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Background 
 

The Shire of Donnybrook Balingup is required to prepare an audited Annual Financial Report each 
financial year under the Local Government Act 1995 (the Act).  

Council’s auditor is AMD Chartered Accountants (AMD), are contracted for audit services with the 
Council and are an accredited agent of the Office of the Auditor General (OAG). AMD’s 30 June 2018 
audit report of the Shire of Donnybrook Balingup is attached at appendix 1 of this document.  

A key audit requirement is the responsibility for the auditor to identify any financial trends which it 
considers adverse and of concern.  

Regulation 50 of the Local Government (Financial Management) Regulations 1996 requires the 
inclusion of seven ratios in the Annual Financial Report.  

50. Financial ratios to be included in annual financial report 

 (1) The annual financial report is to include, for the financial year covered by the annual 
financial report and the 2 preceding financial years — 

 (a) the current ratio; and 
 (b) the asset consumption ratio; and 
 (c) the asset renewal funding ratio; and 
 (d) the asset sustainability ratio; and 
 (e) the debt service cover ratio; and 
 (f) the operating surplus ratio; and 
 (g) the own source revenue coverage ratio. 
 

For the financial year ended 30 June 2018, AMD has reported a significant adverse trend in the 
Operating Surplus Ratio. The Department of Local Government, Sport and Cultural Industries, has 
noted that this measure has not met the basic standard for the last 3 years (appendix 2); 

In our opinion, the following matter indicate a significant adverse trend in the financial position of 
the Shire of Donnybrook-Balingup: 

a. Operating surplus ratio as reported in Note 19 of the financial report is below the 
Department of Local Government, Sport and Cultural Industries (DLGSCI) standard of zero 
for the last three years (2016: -0.57, 2017: -0.39 and 2018: -0.49). 
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Operating Surplus Ratio 
As per Local Government Operational Guidelines No18 – Financial Ratios published by the 
Department in 2015, The Operating Surplus Ratio measure is described as follows. 

A key indicator of a local government's financial performance is measured by the 'Operating 
Surplus Ratio'. If a local government consistently achieves a positive operating surplus ratio 
and has soundly based long term financial plans showing that it can continue to do so in 
future, having regard to asset management and the community's service level needs, then it 
is considered financially sustainable. 

A positive ratio indicates the percentage of total own source revenue available to help fund 
proposed capital expenditure, transfer to cash reserves or to reduce debt. A negative ratio 
indicates the percentage increase in total own source revenue (principally rates) that would 
have been required to achieve a break-even operating result. 

 

 

 

Statutory financial ratio results for the Shire of Donnybrook Balingup against Department of Local 
Government, Sport and Cultural Industries benchmarks 
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The Department of Local Government, Sport and Cultural Industries considers a “basic” standard to 
be between 1% and 15% and an “advanced” standard with a measure of over 15%. 

Operating Surplus Ratio 

Operating 
Surplus Ratio = 

(Operating Revenue MINUS Operating Expense) 

Own Source Operating Revenue 

Purpose: This ratio is a measure of a local government’s ability to cover its 
operational costs and have revenues available for capital funding 
or other purposes. 

Standards: Basic Standard between 1% and 15% (0.01 and 0.15) 

Advanced Standard > 15% (>0.15). 

Definitions: 

‘Operating 
Revenue’ 

Means the revenue that is operating revenue for the purposes of 
the AAS, excluding grants and contributions for the development or 
acquisition of assets. 

‘Operating 
Expense’ 

Means the expense that is operating expense for the purposes of 
the AAS. 

‘Own Source 
Operating Revenue’ 

Means revenue from rates and service charges, fees and user charges, 
reimbursements and recoveries *, interest income and profit on disposal 
of assets. 
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s7.12A of the Act requires the following relating to significant matters raised in the audit report  
 
  (4)  A local government must —  

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

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

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

 
 
Department of Local Government, Sport and Cultural Industries has advised Local Governments of 
the requirement in Department Circular 05-2009 
 
 

LOCAL GOVERNMENT AUDITING 

 

Local governments are reminded of their audit reporting obligations under section 7.12A(4)(a) of the 
Local Government Act 1995.  

To assist, the department has prepared a template for use by local governments.  

While the template is not in a prescribed form it is suggested that it is used by local governments to 
standardise the report format and support a uniform process. 

Reporting requirements  

In November 2017 the proclamation of the Local Government Amendment (Auditing) Act 2017 
introduced a number of reforms to auditing laws.  

These were outlined in Circular 16-2017 and the accompanying Guide to Local Government Auditing.  

This included the introduction of a new category of audits called Performance Audits. 

Legislation also now requires local governments to examine an audit report it receives and implement 
appropriate action in respect to the significant matters raised.  

Local governments must prepare a report addressing the significant matters identified in the audit 
report. 

The report should then be considered by the local government’s audit committee before being adopted 
by council.  

This report is to be provided to the Minister within three months of receiving the audit report and within 
14 days after the local government gives the report to the Minister, the CEO must publish a copy of the 
report on the local government’s official website. 

This requirement applies to both a local government’s financial audit as well as any Performance Audits 
undertaken by the Auditor General.  

To date the Auditor General has undertaken a number of Performance Audits of selected local 
governments that include Records Management, Local Government Procurement, Timely Payment of 
Suppliers and Controls Over Corporate Credit Cards. 
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Section 7.12A(4)(a) of the Local Government Act 1995 (the Act) refers to the preparation of a report by 
a local government.  

The report is to address any matters identified as significant by the auditor in the audit report, the report 
is to also state what action the local government has or intends to take in respect to each of those 
matters. 

The Department proposes to maintain the ongoing process of examining audit reports to ensure 
compliance and monitoring the actions that local governments take or intend to take in addressing any 
significant matters identified in the audit reports. 

If you have any questions regarding this information, please contact the Department on (08) 6551 8700 
or via email audits@dlgsc.wa.gov.au .  

  
The Department of Local Government, Sport and Cultural Industries has advised the reporting to be 
in the following format 
 

TEMPLATE  
REPORT 

Section 7.12A(4)(a) of the Local Government Act 1995 
 
Office of the Auditor General (OAG) – Performance Audit 
 
 
Purpose of Report 
 
 
Significant Matter Identified by OAG 
 
 
Implication 
 
 
Management Comment 
 
 
Action Taken or Intended to be Taken 
 
 
Completion or Proposed Completion Date 
 
 
Recommendation 
 

 

 

 

 

mailto:audits@dlgsc.wa.gov.au


 

7 | P a g e  
 

Report per Section 7.12A(4)(a) of the Local Government Act 1995 
 
Council considered a recommendation from the Shire Audit Committee and resolved on the 21 August 
2019 the following response in accordance with 7.12A(4)(a) of the Act. 

 

1. Purpose of Report 
 

To respond the Department of Local Government, Sport and Cultural Industries in 
compliance of S7.12A of the Local Government Act 1995 relating to significant matter raised 
in the 2017/18 audit report. 

 

2. Significant Matter Identified by OAG 
 

Report on Other Legal and Regulatory Requirements 

In accordance with the Local Government (Audit) Regulations 1996 we report that: 

(i) In our opinion, the following matter indicate a significant adverse trend in the financial 
position of the Shire of Donnybrook-Balingup: 

a. Operating surplus ratio as reported in Note 19 of the financial report is below the 
Department of Local Government, Sport and Cultural Industries (DLGSCI) standard 
of zero for the last three years (2016: -0.57, 2017: -0.39 and 2018: -0.49). 

 

 

3. Implication 
 

If a Local Government runs ongoing under-lying operating deficits, it needs to recognise the 
longer-term implications. Not addressing ongoing deficits is likely to mean that future Councils 
will struggle to be able to accommodate asset renewal needs and that service levels will 
decline over time. It is acknowledged that a trending reduction in the operating deficit is 
necessary for improved sustainable financial health of the Shire. 

 

 

4. Management Comment 
 

Historically, the Shire has had no robust integrated financial planning framework that 
incorporates sustainable ‘own source’ funded long term asset management plans.  It is the 
opinion of officers that this has resulted in a more adverse financial position of the Shire that 
would ordinary be the case under a fully developed Integrated Financial Planning Framework. 
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The Shire of Donnybrook Balingup is transitioning towards improved long term financial 
sustainability, an Integrated Financial Planning Framework was developed in 2018 (Table 
A). 

 

 
Table A 
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5. Action Taken or Intended to be Taken 
 

A suite of financial planning systems are being developed and implemented that will; 

a) Accurately demonstrate the Shire’s capability to deliver services and manage its 
asset portfolio that can sustain our community into the future. 

b) Accurately determine the real cost of managing the Shire’s asset portfolio. 

c) Accurately determine the real cost of delivering services to the community. 

d) Accurately determine the real contribution residents and users should make to the 
cost of services & facilities. 

 

Since introducing the Integrated Financial Planning Framework in 2018 the following 
documents and long term financial plans have been developed and presented to Council. 

 

 Introduced 
Workforce Plan 2018 
Borrowings Plan 2018 
Rating Objectives Strategy 2018 
Asset Management Plan – Vehicles 2018 
Asset Management Plan – Buildings 2019 
Asset Management Plan – Parks & Reserves 2019 
Reserves Fund Plan 2019 
External Sourced Funding Plan 2019 

 

The following plans have been identified as required and are planned for future 
development. 
 

Asset Management Plan – Information Technology 
Asset Management Plan – Recreation Centre Equipment 
Asset Management Plan – Roads 
Asset Management Plan – Pathways 
Asset Management Plan – Small Plant 
Asset Management Plan – Tuia Lodge Equipment 

 

This Integrated Financial Planning Framework and is reliant upon the developed sustainable 
‘own source’ funding model being embedded within the annual budgetary process. 
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6. Completion or Proposed Completion Date 
 

Council is committed to reduce the Operating Deficit and improving the Operating Surplus 
Ratio. 

 

Since introducing the Integrated Financial Planning Framework in 2018 the following 
documents and long term financial plans have been developed and presented to Council. 

 

 Introduced 
Workforce Plan 2018 
Borrowings Plan 2018 
Rating Objectives Strategy 2018 
Asset Management Plan – Vehicles 2018 
Asset Management Plan – Buildings 2019 
Asset Management Plan – Parks & Reserves 2019 
Reserves Fund Plan 2019 
External Sourced Funding Plan 2019 

 

The following plans have been identified as required and are planned for future development 
across the next 5 years. 
 

Asset Management Plan – Information Technology 
Asset Management Plan – Recreation Centre Equipment 
Asset Management Plan – Roads 
Asset Management Plan – Pathways 
Asset Management Plan – Small Plant 
Asset Management Plan – Tuia Lodge Equipment 

 

It is expected that the ongoing development of the Integrated Financial Planning Framework 
will lead to a trending improvement in the Operating Surplus Ratio and overall financial health 
of the Shire of Donnybrook Balingup. 

 

 

7. Recommendation 
That Council is committed to a trending improvement in the Operating Surplus Ratio and long 
term sustainable financial health of the Shire of Donnybrook Balingup though continued 
implementation and funding of its Integrated Financial Planning Framework. 

 

 

 

 



 

11 | P a g e  
 

Appendix 1 – Audit Report 2017/18 
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Appendix 2 – Correspondence from the Department of Local 
Government, Sport and Cultural Industries 
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