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Dear Committee members
We have substantially completed our audit of the financial statements and
service performance information for Kapiti Coast District Council (“the
Council”) for the year ended 30 June 2016.

Subject to the adequate resolution of the outstanding matters listed in our
report, we confirm that we will issue an unqualified audit report on the annual
report.

We have provided this report in our role as the appointed auditor of the
Council on behalf of the Auditor-General in accordance with the Public Audit
Act 2001. This report is intended solely for the use of the Audit & Risk
Subcommittee, other members of the Council and senior management, and
should not be used for any other purpose nor given to any other party without
our prior written consent.

We would like to thank your staff for the assistance provided to us during the
engagement.

I look forward to the opportunity of discussing with you any aspects of this
report or any other issues arising from our work.

If you have any queries in the meantime, please feel free to contact me on 04
470 0500 or at marcus.henry@nz.ey.com.

Yours faithfully

Marcus Henry
Partner

5 September 2016
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Executive summary



Home  |  Executive summary  |  Financial statements  |  Areas of audit focus  |  Audit differences  |  Control environment  |  Appendices

4  | Closing Report for the year ended 30 June 2016 – Kapiti Coast District Council

Executive summary
Status of
the audit

We have substantially completed our audit of the financial statements and
service performance information of Kapiti Coast District Council for the
year ended 30 June 2016. Subject to satisfactory completion of the
following outstanding items we will issue an unqualified audit opinion in the
form that appears in Appendix E.

• Resolution of the outstanding matters in Appendix C;
• Audit and Risk Subcommittee consideration of the matters in this

report; and
• Adoption by Council of the Annual Report.

Ernst & Young's independence has been confirmed by all members of our
team and an Independence Declaration has been included in this report
(refer Appendix B).

Audit
differences

There are no unadjusted audit differences impacting the financial
statements arising from our audit.

Scope and
Materiality

We conducted an audit for the year ended 30 June 2016 in accordance
with the Auditor General’s standards on auditing which incorporate
International Standards on Auditing (New Zealand) in order to provide
reasonable assurance that your financial statements and performance
information are free of material misstatement.

In our Audit Plan discussed at the May Audit and Risk Subcommittee
meeting, we communicated that our audit procedures would be performed
using a materiality of 2% of total operating expenditure. We continue to
assess this basis as appropriate for the audit. The basis of our assessment
has remained consistent with prior years and NZ International Auditing
Standard guidelines.

Materiality for the statement of service performance is determined based
on the determined criteria and audit assessment rating in accordance with
the OAG auditing standard AG-4 (revised) “The audit of service
performance reports”.

Areas of
audit focus

In our Audit Plan we identified a number of key areas of focus for our audit
of the annual report of the Council. This report sets our perspective in
relation to these areas, including our views on areas which might present
risks for financial reporting purposes and risks to the effectiveness of core

processes. Our consideration of these matters and others identified during
the year is summarised within the “Areas of audit focus” section of this
report. Key focus areas have included:

u Infrastructure assets;
u Integrity of rates strike, rates invoicing and collection;
u Calculation of Landfill aftercare provision;
u New Zealand Transport Authority  (NZTA) Funding;
u Debt facilities and derivatives;
u Non-financial performance information reporting;
u Core controls over operating expenditure, procurement and tendering;
u Employee entitlements and other provisions;
u KCDC’s legislative compliance;
u Sector Specific areas of focus; and
u CCO considerations.

We request that you review these and other matters set out in this report
to ensure:

u There are no residual further considerations or matters that could
impact these issues:

u You concur with the resolution of the issue; and
u There are no further significant issues you are aware of to be

considered before the financial report is finalised

There are no matters, other than those reported by management or
disclosed in this report, which we believe should be brought to the
attention of the Audit and Risk Subcommittee.

Control
observations

During the audit, we identified two observations and improvement
recommendations in relation to management’s financial and non-financial
performance information processes and controls. We will provide a
detailed management letter to management for their consideration setting
out our observations.

We can report there are no matters ranked as “Critical” or “High” risk or
any matters that [subject to the completion of the outstanding matters in
Appendix C] could materially impact the completion of our audit
procedures or the compilation of the 30 June 2016 financial statements
and service performance information.
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Areas of audit focus
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Areas of audit focus
Area of focus Background EY Perspective

Infrastructure assets

Key areas:
- Judgements around valuation of

infrastructure assets

- Accounting treatment for
revaluation of the assets

- Appropriateness of depreciation and
remaining useful lives of assets

- Appropriate classification of
maintenance /capital expenditures

Relevant accounting standards:
- PBE IPSAS 17 Property, Plant and

Equipment

• Infrastructure assets dominate KCDC’s balance sheet with a 30
June 2016 carrying balance of $1,305m (2015: $1,271m).

• Infrastructure assets are held at fair value less accumulated
depreciation and are re-valued on a systematic basis. The
Council’s policy is to revalue infrastructure assets at least
every 3 years by qualified and experienced external valuation
professionals. As at 30 June 2016, the following assets
valuation movements were recorded:

Water Supply System -$1,036,864

Sewerage System $27,546,678

Stormwater System $2,948,432

Seawalls and River Protection $472,402

Total Value $29,930,648

The revaluation gain of $29.9m is primarily due to increased unit
costs for pipes.

Our procedures have focused on:

• ensuring the appointed valuers were suitably qualified and
experienced to undertake the valuations for the Council and
that the valuers were independent so that we could rely on
their work in an audit context

• the data provided by the Council to the valuers was materially
complete and accurate and sourced from the Council’s core
systems

• The Council officials had performed suitable quality assurance
over the valuation reports to assure themselves the resulting
valuation was reliable for use in the financial statements.

Other significant components of infrastructure assets:

• As at 30 June 2016, Council has a Work-In-Progress balance of
$15.1m (2015: $5.1m) which consisted of approximately 112

Infrastructure Assets valuation:

The valuation of infrastructure assets is judgemental. There are a number of key
assumptions that the valuer is required to make based on their experience in the
field, and each of these judgements have the potential to materially impact the
resulting valuation.  Key amongst these judgements is:

u Remaining useful life assessments;
u Assumed replacement cost; and
u Optimisation decisions.

In 2016 the Council changed its valuer of the water related infrastructure assets
from SPIIRE to Opus International Consultants Ltd.  Council also engaged AECOM
to undertake a peer review of the infrastructure unit rates used in the Opus
valuation.

We obtained the valuation report prepared by Opus and the peer review report
from AECOM and performed the following audit procedures with regard to the
valuation:

• Considered key inputs to the valuation reports for relevance to Council and
considered the appropriateness of the valuation techniques;

• On a test basis, assessed whether the asset information provided to the valuer
was reflective of the asset data maintained in the Council’s Asset Management
Systems and asset registers;

• Obtained assurance that all assets within the asset class were included in the
valuation and noted the completeness of assets valued;

• Performed procedures to obtain assurance that the valuation has been
appropriately recorded in the fixed asset register and general ledger;

• Obtained a reliance letter confirming the independence of the valuer and
assessed the professional expertise  and objectivity of the valuer; and

• Assessed the extent of due diligence performed by management and AECOM
and concluded these to be robust and appropriate.

We are satisfied that water infrastructure assets have been appropriately recorded
and disclosed in the financial statements.

For asset classes that are not being revalued in the current year, we have reviewed
the assumptions underlying the historical valuation against current asset
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different projects.
• The value of assets vested to the Council during the course of

2016 amounted to $2.7m (2015: $2.4m).

management plans to ensure that they are still appropriate.

Work-in-Progress

For the Work-In-Progress balance we performed the following audit procedures:

• Obtained the detailed listing of projects and selected a sample of individual
items to test the nature of the capitalised item;

• Inquired with management if any projects have exceeded budgets or have been
unnecessarily delayed;

• Selected items booked into maintenance expense and tested these items to
assess if they should be capitalised; and

• For completed projects traced the capitalisation through to the fixed assets
register and noted these are subject to depreciation.

Key items included $3.7m for the Moana Street pump station upgrade (2015:
0.58m), $1.8m Waikanae Duplicate Rising Main (2015: Nil), $1.2m Major
Connectors Nga Manu Road (2015: Nil) and $2m Town Centre Upgrade (201:
$1.2m). We noted no issues in regards to the carrying value of Work-In-Progress
including cut-off as at balance date.

Capital additions and depreciation and disposals

We selected a sample of material infrastructural asset additions during the year,
including vested assets, to vouch to supporting documentation.  For a sample of
additions we obtained assurance that only costs which fulfilled the capitalisation
criteria under PBE IPSAS 17 are capitalised and that no significant capital costs
were expensed.

We considered the integrity of the depreciation charged on the various classes of
infrastructure assets, with particular attention being placed on the three waters
assets. No material differences were noted. The depreciation rates have been
appropriately reflected in the fixed assets register following the valuation.

In line with our recommendation in prior year, a full review was conducted during
the year to assess whether fully depreciated assets in the fixed assets register have
any future economic benefits or service potential. Consequently, $11.3m of fully
depreciated assets were derecognised from the fixed asset register as at 30 June
2016.
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Area of focus Background EY Perspective

Integrity of rates strike, rates
invoicing and collection

Key areas:
- $53.8m of revenue in 2015/16
- Primary source of Council’s funding

- Specific legislation determines the
legality of the rates strike

- Accuracy of rates depend on the
integrity of the rates database

- Consistency between rates
resolution, the funding impact
statement and the revenue and
financing policy is paramount

Relevant accounting standards:
- PBE IPSAS 9 Revenue from

Exchange Transactions
- PBE IPSAS 23 Revenue from Non-

Exchange Transactions

• Rates income levied represents the Council’s primary revenue
source. There is specific legislation in place which must be
adhered to for the rates strike to be legal. In the local authority
context, failure to comply with rating law and the associated
consultation requirements can create significant risks to the
integrity of rates revenue.

• The requirement for there to be consistency between the rates
resolution, the Funding Impact Statement for that year, and
the Revenue and Financing Policy in the LTP is fundamental
because this is the thread that links community consultation to
the rates levied by Council forming the core of the Council’s
revenue.

• nThe accuracy of a rates strike is dependent on the integrity of
the rates database and the reliability of the rates billing system
should ensure rates are billed appropriately.

• Certain rate paying groups may represent significant collection
risk.

• During the course of our audit we reviewed the Council’s rate strike for the
financial year and the application of these rates to the rating database. We have
also undertaken a review of the billing to specific ratepayers and subsequent
collection on a sample basis.

• We also assessed the appropriateness of the rates strikes for 2015/16 and
2016/17 in consideration of the key elements of the legislative framework
associated with the Rating Act and Local Government Act. At the time of
writing, we have one outstanding matter awaiting clarification. We will update
the Committee on our progress at the meeting on15 September.

• We understand Kapiti does not have a UAGC, or any targeted rates set on a
uniform basis, and hence the 30% cap stipulated in the Local Government
Rating Act is not relevant.

u We tested Council’s controls over the rate setting processes. Our testing
indicates the controls are operating effectively.

u We tested the accuracy of the use of underlying valuation information (as
prepared by Quotable Value).

u As part of our review of rates outstanding at 30 June 2016, we assessed the
provision for doubtful debts and are satisfied the provision is appropriate and
calculated in line with Council’s policy. As at 30 June 2016, provision for
doubtful debtors amounted to $470k (2015: $679k) and includes $51k for
Maori land rates debtors.

Area of focus Background EY Perspective

Calculation of the Landfill After
Care Provision

Key areas:
- Provision value $3.7m
- Determination of discount and cost

inflation rates

• Council currently operates the Otaihanga landfill and also
manages the Otaki and Waikanae sites which are now closed.
Council has a responsibility under the resource consent to
provide ongoing maintenance and monitoring of the landfill
after closures. Therefore, Council is obliged to recognise a
provision in relation to the closure and aftercare of the landfill.
Aftercare responsibilities include the final cover application
and planting of vegetation, drainage control features,
monitoring of water quality and gas emissions.

• In determining the present value of the future cashflows,
management have historically used a discount rate reflecting
the Council’s average cost of borrowing, being 5.6% in 2016

• Our procedures included checking the present value calculations, inquiries of
engineers in respect of landfill’s capacity and expected future cost and
assessing the appropriateness of unwinding of the provision and related asset in
the financial statements.

• The provision for closure costs is determined by discounting the best-estimate
future nominal cashflows to present value using a discount rate reflecting the
time value of money and the risks specific to the liability. Discounting is
required by PBE IPSAS19.53 which states “Where the time value of money is
material, the amount of a provision shall be the present value of the
expenditures expected to be required to settle the obligation”. In essence this
means that the discount rate should be a risk-free rate adjusted for the risks
associated with the liability’s cashflows (i.e., the level of uncertainty around the
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- Future estimation of nominal costs

Relevant accounting standards:

PBE IPSAS 19 Provisions, Contingent
Liabilities and Contingent Assets

(2015: 5.8%). Council also applies a cost inflationary factor
based on the Local Government Cost Index (LGCI) produced by
the Business and Economic Research Limited (BERL).

• During the year management revisited the estimated nominal
future cash flows with a cost saving of approximately $1.1m.

future cashflows). Further, PBE IPSAS19.44 states that the amount recognised
as a provision shall be the best estimate of the expenditure required to settle
the obligation at the reporting date. This is the amount that an entity would
rationally pay to settle the obligation at the reporting date or to transfer it to a
third party at that time. In other words, when considering the appropriate
discount rate for a provision’s present value calculation, increasing risk results
in a lower discount rate than the risk-free rate. This is because (unlike assets) a
risk premium is being suffered to eliminate the risk that the actual costs will be
higher than the best-estimate. Consequently, the highest possible discount rate
for discounting the provision to present value is the appropriate risk-free rate.
As cashflow risk increases, the appropriate discount rate reduces below the
risk-free rate. We therefore concluded that the discount rate used in the original
calculation of 5.6% (being weighted average cost of Council borrowing) was not
appropriate.

• Changes in the discount rate affect the carrying value of the provision.
Although NZ IFRIC 1 Changes in Existing Decommissioning, Restoration and
Similar Liabilities does not form part of the PBE IPSAS suite of standards, it
does provide guidance around how to treat such changes in the rate applied.
Essentially, NZ IFRIC 1 requires that the effect of such changes are added to, or
deducted from, the related asset balance. The adjusted depreciable asset is
then depreciated over the asset’s remaining life. Consequently, the effect of the
revision to the discount rate used to discount the provision would increase the
aftercare asset (rather than be expensed).

• An alternative view is that the change to the discount rate is not a revision as
envisaged above, but is rather the consequence of an error as the rate
previously used was incorrect. Taking this contrary view would result, under
PBE IPSAS 3 Accounting Policies, Changes in Accounting Estimates and Errors,
in a possible prior period restatement. However, under such a scenario the
effect would simply be to gross up the balance sheet in the prior period (by
approximately $1.3m). There would be a small consequential effect on
depreciation in 2015 and 2016 as the landfill asset would be larger, but this is
not material (around $130,000 per annum).

• We have concluded therefore, that any error is not material and that
management’s correction of the discounting calculation in the current period is
appropriate.

• Management have selected 0% as the appropriate rate which represents a risk
“premium” of approximately 2.5% from the risk free rate. We note that this is
largely consistent with the premium applied incorrectly by increasing the
discount rate from the risk free rate when the liability was first recognised in
2014.
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• We considered the assumptions underlying the provision and are satisfied they
appear reasonable. We acknowledge that there is subjectivity and professional
judgement involved in determining the appropriate discount rate and inflation
rate when calculating the provision. The provision value is sensitive to
fluctuations of these inputs.  We assessed whether appropriate disclosures have
been made in the financial statement and therefore we are satisfied with the
disclosures in the financial statements.

Area of focus Background EY Perspective

New Zealand Transport Authority
(NZTA) funding

Key areas:

- NZTA grants and subsidies $3.3m
- Compliance with NZTA requirements

Relevant accounting standards:

PBE IPSAS 23 Revenue from Non-
Exchange Transactions

• Transport projects and maintenance undertaken by the Council
are eligible to receive funding from NZTA. Each year, as part of
the annual plan, Council agrees the Roading work programme
with NZTA. In order for roading work to be eligible for NZTA
funding, it must be competitively tendered.

• Financial reporting standards require NZTA subsidies to be
recognised as revenue, while a portion of the associated
expenditure is capitalised by KCDC as part of the roading
assets.

We have:

• Reviewed the process and controls (approvals, checking and reconciliations)
utilised by the Council to support claims made to NZTA and ensured that the
roading work was competitively tendered.

• Reviewed a sample of NZTA funding received during the financial year to ensure
that it has been appropriately recorded in the financial statements.  As at 30
June 2016 $705k was receivable from NZTA.

Based on our procedures we are satisfied that the costs are correctly allocated to
the categories in the claims and the funding obtained is appropriately recorded in
the financial statements.

Area of focus Background EY Perspective

Debt facilities and derivatives

Key areas:
- Debt Amount to $160m
- Valuation of derivatives

Relevant accounting standards:
PBE IPSAS 29 Financial Instruments:
Recognition and Measurement

• Debt funding represents one of the main sources of finance for
the Council. The value of the debt held by the Council
amounted to $160m as of 30 June 2016 (2015: $140m).

• KCDC access debt through a combination of Local Government
Funding Authority (LGFA) funding and bank facilities. With
regards to this, KCDC have reporting requirements and
financial covenants and the Council’s treasury management
policy provides guidance to manage debt levels.

• Debt funding is planned through the Long Term Plan. Actual
debt levels change with the timing of planned capital projects
and maintenance expenditure.

• KCDC is also a guarantor of the LGFA total debt and the
financial reporting standards require the Council to recognise
fair value of the guarantee liability. Similar to other local

We have:

u Obtained an understanding of any new debt facility agreements entered into in
the year and reviewed the relevant debt facility agreements including the
process for managing draw-downs.

u Considered long term or current classification for financial reporting purposes.
u Obtained third party confirmation of outstanding loan balances at year end.
u Confirmed derivative positions in place at year end and independently valued a

sample of derivative contracts noting no material variances.
u Reviewed disclosures associated with the debt and swap positions held, and the

contingent liability associated with LGFA shareholding.
u Reviewed compliance with the guidance in the treasury management policy and

debt covenants.

We also completed procedures required of us by the debenture trust deed. Based
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PBE IPSAS 30 Financial Instruments:
Disclosures

PBE IPSAS 28 Financial Instruments:
Presentation

authorities, the Council has been unable to determine a
sufficiently reliable fair value for the guarantee. The Council
considers the risk of the LGFA defaulting on repayment of
interest or capital to be remote.

• KCDC also maintains interest rate swaps to manage the
Council’s exposure to interest rate fluctuations. These swaps
are carried at fair value and the mark-to-market valuation of
the interest rate swaps amounted to a liability of $18.9m
(2015: $6.5m) at 30 June 2016 due to falling market interest
rates. Fair value changes are recorded in the statement of
Comprehensive Revenue and Expenses.

on our work nothing has come to our attention that indicates the statements made
in the reporting certificates issued by the Council are materially misstated. Subject
to the completion of certain procedures, we expect to issue an unqualified report to
the Trustee.

Area of focus Background EY Perspective

Non-financial performance
information reporting

Key areas:
- Higher degree of judgement

- Collection and processing of
information

u The Council is required to report its performance against level
of service and performance measures included in the Long
Term Plan. These measures are key to the Council providing a
“performance story” to the community.

u Our audit opinion on the service performance report covers
compliance with generally accepted accounting practice, and
whether or not the service performance report fairly reflects
the Council’s actual service performance for the period.

u The performance framework was re-assessed as part of the
2015/35 LTP and is reflected in the 2015/16 Annual Report.

u There is a risk of inadequacy of reporting systems to monitor
performance and hence the potential failure to adequately
report the provision of core utility services to the public.

u We have selected the following activities as significant in the
context of our audit:

• Water
• Access and Transport;
• Coastal Management
• Wastewater
• Stormwater
• Solid Waste; and
• Recreation and Leisure

We performed the following in relation to the statement of service performance
“SSP”:

u During the performance of our interim audit procedures we updated our
understanding of key performance reporting processes and reviewed the
collation methodologies applied by the Council and assessed external evidence
to support the achievements reported.

u We reviewed the service performance report to ensure it provides an
appropriate and comprehensive view of the Council’s performance on
appropriately identified elements, outcomes, performance measures and
targets/results.

u We reviewed the SSP to determine that the measures have been reported
against and outputs have been achieved where stipulated.

u We obtained evidence to support the sample of reported performance
measures.

u We provided management recommendations in relation to improvements that
can be made to the SSP systems, processes and quality control over KPI
reporting and the underlying data supporting the measures.

Based on the work completed above, we recommended one adjustment to the
reported performance of Council (see Audit Differences below) which has been
adjusted by management. We are satisfied that the SSP fairly reflects the Councils
performance against the measures and targets outlined in the Long Term Plan.
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Area of focus Background EY Perspective

Core controls over operating
expenditure, procurement and
tendering

Key areas:
- Operating expenditure $48m

- Sensitive nature of certain
expenditures

u Appropriateness of the Councillor and management
expenditure is an area which may be of interest to ratepayers.

u The Council’s capital works procurement programme involves
significant cash flows.  The Council has a range of
comprehensive policies that seek to ensure procurement is
managed in the best interests of the Council.

u Areas of expenditure such as travel, accommodation, training
and catering can present opportunities for personal benefit.

We have:

u Reviewed the use of credit cards and obtained assurance that expenditure has
been incurred for a reasonable purpose.

u Reviewed the application of procurement policies applied during the year.
u nnReviewed areas of potential sensitivity for appropriateness.
u Obtained assurance that appropriate processes and controls are in place.
We did not identify any matters of concern through these procedures.

Area of focus Background EY Perspective

Employee entitlements

Relevant accounting standards:

PBE IPSAS 25: Employee Benefits

u Employee entitlements could be misstated or incorrect
entitlements paid.

u Payroll systems may not appropriately record employee
expenses in the general ledger.

u Local authorities are required to disclose information about
severance payments in the annual report.

We have:

u Undertaken control testing over the payroll processes and controls utilised by
management. No issues were identified.

u Assessed the accuracy of recognised employee entitlements at year end and
verified their recognition and measurement to contractual entitlements.

u Through the examination of significant one-off payments to employees we
reviewed whether any severance payments are made throughout the year
along with the disclosure of these payments with no issues noted.
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Area of focus Background EY Perspective

KCDC’s legislative compliance

Key areas:
- Operate in highly legislated areas of

the economy
- Potential liability and lost Council

funding from non-compliance with
certain legislations.

u The Council operates in a highly legislated area of the
economy. It is important from an audit perspective that we are
made aware of any instances of non-compliance.

u Key areas of legislation from an audit perspective include:
• Local Authorities (Members’ Interests) Act 1968;
• Local Government Act 2002;
• Local Government (Financial Reporting and Prudence)

Regulations 2014;
• Local Government Official Information and Meetings Act

1987;
• Local Government (Rating) Act 2002;
• Building Act 2004; and
• Resource Management Act 1991.

During the course of our audit we performed the following work related to
legislative compliance:

u We considered the extent to which the Council maintains systems and
procedures to monitor and manage its own legislative compliance.

u We reviewed the processes the Council has in place to ensure compliance with
relevant legislation, and the actual compliance with or breaches of legislations.

u We reviewed and tested that the Council has complied with legislative
requirements that directly affect the form, content and preparation of the
annual report. In particular, we have considered the impact of the Local
Government Financial Reporting and Prudence Regulations and related
disclosures in the annual report and noted no issues.

We are in the process of resolving one legislative matter. Throughout the
performance of our audit procedures and discussion with management we have not
become aware of any other significant issues in relation to compliance with
legislation.

Area of focus Background EY Perspective

Sector specific areas of focus

Key areas:
- OAG focus areas

u The OAG each year outlines certain areas of focus to be
considered during the audit process. This year areas with
relevance to our audit of KCDC include:
• Asset Management
• Fraud risks
• Compliance with laws and regulations including rating laws
• Non-financial performance measures
• Elected members remuneration and allowances
• Disclosure of severance payments
• Sensitive expenditure
• Financial Reporting and Prudence Regulations

u Asset Management: We have obtained an overall understanding of the quality
of asset management practices as part of our work on the LTP in 2015 and
recent water asset valuations. Opus and AECOM have made a number of
improvement recommendations in this area and we believe these should be
considered.  Management’s continual vigilance in this area is important and we
have made one recommendation relating to the link between the fixed asset
register and the asset management systems in our report to management.

u Fraud Risks: We held discussion with management and other
business/accounting process owners to understand and identify management
policies and procedures surrounding fraud detection and prevention and
whether there had been any instance of fraud that had come to their attention
during the year. We remained alert to fraud indicators throughout the
performance of our audit procedures including the completion of our controls
testing surrounding the expenditure and payroll processes. We also carried out
analytical review procedures to assess whether movements in key account
balances are reasonable and in line with our expectations. No issues were
identified in this regard.

u Compliance with laws and regulations including rating laws: Throughout the
performance of our audit procedures and discussion with management we have
not become aware of any significant issues in relation to non-compliance with
legislations including the rating laws [subject to the completion of the
outstanding matters in Appendix C].  For more detail on our conclusion on
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compliance with rating laws refer to above KCDC’s legislative compliance
section.

u Non-financial performance measures: Refer to separate performance reporting
section above.

u Elected members remuneration and allowances and sensitive expenditures:
We have performed sensitive expenditure testing on a judgemental basis
including the elected members’ remuneration against the determination with no
issues to report.

u Disclosures of payments: We have reviewed the adequacy of disclosures in the
annual report relating to severance payments and elected members
remuneration and allowances with no issues to report.

Area of focus Background EY Perspective

CCO Considerations

Key areas:
- CCO subsidiary

- Public consultation is required in
establishing a CCO

Relevant accounting standards:

PBE IPSAS 25: Employee Benefits

• A recently settled Trust had both the Mayor and Deputy Mayor
as trustees. At the time, an unintended consequence of this
was that the Trust may technically be considered a CCO that
needed to be consolidated with KCDC.

• During the course of our audit we worked with management to find a pragmatic
solution to this unintended consequence of the settlement of the Trust. A deed
of variation was subsequently established (before year end) and the Trust is no
longer at risk of being a CCO and does not need to be consolidated with KCDC.
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Audit differences
Summary of unadjusted differences (financial and non-
financial)
There are no unadjusted audit differences.

Summary of adjusted differences – Financial
The following table contains a list of audit adjustments we identified that have subsequently
been adjusted by management:

Account
30 June 2016 ($000)

Income
statement

(Increase) /
Decrease

Net assets
(Decrease) /

Increase

Dr Landfill Post-closure -  Assets $1,273

     Cr Landfill Aftercare Provision – Liability ($1,273)

Adjustment relating to the correction of discount rate applied
to the landfill aftercare provision.

Summary of adjusted differences – Non-financial
From our audit of the statement of performance information we indentified the measure
relating to the drinking water compliance with part 5 of the drinking-water standards
(protozoal compliance criteria) was not achieved for all supplies within the district.
Management initially reported 95% compliance across the district and “achieved”. As
compliance has not been achieved for all supplies, we raised an audit adjustment requesting
management specify the actual results across the district in line with DWA confirmation as
follows:

• Water supplies for Paraparaumu/Raumati and Waikanae meets part 5 of the standard.
• Water supplies for Otaki, Paekakariki, Hautere and Waitohu do not meet part 5 of the

standard.

Management have subsequently amended the reporting of the measure accordingly.
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Assessment of control environment
Financial controls
As part of our audit of the financial statements, we obtained an understanding of internal
control sufficient to plan our audit and determine the nature, timing and extent of testing
performed. Although our audit was not designed to express an opinion on the effectiveness
of internal control we are required to communicate to you significant deficiencies in internal
control.

The matters reported below are limited to those deficiencies that we identified during the
audit and that we concluded are of sufficient importance to merit being reported to you.

The following table provides an overview of the number of observations and risk rating we
have identified.

High Moderate Low Total
Open at 30 June 2015 4 3 5 12

Closed during FY16 0 (2) (4) (6)

New points raised in FY15 0 1 1 2

Total open points as at 30 June 2016 4 2 2 8*

* Of these eight open items, five (four high and one low risk) relate to the IT environment which we have not
revisited this year. We understand four of the IT related Items (three high and one low risk) have been resolved by
management during the year; however we have not verified these. We will revisit and conduct tests in the coming
financial year to confirm the closure of these items.

Key:

î A weakness which does not seriously detract from the internal control framework. If required, action should be
taken within 6-12 months.

î Matters and/or issues are considered to be of major importance to maintenance of internal control, good
corporate governance or best practice for processes. Action should normally be taken within 6 months.

î Matters and/or issues are considered to be fundamental to the mitigation of material risk, maintenance of internal
control or good corporate governance. Action should be taken either immediately or within 3 months.

We have not identified any significant deficiencies in internal controls as it relates to the
financial statements and performance information.   A detailed Report to Management of our

Internal Control Findings, including management comments, due date and person
responsible for resolution is being prepared for distribution to management.

IT environment
In previous years, we reviewed the core financial applications at the Council to assess
whether we were able to rely on the IT general controls relating to the general ledger
system. As a result of the work performed, we noted a number of weaknesses ( four high risk
and one low risk item ) which resulted in us concluding that we could not place reliance on
the IT environment general controls (Change Management and Logical Access). We
understand management continues to explore workable solutions to address the remaining
findings from our review but that not all issues have yet been resolved and therefore we
have not completed a review of the IT applications this year.

Once management has resolved the final outstanding issue, we will undertake a review of the
IT applications to determine our audit approach for 2017/18.
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Appendix A – Other required Audit & Risk
Subcommittee communications
Auditing Standards require us to report to you certain matters that are not otherwise detailed in this report.

Matter How matter was addressed

Material uncertainties and going concern No conditions or events were identified, either individually or in aggregate, that indicated there could be doubt about the Council’s ability
to continue as a going concern for 12 months from the date of our report.

Disagreements with management During our audit we received full cooperation from management and had no unresolved disagreements over the application of accounting
principles, the scope of our audit or disclosures to be included in the financial statements.

Compliance with laws and regulations We have not identified any material instances of non-compliance with laws and regulations.

Fraud and illegal acts We have made enquires of management regarding:

u Knowledge of any fraud or suspected fraud affecting the Council involving management, employees who have significant roles in
internal control; or others where fraud could have a material effect on the financial report; and

u Knowledge of any allegations of fraud, or suspected fraud, affecting the Council’s financial information.
We did not become aware of any fraud or illegal acts during our audit.

Expected modifications to audit report We anticipate issuing an unqualified audit report on the financial statements for the year ended 30 June 2016 subject to the satisfactory
resolution of the outstanding matters detailed in this report.

A draft copy of our audit report has been included at Appendix D.

Review of the Council minutes We have completed a review of the minutes of the Council and related sub-committee meetings held during the year. Based on that review
we have not identified any financial matters that would result in a significant effect on the period results that have not been reflected in
the financial statements.

Independence We confirm that we have complied with the OAG’s professional standards, and in our professional judgment, the engagement team and
the Firm are independent and we are in a position to issue our Independence Declaration, which is included at Appendix B. We are not
aware of any other relationships between EY and Kapiti Coast District Council that, in our professional judgement, may reasonably be
thought to bear on independence.
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Appendix B – Independence
In relation to our audit of the financial statements and performance information of Kapiti
Coast District Council for the year ended 30 June 2016, to the best of my knowledge and
belief, there have been no contraventions of the OAG’s auditor independence requirements or
any applicable code of professional conduct.

We are satisfied that the services provided by EY during the year ended 30 June 2016 do not
impact our independence.

We are not aware of any other relationships between the Firm or other firms that are members
of the global network of EY firms and Kapiti Coast District Council that, in our professional
judgment, may reasonably be thought to bear on independence.

We consider that our independence in this context is a matter that should be reviewed by both
you and ourselves.  It is therefore important that you and the Council consider the facts of
which you are aware and come to a view.

We confirm that in our professional judgement, the engagement team and EY have complied
with relevant ethical requirements regarding independence.

Marcus Henry
Partner
Wellington
Ernst & Young

5 September 2016

We have no conflict of interest:
► All team members (Including

specialists) have personally
confirmed their independence

► We adhere to strict client
confidentiality requirements

The scope of any non audit
services provided to you is
based upon both the letter and
spirit of the current rules
governing auditor independence

We do not provide any
prohibited services

We comply with all
independence legislation and
guidelines, both locally and
globally

We have a strong
independent review
process in place for
addressing
significant areas of
judgement

EY, its Partners and
current service team
members do not hold
any financial interests
in Kapiti Coast District
Council

Independent in
“appearance”

Independent in
“mind”

Meeting
your

independence
requirements

Integrity     I     Objectivity     I     Professional scepticism

We adhere to the
OAG’s independence
rules

We bring differences
in opinion to
management and
Council
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Appendix C – Outstanding matters
The following items relating to the completion of our audit procedures are outstanding at the date of the release of this report:

Item Actions to resolve Responsibility
Debenture Trust Deed Reporting Certificate Finalisation of our review of the Debenture Trust Deed Reporting Certificates. EY

Summary Annual Report Finalisation of our review of the Summary Annual Report. EY

Full Annual Report Finalisation of audit procedures associated with certain note disclosures in the financial
statements and the complete review of the final version of the financial statements.

Finalisation of our review of the report for compliance with the requirements of the Local
Government Act 2002 (including schedule 10 disclosures), the Local Government Financial
Reporting and Prudence Regulations 2014, and the NZ PBE IPSAS.

EY and management

Management representation letter Receipt of a signed management representation letter. Management

Subsequent events review Completion of subsequent events procedures to the date of signing the audit report. EY and management

Legislative compliance review One matter of legal compliance interpretation to reolve. EY and management

These procedures are currently being completed and we will update the Committee on the resolution of these matters at the Committee meeting scheduled for 15 September 2016.

We expect that the following matters will be outstanding at the time of the Committee meeting:

u Receipt of final signed Financial Statements; and
u Receipt of signed Letter of Representation.
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Appendix D – Auditor fees
$’000s FY16 Budgeted FY16 Actual
Audit fees (excl. disbursements , OAG overhead charges and GST):

Audit of financial statements as of 30 June 2016 157.8 157.8

Total audit fees 157.8 157.8

Other assurance services (excl. disbursements):

Debenture trust reporting 3.1 3.1

Total other assurance services 160.9 160.9

Total audit and other assurance services fees agreed to date 160.9 160.9
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Appendix E – Draft Audit report on Annual
Report

INDEPENDENT AUDITOR’S REPORT

TO THE READERS OF KĀPITI COAST DISTRICT COUNCIL’S ANNUAL REPORT
FOR THE YEAR ENDED 30 JUNE 2016

The Auditor-General is the auditor of Kāpiti Coast District Council (the District Council). The
Auditor-General has appointed me, Marcus Henry, using the staff and resources of Ernst &
Young, on her behalf, to:
- audit the information included in the District Council’s annual report that we are

required to audit under the Local Government Act 2002 (the audited information);
- report on whether the District Council has complied with the requirements of Schedule

10 of the Local Government Act 2002 that apply to the annual report and the Local
Government (Financial Reporting and Prudence) Regulations 2014.

Opinion on the audited information
In our opinion:
- the financial statements on pages [xx] to [xx] and pages [xx] to [xx]:

- present fairly, in all material respects:
- the District Council’s financial position as at 30 June 2016;
- the results of its operations and cash flows for the year ended on that date;

and
- comply with generally accepted accounting practice in New Zealand and have been

prepared in accordance with Public Benefit Entity Standards;
- the funding impact statement on page [xx], presents fairly, in all material respects, the

amount of funds produced from each source of funding and how the funds were
applied as compared to the information included in the District Council’s Long-term
plan;

- the statement of service provision of the District Council (referred to as “Our activities
and services”) on pages [xx] to [xx]:
- presents fairly, in all material respects, the District Council’s levels of service for

each group of activities for the year ended 30 June 2016, including:

- the levels of service achieved compared with the intended levels of service
and whether any intended changes to levels of service were achieved;

- the reasons for any significant variation between the levels of service
achieved and the intended levels of service; and

- complies with generally accepted accounting practice in New Zealand;
- the statement about capital expenditure for each group of activities on pages [xx] to

[xx], presents fairly, in all material respects, actual capital expenditure as compared to
the budgeted capital expenditure included in the District Council’s Long-term plan;

- the funding impact statement for each group of activities on pages [xx] to [xx],
presents fairly, in all material respects, the amount of funds produced from each
source of funding and how the funds were applied as compared to the information
included in the District Council’s Long-term plan; and

- the disclosures on pages [xx] to [xx] required by the Local Government (Financial
Reporting and Prudence) Regulations 2014 represent a complete list of required
disclosures and accurately reflects the information drawn from the District Council’s
audited information.

Compliance with requirements
The District Council has:
- complied with the requirements of schedule 10 of the Local Government Act 2002

that apply to the annual report; and
- made the disclosures on pages [xx] to [xx] which are required by the Local Government

(Financial Reporting and Prudence) Regulations 2014 which represent a complete list
of required disclosures and accurately reflects the information drawn from the District
Council’s audited information.

Our audit was completed on xx September 2016. This is the date at which our opinion is
expressed.
The basis of our opinion is explained below. In addition, we outline the responsibilities of the
Council and our responsibilities, and we explain our independence.
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Basis of opinion
We carried out our audit in accordance with the Auditor-General’s Auditing Standards,
which incorporate the International Standards on Auditing (New Zealand). Those standards
require that we comply with ethical requirements and plan and carry out our audit to obtain
reasonable assurance about whether the information we audited is free from material
misstatement.
Material misstatements are differences or omissions of amounts and disclosures that, in our
judgement, are likely to influence readers’ overall understanding of the audited information.
If we had found material misstatements that were not corrected, we would have referred to
them in our opinion.
An audit involves carrying out procedures to obtain audit evidence about the amounts and
disclosures in the information we audited. The procedures selected depend on our
judgement, including our assessment of risks of material misstatement of the information
we audited, whether due to fraud or error. In making those risk assessments, we consider
internal control relevant to the District Council’s preparation of the information we audited
in order to design procedures that are appropriate in the circumstances but not for the
purpose of expressing an opinion on the effectiveness of the District Council’s internal
control.
An audit also involves evaluating:
- the appropriateness of accounting policies used and whether they have been

consistently applied;
- the reasonableness of the significant accounting estimates and judgements made by

the District Council;
- the adequacy of the disclosures in the information we audited;
- determining the appropriateness of the reported statement of service provision of the

District Council (referred to as “Our activities and services”) within the District Council’s
framework for reporting performance; and

- the overall presentation of the information we audited.
We did not examine every transaction, nor do we guarantee complete accuracy of the
information we audited.
When reporting on whether the District Council complied with the requirements of Schedule
10 of the Local Government Act 2002 that apply to the annual report, we limited our
procedures to making sure the annual report included the required information and
identifying material inconsistencies, if any, with the information we audited. We carried out
this work in accordance with International Standard on Auditing (New Zealand) 720; The
Auditor’s Responsibilities Relating to Other Information in Documents Containing Audited
Financial Statements.

We did not evaluate the security and controls over the electronic publication of the
information we are required to audit and report on. We believe we have obtained sufficient
and appropriate audit evidence to provide a basis for our audit opinion.
Responsibilities of the Council
The Council is responsible for meeting all legal requirements that apply to its annual report.
The Council’s responsibilities arise under the Local Government Act 2002 and the Local
Government (Financial Reporting and Prudence) Regulations 2014.
The Council is responsible for such internal control as it determines is necessary to ensure
that the annual report is free from material misstatement, whether due to fraud or error.
The Council is also responsible for the publication of the annual report, whether in printed
or electronic form.
Responsibilities of the Auditor
We are responsible for expressing an independent opinion on the annual report in
accordance with the reporting requirements of the Local Government Act 2002 and the
Local Government (Financial Reporting and Prudence) Regulations 2014. Our responsibility
arises from the Public Audit Act 2001.
Independence
When carrying out our audit, we followed the independence requirements of the Auditor-
General, which incorporate the independence requirements of the External Reporting Board.
Other than this audit and other assurance services, which includes our report on Other
requirements, we have no relationship with or interests in the District Council.

Marcus Henry
Ernst & Young
On behalf of the Auditor-General
Wellington, New Zealand
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Appendix F – Representation letter
[Date]

Marcus Henry
Partner
Ernst & Young
PO Box 490
Wellington 6140

Dear Marcus
REPRESENTATION LETTER FOR THE YEAR ENDED 30 June 2016
This representation letter is provided in connection with your audit, carried out on behalf of
the Auditor-General, of the financial statements and statement of service performance of
Kāpiti Coast District Council for the year ended 30 June 2016 for the purpose of expressing
an independent opinion about whether:
- the financial statements have been prepared in accordance with legal

requirements, comply with generally accepted accounting practice and fairly
reflect the financial position of Kāpiti Coast District Council as at 30 June 2016
and of the results of its operations and its cash flows for the year ended on that
date; and

- the statement of service performance has been prepared in accordance with legal
requirements, complies with generally accepted accounting practice and fairly
reflects the service performance for the year ended 30 June 2016.

We understand that your audit was carried out in accordance with the Auditing Standards
issued by the Auditor-General, which incorporate the International Standards on Auditing
(New Zealand). We also understand that your audit was (to the extent that you deemed
appropriate) carried out with the objective of:
- providing an independent opinion on Kāpiti Coast District Council’s financial

statements and performance information; and
- reporting on other matters relevant to Kāpiti Coast District Council’s financial and

other management systems that come to your attention, need improvement or are
significant (for example, non-compliance with statutory obligations or a lack of
probity).

General responsibilities
To the best of our knowledge and belief:
- the resources, activities, under our control have been operating effectively and

efficiently;
- we have complied with our statutory obligations including laws, regulations and

contractual requirements;
- we have carried out our decisions and actions with due regard to minimising waste;
- we have met Parliament’s and the public’s expectations of appropriate standards of

behaviour in the public sector (i.e. we have carried out our decisions and actions
with due regard to probity); and

- any decisions or actions have been taken with due regard to financial prudence.
We also acknowledge that we have responsibility for designing, implementing, and
maintaining internal control (to the extent that is reasonably practical given the size of
Kāpiti Coast District Council to prevent and detect fraud.
Responsibilities for the financial statements and the statement of service performance
We confirm that all transactions have been recorded in the accounting records and are
reflected in the financial statements and statement of service performance, and that, to the
best of our knowledge and belief, having made such enquiries as we considered necessary
for the purpose of appropriately informing ourselves:
- we have fulfilled our responsibilities for preparing and presenting the financial

statements and the statement of service performance as required by the Local
Government Act 2002 and the Local Government (Financial Reporting and
Prudence) Regulations 2014 and, in particular, that:
- the financial statements comply with generally accepted accounting

practice and fairly reflect the financial position of Kāpiti Coast District
Council as at 30 June 2016 and of the results of its operations and its
cash flows for the year then ended;

- the statement of service performance complies with generally accepted
accounting practice and fairly reflects the service performance for the
year ended 30 June 2016;

- we believe the significant assumptions used by us in making accounting estimates,
including those measured at fair value, are reasonable;

- we have appropriately accounted for and disclosed the related party relationships
and transactions in the financial statements;
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- we have adjusted or disclosed all events subsequent to the date of the financial
statements and the statement of service performance that require adjustment or
disclosure; and

- There are no unadjusted audit differences identified during the current audit and
pertaining to the latest period presented.

Responsibilities to provide information
We confirm that, to the best of our knowledge and belief, having made such enquiries as we
considered necessary for the purpose of appropriately informing ourselves:
- we have provided you with:

- all information, such as records and documentation, and other matters
that are relevant to preparing and presenting the financial statements and
the statement of service performance; and

- unrestricted access to persons within the entity from whom you
determined it necessary to obtain audit evidence;

- we have disclosed to you the results of our assessment of the risk that the financial
statements and statement of service performance may be materially misstated as
a result of fraud ;

- we have disclosed to you all information in relation to fraud or suspected fraud
that we are aware of and that affects the entity and involves:
- management;
- employees who have significant roles in internal control; or
- others where the fraud could have a material effect on the financial

statements;
- we have disclosed to you all information in relation to allegations of fraud, or

suspected fraud, affecting the entity’s financial statements and statement of
service performance communicated by employees, former employees, analysts,
regulators, or others;

- we have disclosed to you all known instances of non-compliance or suspected non-
compliance with laws and regulations whose effects should be considered when
preparing financial statements and the statement of service performance,
including possible non-compliance with laws for setting rates; and

- we have disclosed the identity of the related parties, all of their relationships, and
all of their transactions of which we are aware.

Going concern
We confirm that, to the best of our knowledge and belief, Kāpiti Coast District Council has
adequate resources to continue operations at its current level for the foreseeable future.
For this reason, the Council continues to adopt the going concern assumption in preparing
the financial statements and the statement of service performance for the year ended 30
June 2016. We have reached this conclusion after making enquiries and having regard to
circumstances that we consider likely to affect Kāpiti Coast District Council during the
period of one year from [date of signing the financial statements and the statement of
service performance], and to circumstances that we know will occur after that date which
could affect the validity of the going concern assumption.
We consider that the financial statements and the statement of service performance
adequately disclose the circumstances, and any uncertainties, surrounding the adoption of
the going concern assumption by the Kāpiti Coast District Council.
Throughout the year, Kāpiti Coast District Council has conformed with the requirements of
its banking arrangements, debenture trust deeds, or negative pledge agreements, including
those relating to its net tangible assets ratios.
The representations in this letter are made at your request, and to supplement information
obtained by you from the records of Kāpiti Coast District Council and to confirm information
given to you orally.

Yours faithfully

Mayor

Chief Executive
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