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Hawke’s Bay Regional Council
Risk & Audit Sub-committee

10 May 2023

Subject: Confirmation of the Risk & Audit Sub-committee Terms of Reference

Reason for Report

1. This item provides the means for the Risk and Audit Sub-committee (RAS) to confirm its Terms
of Reference.

Officers’ Recommendations

2. Council officers recommend that the RAS confirms the Terms of Reference as proposed and
adopted by the Regional Council on 16 November 2022, for the remainder of this term of
Council.

Background /Discussion

3. Forthe 2019-22 term of Council, the Finance, Audit and Risk Sub-committee was established as
a sub-committee of Corporate and Strategic Committee (C&S), with meetings held quarterly to
enable recommendations through to the C&S and then on to the Regional Council.

4. This term it was proposed that the Audit and Risk Committee (ARC) be established to report
directly to Council and with a reduced meeting cycle of six monthly to reflect the auditing and
risk management reporting cycles. By making this a sub-committee of Council instead of C&S, it
was intended to streamline decision-making and address the issues items being considered
three times, with the final decision being twice removed from the meeting at which the detailed
information was presented and considered.

5. The proposed Terms of Reference presented today were amended, from the 2019 version, to
clarify the different functions of the RAS and C&S. The C&S will review ongoing financial
performance and financial decisions and the role of RAS to manage financial risk, i.e.
investment/treasury related risk measures within the Treasury and Investment policies. As well,
the RAS will continue to oversee the scope and outcomes of the external audit review of the
Annual Report and its findings.

Options Assessment

6. The sub-committee has the options to either confirm the Terms of Reference as adopted by the
Regional Council on 16 November 2022 or to agree amendments for recommending an updated
Terms of Reference to the Council for adoption.

Decision Making Process

7.  Council and its committees are required to make every decision in accordance with the
requirements of the Local Government Act 2002 (the Act). Staff have assessed the requirements
in relation to this item and have concluded:

7.1.  Councils are required to (LGA sch.7 cl.19(1)) hold the meetings that are necessary for the
good governance of their district or region.

7.2.  Councils may appoint (LGA sch.7 cl. 30(1)(a)) the committees, subcommittees, and other
subordinate decision-making bodies that they consider appropriate, including joint
committees.
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7.3.  Given the provisions above, the Risk and Audit Sub-committee can exercise its discretion
and make these decisions without consulting with the community.

Recommendations
That the Risk and Audit Sub-committee:

1.  Receives and considers the Confirmation of the Risk & Audit Sub-committee Terms of Reference
staff report.

2. Agrees that the decisions to be made are not significant under the criteria contained in
Council’s adopted Significance and Engagement Policy, and that the Sub-committee can
exercise its discretion and make the relevant decisions without conferring with the community.

3.  Recommends that Hawke’s Bay Regional Council adopts the Terms of Reference for the Risk and
Audit Sub-committee as amended as agreed today, 10 May 2023.

Or

4. Reports to the Hawke’s Bay Regional Council that the Terms of Reference for the Risk and Audit
Sub-committee was confirmed today, 10 May 2023, as adopted on 16 November 2022.

Authored by:

Leeanne Hooper
Team Leader Governance

Approved by:

Desiree Cull Susie Young
Strategy & Governance Manager Group Manager Corporate Services
Attachment/s
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2022-25 Risk and Audit Sub-committee Terms of Reference adopted 16 November 2022 Attachment 1

Risk and Audit Sub-committee

Terms of Reference o
Adopted by Hawke’s Bay Regional Councif resolution 16 November 2022

S,
HAWKES BAY

REGIONAL COUNCIL

" A-ROME O TE MAT, A

1. Purpose

The purpose of the Risk and Audit Sub-committee is to recommend actions, responses and changes to
the Corporate and Strategic Committee for:

1.1

1.2

13
14,

1.5.

appropriate controls to safeguard the Council’s financial and non-financial assets, the integrity
of internal and external reporting and accountability arrangements

the review the Council’s revenue and expenditure policies, amongst others, and the
effectiveness of those policies in ensuring limited risk is generated

assurance of the independence and adequacy of internal and external audit functions
the robustness of risk management systems, processes and practices

ensuring Council’s compliance with applicable laws, regulations, standards and best practice
guidelines.

2. Specific Responsibilities
The Risk and Audit Sub-committee shall have responsibility and authority to:

2.1

2.2.

2.3

2.4

2.5.

2.6

2.7

2.8

2.9

Consider the appropriateness of the Council’s existing accounting policies and principles and any
proposed changes

Satisfy itself that the financial statements and statements of service performance are supported
by adequate management sign-off and adequate internal controls

Confirm that processes are in place to ensure that financial information included in Council’s
Annual Report is consistent with the signed financial statements

Monitor the performance of Council's investment portfolio, such that any risks identified in the
performance against benchmarks and targets are remedied to remain within risk thresholds and
performance targets

Confirm the terms of appointment and engagement of external auditors, including the nature
and scope of the audit timetable and fees

Receive the internal and external audit report(s) and review actions to be taken by management
on significant issues and recommendations raised within the report(s)

Enquire of internal and external auditors for any information that affects the quality and clarity
of the Council’s financial statements and statements of service performance, and assess
whether appropriate action has been taken by management in response to this

Conduct a Sub-committee members-only session, if requested, with Audit NZ to discuss any
matters that the auditors wish to bring to the Sub-committee’s attention and/or any issues of
independence

Review whether Council management has a current and comprehensive risk management
framework and associated procedures for effective identification and management of the
council’s significant risks in place

Periodically monitor corporate risk assessment, and the internal controls instituted in response
to such risks
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2022-25 Risk and Audit Sub-committee Terms of Reference adopted 16 November 2022 Attachment 1

2.11. Oversee systematic (LGA s17a) reviews of Council operational activities against Council stated
performance criteria to determine efficiency/effectiveness of the delivery of Council services

2.12. Review the effectiveness of the system for monitoring the Council’s compliance with laws
(including governance legislation, regulations and associated government policies), Council's
own standards, and best practice guidelines; including health and safety.

3. Accountability

3.1 The Risk and Audit Sub-committee is not delegated to make any decisions unless by specific
delegation of Council.

The Risk and Audit Sub-committee is delegated by Council to:

3.2 Obtain external legal or independent professional advice within approved budgets in the
satisfaction of its responsibilities and duties

33 Secure the attendance at meetings of third parties with relevant experience and expertise as
appropriate

3.4.  Receive all of the information and documentation needed or requested to fulfill its
responsibilities and duties, subject to applicable legislation

35,  Ensure that recommendations in audit management reports are considered and, if appropriate,
actioned by management

36. Review the objectives and scope of the internal audit function, and ensure those objectives are
aligned with Council's overall risk management framework

37. Assess the performance of the internal audit function, and ensure that the function is
adequately resourced and has appropriate authority and standing within Council.

4.  Membership

4.1.  Up to four members of Council, being: councillors Xan Harding, Jock Mackintosh, Neil Kirton and
Thompson Hokianga

4.2.  An external appointee, Stephanie Maloy

5. Chairperson

A member of the Sub-committee as appointed by the Council, being councillor Neil Kirton.

6. Meeting Frequency

The Committee shall meet twice per year, or as required.

7. Quorum

The quorum at any meeting of the Sub-committee shall be three members.

8. Officers Responsible
8.1.  Chief Executive

8.2. Group Manager Corporate Services.
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Hawke’s Bay Regional Council
Risk & Audit Sub-committee
10 May 2023

Subject: 2022-2023 Enterprise Internal Audit Plan update and proposed 2023-2024 plan

Reason for Report

1. This item provides the Risk and Audit Sub-committee (RAS) with an update on the 2022-2023
Enterprise Internal Audit Plan and a proposed 2023-2024 Internal Audit Plan.

Background

2. The Internal Audit Framework requires that an Annual Enterprise Internal Audit Plan be
adopted by RAS each year for the following financial year.

3. The adopted plan for the 2022-2023 financial year includes:
3.1.  Organisational Change Consolidation and Prioritisation internal audit

3.2.  Data Analytics internal audit.

4. The Organisational Change Consolidation and Prioritisation internal audit has been completed
by the Council’s Internal Auditor Crowe and the audit report is the subject of an item on today’s

RAS agenda.

5. The Data Analytics internal audit will commence in July 2023 to enable a full twelve-month
analysis. These findings will be presented to the October 2023 RAS.

6. Inlight of Cyclone Gabrielle, the Executive Leadership Team (ELT) is recommending (ELT

meeting of 21 April 2023) that RAS approves the adoption of the Data Analytics Internal Audit
for the 2023-2024 Internal Audit Programme along with the additional reviews outlined below:

6.1. Independent review of HBRC Flood Protection and Drainage Schemes performance during

Cyclone Gabrielle
6.2. Heretaunga Plains Flood Control Scheme
6.3. Cyclone Gabrielle Flood Report
6.4. HBRC Internal Review — Timeline of Events
6.5. Telemetry Resilience Review
6.6. Hydrometric Review.

7. Council’s Assurance Universe is attached. The Assurance Universe links enterprise reviews or
audits undertaken over the past four years to an enterprise risk. Reviews and audits in the

Assurance Universe include external audits, enterprise internal audits, business reviews with an

enterprise focus, and section 17a reviews.

Financial and Resource Implications

8. The internal audits will be undertaken, as per the approved plan, within the 2023-2024 budgets

allocated.

Decision Making Process

9. Council and its committees are required to make every decision in accordance with the

requirements of the Local Government Act 2002 (the Act). Staff have assessed the requirements

in relation to this item and have concluded:
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9.1.

This agenda item is in accordance with the Sub-committee’s Terms of Reference,
specifically:

9.1.1.  The purpose of the Risk and Audit Sub-committee is to report to the Corporate
and Strategic Committee to fulfil its responsibilities for:
(1.3) the independence and adequacy of internal and external audit functions

9.1.2.  The Risk and Audit Sub-committee shall have responsibility and authority to:
(2.5) Confirm the terms of appointment and engagement of external auditors,
including the nature and scope of the audit timetable and fees; (2.6) Receive the
internal and external audit report(s) and review actions to be taken by
management on significant issues and recommendations raised within the
report(s); and (2.11) Oversee systematic (LGA s17a) reviews of Council
operational activities against Council stated performance criteria to determine
efficiency/effectiveness of the delivery of Council services

9.1.3.  The Risk and Audit Sub-committee is delegated by Council to:
(3.6) Review the objectives and scope of the internal audit function, and ensure
those objectives are aligned with Council’s overall risk management framework;
and (3.7) assess the performance of the internal audit function and ensure that
the function is adequately resourced and has appropriate authority and standing
within Council.

Recommendations

That the Risk and Audit Sub-committee:

1. Receives and considers the 2022-2023 Enterprise Internal Audit Plan update and proposed
2023-2024 plan staff report.

2. Confirms the internal audit plan for the 2022-2023 financial year includes:

2.1
2.2,

data analytics (as resolved 4 May 2022)

Organisational Change Consolidation and Prioritisation (as resolved 4 May 2022).

3. Confirms the proposed internal audit plan for the 2023-2024 financial year includes:

3.1.
3.2.

3.3.
3.4.
3.5.
3.6.

3.7.

Data Analytics Internal Audit

Independent review of HBRC Flood Protection and Drainage Schemes’ performance
during Cyclone Gabrielle

Heretaunga Plains Flood Control Scheme
Cyclone Gabrielle Flood Report

HBRC Internal Review — Timeline of Events
Telemetry Resilience Review

Hydrometric Review.

Authored by:

Olivia Giraud-Burrell Helen Marsden
Quality & Assurance Advisor Risk & Corporate Compliance Manager

Approved by:

Susie Young
Group Manager Corporate Services

Attachment/s 1 Assurance Universe as at 1 May 2023
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Assurance Universe as at 1 May 2023

Attachment 1

Risk Risk Title Residual
No Risk 2018/19 2019/20 2021/22
Assessment
1A Strategic — Decision High ‘
. : Risk Management Organisational Change
1 - | -
8 Swatagic - implemantation High Matunty Consolidation & Prioritisation
2 Financial i ;'x,xji': N’ - E.~.»!er:‘.a‘ f«‘,x;-.,‘i'.. \Z : Ef:'_e:z:‘;,s ;’k.u‘r:-f W JE.xt{.ﬂ:xai Audit NZ E;Gt?r”d Financial Audit NZ E‘/\Tfr.'.'"gir Financia
Financial Audit rinancial Audit Financial Audit Audit Audit
3 Reguiatory (RMA) HB Regional Policy &
Compliance
ARCHIVED Strategic Partnerships
5 Information Not Fit for Purpose Medium Cyber Security ta
6 Core ICT Services Medium
7 Legal compliance g
8 Business Interruption HBRC g & B -
9 People Capability/Capacity g Talent Management
Data Analytics
10 Fraud Medium Data Analytics Data Analytics W Data Analytics
Fraud Management Framework
) . Health and Sat
11 H&S & Wellbeing and Public Safety g oxth and Sefety Health and Safety Framework
Management Maturity
Asset Management
12 Assets/Infrastructure g AAssel Manag co
Framework 4
13 Third parties/Contractors Medium
14 Regional Environmental Asset Protection and
L
Resilience
TQM (Works Group) NCC MOU
Miscellaneous N/A 1SO 9001:2015 Revie
ISO 9001:2015 Revalidation | ISO 9001:2015 Review ISO S001:2015 Review
Key
Purple Text Enterprise Internal Audits
Green Text roup Business Reviews

Grey Text
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Hawke’s Bay Regional Council
Risk & Audit Sub-committee
10 May 2023
Subject: Treasury Compliance Report for the period 1 January - 31 March 2023

Reason for Report

1. This item provides compliance monitoring of Hawke’s Bay Regional Council (HBRC) Treasury
activity and reports the performance of Council’s investment portfolio for the quarter ended
31 March 2023.

Overview of the Quarter — ending 31 March 2023

2. Atthe end of the quarter to 31 March 2023, HBRC was compliant with all measures in its
Treasury policy except for the interest rate risk control limits.

3. Asat 31 March 2023 the interest rate risk position was outside policy compliance. We had
previously been reporting compliance against the 80% scenario of the current adopted LTP debt
forecast for interest rate management purposes. This is due to debt levels being below LTP
forecast.

4.  Given the sharp increase in debt requirements post-Cyclone Gabrielle, we are now looking to
confirm a new debt forecast so that we can update our debt funding strategy and therefore
redesign our interest rate strategy accordingly.

5. Cash balances remain adequate and borrowing requirements to date have remained relatively
low.
Background

6. Council’s Treasury Policy requires a Treasury Compliance report to be presented quarterly to
the Risk and Audit Sub-committee. The policy states that the Treasury Compliance report is to
include:

6.1. Treasury exceptions report

6.2.  Policy compliance

6.3. Borrowing limit report

6.4. Funding and liquidity report

6.5. Debt maturity profile Interest rate report

6.6. Investment management report

6.7. Treasury investments

6.8. Cost of funds report cash flow and debt forecast report
6.9. Debt and interest rate strategy and commentary
6.10. Counterparty credit report

6.11. Loan advances.

7. The Investment Management report has specific requirements outlined in the Treasury Policy.
This requires quarterly reporting on all treasury investments plus annual reporting on all
equities and property investments.

8. In addition to the Treasury Policy, Council has a Statement of Investment Policy and Objectives
(SIPO) document setting out the parameters required for funds under management for the
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9.

HBRC Long Term Investment Fund.

Since 2018, HBRC has procured treasury advice and services from PriceWaterhouseCoopers
(PwC) and their quarterly Treasury Report is attached.

Treasury exceptions report & policy compliance

10.

11.

12.

As at 31 March 2023 the interest rate policy parameters did not meet the Treasury policy
requirements. Specifically this is due to a higher debt forecast from increased capital
expenditure on repairs from cyclone Gabriel. When a new debt forecast is confirmed
(incorporating expected debt levels post cyclone) with the debt funding strategy, an interest
rate strategy will be designed.

Our action to rectify this is to confirm a new debt forecast and transact new interest rate swaps
to bring this back in line with the policy.

All other metrics remain compliant.

Funding & Liquidity

13.

14.

15.

To ensure HBRC has the ability to adequately fund its operations, current policy requires HBRC
to maintain a liquid balance of “greater than 10% of existing total external debt”. Current
liquidity ratio is 31.83% and therefore meets policy.

The following table reports the cash and cash equivalents on 31 March 2023.

31 March 2023 $000
Cash on Call 8,790
Short-term bank deposits 0

Total Cash & and Deposits 8,790

To manage HBRC liquidity risk, HBRC retains a Standby Facility with BNZ. This facility provides
HBRC with a same day draw-down option, to any amount between $0.3m-$10.0m, and with a
seven day minimum draw period.

Debt Management & Interest Rate Report

16.

17.

18.

On 31 March 2023 the external debt for the Council was $60.025m (includes $1m of pre-funded
debt) and $75.688m including the loan from HBRIC.

Since the December 2022 quarter, $10m of short term borrowings were made to assist with the
increased cash requirements following Cyclone Gabrielle.

The following summarises the year-to-date movements in Council’s debt position.

Summary of HBRC Debt
HBRC only HBRC Group

Opening Debt — 1 July 2022 — excl HBRIC Loan 46,725 46,725
New Loans raised 18,450 18,450
Less amounts repaid (5.150) (5.150)
Less pre-funded debt (1,000) (1,000)
Closing Debt 31 March 2023 (excluding HBRIC loan) 59,025 59,025
Plus opening balance - loan from HBRIC 16,663 -

Total Borrowing as at 31 March 2023 75,688 59,025
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19.

20.

21.

22.

23.

24,

Council debt maturity profile remains compliant, however, any further short term drawdowns
will push the policy limit in the 0-3 year bucket. We intend to look at borrowing a tranche over a
4 year term to alleviate this position while we confirm the updated debt forecast.

Funding summary
Bucket (years) Maturing in pericd ($) Policy Actual
0-3 $35,624 988 15% - 60%
3.7 $33,399,993 25% - 85%
7-15 $0 0% - 60%
Total $69,024,981 100%

Please note the total in the infographic above includes our $10m BNZ overdraft in total debt.

We currently are forecasting that a further $30m is likely to be required in borrowings through
to 30 June 2023.

Council interest rate risk position has previously been reported on against the 80% scenario of
the debt forecast of the current adopted LTP. Given the increased debt requirements post
cyclone Gabrielle this is now assessed against the full LTP forecast until a new debt forecast is
confirmed.

Due to the movement in how we were assessing the interest rate risk, this has temporarily
pushed the lower term buckets out of policy parameters.

Our action to rectify this is to confirm our new debt forecast and the transact new interest rate
swaps which are currently at favourable levels below 4%.

Managed Funds

25.

26.

27.

28.

The LTP budgets an annual return of 5.16% from managed funds. Of this, 3.16% is used to fund
activities with 2.0% retained to grow the capital base to enable the future earnings to protect
the capital base for future generations (page 33 of LTP — Part 3 — Financial Strategy).

Council budgets separately for revenue from directly-held managed funds and those held by
HBRIC. HBRIC is required to deliver an overall portfolio return by way of an agreed annual
dividend agreed through an annual Statement of Intent. The composition (between revenues
from managed funds and other sources such as port dividends is up to the HBRIC board).
Council has budgeted to receive $10.5m in dividends from HBRIC within the FY 2022-2023.

The Fund performances have improved this quarter with the three portfolios combined gaining
$5.53m after fees.

The following table summarises the fund balances at the end of this quarter compared with
FY22.

31 March 2022 31 March 2023
Fund Balances HBRC $000 $000
Fund Balance HBRC 104,449 108,451
Capital Protected Amount HBRC (2% compounded) 114,239 115,961
Current HBRC value below protected amount (9,790) (7,510)

Funds Balances (Group + HBRIC)

Long-Term Investment Fund (HBRC) 45,679 47,409
Future Investment Fund (HBRC) 58,770 61,041
Total HBRC 104,449 108,451
Plus HBRIC 43,226 44,815
Total Group Managed Funds 147,675 153,266
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31 March 2022

31 March 2023

Fund Balances HBRC $000 $000
Capital Protected Amount (2% compound inflation) 162,720 165,173
Current group value below protected amount (15,045) (11,907)

Cost of funds

29. The last 12 months to 31 March 2023, Gross Cost of Funds (COF) was 3% and Net COF was

2.79%.

HBRIC Ltd

30. Inaccordance with Council Policy, HBRIC Ltd provides separate quarterly updates to the

Corporate and Strategic Committee.

Decision Making Process

31. Staff have assessed the requirements of the Local Government Act 2002 in relation to this item
and have concluded that, as this report is for information only, the decision-making provisions

do not apply.

Recommendation

That the Risk and Audit Sub-committee receives and notes the Treasury Compliance Report for the

period 1 January — 31 March 2023.

Authored by:

Jess Bennett Chris Comber

Senior Manager - Finance Recovery

Approved by:

Susie Young
Group Manager Corporate Services

Attachment/s
1 PWC Treasury Compliance Report 31 March 2023

Chief Financial Officer

Confidential
Under Separate Cover
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Hawke’s Bay Regional Council
Risk & Audit Sub-committee
10 May 2023

Subject: Organisational Change Consolidation and Prioritisation Internal Audit findings

Reason for Report

1. This item provides the Risk and Audit Sub-committee (RAS) with the draft internal audit report
on the Organisational Change Consolidation and Prioritisation audit undertaken by Crowe.

Officers’ Recommendations

2. Council officers recommend that the sub-committee considers the planned actions to address
the recommendations of the draft Audit report and agrees the medium findings that will be
monitored and tracked as corrective actions via the Corrective Actions Dashboard.

Executive Summary

3. The previous Finance, Audit and Risk Sub-committee (now RAS) agreed the Enterprise Internal
Audit Plan for 2022-2023 on 10 August 2022, which included this audit.

4. The audit was carried out by Crowe, our Internal Auditor, during the period 31 January —
10 February, interviewing a range of staff, and the draft report was delivered in March 2023.

5. The audit scope covered:

5.1. Opportunities to strengthen decision making to ensure organisational change effectively
drives the creation of value while ensuring the organisation is protected from undue risk,

e.g. impact on people, compliance, etc, which is sometimes referred to as ‘risk in change’.

5.2.  The audit did not cover the strategic decision-making process on each individual
organisational change initiative and project management process as that was out of
scope.

6. The Executive Leadership Team (ELT) has not reviewed the draft report at this time and it is
anticipated that the Strategy & Governance team will be consulted (due to the majority of
actions being for the Project Management Office) in the first instance on the findings,
recommendations and actions.

Audit findings

7. There were no high priority findings observed. The report noted staff members interviewed had
differing interpretations of what a change initiative is. In addition, the organisation has the
correct tools to enable good project management going forward. The main themes of the
findings for corrective action and improvement, included:

7.1. A Lack of clear definitions relating to change initiatives

7.2.  Lack of formal policies relating to change and project management
7.3. Development of a change management methodology

7.4.  Project management requirements

7.5.  Prioritisation of activities.

Item 6 Organisational Change Consolidation and Prioritisation Internal Audit findings Page 17
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Decision Making Process

8.

Council and its Committees are required to make every decision in accordance with the
requirements of the Local Government Act 2002 (the Act). Staff have assessed the requirements
in relation to this item and have concluded:

8.1. The decisions associated with this agenda item are in accordance with the Sub-
committee’s Terms of Reference, specifically:

8.1.1. The purpose of the Risk and Audit Sub-committee is to report to the Corporate
and Strategic Committee to fulfil its responsibilities for (1.3) the independence
and adequacy of internal and external audit functions

8.1.2.  The Risk and Audit Sub-committee shall have responsibility and authority to (2.6)
receive the internal and external audit report(s) and review actions to be taken by
management on significant issues and recommendations raised within the
report(s)

8.1.3. The Risk and Audit Sub-committee is delegated by Council to (3.5) ensure that
recommendations in audit management reports are considered and, if
appropriate, actioned by management.

Recommendation

That the Risk and Audit Sub-committee:

1.

Receives and notes the Organisational Change Consolidation and Prioritisation Internal Audit
findings staff report.

Reports to the Corporate and Strategic Committee that the medium priority findings from the
Organisational Change Consolidation and Prioritisation Internal Audit report that will be
monitored and tracked as corrective actions and reported to the RAS via the Corrective Actions
Dashboard are:

2.1
2.2.

2.3.

Authored by:

Olivia Giraud-Burrell Helen Marsden
Quality & Assurance Advisor Risk & Corporate Compliance Manager

Approved by:

Susie Young
Group Manager Corporate Services

Attachment/s
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Organisational Change Consolidation and Prioritisation draft Internal Audit report Attachment 1

Hawkes Bay Regional Council
Internal Audit — Organisational Change Consolidation
and Prioritisation

March 2023 . : e
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Audit / Tax / Advisory Smar! decisions. Lasting value,
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Organisational Change Consolidation and Prioritisation draft Internal Audit report

Attachment 1

Contents
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Organisational Change Consolidation and Prioritisation draft Internal Audit report Attachment 1

Organsiational Change and Prioritisation Hawkes Bay Regional Council 3

1. Executive Summary

1.1 Objectives and scope

Today organisations work in a rapidly changing environment. Therefore, to ensure Council maximise
opportunities to deliver more effectively its long-term plan and strategic objectives Council needs to prioritise
several strategic organisational change initiatives.

The objectives of the audit will be to seek assurance that decisions made on ‘when’ to programme and ‘how’
to execute strategic organisational change initiatives effectively consider organisational impacts,
opportunities, risks, resource constraints. 4

The audit will consider opportunities to strengthen decision making to
effectively drives the creation of value while ensuring the organisati
impact on people, compliance etc. The strategic decision-making

change initiative and project management process is out of scope

anisational change
from undue risk, e.g.,
dividual organisational

1.2 Summary of findings

Our review identified 5 medium risk findings. More detail
Appendix 3.

e } with the scoping document dated May 2022 and subject to the
limitatio : i asis and Use of the Report.
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Organsiational Change and Prioritisation Hawkes Bay Regional Council 4

2. Results and recommendations
_ Medium risk

Findings: Recommendations Agreed Management action(s)
‘ During our discussions with members of staff across the Council, we noted there ~ Clear definitions with rega(d tp.pro;eqsﬂand change initiatives  Actions o
were different interpretations of what a change initiative is. should be formalised and used consistently.in the Council's

The Project Management Office has documented a definition of project VREIGU project managernent and work plrgRguments.

terminology (see Appendix 1) including: Staff should be made aware of the definitions, including what
) constitutes a.change project, and the requnremems l)o be
+  Change Project followed under each deﬁnmon . Responsible person
+ Repeatable Project N 4 w
+  BAU Workstream/Activities ) N y Date of implementation

We noted that these definitions were not well-known or applied when initiating or
undertaking projects to determine whether they are a change initiative/change
project or not.

For initiating projects we note that project initiation templates exist. However,

these are defined as follows:

+  Business Case Template (LTP or Major Projects)

*  Project Brief Template (Complex Projects) V. | 4

«  Project Brief Template (Simple Projects) - / il
We note that these project types do not align to the project deﬁniﬁons in - L -

Appendix 1 and as such it is unclear whether or how changes projects are
identified and scoped in comparison to other non—change prqects e

In addition to this, the Strategy Team has developed work plms to ldentffy all
project work that is being undertaken at the. Councul These projects are deﬁned .
as Strategic Projects and Key Projects, although encompass change pro;ects
repeatable projects and BAU activities.

With unclear definitions applied, it is difficult for change initiatives to be ldentlf ed
and treated as such. \

© 2023 Findex (Aust) Pty Ltd
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Whilst change management and project management frameworks and tools
have been developed, there are no formal policies in place to determine the
circumstances in which those frameworks must be applied (or where other
frameworks such as ISO 55001, NZS 3910 etc) may be applied.

A Project Management manual is currently in draft and under peer review
although this is on hold as current events divert resources elsewhere.

As such there is inconsistent use of the change and project management
frameworks and tools.

© 2023 Firdax (Aust) Pty Ltd
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Findings:

The Council first set up a change function and employed a change manager in
2021. For the first 12 months, the Change Manager was engaged directly on a
limited number of large projects.

As a result, the change manager has only in the past 12 months begun working
on a more strategic change management framework and developing change
competency and capability across the Council.

The change management framework applied follows the PROSCI framework, a
globally recognised change management methodology but aside from its
application in a limited number of large projects, is currently in its infancy at the
Council with awareness sessions currently being offered and provided to
managers across the Council.

Plans are in place to further develop the change management process and to
integrate it with the project management methodology (where a project includes
change).

The Council's Change Manager estimates a 3 year timeframe to have the

change management framework fully integrated, provided executive support
remains and the Change Manager is able to focus on being achange ‘enabler” ‘ '

rather than undertaking change management activity on pro;ects himself.

© 2023 Findex {Aust) Pty Ltd

The change management methodology that has been

Hawkes Bay Regional Council

Medi i im*‘r]sk‘
Recommendations

 Actions
developed is fit for purpose and we recommend should be

supported in its further devslopment and.implementation.

The formalisation of pohcaes and prooedu'es as further noted in
this report will be required to achieve this and sufficient time
and resource for the Change Manager to lmplement and
integrate the methodology will be requnred

Responsible person

Date of implementation

Agreed Management action(s)
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We note that the Business Case Template (LTP or Major Projects) and We recommend that the core project p documents are Actions

the Project Brief Template (Complex Projects) as referenced in completed for projects that (at the ch the thresholds for

Obsaervation 2.1 above, both include requirements for the impact of LTP or Major Projects or Comple of the

change to be considered. However, we note the following: subsequent project manag

+  The Project Management Office currently follows a decentralised be applied (e.g. the 01, NZS 3910
model with only one FTE resource. The role of tha PMO s to provide  #€) Responsible person
tools and guidance. However, managers are responsible for the In this respect, co
methods and disciplines their teams apply to work and projects. alignment, chang Date of implementation

« The templates both note: “For projects with a high level of change we
recommend that you consult with an experienced Change Manager
or include a change management resource into budget of your
project.”

There is however no requirement to use the PMO templates and
where, these are used, there is only a recommendation to consult
with the change mangers rather than a requirement to do so.

management critenia in order to quantify the risk of comp
completing the project on a consistent basis. In this re
lack of consistency in being able to assess project ris
coungil's portfolio of projects.

© 2023 Findeax (Aust) Pty Litd
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Thereis a lack of formal methodologies for determining how projects
should be prioritised,

We note that the Business Case Template (LTP or Major Projects) and

the Project Brief Template (Complex Projects) as referenced in 2.1 above

require consideration of strategic alignment, resources and
dependencies, change and risk when planning the project.
However, without the formal requirement for these documents to be

used, key elements in determining the priofity with which projects should

be treated are missed.

As a consequence, different departments apply their own methodologies

for prioritising projects (for exampie ICT have undertaken RICE (reach,
impact, confidence, effort) analyses to determine priorities, Integrated
Catchment Management have undertaken a strategic alignment of their
project portfolio to determine priorities.

However, without consistent prioritisation methodologies used across
Council., the ability to assess project priorities on a Council-wide ba

© 2023 Findax (Aust) Pry Lad
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Date of implementation
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Appendices
Appendix 1 — Project Management Terminologies for Projects
,/// What's a project? Terminologies
A gucrsts pece ot work that introduces coengn by | s 90 sperational plece of work that & mumagoo swdarly ) function % [og SOk Mver Loven &
Cdefvorag & new Droduct, Frviee, OF process (6§, | to 3 chenga project by appiying preject menagoement o ) ing, Consents, Foluton Reeo Weors
FUSE, Customer Expariance, Hight Teoo Sygnt Ploce, | dutploss. Howessr, it follown & trustad method/ and Lstuares Water Quality Monitering|
On-demand Puble trantgort) | Teneatable mocel (eg Long Term Plan witieg, oxssum
| ST nt renan sy, electices)
|
I3 tmmparary with defined start and enet dutes | 1 tomporaty with defined ttart and end dates Is sontia acus in rerporse to demsed
|
I
Has an oliocsted budges 113 uswally subieet 1 the soerating bucget Is sulect 10 the speteting budpset
[vanaily Canen) | {usuely OpEs) 0o}
1
Pagudres s dodicoted project toam and typcally hay | Lot by Section, but can bo crons furtional, as typ cally I3 the responsibility of a rengs of peocls a1 time end
Interdependencies wih othes hanctions deg (T, | nes interdependancies with other teemt ocross the workloads allow
Comms & Engapement, Risk| | orgerdsation (eg. Finsnte, Stvategy & Performance,
| Comms & Ergagemant)
|
Has & soecifc structure for maneging unkngwn sisba. | #ar predictable elements to minimize or eliminote riks,  Riak, moality. Issums, dependencies snd changes are
Issues #nd dependencies, quelty, and certraling ' ard ezsure ousity managed thicugh everytizy stancord operating processes
changes
1
’
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Appendix 2 - Staff Interviewed

Chris Dolley Group Manager Asset Management

Chris Comber Chief Financial Officer
Tom Price-Walker Change Manager &

Desiree Cull  Strategy & Governance Manager

Team Leader Strategy and Pﬁm‘

 Risk & Corporate Compliance Manager

© 2023 Findax (Aust) Pty Ld
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Appendix 3 — Classification of internal audit findings

Risk ratings are based on the use of professional judgement to assess the extent to which deficiencies could have an
effect on the performance of systems and controls of a process to achieve an objective.

Process
Improvement

© 202) Findex Aust) Pty Lid

Issue represents a control
weakness, which could cause or
IS causing major disruption of
the process of major adverse
effect on the ability of the
process to achieve its
objectives.

© Issue represents a confrol

weakness, which could cause or
IS causing moderate adverse
effect on the ability of the
process to meet its objectives

Issue represents a minor control
weoakness, with mnimal but
reportable mpact

Materal errors and departures from  Requires significant senior

the organisation's polices and management intervenbon and may
procedures signfficant modslisation of
Fi ! g 5, induding external
accountability / probity concemns

Non-compliance with governing & v y
legisiation and reguiations -

result in fines or other penalties 0 gh priority to immediate

quires management attention and
) B use of exlemal resources.
Requires action commensurate with
the process objective.

and effectiveness of existing process  management consxderation and
and conlrols which already implementation as determined by

demonsirate compliance with management
procedures and legsiation
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Appendix 4 - Basis and use of opinion
This report is prepared on the basis of the limitations set out below:

Our procedures were performed according to the standards and guidelines of The Institute of Intemnal
Auditors’ International Professional Practices Framework. The procedures were not undertaken in accordance
with any auditing, review or assurance standards issued by the External Reporting Board (XRB).

This report has been prepared pursuant to our terms of engagement. In preparing our report, our primary
source of information has been the internal data supplied to us by management and representations made to
us by management. We have no!, however, sought to establish the reliability. of the information sources by

g Bhthe information we have refied

1, and in the belief that such

statements and findings are not false or misleading, but no warranty cy or reliability is given. In

accordance with our firm policy, we advise that neither lhe ('x any empl oye 3. of the firm undertakes
responsibility arising in any way whatsoever to any perst r findings are b. ased d solely on the information
set out in this report. We reserve the right to amend i if necessary, shot id y further information
become available. 4 3

Because of the inherent limitations of any internal co rol s ey it Is possible that or irregularities
may occur and not be detected. Our procedures were not des gnec -o delect all weaknesses in control
procedures as they were not performed canti ghout & specified period and any tests performed
were on a sample basis. o

Any projection of the evaluation of the control pro: cedure e periods is subject to the risk that the
systems may become inadequate because of r iti hat the degree of compliance with

them may deteriorate.

Br party for any purpose nor should any other party seek to rely on the
ion contained within this Report. In this regard, we recommend that parties
Losd ﬂf ce. Crowe disclaims all liability to any party other than the client for which it
of or in consequence of anything done, or omitted to be done, by any party in
/hole partial, upon any information contained in this Report. Any party, other than the
client for which it was pared, who chooses to rely in any way on the contents of this Report, does it so at
their own risk. "

The information in this Report and in any related oral presentation made by Crowe is confidential between
Crowe and the client for which it was prepared and should not be disclosed, used or duplicated in whole orin
part for any purpose except with the prior written consent of Crowe. An Electronic copy or print of this
Document is an UNCONTROLLED COPY.
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/. Crowe

Findex NZ Limited
Trading as Crowe Australasia
44 York Place
Dunedin 9016
Main + 64 3 477 5790
www.crowe.nz

Findex (Aust) Pty Uid. tadng as Crowe Australasia 15 a member of Crowe Global @ Swiss verein Each member firm of Crowe Globad is a separate and
Independent legi ently. Fincex (Aust) Ply Lid and s afiliates are not responsible of labie for any acts of omissions of Crowe Global or any ofher member of
Crowe Giobal Crowe Globial does nat render any professional services and does not nave an ownershp of partnesship mterest in Findex (Aust) Pty Ltd.

Services are prowidad by Findex NZ Limited, an afitated entty of Findex (Aust) Pty Lid

The te Parnes’ conveys hat Tie PErson 1S @ SEnior member within their respective divison, and & among the roup of Parsons who hokd an equlty interest
(sharehoider) in its parent entity, Findex Group Limited  The only professional sefvice offerng which is conducied by @ pammership is the Crowe Austraasia
extemal audt dvision. Al clhes professional Senvices oftered by Findex Group Limiled are conducled by a privitely owned ofganisation andior 1S subsidiaries.
Liabeity 5med by & scheme apgroved unces Professional Standards Legstaion. Liatrilty iy other than 0r 1S of oMmssons of Iancil Services Heensess.
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Hawke’s Bay Regional Council
Risk & Audit Sub-committee
10 May 2023
Subject: Audit Plan for the 2022-2023 Annual Report

Reason for Report

1. This item provides an update on the timing for the audit of HBRC’s 2022-2023 Annual Report.

Executive Summary
2. The statutory deadline for the adoption of the HBRC Annual Report is 31 October 2023.

3. Our auditors, Ernst & Young (EY), will undertake an interim visit during the week beginning
8 May and will begin the audit in the week beginning 18 September 2023.

4. The Audit Planning Report from EY will follow as a late attachment to the agenda, and
representatives from EY will attend the RAS meeting to present their Audit Plan and take
questions.

Background /Discussion

5. The audit and adoption of the Annual Report follows timelines set out in the Local Government
Act 2002.

5.1.  Section 98 (3) states that the annual report of a Council “must be completed and adopted,
by resolution, within 4 months after the end of the financial year to which it relates”.

6.  Officers have had discussions with our auditors, EY, about audit timing (see table below). This
may change as our auditors refine their work plans and resourcing.

Dates Description

w/b 8 May to Audit interim visit will be conducted (4 people onsite for 2 weeks
w/b 15 May 2023 to complete the interim work for HBRC, HBRIC and FoodEast)
w/b 4 Sep to Audit of HBRIC and FoodEast (2 weeks)

w/b 11 Sep 2023

w/b 18 Sep to Audit of the annual report (2 weeks onsite, remainder from

w/b 16 Oct 2023 Wellington)

7. Staff have a level of uncertainty that the timing of the audit and the proposed date for adoption
can be achieved.

8. Adraft Annual Report 2022-2023 will be presented to the Corporate and Strategic Committee
on 20 September for review.

Timeline of Annual Report and Summary project management

e i s EETE 2
t hug m » o0 EEY Nos

bited Audit rewew
Sep i

Summary

Updated 2 May 2023
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Financial and Resource Implications

9. Staff do not expect the cost of the audit for 2022-2023 to exceed the budget allocated for the
audit programme.

Decision Making Process

10. Staff have assessed the requirements of the Local Government Act 2002 in relation to this item
and have concluded that, as this report is for information only, the decision-making provisions
do not apply.

Recommendation

That the Risk and Audit Sub-Committee receives and notes the Audit Plan for the 2022-2023 Annual
Report.

Authored by:

Sarah Bell Chelsea Spencer
Team Leader Strategy & Performance Senior Group Accountant

Approved by:

Chris Comber Susie Young
Chief Financial Officer Group Manager Corporate Services
Attachment/s

There are no attachments for this report.
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Hawke’s Bay Regional Council
Audit & Risk Sub-committee
10 May 2023

Subject: Enterprise Risk Report

That the Risk and Audit Sub-committee excludes the public from this section of the meeting, being
Agenda Item 8 Enterprise Risk Report with the general subject of the item to be considered while
the public is excluded. The reasons for passing the resolution and the specific grounds under Section
48 (1) of the Local Government Official Information and Meetings Act 1987 for the passing of this

resolution are:

General subject of the item to Reason for passing this resolution
be considered

Enterprise Risk Report s7(2)(f)(ii) The withholding of the information is necessary to
maintain the effective conduct of public affairs through the
protection of such members, officers, employees, and
persons from improper pressure or harassment.

s7(2)(j) That the public conduct of this agenda item would be
likely to result in the disclosure of information where the
withholding of the information is necessary to prevent the
disclosure or use of official information for improper gain or
improper advantage.

Authored by:

Helen Marsden

Risk & Corporate Compliance Manager
Approved by:

Susie Young
Group Manager Corporate Services

Grounds under section 48(1) for the
passing of the resolution

The Council is specified, in the
First Schedule to this Act, as a
body to which the Act applies.

Item 8 Enterprise Risk Report
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Hawke’s Bay Regional Council
Risk & Audit Sub-committee

10 May 2023

Subject: Internal Assurance corrective actions update

That the Risk and Audit Sub-committee excludes the public from this section of the meeting, being
Agenda Item 9 Internal Assurance corrective actions update with the general subject of the item to be
considered while the public is excluded; the reasons for passing the resolution and the specific
grounds under Section 48 (1) of the Local Government Official Information and Meetings Act 1987 for
the passing of this resolution being:

General subject of the item to
be considered

Internal Assurance
corrective actions update

Authored by:

Olivia Giraud-Burrell

Quality & Assurance Advisor

Approved by:

Susie Young

Reason for passing this resolution

7(2)(f)(ii) The withholding of the information is necessary to
maintain the effective conduct of public affairs through the
protection of such members, officers, employees, and persons
from improper pressure or harassment.

s7(2)(e) That the public conduct of this agenda item would be

likely to result in the disclosure of information where the
withholding of the information is necessary to avoid prejudice to

measures that prevent or mitigate loss to members of the public.

s7(2)(j) That the public conduct of this agenda item would be
likely to result in the disclosure of information where the
withholding of the information is necessary to prevent the
disclosure or use of official information for improper gain or
improper advantage.

Helen Marsden

Group Manager Corporate Services

Grounds under section 48(1) for

the passing of the resolution

The Council is specified, in
the First Schedule to this
Act, as a body to which the
Act applies.

Risk & Corporate Compliance Manager
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Subject: Privacy event

HAWKE’S BAY REGIONAL COUNCIL
Risk & Audit Sub-committee

10 May 2023

That the Risk and Audit Sub-committee excludes the public from this section of the meeting, being
Agenda Item 10 Privacy event with the general subject of the item to be considered while the public
is excluded. The reasons for passing the resolution and the specific grounds under Section 48 (1) of
the Local Government Official Information and Meetings Act 1987 for the passing of this resolution

are:

General subject of the item to
be considered

Privacy event

Authored by:

Helen Marsden

Reason for passing this resolution

7(2)(f)(ii) The withholding of the information is necessary to
maintain the effective conduct of public affairs through the
protection of such members, officers, employees, and
persons from improper pressure or harassment.

s7(2)(e) That the public conduct of this agenda item would be
likely to result in the disclosure of information where the
withholding of the information is necessary to avoid prejudice
to measures that prevent or mitigate loss to members of the
public.

s7(2)(j) That the public conduct of this agenda item would be
likely to result in the disclosure of information where the
withholding of the information is necessary to prevent the
disclosure or use of official information for improper gain or
improper advantage.

Risk & Corporate Compliance Manager

Approved by:

Susie Young

Group Manager Corporate Services

Grounds under section 48(1) for the

passing of the resolution

The Council is specified, in the
First Schedule to this Act, as a
body to which the Act applies.
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