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Dear Mayor
RE: MANAGEMENT REPORT FOR THE YEAR ENDED 31st December 2019

We have completed our audit of the financial statements of the Local Council Fontana for the year ended
31st December 2019. The purpose of this report is to summarise our principal findings arising from this
work.

Our audit was primarily based on verifying balances in the firraneial statements to ensure that they are
free from material error and comply with relevant legislation. Consequently, the matters raised in this

report cannot be regarded as a comprehensive statement of all weaknesses that exist or all
improvements that might be made. Our aim is to offer guidance to the Council such that it would be in a
better position to improve its internal controls, enhanee its book-keeping function and consolidate its
overall governance.
Our engagement obliees us to distribute copies Of this report to (a) your Council; (b) the National Audit
Office; and (c) the Local Couneils Department. Consequently this report may not be distributed, used or

quoted, in part or in full, except for the scope it is prepared, without our prior written consent.

This report has been prepared on the basis of the limitations set out in the Responsibility Statement as

presented on page 6 Of this report.
During the course of our audit for the year ended 31 December 2019, we examined the principal
documents, systems and controls used by the Council, to help it ensure, as far as possible, the accuracy

of these documents and to assess how much can one rely on these documents to safeguard the assets
of the Council. We also examined, whether or not your Council abided by the procedures as they are
provided for in the Local Councils Act,1993, the Financial Procedures and various Legal Notiees issued
to your Couneil.

The objective of this letter is to bring to your attention those divergences in the system that were noticed
during our audit work and suggest ways of how these can be remedied.
We would like to take this opporfunfty to thank the Deputy Executive Secretary and the clerk for their
assistance during the course of our audit.

for and on behalf of
PSM Malta

THE POWER OF BEING UNDERSTOOD
AUDIT I TAX I CONSULTING

Local Council Fontana

Management Report for the year ended 31St December 2019
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1.0

Follow-uD to Last Year's Rel]ort

1,1

Prooertv plant and EauiDment

ln the prior year, we noticed that the cost and accumulated depreciation Of various items of
computer and office equipment that were disposed during 2013 were still shown in the accounts
and financial statements. The carrying value of these assets was nil as they were fully written off.
No action was taken on this matter.

The expenditure classified under the category assets under construction, has been carried
forward for a number of years. The Local Council had to assess whether this project is still going
to be done in order to decide whether to write off such costs or not. The asset under construction
was still shown as such during the year under review.
It had been noted that the litter bins were being capitalised and depreciated at 10% whieh is not
in accordance with the accounting poliey. We also noted that the payment vouchers for three of
the assets tested, lacked the necessary signatures thereon and in two cases, no VAT fiscal
receipts were made available. These issues were found again during the current audit.
1.2

F]eceivables

Balances older than two years were not provided for as doubrful debts in line with the instructions
issued by the Department. This was noticed again during the audit for the year ended 31
December 2019.
1,3

Pavables
During the previous year, we noticed that in the accounts payable list, there were several

balances that go back several years, and we suggested that these are analysed to confirm
whether these are truly payable. This issue was not tackled during the current year.

Another issue noted was that an invoice dated in and relating to 2018, was posted in the accounts
in 2019. No such instances were found during the current audit.
1.4

EXDenditure and tenders

During the audit on the expenditure for the year ended 31 December 2018, we found that

purchase requests and
Financial Procedures,
categories, that certain
voucher was missing a
December 2019,
1.5

purchase orders were not drawn up in line with the Local Councils
that the Local Council exceeded the budget for certain expenditure
procurement procedures were not being followed and that a payment
signature, Similar findings were found during the audit for the year 31

Mid-term financial statements

On 5 July 2018, the Executive Secretary terminated her employment with the Local Council. The
appeinted Deputy Executive Secretary immediately sought guidance from the National Audit
Office as to how to proceed to carry out the mid-term audit and such guidanee was given. The
process of closing off the accounts up to 30 June 2018, the date agreed for the mid-term financial
statements, of preparing and approving the unaudited finaneial statements and of the audit
process, exceeded the time limited stipulated in the regulations. Furthermore, the audited
financial statements were then not signed when they were ready but were only signed together
with the annual financial statements.
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PROPEPTY. PLANT AND EQUIPMENT
ln previous years, whilst reading the minutes of the Local Council, we learnt that various
computer and office equipment were to be disposed off during 2013, however these were not
written off from the fixed assets register and from the accounts. Following the adoption of the new
accounting policy for depreciation last year, the remaining carrying value of these assets was fully
written off. However, their cost and accumulated depreciation are still shown in the accounts and
financial statements.
2.2

We suggest that the assets that are no longer in use or that became obsolete and had to be
written off are identified by referring to the original invoices when they were acquired so that they
would then be written off from both the fixed assets register and the accounts after following the

necessary procedures.
2.3

Vvithin the fixed assets category `Assets Under Construction' there is an amount Of €1,272
representing architect's fee and planning authority application fee relating to the extension of the
building. This has been brought forward for a number of years now and the project has not yet
bbeen carried out. If the project is not going to be done, this amount should be immediately written
off to the statement of comprehensive income.

2.4

Last year, when testing the additions for the year, we noticed that the Local Council capitalised
litter bins with the amount of €2,089 that were then being depreciated at the rate of loo/a. As at 31
December 2019, these litter bins were still being depreciated on this basis. Kindly note that the
accounting policy of the Local Council on depreciation clearly states that litter bins are to be
expensed in the year they are acquired.

2.5

Whilst the fixed assets register agrees with the accounting records and lists all the items of

property, plant and equipment, it lacks details of the actual cost and accumulated depreciation
and grants of every asset. The Local Council should have such information available to be able to
reconcile the figures shown in the fixed assets register with the figures shown in the notes to the
financial statements and also to have this information readily available when any assets are
disposed or written off.
2.1

During our testing on the additions of property, plant and equipment for the year, it was noted that

the payment voucher for one of the assets tested, that amounted to €1,950, lacked the necessary
signatures thereon. For the same sample, no VAT fiscal receipt was found.
2.2

The above issues go against the Local Councils Financial Procedures that the Council should
abide with. Therefore, we strongly recommend that the Council takes immediate action to
regularize itself on these matters and to ensure that such occurrences are not repeated in the
future.

3.0

3.1

RECEIVABLES

When checking the aged receivables' list, we noted that a balance of €1,404 is older than two
years and should have been provided for as doubtful debts in line with the instructions issued by
the Department.

3.2

It is important that at the end of each financial year, the list of receivables is analysed and
checked for any balanees that might be doubtful to recover. If any case, all balances older than
two years are to be provided for.
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4.0

PAYABLES

4.1

Whilst going through the accounts payable list, it was noted that there were a number of balances
that go back several years. These overdue balances should be analysed to determine whether
these are valid balances and are still actually payable, as these could be the result of the
payments having been posted in the expense account rather than in the suppliers' ledgers or the
invoices might have been posted twice. If it results that such balarroes are not payable, then they
should be written off to the respective expenditure accounts.

5.0

EXPENDITURE AND TENDERS

5.i

The council has exceeded the budgeted expenditure under the following headings:
5.1.1

Utilities (category 2100) by €112

5.1.2

Plepairs & Upkeep (category 2300) by €2,381
Plent (category 2400) by €29
Transport (category 2700) by €1,036
Contractual Services (category 3000) by €7,384
Training (category 3200) by €207
Community and Hospitality (category 3300) by €1,672
Local Enforcement Expenses (category 3600) by €19

5.1.3

5.1.4
5.1.5

5.1.6

5.1.7
5.1.8

5.2

The Financial procedures applicable for Local councils require councils to draw up twelve (12)
months budgets, three (3) years business plans, quarterly reports and eventually yearly
administrative reports at the end of the year. The Council is also allowed to revise budgets in line
with actual requirements and there are enough reporting tools to help the Council revise the
budgets in line with actual expenditure.

5.3

We recommend that the Council makes use of the reporting tools in hand to takes corrective
measures in the budget every quarter such that by the end of the accounting period such
discrepancies would not materialise.

5.4

During our audit procedures on the expenditure, it has been noted that purchase requests and
purchase orders were not being drawn up in line with the Local Councils Financial Procedures.
There appears to be no specific reason behind this practice.

5.5

It is understood that at times, the urgency of matters might require the reduction of bureaucracy
as much as possible, however we are still of the opinion that the necessary paperwork should
have been done in line with the financial procedures.

5.6

From the samples chosen for the testing of the expenditure, we came across three instances
were the VAT fiscal receipt was not available. These expenditure items amounted to €6,565.

5.7

The above issue goes against the Local Councils Financial Procedures that the Council should
abide with. Therefore, we strongly recommend that the Council takes immediate action to
regularize itself on this matter and to ensure that such occurrences are not repeated in the future.
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F]esDonsibilitv Statement
While our report includes suggestions for improving accounting procedures, internal controls and other
aspects of the Local Council arising out of our audit, we emphasise that our consideration of the Local
Council's system of internal financial control was conducted solely for the purpose of our audit having
regard to our responsibilities under lntemational Standards on Auditiing.

We make these suggestions in the context of our audit but they do not in any way modify our audit
opinion which relates to the financial statements as a whole. Equally, we would need to perform a more
extensive study if you wanted us to make comprehensive review for weaknesses in existing systems and
present detailed recommendations to improve them.
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