Nelson City Council
te kaunihera o whakatu

AGENDA

Ordinary  meeting of the

Audit, Risk and Finance Subcommittee

Tuesday 26 June 2018
Commencing at 9.00a.m.
Council Chamber
Civic House
110 Trafalgar Street, Nelson

Membership:  Mr John Peters (Chairperson), Her Worship the Mayor Rachel
Reese, Councillors lan Barker, Bill Dahlberg and Mr John Murray
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Guidelines for councillors attending the meeting, who are not members of the
Committee, as set out in Standing Order 12.1:

T All councillors, whether or not they are members of the Committee,
may attend Committee meetings

9 At the discretion of the Chair, councillors who are not Committee

members may speak, or ask questions about a matter.
1 Only Committee members may vote on any matter before the
Committee
It is good practice for both Committee members and non -Committee members

to declare any interests in items on the agenda. They should withdraw from the
room for discussion and v oting on any of these items
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3.1

3.2
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M3570

Apologies

Nil

Confirmation of Order of Business

Interests

Updates to the Interests Register

Identify any conflicts of interest in the agenda

Public Forum

Confirmation of Minutes

15 May 2018

Document number M3483

Recommendation
That the Audit, Risk and Finance Subcomm
Confirms  the minutes of the meeting of the Audit,
Risk and Finance Subcommittee, held on 15 May
2018, as a true and correct record.

Chairperson's Report

Annual Tax Review

Document number R9395

Recommendation
That the  Audit, Risk and Finance Subcommittee

Receives  the report Annual Tax Review (R9395
and its attachments (A1847439 and A1985957).

ittee

Page No.
6 -11
12 - 23



10 .

Corporate Report to 30 April 2018
Document number R9396
Recommendation
Thatthe Audit, Risk and Finance Subcommittee

Receives  the report Corporate Report to 30 April
2018 (R9396 ) andits attachments (A1969286 and
A1986404).

Audit engagement letter for year ending 30 June
2018

Document number R9208

Recommendation
That the  Audit, Risk and Finance Subcommittee
Receives  the report Audit engagement letter for
year ending 30 June 2018 (R9208 ) and its
attachments (A1955165 and A1955166); and

Notes the Subcommittee can provide feedback on
the Audit engagement letter to Audit New Zealand
if required, noti ng the Mayor will sign the letter

once t he Subcommi tteeods feedback

incorporated.

Interim audit letter for the year ending 30 June
2018

Document number R9213
Recommendation
Thatthe Audit, Risk and Finance Subcommittee
Receives  the report Interim audit letter for the
year ending 30 June 2018 (R9213 ) and its
attachment (A1988268); and

Notes the suggested responses to the
recommendations.

24 - 35

36 - 66

67 - 83
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Note:

T There is an Audit, Risk and Finance Sub com mittee
Workshop following this meeting.
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Audit, Risk and Finance Subcommittee Minutes - 15 May 2018

Nelson City Council
te kaunihera o whakatu

Minutes of a meeting of the Audit, Risk and Finance Subcommittee

Held in the Council Chamber, Civic House, 110 Trafalgar Street,
Nelson

On Tuesday 15 May 2018, commencing at 9.10am

Present: Mr J Peters (Chairperson), Councillors | Barker, B Dahlberg and
Mr J Murray
In Attendance: Councillor Courtney, Chief Executive (P Dougherty), Group

Manager Corporate Services (N Harrison) and Governance
Adviser (Rebecca Terry)

Apologies: Her Worship the Mayor R Reese , and Councillor Barker for
lateness.

1. Apologies
Resolved AUD/2018/018
That the Audit, Risk and Finance Subcommittee
Receives and accepts an apology from Her
Worship the Mayor Rachel Reese, and Councillor

Barker for lateness.

Murray/Dahlberg Carried

2. Confirmation of Order of Business
The meeting was adjourned at 9.11am (at which time Her Worship the
Mayor left the meeting, giving her apologies for attendance). The
meeting reconvened at 9.15am.

3. Interests

There were no updates to the Interests Re gister, and no interests with
items on the agenda were declared.

Vi Public Forum

There was no public forum.

6 M3483



5.1

Audit, Risk and Finance Subcommittee Minutes - 15 May 2018

Confirmation of Minutes
13 February 2018
Document number M3252, agenda pages 7 - 15 refer.
Resolved AUD/2018/ 019
That the Audit, Risk and Finance Subcommittee

Confirms _ the minutes of the meeting of the Audit,
Risk and Finance Subcommittee, held on 13
February 2018, as a true and correct record.

Murray/Dahlberg Carried
Chairpersons Report
There was no Chairpersono6s report.
Status Report - Audit Risk and Finance Subcommittee - 15
May 2018
Document number R9278, agenda pages 16 - 17 refer.
Group Manager Corporate Services, Nikki Harrison advised that Manager
Governance and Support Services, Mary Birch was currently investigating
options for managing protected disclosure for elected members. They
would be collating information and working wit h Tasman District Council
to identify the most appropriate option.
Resolved AUD/2018/ 020
That the Audit, Risk and Finance Subcommittee
Receives the report Status Report - Audit Risk and
Finance Subcommittee - 15 May 2018 (R9278 ) and
its attachment (A1753947).
Dahlberg/Murray Carried

Attendance: Councillor Barker joined the meeting at 9.20am.

8.

M3483

Key Organisational Risks - 1st Quarterly Report Calendar
2018
Document number R9223, agenda pages 18 - 35 refer.

Risk and Procurement Analyst, Steve Vaughan presented his report and
answered questions in relation to how risk was managed within business
units, the effectiveness of risk management controls and recruitment of
staff.



Audit, Risk and Finance Subcommittee Minutes - 15 May 2018

Resolved AUD/2018/ 021
Thatthe Audi t, Risk and Finance Subcommittee
Receives the report Key Organisational Risks - lst

Quarterly Report Calendar 2018 (R9223 ) and its
attachment (A1951823)

Murray/Dahlberg Carried

9. Corporate Report to 31 March 2018
Document number R9198, agenda pages 36 - 48 refer.

Senior Accountant, Tracey Hughes and Manager Capital Projects, Shane
Davies presented the report. Ms Hughes noted a correction to the

report, on page 37 at paragraph 4.2.6. The last sentence should read:
6The bar graph r ec expehditurg aganst forecastd at e
expenditure by activityéo.

Mr John Murray raised a question about finances going to other
committees. Group Manager Corporate Services, Nikki Harrison
confirmed this was not a requirement.

Resolved AUD/2018/ 022

Thatthe Audit , Risk and Finance Subcommittee

Receives the report Corporate Report to 31 March
2018 (R9198 ) andits attachments (A1958594 and

A1956070).
Barker/Dahlberg Carried
10. Internal Audit - Quarterly Progress Report to 31 March 2018
Document number R8842, agenda pages 49 - 55 refer.

Internal Audit Analyst, Lynn Anderson, presented the report.

Resolved AUD/2018/ 023
That the  Audit, Risk and Finance Subcommittee
Receives  the report Internal Audit - Quarterly

Progress Report to 31 March 2018 (R8842 ) andits
attachment (A1949842); and
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11.

12.

M3483

Audit, Risk and Finance Subcommittee Minutes - 15 May 2018

Approves the proposal to reduce the Internal Audit
Plan to 30 June 2018 by three audits.

Murray/Barker Carried

Internal Audit - Summary of New or Outstanding Significant
Risk Exposures and Control Issues to 31 March 2018

Document number R9251, agenda pages 56 - 61 refer.
Internal Audit Analyst, Lynn Anderson, presented the report and

responded to questions around business continui ty planning and
delegations.

Resolved AUD/2018/ 024

That the Audit, Risk and Finance Subcommittee

Receives  the report Internal Audit - Summary of
New or Outstanding Significant Risk Exposures
and Control Issues to 31 March 2018 (R9251 ) and

its attachment (A1950727).

Dahlberg/Barker Carried

Health Safety and Wellbeing Performance Report: January
to March 2018

Document number R9216, agenda pages 61 - 76 refer.

Health and Safety Adviser, Malcolm Hughes presented the report.

Mr John Peters suggested a change to the format of the Health Safety
and Wellbeing Performance Report to include a summary at the

beginning of the report from the Health and Safety Adviser outlining the
main issues.

Resolved AUD/2018/ 025
Thatthe Audit, Risk  and Finance Subcommittee
Receives  the report Health Safety and Wellbeing
Performance Report: January to March 2018

(R9216 ) and its attachment (A1946126).

Dahlberg/Barker Carried




13.

14.
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Audit, Risk and Finance Subcommittee Minutes - 15 May 2018

Exclusion of the Public
Resolved AUD/2018/ 026
That the Audit, Risk and Finance Subcommittee

Excludes  the public from the following parts of
the proceedings of this meeting.

The general subject of each matter to be
considered while the public is excluded, the
reason for passing this resolution in relation to

each matter an d the specific grounds under
section 48(1) of the Local Government Official
Information and Meetings Act 1987 for the
passing of this resolution are as follows:

Barker/Dahlberg Carried
Item General subject Reason for pas  sing Particular interests
of each matter to this resolution in protected (where
be considered relation to each applicable)
matter

The meeting went into public excluded session at 10.31am and resumed
in public session at 10.52am.

Re -admittance of the Public
Resolved AUD/2018/ 028
That the Audit, Risk and Finance Subcommittee
Re -admits  the public to the meeting.

Barker/Dahlberg Carried
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Audit, Risk and Finance Subcommittee Minutes

There being no further business the meeting ended at 10.53am.

Confirmed as a correct record of proceedings:

Chairperson

- 15 May 2018

M3483
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Iltem 7: Annual Tax Review

Nelson City Council Audit, Risk  and Finance
te kaunihera o whakatu Subcommittee

26 June 2018

REPORT R9395

Annual Tax Review

1. Purpose of Report

11 To advise the Subcommittee of Councildés tax
and provide some context for the current tax environment.

2. Recommendation
Thatthe Audit, Risk and Finance Subcommittee

Receives  the report Annual Tax Review (R9395 )
and its attachments (A1847439 and A1985957).

2. Background

2.1 The Tax Risk Governance Framework was adopted by Council in May
2017 as a proactive  step towards identifying and managing tax risk to
maintain its low risk profile. As part of the Tax Governance Framework,
staff have prepared this annual tax update.

2.2 This report provides:

1 A summary of the tax advice that Council has sought during the
period 1 July 2017 to 30 April 2018

1 Commentary on tax matters currently being addressed as at 30
April 2018

1 A more general high level update on the wider tax environment as it
might affect Council.

Tax Advice received to 30 April 2018

2.3 Forthe most part, the tax compliance of Council
usual 6 for much of the year with the various
etc) being filed on time and without any concerns being raised.

2.4 That said, it is appropriate to comment on the fol lowing areas where
assistance has been provided to Council:

T Council 6s tax advisors (PwC) submitted the
March 2018) on the taxable income from a Council Controlled Trading

1 2 M3570



2.5

2.6

2.7

M3570

Iltem 7: Annual Tax Review

Organisation (CCTO), being Nelmac, and successfully applie d for the
adjustment to Councilds tax | osses
applied;

T PwC prepared and filed Councilés 2017
March 2018;

9 Advice on the rules around non -resident contractors tax (NRCT) and

how the NRCT exe mptions may apply;

1 In November 2017, Council sought advice on the unclaimed money
rules, how they apply to local authorities and how a local authority
might deal with funds not covered by the rules; and

T InJuly 2017 PwC provided advice in relation to the GST treatment

currently adopted by Council, as the Administering Authority in
relation to the GST liabilities arising from the Joint Committees with
Tasman District Council.

Tax matters currently being addressed

On 14 December 2017 the tax risk strategy was adopted by Council. This
approach supports Council to confidently demonstrate it is taking a
proactive approach in assessing its overall tax compliance and managing
its tax risk effectively.

As per that st rategy, a comprehensive GST review will be undertaken in
the second week of June 2018. The scope of the review is as follows:

9 Assess the extent to which Council is compliant;
1 Identify the level of tax knowledge within the organisation as a whole;

1 Determine the degree to which Council has appropriate tax policies
and procedures in place;

1 Identify any instances of non -compliance and advise on appropriate

solutions to rectify past errors; and

1 Raise awareness of tax compliance across the organisation and
educate staff within the specific organisational environment.

Two Council officers attended the
training held at St Arnaud by PwC in December 2017. These training
sessions not only ensure that personnel are a ware of recent and
forthcoming developments, but also provide:

1 A refresher of fundamental tax principles that underpin all tax risk
management; and

1 An opportunity to interact with personnel from other local authorities

| ocal

in the region (both Nelson/Tasma n and West Coast) which assists with

overall collaboration.
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2.8

2.9

2.10

2.11

2.12

2.13

2.14

2.15
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Iltem 7: Annual Tax Review

A Council officer also attended the tax session of the SOLGM strategic
financial management conference presented by PwC to hear about the
latest tax updates.

Finally, it is noted that Cou ncil has continued to obtain support via:

T Subscribing to PwCbés online Indirect Tax
1 Maintaining a Tax Risk Governance Framework; and

1 Adhering to a Tax Risk Management Strategy.

Other relevant matters

The Department of Int  ernal Affairs issued a paper on Better Local
Government Services. The discussion in this paper was converted into
draft legislation, contained in the Local Government Act 2002
Amendment Bill (No. 2) 2016 (the Bill).

In essence, this paper proposed cha nges to the legislation that would
enable the Local Government Commission to require local authorities to
establish substantive Council Controlled Organisations (CCOSs) T in
particular, relating to the provision of water and transport services.

The pro posed changes had a number of impacts, and of note, potentially
adverse income tax compliance consequences. Submissions were
prepared (primarily by SOLGM) requesting that any substantive CCOs
were exempt from income tax.

Following Select Committee hea  rings, an update has been made to the
Bill (i.e. per Section CW 39B of the Income Tax Act 2007) which now
provides local authorities with an ability to allow certain CCOs to elect
whether to be subject to income tax or not. The Bill has yet to be

enacted b ut further amendments are not expected.

Inland Revenue has been active in the Local Government sector over the
last couple of years and in the last 18 months, notified six local
authorities that they are considering undertaking an audit of their tax

Pc

compliance. This is part of the I nland Reven

encouraging organisations to be tax compliant, and is part of their

interest in the wider public sector. One of the standard questions when
Inland Revenue review any organisation is wheth er there has been an
independent assessment of tax compliance, and if so, to request any

reports issued.

I nl and Revenueds ongoing internal transfor ma

disruption in this area. As such, an audit is not necessarily imminent an d
indeed may never occur, but one cannot discount the possibility that it

may. As such it was timely to have in place a Tax Governance

Framework and Tax Risk Management Strategy to ensure that tax risk
management is front of mind.
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Iltem 7: Annual Tax Review

Council 6s tax figures

2.16 Generally Council is exempt from income tax with the main exception
being income from CC(T)OO0s. However, Counci l
obligations in relation to GST and PAYE in particular. The quantum is
highlighted in this section.

2.17 In the 12 month s ending 31 March 2018, Council has accounted for:

Tax 12 month period ending Amount

GST output tax 31 March 2018 $16,393,679
GST input tax 31 March 2018 $13,716,782
PAYE & ACC 31 March 2018 $5,329,908
FBT 31 March 2018 $9,555

2.18 Council also acts as agent for the Nelson Regional Sewerage Business
Unit, Nelson Tasman Regional Landfill Business Unit and Nelson Tasman
Civil Defence and Emergency Management. The numbers above exclude
these entities (except for the NRSBU between July and December a t
which point NCC and NRSBU were separated for GST return purposes).

3. Conclusion

3.1 Council formally adopted the Tax Governance Framework on 18 May
2017 and the Tax Risk Management Strategy on 14 December 2017.
These form a solid foundation for managing tax risk.

3.2 The Tax Risk Management Strategy (attachment 1) is a simple tool to
ensure that tax risk is being identified and managed appropriately while
providing the Subcommittee with a quick visual tool to see the steps
Council has taken to manage tax risk and the forward looking strategy.

3.3 The adoption of the Framework and the Str ategy ensures that

complacency does not arise amongst the finance team, senior leadership
team or those with oversight for audit and risk.

M3570 15



Iltem 7: Annual Tax Review

Tracey Hughes
Senior Accountant

Attachments
Attachment 1: A1847439 - Tax risk management strategy £
Attachment 2: A1985957 - Wider tax developments &
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ltem 7: Annual Tax Review: Attachment 1

Nelson City Council’s
Tax risk management strategy

Risk management Financial year Financial year Financial year
mechanism ending ending ending
30/06/2018 30/06/z2019 30/06/z020

Tax helpdesk facility v v v
Acc'e%s to online taxation v v v
policies
Tax compliance reviews
undertaken:
s GST v
¢ PAYE/withholding taxes v
* FBT v
Income tax return

v v v
independently reviewed
"I'ax disclosure notes v v v
independently reviewed
Tax agency — income tax v v v
Ext.ernal a'dviue sought on v v v
major tax issues
Tax training provided to staff Asrequired

A1847439

M3570 1 7
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Wider tax developments

With the Labour Government now settling into its role we are witnessing a
change in direction towards a focus on social change in tax decision making.
This will inevitably influence decisions that are made at the local government
level and we have already seen changes to various pieces of legislation requiring
decision making to take into account the social values.

Recent tax legislation and/or Inland Revenue practice developments
include:

The effects of the overhaul of the rules for schedular withholding payments
that have been in action from 1 April 2017 are that:

o Contractors that undertake schedular activities have the option of
choosing their own withholding rate, and councils should expect to see
people electing their own rate going forward (with a minimum of 10%
for resident contractors and 15% for non-resident).

o Contractors that do not undertake a schedular activity can request
that withholding tax be deducted by the engaging party.

Inland Revenue have been particularly interested in overseas payments,
such as allowances and reimbursements made to overseas based
employees, and whether organisations are taxing these effectively.

There has previously been some confusion about the tax treatment when
employers take out group life insurance policies. The following tax
treatment should be applied:

o  The employer is allowed a deduction for premiums paid, these are
subject to FBT.

o  Amounts paid out on the policy are not income to the employer or
employee (unless they are income under sCA1(2), with a possible
exemption under sCW34.

Sick leave is becoming more common across local authorities where staff
are able to deposit surplus sick leave into a *bank’ for other colleagues in
need. The requirements for accounting for sick leave are set out in PBE
IPSAS39 Employee Benefits.

o  The consideration for sick leave banking is that employees who use in
excess of their yearly entitlement will be more likely to have further
sick leave entitlements and therefore likely that the liability that may
need to be recognised could be higher.

Inland Revenue’s business transformation process is entering its third
stage, being the better administration of PAYE. The proposed changes that
are part of the PAYE transformation present a significant change in payroll
reporting, affecting all employers. The new rules will not be mandatory until
1 April 2019, and employers could choose to voluntarily apply them from 1
April 2018. There is potentially the need for extensive work to be
undertaken by payroll providers, Inland Revenue, and payroll practitioners
to ensure the relevant systems and procedures have been updated, and
appropriate testing has been undertaken, well before "go-live’.

A1985957
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