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1. Background 
Under the Local Government Act 1995 the Shire of Coorow (the Shire) is required to prepare an audited 
Annual Financial Report each financial year. 
 
The Shire’s 2020/2021 audit report was received from the Auditor General on 10 March 2022 and is 
attached at appendix 1 of this document. 
 
A key audit requirement requires the auditor to identify any financial trends which it considers adverse 
and of concern. For the 30 June 2021 year, the Auditor General has identified two significant adverse 
trends in relation to the financial position of the Shire. The Shire has not met the minimum standard 
as set by the Department of Local Government, Sport and Cultural Industries (the Department) for the 
Asset Sustainability and Operating Surplus Ratio for the last three financial years. 
 
Section 7.12A(4) of the Local Government Act 1995 requires that 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.” 

Section 7.12A(5) further requires that: 
“Within 14 days after a local government gives a report to the Minister under subsection (4)(b), 
the CEO must publish a copy of the report on the local government’s official website.” 

 
The Auditor General, in the Independent Auditors Report, also raised the following material matters 
indicating non-compliance with Part 6 of the Act, the Regulations or applicable financial controls of any 
other relevant written law: 

1. The Shire has not reported the Asset Renewal Funding Ratio for the last 3 financial years in the 
annual financial report as required by section 50(1)(c) of the Local Government (Financial 
Management) Regulations 1996, as management has not updated the asset management plan 
since 2013. 

2. For approximately 23% of purchase transactions we sampled, there was inadequate or no 
evidence that a sufficient number of quotations was obtained to test the market, and no 
documentation to explain why other quotes were not sought. This practice increases the 
likelihood of not receiving value for money in procurement and the risk of fraud or favouritism. 

3. The Local Government (Financial Management) Regulations 1996 paragraph 5(2)(c) requires 
the CEO to undertake a review of the appropriateness and effectiveness of the financial 
management systems and procedures no less than every three financial years. We note that 
the last Financial Management Review took place in 2017. 

4. The Local Government (Audit) Regulations 1996 paragraph 17 requires the CEO to undertake a 
review of the appropriateness and effectiveness of a local government’s system and procedures 
in relation to risk management, internal control and legislative compliance, no less than every 
three financial years. We note that the last review was carried out in 2017. 
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5. For approximately 43% of journal entry transactions we sampled, there was no review by a 
senior staff member independent of preparation. If journals are not independently reviewed 
and approved, there is a risk that erroneous or fraudulent transactions may pass undetected. 
Accounting journals can represent significant adjustments to previously approved accounting 
transactions and should therefore be appropriately reviewed and approved. 

6. An officer was provided with authority to purchase above their approved delegated authority. 
Purchase order approvals not in-line with management approved delegations increases the risk 
of inappropriate and unauthorised payments being made. 
 

2. Report Detail 
The Auditor General has once again raised that the Shire of Coorow’s Asset Sustainability and Operating 
Surplus Ratios have been below the Department’s standard for the last three years. The Department’s 
standard for the two mentioned ratios are: 

• Asset Sustainability Ratio – 0.90. 
• Operation Surplus Ratio – 0.01-.0.15. 

Local Governments need to meet or be higher than these set standards. 
 
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 the future, have regard for 
asset management and the community’s service level needs, then it is considered financially 
sustainable. 
 
Asset Sustainability Ratio 
This ratio is an indication of whether the Shire is replacing or renewing existing non-financial assets at 
the same rate that its overall asset stock is wearing out. 
 
The Asset Sustainability Ratio is based on the following calculation: 
 

(Capital Expenditure less New/Upgrade Expenditure Less Proceeds on Disposal) 
Divided by Depreciation Expenses 

 
The Departments standard for the Asset Sustainability Ratio is 0.90 or greater and for the 2020/2021 
year the Shire of Coorow Asset Sustainability Ratio was 0.48.  
 
The Shire of Coorow’s Asset Sustainability Ratio for the last 3 years have been: 

• 2019 – 0.56 
• 2020 – 0.25 
• 2021 – 0.48  

 
 
 
As seen in the graph below the Asset Sustainability ratio has traditionally been below the standards. 
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This ratio can only realistically be improved by decreasing rates of depreciation (by increasing the useful 
life of assets) and increasing the amount of capital expenditure on renewal projects.  The sad reality is, 
it is difficult to attract grant funding for these type of projects as funding bodies prefer the more 
politically attractive option of new or upgraded roads and facilities.  Another option for funding renewal 
projects would be to borrow money to fund them, but this would only be a short-term solution and is 
not sustainable. 
 
Capital Renewal and Replacement Expenditure 
Council has limitations on how many financial resources can be allocated to capital renewal and 
replacement expenditure.  
These are as follows: 

• Limited ratepayer base and a high dependence upon external grants to fund capital 
expenditure. 

• Constant financial demand to “maintain” assets to keep the service level acceptable. 
 
Due to the uncertainty of today’s environment it is unclear if council plans to increase council rates in 
the near future and will be discussed in the upcoming budget process.  It is Management’s intentions 
to highlight to Council of our obligations in trying to meet the Departments standards in regard to 
Ratios. But even if Council rates were to be increased Management believes it will have little impact in 
surplus funds available for capital renewal and replacement expenditure compared to what would be 
required to substantially improve the ratio, due to the small ratepayer base and the increase in state 
government fees and charges. Management have also considered doing a rate review over the 
2021/2022 year with Council. 
 
The constant financial demand to “maintain” assets is best demonstrated by taking council’s major 
asset of 1040 km of road infrastructure as an example. This was valued at $129,506,428 before 
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depreciation at 30 June 2021. As the vast majority of the roads are unsealed, significant and regular 
maintenance is required to keep the roads safe and trafficable. 
Road maintenance expenditure to 30 June 2021 totalled over $818,882. As this does not extend the 
life of the asset up to that which it had originally it is recorded as operating expenditure.  However, 
without this “maintenance” the life of the asset would be significantly shortened. 
 
Depreciation 
Other than prudent control of depreciation rates there is little council control over the reported figure. 
Council reviews depreciation rates annually. 
However, revaluations can have some significant impact. If total annual depreciation does decrease 
due to a revaluation this does improve the ratio without any significant action by council. 
 
Operating Surplus Ratio 
This ratio is a measure of the Shire’s ability to cover its operational cost and have revenues available 
for capital funding or other purposes. 
 
The Operating Surplus Ratio is based on the following calculation: 
 

(Operating Revenue Less Operating Expenses) 
Divided by Own Source Operating Revenue 

 
The Departments standard for the Operating Surplus Ratio is 0.01 or greater and for the 2020/2021 
year the Shire of Coorow Operating Surplus Ratio is -1.08.  
 
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. 
When the ratio starts to drift into negative territory it indicates a deficit and higher risk. 
 
The Department’s minimum benchmarks for this ratio are as follows: 
Advanced Standard – 15% or greater 
A ratio of greater than 15% indicates the Shire is providing a strong operating surplus which will give 
flexibility in the future in relation to operational service levels and asset base. 
Basic Standard – between 1% and 15% 
Basic Standard is met if the operating surplus ratio is between 0% and 15%. 
Below Standard – 0% or less 
This is achieved with 0% or less 
 
The operating surplus ratio calculation excludes grants received to assist with capital works but includes 
depreciation expense. It has long been argued by the local government sector that these grants are an 
integral component of revenue for local government and long term financial plans are predicted on 
receiving these funds.  Removing this key source of revenue from the ratio calculation has a negative 
impact on the ratio and skews the result. 
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It is typical of a local government similar to the Shire of Coorow and other regional Councils to have an 
operating surplus ratio that does not meet the minimum requirements. This result reflects a reliance 
on sources of funding other than Council’s own source funds such as rates, to be sustainable.  
 
As seen in the graph below the operating surplus ratio has traditionally had a negative result. 
 

 
 

A number of additional major items also directly influence the results of the Operating Surplus Ratio, 
such as: 

• The timing of operating grant funds being received in one financial year and expenditure being 
incurred in another e.g. pre-payment of the Federal Government Financial Assistance Grants. 

• One off operating projects when the expenditure allocation has been carried over to the next 
financial year in part or in full. 

• The funding of operating projects from reserve funds. All operating expenditure must be 
included in the ratio calculations, however the income from reserve must be excluded, resulting 
in an apparent lower ability to fund operating expenditure. 

 
In order to improve the Operating Surplus Ratio, the Council has limited options available. The measure 
could be improved by increasing rates substantially, however, this must be balanced with the 
community's capacity to pay, particularly considering the current economic circumstances. The 
measure could also be improved by Council reviewing its major operating cost centres, including 
employment costs, materials and contracts however this will almost certainly adversely impact the 
level of service which Council is able to deliver to the community. 
 
Ultimately, a positive ratio for the Shire of Coorow would mean the Shire would be sustainable without 
any type of non- operating grant funding from the State or Federal Government. 

2016 2017 2018 2019 2020 2021
Series1 -1.48 -0.87 -1.02 -0.98 -1 -1.08

-1.6

-1.4

-1.2

-1

-0.8

-0.6

-0.4

-0.2

0

Ax
is

 T
itl

e

Operating Surplus Ratio



 

Report on Significant Adverse Trends 
March 2022 

7 
 

Examples of non-operating grants (the vast majority are for the renewal of assets) that have been 
excluded from this ratio include; 

• Roads to Recovery 
• Regional Road Group 

 
These are examples of grant funding that the Shire should expect on an ongoing basis to assist in 
meeting its asset renewal obligations. The prospect of there ever being a time where a regional Local 
Government would receive no government funding assistance is highly unlikely and therefore, 
increasing rates to simply achieve the ratio standard is not advised. 
 
The current ratio benchmarks adopted by the Department is a “one size fits all” approach. It is 
understood that a majority of rural local governments have not had an Operating Surplus Ratio that 
met the standards set by the Department, and there has been an indication by the Auditor General 
that this benchmark may need review. 
 
Management have reviewed the values and depreciation rates of its road infrastructure assets and 
plant and equipment over the last two years to try and reduce depreciation expenses moving forward, 
with only minor improvements. This alone will not deliver a positive ratio so Council and Management 
need to continue to improve the operating position either via increasing revenue or by decreasing 
expenditure (or both). 
 
Staff are trying to identify areas of operational expenditure where savings could be made. For example, 
solar panels are being installed on Shire buildings and facilities to reduce power consumption costs. 
 
Water harvesting projects have been carried out in Leeman and Coorow to reduce the amount of 
scheme water required for watering the ovals and Coorow Caravan Park and the Leeman Scheme has 
been expanded to allow the Foreshore to also be reticulated using stormwater. 
 
Creating new or increasing current revenue streams is difficult given the small population base of the 
Shire. The fact is, the Shire is likely to be dependent on grant funding for a large portion of its capital 
works for the foreseeable future.  
 
Other Non-compliance Matters raised 
 

Matter Raised Management Comment Actions Required 
1. The Shire has not reported 

the Asset Renewal Funding 
Ratio for the last 3 financial 
years in the annual financial 
report as required by section 
50(1)(c) of the Local 
Government (Financial 
Management) Regulations 
1996, as management has not 

The Shire of Coorow’s Asset 
Management Plan project (2024-2034) 
was commenced in 2020 but due to 
changeover of Management has not 
been completed to date.  It was only 
raised in this current Audit 2020/2021 
that the Current Asset Management 
Plan (2013-2023) that had been 
previously used in 2019/2020 was 

Current 
management will 
ensure the 
project is 
prioritised and 
will updated in 
order to report 
on the Ratio in 
future years. Due 



 

Report on Significant Adverse Trends 
March 2022 

8 
 

updated the asset 
management plan since 2013. 

inadequate.  It should be noted that the 
Ratio was reported in the 2020 year but 
was withdrawn and reinstated to have a 
nil ratio in the 2020/2021 financials due 
to lack of reliable information. 
 
 

to the lateness of 
the Audit 
completion this 
may miss the 
2021/2022 Audit. 

2. For approximately 23% of 
purchase transactions we 
sampled, there was 
inadequate or no evidence 
that a sufficient number of 
quotations was obtained to 
test the market, and no 
documentation to explain 
why other quotes were not 
sought. This practice 
increases the likelihood of not 
receiving value for money in 
procurement and the risk of 
fraud or favouritism.  

Management notes that this has 
occurred and are working with the Staff 
to ensure that they are following Council 
policy or documenting reasons why 
quotes could not be sourced i.e. in cases 
of emergency, stipulation of Grant 
Funding to only source local suppliers, or 
stating only one supplier would provide 
a quote.   

This is an ongoing 
issue that will 
continue to be 
monitored. 
Management are 
proposing to do a 
review of the 
current 
Purchasing Policy 
to ensure that it 
is user-friendly 
for the Shire Staff 
and captures 
instances such as 
emergency 
situations i.e. 
lightning strikes, 
following grant 
guidelines Shire 
are to source 
local suppliers 
only and 
supporting local 
buyer’s 
preferences.on 
the completion of 
the Reg 17 and 
FMR. 

3. The Local Government 
(Financial Management) 
Regulations 1996 paragraph 
5(2)(c) requires the CEO to 
undertake a review of the 
appropriateness and 
effectiveness of the financial 
management systems and 
procedures no less than every 

Management acknowledges that this 
has occurred. Management discovered 
this while completing the recent 
Compliance Audit Return. Due to change 
in management of both the CEO and 
DCEO it was advisable that it would be 
completed when the new Executive 
team commenced. Management have 

Moore Australia 
have completed 
onsite visit and 
provided draft to 
the Shire.  
Management are 
currently 
reviewing and will 
work with Moore 
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three financial years. We note 
that the last Financial 
Management Review took 
place in 2017. 

scheduled this with Moore Australia and 
will take place in November 2021. 

for a final copy.  
This will then be 
present to Council 
and actions to be 
implemented. 

4. The Local Government 
(Audit) Regulations 1996 
paragraph 17 requires the 
CEO to undertake a review of 
the appropriateness and 
effectiveness of a local 
government’s system and 
procedures in relation to risk 
management, internal 
control and legislative 
compliance, no less than 
every three financial years. 
We note that the last review 
was carried out in 2017. 

Management acknowledges that this 
has occurred. Management discovered 
this while completing the recent 
Compliance Audit Return. Due to change 
in management of both the CEO and 
DCEO it was advisable that it would be 
completed when the new Executive 
team commenced. Management have 
scheduled this with Moore Australia and 
will take place in November 2021. 

Moore Australia 
have completed 
onsite visit and 
provided draft to 
the Shire.  
Management are 
currently 
reviewing and will 
work with Moore 
for a final copy.  
This will then be 
present to Council 
and actions to be 
implemented. 

5. For approximately 43% of 
journal entry transactions we 
sampled, there was no review 
by a senior staff member 
independent of preparation. 
If journals are not 
independently reviewed and 
approved, there is a risk that 
erroneous or fraudulent 
transactions may pass 
undetected. Accounting 
journals can represent 
significant adjustments to 
previously approved 
accounting transactions and 
should therefore be 
appropriately reviewed and 
approved. 

The Shire notes that this has happened, 
the Journals that were created by DCEO 
where created at a time when the CEO 
was not available to review.  These 
journals were critical to post in order to 
ensure the annual financials were 
completed.  On the CEO’s return, the 
CEO was presented with the Journals, 
reviewed the Journals and signed off on 
said Journals.  The Shire endeavours to 
always have a preparer and an 
authoriser of all transactions but from 
time to time due to the Shire size this 
cannot always be achieved. 

This is an ongoing 
issue that will be 
monitored, as 
stated 
unfortunately due 
to the size having 
a reviewer of 
executive staff 
can be an issue. 

6. An officer was provided with 
authority to purchase above 
their approved delegated 
authority. Purchase order 
approvals not in-line with 
management approved 
delegations increases the risk 

Current Management notes that this has 
occurred and will endeavour to ensure 
that the delegations stay consistence 
within the policy.  It should also be noted 
that this instance occurred prior to the 
Current Executive Management Team 
and it believes that this occurred due to 

No further action 
is required at this 
stage.  
Management will 
ensure that 
delegations and 
stay consistence 
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of inappropriate and 
unauthorised payments being 
made. 

the lack of Senior Staff available at the 
time. 

and any changes 
made will have 
written reasons 
for the change. 

 
 

3. Conclusion 
Council is very aware of its ratio performance in relation to benchmarks set by the Department. The 
requirement to produce this report as an outcome of an identified adverse trend is likely, at least in 
the short term, to be an annual process for the Shire of Coorow. 
 
Council and Management have reviewed the Asset Sustainability and Operating Surplus Ration and the 
factors determining this. It has been concluded that although some improvement is expected in 
2021/2022 and a reallocation of resources from maintenance to renewal where possible in the future 
it may not be possible to achieve or maintain the minimum standard due to a limited rate base and a 
reliance on external funding beyond councils control. 
 
In regard to the Asset Sustainability Ratio, the Shire of Coorow, like the majority of Local Governments 
throughout the state, will always struggle to reach the benchmark required by this ratio.  The value of 
our assets remains well beyond the depreciated value, however, we continue to ensure that we direct 
any surplus, as well as budget allocations, to reserve accounts to provide at least some insurance for 
additional expenditure which may be required into the future. 
 
The Operating Surplus Ratio requires Council to ensure that its own revenue sources grow at the same 
or a greater rate than its operating expenses, including depreciation. It is well known that most country 
local governments struggle to fully fund asset depreciation via its own revenue sources and there is a 
reliance on grant funding such as Regional Road Group and Roads to Recovery to assist with asset 
renewal expenditure. 
 
The Shire are also aware that other significant matters that have been raised in regards to non-
compliance are serious from the point of view of the Shire of Coorow we will continue to pursue 
continuous improvement in our operations both in on a management level as well as to reduce costs 
across the board without increasing rates beyond what the community sees as reasonable. 
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