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The Mayor Mriizfel SKR 2000, Mal:z
Local Council Sannat
Sannat Road,
Sannat,

5020, WAL E LM

Cear Mayor,

RE: MANAGEMENT REPORT FOR THE YEAR ENDED 31 DECEMBER 2015

We have completed our audit of the financial statements cf the Local Council Sannat for the year
cndad 31 December 2015 The purpese of this report is lo summarise aur principal findings arising
from this work.

Our audit was primariy based on verifying balances in the financial statements to ensure that they are
free from materal error and comoly with relevart legislation. Gonsequently the matters raised in this
report cannot be regarded as a comprehensive statement of all weaknesses that ewst or all
improvemenis that might be made. Our aim is lo offer guidance to the Local Council such that it
would be in 2 better pestion to mprove s internal cortrols, ennanca its hook keeping function and
consclidate its overall governarca.

Qur engagement obliges us to distribute copies of this report to {a} your Council; (b} the National Audit
Office; and ic) the Local Courcils Depariment. Cansequently this repart, may not be distributed, used
or quated, in part arin fu'l excent for the scopa iz prepared, without our prior wntten consent

This repors has been prepared on the basis of the limitations sat cut in the Responsibility Statement
as presented on page "1 of this report,

During the course of cur audit for the year ended 31 December 2015, we axamined the principal
documents, systems and cantrols used by the Councl, to help it ensure, as far as pessible, the
accuracy of these documents anc to assess how much can one rely on these documents 1o
safeguard the assets of the Counci. We also examinad whether or net yeur Council abided by Ihe
procedures as they are provided for in the Local Councils Act, 1992, the Financial Procedures and
various Legal Notices issued to your Council,

The objaclive of this letter is to bring to your attention those civergences in the system that were
noticed during our audit work and suggast ways of how these can be remedied

We would ke to take this oppartunity to thark the Executive Secretary and the clerks fer their
assistance dunng the course of our audit

Conrad Borg {Pariner)
for and on behalf of
RSM Malta

THE POWER OF BEING UNDERSTOOD
ALDIT | TAX | CONSULTING
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Follow-up to Last Year's Report

Property, plant and equipment

Last year, several issues were nalad with regards to property, plant and equipment meluding -

+ The fixad assets register did not agree with the financial slatements bafore passing
any audit adjustments,

Errors were found in the calzulation of the depreciation for the year,

ltems of proparty, plant and eguipment were not separately idantifianle;

Projects that were completed during the year were still being classifiec as assels
under construction,

+ Costs relating to projects completed during the year wera not accounted for,

= Cerain assets caleqorias were under insurod;

s The errors found in previous years of borrowing costs relating to the new Council
premises not being capitalised and the depreciation being started befors the premises
were made available tor use were not corrected, and

» Anaxpenditure of 2 revanue nature was mistakenly capitalised.

Ihesa issues were all encountered once again this year except thal there wera no complcted
projects shill classifiad as assats undar construction,

Heceivables

Ihe recommendation made hy us to accrue for income not yet received with raspect lo
projects which were completed by the end of the year. was still not taken by the Council
during the yaar undar review.

We also noted that the Lacal Cauncil was not providing for amounts older than two years as
instructed by the Department for Local Government, The nacessary pravisions were made
this y=ar.

Bank and Cash

Last year we noted that some cheques were issued before baing approved by the Council. No
such situations were notad during the current year,

When checking the bank reconciliations, it was also noted thal the transactions for the year of
the bank account for Measura 313 were completaly left out. Mo such situations were noted
during the currenl year

While testing the palty cash transaction, ene instance was found where the limit of Eure 23.29
was exceeded. No such transactions were ncted during the current year under review.

Payables

Last year we pointed out that whan projects were either fully completed by the end of the year
or otherwise were in prograss at the end of the year and no invaices for such works would
have been issusd by the suppliers, accruals should be accounted for to reflact the liability
arising from thosa works. The same principle applies for goods bought by or services
rendersd o the Lacal Council which would not have yat been invoiced, This waakness was
not encounterad during this year.

Ancther weakness we highlighted last year was on the amortisation of the deferred income

with respect to grants relating to capital projects whareby several errors were found. Similar
ssues ware ancountered this vear for which we had to pass audit adjustments
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[ncome

Last vear the Local Council reversed an amount of income that was receivable against Ine
income for the year whan suzh incame was not yet received. Certain items of income were
posted in the wrong nominal accounts. Errers ware also found in the calculation of the
amortisation of the deferred income for the year

Apart from the first weakness which was not found this year, the other two weaknesses wera
ocnoe again encounterad,

Expenditure and [enders

The Local Gouncil did not draw up purchase requests in line with the Local Councils Finarcial
Procedures. Furthermora the Council exceeded the budgeted expenditure under vanious
expenditure categories. These weaknesses were once again encountered during this year's
audit

Instances were also encountered last year whereby quotations were not requestad for
particular expenditure incurred and in one instance. the Local Council was not provided with a
VAT hiscal receipt. This year no such instances ware encountered.

Payroll

Last yaar, the man weaknesses in this area were that vanances were found betwaen the
differant FS5 forms, thers was a minor error in the computation of one of the salaries, F54
forms were not prepared, the performance benus paid to the ex-sxecutive secralary was not
included in the FSS forms and [he social security contributions of one of the employees were
computed ncorrectly. These waaknassas ware not encountered this year although other
weaknesses were found.

Liguidity
As at 31 December 2014, the current liabilities cxceeded the current assels by Furo 18,533
indicating possibla liquidity problems. As at the end of the financial year under review, the

Lecal Council had the same siluation.

Financial Situation |ndicator

As at 31 December 2014 the financial situation indicator of the Local Council siood at
negative 21.8% which fell below the 10% threshold required by the Financial Provisions to tha
Local Councils Act, &s al 31 Dacember 2015, the financial situation indicator was still
negative,
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PROPERTY. PLANT AND EQUIPMENT

Mo fixed assets register was provided to us by the Ceuncil during the audit as it has not been
updated. Kindly note that tha cosl of the | ocal Council's property, plant and squipment as &l
31 Dacember 2015 amounted 0 Euwro 1,608,013 while the accumulated depreciation plus
grants amounted to Euro 5/1.860. This means that the net book value of the property, plant
and couipment owned by the Council as at the date of the statement of finanzial pesition
armounted o Eura 936,123,

It is recammanded that the Council updates its cld ixed assets register or builds up a new
nne so that the totals of each asset category malch those in the nominal ladger in all
respects. that is, cost, accumulatad depraciation, granis and net bock valuc. The more ime 15
allowad to pass the more complex the exercise will become. The Council has informed us that
thay plan to work an the fixed assets register during 2016

\When testing the opening balances of the property, plant and equipment, we noticed that
there was a vanance of Eure 30, 110 Aller we investigated this variance, we nohiced thal the
same vanance resulted in the defarred incoma accounts. For some reason [nera wers
adjustmanis between the properly. plant and equipment accounts and the deferrad incoma
accounts. An audit adjusiment was passzed o corract thase arrors.

It is of utmost importance that onoe he audit is finalised and the Local Council is provided
with the final extendad trial balance and the list of the approved audit adjuslmeants, a
recanciliation of the apening balances is immeadiataly carried out,

It was also noted that the Council's calculations of the depreciation charge for the year wara
incarrect, The depreciation was caloulated again by us and an audit adjusiment was passed
to reduce the depreciation charge for the year of special pregrammes by Euro 15,964 while
incraasing tne depraciation charge for the year of constructions by Euro 14 426, of office
furniture by Eurg 104 and of urban improvemants by Eurc 250

We suggest that once the lixad assets register is updated, then tha depreciation charge
should b2 calculated and posed diractly through the register. Until such exercise is carried
out, it is Impartant that care is taken when calculating the depreciation manually to ensure that
the opening net book values are taken correctly, that the additons are takan into account
from the correct date of scquisition or the date of completeness of the project anc that the
caleulations are made in line with the accaunting polisies adopted by the Lecal Council

During our testing on the adequacy of the insurance coverage of the property, plant and
equipment. we found that the furnilure and fittings are under insured by Eure 11,489 sinca the
irsurance covers the ameunl of Furo 9,400 while their net boak valus amounts to Euro
20,889, Even the buildings and propertias in the open are under insured The total insurance
coverage of buildings and propearty in the open is Euro 83 300, while the nat bock value of
assets categores construction. urban improvements and special programmes amounted to
Euro 557 353 as at 31 Decamber 2015. Equipment and plant and machinery arc adequately
covered,

If assets are under insured, in the casc of thaft, ire or any other accident, the Local Council
will not be in a pasilion o recover all the losses incurred. We lherafora highly suggest that tha
Local Council takes the necessary steps 1o ensure thal an insurance policy is laken thal
adequately covers all the items of property, plant and equiprment

During our lasting of the fixed assats additions, an amount of Euro 600 was noted 1o have
been capilalised This related to a study which was carriad out to determine the extant of
which the vallay of Mgarr ix-Xini can be upgradad Following the study, the Council decided
that it could not embark on such a project. Tharafore this amount snould nol have been
capitalised as the Council will not again any future benafits from such gxpenditure. No
adjustment was passed to corract this 2mor as the amount was deemead o be immaterial.

In the previous y=ars it was noted tnat depreciatien started being charged on the costs
relating lo the new Council premises neforas il was available for use and alzo that the
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horrewing costs incurred in relatien to the construction, which amounted to Curo 10,018, weare
not casitalised in sccordance with International Accounting Standard 23 — Borrowing Cosls.
Ihe total costs incurred on Lhe new Council premises at the ime it was avalable for use,
amounted to Eurn 182,034 excluding the bank loan intzrest not capitalsed. |hese costs
should have been depreciated since May 2012 During this year's audit, we calculated agan
the impact of such wrong accounting which was nevar corectad. The net bBook value ot such
preject should amount to Euro 132,836 while in the books of accounts of the Council 1S
shown at Euro 105,055, a differenca of Eure 768 841 Also, tha difference on the depreciation
charge for the year under review amaoaunts o approximataly Furn 2 835, No adjustment was
passed in this respect and an audit qualification had e be included in our audit report.

RECEIVABLES

Whan an activity is held or eligible expenditure is incurred on a particular project, and there
arc government grants attributable to that activity or project which are stll wholly or partly o
be received, the accrued income with respact to thal grant or part thereof should be
accountad for During the audit, we had to adjust the grant still dus to the Lacal Council for
Pjazzetta Xelina by Euro 24,801 in line with the aligble axpenditure incurred during the year
on this project which was then complated in March 2015 We alse had fo account for the grant
still due to the Lecal Council for the Organ Festival thal lock pace during 2015, amounting to
Eurc 4,000, as it was omitted from the accounts.

The cancepl of recording acerued income in the period as it accrues should be reapectad
The Coundil should know what income is receivable and still not received by the fima of
drawing up the financial statements and as such should be able to accrue for thal income. We
slrongly recammend that the accruals concept 1s embraced by the Council

PAYABLES

A numkber of adjustments ware daemead necessary to be passed to reflect the correct amount
of amortisation of the defared income far the year The adjustments passed wera tha
following:

4.1.1  Amaorlisation with respect ta tha PPP Schame was understated by Euro
105,

4.1.2  Amortisation with respect to the Tal-Bidwi Park and Rubble \Wall at Ras
in-Mewwisla was understated by Euro 2,400,

4.1.3  Amortisation with respect to Accessioility Scheme was overstatad by
Euro 100,

414  Amortisation with respect to the Photovellaic panals installzd was
averstated by Euro 78

415  Amortisation with respect to the Myan x-Xini project was oversfated by
Eura 1 13%; and

416 Amortisation amounting to Eura 10958 was mistakenly included in the
wagas payabla account.

YWhen a project of a capital nature is compiets:d and depreciation is commenzed on the
depreciabla amount, the amortization of tha related deferred income should also he
commenced as from tha same date. This wauld ensure that the income 15 matched with tha
expanse it is intendad to cover. We noliced that in some cases this was not the way that the
amaortisation of the deferred income was being calculated.
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We recommend lhat in the future, the matching concept and the application of Ihe
International Accounting Standard 20, are corractly applied It is important that funds receivad
ara aliocated as deferred income until the respective works are completed.  Once the works
are completed, the treatmant of the grant is to be mada on the inceme aporaach basis in
accordance with [nternational Accourting Standard 20.

A reclassification had o be made between the different defarred income accounts as funds
received with respect o Piazza Xelina of Euro 24,429 ware posted under ancther deferred
incomea account.

Care should be taken when posting transactions relating o funds reccived In relation o
capital projects to ensure that thay are accounted for in the appropriate nominal aceounl
Accounting the deferrad income of cne projact n the account relating to another project,
might l2ad to errors in whan amortisation is started and on which amount it is tc be calculated

When testing the actounts payable, & debit balance was nated in the aged lisl of the
pavables. This resulled dus to a double payment made to one of the syuppliars. This was
supposed to be paid from the funds of the respective Measure. However, the Council also
paid this amount from its own funds, The Lxeculive Secratary stated that he will eithar get a
refund of the amount or get a credit note to be used against other future purchases from this
suppliar. A reclassifcation of the negative amount of Furo 1,799 was passed to transfer the
palanze to under the raceivahles.

It is important that the Council keeps proper track of whicn invoices have been paid, if need
he make use of a rubbar stamo. Reterance should alse ke made to the suppler's account in
the books of the Lacal Council before affecting any payments to see what is siill due at that
paint in time.

Works of approximalely Euro 17.00C camed out during 2015 have not yet been cerliflied and
no invoices for such works were yet issuad by the supplier. This resulted in an accrual baing
accountad for based on the ostimate of the works carried aut, which estimate may be differcnt
from the astual invoice that will eventually be issued

It 15 imperative lo point cut that an accrual fur works not yet invoiced and nol even certified,
should at least ba based an an estimate made by the architect in charge of the project so that
it there ware variances in the works camied out these would also be taken inlo consideration.

Two adjustments wera passed by the Council, amaunting te Eurg 5,088 and Furo 1,833
respectively, to reverse accruals for which no paymant has yot been made andd the invoices
not yet accountad for either. These entrizs wera reversed and the payablz amounts wers
accounted for under the accounts payable as the invoice were in fact issued during the year

The concept of recording liabilities and costs in the year as they accrue =hauld be respacted.
The Council should know what orders for wores and services were made and still not invoiced
by the time of drawing up the financial statements and as such shoule be able to either
accrue for the cost or raquest a copy of lhe invoice or statemant iram the respactive
suppliers, We strongly recommend that the aoorals concept 15 embraces by tha Council.
Furthermore, the | acal Council should snsure that all invoices receivad are immediately
accountad for irrespectiva of from which funds they ara going to be paid

INCOME

Instances wera encountered whereby the amortisation of the deferred income was incarrecily
calculaterd As a result of this, audil adjustments were passed amounting to Luro 3,513 that
reduced the income for the year.

We recommend that the Council starts applying Intemational Accounting Slandard 20:
Government Grants, correctly It is important that funds received for projecis of a capital
natura start being amortised cnly from the date when the capital asset 1s completed and ready
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for use while funds received for projects of a revenue nature ara wiillen off o the statament of
comprehansive iIncome to be matched with the expensas they are inlanded (o covear

During our review of the incoms accounts, we notieed an amount of Euro 185 which was
posted in the amortisation for the yaar of tha deferred incoms account when it was not related
to such incams Thersfore a reclassification acjustment was passcd o transfer it to the
aporopnate nominal account,

It iz important that income 15 alocated to the appropnate category o ansure oorract

presentation of income in the financial statements and ansuring comparabilily from one year
to the other,

EXPENDITURE AND TENDERS

We noticed that the Council does not draw up purchase requasts in line with the Lecal
Councils Financial Procaduras, There appaars lo be ne specific reasan behind this practice.

It 1z understcod that at times the urgency of matters might require the reduction of
bureaucracy as much as possible, however we are slill of the opinien that the necessary
papenyork should have bean done in ling with lhe financial procaduras.

I he Councll has exceaded the budgated expandilure undar the following categaries:

Utiities {category 2100) = by Eura 1,337

Repairs and mantenance (category 2300} - by Fure 1,687
Rent [category 2400) - by Furo 250

Office costs (category 2600) - by Fura 478

Iransport (catagory 2700} - by Furo 209

Contraciual services (calegory 3000) — by Euro 11 164
Social events {category 3300) - oy Fura 2 450

Orher incidental costs {categury 3400) — by Euro 6 824

The Financial Procedures applicable for Local Councils require Councils to draw up twelve
{12) months budgets, three (3) years husiness plans, quarterly reports and evantually yearly
administrative reports at the end of the yaar. The Council i3 also allowed to revise bucgets in
line with actual regquirements and there are anough resorting toels o note which areas in the
budgel need ravizing.

We recommend that the Council makes use of the reporting tools in hand to take corrective
measures In the budget avery quarter such that by the end of the accounting year such
discrepancies would not materialise. We also recommend that the Council starts using
ourchase requests in line with the Local Couneils Finansial Procaduras.

The street lighting contract used by the Council was entared into by the Joint Committes. It
originally expired on 3 Apnl 2008 bul was then extended for another year until 3 Apnl 2008,
However, na proof of further farmal extensions was ever traced. Duang the year under
review, the Local Council was still using the services of the same suppler with the same
terms and conditions sat out in the original contract.

Mema 342013 instructad Losal Councils using cxpired contracts for street Ighling o ssue &
call for new offers silher individually or jointly with other Lecal Counails, givan thal discussions

were still underway lo evantually transfer the maintenance of street lightng lo the Ragianal
Committees, Thesa nsiruclions were not fallowad as mentienad above.

PAYROLL

It was noted that the councillors’ allowances were baing shown as part-imz emoluments 0
tha ['S5s while lhay were being shown as tull ime emoluments in the FS3z and the F37.
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It is important thal the Local Counce 1s consistent in the way the FSS forms are Med in and
should ansure thal such forms are always flled in correctly. The councillors' allowances
should always be declared under the full-time emoluments.

When checking the tax deductions of the clerk we noted that it is haing calculated incorrectly.
The tax that should have been deductad for the yaar, hased on tha single lax rates, amount to
Eurn 1,699, The actual tax deducted for the year amounted to Furo 2,208

The Executve Secretary has already been informed of this erqar during the audit and actian 1o
correct this error has already been taken. It is important that when calculating the tax
deductions on the wages anc salaries paid carc is taken to ensure thal the proper tax rales
are used and that the calculations are workad out correctly

LIGUIDITY

The Statemant of Financial Position on pagzs 4 of the financial statements indicates that the
currant liatilitizs exceed the current assets by Euro 118,269, This implies that the Council
does not have snough current assets to support its current liahilitics.

Tha currenl ralio i= Euro 045 of current assets for every Euro 1.0C of current fabilitics
indicating that the Council may b2 in a situation of 'evertrading’. The acid test ratio is in fact
only Eure 018 of cash and cash equivalents for every Eure 7.00 of current liabilities.

The | noal Council is also projecting further capital expenditure for the financial year 201€ as
disclosad in the capital commitments note 18 to the hnancial statements. The said nole
indicates thal there ara Eura 142 800 worth of capital commitmeants out of which Eurc 21,500
are already conlracted for. Howewver, it is also important to note that the Lecal Council will
oblain spacilic Tunds fur mast of these capital projects,

We recomimend thal the Council curtais its current expenditure and does not enter into furtner
capilal expanditure until the cash deficit situation 1s remedied.

FINANCIAL SITUATION INDICATOR

Tha Firancial Situation Indizater held by the Council at the Statemant of Financial Position
date stond al negalive 38 14% which falls well below the 10% threshoeld required by the
Financial Provisons o the Local Cooncils Act. A Financial Situation Indicator which Falls
below the 10% margin impliss that the Council is possibly not effectively managing its
payanles and cash Niwes, venluring nto activities which are not budgetad for,

Kindly nole thal lhe Financial Silualion Indicatoer has been caleulatad as the non-restricted
cumant assats less current labililies (excluding the defered incomea) as a parecentage of he
Central Gavernmenl allocation received in terms of Section 55 of the Local Counails Acl
iChap. 363)

The Council should manage the working capital more attentively, in ordar o aveid such a
negative Financial Situation Indicator  Moraover iF is racommanded that the Council abtains
the necessary clearance from the Department for Local Government if it antcipatas a
Financial Situation Indicator level which will fall below the 10% threshold in future years.

OTHER MATTERS

In the unaudited financial statements pravided ta us for the audit, we noticed that the Council
passcd a prior year adustment amounting to Euro 5,693 and restated the previous year's
figures. The adjustment passed was between the govemment income and the defemed
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inceme and the nole stated that the net adjustment related 1o a change In the accounting
palicy with raspect to the ascounting for deferred incoms grants.

102 In reality thare was no changa in accounting pelicy but there was sunply a correction of somc
minor differences found including the adjustment of the amortisalion rate applied to one of the
deferred income as the percentage applicd last year was nol corract. I view of this fact and
the fact that the amount was not deemed matarial to justify a prior year adjustment, the prior
year adjuslment was reversed except for Euro & whose entry could not be traced and was not
further investigated. This untraced variance was jusl writtan off to the statement of
comprehanszive income as amortisation for the year
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Responsibility Statement

While our report includes suggestions for improving accounting procedures inlermnal cantrals and
other aspacts of the Local Council arising oul of cur audit. we emphasisa that our considaration of the
Loeal Council's system of internal financial control was conductad solely for tha purpuse of our audit
having regard to our responsibilities undar Internaticnal Standards an Auditing. We make thesz
suggestions in tha context of our audit but they do ret in any way modify our audit opinion which
relates to the financial stalements as a whole, Equally, we would naed la perform a more extensive
study if you wanted us lo make comprehensive review for weaknesses in existing systems and
present detailed recommendations o improve them.
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