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Executive Sum m ary

Key Findings:

* 3.0 - OHL reported an operating loss of S1 90.376.96,

* 4. 1 - .411 of the Board meeting papers n'ere not presented for audit.

. 4.2 - No Bank Rcconciliations were undellaken for the 2007 l'ear.

@ 4.3 - Repal'ments on the oR'erdraft loan haA e been om itted 'k altted at 525.500.00,

@ 4.4 - The un-deposited cash tigure of 5202.002.54 is incorrect.

* 4.5 - The IBD balance is incorrect and no schedules haN'e been prepared.

@ 4.6 - No details proA'idcd on the Bounce cheques valued at 52.566.95.

* 4,7 - The Special lmprest of $5.265.04 could not be substantiated.

@ 4.8 - No fixed Asset Register. nor maintenance plan m aintained.

* 4.9 - The trade debtors
adequatell' managed.

* 4 . I 0 - The trade creditors n'as signitlcantll' increased b)' 5145,73 1 .00 and there uere palrments
omitted of $9.397.3 l .

* 4. l 1 - Nlanagem ent of Sundr)' creditors needs to be improq'ed.

* 4. 1 2 - No repal'm ents were made against the Hl'droponic Loan,

* 4. 13 - Audit fees for the year ended 31 /12/07 and prior ) ears N'alued to S5.1 f 0.00 is slill
otltstanding.

tigurc has increased in 2007 by 525.41 5.00 and debtors are not being

Recom m endations:

3.0 - Nlanagem ent should seek u'al's to improN'c pcrform ance by increasing sales and reducing
expenses.

4 . l - N'Ianagement should enstlre that a11 documents are m aintained kept in a secure place.

4.2 - Nlanagelnent should ensure that the bank rcconciliations are prepared on a monthl) basis.

4.3 - The os'erdrat-t loan aceounts shotlld bc adjusted.
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V 4,4 - The un-deposited cash accoklnt should be adjusted.

V 4.5 - The lBD t'igure should be adiusted and schedules should be prepared to record mos'ement of
lBD as a priority.

4,6 - Bounced chcques should be n'ritten-off.

4.7 - The Special inlprest should be B-ritten-off.

4 .8 - A sset register and maintenance plan to be established and maintained.

4.9 - lluproà'e dcbt collection proccsses and Aïrite off debts Shat are bad.

4. 1 0 - lmproN'e cash l'lou's to allctu' pal'ment ot- Trade C'reditors and adjusl mis-postings.

4. l 1 - llnproy'e cash tlon's to allon' pal'lnent of Sundry creditors.

4. l 2 - Hl'droponic Loan repal'm ent schedule needs to be maintained.

4. 13 - Outstanding audït fees need to be paid.

Finall) l B'ould note that solne of the isstles raised are repeat audit issues raised in our last audiî oN'er the
period 2004-06 that to date still haA'e not been auctioned. Prioritl' should be gis'en to clearing these m atters a

matter of prioritl'.
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.
.&s reqtlired by pal4 V11 of the Public Finance (Control and Audit) Ordinance l 976. l haq'e completed n
audit of the Otintaai Hotel I.td (01 lL) for the l'ear ended 3 1St xIarch 2007 in accordance U ith the releN'a
statutorl' proh'isions and norm alll' accepted Atlditing Standards.

GENERAL

()H1-. was incorgoratcd on l 6th :,fa). 1 984 to take oA'er the operations of îhe Atoll Hotel I-td. and commenct
operations on l >t zYugktst 1 987. The com panl' is entirell' owned by the GoN'ernment of Kiribati.

FINANCE

2.1 PERFO RM ANCE
A com parison of the pertbrmance of the companl' for the last three q'ears is proN'ided in the table shou'n
belou':

Variances

2007 2006 2005 2004 2007/2006 2006/2005 2005/2094
I n c o m e $ $ S $ l/c % %
Accommodation 294.196.81 301 .424 334.378 399,246 -2.39 -9.86 -16.25
$ar 444. 131 .25 480.466 541 .139 486.804 -0.07 -1 1 .21 1 1 .16
Catering 224.224.34 243.600 332.743 336.066 -7.95 -26.79 -0.99
Administratlon 149.946.57 144:91 5 204.275 1 17.505 3.47 -29.06 73.84
Net Sales 1 ,1 12,498,97 1,170,405 1,412,535 1,339,623 -4.94 -1 7.14 5.44
COGS 422,549.53 473.547 603,404 456.387 -10.76 -21 .52 32.21
Gross profit 689,949.44 696,858 809,1 31 883,236 -0.99 -13.88 -8.39

Less Expenditure

Depreciation 156,323.16 ! 52.447.22 165.737 144,869 2.54 -8.02 14.41
Bad and Doubtful
debts 0 0 49.860 -100.00
Other Expenses 724.003.24 744,845 1 .066,599 736.174 -2.80 -30.1 7 44.88
Total Expenses 880,326.40 897,292.22 1,232,336 930,903 -1 .89 -27.19 32.38

Operating Profit -190,376.96 200,434.22 -423,205 -47,667 -5.02 -52 64 787.84
Oain on Disposal 0 0 0 0
Dividend declared 0 0 0

PPI 424.579 30.077 1 ,700 131 1 .97 1669 24
Company tax 0 0
Net Profit/tl-osslafter
tax -198,376.56 224,244.7: -393,128 -45,967 -1 84.93 -1 57.04 755.25

As can be seen from the aboA'e table. OHL has been continuously reporting operating losses (before PP
silwe 2004 . Inadequate salcs tigures compared to expenses and prot'it margins are lhe major contributir
lkctors for such an tlnsatisfactorl' perfonnance.
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2.2 FINANCIAL PO SITION 2007

2.2.1 A comparison of îhe financial position of the eompan) for the last tlu'ee l'ears is detailed in the tables
beloAs':

' Variances
E ded 31 march 2007 2006 2005 20Q4 2007 2006 ' 2005n

S $ S S % ' % %
Current Assets 326.598 160.692 132.231 265 793 1 03.24 21 .52 -50.25
Less Current
Llablllty 620.624 391 ,461 196.490 131 .182 58 54 . 99 23 49.78
W orking Capital -294,026 -230,769 -64,259 1 34,61 1 27.4 1 259. 1 2 -..J..#..L*44.

2.2.2 Current Ratio

Cttrrent Assetsc'' $326.599
Current Liabilities 5620.625

0 . 5 3 : 1

Quick Ratio

Cash '
: 5192,322

Plus: Account receiN'ablesz' r 564.106
Ctu-rent Liabilities j 5620.625

0 . 4 1 : 1

As highlighted from the aboN'e anall'sis the compan) liquiditl' is getting progressiN'ell' u'orsc from 2005 '
2007. This suggests thaî the companl' is unable to m eet all its obligations and com mitm ents immediatel) f
n'hen thel' fall due. .

5. Recom m endation for Financial Performanee and Positions

V slanagement should improq'e its perform ance b)' tbrm ulating nen' m arketing or business stratcgics i
increase sales incom e and reduce its costs. .4 s a pal4 of this thc com panl' should reN'ieu its prot
margins tbr each actiA'itl'.

V Gis'en the liquiditl' issues a cash t'low budgeî should be produced to m anagenaent on a regular bas
or closell' m onitored so as to be able to determ ine a cash Ilow position froln time îo time.

4. Aud it Fi n d ines

.1.1 Board m eeting papers

Observations
The Board mecting papers were checked and most of them wcre not aN'ailable or m issing durirtg the audit.
Belon' is the Board m eeîing papers sighted during the audit.
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' 

Board meetings issue n@. 1 Date ;
! i

N0. 52 t 28/01/07 '

Speeial m eeting 1 1 .703 /07

Recom mendation
1t is rccommended that all board meeting papers should be luaintained and kepî in a satk place

.

4.2 No Bank reconciliation for the year 2007

Observations
It B'as found that the bank reconciliation for the 2007 l'ear had not been done

. This issue u'as raised in m ).'
preA'ious audit report for 2004. -2006 and it is particularll' disappointing that this m at-ter has not been
addressed now for oA'er four successiA'e tinancial l'ears.

The bank balance disclosed in the financial statenaent u'as diftkrent to the Bank statenaent balancc as at
3 1 3 07 as shou n belou'. and in tunA could not be A'eritied b)' 1n) oft-ice.

Financial statement -$120,645. 1 5
Bank statement I $ 27.929.64 l

i 92 71s.s1 ,variance 1 -$ ,

Recom m endation
lt is critical non' after raising the issue in successiN'e atldit repol-ts îhat the OI-IL comm encc undertak-ing ballk
reconciliation on a m onthll' basis.

Response
Currentll' the A. ccount departm ent is doing their monthll' bank reconciliaîion as of 1 6t of April 2008 u'ith a
closing bank balance as at 31./03./07 of $27.929.64 .

4.3 Over draft loan account

Observations
The balance of -S l 50.375.5 1 disclosed in the l'inancial statem ent was incon'ect becausc there u'ere monlhlq'
repalrm elus being om itted in thc accounts for the m onths of NoN'em ber

. Decem ber 2006 and Januarl'. F eb
and N'Iarch 2007 at 54.250.00 .' month as per îhe bank statements.

Ledger account . $1 50,375.51
Bank statement r $129,396.52
Variance Plus interest $ 20,978.99 q
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Recom m endation
ztdiusîmem is required for omitted repayments N'alued 525,500.

Response
The Ag FM  contirm ed that auto repayments m ade b)' the Ballk on a lnonthll' basis through OHL cheque
account.

4.4 Un-deposited Cash

O bsen'ation
It u'as found that the un-deposited cash N'alued at 5202,002.54 in the current assets is incorrect.

B'ithouî the bal'lk l'econciliation. the audit chcck through other records such as Bank statements. deposit
btnok. receipt books and a diarl' bclek for daill' deptlsits and noted that the collections as aboA'e n'ere dtll)
deposited in Nlarch 2007.

Recom m endation
The tln-dcposited cash A'alued at $202.002.54 in the Balance sheet should be reN'ersed.

Response
The Ag FM explained that there's a lack of skill b)' the staff using the 51YOB uhen doing the posîings. .4h
well it should haN'e been solA'ed u'hen the Bartk reconciliation was done to shon' up if there haq'c outstanding

deposits. Properll' thel' u'ill go through this account and make aditlstment on cash haN'e been depositcd.

4.5 lnterest Bearing Deposit

ObserA'ation
A s per my prcA'ious atldiî report for the l'ear 2004 -2006. OHL did not bother to preparc its lBD schedule fol
the l'ear 2007 to record thc m oA'em ent of their IBD . and as dctailed. Furthennore. the lBD balance disclosec
in the tinaneial statem ent at 523,001 . 1 2 u'as a closing balance as at 3 1.'3 '06. that was brought foru arc
without anl' interest m attlrcd and added for the l'ear ended 3 l M arch 2007

Recom m endation
The IBD balance disclesed in the llnancial statement is incel-rect fc)r the l'ear 3 1 3/07 and needs lo bt
adjusted accordingll'. Furîhennore IBD schedules should be prepared as a prioritl'.

Preparing IBD schedule is reqtlired to show the actual lBD l'ear end balance and to prcA'elu an)
discrcpancies. miscalculation and hence to giN'e a tl'ue and correct balance in thc t'inancial statement.

Response
The Account Departm ent u'ill go tlu'ough their 1BD b)' obtaining bal)k cel-tifcate from the Bank and lo trl' 1(
prepare their IBD schedule in thcir colning 2008 tinancial account.

6 of l l
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4.6 Bounce Cheques 52,566.95

Observation

The bounce cheques could not be s'eritied due to the non listing a's ailable dttring the audit. Also it u'as noted
that these bounce cheques were being brought folavarded from pres'iotls l'ears u'ithout the details to shou'
bona t'idc pcrsons and am ounts.

Recom m endation
lt is recommended that $he bounce cheques be u'ritten 01'1'.

Response
The Account depallment cotlld not es'en trace back to tind bona fide persons duc to the non lislings. no
details and the cheques u ere gone missing and agreed to be written off prior the approN'al from the
m anagemelu.

4.7 Special Im prest

Observation
The imprest goes back seA'eral l'ears. currentll' at $5.265.04 and could not be l'erified as thcrc u'as
inadequaîe suppolling documents to shou' up the person's name and amount ou'ed.

Rccom m endation
It is recolnm ended that the im prest bc n'ritten off.

Rcsponse
The Ag F51 explained that the special imprest account n'as rclatcd to the OHL staft- s traN'el out standing
im presî when such balance u'as a brought foru'ard from preqrious J'ears. Also the supporting doculnents

were noted to be missing.

4.8 Fixed Asset

O bsenvation
'l'here' s no t'ixed asseî register for 2007 as was the case in m ) pre: iotls audit report coN'cring the h'ears 2004
to 2006. ln fact OHL has poor control oA'er its fixed assets in that solne could be hired to the pubiic and
appeared to haq'e no loan book. no physical couluing regularly and finalll' OHL has no stores procedurcs.

Repair and maintenance
The OHl- has no proper plarb' program being established on repair and m aintenance. Hou'eA'er. renoR'aîion is
can'ied out before major eN'ents such as dtlring independence. conferences and etc.

Recom m endation
lt is recommcnded that the com pany im plem ent:

* stores procedures and
immediatell' open up a asscts register. and

7 of 1 1
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* com mencc phl'sical stocktakes. and
* establish a robust maintenance plan

Response
At last îhe Ag F5,I will put this in the management attention to implement the stores procedures u'hen the
account depal-tment will maintain the t-ixed asset register. loan book and regtllar physical counting u'ill be

conducted.

.1.9 Trade Debtors

O bservation
Thc trade debtors has increased when compared with 2006 account b)' 525.41 5.00. Clearll' there has been
little action to collect the outslanding debts and this has been compounded by alloB'ing lninistries credit
facilities. .A1so m anagement had not been gone through their trade debtors to detelanine u'hich amounts are

doubtftli or bad debts that should be B'ricen off. 5.1).' office tbund manl instances n'here:
-the Organization no longer operated
-person contlrmed to bc dead
-person had left the countrl'
-Debit notes gone m issing

Further. the companl' has been experiencing poor eash flow due to the long okltstanding debts.

Recom m endation
OHL should improN'e its debt collection proeesses. ln particular dormant and unsubsîantiated debts shotlld
be written ot-f as noîed aboN'e and it is strongl),' rccom mended îhat credit u'ould not be allou'ed unless

pa) ment tbr outstandlng debts was made.

Response
It u'as cxplained lhat currentll' thel' have one account staff assigned to deal u'ith trade debtors such as.

-
to go through a1l the trade debtors account and submit the list of irrecosrerable debts to the

m anagem elu for u'ritc off actïon N'ia the board-s appros'al

-to send lctters to the indiR'iduals
-make follow up aetions
-to assist to speed up the collections

OHL has prompt collection of debts B'hen some ministries haA'e paid their outstanding debts thus most n'ere
agreed to settie thcir outstanding. A s u'ell staff delntors ssus currentll' deducted from their fortnightll'

sataries.

4.10 Trade flredit/rs

O bservationsThe trade crcditors has signitieantll' increased u'hen compared with the l'ear 2006 b)' $ l 45.73 l .00. Also it i!
noted îhat OHL has a poor cash tlow îo bul' goods on cash and secondly it Nvas unable to settle its creditors

on a timel).' basis.

2 of 1 l
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Further the compan).' has not reconciled its creditors noting there were pal'ments N'alued to $9397.31 that
u'ere miss-posted.

Recom m endation
lt is recommcnded that the company should reconcile it crediîors and make adjustment n'here necessar
Furthcrm ore the companl' should endeaq'or to improve its cash tlou' in order to settle iîs creditors on
timell' basis.

Response
lt was explained b) the accounî departmenl that the trade crediîors accotlnt was not reconciled and belieA't
that there u'ere pal'm ents has been not posted to the creditors account.

4.11 Sundry creditors

O bservation
OllL cotlld not meet its major sundrl' creditors regularll' due îo poor cash tlow such as.

Emplol'er kpfcontribution $29.749.91
Emplol'ees kpfcontrilution 544.976.00 ';
Land lcase ! S 1 8.832.77
Pal'e incolnc tax ,' $65.714.41

Recom m endation
B'c urged that the colupanl' will try to collects its debts on a timell' basis in order to meet its liabilities B'ht
thel' fall due. Also the lnanagem ent is encouraged to find B'ays to increase res'enue and cut expcnses so
can settle it debts in time.

Response
Thc ztccount departm ent has tried to settle its sundl')' creditors n'hen thel' has'e suflicient funds in the
hands Nïhen most of them were outstanding from preN'ious l'ears.

4.12 Hydroponic Loan from DBK 59,674.00

ObserA'ations
There's an increased of 5340.05 for the J'ear 2007 n'hen compared to the ) ear 2006. .A 1so 1he audit obscm'e
that there's no repal'm ents paid in 2007. As explained that the increase u'as being îhe bank chargcs.

Recom m endation
That OHL shotlld maintain its repal'ments otheru'ise the balance will incrcase.

4 . 1 3 O u t s t a n d i n g o n A u d i t F e e s

O bsen'ation
Audit fees for the l'ear ended 3 1,712/07 and prior l'ears N'alued to 55.150.00 u'as still outstanding.

9 of 1 l
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Recom m endation
OHI. is urge to clear iîs out standing audit fees thus the audit oftice can noî meet its budgeted targets a!
expecled.

Response
Thel' agreed on their out standing with the intension to be cleared uhen thel' ha&'e suft-iciem funds.

5. GENERAL PERFORM ANCE AUDIT ISSUES
The fottowing deticieniies ,$*$ el'e also noted, fol' the information of the Bom'd but at tlnis stage do not requirk
a formal management response.

5.2 Transfer of staff to other departm ents

Some s'taff had been transferved to other depammems without new job descriptions or receiA'ing nev
appointment letters which could leads to lack of understandings in caro'ing out the iob.

5.3 Procurem ent Act 2002
OHL did not compll' u itln the procurem ent act as thel' n'ere forced to obtain goods froln local suppliers ol
crcdit.

5.4 No proper training on AIYOB package
ztccount staffs u ere not trained on X'IYOB since it n'as installed in 2004 and haR'e causc a lack of
understanding in operating this package.

5.5 No proper procedu re ovcr stock
It u'as obsen'ed that the (IHL has no documented stock proccdures. Being implemented N'erballl' the risk is
that the procedures could change from time to time when manager' s and k e)' staff change.

5.6 OHL'S conditions of servicc

There were num ber of staff has'e not l'et read the OHL'S conditions of sen'ice.

l 0 o f l l
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AUDIT O PINIO N

Scope
i haN'e audited the accounts ofthe Otintaai Hotel Lim ited for the l'ear ended 3 l st M arch 2007.

The preparaîion and the presentation of the accounts and the infonuation containcd therein. as u'ell as tl'
exislence of internal controls, which should be fulll' effectiN'e for the preA'ention of error or fraud. are 11
responsibilities of the Companl'. Nl)' responsibilitl' is to express an opinion on the accounfs bascd on lr
audit as required b)' Part :,:11 of the Public Finance (Control and Audit) Ordinance l 976 and the Compar
Ordinance.

I conducted m )' audit in accordance with the nonnalll' acceptcd auditing Standards and Statutol
requiremcnts to proA'ide reasonable assurance as to u'hether the accounts are free from material n1i
statements, 5.1)' procedures include examination. on a test basis. of eN'idence suppol-ting the am ount ar
ether disclosures in the account and the eq'aluation of accotlnting policies and signit-icant accountir
estilnates.

'l'hese procedures haN'e bcen undertaken to form an opinion as to u'heîher. in a11 m aterial respects. tl'
accounts are presented fairl).' în accordance n'ith the nonnalll' acccpted Accounting Concepts and Statutol
l'equirements. so as to present a A'ieu' of the Companl' B'hich is consistent wiîh m)' understanding of i
financial position, the results of its operations and its cash flou's.

Qualification
l am unable to satisfl' ml'self wiîh the correctness of t'i gurcs presented in the account due to the lbllowing:

:) No Bank reconciliation tbr the l'ear 2007
In-correct bank oA'erdraft loan balancc as at 3 1 /3/07
Un-deposited cash f'igures were incorrect. and bounced cheques and the Special lmprest could not 17
substantiated
No intcrest added to 1BD durikg the ) ear.
No asset register
Pal'ments m iss-posted in trade creditors account

Audit Opinion
In m)' opinion. becatlse of the existence of the lim itation on the scope of 1'n)' audit u'ork as described in th
preceding qualifications paragraph. 1 am unable to and do not express an opinion as to n'hether financil
staîements presented fairly in accordance with applicablc Aeeounting Standard. the Com pan) Ordinance l 97
and the m andatorl' professional reporting requirements of the linancial position of Otintaai Holel Lim ited as :
3 1 s.larch 2007 and the results of its operations and its cash tlows for the l'ear then ended.

F r -

Raim on Taake
Auditor General
Kiribati National Audit Oft-ice
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