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Financial Management Review Summary and Conclusion

Introduction

Lincolns was engaged by the Shire of Denmark to undertake a Financial Management Review of the
Shire’s financial management systems, processes, and controls, in accordance with Regulation 5(2)(c) of
the Local Government (Financial Management) Regulations 1996.

The objective of the review was to assess the appropriateness and effectiveness of the Shire’s financial
management framework, identify areas of strength, and highlight opportunities for improvement
consistent with better-practice standards in Western Australian local government.

The review was conducted independently and in accordance with ASAE 3000 — Assurance
Engagements Other than Audits or Reviews of Historical Financial Information, providing limited
assurance over the design and operation of key financial management controls.

This report outlines the work undertaken as part of the review and presents findings and
recommendations for management consideration.

CEOQO’s Responsibility for the Review Report

In accordance with Regulation 5(2)(c) of the Local Government (Financial Management) Regulations
1996, the Chief Executive Officer is required to ensure that a Financial Management Review is
undertaken at least once every three financial years.

This final review report, including management comments, is to be presented to the Audit Risk and
Improvement Committee for consideration and acceptance.

Our Responsibility for the Review

Our responsibility was to conduct the Financial Management Review in accordance with ASAE 3000 and
to report to the Chief Executive Officer and or delegated management team members on the findings
arising from the review, including recommendations to strengthen financial management controls and
processes where appropriate.

We confirm that we are independent of the Shire of Denmark and its operations in relation to this
engagement.

Review Limitations

The matters raised in this report are those identified during the course of performing the Financial
Management Review and may not represent a comprehensive statement of all possible control
weaknesses or process improvement opportunities within the Shire.

The review was risk-based and did not involve the examination of every financial system, transaction, or
procedure. Accordingly, assurance is limited to the areas examined and the information made available
during the review.

This engagement was not an audit, and as such, the procedures performed were not designed to identify
all matters that might be identified in an audit conducted in accordance with Australian Auditing
Standards.

This report has been prepared solely to satisfy the requirements of Regulation 5(2)(c) of the Local

Government (Financial Management) Regulations 1996 and should not be used for any other purpose or
distributed beyond the Shire without prior consent.
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Scope and Methodology

Our review adopted a structured, risk-based approach and included the following key activities:

Review of relevant financial policies, procedures, registers, reports, and supporting documentation

Discussions with management and relevant officers to understand financial management processes

and controls

Assessment of the design and operating effectiveness of key financial management systems and

procedures through testing that these systems were being observed

Evaluation of practices against legislative requirements and better-practice guidance released by
Western Australia Local Government Association (WALGA) and the Office of Auditor General WA
(OAG)

The review provides limited assurance, consistent with the professional standard applied.

Review Work Program

The Financial Management Review encompassed key financial management systems and processes as
required under Regulation 5(1) of the Local Government (Financial Management) Regulations 1996. The
review focused on areas assessed as having higher inherent risk and those critical to the effective
management of public funds.

The following key financial management areas were included within the scope of the review:

Procurement (including quotation and tender processes)
Contract management

Accounts payable

Cash collection and handling

Payroll and employee-related expenses

General ledger controls, including general journals
Rates, revenue, and debt management

Investment management

Asset management (excluding infrastructure assets)

Budget development and financial reporting, including monthly Statements of Financial Activity

For each area, the review involved a combination of inquiry, walkthroughs, and sample-based testing to
assess whether key controls were appropriately designed and operating in practice.

The work performed included, but was not limited to:

Review of relevant policies, procedures, and governance frameworks to assess alignment with
legislative requirements and better-practice guidance

Examination of system-generated reports, registers, and supporting documentation to verify the
existence and operation of key controls

Sample testing of transactions across multiple periods to assess the consistency of financial
processes, including:
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o Creditor payment cycles, including supporting documentation, approvals, and
reconciliation to system reports

o Payroll processing and superannuation reporting
o General ledger journals and account reallocations
o Investment activity and register maintenance

¢ Review of audit trails and system reports to assess the integrity of financial data and the
operation of control processes

e Consideration of the timeliness and completeness of financial reporting to management and
Council

e Discussions with relevant officers to confirm understanding of processes and to corroborate
documentation reviewed

Testing was performed on a sample basis across the review period and was designed to provide
reasonable, but not absolute, assurance that key financial management controls were operating as
intended.

No reliance was placed on the work of internal audit, and no additional procedures were performed
beyond those considered necessary to support the objectives of this review.

Review Conclusions

The Financial Management Review identified that the Shire of Denmark has established financial
management systems and processes that generally support the effective management of public funds in
all material respects and meet the intent of the Local Government (Financial Management) Regulations
1996.

The review was conducted on a risk-based, sample testing basis across key financial management
areas. Based on the procedures performed, controls were found to be operating consistently and
supported by appropriate documentation and governance practices.

One medium risk matter was identified in relation to contract management oversight. In addition, several
low-risk matters were noted relating primarily to documentation, evidencing of review, and compliance
with prescribed timeframes.

These matters do not indicate fundamental weaknesses in the Shire’s financial management framework
but represent opportunities to strengthen existing processes and control documentation.

Testing also identified a number of areas where financial management controls are operating effectively
and consistently. In particular, processes relating to accounts payable, general ledger management,
payroll processing, and investment monitoring were supported by appropriate documentation and
demonstrated consistent application across the review period.

No high-risk matters were identified.

Overall, based on the procedures performed, nothing has come to our attention that causes us to believe
that the Shire’s financial management systems and processes are not operating effectively in all material
respects.

This conclusion is based on sample testing and risk-based procedures and does not represent an
exhaustive review of all financial transactions or controls.
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Executive Management Detailed Observations

The following matters, based on testing performed and documentation reviewed as part of the Financial
Management Review, were identified during the review and are reported below for consideration by
Shire management. The matters identified are intended to support continuous improvement and
strengthen existing governance and control practices:

Medium Risk Issues

1. Contract Management
Finding

The Shire currently maintains contract information at a directorate level; however, a consolidated,
organisation-wide contract management framework has not been established. This limits central
oversight and consistency application of contract management practices across the organisation.
In particular, the following elements of contract management are not supported by a formal,
organisation-wide approach:

e Maintenance of a consolidated contract register to monitor contract expiry and key obligations
¢ Monitoring of cumulative supplier expenditure across directorates
e Formalised processes for managing contract variations and approvals

e Consistent processes for contract renewal and extension approvals

In the absence of these controls, there is a risk that contractual commitments are not consistently
tracked, and that cumulative expenditure with individual suppliers may exceed procurement
thresholds without being readily identified. This may result in reduced visibility over contract
performance and procurement compliance.

Recommendation

That management:

e Establish and maintain a consolidated, organisation-wide contract register to support effective
oversight of contractual commitments, including contract expiry, variations, and compliance with
procurement requirements; and

e Implement formal processes to monitor cumulative supplier expenditure and key contract
management activities across directorates to support consistent and compliant practices.

Management Comments

Contract management systems are costly for our organisation and do not integrate with our current
Synergy system, which would result in double handling for officers. Given the historic value of the
contracts we manage, we have explored implementing a system; however, the lack of integration and
competing organisational priorities mean it is not feasible at this stage. We continue to assess and
monitor the associated risks, and our current processes including the use of Microsoft Project for
planning and oversight are considered proportionate to the level of risk identified.

6|Page



Low Risk Issues

2. Revenue - Cash Handling
Finding

Based on testing performed, cash handling procedures are in place across the Shire; however, review
of supporting documentation identified opportunities to strengthen the consistency of control practices
and evidencing of key cash handling activities that are occurring.

In particular:

¢« Documentation supporting daily cash reconciliations was not consistently retained or evidenced
for the library, camp grounds and tip sites

¢ Independent review of cash reconciliations was not consistently documented for the library, camp
grounds and tip sites

Testing also identified that while secure custody arrangements are in place for the recreational centre,
physical security controls such as surveillance or monitoring are not consistently implemented across
all cash collection points.

Although not a Shire priority due to the level of cash received daily, they do serve as a deterrent and a
safety mechanism for staff collecting and handling cash.

While no discrepancies or errors were identified through testing, the absence of consistent
documentation and evidencing of control activities, reduces the ability to demonstrate that key cash
handling controls are consistently operating as intended.

Recommendation

That management:

e Formalise and document cash handling procedures, including reconciliation, review, and record
retention requirements;

e Ensure that cash reconciliations are consistently prepared, independently reviewed, and
appropriately evidenced across all locations where cash is received; and

e Consider the implementation of appropriate physical security measures, such as surveillance or
monitoring controls, at key cash handling locations, where appropriate.

Management Comments
Management will reinforce existing cash handling requirements and strengthen documentation and

review practices across collection points. Proportionate security measures will also be assessed and
applied in line with the level of risk at each location.
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3. Council Rates — Exempt Properties
Finding

Based on testing performed, a register of rate-exempt properties is maintained by the Shire; however,
review of the register and supporting documentation identified opportunities to strengthen the
completeness and evidencing of exemption status.

In particular:

e Supporting documentation to substantiate exemption status was not consistently retained or
readily accessible for all properties sampled

e The basis for exemption was not consistently recorded within the register
e Evidence of periodic review or validation of exemption status was not consistently documented

While exemptions are being applied in practice, a formalised and consistently applied process to
periodically verify the ongoing eligibility of exempt properties was not clearly evidenced.

In the absence of complete supporting documentation and regular review, there is a risk that
exemptions may not be consistently validated or that changes in eligibility are not identified in a timely
manner.

Recommendation

That management:

e Ensure the register of rate-exempt properties is supported by appropriate documentation
substantiating exemption status for each property; and

¢ Implement and document a periodic review process to confirm the ongoing eligibility of exempt
properties and maintain the accuracy and completeness of the register.

Management Comments

Management will strengthen the exempt properties register by improving supporting documentation,
recording the basis for exemption, and formalising periodic review.
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4. Procurement - Purchase Orders
Finding

Based on testing performed, purchase orders were in place for all transactions tested; however, in a
small number of instances, the purchase order was raised after the invoice date.

This indicates that the purchase order process is generally operating effectively across the Shire, with
only limited exceptions identified. In these instances, purchase orders were raised retrospectively,
reducing the extent to which they function as a preventative control prior to the commitment of
expenditure.

While the occurrence was not widespread, raising purchase orders after the invoice date reduces he
ability to demonstrate that expenditure was approved prior to goods or services being obtained.

Recommendation

That management reinforce the requirement for purchase orders to be raised and approved prior to
goods or services being ordered, except where an approved exemption applies.

Consideration could also be given to periodic monitoring of purchase order dates against invoice
dates to identify and address any instances of retrospective purchase order creation.
Management Comments

Management will reinforce the requirement for purchase orders to be raised before commitment of
expenditure and will monitor for any recurring exceptions.
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Overall Summary and Next Steps

This review was undertaken to meet the requirements of Regulation 5(2)(c) of the Local Government
(Financial Management) Regulations 1996 and provides limited assurance over the Shire’s financial
management systems and procedures.

The review identified that the Shire has established financial management processes and controls that
are generally operating effectively and are appropriate for the size and complexity of the organisation.

The matters identified during the review are not indicative of systemic control failure. Rather, they relate
to opportunities to strengthen oversight, improve consistency in the application of controls, and enhance
documentation and evidencing of key processes.

The medium risk matter relating to contract management reflects an opportunity to improve organisation-
wide visibility and monitoring of contractual arrangements. The low-risk matters identified are primarily
associated with control documentation, evidencing of review, and compliance with established
procedures.

Management responses to the findings, including proposed actions and timeframes, should be
monitored through the Shire’s governance processes to ensure timely implementation. Where
appropriate, progress should be reported to the Audit, Risk and Improvement Committee as part of
ongoing oversight.

This report concludes the Financial Management Review for the current review period, based on the
procedures performed.
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Appendix A — Risk Criteria

The following risk criteria were used to assess level of risk on review of findings included in the Review Report.

Likelihood of Risk:

Risk Assessment Matrix

Rating Description Frequency

1 Rare — May occur, only in exceptional circumstances <once in 15 years

2 Unlikely — Could occur at some time At least once in 10 years
3 Possible — Should occur at some time At Least once in 3 years
4 Likely — Will probably occur in most circumstances At least once per year

5 Almost Certain — Expected to occur in most circumstances > Once per year

Consequence of Risk:

Description Financial Loss Operation Compliance Reputation
Minor breach of policy, ILcJ) Cvsﬁn:’s;i?tlf;@d’
1. Insignificant <$50,000 Little Impact or process requiring 'mpact,
. profile or no news
approval or variance !
item.
Breach of policy,
2 Minor $50,000 to Inconvenient feroﬁﬁis: O;t!;%'t?clﬁlt'g? Substantiated, low impact,
' $250,000 Delays mi(r‘ﬂmalgdamage low news profile.
control
Breach Substantiated,
$250,000 Significant Requiring internal gumbbl:rrassment
3. Moderate to Delays to major investigation, moderate im aét moderate
$1 million deliverables treatment or moderate news brofile P
damage control P ’
Breach resulting in Substantiated,
. . external investigation or third-  public
$1 million Non achievement t . b
4. Significant to of major party gctlpns . em arrassment, .
$3 million deliverables resulting in tangible moderate impact, high
loss and damage to news profile
reputation and 3rd party actions
Substantiated,
Breach resulting in Zzwbb“:rrassment
Non achievement external investigation or third- verv high multi ie
5. Severe >$3 million of major party actions resulting in imr{;\ctg hiah P
deliverables significant tangible loss and wigespr’ea(?
damage to reputation multiple news profile, 3rd
party
Risk Rating:
Risk = Likelihood x Consequence
Score Level of Risk Score Level of Risk Score Level of Risk
1-8 Low 9-19 Medium 20-25 High
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