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Dear Sir,

Financial statements for the year ended 31 December 2015

Duting the course of our audit for the year ended 31 December 2015 we have reviewed the
accounting system and procedures operated by yout council. We have also reviewed the
operatons of the council and how they conform to the Local Councils Act, 1993, the
Financial Regulations issued in tetms of this Act, and the supplementary Financial Procedutes.
We set out in this report the mote impoztant points that atose as a result of out review.

1 Previcus management letter
1.1 Income

We did encounter an instance whete the Central Govetnment income was not
grossed up so that the income is recorded in full (tefer to note 5.6).

We have encountered a number of cases where custodial and general receipts were
not deposited within the stipulated time frame (refer to notes 5.11 and 5.17).

We still encountered differences between report 483 from the Loqus system atd
the books of accounts (refer to note 5.21).

We were unable to determine whether all grants recefved during the year were
propetly accounted for (refer to note 5.10).

The council failed to classify income propetly in the books of accounts (refer to
note 5.28),

1.2 Payroll
We have again identified a disctepancy hetween the FS5s and FS7 as repotted to the

Commissionet of Inland Revenue (tefer to note 6.6).

It was again noted that the council failed to classify FSS and allowances in their
tespective accounts (tefer to note 6.8).

We encountered instances whete some councillors failed to attend all meetings
(refer to note 6.11).
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1.3

1.4

1.5

We ate pleased to note that the council has rectified the issue of the number of
employees as we wete provided with the approval given by the Department of
Local Govetnment.

We still came across instances whete the council paid ovetrtime without approving
the overtime beforehand (tefet to note 6.19).

The mayor’s remuneration was declated under the pari-time rules (refer to note
6.13).

Expenditure

We still identified putchases which wete not suppotted by the propet
documentation (refer to note 7.1).

We identified instances whete the council did not obtain the necessaty quotations
and purchase ordets for purchases made during the year under review (refer to note

7.8).
During the year under review, the council did not make any calls for tendets.

We still encountered instances whete schedules of payments wete not signed by the
mayor and the executive secretary (tefer to note 7.24).

We still noted a number or discrepancies between the asset insurance policy and the
books of accounts (refer to note 7.35). ‘

Similatly to prior years, the council has a personal accident insurance policy
covering council members on a wotldwide basis (refer to note 7.37).

We did not note any discrepancies in the council’s rental expense.
We noted that the council incutted various travelling expenses. Furthermore, the

council is sdll not submitting a repott on each visit in accordance with MF5/2012
(refer to note 7.39).

The council’s expenditure on locality day was itregular (refer to note 7.49).
We did not encounter instances where the council made a donation.

Intangible assets

We ate pleased to note that the council has teciified the issue.

Capital assets
The fixed asset register has not yet been compiled (refer to note 8.3).

Similatly to ptior yeats, depreciation is not being calculated correctly and we found
a matetial difference (refer to note 8.6).

The council did not disclose any capital commitments. In the absence of the budget
for the year ending 2016, which was not prepaid, we were unable to detetmine if
this is correct (refer to note 17.1).

During the year under review, we wete still not provided with information
regarding the assets under constructions (refer to note 8.8).

Certified Public Accountants
tembar flm of Grant Thornton Intamational Ltd




) GrantThornton 3

An instinct for growth”

1.6

1.7

1.8

Cash and cash equivalents

We did not come actoss any differences between the books of accounts and the
bank reconciliation,

We still identified instances whete the bank account representative is not updated
(refer to note 9.3).
We identified instances where the bank is subject to final withholding tax on the

HSBC bank account (refer to note 9.5).

We still encountered disctepancies between the physical petty cash count and the
petty cash book balance (refet to note 9.9).

Trade and other receivables

The council did not investigate the long outstanding trade debtots {refer to note
10.1).

The council is still accounting for the five regional committees in one debtor
account (tefer to note 10.4).

The council did not rectify the issue of the other receivables (refer to note 10.6).

The council’s ereditors” list still includes debit balances (refet to note 12.28).

"The council is still cartying accrued income of € 37,792. Furthetmore, no
supporting documentation was provided in relation to accrued income (refet to
note 10.9).

We still identified differences between teport 622 generated from version 1 of the
Loqus system as at yeat end and the LIS teceivables in the books of accounts (refer
to note 11.1).

Payables

The council did not obtain suppliess’ statements from all suppliers as at year end

(refer to note 12.4).

As In ptevious years, we identified a number of trade creditors which are long
ovetdue (tefer to note 12.26).

The council has rectified the issue of the € 7,000 debit balance for the stair Jift.

Differences were again identified in the amounts due to the Inland Revenue
Department for FSS tax and NI (refer to note 12.21).

During the year under review the council has taken a debit entty of € 45,670 as a
“provision” for creditors” in the other creditors account (gefer to note 12.1),

The council has provided us with a list of accruals; however we noted that the list
was understated (refer to note 12.19).

We still identified instances whete the classification of payables was incorrect (refer
to note 12.24),

The council did not rectify the issue of long-outstanding creditots {refer to note
12.26).
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1.9
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Grant accounting

The council does not maintain a grant schedule. Furthermote, the council did not
have any supporting documentation for these grants (refer to note 13.1).

Due to the lack of information, we wete unable to verify whether the cutrent and
non-current portions of the deferred income are faitly presented in the financial
statements (refer to note 13.11).

Financial statements

The financial statements of the council ate not fully compliant with TFRS and
consequently, our audit opinion was modified (refer to note 15.1).

The unaudited financial statements presented to us had a nutber of shortcomings
(refer to note 15.3).

The council did not have any testricted cash during the yeat under review.

Meetings

It came to out attention that the council did not bind the preceding yeat’s minutes
(refer to note 16.12).

We noted instances where minutes werte not numbeted in a sequential order (tefer
to note 16.10).

During the year under review we did not encounter instances whete meetings were
not held within five weeks from the preceding meeting.

Whilst reviewing minutes we noted that council meeting number 44, 4 and 10 lasted
mote than three hours (refer to note 16.8).

General

It came to our attention that the council did not prepare the financial budget for

2016 (refer to note 17.1).

The council did not prepare the quartetly financial repotts for June to December
(refer to note 18.1).

The council did not provide us with a thtee-year business plan for 2016-2018 (tefet
to note 18.3).

We wete again presented with a ttial balance which does not aggee to the financial
statements as approved by the council and submitted for the audit (refer to note 3).
Financial position

The council is still facing liquidity problems and its Financial Situation Indicator is
negative (tefet to note 22.1}.

Change in executive secretary

During the year under review the council had a change in executive secretaty. The
council did not catty out a mid-term audit in compliance with the Local Council
{(Procedures) Regulations (tefer to note 20.1).
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3.2

3.3

3.4
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3.6

Audit opinion

As last year, we have had to issue a qualified audit report stating that we are unable
to form an audit opinion because of significant matters encountered during our
audit fieldwork. Further explanations are given in this management letter to enable
the council to better understand the teason for the disclaimer of opinion.

Books of accounts

The trial balance initially provided by the council was not genetated from the council’s
accounting systermn (Sage), but from a different accounting system used by the
accountant (Apex). Therefore the account numbers did not agree to the prior year’s trial
balance. In addition accounts were grouped diffetently and therefore we were unable to
compare grouped balances to the comparatives.

The accountant informed us that the transactions wete initially recorded in Sage.
During the process of finalisation of the books of accounts, the council migrated
the trial balance as at 31 December 2015 to the Apex system by means of the
following joutnal entries;

i Opening balances as at 1 January 2015 from Sage.
ii.  Total accumulated balance tecorded in Sage.
iii.  Other journal entries.

The trial balance generated from the Apex system was then used in the prepatation
of the financial statements.

Further analysis revealed that some of the opening balances recorded in the Apex
systermn were grouped and therefore we were unable to determine whethet these
were correct. Some examples ate listed below:

Details Opening balance in
journal entry list
€
Constructon 678,876.00
Office equipment depreciation 44,104.06
Construction depreciation 179,950.28

In addition to the above, the list of journal entties passed in the Apex system consisted
of grouped transactions and we were not provided with an adequate breakdown or
explanation of each figure. Some examples ate listed below:

Journal entry Account Amount
description

€
Deposits HEBC Malta 11,580.00
Reversal /stale BOV current account  5,995.99
Creditors recon Creditors account 4567067
ADJ Supplementary 54,780.03

government income

After our notification the accountant provided a fresh teial balance from Sage which
included all the listed joutnal entries passed in the Apex system. However, we noted that
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3.7

3.8

3.9

4.2

4.3

44

journal entries were still passed as grouped amounts. This led to a loss of audit trail and
we were unable to determine what the balances recorded wete and if they were correct.

The points mentioned above indicate that the council’s accounting function is of
concetn and needs to be addressed promptly and improved significantly, In addition,
the management letter shows that the extent of out audit wotk was considerably limited
due to poor book-keeping practices and lack of proper listings and documentation in
support of the books of accounts. These afe ctitical for proper financizl reporting and
therefore the council should take a mote proactive role in the accounting function.

Because of the significance of these maiters, we wete unable to obtain sufficient
appropriate audit evidence to provide a basis for an audit opinion and consequently we
did not express an opinion on the council’s financial statements.

We recommend that greater attention is paid to the book-keeping function to ensure
that the annual financial statements do give a true and fair view of the council’s results
and statement of affairs. Also may we remind the council that memo 3/2016 states that
the council must make sure that the petson in charge of the prepatation of the accounts,
apart from possessing the CPA watrant, should be up-to-date with accounting standards
and regulations. It is the accountant’s responsibility to prepate the books of account and
the financial statements, and not the auditot, as confirmed by the NAO.

Reconciliation of books of accounts to financial statements

The revised trial balance provided by the council did not agree to the amounts
disclosed in the financial statements. Some examples are listed below:

Details Amount

Amount recotded

disclosed in in the

the financial books of

statements accounts Diffetences

£ € €
Government grants release 17,139 - 17,139
Trade and other payables 220,635 199,279 21,356
Ttade and other receivables 65,625 61,399 4,226
Non-current deferted income 193,524 227,803 (34,279)
Total expenditure 445,512 444,863 1,351
Property, plant and equipment 293,757 292,477 1,280

We recommend that all financial statements and accounting records ate teconciled prior
to commencement of the audit.

Furthermore, expenses and fixed assets are not being classified consistently from
year to yeat.

We recommend that the classification of expenses and fixed assets in the financial
statements is applied consistently to enhance the compatability of financial
statements with previous yeats.
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5.4
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5.6

5.7

5.8

5.9

Income
Liabilities written back

Thke council’s income for the year includes an amount of € 62,448 which is
disclosed in the financial statements as ‘labiliies written back’. This balance is made
up of the following journal entries:

L A provision of € 45,670.67 posted against othet creditors account (refer to
note 12.2)

. A write off of other creditors’ balances of € 10,781

il. A teversal of € 5,995.99

No proper explanation was provided for the above journal entries. No audit tests
could be cartied out due to the lack of supporting information and documentation.

Supplementary Government income

Whilst reviewing supplementaty Government income in the books of accounts, we
noted that the council recorded a journal entry of € 54,708 in this account (as
mentioned in note 3.5 above). This amount is presented as othet Government
income in note 4 to the financial statements.

Upon analysing WastetServ Malta Limited’s statement we also noted that the
Depattment paid € 3,419.88 to WasteServy Malta Limited, relating to priot year
tipping fees in excess of the allocation, on behalf of the council. We wete unable to
identify whether this amount was recorded in the books of accounts due to the
limitations described in note 3 above.

In view of the fact that we wete unable to verify this balance, we modified our audit
opinion

Government allocation

We also noted that the council’s income from Central Government, as disclosed in
the financial statements, did not agree to the stipulated annual allocation. We noted
that fees for eGovernment of € 120 were not disclosed in the accounts and the
allocation was recorded net of the expense.

We recommend that Government allocation is shown gross, that is, before
deductions. Any deduction should be shown as an expense.
Community services

During our audit procedures we noted that community services income inclided a
receipt of € 1,000 generated from IKIDS courses held in 2014, The council did not
provide for this income in 2014.

We remind the couneil that income should always be tecorded in the period to
which it relates based on the accruals concept. If the income is not received at the
end of the reporting petiod, then the council must record accrued income.

Public library scheme

Upon reviewing the minutes we noted that the council received the approval from
the Department of Local Government with respect to:

i The public library scheme as stipulated in memo 10/2015 amounting to € 600,

Cortifled Public Accountants
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5.12

5.13

5.14

5.15

5.16

5.17

il.  The cultural events scheme as stipulated in memo 22/2015 amounting to
€ 15,000.

We were unable to determine whether these amounts were recorded by the council
during 2015 due to the limitations highlighted in notes 2 and 3 above.

General income

We have identified instances where the council failed to deposit cash collected from
general receipts on a timely basis. Examples are:

General receipts

Receipt number Receipt date Deposit date €

6876 08.01.2015 14.01.2016 745.60
7473 01.04.2015 27.04.2016 18.56
7515 15.05.20115 22.05.2015 356.49
7548 02.06.2015 13.06.2015 3509.59
0949 07.08.2015 16.09.2015 3248

Income from donations

Receipt number Receipt date Deposit date £
7430 02.04.2015 27.04.2015 2,300
7508 07.05.2015 12.05.2015 1,000
7353 04.11.2015 21.12.2015 750
10408 19.01.2016 04.02.2016 2,500

Apatt from the security implications of leaving cash and cheques on the premises
unnecessatily, this contravenes the relevant regulations. We again recommend that
the council implements procedures so that all receipts are deposited at least twice
weekly,

Furthermore, whilst testing income from permits, the council did not provide
receipts for all the issued permits tested. To this end, we could not determine
whether payments were requested.

We tecommend that the council all payments for permits issued ate validated by the
issue of a receipt.

Whilst reviewing the receipt books we noted that the council is not is suing teceipts
in a sequential order. After enquity with the executive sectetary, we noted that
multiple receipt books ate used by different clerks.

We recommend that one receipt book is used at a time to maintain the sequential
order of receipts. It is important that the council keeps control over the number of
receipt books used to ensute completeness of all income received.

Custodial receipts

We came across instances whete the council failed to deposit custodial teceipts on a
timely basis. Examples are:

Details Receipt date  Deposit date €
LES 27.02.2015 13.03.2015 350.00
LES 28.03.2015 27.04.2015 11.65

Certlfied Publle Accountants
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5.19

5.20

5.21

5.22

5.23

5.24

LES 23.03.2015 27.04.2015 58.00
LES 06.05.2015 21.05.2015 23.29
LES 25.08.2015 16.09.2015 23.29
Lands Department 24,02.2015 13.03.2015 46.59
Lands Department 20.03.2015 01.04.2015 210.00
Lands Department 17.06.2015 01.07.2015 66.76

We strongly recommend that the council adheres to the Procedures and deposits
cash collected from custodial receipts at least twice weekly.

We noted that the council is not reconciling cash collected on behalf of the Lands
Department and LES to deposits made.

This is a serious control weakness and the council is bound to exercise adequate
control over cash and bank procedures of receipts to ensute that all monies
received are deposited. We therefote recommend that the council prepates detailed
daily reports of all cash received during the day, including a teconciliation between
deposits and the relevant receipts as required by the Financial Procedutes.

Income from LES administration fees

While testing LES administration fees with reference to tepott 483 of the Loqus
system, we noted that fees are overstated by € 1,398.11. Upon further analysis we
identified that the difference is due to administration fee invoices raised in the prior
petiod and received in 2015.

We recommend the council checks all teceipts and invoices to determine whether
the above mentioned LES administration fees were accounted for twice or whether
these were completely omitted in the prior years.

Income from regional committees

The council is not issuing LIS administration fees’ invoices to the fegional
committees and LIESA in the first week of the following month. The following are
sotne instances identified during our audit fieldwork:

Month Invoice date
Januasy 2015 07.09.2015
Februaty 2015 07.09.2015
March 2015 07.09.2015
April 2015 07.09.2015
May 2015 07.09.2015
June 2015 14.10.2015
July 2015 14.10.2015
August 2015 14.10.2015
September 2015 14,10.2015
October 2015 25.01.2016
November 2015 25.01.2016
December 2015 25,01.2016

In addition to the above, the council is grouping multiple monthly fees in one invoice.
Two instances identified during our audit procedutes are:

Certlfiad Public Accountants
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5.29

5.30

6.1

6.2

6.3

Invoice date Details Amount
€

(7.09.2015 January and February 2015 85.02

14.10.2015 July and August 2015 116.46

In accordance with memo 91/2011 local councils ate requited to issue the regional
committee and LESA invoices in the first week of the following month.

Rent receivable

Whilst testing general income we noted that the council is receiving rental income
from the leasing of a garage. The council did not provide us with a signed contract,

We strongly recommend that the council and the lessee enter into a rental contract
that lays down the rights and obligations of each party. The contract should be
signed by both parties to be valid and should include the price, the rental period,
responsibilities and duties of each party.

Income account classification

Whilst testing income we noted that the council has wrongly classified grant income
received with respect to Auberge of France restoration works and the LADDER
project as general income in the books of accounts. These amounted to € 25,974.69
and € 33,693.49 respectively.

In addition to the above, our review of the minutes revealed that the council was
granted € 45,000 with respect to the testoration wotks. The executive secretary
confitmed, by providing the supporting bank statements, that the full amount was
teceived during the year under review. Flowever, we were unable to determine
whether the remaining amount of € 18,816.96 was accounted for due to the lack of
audit teail in the books of accounts.

We recommend that the council classifies income in line with the specimen
financial statements of the Local Councils (Financial) Procedures.

Payroll
Wages’ reconciliation

During our audit fieldwork the council provided the wages’ reconciliation with an
unreconciled difference of € 731.75. Meanwhile our reconciliation of FS5s to
payroll expenditure revealed a difference of € 1,188.63. No explanation was
provided for the diffetence.

Furthermore we noted that FS5s for August, September and December 2015 were
not signed. To this end we wete not able to determine whether these were the final
submitted documents.

We strongly recommend that all wages paid by the council are cortectly reported to
the Commissioner of Inland Revenue. In addition, it is advisable that the council
prepares a wages’ reconciliation to teconcile paytoll expenses to FS5s at least on an
annual basis to identify any discrepancies before the finalisation of the accounts.

Certifled Public Accountants
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6.4

6.5

6.6

6.7

6.8

6.9

6.10

6.11

6.12

6.13

6.14

Double payment to Commissioner of Inland Revenue

Whilst reviewing the receipts from the Commissionet of Inland Revenue we noted
that the council paid FSS and NT due for September 2015 twice.

We recommend the council informs the Commissioner of this credit and requesis
an adjustment in the coming financial year. We also recommend that the council
keeps all documents propetly filed to avoid such errors.

Reconciliation between FS7 and FS5s

We noted a difference of € 179.89 between the FS5s and FS7 submitted to the
Commissioner of Inland Revenue, We requested the council to reconcile the
difference; however no reconciliation was provided.

We recommend that all wages paid by the council ae correctly teported to the
Commissioner of Inland Revenue.

Personal emoluments’ classification

Duting our audit fieldwork we also noted the following wrong classifications in
personal emoluments:

L Mayor’s allowance of € 1,600 was incorrectly recorded as mayor’s honorarium.

ii.  Mayor’s honoratium amounting to € 649 was incorrectly accounted for as social
secutity contributions.

tii.  Councillots’ allowances amounting to € 915 were incorrectly accounted for as
social security contributions,

In addition to the above we also noted that petsonal emoluments were disclosed
incorrectly in note 7 in the financial statements,

o this effect, we recommend that the council complies with the specimen financial
statements laid down in the Local Councils (Financial) Procedutes.

Councillors’ allowance

We noted that some councillors were paid a full year’s allowance even though they
failed to attend some of the mectings, We did not trace a letter of excuse attached
to the council’s minutes to justify the absences, neither could we trace a note in the
minutes that these were considered and excused.

We refer to memo 89/2009 which states that the councillors’ allowance is to be
paid in proportion to the numbet of meetings attended in a calendar year. The
memo further explains that no deductions should be made only where valid reasons
in writing are put forward for the absence from meetings. These should be
considered for acceptance by the council and a copy of the letter kept with the
minutes,

Taxation of councillors’ and mayor’s allowances
During the financial year under review four of the councillors’” allowances and the

mayor’s allowance wete taxed under the part-time rules at the rate of 15%.

This is against the instructions given in memo 26/2010 stating that councillors’
remugneration must be taxed at the petsonal progressive tax rates. The council
should rectify this shortcoming.

Cetllfled Publle Accountants
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6.15

6.16

6.17

6.18

6.19

6.20

6.21

6.22

7.1

Payment of FSS tax and NI

In addition, the council did not remit FSS and NI to the Commissionet within one
month. For instance, FSS and NI payment for Jatuary and Februaty 2015 were paid
in January 2016,

We recommend that the Final Settlement System Rules, 1998 ate adhered to. FSS
and NT should be remitted to the Commissioner of Inland Revenue by the last
working day of the month following that during which the council has paid the
emoluments. Interest at the tate of 1% per month might be levied on unpaid
amouints.

According to the books of accounts, the council owes the amount of € 30,186 to
the Commissioner of Inland Revenue in respect of FSS tax and NI due from 2011
up to 2013. The council has not issued any payments during the year under review.

We were not provided with any suppotting documents and thus we were unable to
confirm the amounts in atreats due to the Commissioner of Inland Revenue. Our
audit report was modified with respect to the limitation encountered.

Payment of overtime

The council is still paying overtime without obtain approval in council meetings.
We recommend that the council monitors the wosking of overtime and ensutes that
overtime is duly justified, approved and documented before issuing payment,
Performance bonuses

We noted that the council’s provision for accrued performance bonuses at year-end

was understated by € 4,332,

The council should make adequate provisions fot such accruals so that payroll
expenditure is accounted for in the correct petiod.

Expenditure
Petty cash expenditure

During our audit we found that the soutce document for most petty cash
expenditure is a cash register chit. Some instances which were encountered during
our audit fieldwork are the following:

Date Details Suppliet € Note
28.07.2015 Stamps Step In 13.00 =a
(05.03.2015 Stammps Highlight Stationety 1976 a
29.04.2015 Malta expetience tickets The Malta Experience 4817 ab
08.01.2015 Milk, coffee Hanut tal-laham 626  a
11.09.2015 Registered letter Maltapost 6.25 a
28.07.2015 Diesel for van Nica Ttd 20,00 a
27.06.2015 Coffee, sugar and tea Hanut tal-laham 1116 a
05.06.2015 Baby oil Vittotiosa Pharmacy 5.61 a

1. Cash register chits do not satisfy the requitements of the Local Councils
(Financial) Procedures 1996 that supplies are only made on the provision of 2
valid invoice which {s addressed to the council. To this end, we recommend

Cartifled Public Ascountants
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that, whete possible, the council obtains a tax invoice or a VAT receipt
approptiately addressed for petty cash purchases.

i, This payment exceeded the limit of € 23.29 imposed by the Local Councils
(Financial) Procedures, 1996.

Approval of petty cash expenses

7.2 Whilst reviewing petty cash schedules we noted that the council has not followed
our recommendation to include the allocation in the nominal accounts in the petty
cash sheet.

7.3 In addition, petty cash expenditure is not approved duting the council’s monthly
meetings in accordance with the Local Councils (Financial) Procedures.

7.4 We also observed that not all petty cash schedules prepared by the council were
signed, namely the schedules for weeks 4 to 13.

7.5 We reiterate that the council facilitates approval of petty cash expenditute by
providing an analysis of all petty cash expenses and allocating the monthly total of
each category of expense to the correct account. We would also like to point out
that these petty cash sheets should be presented to the council in meeting to be
scrutinised, thus ensuring adequate control. Petty cash should be signed by both the
mayor and the executive secretaty upon approval by the council.

Petty cash accounting treatment

7.6 Duting our petty cash account review it transpited that no transactions were
recorded in the petty cash account. Further analysis revealed that the council is
omitting petty cash transactions completely from the petty cash account by
accounting for the top-up cheque payment ditectly against the expense accounts.

7.7 We recommend the council records all cash transactions in the petty cash account,
including the necessaty details. This will ensute that petty cash payments ate
accurately recorded and a clear audit trail of the movement in petty cash during the
period is tnaintained.

Procurement procedures

7.8 Our testing on cheque payments revealed the following irregulatities for the
purchases listed below:
Supplier Details € Notes
MCE Iid Trunking 1,457.59 a
Tal-Familja restaurant Hospitality 610.00 a, b, c
Edwin Camilleri Hospitality 1,139.84 4
Mediterranean Ceramics Lid Hand painted vases 560.50 a, b
Mifsud Ironmongery Ironmongery 404.14 a, C
Matio Darmanin IT services 1,026.60 a,b
Smatt Office Supplies Stationety 951.01 a, b
Raymond Ciantar Dismantling of dle layets 250.00 a, b, c
Nexia BT Accounting services 2,306.28 d
L. The council did not obtain quotations {refer to note 7.9).
i, The council did not taise purchase otdets (refer to note 7.13).

Cartifled Publis Accountants
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7.10

7.11

7.12

7.13

7.14

7.15

i, The council did not list down the invoice oumber in the schedule of
payments (refer to note 7.24).

We draw your attention to the Local Councils (Financial) Procedures, 1996 which
state that councils should obtain at least one quotation for purchases between € 24
and € 1,165 and at least three quotations if between € 1,165 and € 4,658. In
addition, as stated in memo 1/2010, all calls for quotations must be published on
the Government Gazette and any other local newspaper.

We noted that the accounting sesvices contract, signed by the council and
accountant, expired on 17 November 2014. However this was still utilised until
audit date. The council did not sign an agreement to extend the petiod of the
contract,

We would like to refer you to memo 10/2013 which states that the council should
not make use of expired contracts and should allow enough time to issue a fresh call
for tendets and adjudicating it befote the preceding contract expires,

Furthermore, we recommend that the council seeks approval duting the council
meetings and also from the Department of Local Government before extending
existing contracts.

Purchase orders

During our audit procedures we identified the following weaknesses in the council’s
procurement procedures with respect to purchase ordets:

i Insome instances purchase orders are not made in writing and neither
approved during council meetings.

i. Not all purchase orders are signed (ex’lmples include puschase ordets numbered
2503, 2603 and 2690).

iii. Putchase orders are not approved duting the council meetings.

iv. A purchase order log is not kept by the council.

The council did not raise purchase orders for the majority of capital acquisitions
made during 2015. Examples are listed below:

Supplier Details €
Catini Stores Disabled petsons toilet 1,015
BCL Construction Demolishing of two roams 3,380
Roderick Orsini Tile laying 1,500
Sandro Fava Door of public convenience 3,870
Joseph Galea Doots 1,380
Sandro Fava Toilet doots 2,489
Compunet Setver 1,711
Toshiba Retail Outlet Toshiba TV 985
PC Wise 3 laptops and 3 printers 1,572
Triple A Fridge and cooket 1,149
BCL Construction Construction works 3,880

We tefer to the Local Councils (Financial) Regulations which state that all putchase
orders shall be made in writing and authorised by the council. Such a purchase
order is evidence of the council’s approval for a proposed putchase quotations or
service. Furthermore, the Procedures also requite that all putchase orders, conttacts
and agteements ate assigned a sequential numbet, logged and filed along with all

Cartified Public Accountants
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7.17

7.18

7.19

7.20

7.21

7.22

7.23

tespective documents including tespective quotations and approvals to facilitate
€4Sy ACCESS.
Call for tenders

Our audit tevealed that the following cheque payments were not suppotted by a call
tor tenders:

Supplier Details Cheque number € Note
Nexos Lighting and  Light system for 9506 7,972.72

Vision Birgufest 2015

Genista Reseach Project management 9478 5551.00  7.17
Foundation

BCL Construction  Demolition works 2287 3,380 7.18
BCL Consttuction  Construction works 2462 3,880 7.18

On the 23 December 2014 the council entered into an agreement with Genista
Reseatch Foundation for the provision EU consultation and project management
setvices for project LADDER’. The council agteed to pay € 793 monthly over 36
months which in total amounts to € 28,548. The council did not issue a call for
tenders for such service. Furthermore, we noted that the agreement was only signed
by the mayot.

The council made various construction works in Auberge of France {rom the same
supplier which exceed to tendering threshold. However, no tender call fos such
wotks was issued.

May we remind the council that in accordance with the Local Councils (Financial)
Procedures, 1996 councils are specifically tequited to make a public call for tenders
for expenditures in excess of € 4,658 and that once accepted a formal contract
should be drawn up and signed by both parties. We draw your attention to the
Local Councils (Financial) Procedutes, 1996 which state that a similar purchase
within four months is to be consideted as one single purchase.

Contracts

The council did not provide us with the underlying sisned contracts with
Environmeantal Landscape Consortium and Saviour Mifsud for agricultutal services
and waste collection and street sweeping setvices, respectively. To this end we were
not able to determine the covering period and the agreed terms.

The above instances contravene the Local Councils (Tendering) Procedures which
specity that the contract agreement should be signed by the contractor, executive
sectetary and the mayor before commencement of work. In addition, the contract
must be dated and include the commencement and expiration date.

Performance bonds

The council did not provide us with the petformance bond documents with respect
to the waste collection and street sweeping services provided to the council in 2015.
However, during our audit we wete provided with the performance bond for waste
collection and street sweeping dated 18 April 2016.

Performance bonds are an important requirement of the Local Councils
(Lendering) Procedures, 1996 because it protects the council in the event that the
contractor does not honour or faithfully execute its obligations laid down in the
contract. The performance bond is to remain valid thronghout the contract period

Cortifled Public Accountants
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7.24

7.25

7.26

7.27

7.28

7.29

7.30

and shall only expire one month afier the completion date of the contract as agreed
upon by the council and the contractot.

Schedules of payments

When reviewing schedules of payments we noted that not all of them were signed
by the executive sectetaty, mayor and two councillors.

In accordance with P1.11 of the Local Councils (Financial) Procedures, 1996 the
executive sectetaty must present a schedule of payment for council’s approval. We
tecommend that the schedules of payments ate jointly signed by the mayor, the
executive secretary and two councillors to setve as evidence that these have been

duly approved by the council.

In addition to the above, we also noted various other deficiencies with respect to
the required details in the schedule of payment. Some instances are listed below:

i Schedules of payments ate not numbeted. The only reference on the
schedules ate the dates.

ii. Account numbers are not listed in all schedules of payments.

iii. Putchase order numbers ate not listed in all schedules of payments.

tv. Invoice number details not listed (refer to note 7.27)

This is not in accordance with the template schedule of payment from the
Department of Local Government.

The council should comply with memo 37/2011 which lays down the minimum
details that must be included in the schedules of payments. This information allows
easy cross-referencing between the accounting system and the schedules of
payment,

Moteovet, the council has omitted cancelled cheques from the schedules of
payments.

We recommend that if a cheque payment is cancelled this should be approved as such
and propetly indicated on the schedule of payments. The cancelled cheque should be
retained in the cheque hook as evidence of its cancellation.

Payments’ approval

Whilst analysing the sample selected for procurement procedures mentoned in note
7.8 we also noted that the council issued cheque payments before theit approval in
meetings. Hxamples ate as follows:

Cheque Details Amount Payment Approval
number € date date

2345 Hospitality 610.00 13.02.2015 16.03.2015
2426 Hospitality 1,139.84  20.04.2015 24.04.2015
2420 Hand painted vases 560.50 20,04.2015 24.04.2015
2488 Ironmongety 404.14 18.05.2015 08.07.2015
2577 IT setvices 1,026.60  21.07.2015 04.08.2015
2583 Stationety 951.01 28.08.2015 04.08.2015
489595 Dismantling of tile layers  250.00 28.08.2015 15.09.2015
2660 Accounting setvices 2,806.28 22.09.2015 27.10.2015

Certlfled Fubllz Accountants
wember firm of Giant Thamton Intomationat Lid
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731 We also noted that various payment vouchets ate not signed by both the mayor and
the executive secretaty. Some examples ate payment vouchers referenced 2640/15,

2671/15 and 2787/15.

732 We recommend that the council follows the tequitements stated in the Local
Council (Financial) Procedutes whetein it is stated that only in rare situations of an
utgent natute and for goods and services alteady apptoved by the council, may the
executive sectetaty issue payments prior to approval. Furthermore, the payment
shall not exceed € 1,165 and shall be authorised by the council, and this
citcumstance has to be brought before the council at its next meeting.

Rent expense
7.33  When testing rent expense, we noted that the council did not account for a rent

expense of € 1,800 incutred in 2015 for the rent of Couvre Porte.

7.34  The council should try to avoid such errors in the future and to record rent
expenditure (which is usually a fixed amount evety yeat) in the period to which it
relates.

Asset insurance

7.35  We reviewed the council’s asset insurance policy to determine whether assets are
adequately insured. The following discrepancies were noted:

Asset Cost as per Under
financial Sum (over)
statements insured insured
£ € €

Office and computer equipment 61,570 - 61,570

Office furniture and fittings 100,593 53,500 47,093

Construction 690,340 - 690,340

Assets undet construction 87,097 - 87,097

Buildings - 95,000 (95,000
939,590 148,500 791,090

736 The above illustrates that the council’s assets are not adequately insured. In this
tegatd, the council should update its insurance policy to ensure that all assets are
properly insured against theft, damage and loss. We also remind you that the
couricil is bound by section LCP 1.15b.04 of the Local Councils (Financial)
Procedures, 1996 by cartying out a periodic teview to assess the adequacy of the
council’s insurance coverage.

Group personal accident insurance

7.37 Whilst reviewing the council’s group petsonal accident insurance we noted that this
is on 2 wotldwide basis with a consequential higher premium; notwithstanding this,
the council is also paying ttavel insutance each time the council members travel
abtoad on council duties.

7.38  We tecommend that the council amends the policy to limit geographical coverage
to Malta only. In the event that a membet of the council has to travel abroad on
council duties, then the council should take out overseas coverage for the period of
travel only.

Certiflad Public Accountants
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7.39

7.40

7.41

7.42

7.43

7.44

7.46

7.47

7.48

Travelling expenses

During the year under review, the council incurred travelling expenses to Italy,
Moantenegto, Turkey, and France relating to vatious projects and events. The total
cost incurred on travelling amounted to € 14,575 including subsistence allowances,
flights and accommodation. We noted that the council did not prepare travel reports
for submission to the Depattment of Local Government.

We recommend the council complies with MF/5/2012 which states that a tepott on
each visit is to be submitted by the delegate to the ditector responsible for corpotate
services by not later than one month after the visit. The report shall include a short
explanation about the putpose of the visit, including the aims/goals of the visit, the
delegate’s personal remarks, the benefits achieved from such a visit, the officials to be
alerted about the outcome of the visit and the issues to be followed up in Malia.

Since we wete not provided with the information above we did not obtain
teasonable assurance that the amount recotded as travelling expenses incurred is
cottect and in accordance with the travel guidelines issued by the Government.

Furthermore, we were not provided with any documentary evidence to substantiate
the reimbutsement of the subsistence allowances for the following:

Desctiption £
Subsistence allowance relating to Rome 1,380
Subsistence allowance relating to Montenegro 515
Subsistence allowance relating to LADDER project in Brussels 581
Subsistence allowance relating to AVEC meeting 1,470
Subsistence allowance telating to EU walled town 690

The council must obsetve the rules telating to travelling and prepare reports for all
futute travelling. A copy of this report must be submitted to the Department of
Local Government for considetation.

We suggest that the docutmentation of the council is propetly stored, filed, and kept
in a safe place. This is impottant for the council’s own record as well as to allow the
proper performance of an audit.

Moreovet, reimbussements made by the council to its staff should be suppotted by
a claim form in accordance with the Local Councils (Financial) Procedures, 1996.

Overstated expenses

Oug analytical audit procedures revealed that water and electricity expense increased
by € 1,658 when compated to the ptiot year. Upon analysing the accounting entries
we nioted that the current yeat’s expense includes water and electricity expenses of
€ 608.38 telating to 2014. The council did not accrue for this bill in the prior yeat,
thus overstating expenses in 2015 by this amount.

I addition to the above, we also noted that road and street cleaning expenses
incurred in Octobet, November and December 2014 of € 18,900 wete accounted for
in the year under review. We ate unable to determine whether these invoices wete
accounted for twice ot accounted fot in the wrong petiod.

We tecommend the council investigates the differences above and adjusts the
books of accounts as approptiate.

Cortifled Publle Ascountants
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7.49

7.50

7.51

7.52

8.1

8.2

8.3

8.4

Locality day

The council incurred € 7,540 for the locality day, thus exceeding the threshold of
€ 3,500 by € 4,040.

This contravenes memo 8/2011 which limits expenditure on the locality day and
staff lunches to € 3,500 ot 0.5% of annual Government allocation (equivalent to
€ 1,338), whichever is the higher.

Offsetting of income and expenses

The council received an amount of € 4,000 with sespect to KMS coaches. The
council netted off such income against social event expenses instead of recording it
separately in othet income account as approptiate.

This accounting treatment contravenes IAS 1, Financial Statements: Presentation which sets
out that offsetting of income and expenses is only allowed unless it is permitted by an
IFRS. In this case both income and expenses shouid have been recorded at the gross
amount.

Capital assets
Reconciliation of financial statements to accounting records

We identified a mumber of differences between the net book value of assets in the
financial statements and the net book value in the nominal ledger. These are
summatised below:

NBVasper NBVas

financial per nominal
Asset category statements  ledger Difference
£ € €
Consttuction 1,046 (2,368) 3,414
Utban improvements 124,005 121,348 2,657
Office and computer equipment 13,205 13,230 (25}
Office futniture and fittings 67,912 72,678 (4,766)
206,168 204,888 1,280

"The council should investigate and reclassify accordingly the variances identified
between asset categories in the financial statements and the nominal ledget.

Fixed asset register

Memo 3/2016 states that the council is obliged to prepare the fixed asset register which
teconciles with the nominal ledger. This, howevet, was not provided to us.

We tecommend that every possible effort should be made to prepate the fixed asset
register and include at least the following details:

®  Description of asset
e Date of purchase

¢ Suppliet details

¢ Invoice number

e Asset tag code

Cettiflod Publls Accountants
Membar firm of Grant Thornion intern atlonal Lid
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8.5

8.6

8.7

8.8

8.9

8.10

8.11

8.12

8.13

8.14

s (ost
e Depreciation method and rate

» Location of the asset

The council should endeavour to ptepate a plant tegister as soon as possible. This will
enable it to exercise adequate control over its assets.

Depreciation

In the absence of the fixed asset registet, the council is computing depteciation
manually. Furthermore, the council is caleulating depteciation for the yeat annually
instead of monthly. This resulted in an ovetstatement of approximately € 17,925
when compated to our workings. The depreciation was overtstated during the last
audit and to date the council has not tectified the issue.

The Local Councils (Procedures) Regulations, 1996 state that assets ate depreciable
on 2 monthly basis using the reducing balance method. Fusther to this, depreciation
should be computed automatically by the Sage accounting package rather than
manually.

Assets under construction

Whilst reviewing the fixed asset schedule we noted that this includes a balatice of
€ 87,097 for assets under construction. The executive secretary informed us that
there are no assets which ate not completed. This figure was present duting the
previous audit. The council did not ptresent a list of assets included in this account
together with any other supporting documentation. Audit procedures could not be
cartied out due to the lack of information.

In view of this limitation, we necessatily had to modify our audit opinion.

We teiterate our recommendation from the last yeat’s management letter that the
council should investigate the balance for assets under consttuction and transfer the
assets to the respective asset account if completed.

Fixed asset additions

Whilst testing the additions to fixed assets, we noted that the council has purchased
6 Samsung Galaxy tablets fot the councillors. We wete not able to verify the
existence of the tablets since these were not kept on the council premises, except
for the one held by the executive secretary.

This contravenes the Local Council (Financial) Procedutes, which state that the
council must keep all the assets on the council premises. Furthermore, the
procedures state that the removal of council assets outside of the council’s buildings
must be authorised in weiting by the executive sectetary.

Tagging of fixed assets

We noted that the council’s assets ate not tagged (where applicable). This is in
breach of the Local Councils (Financial) Procedures, 1996.

We recommend that the council tags its fixed assets, where applicable, as soon as
possible. This would enable individual assets to be identified and theit physical
existence verified once the plant register is compiled.

Ganifled Publle Accountants
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9.1

9.2

9.3

9.4

9.5

9.6

9.7

9.3

Classification of capital expenditure

The council is not tecognising capital expenditure in accordance with IAS 16,
Property, Plant and Fquipment. The following are some examples of capital expenditure
which were incortectly treated as revenue expenditure:

Details Classification €

Gates Repairs and upkeep 1,366
Bathroom tiles Repairs and upkeep 1,760
Kitchen tiles Repairs and upkeep 1,190
Steel railing Road upkeep and maintenance 2,722

We recommend that the council recognises capital expenditure in accordance with
IAS 16, Propersy, Plant and Eguipment which states that items of property, plant and
equipment should be recognised as assets when it is probable that economic
benefits associated with the asset will flow to the entity and the cost can be
measured reliably.

Cash and cash equivalents
Bank reconciliation

The council did not provide the bank reconeiliation of the APS savings account.
Furthermore, the council did not obtain a bank statement as at 31 December 2015
for the above mentioned account. To this end we wete not able to confirm the
recorded balance of € 70 in the council’s books of accounts.

The council should ensure that it obtains bank statements on a regular basis.
Fusthetmore, if the account is not being used the council should formally approve
the closure of the account.

Bank account representative

Whilst reviewing the BOV bank letter it was noted that one of the representatives
for BOV account 16505406041 is Mt Emmanuel Farrugia. No explanation was
provided by the council.

We tecommend that the council insttucts the bank to update the account
representative.

FWT on bank interest

We noted that the FISBC savings account is subject to final withholding tax.

We recommend that the council instructs the bank not to withhold tax on intetest
since councils are exempt from income tax.

List of unpresented cheques

Whilst reviewing the list of unpresented checues we noted that this included
cheque of € 219.80 payable to the Ditector of Civil Protection. Further analysis
revealed that the cheque was deposited by the recipient in 2015 and that the
teconciling amount showing in the unptesented cheque list is the result of a double
posting.

We recommend that the council investigates the balance in the books of accounts
and reverses it against the cottect account.

Caortified Puklic Accountants
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Petty cash
During the andit, after performing a petty cash count, we noted that the petty cash
account is overstated by € 34.33. The cash count only revealed € 28.54 in cash.

Whilst reviewing the petty cash account, we noted that the council did not post any
payments in the account. The balance as at year end remained the same as the
balance as at 31 December 2014 (tefet also to 7.6 above).

The council must ensure that petty cash reconciliations ate prepared every month
to ensure that cash counted agrees to the cash account and to assist the council in
finding any discrepancies immediately.

Cash in hand

Whilst performing our cash in hand teconciliation, we noted that the council had a
negative difference of € 72.75. We wete not provided with any explanation for the
difference.

The council should investigate ctedit cash book balances and pass the necessary
adjustments in the books of accounts following the outcome of its investigation.

Trade and other receivables
Overdue trade receivables

The council’s receivables include the following amounts which have been long
overdue:

Debtor €

Green MT 1,060.49

Medeea 966.50

Mita Motors Ltd 1,000.00
3,026.99

The council has a provision for the outstanding balance of Green MT. However, no
ptovision was made for the outstanding balances of Medeea and Mita Motors Lid.

We recommend that the council regulatly teviews overdue receivables for
tecoverability. If their recoverability is doubtful, the council should consider making
a provision for these amounts after obtaining the approval of the council in
meetings.

Regional committees

Following out tecommendation, the council started to record receivable LES
administration fees separately, in the respective regional commitiee account.
Howevet, the council did not investigate and separate the brought forward balance
of € 1098.93 which includes transactions with different regional committees.

The above situation makes it difficult for the council to keep an audit trail for each
region, to identify mistakes, allocate receipts, reconcile differences and determine
the balance due by each committee. In light of all this, we strongly tecommend that
over the coming year the council investigates this balance, and transfers the
receivable balances to the tespective accounts.

Certliled Pubslic Ascountants
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11.2

Other receivables

The council’s other receivables include two receivable balances which wete brought
forwatd from priot years. The council did not provide any information on these
accounts. Thus we could not verify the existence and whether the amounts are
tecoverable. Details of the accounts are as follows:

Nominal code  Account name €
3209 Line50 Other Debtors 3,188
0272 Recoverable Exp- Other EU projects 14,994

18,182

Upon analysis we noted that the balance in account 0209 decteased by € 436 when
compared to the prior yeat. The € 436 was transfetred to the mispostings account.

We teiterate our recommendation to the council to determine how these amounts
originated and if they ate not valid or no longer recoverable, the council should
obtain approval in meeting to write them off. Meanwhile, in view of the fact that we
were unable to verify these balances, we modified out audit opinion.

Accrued income

The council did not provide us with a list of accrued income. Furthermore, accrued
income of € 37,792, brought forward from 2014, remained unchanged. We could
not perform any audit tests due to the lack of information. In view of the
limitations encountered, we neces satily had to modify our audit repost.

We reiterate our recommendation to the council to investigate this balance and
determine whether income was received or whethe it is no longer receivable. Ir is
also imperative that in the future, the council always keeps a detailed listing of
accrued income that agtees to the financial statements.

Prepayments

Duting the year under review, the council did not account for any prepayments.
Whilst reviewing the tent and insurance accounts we noted that the council should
have accounted for rental and insurance prepaymert.

We recommend that the council accounts for expenses based on the accrual basis
and ensures that all expenses are being repotted in the correct petiod.

Local Enforcement System
Pre-regional LES debtors

Accotding to report 622 generated from the Loqus system, tribunal pending
payments as at 31 December 2015 were € 98,322.59, down from € 99,173 since
last year. We were not given any plausible explanations or evidence by the council
or Loqus supporting the movement in tribunal pending payments. The council has
not teflected this movement in its books of account and we have not proposed an
audit adjustment.

We would like to remind you that it is the council’s tesponsibility to investigate such
movements with Loqus.

Certifled Public Accountants
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12 Trade and other payables
Trade payables’ reconciliation

121  According to the council’s creditors’ list as at 31 December 2015, trade payables
amount to € 204,173, The balance disclosed in the financial statements as trade
payables amount to € 158,503, that is a difference of € 45,670. Further analysis
revealed that the council set-off trade payables account and the balance of €45,670
recotrded in the other cteditors account.

12.2 Upon enquity, we wete informed that the € 45,670 balance in other creditors’
account relates to 2 journal entry passed by the council with respect to:

- Differences identified when comparing the creditors’ balances recorded in the
council’s books of account and those stated in available suppliers’ statements;
and

- Debit balances included in the creditors’ list.

12.3 We wete tot provided with the supporting reconciliations on which the above
journal entry was based. Our audit opinion has been modified in this respect.

Trade creditors

12.4 We noted that the council did not obtain statements at or near year-end from all
suppliets to confirm the year-end balances and to ensure the completeness of the
books of account.

12.5 In some instances, the council received suppliers’ statements. However the
reconciliation was not performed and differences eliminated as stated in 12.2 above.

12.6  This is contrary to the relevant Procedutes, which requite the council to tequest
monthly statements from all suppliers. Memos issued by the DLG specifically state
that the council shouid teconcile the books of account to supplier statements on a
monthly basis.

127 A number of exceptions were identified in our recoaciliation of creditors’ balances to
available supplier statements. These ate listed below:

Supplier As per council’s  As per
books of creditors’
accounts statements Difference
€ £ €
Amabile Galea 8,649.75 2,091.10 0,558.65
Envitonmental Landscape
Consortium 5528.02 3,588.26 1,940.36
Smart Office Supplies 3,874.73 4,091.38 (215.65;
Wasteserv Malta Limited 31,374.79 15,155.64 16,219.15
Nexia BT 4,928.51 1,576.04 335247

12.8 We were not provided with any explanations for reconciliations with respect to
these diffetences. Out audit opinion has been modified with respect to the matetial
difference in the account with WasteServ Malta Limited.

12,9 Whilst reviewing the outstanding invoices by Mr Mifsud, it came to our attention
that the council did not record the invoices telating to August and November 2015
amounting to € 6,300.08 for each month.
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12.11

12.12
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12.14

12.15

12.16

12.17

12,18

12.19

12.20

I our priot management letter it was also noted that an invoice of € 408 from UV
Print was posted and paid twice in ertor. This amount was refunded back in 2015.
However this is still showing as a debit balance in the creditors’ list. No explanation
was provided on this matter.

As also mentioned in the prior vear’s management letter, the creditors’ list also
includes a balance of € 18,175 due to Med Design. The mayot had informed us that
no such balance is due to this supplier as confirmed verbally by the supplier. On the
other hand, the accountant had stated that the invoice amouating to € 18,175 was
produced by the executive secretary and ruled out the possibility of a mistake. We
again strongly recommend that if, as the mayor stated, the balance is nil, this should
be confirmed ia writing. Once the issue is settled, the council can adjust its books as
approptiate. With lack of audit evidence on this amount, we modified our audit
opinion on the financial statements.

In view of the mistakes identified in the creditors’ balances duting the course of our
audit, the council should appreciate the importance of creditor reconciliations to
statetnents. We also remind you that the Procedutes and memos specifically state the
council should obtain monthly statements from suppliets and agree amounts to the
balances in the accounts.

Other payables

Whilst testing other payables we noted that the opening balance in the books of
account amounts to € 11,217 while in the prior year’s signed financial statements
the balance amounts € 4,217 thus giving a difference of € 7,000 (refer to note 14),

Following our tecommendation in the priot year’s management letter, the council
reversed the opening balance of € 4,217, However this was done without the
required analysis and consideration. This amount, together with the balance of

€ 7,000, was reversed against incotne without documenting valid reason.

Furthermore, the accountant incostectly posted a debit entry of € 45,670 as a
‘provision’ for creditors’ balance against income (tefer to note 12.2).

We reiterate our recommendation to the council to investigate these transactions
appropriately. The council should only reverse the amounts in the books of
accounts after obtaining evidence as to how these balance arose. Any decisions
should be taken in council meeting and duly documented in the minutes.

Unrecorded liabilities

Whilst testing post year end payments we noted that the council made a payment of
€ 53 to Panta Matketing Services for works catried out duting August 2015. This
could not be traced to the books of accounts and therefote we could only assume
that the invoice was not posted.

We recommend that the council records expenditure when it is incurred such that
liabilities ate recorded in the cotrect financial year.

Accrued expenditure

Our testing on acctuals revealed that the council’s ptovision for road and street

cleaning costs is understated by € 12,600.

We noted that the accountant’s statement includes two invoices relating to
accountancy setvices incutred in 2015 of € 4,597.63 and € 2,230.20 dated 31 January

Certlfled Publle Accountants
I em ber fizm of Grant Thernten Intemational Lid




GrantThornton 2

An instinct for growth’

12.21

12.22

12.23

12.24

12.25

12.26

12.27

12.28

2016 and 29 February 2016, respectively. The council did no accrue for these
armourits.

Qur testing on accruals also revealed that the council’s provision for FSS and NI is
understated by € 47.80.

Apart from the differences noted above, € 180.78 of the acctued expenses for waste
collection could not be verified. No explanation was provided for this.

The council should make adequate provisions for accruals suppotted by
documentary evidence so that expenditure is recorded in the correct financial period
based on the accruals concept of accounting.

Classification of payables

We also noted that the council disclosed payroll tax liabilities for 2015 of € 3,050.16
with trade and othet payables in the unaudited financial statements.

Payroll taxes and all statutory liabilities should not be classified with acctuals or
trade creditors since they are preferential creditors and therefore require disclosute
as other creditor. In addition they atre not financial liabilities and should not be
disclosed as such.

Long-outstanding creditors
The council’s creditors’ list includes € 191,023 creditor balances which are older

than 120 days.

We advise the council to individually teview all the long outstanding creditor
balanices, and either settle them o, if not due, teverse them after careful
considesation and approval by the council. All discussions and decisions taken
should be minuted accordingly.

Debit balances in creditors’ list

The council’s creditors’ list includes the following debit balances:

Supplier £
Arins 259.20
DDE Attard 500.27
Petit Duncan Mifsud 650.00
Gino Chairs 41.30
Go ple 1,076.11
Miller Distributors 200.00
Government Property Department 1,567.06
Environmental Landscape Consottium 1,941.16
Go Mobile 1,683.19
Grech Ellul 65.32
Hotace Enterprises 928.95
Melfar Limited 7,000
MITA 893.03
NIBE beverages 177.53
Tip Top Electronics 799.00
UV Print ‘ 457.79
18,239.91
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We recommend that the council presents debit balances separately from creditors as
other debtots in the financial statements

Further to the above, the council should investigate all debit balances in creditors’
list as these could indicate payments allocated to the wrong creditot account,
invoices not tecorded or overpayments.

Insurance claim in dispute

Whilst performing expenditure testing we noted that the council incurred
professional fees with respect to an insurance claim whete the council is being held
liable for car damages. Upon further enquity, it transpired that the council was
adjudged guilty in January 2016 and is liable to pay € 973.16. The executive secretary
informed us that the council appealed this judgement.

We recommend that the council investigates this issue and given that thete is a
probable liability, consider the provision of a liability.

Grant accounting
Deferred income brought forward

Memo 3/2016 makes it obligatoty fot the council to compile a list of deferred
income and related workings and provide them to the auditor.

During the perfotmance of our audit we wete not provided with any information ot
suppotting documentation about deferred grants that would have enabled us to
catry out the necessary audit procedures.

Furthermore, the balance of deferted income remained in line with previous year,
amounting to € 227,803; thus no income was released to income statement duting
the year (tefer to note 13.5)

We utge the council to analyse all past grant agreements to ensute that grants ate
treated under the income approach as laid down in IAS 20, .daouniing for Government
Grants and Disclosure of Government Assistance. Under this apptoach, grants are
recognised as income on a systematic and rational basis over the useful life of
assets, that is, in accordance with the annual depreciation charge. In addition the
couscil should compile a schedule of deferred grants that appropsiately apportions
the grant over the useful life of the asset in accordance with the depreciation rate of
that asset.

Reconciliation of nominal accounts to financial statements

We identified differences between deferred income balances in the nominal
accounts and the unaudited financial statements. These ate summasised below:

Balance in

unaudited Balance in

financial nominal

statements accounts

2015 2015 Diiference

€ € €
At 1 Janvary 2015 226,748 227,803 (1,055}
Released to income (17,139 - (17,139)
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Transfet to shott-tetm (16,085) - (16,085)
At 31 Decetnber 2015 193,524 227,803 (34,279)

We further identified that a part of the difference is resultng from the net book
value of the itees grants amounting to € 3,745 which has been omitted from the

council’s schedule. No explanation was provided for the temaining difference of
€ 726.

We wete unable to determine where the accountant obtained the opening balance
of deferred income and we wete not given any adequate explanations.

In light of the limitations mentioned in the points above, we have modified our
audit opinion.

Grant on Auberge of England

Duting the year 2015 the council obtained the approval with respect to a receivable
grant amounting to € 65,000 for the restoration of Auberge of England project
However, this prant addition was accounted for under capital apptoach tather than
income approach as requited by the Financial Procedutes.

In accotdance with memo 3/2016 and IAS 20, grants teceived should be tecognised
as income to match the costs which they are intended to compensate. Grants in
respect of revenue expenditure should be recognised as income when it has been
incutred. Meanwhile, grants to acquire items of propetty, plant and equipment
should be treated as deferred income and income recognised on a systematic and
rational basis in accordance with the useful life of the asset (i.e. depreciation
charge).

Reclassification of current and non-current portion of deferred income

Due to the lack of information as explained above, we wete unable to verify
whether the cusrent and non-current postions of deferred income ate fairly
presented in the financial statements.

We would like to remind the council that the appottionment should be based on
the petiod within which the income from the grant is expected to be released to the
income statement.

Opening balances

Whilst testing opening balances we noted that the council has incottectly passed a
ptior year adjustment of € 7,000 in other creditors” account instead of creditots’
control account.

The council should ensure that the accountant propetly updates the hooks of
account, particulatly ensuring that all audit adjustments accepted by the council are
included before closing off the yeat end and accounted in the cottect account.

In out previous audit we identified various etrots and significant limitations which
have not been cotrected in the year under review. Out audit repost for financial
statements 2014 was modified due to limited information provided to us during the
audit fieldwork. To this end we did not obtain teasonable assurance as to whether
opening balances brought forward {rom prior years ate true and fait.
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Financial statements
Presentation of financial statements

Councils are required to prepare financial statements in conformity with
International Financial Reporting Standards and Financial Procedures. During our
audit we pointed out that the council’s financial statements were not prepared in
accordance with International Financial Repotting Standards (IF RS). Below ate
some of the non-compliance issues identified.

i IAS 1, Presentation of Financial Statements requires the council to disclose in the
summaty of significant accounting policies, the judgements that management
has made in the process of applying the accounting policies and that have the
most significant effect on the amounts recognised in the financial statements,

ii.  TAS 8 Awounting Poliies, Changes in Awounting Estimates and Brrors: disclosutes of
televant new and amended IFRSs that have been adopted by the council were not
complete inn the audited financial statements.

iil. IFRS 7 Finandial Instruments: Disclosures: the council has not disclosed an analysis of
the provision for bad debts and the conttactual maturity of the financial Habilities.

iv. Disclosure of the list of all relevant new and amended IFRS’ that have been
adopted by the council in the preparation of the financial statements.

v. Disclosute of related party transactions as required by [AS 24.

We necessatily had to qualify our audit opinion in light of the above departures
from IFRS’s.

In addition to the above, we found the following deficiencies in the financial
statements:

i There is no note disclosing capital commitments.

fl.  Groupings in note 10 in the financial statements ate not in line with those used
for the comparative figures.

ii. Provisions for bad debts in note 11 should be removed.

iv.  Note 12, property, plant and equipment, includes € 65,000 as additions to
grant. This should have been accounted for using the income apptoach.

Meetings
Minutes of meetings

The following minutes of meetings were not signed by the executive secretary and
the mayor.

Meeting Held on

08/2015 28.09.2015
09/2015 27.10.2015
10/2015 10.11.2015
11/2015 15.12.2015

The schedules of payments dated 3 June 2015 to 8 July 2015 was not signed by
the mayor.
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We recommend that the executive secretary and the mayor sign the minutes so as
to indicate that these have been approved by the council. This is also in
accordance with Local Couneil (Minutes) Procedures, 1996.

Meeting regulations

We have observed that the date of the next meeting is not being set at the end of
every meeting.

According to the Local Councils (Meeting) Procedures, 1996 at the end of every
meeting the council must set the next council meeting which shall be fixed. If no
unanimous agreement is teached, the councillors ate to vote and decide accoiding
to the majority. This shall not be changed for any reason. Therefore we recommend
that these requirements are followed.

In addition to the above, meetings 44, 4 and 10 lasted tnore than three hours.

We would like to temind you that memo 68/2009 states that the duration of
council meetings shall not exceed three houts, unless the consensus of all those
present to extend the meeting is obtained.

Numbering of minutes

We noted that the minutes of the council do not always follow sequential
numbeting.

This contravenes the requitements of memo 84/2011, which states the executive
sectetaty of the council should assign every meeting a unique and distinct reference
numbet in sequence even in cases where a quorum is not reached ot the meeting is
continued on another day.

Binding of minutes

We observed that the minutes of the council are not hound at the end of each
financial period.

We recommend that, at the end of each council’s financial yeat, the executive
secrefary arranges for the previous year’s minutes to be bound as further reference
will be required from time to time in accordance with the Local Councils (Ovffice)
Procedures, 1996. This bound copy should be given due impottance since it scrves
as the only permanent, unchangeable record of all council meetings and decisions
taken.

Financial budget

The executive secretary did not prepare a financial budget for 2016.

Accotding to article 56 of the Local Councils Act, the executive secretaty must
prepate a budget for approval by the council not latet than 15 February of each
year. It is important that the council approves the budget eatly at the start of the
year for proper financial planning and to priotitise expenditures.

The council did not disclose contracted capital commitments in the financial
statements. In the absence of the financial budget for 2016, we were also unable to
determine if there are othet capital commitments that need to be discdlosed in the
financial statements.
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Other reports
Quarterly financial reports

It came to out attention that the quartetly financial reports for July to Decembet
2015 wete not completed by the date of our fieldwotk.

We tecommend that the executive sectetary complies with the Local Councils
(Financial) Procedures B1.01 d.06 and presents the quarterly financial repotts to the
council for its consideration within two weeks after the end of each fiscal quarter
and comparison of the quarter’s results with the budget.

Business plan

The council did not provide us with the three-year business plan for 2016-2018.

The Local Councils (Financial) Procedures state that the business plan must be
reviewed as often as necessaty, but at least once every year ptiot to the budgeting
process to evaluate the council’s performance and adjust the business plan as
approptiate. The executive sectetary must forward a copy of the business plan to
the Ministet by the fifteenth day of November of each year and make the final draft
by the end of December.

Electronic site

Duting out audit work we found that the council is not uploading schedules of
payments, mioutes, quartetly financial reports, business plan, audited financial
statements and annual administration teposts in accordance with memos 36/2011
and 01/2014. The following are some instances encountered:

i Audited financial statements for 2014 wese not uploaded on the website.
fi. Schedules of payments were not uploaded on the website

iii. Minutes for meeting 7 held on 4 August 2015 were not uploaded correctly, and
consequentially cannot be viewed.

iv. Minutes were not uploaded within the required time frame.

We recommend that the council abides by the ditective given: in memo 02 /2014
whete it is stated that all meeting minutes and schedules of payments must be
uploaded on the council’s site within two days of approval. The signature on the
documents are the confirmation that the uploaded documents are the approved and
cotrect ones.

Change in executive secretary

In February 2015, Ms Antonia Belfiore was appointed executive secretaty of the
council replacing Ms Fiona Said. The incoming executive secretary did not request a
mid-term audit to be catried out, which is contrary to the Local Councils
(Procedutes) Regulations.

We draw attention to section P2.02 of the Local Councils (Procedures) Regulations
P2.04 under which a mid-term audit has to be carried out whenever there is a
change in the executive secretary of the council. Section P2.04 of the Local
Councils (Audit) Procedures further states that the mid-term audit must be
conducted from the beginning of the financial year to the last day of employment of
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the outgoing executive sectetaty. This will serve as an independent administrative
handover from one executive sectetaty to another.

20.3  Based on the fotegoing, the council should adhere to these regulations for similar
situations atising in the future, subject to the exemption in memo 14/2014, which
telieves the council from the requitement of a mid-tetm audit whenever the change
oceurs not more than two months befote ot after the close of the financial year.

21 Reply to management letter

21.1  The council did not send its teply to the previous management letter. This
contravenes section 2 of the Local Councils’ (Audit) Regulations and instructions
issued by the Department.

21.2  The above is in breach of the Local Councils {Audit) Regulations which oblige the
president and the executive secretaty to submit the council’s reply to out
management letter, after discussion in meeting. Tn its reply, the mayor and executive
sectetary must specifically indicate how the council will remedy all the weaknesses
and shortcomings identified by the auditor duting the fieldwork. We would also like
to remind the council that in accordance with memo 3/2016, the reply must be
received by 10 June 2016 or six weeks after receipt of the letter from the Auditor
General.

22 Liquidity position
Financial Situations Indicator

223  The council’s Financial Situations Indicator (FSI) at the end of the financial period
under review is negative, which is less than the minimmum positive balance of ten per
cent of the annual Government allocation.

224  The executive secretary is bound by section 4(1)(c) of the Local Councils (Financial)
Regulations, 1993 to maintain a positive balance and the FSI must not be less than
ten pet cent of the allocation approved in terms of section 55 of the Local Councils
Act, The Regulations also state that the executive secretaty must immediately notify
the Ditector when the FSI falls below ten per cent, and explain the actions that ate to
be taken by the council to remedy the situation.

Conclusion

We would like to point out that the matters dealt with in this report came to out notice duting
the conduct of our normal audit procedutes which ate primarily designed for the purpose of
exptessing an opinion on the financial statements of the council. Tn consequence ons work did
not encompass a detailed review of all aspects of the system and cannot be relied upon
necessatily to disclose defalcation or other itregularities or to include all possible
improvements in internal control that a mote extensive special examination might develop.

We would like to take this opportunity to thank the executive secretary Ms. Antonia Belfiote
and het staff for their co-operation and assistance duting the course of the audit.

Youts faithfully,
éﬁw J/ﬂ@/v\,'m
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