTCCP statement of proposal (SOP) and the adopted LTCCP must, among

other matters, cover:

The extent to which the forecast information and proposed performance measures will
provide an appropriate framework for the meaningful assessment of the actual levels of
service provision. (LGA, sections 84(4) and (94(1))

The Auditor therefore needs to consider if:
o there is a framework for the assessment of achievement of service levels;
o the service level measures themselves provide a useful way of measuring performance
and understanding performance achievements; and

e the targets or estimates are reasonable and based on sound information.

The forecast service performance information comprises the levels of service, the performance
measures and the performance targets. These should be set within the broader context of social,
economic, environmental, and cultural well-being, community outcomes and Council's strategic

objectives and duties. Together these elements comprise the performance framework.

88

This document contains extracts from the LTCCP Audit Methodology 2009-19 and has
been released publicly to assist the Local Government sector in the preparation of
LTCCPs.




Office of the Auditor General — LTCCP Audit Methodology 2009-19

Effective performance reporting expresses useful, appropriate performance information in a
structured, systematic and logical way, allowing the reader to readily understand and link the
achievement of performance targets with the overall aims of Council. This module sets out tools to

assist the Auditor to make judgements on the effectiveness of the performance reporting.

One important consideration is whether the performance measures and targets in the LTCCP are built
up from the measures and targets which are used by the local authority in managing its own business.

That is, there is a relationship between the internal and external performance reporting.

Another issue to which the Auditor should pay particular note is in relation to targets where the
authority either presents a realistic target, but the target does not reflect statutory requirements, or
conversely the local authority reflects the statutory requirements but the target is not realistic (for

example, the processing times for building consents).

A coherent performance reporting framework, containing quality information, will clearly link the
performance elements in the LTCCP. The key elements of a coherent performance framework and
the qualitative characteristics of non-financial performance reporting are summarised in the tables

below.
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KEY ELEMENTS OF THE PERFORMANCE
FRAMEWORK

1. Well-being - sustainable development
approach

2. Community outcomes: the community’s vision
and aspirations

3. Performance measures (for community
outcomes): measures to assess progress towards
achieving community outcomes

4. Council’'s strategic objectives: strategic
priorities & choices

5. Groups of activities: activities within each
group of activities clearly identified

6. Rationale for activities: how the groups of
activities contribute to well-being/outcomes and to
Council’s strategic objectives and duties

7. Significant negative effects: any significant
effects of an activity on the social, economic,
environmental, or cultural well-being of the
community

8. Service levels: intended levels of service
delivery

9. Performance measures (for service delivery):
the specific criteria or means used to objectively
measure performance (in detail for years 1-3, in
outline for years 4-10)

10. Targets: the level of performance sought

Supported by quality information on:
forecast expenditure

assets

resources (capability, capacity)

robust assumptions

QUALITIES OF NON-FINANCIAL
PERFORMANCE REPORTING

1. Relevant:

— Context provided (such as Council's
strategic objectives, past performance, and
current environment)

— Clear, logical links between elements of the
performance framework (rationale for
selection of service performance
information is therefore evident)

— Meets the information requirements of
stakeholders

— Relates to and is useful for management
decision making

— Clearly linked to the financial information,
including significant areas of planned
expenditure, and aligned with asset
information

2. Reliable:

— Faithfully represented and supportable,
resulting in reasonable targets and robust
assumptions

— Neutral

— Complete and balanced (sufficiently
comprehensive, aggregated where
appropriate and reasonable, covering the
significant activities, clearly identifying
service levels for all important aspects)

3. Understandable:

— Clear presentation, classification of
information and content

— Coherent, with clear context and linkages
— Plain English, visual appeal

4. Comparable:

— Across different reporting periods to show
trends

— Presents key information consistently
across services

90

This document contains extracts from the LTCCP Audit Methodology 2009-19 and has
been released publicly to assist the Local Government sector in the preparation of

LTCCPs.




Office of the Auditor General — LTCCP Audit Methodology 2009-19

Audit Objectives

The overall audit objective is to establish the extent to which the forecast information and
performance measures will provide an appropriate framework for the meaningful assessment of the

actual levels of service provision. The underlying objectives are:

1. Performance management approach:
To assess if Council has a comprehensive, systematic approach to performance
management that is likely to generate forecast service performance information in the
2009/19 LTCCP that is relevant, reliable, understandable and comparable.

2. Performance framework:
To check that the performance framework in the LTCCP:
. contains the key elements, ranging from the community outcomes through to
performance targets;
. the elements are logically linked;
. the elements are set within the context of its communities’ social, economic,
environmental, and cultural well-being; and

. the framework is consistently used across the groups of activities.

3. Community Outcome measures:
To assess the appropriateness of the community outcome measures and to assess the

quality of the information in the LTCCP SOP on the monitoring arrangements.

4. Quality of forecast service performance information:
To assess to what extent the forecast service performance information in the LTCCP is
relevant, reliable, understandable and comparable, and therefore will provide a useful,

appropriate way of understanding performance achievements and measuring performance.
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Part Three Module
3.7

Approach to the SOP Audit

Primary Audit Opinion leg - Compliance

Module 3.7 Decision-making and consultation

Introduction and purpose

This section of the audit will provide an assessment of the quality and effectiveness of the council’s
decision-making and consultation processes in the years leading up to the LTCCP as well as those
contained within the LTCCP SOP itself. This work will be done using the information from the
contextual risk review (Module 2.2), and the information provided in the self-assessment (Module 2.3),

supported by testing of selected decision-making and consultation processes.

This component of the methodology focuses on the legislative compliance of the decision-making and
consultation processes used over time within Council, as these support the development of the
LTCCP SOP document. This aspect of the methodology will require evaluation of decision making
and consultation processes against the requirements set out in the Act. This will be a broad
assessment of decision making and consultation processes used in the development of components

of the underlying information used to develop the LTCCP SOP.

The steps in the module focus predominantly on the decision making and consultation processes
employed by Council, but also consider the governance approach to the LTCCP and the way Council
has embedded long term integrated and sustainable decision making processes and evaluations into
overall decision making processes. For decision-making specifically, this Module considers how
Council has addressed the decision-making requirements of s77 (decision-making requirements), and
s78 (taking community views into consideration). For consultation in general, s82 (principles of

consultation) is important.

Consideration of adherence to the requirements of the Special Consultative Procedure (SCP) in
relation to the SOP (s84 special consultative procedure for an LTCCP) will occur in the final audit
module (Part 5 of the LTCCP audit methodology) where the auditor will need to evaluate the

consultation process including the councils approach to consideration of submissions on the SOP.
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Audit Objective

To ascertain whether the decision-making and consultation processes underlying the development of

the LTCCP SOP are compliant with the decision-making and consultation requirements of the Act.
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Part Three

Perform Audit Fieldwork

Primary Audit Opinion Leg — Compliance

Module 3.8 - Document Presentation

Introduction and purpose

This component of the methodology focuses on the legislative compliance of the LTCCP SOP
document. This relates primarily to the public face of the document and focuses on the elements that
the Act requires to be present within an LTCCP and the logical linkages that should be made between

elements of the contents of the LTCCP to enhance readability of the document.

The checklist to be completed in this module is designed to be an objective assessment of the
completeness of the contents of the document. The assessment of the quality and effectiveness of
the contents is to be completed and concluded on primarily following the steps set out in module 3.10
Right Debate but also in conjunction with work completed in the Underlying information modules of
the methodology.

The testing set out in this module is substantive and it is expected that in the majority of cases there
will be limited possibility to reduce the extent of this testing. However, where the Council has very
strong quality assurance procedures in place and can provide evidence of an in-house process to
check that all legislative compliance requirements in respect to presentation of the document have
been addressed the auditor may be able to obtain sufficient assurance to conclude on this Step

without completing the checklist in full.
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Module 3.8 Appendix - Contents and Integration Review on SOP

This checklist asks the Auditor to confirm that the contents:

- required by the Local Government Act are included in the LTCCP Statement of Proposal,

and

- are adequately integrated. Integration is key to a robust LTCCP.

We have not set out the statutory contents in sequential order as they appear in the Local
Government Act for this Review Guidance. Rather we have grouped statutory contents according to

information sets that are likely to appear in LTCCPs.

Our suggestion is that the same person completes the Contents and Integration Review and the also
completes the assessment of the Council's LTCCP SOP summary required by Module 3.10 Right
Debate. The reason for this suggestion is because completing the Contents and Integration review
provides a very good overview of the SOP and therefore puts the person who does this work in a very
good position to assess the completeness of the SOP summary. It is also suggested that this

checklist is completed as soon as possible following receipt of draft SOP document.

The Auditor should raise with the Council, any matters:

° That appear to breach statutory LTCCP disclosure requirements;
° That appear to breach GAAP disclosure requirements; or
° Where there appears to be inadequate disclosure of relevant information necessary to assist

the reader’s understanding of the LTCCP.
The Auditor should also provide the Council with any comments about the structure, readability and

presentation of the LTCCP. References are to requirements of the Local Government Act 2002 or

FRS 42 Prospective Financial Statements unless otherwise noted.
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Reference

Checks on the LTCCP document

Auditor Response
Yes/No/NA

Auditor comments to support

Yes/No/NA assessment

1 Section 84(3) Special
Consultative
Procedure In Relation
To Long-Term
Council Community
Plan

Section 80

Does the LTCCP explicitly identify issues for
consultation, including any proposals for the decisions
to which section 97 applies which were not included in
the last LTCCP adopted, including:

e the details of and reasons for the proposal,

e an analysis of the reasonably practicable options;

e where a proposal would transfer ownership or
control of a strategic asset, a description of any
accountability or monitoring arrangements and an
assessment of whether there are any conflicts of
interest arising from the proposal, and, if so, how
these conflicts will be managed; and

e where a proposal is to assume or cease
responsibility for an activity, an assessment of the
possible effects on other current providers of the
activity; and an assessment of whether there are
any conflicts of interest arising from the proposal,
and, if so, how they will be managed?

Is the Auditor aware of any instances in which the
LTCCP includes proposals that are significantly
different to any policy or plan previously adopted by the
Council?

If so, does the LTCCP include a description of the
inconsistency, the reasons for it and any intentions to
amend the policy or plan to accommodate the
decision?
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Reference

Checks on the LTCCP document

Auditor Response
Yes/No/NA

Auditor comments to support

Yes/No/NA assessment

2 Community
Outcomes [sch 10,
Part 1, Clause 1] and
sections 91 and 92

The LTCCP must, to the extent determined appropriate by Council,
describe the community outcomes for the district.

Does the LTCCP set out:

the community outcomes for the Council’s district
or region;

how these outcomes were identified, the LTCCP
should describe how the community outcomes
were determined to provide the readers with an
understanding of the processes involved and the
status of the outcomes;

how the Council will contribute to furthering each
of these outcomes, where the Council
contributes to a significant degree to an
outcome, then the description of the contribution
should likewise be more comprehensive;

how the outcomes relate to other key strategic
planning documents and processes;

how the Council will work to further the outcomes
with other public and private organisations
(including describing the way Council will work
with others, the types of interaction it seeks, and
the process for agreement (who, what, how and
why));

the measures that will be used to assess
progress toward the outcomes and the
monitoring arrangements proposed?

Has the description of how the Council will work with
other organisations covered the following types of
organisations:
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Reference

Checks on the LTCCP document

Auditor Response
Yes/No/NA

Auditor comments to support
Yes/No/NA assessment

other local and regional organisations;
Maori;

central government organisations;
non-governmental organisations;
private sector organisations?

3 Determining
Significance [sch 10,
Part 1, Clause 7] and
section 90

Does the LTCCP contain a summary of the Council’s
significance policy which broadly covers the:

general approach taken by the Council to
determining the significance of proposals and
decisions in relation to issues, assets or other
matters;

any thresholds, criteria or procedures that are
used,;

the assets considered to be strategic?

Are the strategic assets identified in the Council’'s
significance policy also identified as assets required for
groups of activities or as investments in the Council’s
investment policy?

Are any significance policy approaches, thresholds,
criteria or procedures indicated for decision-making
with respect to strategic investment assets consistent

with:

the section 105 Investment Policy; and

any proposals in the LTCCP for the use of
investment proceeds, or the acquisition or
disposal of any strategic investment assets?
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Reference

Checks on the LTCCP document

Auditor Response
Yes/No/NA

Auditor comments to support
Yes/No/NA assessment

4 Group of Activities
[sch 10, Part 1,
Clause 2] - Overview

Does the group of activities information present a clear
picture of the major activities of the Council and the
costs of those activities, including whether:

° the present and proposed service levels and the
performance measures of these service levels
reflect change that might be reasonably
anticipated as a result of the financial forecast
projections (for example capex to accommodate
service provision levels and standards);

o the financial statements reflect spending that
might be reasonably anticipated as a result of the
service level performance forecast information?

Is the group of activities information consistent with the
forecast financial statements, including:

° are the revenue and expenses for the groups of
activities correctly included in the overall
forecast financial statements;

o are consistent and appropriate headings used
between revenue and expenses statements for
the groups of activities and the forecast financial
statements;

o do notes explain how groups of activity
information has been aggregated into the
forecast financial statements?

5 Group of Activities:
Service rationale and
non financial
performance

In relation to each group of activities, does the LTCCP:

° identify the activities within the group of activities;
o identify the rationale for delivery of the group of
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
ves/No/NA Yes/No/NA assessment

information [sch 10, activities, including the community outcomes to
Part 1, Clauses which those activities contribute;
2(1)(a) — (c), 2(1)(e) . outline any significant negative effects that any
and 2(2)(a) - (c)] activity may have on the social, cultural,

economic and environmental well-being of the

community;

° provide in detail for each of the first three years

and in outline for subsequent years:

- a statement of intended service levels; and

- for each service level, performance targets
and other measures?

If a Council is not undertaking a group of activities or
activities toward the achievement of a community
outcome it ought to provide a rationale for why not.

6 Group of Activities: Does the LTCCP, for each group of activities, identify

Current asset and the assets required and:
additional asset o
capacity ° how the Council will assess and manage the
management asset management implications of the changes
information [sch 10, to the following and the estimated additional
Part 1, Clause 2(1)(d)] capacity required for: . .

- demand for, or consumption of, services;

and
- service provision levels and standards?
o how additional asset capacity:

- provision will be undertaken:
- costs will be met?

o how maintenance, renewal and replacement of
assets will be undertaken and the costs met?
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
ves/No/NA Yes/No/NA assessment
7 Group of Activities: Does the LTCCP include for each group of activities in
Financial detail for each of the first three years and in outline for
performance subsequent years:
information [sch 10, . o
Part 1, Clause 2(1)(e) | ® the estimated expenses of achieving and
and 2(2)] maintaining the identified service levels,

including the estimated expenses associated
with maintaining the service capacity and
integrity of assets;

a statement of how the expenses are to be met;

a statement of the estimated revenue levels, the
other sources of funds, and the rationale for their
selection in terms of section 101[3]?

The s101(3)(a) considerations are the:

outcomes to which activities contribute;

distribution of benefits to the community as a
whole, individuals and identifiable parts of the

community;

o period over which benefits occur;

o extent to which individual's or group’s actions or
inactions contribute to the need to undertake a
service;

o costs and benefits, including the consequences
for transparency and accountability;

o the overall impact of any allocation of liability for

revenue needs on the current and future social,
economic, environmental and cultural well-being
of the community.
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

Does the presentation of the group of activities
information allow the relationship between estimated
expenses and revenues, and the Council's Revenue
and Financing Policy for the selection of revenue
mechanisms and the reasons for their selection to be
understood?

If the Council has not set each year’s projected
operating revenues at a level sufficient to meet that
year’s projected operating expenses, refer also to the
section in this guidance regarding the Statement
Concerning Balancing of Budget [sch 10, Part 1,
Clause 9, sections 100].

8 Summaries of If the Council is a territorial authority, does the LTCCP
assessments of contain the Council’s:
water and sanitary
services and waste o most recent Water Services and Other Sanitary
management plans Services Assessment or a summary of this
[Sch 10 Part 1, Assessment;
Clause 3 and o Waste Management Plan for the district?

sections 125 — 128,
and Part 7 Subpart 5
section 197 — 203]

Is the Council consulting on a new assessment or plan
in the LTCCP? If so, does the assessment or plan
being consulted on identify and explain any significant
variation from the content of the prior assessment or
waste plan?

Assess, based on entity knowledge, whether there is a
possibility that there may be variations in the plans or
summaries that ought to be explained.

Does the assessment of water services contain a

102

This document contains extracts from the LTCCP Audit Methodology 2009-19 and has been released publicly to assist the Local Government
sector in the preparation of LTCCPs.




Office of the Auditor General — LTCCP Audit Methodology 2009-19

Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

description of the means by which:

o drinking water is obtained by residents of, and
communities within, the district, including the
extent to which water supply is provided within
the district by the territorial authority and any
other person; and the water is potable?

° sewage is disposed of within the district,
including the extent to which reticulated
sewerage and sewage treatment services are
provided within the district by the territorial
authority and any other person?

o stormwater is disposed of within the district,
including the extent to which drainage works are
provided within the district by the territorial
authority and any other person?

Does the assessment of water services contain:

° an assessment of any risks to the community
relating to the absence in any area of either a
water supply or a reticulated wastewater service
or both; and

o an assessment of:

- the quality and adequacy of supply of
drinking water available within the district
for each community; and

- the quality and quantity of wastewater
discharged from reticulated sewerage or a
sewage treatment system.

Does the assessment of water services contain a
statement of:
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Reference

Checks on the LTCCP document

Auditor Response
Yes/No/NA

Auditor comments to support
Yes/No/NA assessment

current and estimated future demands for water

services within its district including any issues

related to:

- the quality and adequacy of supply of
drinking water for each community; and

- the health and environmental impacts of
discharges of stormwater and sewage
(whether treated or untreated) arising from
the current and future demands; and

- the options available to meet the
estimated future demands and an
assessment of the suitability of each
option for the district and each community
init?

the Council’s intended role and its proposals for

meeting the estimated future demands, including

proposals for any new or replacement

infrastructure; and

the extent to which the Council’s proposals will
ensure that public health is adequately
protected?

Does the assessment of sanitary services contain:

for the district and each community in it, a
description of the sanitary services provided and
a Forecast of future demands for sanitary
services?

a statement of:

- the options available to meet the Forecast
demands and an assessment of the
suitability of each option for the district and
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Reference

Checks on the LTCCP document

Auditor Response
Yes/No/NA

Auditor comments to support
Yes/No/NA assessment

each community in it;

- the Council’s intended role and its
proposals for meeting the Forecast
demands, including proposals for any new
or replacement infrastructure; and

- the extent to which the Council's proposals
will ensure that public health is adequately
protected?

Does the group of activities, service rationale, service
levels and non-financial performance information reflect
the information contained in the assessment about:

e the intended role of the Council;
e the description of the services provided or
intended to be provided by the Council?

Does the group of activities asset and estimated
expenses and revenue information reflect the
information contained in the assessment about the
proposals for meeting the Forecast or estimated
demands, including proposals for any new or
replacement infrastructure?

9 Land Transport
Management Act
2003 section 13

Does the LTCCP include a land transport programme?

If so, consider whether the information contained in the
programme is consistent with the information set out for
the relevant group of activities information.

Under s 13 of the LTMA a local authority need not
prepare a land transport programme for a financial year
if:
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

e the local authority's LTCCP includes the matters
required to be in a land transport programme;

e Land Transport NZ and the Authority are satisfied
that the programme complies with the provisions of
this Act relating to the form of a land transport
programme;

e in preparing the plan, the local authority has taken
into account the matters referred to in section 12(3)
and (5) of the LTMA.

Section 12(3) and (5) require that:

(3) An approved organisation must, in preparing a land
transport programme, take into account how each
activity or activity class—

(a) assists economic development;

(b) assists safety and personal security;
(c) improves access and mobility;

(d) protects and promotes public health;
(e) ensures environmental sustainability.

(5) An approved organisation must, in preparing a land
transport programme, take into account any current
national land transport strategy, National Energy
Efficiency and Conservation Strategy, and relevant
regional land transport strategies.

10 Funding and Check that the LTCCP includes the following policies:
Financing Policies
[section 102 and sch
10, Part 1, Clause 6] -
Overview

Revenue and Financing policy [s103];
Liability Management policy [s104]
Investment Policy [s105];

Policy on Development or Financial
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

Contributions [s106, 201 and 202];

o Policy on Partnerships between the LA and the
Private Sector [s107];

o Policy on the Remission and Postponement of
Rates on Maori Freehold Land [s108].

A Council may also adopt any of the following policies:

o a Rates Remission policy [s. 109];
o a Rates Postponement policy [s. 110].

If such policies are adopted they must state the:

o objectives sought to be achieved by the
remission/postponement;
o conditions and criteria to be met for

remissions/postponements.

If the LTCCP shows that the Council has a rates
remission or rates postponement policy, do the
Forecast financial statements, notes to the financial
statements, service performance information or the
group of activity statements appropriately disclose
information about the reasons for and financial impacts
anticipated as a result of remissions and/or

postponements?
11 Revenue and Does the policy show for each activity, by operating
Financing policy and capital expenditure, why the Council has chosen
[s103 and sch 10, each funding source that is used to fund the activity (as
Part 1, Clause 6] per the sources of funds in 103(2) and the funding

considerations in section 101(3))?

Under section 103(2) the sources of funds are:

107

This document contains extracts from the LTCCP Audit Methodology 2009-19 and has been released publicly to assist the Local Government
sector in the preparation of LTCCPs.




Office of the Auditor General — LTCCP Audit Methodology 2009-19

Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

general rates, including—

(i) choice of valuation system;

(ii) differential rating; and

(iif)uniform annual general charges;
targeted rates;

lump sum contributions

fees and charges;

interest and dividends from investments;
borrowing;

proceeds from asset sales;
development contributions;

financial contributions under the RMA1991;
grants and subsidies;

any other source.

Under section 101(3)(a) the considerations for funding
allocations are:

o outcomes to which activities contribute;

o distribution of benefits to the community as a
whole, individuals and identifiable parts of the
community;

° period over which benefits occur;

° extent to which individual’s or group’s action
contribute to the need to undertake a service;

° costs and benefits including the consequences
for transparency and accountability;

° the overall impact of any allocation of liability for

revenue needs on the current and future social,
economic, environmental and cultural well-being
of the community.
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

12 Funding Impact Does the LTCCP include a funding impact statement
Statement [sch 10, (FIS) that sets out in relation to each year:

Part 1, Clause 10] ] . )
° the revenue and financing mechanisms to be

used (see the section 103 sources, noted in
section 12 above),

° an indication of the level or amount of funds to
be produced by each mechanism;
° for each mechanism, a statement of its

relationship to the sources of funding?

Does the FIS state in respect of a general rate:

° the valuation system to be used;

° whether a uniform annual general charge is to be
included and the Council’s definition of a
separately used or inhabited part of a rating unit;

° whether the general rate is to be set

differentially, and if so:

- the categories of rateable land to be used;
and

- the objectives of the differential rate in
terms of total revenue sought from each
category of rateable land to be used, or
the relationship between the rates set on
rateable land in each category?

Does the FIS state in respect of each targeted rate:

o the activities or group of activities for which the
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

targeted rate is to be set;

o the particulars of the category, or categories of
rateable land to be used, and for each category,
a statement as to how liability for the targeted
rate is to be calculated;

° if the targeted rate is set differentially, a
statement of the total revenue sought from each
category of rateable land or the relationship
between the rates set on rateable land in each
category and whether lump sum contributions
will be invited?

Do the Uniform Annual General Charge and the fixed
dollar targeted rates exceed the 30% cap for any year
of the LTCCP? (LG(R) s21), Refer to Module 3.3,
Appendix 2.

Do the amounts of funds to be produced by each
funding mechanism aggregate to the revenue
categories of revenue total and to total revenue overall
in the Forecast Financial Statements?

Are the FIS mechanisms, and mix and quantum of
revenue, information consistent with the revenue and
financing policy?

13 Liability management | Does the LTCCP include a liability management policy
policy [s104 and sch | that covers the Council’s policies in respect of
10, Part 1, Clause 6] management of both borrowing and other liabilities?

A policy adopted under section 102(4)(b) must state the
local authority's policies in respect of the management
of both borrowing and other liabilities, including—
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

(@) interest rate exposure;
(b) liquidity;

(c) credit exposure;

(d)  debt repayment;

(e) specific borrowing limits;
()  the giving of securities.

Do the forecast financial statements comply with any
ratio, limits or thresholds in the policy for the
management of liabilities (such as borrowing or debt
servicing limits)?

Do the notes to the forecast financial statements
comply with any policies regarding the nature or
management of liabilities?

If any inconsistencies with the policy are noted, is
disclosure appropriate?

If information has been disclosed, is this information
comply with the requirements set out in s80
Identification of Inconsistent decisions?

Section 80. Identification of inconsistent decisions
requires a Council when making a decision that is
significantly inconsistent with any Council policy or plan
required by statute to identify, when making the
decision:

(@) the inconsistency;
(b) the reasons for the inconsistency;

(c) any intention of the local authority to amend the
policy or plan to accommodate the decision.
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
ves/No/NA Yes/No/NA assessment
14 Investment policy Does the LTCCP include an investment management
[s105 and sch 10, policy that covers the information requirements of
Part 1, Clause 6] s105?

This must state the Council’s policies including:

(a) the objectives by which financial and equity
investments are to be managed;

(b) the mix of investments;

(c) acquisition of new investments;

(d) an outline of the procedures by which investments
are managed and reported on to the Council,

(e) an outline of how risks are assessed and
managed.

Do the Forecast Financial Statements comply with any
objectives for investments such as:

e dividends from equity investments

e interest from debt investment?

Do the notes to the Forecast Financial Statements
comply with any policies regarding the nature or
management of assets?

Are any projected investment acquisitions consistent
with the investment policy?

Does the investment portfolio remain within the
approved mix following the acquisition of any projected
investment?

If any inconsistencies with the policy are noted, is
disclosure appropriate?
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
ves/No/NA Yes/No/NA assessment
If information has been disclosed, is this information
consistent with the requirements set out in section 80
Identification of Inconsistent decisions? Refer to section
14 above for details of the requirements of section 80.
15 Policy on If development contributions or financial contributions
Development or are required, does the LTCCP include a policy, in
Financial relation to the purposes for such financial or

Contributions [s106,
201 - 202 and sch 10,
Part 1, Clause 6]

development contributions, that includes:

o a summary and explanation of the capital
expenditure identified in the LTCCP that the
Council expects to incur to meet increased
demand resulting from growth;

° the proportion of the capital expenditure that will
be funded by each of development contributions,
financial contributions and other sources and
explain why the Council is using these funding
sources as per the section 101(3) funding
considerations;

o identification, by each activity or group of
activities, for which a development or financial
contribution is proposed and of the amount of
funding required.

Section 101(3)(a) sets out the considerations for
funding allocations including:

o outcomes to which activities contribute;

° distribution of benefits to the community as a
whole, individuals and identifiable parts of the
community;
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Reference

Checks on the LTCCP document

Auditor Response
Yes/No/NA

Auditor comments to support
Yes/No/NA assessment

period over which benefits occur;

extent to which individual’s or group’s action
contribute to the need to undertake a service;

° costs and benefits including the consequences
for transparency and accountability;
o the overall impact of any allocation of liability for

revenue needs on the current and future social,
economic, environmental and cultural well-being
of the community.

If development contributions are required, does the
Policy in the LTCCP set out a schedule as required by
s202 which discloses separately in relation to each
activity or group of activity for which a contribution is
required, the contributions payable in accordance with
the methodology (see also Note below) for:

reserves;
network infrastructure;

community infrastructure; and

the event giving rise to the requirement for a
development contribution, being:

- a resource consent,

- a building consent; or
- an authorisation for service connection.

Note that if different development contributions are
payable in different parts of the district, the above

information must be set out for each part of the district.

If development contributions are required for
community facilities, does the Policy in the LTCCP
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

summarise:

e the explanation of and justification for how the
contribution is calculated:;

e the significant assumptions underlying the
calculation of the contribution including an estimate
of the potential effects and if there is a significant
level of uncertainty, the nature and scope of the
potential effects;

e the conditions and criteria that will apply for any
remission, postponement or refund or the return of
land;

e the basis on which the value of additional
allotments or land is assessed?

If financial contributions are required, does the Policy in
the LTCCP summarise the relevant provisions in the
District or Regional Plan prepared under the RMA?

Does Development or Financial Contributions summary
and explanation of capital expenditure that the Council
expects to incur to meet increased demand resulting
from growth, accord with the information about assets
anticipated as required to meet growth or demand
needs identified in the Groups of Activity information?

16 Policy on the Does the LTCCP include a policy for the remission and
Remission and postponements of rates on Maori freehold land which
Postponement of states:

Rates on Maori e whether the Council provides for any remission or
Freehold Land [s108 postponement of rates on Maori freehold land,;
and sch 10, Part 1, e the objective sought by the

115

This document contains extracts from the LTCCP Audit Methodology 2009-19 and has been released publicly to assist the Local Government
sector in the preparation of LTCCPs.




Office of the Auditor General — LTCCP Audit Methodology 2009-19

Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

Clause 6] remission/postponement of rates (stating any
relevant consideration under schedule 11);

e the conditions and criteria for rates to be
remitted/postponed?

The Schedule 11 Considerations are:

The extent to which remission or postponement of rates
on Maori freehold land may advance any of the

following:

° supporting the use of the land by the owners for
traditional purposes;

° recognising and supporting the relationship of

Maori and their culture and traditions with their
ancestral lands;

avoiding further alienation of Maori freehold land;

facilitating any wish of the owners to develop the
land for economic use;

° recognising and taking account of the presence
of waabhi tapu that may affect the use of the land
for other purposes;

o recognising and taking account of the importance
of the land in providing economic and
infrastructure support for marae and associated
papakainga housing (whether on the land or
elsewhere);

° recognising and taking account of the importance
of the land for community goals relating to—
- the preservation of the natural character of
the coastal environment;
- the protection of outstanding natural
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Reference

Checks on the LTCCP document

Auditor Response
Yes/No/NA

Auditor comments to support
Yes/No/NA assessment

features;

- the protection of significant indigenous
vegetation and significant habitats of
indigenous fauna;

- recognising the level of community
services provided to the land and its
occupiers;

- recognising matters related to the physical
accessibility of the land.

Does the policy for the remission and postponements
of rates on Maori freehold land reflect the Schedule 11
considerations?

If the LTCCP shows that the Council has a rates
remission or rates postponement policy on Maori
freehold land, do the Forecast financial statements,
notes to the financial statements, service performance
information or the group of activity statements disclose
information about the reasons for and financial impacts
anticipated as a result of remissions and/or
postponements?

17 Policy on
Partnerships
between the LA and
the Private Sector
[s107 and sch 10,
Part 1, Clause 6]

Does the LTCCP include a policy on partnerships with
the private (PPP) sector that covers:

e the circumstances where the Council will provide
funding/resources to any form of partnership with
the private sector;

e the consultation the Council will undertake when
considering entering into a PPP;

e the conditions the Council will impose before
providing funding;

e an outline of how risks are to be assessed and
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

managed;
e an outline of the procedures for monitoring of any
such funding and the reporting to the Council; and
e an outline of how the Council will assess, monitor
and report on the extent to which community
outcomes are furthered by the partnership(s)?

18 Development of A LTCCP must set out any steps that the LA intends to
Maori Capacity to take, having considered ways in which it might foster
Contribute to the development of Maori capacity to contribute to the
Decision Making decision making processes over the period covered by

Processes [s.81 and the LTCCP.
82(2) and sch 10, Part

1,Clause 5] Do the steps set out reflect consideration by the

Council of its obligations under s.81 and 82(2)?

Consider whether any of the steps indicated ought to
be shown in the groups of activity service level
statements of performance.

81(1) A local authority must—

(a) establish and maintain processes to provide
opportunities for Maori to contribute to the
decision-making processes of the local authority;

(b) consider ways in which it may foster the
development of Maori capacity to contribute to the
decision-making processes of the local authority;

(c) provide relevant information to Maori for the
purposes of paragraphs (a) and (b).

(2) A local authority, in exercising its responsibility to
make judgments about the manner in which
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
ves/No/NA Yes/No/NA assessment
subsection (1) is to be complied with, must have
regard to—
(@) the role of the local authority, as set out in section
11; and

(b) such other matters as the local authority considers
on reasonable grounds to be relevant to those
judgments.

Under section 82(2) a Council must also ensure that it
has in place processes for consulting with Maori in
accordance the consultation principles set out in 82(1).

19 Council Controlled
Organisations [Sch
10, Part 1, Clause 4]

Does the LTCCP disclose for each Council-controlled
organisation (CCO):

e the name of the CCO and any subsidiary of that
CCO,

¢ the Council’s significant policies and objectives in
regard to ownership and control of the CCO;

e the nature and scope of the activities provided by
the CCO;

e the key performance targets and other measures
by which performance may be judged?

If a group statement of intent has been adopted, does
the LTCCP clearly show which performance targets are
relevant to the group as a whole and which are specific
to individual subsidiaries?

Many Councils have several CCOs as well as some

CCTOs. Auditors should ensure the LA reports on all
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Reference Checks on the LTCCP document Auditor Response Auditor comments to support
Yes/No/NA assessment
Yes/No/NA

its CCOs - unless they have resolved that a particular
CCO is not exempt in terms of section 7 then no

reporting is required.

The Auditor should be aware of any CCOs that have
been exempted under section 7 in reviewing the
LTCCP CCO information (see further guidance in
module 3.3 of methodology).

20 Prospective Financial | Does the LTCCP include, for each of the financial years
Statements [sch 10, covered by the term of the LTCCP, prospective
Part 1, Clause 8] financial statements:

FRS 42 para 26 — 46 e aprospective balance sheet at the beginning of
each financial year;

e anincome statement reflecting the prospective
revenue and expenses for each financial year;

e a statement of forecast changes in equity

e a statement of cashflows reflecting projected
cashflows;

e a statement of accounting policies;

e aforecast summary cost of service statement,
agreed in detail for years 1 to 3 and in outline for
subsequent years of the plan [sch 10, Part 1,
Clause 2 (1)(e)];

e other such statements as may be necessary to
fairly reflect the financial position of the LA, the
resources available to it, and the financial results of
operations?
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Reference

Checks on the LTCCP document

Auditor Response
Yes/No/NA

Auditor comments to support
Yes/No/NA assessment

Do the periods covered by the information coincide with
those for which historically oriented financial
statements or information will subsequently be
presented?

Are any asset or investment acquisitions or sales
projected in groups of activity statements correctly
reflected in the Forecast Financial statements?

Are the LTCCP estimates consistent with any general or
narrative information presented with it?

Is the information prepared in accordance with the
accounting policies expected to be used in presenting
historical financial statements for future periods?

Does the period covered by the information not extend
beyond a point in time for which such information can
reasonably be estimated?

A detailed listing of requirements of FRS 42 are
included in the GAAP checklist provided at module 3.5
of the methodology.

21 Significant Forecast
assumptions — (Sch
10, Clause 11)

FRS 42 para 18
FRS 42 para 51

Are all significant assumptions and risks underlying
forecast financial statements separately and clearly
identified in a manner that makes their significance
understandable to users? Are all assumptions
quantified where appropriate? In particular are
assumptions concerning the useful lives of significant
assets and sources of funds for the future replacement
of these assets included?

Are the assumptions included in the LTCCP reasonable
and supportable and based on the best available
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Reference

Checks on the LTCCP document

Auditor Response
Yes/No/NA

Auditor comments to support
Yes/No/NA assessment

information consistent with current plans of Council,
where applicable?

From the contents of the LTCCP and your knowledge
of the Council does the LTCCP identify all the
significant assumptions that appear to involve a high
level of uncertainty?

For each significant assumption that involves a high
level of uncertainty set out in the LTCCP, is the fact of
that uncertainty and an estimate of the potential effects
on the financial estimates provided?

Are assumptions used in preparing projections
reasonable, supportable, consistent between
themselves and with the strategic plans of the entity
and applied consistently?

Does the LTCCP include a cautionary note to the effect
that actual results achieved for the period covered are
likely to vary from the information presented, and that
the variations may be material?

Has the purpose for which the LTCCP has been
prepared been disclosed together with a caution that
the information may not be appropriate for purposes
other than that described?

22

Statement
Concerning
Balancing of Budget
[sch 10, Part 1,
Clause 9, sections
100]

If the Council has not set each year’s projected
operating revenues at a level sufficient to meet that
year’s projected operating expenses, does the LTCCP:

e show that the Council has resolved not to balance
its operating budget in any year covered by the
LTCCP, and
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Reference

Checks on the LTCCP document

Auditor Response
Yes/No/NA

Auditor comments to support
Yes/No/NA assessment

e include a statement of the reasons for the
resolution not to balance the budget, any other
matters taken into account and a statement of the
implications of the decision?

If Council’s projected revenues and expenses produce
a result that is a significant surplus in any particular
year, does the LTCCP include disclosure explaining the
rationale for the surplus? NB: While this disclosure is
not a specific legislative requirement, it is our view that
where surpluses are significant disclosure is likely to be
necessary to demonstrate to the community in a
transparent manner the financial prudence of the
council’s overall financial strategy.
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Part Three Module

3.9

Perform Audit Fieldwork

Primary Audit Opinion Leg - Compliance

Module 3.9 - Financial Prudence

Introduction

The focus of this module is on evaluating Council’s financial strategy and assessing whether that
strategy, as presented in the LTCCP SOP, is financially prudent and transparent.

Councils have been encouraged since the 2006 LTCCP round to be clearer in their presentation
of its financial strategy. Financial strategy is an important element of the articulation of the right
debate. In order that consultation processes are effective it is important that the reader of the
LTCCP SOP is able to understand the strategy being employed by Council. This should not
require the reader to have expertise in the analysis of financial statements.

Although there is an inherent complexity in developing and applying a financial strategy, at the
broadest level, we would expect Council to be able to communicate its strategy in terms of the

guestions below:

What position are we aiming for Council to be in at the end of the LTCCP period?
Why do we want Council to look like this in the future?

Therefore as auditors, with the assistance of the steps in this module we are trying to understand
Council’'s answer to the above questions and to evaluate whether that strategy is prudent and is
being presented in a transparent way to the readers of the LTCCP. We need to consider whether
the strategy Council is setting out is a realistic (“do-able”) approach for Council to be taking and
also whether it is the approach that Council will follow. We also need to decide whether the

strategy makes sense.

Articulation of financial strategy on the part of Council is an important element of reaching a
conclusion on financial prudence and is therefore closely related to Module 3.10 The right

debate.
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This module is built around the expectation that Councils will provide better information, in a more
transparent way than in 2006. This expectation has been developed by the sector and has been

communicated through the SOLGM LTCCP Towards 2009 guide and seminar series.

It is important that auditors understand that financial strategy is a Council policy issue. As
auditors we have no role to question or 'second guess’ policy decisions properly made by
Council. Our role is to assess the impacts of Council’s policy with respect to financial prudence.

Legislative background

The financial management principles and requirements are set out in Subpart 3 of Part 6 of the
Act. Section 101 establishes a general requirement for local authorities to manage financial
matters prudently and in a manner that promotes the current and future interests of the
community. Section 102 requires the local authority to adopt certain funding and financial policies
to provide predictability and certainty about sources and levels of funding. Section 100 requires
the Council to balance the budget (breakeven or surplus) or forecast a deficit where it is
financially prudent to do so having regard to various elements as set out in section 100.
Disclosure explaining significant surpluses is an equally important element of the demonstration

of financial prudence.

There are other elements closely related to financial prudence which have been addressed in

other modules of the methodology. These are as follows:

. evaluation of financial policies against legislative requirements around section 102

policies are addressed in module 3.3 and 3.4 of the methodology

. application of those policies is addressed in module 3.8.

The key LTCCP auditing principles are transparency and completeness.

Section 100 of the Act establishes the basic starting point for consideration of the balanced

budget requirement:

“100 Balanced Budget Requirement

(1) A local authority must ensure that each year's projected operating revenues are set at a

level sufficient to meet that year’s projected operating expenses”
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(2) Despite subsection (1), a local authority may set the projected operating revenues at a
different level from that required by that subsection if the local authority resolves it is
financially prudent to do so, having regard to:

“(a) the estimated expenses of achieving and maintaining the predicted levels of
service provision set out in the long-term council community plan, including
the estimated expenses associated with maintaining the service capacity and
integrity of assets throughout their useful life; and

(b) the projected revenue available to fund the estimated expenses associated

with maintaining the service capacity and integrity of assets throughout their
useful life; and

(c) the eaquitable allocation of responsibility for funding the provision and

maintenance of assets and facilities throughout their useful life; and

(d) the funding and financial policies adopted under section 102.”

Assessment of compliance with these provisions is complex and judgement is required on the

part of both local authorities and their Auditors.

Audit Objectives

1) To develop an understanding of Council’s planned financial strategy
2) To evaluate Council’'s compliance with the balanced budget requirements of section 100
3) To assess the financial prudence of the overall financial strategy of Council
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Part Three

Perform Audit Fieldwork

Primary Audit Opinion Leg — Compliance

Module 3.10: Right debate

Introduction and purpose

The role of the LTCCP Statement of Proposal (SOP) and the SOP summary is to facilitate the
occurrence of the “right debate” in the community. In order for this ‘debate’ to occur, and for it to
be focused on the ‘right’ issues, the LTCCP SOP document must provide the community with
sufficient and balanced information about the strategic and other key issues, choices and
implications facing them. If this occurs it will allow the community to effectively evaluate the

issues and therefore participate in the decision making process led by the Council.

The SOP summary prepared under s89(a) is required to be a “fair representation of the major
matters in the statement of proposal.” It has a pivotal role in ensuring that the right debate
occurs, as it is the primary consultation document for the community. Therefore, it is essential
that the summary is not only a fair reflection of the overall content of the LTCCP SOP document,
but also that it makes the strategic and other key issues, choices and implications reflected

in the LTCCP SOP accessible to the community.

Strategic and key issues can have many different forms however the following two points are

important to understand:

e Some strategic and key issues do not have any choices linked to them, due to the nature of

the issue such as the requirement to implement new legislation;

e The consideration of implications must not be limited to rating or financial implications but
must also address the short and long term implications particularly from the perspective of

impact on the well beings.

The mandate for audit consideration of this issue comes from section 93(6)(f), s94(1) (a), s96(1)
and s89. Section 93(6) provides the mandate under which the auditor needs to ensure that the
“right debate” is contained in the LTCCP SOP. In particular s93(6)(f) which emphasises the

purpose of the LTCCP to provide an opportunity for participation by the public in decision-making
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processes is considered a fundamental section of the Act and therefore our mandate. The key

LTCCP auditing principles are transparency, inclusivity and completeness.

This section of the methodology is designed to enable the auditor to assess/evaluate whether the
“right debate” will occur as a result of the release of the LTCCP SOP and the SOP summary
documents. This requires the assessment as to whether the community has been adequately
and appropriately informed of the strategic and other key issues, choices and the
implications in the LTCCP SOP. This will require the auditor to review the SOP document and

the summary and consider the following questions:

e Do the LTCCP SOP and the SOP summary documents achieve an appropriate standard of

readability and clarity for a moderately informed reader?

e Are the issues that the council has focused on and presented in the SOP complete? Are
these the strategic and other key issues, choices that the community needs/wants to

address and have the implications of options been fully disclosed?

It is considered good practice for Council to have the SOP summary ready at the same time as
the LTCCP SOP, but note that legislation does not require the SOP summary to be completed at
the same time as the LTCCP SOP. As a result, the quality of the information included in the SOP
summary and effectiveness of the SOP summary in the consultation process is evaluated and

impacts primarily on the audit opinion on the final adopted LTCCP.

There is a general expectation that in order to achieve the above objectives (and therefore meet
the requirements of s82(1)(a) the LTCCP SOP document will include clearly highlighted
disclosures of strategic and other key issues. It is not sufficient to highlight the key issues in the
SOP summary they must also be clearly highlighted in the LTCCP SOP. This will, in most cases,
be best presented through a summary of key consultation issues near the front of the LTCCP
SOP.
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In order to assess and answer these questions the auditor will draw on the following hierarchy of

knowledge:

Past audit and sector knowledge

v

Knowledge gained through the planning for this LTCCP audit, particularly the completion of
the contextual risk review, the key planning issues analysis, the evaluation of the self

assessment as well as completion of MCE assessment

v

Additional knowledge gained through LTCCP SOP audit work, particularly in work completed
in Part Three modules 3.1 to 3.5 of this methodology.

The auditor also needs to be aware that the LTCCP is a process as well as a document and as
such the debate on issues occurs over several years culminating in the LTCCP SOP. This means
that the auditor should be aware of, and take account of, the history of consultation (formal and

otherwise) and debate between council and the community.

It is also important that the LTCCP SOP clearly sets out these issues where the decisions on the
available choices and options have already been made through other consultation processes.
This is so that the community is clear where they are required to make decisions regarding

options and where they are being (re)informed about decisions that have been made previously.

This part of the audit process is strongly focussed on reaching an overall conclusion following
completion of all other modules of the audit methodology and will be evaluative and rely on

professional judgement rather than being based on technical audit procedures.

Audit Objectives

1) To ascertain whether the LTCCP SOP has clearly presented appropriate strategic and

other key issues, choices and implications to the community for consultation

2) To evaluate whether the LTCCP SOP summary meets legislative requirements and

contributes appropriately to the ‘right debate’ occurring on an overall basis.
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Module 3.10 Appendix — Standard unqualified opinion on
summary statement of proposal

REPORT TO THE READERS OF [NAME OF COUNCIL'S] SUMMARY STATEMENT OF
PROPOSAL FOR ADOPTION OF A LONG-TERM COUNCIL COMMUNITY PLAN FOR THE
TEN YEARS COMMENCING 1 JULY 2009

We have audited the Summary Statement of Proposal for adoption of a Long Term Council
Community Plan (LTCCP) of [Name of Council] (the [Council type®']) set out on pages [...]to [...].

It is not our responsibility to express an opinion on the merits of any policy content within the

Summary Statement of Proposal for adoption of an LTCCP.

Opinion

In our opinion the information reported in the Summary Statement of Proposal for adoption of a
LTCCP is consistent with the full Statement of Proposal for adoption of a LTCCP from which it is
derived, and is a fair presentation of the major matters in the Statement of Proposal. As noted in
our report dated [date], in our opinion the full Statement of Proposal for adoption of an LTCCP
provided a reasonable basis for integrated decision making and subsequent accountability to the

community.

Actual results are likely to be different from the forecast information since anticipated events
frequently do not occur as expected and the variation may be material. Accordingly, we express

no opinion as to whether the forecasts will be achieved.

Basis of Opinion
The audit was conducted in accordance with the International Standard on Assurance

Engagements 3000 (revised): Assurance Engagements Other Than Audits or Reviews of
Historical Financial Information and the Auditor-General’s Auditing Standards, which incorporate
the New Zealand Auditing Standards. We have examined the financial forecast information in
accordance with the International Standard on Assurance Engagements 3400: The Examination

of Prospective Financial Information.

Other than in our capacity as auditor, we have no relationship with or interests in the [Council

type].?

2 The Council type is either “City Council”, “District Council” or “Regional Council”.
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Responsibilities of the Council and the Auditor

The [Council type] is responsible for preparing the summary Statement of Proposal for adoption

of a LTCCP and we are responsible for expressing an opinion on that summary.

[Signature of Appointed Auditor]

[Name of Appointed Auditor], [Name of Auditing Firm]
On behalf of the Auditor-General

[City], New Zealand

[date]

22 If other relationships exist, this paragraph should be replaced with the following paragraph:

“In addition to the audit we have carried out assignments in the areas of [insert description
of assignments], which are compatible with those independence requirements. Other than
the audit and these assignments, we have no relationship with or interests in the [Council
type].”
(Refer Appendix 2 of ICANZ AS-702, AG-702 and AG-100 for guidance.)
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Part Four
Conclude and Report on the LTCCP
Statement of Proposal Audit

Part 4 Appendix — Template Management Letter of

Representation for the LTCCP Statement of Proposal audit

Important Note:

The guidance contained in this sample management representation letter is not to be
considered as an all-inclusive list of issues which should be addressed in the management
representation letter sought from the [Council type].

In all cases where this sample management representation letter is used, the contents of the
letter should be reviewed for their relevance and appropriateness, and additions or deletions
made to it where necessary. Guidance should be sought from the OAG before making any
deletions.

(Entity Letterhead)

[Date]”

[NAME]

Director

Audit New Zealand
PO Box [NUMBER]
[CITY]

Dear [name]

B 10 be dated, wherever possible, the same date as the audit report (refer to paragraph 23 of AS-514).
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LETTER OF REPRESENTATION FOR THE AUDIT OF THE LONG TERM
COUNCIL COMMUNITY PLAN STATEMENT OF PROPOSAL

This representation letter is given in connection with your audit, conducted on behalf of the
Auditor-General, of the Long Term Council Community Plan (LTCCP) Statement of Proposal for

public consultation for the ten years commencing 1 July 2009 of the [Council type]**

This representation letter is furnished to you in connection with your responsibility under the Local

Government Act 2002 (the Act) to report on:

o the extent to which the Statement of Proposal complies with the requirements of the Act;

e the quality of information and assumptions underlying the forecast information provided in the

Statement of Proposal; and

¢ the extent to which the forecast information and proposed performance measures will provide
an appropriate framework for the meaningful assessment of the actual levels of service

provision.

We understand that your examination was conducted in accordance with the International
Standard on Assurance Engagements 3000: Assurance Engagements Other than Audits or
Reviews of Historical Financial Information and the Auditing Standards issued by the Auditor-
General, which incorporate the Auditing Standards issued by the Institute of Chartered

Accountants of New Zealand.

We also understand that your examination was (to the extent that you deemed appropriate) for
the purposes of expressing an opinion as to whether the Statement of Proposal for adoption of an
LTCCP provides a reasonable basis for long term integrated decision making by the [Council
type], and for participation in decision making by the public and subsequent accountability to the
community about the activities of the [Council type], and that such an examination would not

necessarily disclose any or all irregularities should any exist.

* The Council type is either “City Council”, “District Council” or “Regional Council”
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We acknowledge that actual results are likely to be different from the forecast information since
anticipated events frequently do not occur as expected and the variation may be material, and

that you express no opinion as to whether the forecasts will be achieved.

We confirm, to the best of our knowledge and belief, the following representations:

General

1 The [Council type] accepts that it is responsible for the preparation of a Statement of

Proposal for adoption of the LTCCP as set out in section 93(6) of the Act, ie, that:

describes the activities of the [Council type];

e describes the community outcomes of the [Council type]’s district or region;

e provides integrated decision-making and co-ordination of the resources of the

[Council type];

e provides a long-term focus for the decisions and activities of the [Council type];

e provides a basis for accountability of the [Council type] to the community; and

e provides an opportunity for participation by the public in decision making processes

on activities to be undertaken by the [Council type].

2 In complying with the requirements of the Act in relation to the preparation of the
Statement of Proposal, we have acted in such a manner and included in the Statement

of Proposal such detail as we consider on reasonable grounds to be appropriate.
3 The Statement of Proposal has been prepared using the best information currently

available to the [Council type] and accordingly the forecast information included therein
is our best forecast of anticipated events for the ten years commencing 1 July 2009.
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4

The Statement of Proposal has been prepared and is consistent with [Council type]'s
own policies and strategies and the strategies and policies of other organisations where

appropriate.

Underlying Information and Assumptions

10

The forecast information has been properly prepared on the basis of the underlying
information and the assumptions adopted. The assumptions and underlying information
are reasonable and supportable in the context of [Council type]'s position and have
been based on the best information currently available to [Council type]. The
assumptions are consistent amongst themselves, consistent with the current strategies

and plans of the [Council type] and have been consistently applied.

All significant assumptions have been included in the preparation of the forecast
information, and have been clearly identified in the Statement of Proposal for adoption
of the LTCCP. Where significant assumptions have a high level of uncertainty that
uncertainty has been stated and the potential effects of the uncertainty on the forecast

financial information have been provided.

The Statement of Proposal includes all the items of operating expenditure and capital
projects the [Council type] reasonably expects will be undertaken in the ten years

covered by the plan, based on the best information currently available to the [Council

type].

The forecast of capital expenditure and operating expenditure are supported by, and

consistent with, the underlying information in the asset management plans.

The records maintained by [Council type] were adequate for the preparation of the

[Council type]'s Statement of Proposal for adoption of the LTCCP.

We have made available to you all supporting documentation on the underlying

information and assumptions used to prepare the Statement of Proposal.
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11 All minutes of meetings of the Council and its sub-committees held to date have been
made available to you for inspection, including summaries of recent meetings for which

minutes have not yet been prepared or approved.

Performance Framework

12 The forecast information and proposed performance measures provide an appropriate
framework for the meaningful assessment of the actual levels of service. The
performance measures reflect the intended levels of service for those activities the
[Council type] has chosen to undertake in response to community consultation and
legislative requirements. The performance measure estimates are based on the
equivalent basis of reasonable and supportable assumptions and underlying

information.

Internal Control Systems

13 The [Council type] accepts that it is responsible for establishing and maintaining a
system of internal control designed to provide reasonable assurance as to the integrity
and reliability of the forecast information. The [Council type] has maintained effective
internal control systems and the systems have operated to generate accurate and

reliable forecast information.

Legislative Compliance

14 The [Council type] accepts that it is responsible for ensuring, [and has in place
appropriate systems and mechanisms to ensure,]* that all applicable aspects of the Act
which impact on the Statement of Proposal have been complied with. To the best of its
knowledge the [Council type] has complied with all legislative requirements in the

preparation of the Statement of Proposal.

15 The [Council type] has followed the decision-making provisions of Part 6 of the Act in
making decisions about the content and options considered for inclusion and exclusion

from the Statement of Proposal.

% nclusion of this phrase is optional. If the public entity does not have appropriate systems or mechanisms in place to

provide reasonable assurance that laws, regulations and contractual requirements have been complied with this must
be reported in the management letter.
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16 The [Council type] intends to follow/has followed the special consultative procedures
outlined in section 84 of the Act in relation to the Statement of Proposal. We
acknowledge our responsibility to provide a Statement of Proposal (and its associated
summary) which enables the consultation to be undertaken. In considering this we are
satisfied the information provided is understandable, relevant and reliable to the reader.
It will also provide the basis for comparison of intended results with actual results in

successive reporting periods.

17 We have a policy that outlines the [Council type]'s approach to determining the

significance of proposals and decisions in accordance with section 90 of the Act.

18 We have followed a process for identifying community outcomes that is in compliance
with section 91 of the Act.

19 The [Council type] has considered the balanced budget requirements outlined in section
100 of the Act, and is managing its revenue, expenses, assets, liabilities and general
financial dealings prudently as required by section 101 of the Act. We have made
adequate provision to meet the expenditure needs of the [Council type] identified in the
Statement of Proposal.

20 The [Council type] has adopted and included the following policies in the Statement of

Proposal:

o A revenue and financing policy which complies with section 103 of the Act and
has been prepared following consideration of the matters outlined in section
101(3) of the Act.

. A liability management policy which complies with section 104 of the Act.

. An investment policy which complies with section 105 of the Act.

o A policy on development contributions or financial contributions which complies
with section 106 of the Act.
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. A policy on partnerships with the private sector which complies with section 107
of the Act.
. A policy on remission and postponement of rates on Maori freehold land which

complies with section 108 of the Act.

o Any rates postponement policy adopted under section 110 or rates remission
policy adopted under section 109 of the Act.

These policies have formed the basis for the financial parameters used in the

preparation of the Statement of Proposal.

21 All the information, required by schedule 10, Part 1 of the Act, has been included in the

Statement of Proposal.

Generally Accepted Accounting Practice

22 The accounting policies applied to the forecast financial statements comply with
generally accepted accounting practice and are those that the [Council type] intends to
use in the future for reporting historical financial statements. Any change in accounting
policy from policies previously applied and reported in historical financial statements
have been disclosed in the Statement of Proposal for adoption of the LTCCP.

23 The estimated impact of the revaluation of service delivery assets has been

incorporated into the Statement of Proposal.

24 The forecast financial information has been prepared and presented in accordance with
FRS-42.
25 The accounting policies and financial forecast information have been prepared in

accordance with NZ IFRS.

26 The [Council type]’'s assumption regarding future price changes on the forecast financial
information is based on best information currently available to the [Council type] and is
reasonable and supportable.
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Publication of the Statement of Proposal and Related Audit Report on the
[Council type]’'s Web Site

27 The Council accepts that it is responsible for the electronic presentation of the audited

Statement of Proposal.

28 The electronic version of the audited Statement of Proposal and related audit report
presented on the web site are the same as the final signed version of the audited
Statement of Proposal and audit report.

29 We have clearly differentiated between audited and unaudited information in the
construction of the [Council type]'s web site and understand the risk of potential
misrepresentation in the absence of appropriate controls.

30 We have assessed the security controls over audited forecast information and the
related audit report and are satisfied that procedures in place are adequate to ensure

the integrity of the information provided.

31 Where the audit report on the full Statement of Proposal is provided on the web site, the

Statement of Proposal is also provided in full.

These representations are made at your request, and to supplement information obtained by you

from the records of the [Council type] and to confirm information given to you orally.

Yours faithfully

(Chairperson of the governing body)®

% The management representation letter is normally signed by the Chairperson of the governing body (refer to paragraphs
3.4 to 3.6 of AG-514 for further guidance.)
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Part 4 Appendix: Standard unqualified LTCCP Statement of

Proposal audit opinion

REPORT TO THE READERS OF
[NAME OF COUNCIL’S]

LONG-TERM COUNCIL COMMUNITY PLAN STATEMENT OF PROPOSAL
FOR PUBLIC CONSULTATION FOR THE TEN YEARS COMMENCING 1 JULY
2009

The Auditor-General is the auditor of [Name of Council] (the [Council type27]). The Auditor-
General has appointed me, [Name of Appointed Auditor], using the staff and resources of [Name
of Auditing Firm], to report on the Statement of Proposal for adoption of a Long Term Council
Community Plan (LTCCP), on his behalf.

The Auditor-General is required by section 84(4) of the Local Government Act 2002 (the Act) to

report on:
. the extent to which the Statement of Proposal complies with the requirements of the Act;
. the quality of information and assumptions underlying the forecast information provided in

the Statement of Proposal; and

. the extent to which the forecast information and proposed performance measures will
provide an appropriate framework for the meaningful assessment of the actual levels of

service provision.

It is not our responsibility to express an opinion on the merits of any policy content within the

Statement of Proposal for adoption of an LTCCP.
Opinion
Overall Opinion

In our opinion the Statement of Proposal for adoption of an LTCCP of [Council type]
incorporating volumes [...] to [...] dated [date] provides a reasonable basis for long term

integrated decision-making by the [Council type] and for participation in decision-making by

" The Council type is either “City Council”, “District Council” or “Regional Council”.
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the public and subsequent accountability to the community about the activities of the

[Council type].

In forming our overall opinion, we considered the specific matters outlined in section 84(4) of the

Act which we report on as follows.
Opinion on Specific Matters Required by the Act
In our view:

the [Council type] has complied with the requirements of the Act in all material respects
demonstrating good practice for a council of its size and scale within the context of its

environment;

the underlying information and assumptions used to prepare the Statement of Proposal
provide a reasonable and supportable basis for the preparation of the forecast

information;

the extent to which the forecast information and proposed performance measures within
the Statement of Proposal provide an appropriate framework for the meaningful
assessment of the actual levels of service provision reflects good practice for a Council of

its size and scale within the context of its environment.

Actual results are likely to be different from the forecast information since anticipated events
frequently do not occur as expected and the variation may be material. Accordingly, we express

no opinion as to whether the forecasts will be achieved.
Our report was completed on [date], and is the date at which our opinion is expressed.

The basis of the opinion is explained below. In addition, we outline the responsibilities of the

[Council type] and the Auditor, and explain our independence.
Basis of Opinion

We carried out the audit in accordance with the International Standard on Assurance
Engagements 3000: Assurance Engagements Other Than Audits or Reviews of Historical
Financial Information and the Auditor-General’'s Auditing Standards, which incorporate the New
Zealand Auditing Standards. We have examined the forecast financial information in accordance
with the International Standard on Assurance Engagements 3400: The Examination of

Prospective Financial Information.
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We planned and performed our audit to obtain all the information and explanations we considered

necessary to obtain reasonable assurance that the Statement of Proposal for adoption of an

LTCCP does not contain material misstatements. If we had found material misstatements

were not corrected, we would have referred to them in our opinion.

Our audit procedures included assessing whether:

that

the Statement of Proposal provides the community with sufficient and balanced information
about the strategic and other key issues, choices and implications it faces to provide an

opportunity for participation by the public in decision making processes;

the [Council type]'s financial strategy, supported by financial policies as included in the
Statement of Proposal is financially prudent, and has been clearly communicated to the

community in the Statement of Proposal;

the presentation of the Statement of Proposal complies with the legislative requirements of
the Act;

the decision-making and consultation processes underlying the development of the
Statement of Proposal are compliant with the decision-making and consultation requirements
of the Act;

the information in the Statement of Proposal is based on materially complete and reliable

asset or activity management plans;
the agreed levels of service are fairly reflected throughout the Statement of Proposal;

the key plans and policies adopted by the [Council type] have been consistently applied in

the development of the forecast information;

the assumptions set out within the Statement of Proposal are based on best information
currently available to the [Council type] and provide a reasonable and supportable basis for

the preparation of the forecast information;

the forecast information has been properly prepared on the basis of the underlying
information and the assumptions adopted and the financial information complies with

generally accepted accounting practice in New Zealand,;

the rationale for the activities is clearly presented,;
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o the levels of service and performance measures are reasonable estimates and reflect the key

aspects of the [Council type]’s service delivery and performance; and

e the relationship of the levels of service, performance measures and forecast financial

information has been adequately explained within the Statement of Proposal.

We do not guarantee complete accuracy of the information in the Statement of Proposal. Our
procedures included examining on a test basis, evidence supporting assumptions, amounts and
other disclosures in the Statement of Proposal and determining compliance with the requirements
of the Act. We evaluated the overall adequacy of the presentation of information. We obtained all

the information and explanations we required to support our opinion above.
Responsibilities of the Council and the Auditor

The [Council type] is responsible for preparing a LTCCP under the Act, by applying the [Council
type]’'s assumptions and presenting the financial information in accordance with generally accepted
accounting practice in New Zealand. The [Council type]'s responsibilities arise from Section 93 of
the Act.

We are responsible for expressing an independent opinion on the Statement of Proposal for
adoption of an LTCCP and reporting that opinion to you. This responsibility arises from section 15
of the Public Audit Act 2001 and section 84(4) of the Act.

Independence

When reporting on the Statement of Proposal for adoption of an LTCCP we followed the
independence requirements of the Auditor-General, which incorporate the independence

requirements of the Institute of Chartered Accountants of New Zealand.

Other than this report and in conducting the annual audit, we have no relationship with or
interests in the [Council type].

[Signature of Appointed Auditor]
[Name of Appointed Auditor]
[Name of Auditing Firm]

On behalf of the Auditor-General
[City], New Zealand
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Part Five
Audit of the Final LTCCP

Introduction

The auditor is required to report on the draft LTCCP SOP under section 84(4) and on the final
adopted LTCCP under 94(1). The matters on which the opinion is given remain the same;

therefore there are two main matters to consider in reporting on the final compared to the draft:

° To confirm, for all changes made between SOP and final LTCCPs, that these changes are

reasonable and have been appropriately included in the plan;

o To assess the Council’'s compliance with the consultation requirements of the Act in
adopting the LTCCP.
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The key steps for completing this stage of the LTCCP are set out diagrammatically below:

CONFIRM
CONSULTATION
PROCESS

IDENTIFY ISSUES
AND CHANGES TO
SOP

REVIEW FINAL
LTCCP

Confirm that the consultation process
undertaken with regard to the SOP
complied with the public notice and
submission requirements of the LGA.

Review identified issues that affect the
LTCCP.

Review for completeiess of issues.

Confirm changes to be made — assess
reasonableness, consistency with
relevant policies and compliance with the
Act.

Review rates resolution for the upcoming
financial year to be adopted with the final
LTCCP.

Consider the effect of the changes and
review final LTCCP to ensure all
appropriate material changes had been
made.

Ensure accounting policies and
assumptions remain relevant

____________________________________________________ i____

CONCLUDE AND
REPORT

Perform review of Subsequent Developments up to

issuing date.

Obtain updated management representations.

Assess the impact on the audit report and update

appropriately.

Engagement Reporting on the LTCCP.
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