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Executive Summary 

The Office of the Auditor General (OAG) has carried out an audit of Financial Management 
and Control in the District Heating Termokos Prishtina for the year ended on 31 December 
2010.  

Our audit was carried out in accordance with international audit standards issued by 
INTOSAI and included such tests and procedures as we deemed necessary to arrive at a 
conclusion on Financial Management and Control. 

Our audit has identified weaknesses in several areas of financial management. These 
weaknesses are described more in depth in the report. Our main recommendation to the 
Mayor, as the representative of the owner, is to ensure that the Board both ensure a better 
external reporting and supervises the company’s business in a clearer and more robust way. 
The Assembly of shareholders in as short time as possible will appoint Directing Board of 
Termokos, where would be included persons who are competent and ready to face the 
situation and improve the actual situation. 

The Board must ensure that the Executive director develop clear Financial Management and 
Control guidelines and procedures which would assist in addressing the weaknesses and 
shortcomings identified within the report. The Executive Director must also take measures 
assuring the implementation of a reviewed Financial Management framework and that the 
internal auditor is following this up in a professional way. 

We particularly recommend you to ensure that: 

• The balance sheet, statement of revenues and expenditures, and the cash flow are 
automatically generated by the accounting program; 

• An automatic revenues invoicing system is used and the accounting records are 
reconciled;  

• A mechanism to serve as a tool for debts collection is found, because the low level of 
collection makes the Company’s progress questionable; 

• Procurement procedures are made fully in accordance with the LPP;  

• Certain shortcomings in the supply with heavy oil are eliminated by increasing the 
control over the implementation of  contractual terms; and 

• Complete assets registers are prepared and assets are fairly depreciated.   

The Management of D.H Termokos has been given the opportunity to give comments on a 
draft of this report. The Management has acknowledged our findings and conclusions 
presented in the Audit Report on the Financial Management and Control for the year 2010.  
Further on, they committed themselves to make every effort to address the recommendations 
given.  
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I. Introduction  

This audit relates to the Financial Management and Control of Termokos for the year ended 
31 December 2010, as well as to the follow up of the recommendations in the audit of 2009.  

The Office of the Auditor General (OAG) is responsible for carrying out annual regularity 
audits of the Institutions and Publicly Owned Enterprises of Kosova.  

The Office of the Auditor General has conducted the audit of Financial Management and 
Control in the publicly owned enterprise Termokos Prishtina for 2010 because the audit of 
Annual Financial Statements was outsourced to another audit company.  

It is the responsibility of the Board of Termokos to publish Annual Financial Statements in 
accordance with applicable legal framework. It is also the responsibility of the Board to 
supervise the way the Executive Director is managing the business based on internal control 
systems developed. The Termokos Management shall secure that these systems are 
implemented in accordance with the Boards intentions. The Executive Manager is 
accountable before the Board. The Board is accountable before the owner, represented by the 
Mayor of Prishtina. 

A Management Audit is defined as an attestation of financial management and control, involving 
examination and evaluation of operative and financial reporting.  

In this audit we have analysed:  

• Whether the accounting data and internal reporting are sufficient;  

• Whether the financial records, systems and transactions comply with applicable laws 
and regulations;  

• The appropriateness of internal controls and internal audit functions; and 

• All matters arising from or relating to the audit. 

We carried out an interim audit of Termokos. During that stage of the audit process we 
focused on the quality of financial management and reporting as well as addressed the 
handling of recommendations resulting from the last year’s audit. In this regard, we have 
given advice to the Management of the Enterprise through an audit memo submitted in 
December 2010 

In order to fulfil our responsibilities for the audit of Termokos, we have undertaken the 
following activities: 

• Reviewed the Termokos annual financial reports against the approved budget for 
2010; 

• Undertaken extensive substantive testing of financial transactions; 

• Used a combination of judgment and random sampling to select transactions for 
testing; 
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• Relied on a combination of interviews, analytical reviews, document reviews, and 
physical verification to assess the validity and propriety of financial transactions; and  

• Assessed the quality of work of Internal Audit Unit in the Enterprise. 

In this report we summarise this year’s audit regarding the Financial Management and 
Control and draw our conclusion on their quality and functioning. 

II. Status of Prior Years Recommendations 

The audit of 2009 ended up in 15 recommendations. It is noticed that the Termokos addressed 
given recommendations to a low extent, notwithstanding the willingness to implement them.  

Three recommendations have been fully implemented: the establishment of an internal audit 
unit, the budget and business plan for 2010 approved by the Board of Directors, and the 
appointment of an Assets Officer.  

The other recommendations are in the process of being addressed. These are the following:  

• Presentation of financial reports in accordance with IFRS and proper disclosures;  

• Preparation of an action plan to update the clients’ data in the invoicing system;   

• Failure to prepare yet an internal policy on the discounts toward consumers;  

• Failure to consider the regulatory report of the ERO to define the fee level;  

• Failure to make sufficient analysis regarding monthly expenditures on fuel;  

• Failure to undertake regulatory actions on subsidies and their registration as revenues 
thereof; 

• Compensation and remunerations made on the basis of an internal policy supported by 
a clear legal base;  

• Analysing of the adequacy of procurement contracts, in particular the one on supply 
with heavy oil and fuels;  

• Strengthening of controls on implementation of the Contract’s terms and application 
of penalties on failure to adhere to the supply timing;  

• Increase of control on procurement activities in order to make sure that contracts are 
awarded to the economic operators that meet all the criteria set forth in the Tender 
Dossier;  

• Failure to control the reviewing of procurement procedures regarding on-source 
supply; and  

• Analysing the reasons behind the frequent movements of the Company’s staff.  

The Company’s Management did not undertake sufficient measures to address the 
recommendations of last year.  
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III.  Follow-up on the situation concluded from last year’s audit  

This audit has also covered a follow-up on the situation concluded from the last year’s audit. 
The following table shows our main testing related to the audit conclusions for 2009. 

Table 1:  Follow-up of the findings in the audit report 20091 

Findings in audit report 2009 Follow-up on findings 2009 
VI. 1 Budgeting procedures  Conclusions confirmed  
VI. 2 Financial Reports  Conclusions confirmed 
VI.3 Sales Management  Conclusions confirmed 
VI. 3.1 Discounts  Conclusions confirmed 

VI. 4 Expenditures on salaries 

ERO has proposed a limit for the number of employees 
and the expenditures for salaries. Termokos did not 
share this opinion and stated that it is up to the Board of 
Directors and the shareholder to decide about the 
expenditures on salaries and the number of employees.   

VI. 5 Expenditures on raw 
material – heavy oil  
 

Expenditures on heavy oil for 2009 have incurred for 
13000 ton, 4349 ton higher compared to 2008. 
According to the Manager responsible for the heating, 
this change was due to the lower temperatures in 2009. 
According to him, notwithstanding the disconnection of 
consumers from the system, expenditures on heavy oil 
remain the same. To prove the affirmations of the 
Production Manager, the professional opinion of an 
expert on this area is also needed. 

VI. 6 Subsidies  Termokos has adhered to the agreement  
VI. 7 Remunerations to Directors  Conclusions confirmed 
VI. 8 Remunerations to Executive 
Directors of the Company  Conclusions confirmed 

VI. 9.1 Supply with heavy oil and 
fuel for heating  Conclusions confirmed 

VI. 9.2 Supply with pre-isolated 
pipes and valves.  Conclusions confirmed 

VI. 9.5 Expenditures on 
stationery and maintenance of 
heating equipments  

Conclusions confirmed 

VI. 10 Assets management  Conclusions confirmed 

VI. 12 Internal Audit  Conclusions confirmed 

                                                 
 
1 In reviewing the Report on Financial Management of Termokos 2009, COPF has asked the OAG to follow-
up/confirm the findings presented in this report. OAG has adhered to the request. 
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Conclusion 

The table above shows that the findings in the report 2009 are verified. When it comes to the 
quantity of heavy oil and the financial results of the use a specialised expert in the area needs 
to verify the reliability of the information.  

IV. Budgeting of Revenues and expenditures  

Table 2: The following is an analysis on revenues and expenditures of 2010. 

 Items/Years Planned 
Budget 2010

Revenues and 
Expenses 2010

Revenues and 
Expenses 2009 

Revenues 
and Expenses 

2008

Invoiced revenues  6,385,321 3,467,825 4,588,059 3,338,919

Other Revenues  1,99,020 342,856 245,157 86,234

Total  7,584,341 3,810,681 4,833,216 3,425,153

Direct cost of sold servies 5,815,789 3,437,489 3,870,592 2,830,322

Gross Profit 1,768,552 373,192 962,624 594,831

   

Gross Salaries 1,024,587 1,020,024 1,166,542 721,136

Maintanance and Repairs 221,999 295,096 139,297

Administrative Expenses  67,916 65,397 21,946

Electricity  249,330 409,025 355,233

Fuels 21,853 24,364 21,813

Rent Expenses  100 975 -

Sale and Marketing 
Expenses 30,069 11,366 20,720

Write-off of bad debts   913,892

Other operative expenses  1,187,778 383,037 918,563 221,692

Total operative 
expenses: 2,212,365 1,994,328 2,891,328 2,415,729

   

Depriciation of Working 
Tools  756,498 620,689 687,071 599,517

Depreciation of Buildings    

Total Depreciation: 620,689 687,071 599,517

 Financial Incomes  1,520,164 1,921,243 1,963,802

Revenues before Tax  (721,662) (694,532) (456,613)

Netto Profit (Loss) (1,200,308) (721,662) (694,532) (456,613)
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The D.H Termokos has during 2010 achieved to collect revenues from invoicing in the 
amount of €3,810,681. If we compare the revenues per years, we may notice that during 
2010, revenues decreased by €1,022,535. Due to problems faced in April 2010, the Company 
did not produce heating for the consumers. This explains partly the lower revenues.  

In addition, operational expenditures have decreased for €896,999. Regardless this, the 
company has a negative financial outcome, resulting in a loss in the amount of €721,662 in 
the end the year. According to the budget plan, the Company’s loss was in the amount of 
€1,200,308.  The Board of Termokos planned a business loss of €1,200,308.   

According to the AFS the revenues from invoices has decreased. This has been presented as a 
plus under expenditures instead of as a minus under revenues as required by Accounting 
Standards.     

The prepayment for vehicles insurance was registered as a total expenditure in 2010. Thus, 
the line in the balance sheet was not drawn which would include the insurance expenditures 
of the fiscal year.  

When the Board of Directors reviewed the budget, the plan for the financial outcome 2010 
showed a negative result for €1,200,308. The Company had foreseen revenues in the amount 
of €7,584,341, including subsidies from the Kosova Budget in the amount of €1,033,000. 

A decision was taken reducing the expenditures in almost all the operational departments, 
however this did not balance the decrease in revenues. According to the accounting data, 
€2,586,602 was collected during 2010. 

Conclusion 

The Enterprise has serious problems in organizing the collection of own source revenues. The 
collected own source revenues and subsidies from the KB have not been sufficient to 
overcome the financial crisis. As a result, the company is facing serious financial problems 
and makes the business progress questionable. The provision of funds and finding of 
mechanisms to increase the collection of own source revenues should be the main focus of 
the Management to recover the business.  

Recommendation 1 

We recommend the Board of Directors to ensure that: 

• A clear strategy is drafted which includes all the adequate measures to increase the 
revenues collection level.  
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Table 3: Balance Sheet 
 
 Items/Year 2010 2009 2008

Current Assets  5,957,244 5,282,587 4,883,5107

Cash and Bank Account  317,844 123,215 580,581

Accounts Receivable  2,088,295 1,679,854 1,433,895

Other short-term request  1,207,290 2,303,353 96,853

Prepaid expenses and acrual income  1,870,960 - 1,656,554

Stocks  472,885 1,176,165 1,065,225

Provisions - -

Fixes Assets  7,258,805 7,551,058 7,668,420

Long-term requests 8,610 8,610 4,330

Plant, equipment and vehicles  4,701,748 4,929,204 5,050,846

Buildings  1,227,347 1,292,144 1,292,144

Land  1,321,100 1,321,100 1,321,100

Total Assets 13,216,049 12,833,645 12,501,527

  

Total short-term liabiliites  6,857,592 5,753,557 4,726,906

Accounts Payable  2,279,966 1,878,452 770,129

Payable Income Tax  1,820,073 2,667,959 1,819,389

Differed Income  2,757,553 1,207,146 2,137,388

Profit Tax of reporting period  -

Other short-term liabilities -

Capital  6,358,457 7,080,088 4,726,906

Enterprise Capital 10,562,564 10,562,564 10,562,564

Capitalised Presents - - -

Carried forward profits  (3,482,445) (2,787,944) 2,331,331

Reporting Period’s Profit (721,6620 (694,532) (456,613)

Total Liabilities and Capital  13,216,049 12,833,645 12,501,527
 

Accounts receivable  

According to explanatory notes, the accounts receivable were in the amount of €16,934,258 
by the end of 2010, but in the balance sheet they were recorded in their net value of 
€2,088,294. The decrease of accounts receivable was based on write-off of bad and 
suspicious debts. The write-offs in the amount of €14,845,963 were carried forward from 
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2009 and were disclosed in the same amount in 2010. We did not find any policy on the 
disclosure and presentation of this item. 

Pre-paid expenditures  

The amount of €1,870,960 was presented under the pre-paid expenditures in the balance 
sheet. The lion part of this was an amount of €1,186,683, a request for VAT return from 
TAK. The Management of Termokos was not able to give an explanation on the amount of 
€1,186,683 presented as request for VAT return. 

Conclusion  

The carrying forward of the write-offs from 2009 to 2010 by decreasing the accounts 
receivables without a policy and without a serious analyses of the actual situation makes the 
amount presented doubtful. Some of these potential revenues may have been written off un-
necessarily. Moreover, the request for VAT return presented in the balance sheet was not 
executed and might be put in question. We may consequently ascertain that the background 
for the write-offs and the request for VAT return are questionable and makes the presentation 
in the AFS not fully reliable.   

Recommendation 2  

We recommend the Board of Directors to ensure that:  

• All relevant financial records are included in the balance sheet;   

• A clear policy on the registration, regulation, and servicing of bad debts is drafted; and 

• All items presented in the balance sheet are documented and that none of the items in the 
Financial Statements are misstated.  

V. External Reporting  

V.1 Compliance regarding the external reporting   

Based on the legal requirements for reporting of POEs through ISAs, Termkos should report 
as follows:  

• Quarterly report and the Annual Report to the Shareholder and ERO; and  

• Annual Financial Statements. 
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We have noticed some shortcomings in the external reporting such as:  

• The Annual Financial Statements prepared by Termokos were incomplete because the 
five elements of the statements were not prepared; such as the cash flow, and 
statement of changes in equity;   

• The Financial Statements were not submitted on 31/03/2011, but were submitted on 
17/05/2011; and   

• No quarterly reports were sent to the shareholders.  

Conclusion  

The preparation of the balance sheet and statement of incomes only, does not meet the criteria 
in the reporting framework. The financial statements were lacking the cash flow statement 
and the statement of equity. The failure to present the cash flow does not give to the reader 
the possibility get an overview of the cash flow. It also reduces the value of the information 
as a base for decisions for the future.   

Recommendation 3  

We recommend the Board of Directors to ensure that:  

• The Balance Sheet, Statement of revenues and expenditures, and all other supporting 
statements are prepared in accordance with ISA;  and 

• Regular and in time reporting is made by the Enterprise.  

V.2 Information quality  

The following issues have not been handled in accordance with the ISA in the financial 
statements and reports:  

• The Financial Officer did not prepare all the elements of the financial statements. 
Based on the conversation we had with the Financial Officer, we understood that he 
does not have sufficient professional capacities to prepare Financial Statements 
according to the ISA;  and   

• The disclosure of requests for VAT return from TAK in the amount of €1,186,683, 
carried forward from previous years, was inexplicable and unclear.  

Conclusion 

Failure to prepare the statement on cash flow makes it difficult to understand whether the 
Company has presented all the incurred expenditures and collected revenues.  
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Recommendation 4 

We recommend the Board of Directors to ensure that:  

• The Executive Director is organising vocational training for the financial officer in order 
to strengthen his/her professional skills on preparation of financial statements in 
accordance with ISA; and  

• All items are reported in the financial statements in a consistent, accurate, and reliable 
way.   

VI. Budget Execution      

VI.1 Revenues  

According to the financial reports the invoiced revenues for 2010 were €3,810,681.  

Non-reconciliation of revenues between Finance Department and Invoicing Department 

The accounting records show that the amount of revenue collected was €2,586,602 in 2010.  
The invoicing department registered a total collection amounting to €1,914,271. Lack of 
reconciliation of accounts receivable recorded in the accounting with the invoicing 
department resulted in a difference of €672,331. According to the Financial Officer, this non-
reconciliation occurred since the revenues collected in the accounting include revenues of 
previous years. From October 2010 only revenues collected during the current year are 
recorded in the invoicing system. 

There is no automatic interface between  the accounting software and the  invoicing system  

The invoicing system for clients is done automatically, but the amount charged to clients is 
not related to the accounting system. The only way to record the revenues invoiced is 
manually. Further on, the daily collection is delivered to the main cashier who each day 
deposits the daily collections in authorized bank accounts. Removal of receivables is made in 
the invoicing system, but there is no automatic connection of removing the accounts 
receivable recorded in the accounts.  

Conclusion  

Manual recording of financial data and the omission of the invoicing system and accounting 
system carries a risk of errors and non-reconciliation of financial data. 
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Recommendation 5 

We recommend the Board of Directors to ensure that:  

• Concrete steps are taken to improve the accounting and invoicing system securing a 
reliable and accurate system, efficient and effective control system regarding the revenues 
and invoicing;  

• An automatic invoicing system is secured connected directly to a accounting software; 
and  

• Financial information is automatically linked and processed in the general ledger and 
reconciliations are made on regular basis.    

VI.2 Allowed discounts   

Allowed discounts after the citizens complained   

During 2010, Office for Complaints from Citizens recorded 3,913 complaints. These 
complaints were made due to the dissatisfaction of citizens regarding the heating services.  

After these complaints have been reviewed, the amount of €240,496 was recorded in the 
accounting as discount in invoicing. Discounts in invoices for the heating season 2009/2010 
were not related only to this heating season, but to the past few years. We have not found that 
Termokos has any written guidance for giving discounts. 

Conclusion  

Lack of qualitative service from the company is reflected in an increase of complaints from 
many clients. Therefore, the discounts given for previous years make it complicated to assess 
whether all requests were grounded. Based on the financial data, given discounts for the last 
two years resulted in a loss of revenues in the amount of €982,167. 

Recommendation 6 

We recommend the Board of Directors to ensure that: 

• Heating services to clients are provided made regularly and with more quality; 

• Discounts are permitted for the seasonal period, and in the fiscal year; and   

• Guideline governing the issuance of discounts.  
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VI.3 Expenditures  

3.1  Purchase through procurement  

During 2010, Termokos entered into contracts in the value of €530,679 through procurement. 
We tested 18 contracts in the total value of €419,253 or around 79% of the total value of the 
contracts.  

Our tests show that Termokos has undertaken procurement procedures which are not in 
accordance with the Law on Public Procurement and good management practices. 
Weaknesses noticed were:  

The price regarding the supply with heavy oil was not considered 

During 2010, the company was supplied with heavy oil in quantities of 7511 tonnes, and 
spent a total of 7500 tons. By reviewing the contract signed on 30.09.2010 between the  
Termokos and the Economic Operator, we have noticed that the price offered in the bid was 
as per the stock market plus Premium €17.68 per tonne. The contract and payments were 
made under the price of Premium €26 per tonne. Termokos was overpaying by €8.32 per 
tonne. Bills paid for three last months of the 2010 were in the amount of €84,905. Non-
compliance with the Premium price resulted that Termokos paid €27,169 more than 
stipulated in the contract.  

The specification for vehicle service did not contain the price for working hours 

On 29/07/2010, a contract in the amount of €16,604 for “'vehicle servicing and maintenance” 
was signed. Upon reviewing the payments for this operator we have noticed that the technical 
specification has not foreseen the price for working hours. By testing 10 invoices in the 
amount of €2,030, we noticed that €250 was paid for working hours. The invoiced price per 
working hour was €10. 

Conclusion 

Failure to follow the contracted price of premium damaged Termokos funds for more than 
€27,000. The company has no adequate controls over the procurement. Lack of procurement 
controls results in irrational use of public funds.   

Recommendation 7  

We recommend the Board of Directors to ensure that:  

• A proper contracting process is implemented according to the procurement law and 
adhere to the contracted prices; 

• Technical Specifications are clear and contain all components; and  

• Payments according to the contracts are authorized and made as per contracted prices. 
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3.2  Remunerations  (wages and salaries) 

Very high salaries for the Board of Directors 

According to the financial data, the expenditures for gross salaries in 2010 were €1,020,024. 
The number of employees in 2010 was 207. The following table presents the gross salaries 
for the Termokos Management.  

Annual salary of “Termokos” Management for 2010 

Function 
Gross amount (€) Months Per month (€)

Executive Director 38,717 12 3,226

Financial Director 3,967 2 1,984

Legal-Administrative Director  20,931 12 1,744

(Two) Members of the Board of 
Directors 

13,120 10 1,312

Chairman of the Audit Committee 6,600 10 660

Chairman  of the Board of Directors  6,660 10 666

Internal Auditor 5,267 5 1,053

Total €95,262
 

The table above shows that the gross salaries for the Termokos management, including the 
Board of Directors for 2010 were €95,262. In 2010 Termokos included the salary for internal 
auditor in the payroll for management.  

We have noticed that Termokos has no policy for remunerations, approved by the Board of 
Directors, as required by Law on publicly owned enterprises. Their remuneration is a 
decision for the personnel salaries signed by the Managing staff in Termokos. We also 
noticed that the Board of Directors had resigned on 20.10.2010 

Conclusion   

Decisions on salaries may be taken after a comprehensive analysis of a company’s results and 
the performance of individuals. Termokos results and the relation to individual payments are 
not supported by a policy or documented. 

Recommendation 8 

We recommend the Board of Directors to ensure that: 

• An internal policy for remuneration is adopted; and  

• Payments without clear legal grounds are stopped.  
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VI.4 Subsidies and Transfers  

During 2010, “Termokos” received subsidies from KB in the amount of €1,718,150. These 
subsidies were given for payment of invoices regarding the purchase of heavy oil and for 
capital investments. The received funds from the KB for the purchase of heavy oil were not 
correctly recorded in the accounts. These funds were recorded as deferred revenue and in the 
end of the fiscal year were not recognized for what they are spent. 

Conclusion  

The subsidies received, although used for purchasing heavy oil, were presented in the balance 
sheet as deferred revenues. Failure to correct deferred revenues does not reflect accurately the 
revenues earned.  

Recommendation 9 

We recommend the Board of Directors to ensure that:  

• The deferred revenues from subsidies, when spending them, are corrected in the year 
ended, and recorded as regular revenues.  

VI.5 Assets and Debts   

5.1 Handling of Receivables   

No analysis was made regarding write-offs 

By reviewing the balance sheet, we may see that within the disclosures, the amount of 
€16,934,258 was presented as receivables. 

The company failed to analyze the age of receivables. The bad debt expenses in the amount 
of €14,845,963 were presented in the financial statements. The writing off as bad debt 
expense was made without any written policy and methodology which would be based on the 
assessment of the length of uncollectible debts. In other words the company has not made 
annual analysis for all uncollectible accounts. 

Conclusion 

There is a lack of an analysis regarding the age of receivables and evaluation of the 
consequences for poor management of accounts and their collection. This situation directly 
impacts the company's financial position.  

 

 



 OFFICE OF THE AUDITOR GENERAL-St. Musine Kokollari, No. 16, Prishtina 10000, Kosova 18 
Tel.: +381(0) 38 25 35 /121/262-FAX: +381(0) 38 2535 122  /219 

http://www.ks-gov.net/oag,  

 

Recommendation 10 

We recommend the Board of Directors to ensure that: 

• A system is designed which produces reports on the age of uncollected debts, selecting 
debts as per their age. All accounts that meet the legal and IAS requests, are deleted as 
bad debts from the accounting registers; 

• Monthly analysis for uncollected debts is made, the debts of the current year and those of 
prior years; and  

• Concrete steps are taken when it comes to drafting policies and methodology for 
evaluation of consequences for receivables and suspicious debts. 

5.2  Capital and non capital assets   

The company does not maintain an overall registry for fixed assets. The register of fixed 
assets needs further improvements. The review of this asset register resulted in the following:  

The asset register does not include the required information 

We noticed that the asset register is not maintained through any particular software. It is 
maintained in Excel sheet. This register does not contain data when the asset was purchased 
or the asset data background. In financial statements, especially in the disclosure, the amount 
of €53,937 was presented as intangible asset for which the responsible officers were not able 
to explain what kind of asset is in question. The list of assets maintained in Excel did not 
contain the value of the buildings and we do not know how the depreciation for buildings is 
calculated. In other words, the Company has no policy that governs the registration, 
maintenance and depreciation of assets. 

Conclusion 

The shortcomings identified above are an indication that management has no adequate 
controls over the assets and as such may be exposed to risk of loss and misuse.  
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Recommendation 11 

We recommend the Board of Directors to ensure that:  

• Assets of the Company is registered and compared to the asset register in the database; 

• Assets are maintained, safeguarded and protected; 

• Unused assets are removed; 

• Physical counting is carried out; 

• Assets are calculated, including initial recognition, subsequent measures, depreciation, 
damage and rejection, levels of authorization for appropriations and transfers; and 

• Reconciliations and periodical controls are made.  

5.3  Debts  

Due to delays in payments, lawsuit was filed 

The leading supplier of heavy oil for Termokos was the Compact Group which in 2010 
received an amount of €3,110,532. The amount of outstanding liabilities in 2011 was 
€1,598,587. Due to the difficult financial situation Termokos was not able to pay the 
liabilities within the foreseen period. Therefore, the operator filed a lawsuit against 
Termokos. 

Conclusion 

Given the difficult financial position of the company and the risk of losing the litigation, the 
company could easily come into an unpleasant situation. 

Recommendation 12 

We recommend the Board of Directors to ensure that:  

• Immediate measures are taken to design a program to revitalize the financial position of 
the Company. 
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VII. Management Control 

VII.1 Internal Control Systems 

We identified deficiencies at all levels of controls. The current internal control system has 
lack of guidelines, clear policies and procedures. It does not provide adequate assurance that 
administrative and operational activities function in line with good standards and the 
Company’s strategic objectives. Risk management is almost non existent. The fact is that for 
a number of years the company operates with a loss. Loss is increasing from year to year and 
the Management has no clear strategy how to get out of this situation.  

As summarized from different points in the report, the most highlighted weaknesses in the 
design and implementation of internal controls are:  

1. The Board of Directors had resigned on 20.10.2010; 

2. Deficiencies and inaccuracies in the financial reports and final drafting of annual 
financial statements;   

3. Non-reconciliation of revenues between the Department of Finance and the 
Department of invoicing as well as the possibilities for intervention in the 
accounting program without leaving an audit trail; 

4. Shortcomings in the controls over procurement; 

5. Deficiencies in the controls over invoicing and collection, which resulted in a large 
number of complaints from citizens; and 

6. Improper handling of assets. 

Conclusion 

The company had failed to design and get on an adequate internal control system up running. 
Improvements in the system should be substantial and without delay.  

Recommendation 13 

We recommend the Board of Directors to ensure that: 

• A thorough analysis is made regarding the failure of controls and concrete actions are 
taken to correct and put in place proper controls.  
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VII.2 Internal Audit 

An internal auditor was employed 02/08/2010. The internal auditor prepared a strategic and 
an annual audit plan. In 2010 the internal auditor produced five reports.  

We have concluded that: 

• Two reports covered the year 2010; 

• Internal auditor's recommendations were not followed by management action plans 
addressing noted shortcomings; 

• The internal auditor has not attended any training which would help him in capacity 
building in the area of financial reporting and audit; and 

• There is no Audit Committee within Termokos. 

Conclusion  

Lack of appropriate training of internal auditor, improper addressing of issues raised by the 
internal auditor and a non-functioning audit committee have had impact on the  achievement 
of the management’s objectives.  

Recommendation 14 

We recommend the Board of Directors to ensure that: 

• The internal audit recommendations are addressed properly by the management, with 
concrete plans and implemented by relevant departments;  

• Trainings are provided for the Internal Auditor in the field of accounting and internal  
audit; and  

• An Audit Committee is established and gets up running.  

VIII. Overall Conclusion on the Management of Termokos 

Overall Conclusion  

Termokos Management faces many problems. Key problems are managerial and 
organisational. The owner/municipality has not been enough active in formulating ownership 
requirements, in following-up the business results and putting in place prerequisites 
addressing other Termokos problems. This is noticed in the case of selection of the Directing 
Board Members whose structure did not meet requirements of the situation. The Board had 
functioned time by time and had not scrutinized the crucial problems the organisation is 
facing. 
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The Board of Directors resigned at the end of October of 2010. The owner has not up till 
today appointed a new board. The former board failed to provide an internal legal framework, 
with written instructions and procedures which would provide a solid base for a sound and 
efficient management of the company. Lack of internal framework is also reflected in the 
effectiveness of internal control, which has functioned in poor way. 

The collection of invoiced revenues, the ability of Termokos to liquidate debts, uncontrolled 
expenses, high salaries compared to current financial situation, shortcomings related to 
procurement controls, remain some of the most highlighted problems of Termokos. 

IT software systems cannot be considered fully reliable. Interferences in system are possible 
without leaving audit trials. Moreover, the often complains of citizens contest the reliability 
of invoices. 

We recommend the Municipality to take up its responsibility as owner of termokos in a more 
active way. 

Further on, the court case with the operator “Compact Group” for the amount of €1.6 million 
makes the financial situation of Termokos more difficult. 

These and other weaknesses identified in this report related to expenditures, asset 
management, quality of financial reports and final preparation of annual financial statements 
and other control failures, make us conclude that financial management in Termokos is 
accompanied by many shortcomings. 

The Municipality should take up its responsibility as owner of Termokos in a more active 
way. 

Overall Recommendation  

We recommend the owner to ensure that:  

• The Assembly of shareholders in as short time as possible will appoint Directing Board of 
Termokos including persons with sufficient competence and ready to face the situation 
and improve the actual situation. 

We also  recommend the Director of Board: 

• To carry out an comprehensive analysis of the Termokos business to identify the causes 
and reasons for such situation; 

• Prepare a Comprehensive revitalizing program by proposing concrete measures of all 
shortcomings identified in the report; and  

• Address all recommendations given in the last and this years’ report. 
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Annex I. D.H Termokos comments and OAG response   

The Management of D.H Termokos has been given the opportunity to give comments on a 
draft of this report. The Management has acknowledged our findings and conclusions 
presented in the Audit Report on the Financial Management and Control for the year 2010.  
Further on, they committed themselves to make every effort to address the recommendations 
given.  


