Item 18.4 - Question with notice: Councillor Warren - Audit Enclosures 1 - Letter from Auditor
Office and financial management concerns of Kiama Council General to Office of Local
Government dated 16 August 2022

The Hon Wendy Tuckerman MP Contact name: ~ Margaret Crawford
Minister for Local Government Phone no: [
GPO Box 5341 our ref D2215828
SYDNEY NSW 2001 urrer

16 August 2022

Dear Minister
30 June 2021 Financial Statements Audit for Kiama Municipal Council

| am writing to advise you of significant matters that have come to my attention through the course of
my audit of the 30 June 2021 financial statements of Kiama Municipal Council (the Council). Section
426(1) of the Local Government Act 1993 (the LG Act) requires | communicate these matters to you.
The more substantial of these issues is whether the Council is able to continue to pay its debts as and
when they fall due.

Management, Council and Council’'s Audit, Risk and Improvement Committee (ARIC) have been made
aware of all issues in relation to the 2021 audit, but the response has been insufficient to conclude the
audit. Work on the audit of Council’s 30 June 2022 financial statements has not commenced.

Going Concern

As at 30 June 2021, Council’s draft financial statements disclose $141.1 million in current liabilities and
$46.1 million in current assets, including $37.6 million of cash and investments. The deficit in liquid
assets available to fund Council’s liabilities poses a significant risk to Council.

A key source of Council’'s current liquidity issues relates to the construction of the Kiama Aged Care
Centre of Excellence, also referred to as Blue Haven Bonaira (Blue Haven). A project to significantly
expand the aged care facility, which Council had been operating for the past 40 years, was approved in
2017. The original budget for the project was $74 million, but the final cost is estimated at $107.2 million.

A key source of funding for the project was a $60 million loan from T-Corp, of which the remaining
outstanding balance of around $45 million is payable in August 2023. Repayment of the loan was to be
met in part through an asset sale, which is now delayed by legal action. There is now no certainty the
transaction can be completed before the T-Corp loan is due.

Council also holds Aged Care Refundable Accommodation Deposits (RADs) on behalf of Blue Haven
residents. Council’s draft 30 June 2021 financial statements disclose a RAD liability of $29.5 million, of
which Council has set aside $3.0 million, the minimum required to comply with the Council’s Liquidity
Management Strategy at 30 June 2021, leaving an unfunded RAD liability balance of $26.5 million.

Separately, residents of independent living units (ILU) enter a Licence Arrangement with the Council
whereby they make an entry payment generally, which is generally refundable within 6 months of a
resident leaving the ILU. Residents do not own or have a registered interest in the ILU. Council has not
funded repayment of this liability of $92.5 million at 30 June 2021.

Council’s current liabilities also include employee entitlement liabilities of $7.4 million at 30 June 2021.
Council has set aside $1.5 million towards its expected short-term obligations, but the unfunded liability
is $5.9 million.
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There are a variety of economic and circumstantial factors that will impact the timing and quantum of
cash required over the short to medium term to fund these liabilities. Council is preparing but has yet to
provide us with a sufficiently detailed future monthly cashflow forecast, incorporating different scenarios
and assumptions that sets out the potential timing and quantum of cash inflows and payments for a
period of not less than 12 months from the certification of the 2021 financial statements.

Adequacy of Council’s books and records

Council implemented a new financial system during the 2021 financial year. Poor data migration coupled
with the loss of key finance personnel, mean that the weaknesses communicated in my letter of 22
March 2022 have persisted and prevented a satisfactory conclusion to the audit. These issues include:

. weaknesses in supporting working papers and reconciliations of key accounts and sub-ledgers
. deficiencies in the presentation and disclosures within the draft financial statements
. an absence of supporting documentation for prior period restatements of balances within

previously submitted financial statements.

Use of externally restricted funds

Council has never maintained separate ledgers for Blue Haven and the Council’s other operations. This
means it is not possible for the Council to determine the exact financial position of Blue Haven since it
commenced operations. This creates a risk that Council has used externally restricted funds for
purposes that are inconsistent with section 409(3) of the LG Act. However, given the weaknesses in
Council’'s books and records, and the lack of separation between the ledgers for Blue Haven and the
Council, | have not been able to validate the nature or extent of the non-compliance. Among the issues
identified:

. Council is unable to substantiate the extent to which RADs have been used to meet Council or
Blue Haven operational expenses. The use of funds for these purposes would be inconsistent
with section 52N-1 of the Aged Care Act 1997 (Cth) and paragraphs 62-63 of the Fees and
Payments Principles 2014 (No. 2)

. $3.4 million of developer contribution funds, intended for use on Council Chamber upgrades,
appears to have been spent on the Blue Haven project during the 2018 and 2020 financial years.

If you need more information about the matters noted in this letter or have information that | should be
aware of, please contact me on ||l or atternatively, Ms Alison Brown (Assistant Auditor-
General) on

Yours sincerely

= ——o—

Margaret Crawford
Auditor-General for New South Wales

Cc: Ms Jane Stroud, Kiama Municipal Council - Chief Executive Officer
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