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The National Audit Office of the Republic of Kosovo is the highest 

institution of financial control, which for its work is accountable to 

the Assembly of Kosovo.  

Our Mission is through quality audits to strengthen accountability 

in public administration for an effective, efficient and economic use 

of national resources.  

The reports of the National Audit Office directly promote 

accountability of public institutions as they provide a base for 

holding managers’ of individual budget organisations to account. 

We are thus building confidence in the spending of public funds 

and playing an active role in securing taxpayers’ and other 

stakeholders’ interests in enhancing public accountability.  

This audit is carried out in line with internationally recognized 

public sector auditing standards and good European practices. 

The Auditor General has decided on the audit opinion on the 

Annual Financial Statements of the Municipality of Novo Brdo in 

consultation with the Assistant Auditor General, Naser Arllati, who 

supervised the audit. 

The report issued is a result of the audit carried out by Mirlinda 

Beqiri, (Team Leader) Ejup Simnica, Besim Lezi and Elvir Krasniqi 

(team members) under the management of the Head of Audit 

Department Luljeta Morina.  

 

 

NATIONAL AUDIT OFFICE- Address: Str. Ahmet Krasniqi no 210, Arbëria, Prishtina 10000, Kosovo 
Tel: +383(0) 38 60 60 04/1011 

http://zka-rks.org  
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Executive Summary  

This report summarises the key issues arising from our audit of the Municipality of Novo Brdo for 

2018, which includes the Opinion of the Auditor General on Annual Financial Statements. 

Examination of 2018 financial statements was undertaken in accordance with the International 

Standards of Supreme Audit Institutions (ISSAIs). Our approach included tests and procedures that 

were necessary to arrive at an opinion on the financial statements. The applied audit approach is set 

out in the External Audit Plan dated 27/09/2018.  

Our audit focus has been on: 

 

The level of work undertaken to carry out the audit was determined depending on the quality of 

internal controls implemented by the Management of the Municipality of Novo Brdo.  

Opinion of the Auditor General 

Qualified Opinion with Emphasis of Matter  

The Annual Financial Statements for 2018 present a true and fair view in all material aspects, except 

for material overstatement of the budget for revenues in amount of €100,000. In addition, we do not 

provide assurance that salary expenditures present a true view, as we were not provided evidence 

on attendance at work for several education employees. 

Emphasis of Matter 

As the emphasis of matter, we draw your attention to the fact that:  

The condition of assets, accounts receivable and liabilities was not presented fairly in the annual 

financial statements. Furthermore, there were no disclosures of contingent liabilities, and open and 

unjustified advances. 

For more details, refer to Section 2.1 of this report.  

Annex I explains different types of Opinions in line with ISSAIs. 

Annual Financial 
Statements

Financial 
Management and 

Control

Implementation of 
recommendations 
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Key Conclusions and Recommendations  

 

 

 

 

 

Management response to audit 2018  

The Mayor agreed with the findings and conclusions of the audit, and has commit to address all 

the recommendations given.  

The National Audit Office evaluates the cooperation of the management and the staff of the 

Municipality during the audit process. 

The Qualification of Opinion and 
the Emphasis of Matter reflect 

weaknesses in controls to confirm 
The AFS production process and 

their disclosures. 

The Mayor should analyse the reasons for 
the 2018 Qualification of Opinion and 

Emphasis of Matter and identify actions 
required to enable a true and fair 

representation of assets in 2019 (see 
recommendation B1). 

The AFS production process was 
poorly managed. It contains a 

number of financial errors, lack of 
disclosures and uncertainties 
identified during the audit.

The Mayor should ensure that the 2018 
AFS production process incorporates a 

final review of the Management in charge 
with the AFS declaration only signed after 

all necessary actions have been applied 
(see recommendation B1).

)

Budget planning and execution, 
expenditure classification, 

revenues, wages, procurement 
costs are areas where controls are 

not yet functional.

The Mayor should apply a detailed 
assessment of the areas of concern 

highlighted in this report to identify 
reasons for weaknesses and action needed 

to address these (see issues A1-A13 and 
B2).

Although internal controls have 
operated effectively in several 

areas, evident weaknesses have 
been noted in asset management, 

receivables and liabilities.

The Mayor should carry through a 
detailed assessment of procurement 

process and strengthen controls where 
failures in the process have been 

identified (see issues B3, B5).

Governance arrangements related 
to accountability, risk management 

and mangement reporting are 
poor.

The Mayor should ensure that Governance 
arrangements are critically reviewed to 
ensure appropriate changes are made to 

improve accounability arrangements and 
management reporting to increase 

operational effectiveness (see issues B6).
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1 Audit Scope and Methodology 

The Audit involves examination and evaluation of Financial Statements and other financial records, 

as follows: 

 Whether the financial statements give a true and fair view of the accounts and financial 

affairs for the audit period; 

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

regulations;  

 Whether the internal controls and internal audit functions are appropriate and efficient; and 

 Whether have been taken appropriate actions for implementation of audit 

recommendations. 

Audit work undertaken is based on risk assessment. We have analysed Municipality’s business, the 

level of reliance on management controls, in order to determine the level of detailed testing required 

to provide the necessary evidence and that support the opinion of the AG. 

Our procedures have included a review of internal controls, accounting systems and related 

substantive tests, as well as related governance arrangements to the extent considered necessary for 

the effective performance of the audit. Audit findings should not be regarded as representing a 

comprehensive statement of all the weaknesses that may exist, or of all improvements that could be 

made to the systems and procedures operated.  

The following sections provide a detailed summary of our audit findings and recommendations in 

each area of review. Management’s responses to our findings can be found in Annex II.  
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2 Annual Financial Statements and other External 

Reporting Obligations  

Our audit of the Annual Financial Statements (AFS) considers both compliance with the reporting 

framework and the quality and accuracy of information presented in the AFS, including the 

declaration made by the Chief Administrative Officer and Chief Financial Officer. 

The declaration on presentation of AFS includes a number of assertions relating to the compliance 

with the reporting framework and the quality of information within the AFS. These assertions 

intend to provide assurance to the Government that all relevant information has been provided to 

ensure that an audit process can be undertaken.  

2.1 Audit Opinion  

Qualified Opinion with Emphasis of Matter  

We have audited the AFS of the Municipality of Novo Brdo for the year ended on 31 st of December 

2018 which comprise of the Statement of Cash Receipts and Payments, Budget Execution Statement 

and the Explanatory Notes of the Financial Statements.  

In our opinion, except for the effects of the issue described in the Basis for Qualified Opinion 

paragraph, the Annual Financial Statements for the year ended on 31 st of December 2018 present a 

true and fair view in all material respects in accordance with International Public Sector Accounting 

Standards (cash based Accounting), Law no.03/L-048 on Public Finance Management and 

Accountability (as amended and supplemented) and Regulation MoF no.01/2017 on Annual 

Financial Reporting by Budget Organisations.  

Basis for Qualified Opinion 

The AFS presentation was followed by the following weaknesses: 

 Article 14, Budget execution report, cash inflow into treasury account, non-tax revenues as 

a budget, were materially overstated by €100,000, and their execution was overstated by 

€1,000 as well; 

 Article 14, Budget execution report, the final budget of designated donor grants was 

incorrectly presented in the value €34,285 or €5,788 less, while the grant execution was 

overstated by €13,007; and 

 In 14 out of 20 audited cases in the education directorate, we were not provided evidence on 

work attendance, hence, it was impossible to confirm that teachers attended work during 

2018. Gross salary paid to these employees during this period of time was in the amount of 

€43,393. Moreover, this finding is addressed within A7 issue.  
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The reason behind these errors is the lack of professional competence of officials assigned with this 

responsibility, even though the Municipality justifies it as technical error. 

Our audit was conducted in accordance with International Standards of Supreme Audit Institutions 

(ISSAIs). Our responsibilities under those standards are further described in the Auditor’s 

Responsibilities for the Audit of the AFS section of our report. NAO is independent of the 

Municipality in accordance with the ethical requirements that are relevant to our audit of the annual 

financial statements of Budget Organisations in Kosovo and we have fulfilled other ethical 

responsibilities in accordance with these requirements. We believe that the obtained audit evidence 

is sufficient and appropriate to provide a basis for the qualified opinion. 

Emphasis of Matter 

We would also like to draw your attention to the fact that:  

 Article 16, Disclosures of Accounts Receivable, the Municipality did not present the balance 

of accounts receivable from leases, thus understating them by €11,965; 

 Article 17, Report on outstanding liabilities was incomplete, excluding nine payments in the 

amount of €11,374. These payments were made in the first months of 2019. Subsequently, 

the contingent liabilities have been understated by €9,877 (which were presented with zero 

value in the AFS) and outstanding liabilities in the amount of €1,497;  

 Article 19, Capital assets were understated due to unregistered assets, while, non-capital 

assets and stocks were disclosed with zero amount. From 22 audited payments for capital 

investments (assets acquired in the amount of €217,016), were registered only five payments 

in the amount of €104,448. Unrecorded amount of capital investments is €102,6591. This took 

place due to lack of proper formal communication/cooperation between the finance unit 

and the assets officer; and 

 Article 20, Reports on unjustified advances, was not disclosed an unclosed advance payment 

in the amount of €2,581. 

The reason for these errors is lack of professional competence of officers assigned with this 

responsibility. Our opinion is not qualified related to these issues. 

 

                                                 
1 Removing the identified payments due to incorrect classifications.  



ZYRA KOMBËTARE E AUDITIMIT - NACIONALNA KANCELARIJA REVIZIJE - NATIONAL AUDIT OFFICE 

 

 9 

Key Audit Matters 

In addition to the issues described in the Basis for Qualified Opinion, we conclude that there are no 

key audit matters to be communicated. 

Responsibility of the Management for AFS 

The Mayor of Municipality of Novo Brdo is responsible for the preparation and fair presentation of 

financial statements in accordance with International Public Sector Accounting Standards – 

Financial Reporting under the Modified Cash based Accounting and for such internal control as 

management determines is necessary to enable the preparation of financial statements that are free 

from material misstatement, whether due to fraud or error. This includes the application of Law 

number 03/L-048 on Public Finance Management and Accountability (as amended and 

supplemented).  

The Mayor is responsible to ensure oversight the Municipality’s financial reporting process.  

Auditor General’s Responsibility for the Audit of the AFS  

Our responsibility is to express an opinion on the AFS based on our audit. We have conducted our 

audit in accordance with ISSAIs. These standards require that we comply with ethical requirements 

and plan and perform the audit to obtain reasonable assurance about whether the financial 

statements are free from material misstatements. 

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in 

accordance with ISSAIs will detect any material misstatement that might exist. Misstatements can 

arise from fraud or error and are considered material if, individually or in the aggregate, they could 

influence the decisions taken on the basis of these AFS. 

An audit involves performing procedures to obtain evidence about the financial records and 

disclosures in the AFS. The procedures selected depend on the auditor’s judgment, including the 

assessment of the risks of material misstatement in the AFS, whether due to fraud or error. In 

making those risk assessments, the auditor considers internal control relevant to the entity’s 

preparation of the financial statements in order to design audit procedures that are appropriate in 

the entity’s circumstances, but not for the purpose of expressing an opinion on the effectiveness of 

the entity’s internal control.  

An audit also includes evaluating the appropriateness of accounting policies used and the 

reasonableness of accounting estimates made by Management, as well as evaluating the 

presentation of the financial statements. 
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2.2 Compliance with AFS and other reporting requirements  

Municipality is required to comply with a specified reporting framework and other reporting 

requirements. We have considered:  

 Compliance with MoF Regulation no.01/2017 on the Annual Financial Reporting of Budget 

Organisations; 

 Requirements of LPFMA no. 03/ L-048, (as amended and supplemented); 

 Law on Local Government Finance No. 05/L-108, amending and supplementing the Law 

no.03/L-049;  

 Compliance with Financial Rule no.01/2013 on spending public money and 02/2013 on asset 

management; 

 Law on budget 2018, no. 06/L-020; 

 Action Plan on implementation of recommendations;  

  The procurement plan and the report on signed public contracts; 

 Regular quarterly reports for the Municipal Assembly and discussion of IA and NAO reports 

by the MA; 

 Other budget reporting requirements, such as monthly and quarterly reports, operational 

reports (performance); and 

 Requirements of Financial Management and Control (FMC) procedures. 

In the context of the AFS, besides the issues mentioned, in the basis for opinion and emphasis of 

matter, we identified the following non-compliances:  

  Note 4 - Municipal expenditures, the final budget was understated by €1,000;  

 Article 14.6 - disclosure of initial and final budget allocations, changes and final allocation 

of the budget according to the KFMIS – inflows, Municipality did not present any budget 

adjustments that are allowed during the year. Final change of the budget was not accurate 

in the value of €21,0002; 

 Article 21 – in the report on unspent own source revenues, the Municipality has inaccurately 

disclosed the amount of €40,000 as remained amount to be carried forward in 2019 and not 

€65,409, thus understating unspent revenues by €25,409;  

 Article 25 – In the report on the number of employees according to the payroll list, the 

Municipality has disclosed 363 employees, while based on December payroll list there were 

                                                 
2 The Municipality had a budget from the government grant in the category of wages by €32,164; while the 

budget for the other spending categories increased by €97,396, due to revenues carried forward, donations, and 

the borrowing fund. Changes in the final budget should be €65,232.  
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3823 employees. The Municipality has understated the number of full time employees by 19 

employees, and were missing comparative periods for two (2) prior years; and 

 Article 26 – In the report on number of employees outside the payroll, were inaccurately 

disclosed persons hired with specific service agreements, while Article 27 requiring such 

disclosure remained blank.  

The above findings indicate that the AFS production process was poorly managed.  

DECLARATION MADE BY CHIEF ADMINISTRATIVE OFFICER 

Given the above - the Declaration made by the Chief Administrative Officer and Chief Financial 

Officer when the draft AFS are submitted to the Ministry of Finance can be considered to be incorrect 

as during the audit were identified material errors emphasised at the audit opinion and other issues, 

and disclosures that have had impact on the emphasis of matter.  

In the context of other external reporting requirements, we have identified the following non-

compliance:  

 The Municipality had not reported the progress achieved of capital investments in 

accordance with Article 17.4 of the Law on Budget no. 06/L-020 which requires that, within 

three (3) weeks from the end of each three (3) months, the Chief Financial Officer of every 

Municipality shall submit to the Mayor a detailed report on the progress achieved in the 

implementation of all capital projects with a value greater than ten thousand (10,000) Euro. 

A copy of such report shall be submitted to the Minister as well. 

2.3 Recommendations related to Annual Financial Statements 

Recommendation B1 The Mayor should ensure that an analysis is made to determine the reasons 

for the Qualified Opinion with Emphasis of Matter in this report. Specific 

actions should be taken to strengthen controls to ensure that all notes to the 

AFS are presented in compliance with requirements of MoF Regulation on 

Annual Financial Reporting. Furthermore, the Mayor should ensure that all 

municipal assets (are recorded in the asset registers) and accounts receivable, 

as well as the liabilities should be properly disclosed in the AFS.  

Furthermore, the Mayor should ensure that effective processes are 

established to confirm that the drafting plan of AFS for 2018 addresses all 

issues related to compliance. The Declaration made by the Chief 

Administrative and Financial Officer should not be signed unless all the 

necessary checks have been applied to the AFS. 

                                                 
3 299 full-time employees, 1 with zero, and 82 part time employees.  
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3 Financial Management and Control 

Our work related to Financial Management and Control (FMC) reflects the detailed audit activities 

undertaken on Revenue and Expenditure Systems within Budget Organisations. Specifically, we 

have handled budget management, procurement, human resources as well as assets and liabilities. 

Financial Management and Control Conclusion 

In the context of financial systems, controls over planning, budget execution, revenues and 

expenditures in general require further improvement. The main areas where more improvements 

are needed are, budget execution and proper classification of expenditures. Controls should be 

functional to eliminate irregularities in the area of revenues, in particular property tax, rents and 

construction permits. Additional activities should also be undertaken considering, planning, 

contracting and execution of expenditures related to procurement. In addition, special attention 

should be given to personnel management, recruitment and payroll processes based on the 

attendances of hired staff. Asset management, obligations, liabilities and accounts receivable 

requires the application of additional actions or adequate mechanisms by the Management.  

3.1 Budget Planning and Execution 

We have considered the sources of budget funds, spending of funds and revenues collected by 

economic categories. This is highlighted in the following tables: 

Table 1. Sources of budgetary Funds (in €) 

Description 
Initial 

Budget 
Final 

Budget4 
2018 

Outturn 
2017 

Outturn 
2016 

Outturn 

Sources of Funds  2,660,394 2,725,625 2,546,027 2,342,124 2,098,485 

Government Grant -Budget  2,400,428 2,368,264 2,348,959 2,114,032  1,810,180 

Carried forward from previous 
year5 –  

- 
 

46,181 

 

24,017 

 

40,564 

 

61,903 

Own Source Revenues6 238,319 238,318 149,007 159,618  203,847  

Financing through Borrowing 21,647 32,790 2,793 - - 

Domestic Donations - 18,221 0 15,266  3,928 

External Donations  - 21,851 21,251 12,644  18,627 

The final budget in relation to the initial budget was increased by €65,231. This increase is as a result 

of revenues carried forward from the previous year in the amount of €46,180, domestic donations 

                                                 
4 Final budget – the budget approved by the assembly, which was subsequently adjusted for by the Ministry of Finance.  
5 Own Source Revenues unspent in previous year carried forward into the current year.  
6 Receipts used by the entity for financing its own budget.  
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€18,221, foreign donations €21,851, funding increase from borrowing fund in the amount of €11,143, 

as well as budget cuts in amount of €32,164 under authorisations of the MoF.  

In 2018 the BO has spent 93% of the final budget or €2,546,027, or 4% less compared to 2017. 

However, the budget implementation has several shortcomings that are explained below.  

Table 2. Spending of funds by economic categories - (in €)  

Description 
Initial 

Budget 
Final 

Budget 
2018 

Outturn 
2017 

Outturn 
2016 

Outturn 

Spending of funds by 
economic categories 

2,660,394 2,725,625 2,546,027 2,342,124 2,098,485 

Wages and Salaries 1,889,443 1,857,279 1,857,279 1,767,008 1,740,370 

Goods and Services  235,017 251,348 216,752 152,556 161,882 

Utilities 46,000 46,510 46,456 47,001 55,456 

Subsidies and Transfers 9,521 10,063 10,058 10,670 11,355 

Capital Investments  480,413 560,425 415,482 364,888 129,422 

Explanations for changes in budget categories are given below: 

 Despite the increase of budget in the capital investments in the amount of €80,012, only 74% 

of the budget was spent. Public Investment Program includes several ongoing projects from 

the previous year and several new ones for the current year; 

 Wages and Salaries budget has been decreased by €32,164 while, Goods and Services budget 

has increased by €16,331. Budget increase of goods and services includes revenues carried 

forward from the previous year in amount of €9,645, as well as financing through borrowing 

€6,686. 

  Municipality of Novo Brdo has received grants from domestic donors in the amount of 

€18,221, which were allocated for the project of subsidizing farmers on Agricultural 

Mechanism. While the budget was not implemented at all, the project was implemented 

from the general grant fund (fund 10). 

 The municipality was a beneficiary of another grant from the Swiss Government for the 

project “enhancing school performance” in amount of €21,851, which was spent at 97%.  

 In the initial budget the municipality had funds from financing through borrowing in the 

amount of €21,647, while, in the final budget the amount was increased by €32,790. The 

Municipality had no knowledge of these additional funds and the level of their 

implementation was low, as projects were carried forward for the following year.  
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Issue A 17– Low implementation of capital investment budget  

Finding  The actual level of budget implementation for capital investments is the main 

challenge faced by the municipality. A large percentage of spending was 

concentrated in December (about 31% of the outturn), and once more, only 

74% of the budget of this category was spent. This was a result of a poor 

planning of expenditures in this category. 

Risk Low implementation of capital investment budget, will result in inefficient 

use of available resources. For the municipality, non-fulfilment of the capital 

investment program will result in a fewer projects being implemented for the 

benefit of the citizens, which also affects their wellbeing as taxpayers.  

Recommendation A1 The Mayor should undertake a systematic assessment of the reasons for the 

low implementation of capital investment budget in 2018, and determine the 

practical options for improving its implementation in the coming years. 

Where initial budget planning is inaccurate, this should be fully reflected in 

the final budget position. 

                                                 

7 Issue A and Recommendation A - means new issues and recommendations.  
  Issue B and Recommendation B – means repeated issues and recommendations.  
  Issue C and Recommendation C - means partially repeated issues and recommendations.  
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Issue A 2 - Classification of expenditures in inadequate categories 

Finding  In 2018, the Municipality paid, recorded inaccurate classification of 

expenditures in the amount of €16,228, as a result of poor budget planning, 

overestimation/underestimation of economic categories has been caused. 

The recorded expenditures were not in accordance with Article 18.2.4 of the 

Regulation 01/2013/MoF on spending public money, chart of accounts and 

administrative instruction AI 2005/08 which defines, proper classification of 

expenditures.  

 The amount of inaccurate classification of expenditures in the 

category of goods and services reached €6,320; out of which, €4,320 

were spent on supply with cows, expenditures related to capital 

investments – Capital transfers for non-public entities. While, the 

payment in amount of €2,000 for subsidizing the NGO for the 

implementation of the project “Assisting graduates of minority 

communities on getting involved in public administration at central 

and local level of Kosovo” belonged to expenditures for subsidizing 

public entities, 

 The amount of inaccurate classification of expenditures in the 

category of capital investments reached €9,908; out of which €6,973 

have been spent for wages based on court decisions, while €2,935 were 

expenditures for goods and services for the project – Colouring 

Schools and Health facilities at the Municipality of Novo Brdo. 

Risk Incorrect classification of expenditures gives wrong information to the user 

and the decision maker. Furthermore, such payments result in additional 

costs and increases the risk for not achieving the objectives set. 

Recommendation A2 The Mayor should ensure undertaking necessary activities, to plan a 

sufficient budget for covering liabilities/obligations with which the 

Municipality expects to face, to prioritize the payment of these liabilities on 

time, and present the expenditures correctly by economic categories and by 

real nature of expenditures.  
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3.1.1 Revenues  

Revenues generated by the Municipality of Novo Brdo in 2018 totalled €165,823. These relate to, 

revenues from property tax, revenues from construction licenses, administrative fees, revenues from 

rent etc.  

Table 3. Own Source Revenues (in €) 

Description 
Initial 

Budget 
Final 

Budget  
2018 

Receipts 
2017 

Receipts 
2016 

Receipts 

Own source revenues  238,319 238,319 165,823 192,030 237,259 

Total 238,319 238,319 165,823 192,030 237,259 

Besides revenues presented in the table, the Municipality had indirect revenues in the amount of 

€26,429 (€17,495 from fines issued by police, €3,490 court fines and €5,444 from forest agency).  

Own source revenues in the amount of €173,024 were spent for the Municipality purposes, while 

the remainder of revenues collected in the amount of €65,409 were transferred to be spent in 2019.  

Recommendations  
 

Issue  A3 – Non-compliance with legal procedures during issuance of construction permits  

Finding  The Municipality issued construction permits that does not comply with the 

procedures under the Law on Construction No. 04/L-110. 

In 4 audited cases, the Municipality did not issue a confirmation over receipt 

of the applicant requests, a requirement of Article 20.2 of the Law on 

Construction stipulates that, upon application for a construction permit, the 

competent body shall issue a confirmation of application to the applicant. 

Furthermore, the applications request was not referenced nor signed, thus, it 

disables confirming the date of receipt of the request for construction permit.  

Under article 20.3.2 of the Law on Construction, the administrative legal act 

establishing the terms of construction shall be attached to request for 

construction permit. In three cases, the acts on establishing the terms of 

construction were not attached to the application requests received by 

applicants for construction permits (non-residential buildings). 

Further, the Municipal Environmental Permit (MEP) is a condition for 

obtaining a construction permit, a requirement under article 20.3.5 of the Law 

on Construction. When applying for a construction permit, an Environmental 

Impact Assessment shall be attached for those construction works as required 

by the Law on Environmental Protection no. 03 / L-025, the Municipality in 

these three cases failed to implement this legal obligation.  
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Moreover, according to Administrative Instruction MESP no. 01/2017, on the 

issuance of the Municipal Environmental Permit, Article 6.2 Municipal 

Environmental Permit (MEP) is a condition for obtaining a construction 

permit and conducting of the respective activity for these buildings. The 

Municipality was not aware that the Law requires the environmental permit, 

and according to official declarations, issuance of environmental permits was 

never applied. 

This situation was a result of insufficient resources as well as the negligence 

or inattention of officers in charge, who were not aware over compliance 

requirements with legal procedures during the process of issuing 

construction permits.  

Risk Identified shortcomings resulted in non-compliance with applicable Law and 

rules. Besides, the Municipality did not utilize the legal opportunity for the 

collection of revenues by using those cases, as the application of 

environmental permits would result in receiving fees and collection of 

revenues from this activity. 

Recommendation A3 The Mayor should ensure undertaking a review of controls related to the 

management process of construction permit, and that the controls have been 

re-designed to address the issue. Revised processes should ensure that, the 

chronology of the application processes is adhered and the construction 

permits are issued only when all legal requirements are met, such as, 

construction conditions and environmental permit.  

Issue  A4 - Irregularities in the calculation of property tax revenues 

Finding  Under the Law on Immovable Property Tax No.03/L-204, Article 9, lit is 

stipulated that “Every natural person who, on or before 1 March of a tax 

period, establishes that the property or residential unit serves as his or her 

principal residence, shall be allowed a deduction of ten thousand (€10,000) 

from the taxable value of the property”. In five cases we noticed that 

taxpayers benefited from the deduction allowed on principal residence even 

if they had in possession more than one property, this resulted in 

underestimation of revenues by €75 per year. 

Further, under the article 1 of the municipal regulation on location based 

property, three zones are defined which present significant differences over 

valuating the property to be taxed. In three cases the property to be taxed, 

was not evaluated according to tax zones set out in the regulation, in the first 

case, the tax for this property was estimated by zone III, whereas according 

to the regulation, it belonged to zone II, and in two other cases the properties 

were evaluated based on zone III, while they belonged to zone I. Financial 

error in this case is €70 per year. 
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In one case, the property belonging to category for commercial purposes, was 

categorized as industrial. This resulted in understating tax obligation in 

amount of €23/year. 

These errors occurred as a result of the lack of review by the officials, that did 

not verify and confirm the data they enter in the system. Although the 

financial effect of observed discrepancies is not considered to be high, the 

very existence of such deficiencies, is an indication of the lack of internal 

control effectiveness. 

Risk The situations of this nature, result in incorrect charges on property tax, 

thereby, understating tax obligations cause losses to the municipal budget.  

Recommendation A4 The Mayor should ensure functionality of controls and monitoring of 

recording process by the Tax Manager, by entering real data of properties. 

Furthermore, ensure that, the existing weaknesses in the system are identified 

and eliminated during the verification process considering factual situation 

on the ground, with the purpose of imposing real tax charges. 

Issue A 5 - Incomplete information on taxpayer files 

Finding  Based on Article 14 of AI No. 03/2011, the following information shall be 

obtained from the operators when entering the data in the system: building 

number, unit number and taxpayer number. Furthermore, article 5.8 of the 

same Instruction provides that, the taxpayer files shall also contain picture of 

the buildings. Article 12 of this Instruction stipulates that, the responsible 

Municipal Property Tax Officer should review all data as well as verify and 

confirm them.  

In five out of eight audited cases, taxpayers were issued more than one 

identification number. In one case, there were no pictures of the property as 

well as the personal number of the taxpayer. 

This resulted due to the negligence of field surveyors and lack of review by 

the officers entering data into the system.  

Risk Incomplete information on taxpayer files, do not provide a true view of 

taxable properties and hinders fair tax calculation. 

Recommendation A5 The Mayor should request from the Property Tax Office, a detailed mid-term 

plan to eliminate identified weaknesses, monitor the implementation of that 

plan on a regular basis and eliminate the identified weaknesses accordingly. 
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Issue A 6 - Delays over collection of rent payment  

Finding  Based on the agreements signed by the municipality as a lessor for leasing the 

municipal immovable property, the monthly/annual rent shall be paid 

within the deadline specified in the contract8. 

In four audited cases, there were delays by the lessees in paying the 

obligations to the Municipality, and there were two cases when the 

municipality had taken no steps to collect these revenues. The amount of the 

debt was €11,965. 

Non-regular billing by the municipality, failure to apply effective revenue 

collection measures resulted in delays over collection of rental revenues and 

followed by irresponsibility of lessees to pay the rent. 

Risk Poor management of the property related lease agreements, increases the risk 

of the municipality having poor performance in collecting revenues and 

failure to implement projects that are expected to be financed by these 

revenues, as well as, the consistent increase of municipal accounts receivable. 

Recommendation A6 The Mayor should ensure an effective management of lease agreements and 

establish effective mechanisms for the collection of revenues in accordance 

with the contractual terms. The respective departments managing those 

revenues should apply regular billing and collection, otherwise actions for 

contract termination should be taken.  

3.1.2 Wages and Salaries 

The final budget for the category of wages and salaries was €1,857,279, or 100% of the budgeted 

amount during the year was spent. Wages and Salaries are paid through a centralised payment 

system managed by MPA and MoF.  

                                                 
8 For the agreement No. 02-531 monthly payment should be made by day three of each current month, for agreements 02-725 and 09-

221 rent payments by April 1 for the previous year, as well as the agreement 01-469 stipulates that the payment shall be processed till 

30 of November of the current year. 
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Recommendations 

Issue A 7 - Failure to provide evidence/lack of arguments for attendance at work 

Finding  Pursuant to Administrative Instruction on enforcement of Rights and 

Responsibilities for National Audit Office and the Audited Entities, article 

11.2 requires that BO Officers who are subject to audit are obliged to respond 

to the requests of NAO authorized personnel regarding all audit related 

issues. further, based on article 13.5 under the request of authorized 

personnel, the responsible officer of the entity, within a reasonable time 

should, provide any information requested, present and provide reliable and 

relevant evidence, and provide the required documents in line with duties 

under the management or control of that officer. 

In 14 out of 20 audited cases in the education directorate, we were not 

provided evidence on work attendance, hence, it was impossible to confirm 

that teachers attended work during 2018. Gross salary paid to these 

employees during this period of time was in the amount of €43,393.  

Failure to provide such evidence was due to the fact that these employees are 

assigned at schools managed by parallel structures, although the teachers in 

question are paid from the Budget of the Republic of Kosovo. The 

Municipality selected by vacancy announcement or recruited directors who 

are paid from the municipal budget for the management of the same 

institutions. 

Risk Failure to provide all the requested documents for audit is in contradiction of 

legislation and limits the possibility of conducting regular audit of payroll 

expenditures in these cases. Wages for the employees who may be fictitious 

or not working at all, represent basis for fraud and may result in financial 

losses for the municipality. 

Recommendation A7 The Mayor should ensure that all employees of the schools that operates 

within the scope of the Municipality are managed and provided their 

contribution-service for which they are remunerated. The lack of arguments 

for work attendance requires the application of measures against those 

holding responsibility and provision of accountability for the situation 

outside control. 
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Issue  A8 – Weaknesses in the recruitment process  

Finding  AI 07/2017 on regulating public sector vacancy procedures, article 9.5 

provides that applicants shall take a test prior getting employed. The case of 

two employees employed in education/teachers for citizenship education 

and geography, the municipality did not conduct written testing, but only 

interviewed potential candidates. 

The municipality did not adhere the criteria specified in the vacancy9 during 

selection process for the recruitment of candidates for the post of “Planning 

and Development officer” and “Emergency Officer”. Based on the vacancy 

for the post of planning and development officer, the candidate should have 

completed the faculty of construction or architecture while, the admitted 

candidate has completed only high construction school. 

Whereas the candidate for the post of “Emergency Officer”, based on the 

vacancy, should have completed the Faculty of Emergency Management and 

one year of work experience, the selected candidate had completed the 

faculty of geography and had no working experience. 

This situation occurred due to the lack of competence of officers holding 

responsibility, or poor knowledge over the Legislation and procedures to be 

applied when recruiting. Furthermore, the selection committee in charge was 

not competent to perform the obligation or a fair criteria-based assessment. 

Risk The Municipality risks inadequate management of human resources, 

resulting in admission of incompetent employees on posts where adequate 

staff is needed. Failure to follow the requirements arising from relevant rules 

related to announcement and establishment of employment relationship 

allow irregular interventions in recruitment processes and inadequate 

controls over admission of new employees. 

Recommendation A8 The Mayor should review the causes that reflected poor human resource 

management, and ensure designing of proper controls, hence, the 

recruitments process is followed by transparency, competitiveness and in 

compliance with legal requirements, by holding accountable the persons in 

charge for application of legal recruitment procedures and fair evaluation of 

applicants.  

                                                 
9 Regulation no. 02/2010 on the Procedures for Recruitment in the Civil Service, article 19, Review of applications is the firs t stage of 

selection in the recruitment process. The purpose of review is to prepare a shortlist  of qualified candidates in order to proceed further, 

following evaluation of: profile, merits and their compliance with the requirements set for respective post.  
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3.1.3 Goods and Services and Utilities  

The final budget of Goods and Services in 2018 was €297,857, out of which €263,208 were spent. 

Those relate to other contractual services, utilities, fuel and other expenses.  

Recommendations 

Issue  B2 – Irregular hiring of staff for special services 

Finding  Hiring of employees should be made only in those cases, when a certain 

specific work requires an expert of relevant area. Law on Civil Service Article 

12.4 Fixed-term appointments of less than six (6) months shall be governed 

by contracts called “Special Service Agreements” and shall be regulated by 

the Law on Obligations (LO) and a simplified recruitment procedure. Our 

review over hiring employees with special service agreements, identified that 

the municipality hired 6 employees with special service agreements: vehicle 

registration officer, water supply network maintenance officer in the 

Municipal territory, water supply bill cashier as well as consumer and cashier 

officer. These employees were selected without any procedure., and in five 

cases they exceeded the legal time limit of hiring the employees for the period 

over 6 months. 

Risk Disregarding recruitment procedures when signing agreements for special 

services increases the risk of recruiting inadequate persons to perform the 

required services and does not provide equal opportunity to all potential 

competitors. 

Recommendation B2 The Mayor should ensure that hiring of officers with special service 

agreements is made only in specific cases, when a certain project or work 

cannot be completed with the actual staff within institution, but an expert of 

a specific field of work is required. Furthermore, hiring by contract or special 

service agreement shall be done in compliance with legal requirements to 

ensure that hiring is carried out through competitive and transparent process. 
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Issue A 9 - Delays in paying the invoices 

Finding  The Municipality, in five cases did not pay the invoices within the legal 

deadline as required by Article 39.1 of LPFMA no. 03-L048. Under this article, 

it is required that any valid invoice and payment claim for goods and services 

supplied and/or works performed for the budget organization be paid within 

thirty (30) calendar days. The reasons for delays was the lack of budgeted 

funds. Delays ranged from one month to 16 months. 

Risk Failure to pay financial obligations within the legal deadline increases the risk 

of the municipality becoming subject to litigation and encounter financial 

losses to cover court proceeding expenditures and interest charges. 

Recommendation A9 The Mayor should ensure that all invoices are paid within the legal deadline, 

and ordering of goods, works or services shall be carried out only when the 

Municipality budgeted sufficient funds. 

3.1.4 Subsidies and Transfers  

The final budget of Subsidies and Transfers was €10,064, out of which €10,058 were spent in 2018. 

Those relate to subsidizing the agriculture, culture, education, health and welfare etc.  

Recommendations 

Issue A 10 –  Lack of documentation on allocation of subsidies 

Finding  Based on municipal regulation on subsidies, Article 10 sets out the criteria 

to be fulfilled for becoming beneficiary of material assistance such as: severe 

illness ascertained by medical documentation; evidence of poor economic 

status as well as evidence of medical expenses. Two audited cases in the 

amount of €90010, (one resident of Gjilan and another one from Novo Brdo 

municipality) were lacking documentation on determining the illness, 

economic status, and evidence of expenditures to confirm the purpose of the 

subsidy. 

Risk Failure to comply with the provisions of the internal regulation on allocation 

of subsidies, increases the risk of subjective allocation of subsidies and 

granting assistance to non-meritorious persons, as well as reduces the 

possibility of subsidizing other persons in need.  

Recommendation A10 The Mayor should ensure application of all provisions of the regulation 

when allocating subsidies. For taking appropriate and fair decision, the 

application for subsidy and the payment should be accompanied by 

evidence that justifies the allocation of funds and achievement of purpose of 

the subsidy. 

                                                 
10 Subsidies allocated to two individuals, 450€ each. 
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Issue  A11 – Failure to follow procedures on allocation of subsidies  

Finding  The payment of €2,000 according to the memorandum of understanding 

between the municipalities of Novo Brdo, Gracanica and the NGO “CPT” and 

annex agreement between the municipality of Novo Brdo and the NGO 

“CPT”, is allocation of subsidy to NGO for implementation of the project for 

assistance to graduates from the minority community to engage them in 

public administration at central and local level. However, the memorandum 

of understanding was made by disregarding the procedures set out in the 

regulation on criteria, standards and procedures on public funding of NGOs, 

which states that, there should be competitiveness, transparency, equal 

treatment and non-discrimination. In addition, the payment is in 

contradiction with article 6.2 of the municipal regulation on allocation of 

subsidies, as the Mayor is entitled to allocate subsidies only up to €1,000. This 

is because, the Mayor did not comply with the procedures for entering into 

memorandum of understanding with the purpose of subsidizing this project 

with which the Municipality took financial obligation.  

Risk Entry into liabilities based on the agreement without adhering established 

legal procedures, risk achievement of the purpose for which the payment or 

public money is done, or poses a risk of misuse.  

Recommendation A11 The Mayor should ensure that agreements are signed only when all legal 

procedures have been applied in advance, for the purpose of controlling 

public money and funding of NGO in compliance with the rules. 

3.1.5 Capital Investments  

The final budget of Capital Investments was €560,425, out of which €415,481 were spent. Those 

relate to expenditures for asphalting local streets, sewerages, water supply etc.  

Under the procurement plan were planned 12 activities, while were developed 10. According to 

procurement office, the reason for not developing two procedures “Maintenance of Public Lighting” 

and “Construction of kindergarten” was lack of funds or budget codes.  

6 procurement activities have been developed out of the procurement planning, out of which, four 

(4) 11 projects were benefited from various donors during the fiscal year, and two (2)12 other contracts 

for services or supply based on the requests approved by the Municipal Assembly.  

 

                                                 
11 “Construction of pavement and public lighting in Draganc Municipality of Novo Brdo”, “Supply of toys for the rehabilitation of 

children’s playground in the village Kufc and Bushinc”, “Rehabilitation (construction) of small football stadium in the villa ge Prekoc” 
“Asphalting of local streets in the village Qulkovc” 

12 “Supply of Milk Cows for Subsidizing the Farmers”, “Work visit in Durres, for preparation of the Medium Term Budget Framework  

2019-2021” 
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Recommendations 

 

Issue  C1 - Development of procurement procedures by the school rather than the procurement 

unit 

Finding  Article 26.1 of LPP specifies that, the responsible Procurement Officer13 shall 

be the only person authorized to enter into or sign a public contract on behalf 

of such contracting authority. The signature confirms that the contract has 

been awarded in compliance with the present Law. The procurement 

procedures for the project “Equipping the School with Surveillance devices 

(Cameras)” in the amount of €1,910 was developed by the school and the 

supply contract was signed by the school Principal. 

This situation occurred as a result of World Bank and MEST suggestions, that 

the schools should develop procurement procedures. Furthermore, MEST 

organized training on procurement procedures, for the school Principals of 

the schools that were beneficiaries of the grant.  

Risk Signing of the contract by unauthorized persons represents a legal violation 

and potential for facing the judiciary. 

Recommendation C1 The Mayor should ensure that the signing of agreements or contracts for the 

purchase of services, goods is done by responsible persons authorized by the 

law, respectively the procurement manager.  

                                                 
13 Exceptionally, for contracts with minimal values developed in educational institutions, in accordance with Article 19 paragra ph 4 of 

this Law, an authorized person to sign a contract is the Director of the Educational Institution.  



ZYRA KOMBËTARE E AUDITIMIT - NACIONALNA KANCELARIJA REVIZIJE - NATIONAL AUDIT OFFICE 

 

 26 

Issue A 12 - Projects without executive plan for construction 

Finding  Pursuant to the requirement of Article 28.10 of the LPP, technical 

specifications for work contracts should accurately determine the nature and 

performance characteristics of the requested works. Contracting Authority 

(CA) is responsible for compiling the Executive Project, which is mandatory 

to be attached to Technical Specifications, which are part of the tender 

dossier. No CA is permitted to issue tender documentation without 

attaching the detailed description of the project. 

At three out of four audited cases, the Municipality did not attach the 

executive project to the tender dossier. Thus, the Municipality, in three 

cases14 contracted works without drafting the executive projects, setting out 

the detailed description of the project. This was due to the lack of 

professional staff within the Municipality.  

Risk Initiation of procurement procedure in the absence of executive project, 

represent non-compliance with legal requirement and enables poor 

performance of work contracts, affecting unforeseen expenditures or poor 

value for money. 

Recommendation A12 The Mayor should ensure controls and monitor the implementation of legal 

requirements by reviewing the implementation of the Law on procurement. 

When contracting the works, it should be ensured in advance, that the 

projects are designed in accordance with the needs and foreseen requests. 

The provision of the executive project should serve as a basis for initiating 

the process, conducting procurement, and contracting the works, otherwise 

the initiation of the procurement process is not allowed under the Law.  

                                                 
14 “Asphalting local streets in the villages: Prekoc, Jasenovik, Cukarci, Kozniq” Lot 1 in a value of €44,615.56, and Lot 2 in a value of 

€41,936.91; “Pavement construction and public lighting in Draganc” in a value of €51,667.91.  
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Issue A 13 - Additional expenditures under Court decisions 

Finding  Based on execution order dated 05.09.2018 the treasury processed the 

payment on behalf of the Municipality in the amount of €2,972, for the fine 

in amount of €2,500 and execution costs over €470, due to failure to follow 

the decision of the inspectorate - for entering into unlimited duration 

contract with education employees. The director of the directorate of 

education was separately fined in this case. The Municipality filed a 

complaint at the executive agency of the inspectorate, which dismissed it as 

ungrounded by confirming the decision of the first instance of the 

inspectorate. 

For the same case, on 6.12.2018, Basic Court in Gjilan, branch of Novo Brdo 

issued a ruling imposing a fine of €4,000 for two removed education 

employees, the has been imposed due to, non-contentious decision of the 

executive body of the inspectorate, as well as the ruling of the court to 

respond to payment summon and failure to provide justification for the 

presence of the Municipality. The Court separately imposed fine for the 

person in charge-director of education as well. Therefore, the Municipality 

respectively the Directory of Education15 did not respond to the mandatory 

decisions of the responsible bodies, paying for execution decision or fining 

them as the case of Director of Education16 /Municipality and individual fine 

for the Head/Director.  

The payments were the result of non-compliance with mandatory decisions 

of relevant bodies for the return of employees at the workplace and this 

resulted in losses for municipal budget in the amount of €6,972.  

Risk This situation resulted in additional spending and issuance of direct fine to 

the municipality or even to competent officers/heads and thus, causing loss 

to the municipal budget and damaging the image of the Municipality itself. 

Recommendation A13 The Mayor should ensure that the termination of the employment 

relationship with the employee is done only in those cases where there is 

sufficient evidence, facts or legal grounds for termination of the contract. In 

addition, when it is needed to face with the relevant bodies, concrete steps 

needs to be taken by the Municipality in order to provide fair representation 

and timely presentation of evidence, facts that support the management 

decision in these cases. On the contrary, the decisions of the relevant bodies 

should be followed by not allowing additional expenditures or payment of 

imposed fines that damage the taxpayers’ money. 

                                                 
15Payment of fine – €2,972.40 for the private bailiff (fine payment - inspectorate / beneficiary MMPS -2,500€; the costs of the execution 

procedure €471.90; transfer fee 0.50€). The payment based on Court decision (beneficiary KJC) for not returning the employee M.C. 
fine payment 2,000€ and the payment according to Court decision - for not returning the employee G. S. –fine payment 2,000€ 
(beneficiary KJC). 
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3.2 Capital and non-capital assets  

Novo Brdo Municipality disclosed in the AFS capital assets in the amount of €1,210,147, while non-

capital assets for years were not recorded and disclosed in the AFS. 

Recommendations  
 

Issue B3- weaknesses in asset management  

Finding  The municipality established the asset inventory commission, but the 

commission did not manage to conclude the process as foreseen by the 

regulation 02/2013, article 19.4.7 and issue a report on the existence and 

condition of assets by 31.12.2018. As a result, the inventory figures were not 

reflected in the AFS.  

In this period, the Municipality did not manage to record machinery, lands 

and buildings owned by the Municipality, even though it was recommended 

last year as well. 

Furthermore, the Municipality does not apply the e-asset system for 

recording the assets, therefore, the value of non-capital assets disclosed in the 

AFS in the last three years is zero. 

Risk Identified weaknesses hinder proper asset management and do not disclose 

the real value and the condition of assets owned by the organization. The fact 

of non-application of e-asset system under such conditions may expose non-

capital assets to the risk of loss, misuse or alienation. 

Recommendation B3 The Mayor should ensure that asset management and recording is done in 

accordance with the requirements of the regulation no. 02/2013. A separate 

commission should be established to identify the gaps in the system and to 

ensure that all assets are identified and recorded in the asset register.  
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3.3 Receivables  

Municipality accounts receivable present amounts of funds that citizens and organizations owe to 

the municipality as tax, fees, rents, outstanding service. The Municipality in the AFS presented the 

outstanding account that included only the uncollected revenues from property tax in the amount 

of €360,158. 

Recommendation  
 

Issue B4 – Continued increase of accounts receivable   

Finding There is an increase by 17% or €52,199 of accounts receivable from property tax 

compared to the previous year. The upward trend in these accounts is a concern 

for the Municipality in the coming years. 

This situation occurred because the Municipality did not apply any adequate 

policy on collection of accounts receivable from previous years, and did not 

apply all legal actions provided by Law and administrative instructions. 

Risk The high level of receivables and the ineffectiveness in their collection remain 

a challenge for the coming period. Failure to collect receivables leads to aging 

and become uncollectible, producing a direct financial loss for the Municipality. 

Recommendation B4 The Mayor should ensure setting other policies and mechanisms in order to 

increase the efficiency in collecting receivables, having the highest value 

obligations as a priority and paying attention to aging of accounts receivable. 

Further on, all measures in accordance with the Law should be considered, 

towards taxpayers who do not pay tax obligations. 

3.4 Outstanding liabilities  

The statement of liabilities not paid to suppliers at the end of 2018 was €78,229. These liabilities are 

carried forward to be paid in 2019. However, this only reflects part of the budgetary challenge faced 

by the Municipality. We have identified other weaknesses in the category in addition to the 

emphasis of matter in the audit opinion for undisclosed liabilities in the AFS. 
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Recommendation  

Issue B5- Failure to report liabilities to the Treasury  

Finding  The Municipality did not submit regular monthly report on obligation arrears 

in accordance with requirements of Financial Regulation 02/2013article 5.2, 

all budget organizations are obliged to report to the Ministry of Finance - 

Treasury Department their obligation arrears. Reporting under this financial 

rule shall be made through monthly reports including the balance of 

obligations of the reporting period, including all obligations, regardless of the 

period they incurred. This is due to malfunctioning of controls when 

receiving and distributing documents or destination at the site/directorate 

and to the relevant officer. 

Risk Failure to report regularly on monthly liabilities besides being in 

contradiction with financial rules may also result in poor management of 

liabilities, facing justice for payment delays and unplanned payments from 

the following year budgets. 

Recommendation B5 The Mayor should strengthen controls regarding the management and 

reporting of outstanding liabilities, an effective system should be established 

in which all outstanding invoices are reported accurately and completely on 

a monthly basis to the MoF in accordance with legal requirements. 

4 Good Governance 

Good Governance implies basic principles of accountability, effectiveness of controls, risk 

management, independence of internal audit, coordination of NAO with internal audit and good 

governance with public assets. 

A key tool supporting effective governance is the implementation of audit recommendations as this 

demonstrates that Management are seeking to develop existing processes and controls. The level of 

compliance with FMC requirements by Budget Organizations is monitored by the self-assessment 

checklists completed by all BOs, which are submitted at the end of the year to the Ministry of 

Finance. 

Specific areas of our governance-related reviews have been the accountability and risk management 

process, while the other components are handled within the chapters or subchapters above.  
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Overall Governance Conclusion  

There is a number of governance weaknesses within the Municipality of Novo Brdo particularly 

related to accountability, risk management and the quality of management reporting. The BO did 

not meet either the MoF’s requirements regarding the submission of the self-assessment 

questionnaire. 

All Budget Organisations are obliged to prepare and submit organisation level strategic plans such 

as: Urban Plans, Spatial Plans, Emergency Operations Plans, Anti-Corruption Strategic Plans, and 

Regional Development Strategy etc. 

Municipality does not possess these strategic plans, as they were not provided with requested 

documents. 

Governance by Municipality regarding management reporting and accountability and risk 

management reflects a negative situation. The Municipality did not implement a largest part  of 

recommendations and until the end of 2018 did not prepare the risk register with actions to be taken,  

by identifying all significant risks that might affect the organisation in achieving its objectives. The 

turnover of documentation within the Municipality, preservation of data or information has rroom 

for improvement. 

Also, the effective response to audit recommendations and operation of a quality internal audit 

system are not yet properly established as the municipality has not implemented part of the 

recommendations until the end of 2018. The Internal Audit did not manage to provide a clear 

overview on internal controls’ level of assurance and had given recommendations for improving 

them. The Audit Committee was not established under 2018 (Municipality has established the AC 

in the beginning of 2019)   

4.1 Internal Audit System 

The Internal Audit Unit (IAU) operates with two members of staff - the Head of IAU and one 

auditor. An effective audit requires a comprehensive work programme that reflects financial and 

other risks to Auditee and provides sufficient assurance over the effectiveness of internal control. 

The impact of Internal Audit output should be judged by the importance that management places 

on addressing recommendations and the support and challenge provided by an effective Audit 

Committee.  

Recommendations  

We have no recommendations in this area.  
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4.2 Management Reporting, Accountability and Risk Management 

In order to have a proper planning, supervise the activities on a regular basis and allow effective 

decision-making, the Management needs to have regular reports. Accountability as a process is the 

acceptance of responsibilities, holding persons into account for their actions and disclosing results 

in a transparent way. Whereas, risk management is a process related to identification, analysis, 

evaluation and actions/measures taken by the Management to control and respond to risks 

threatening the Organization. 

Although, a range of internal controls are applied by Management to ensure that systems and 

operate as intended, we have noticed that the measures applied are weak and ineffective and 

therefore do not provide an effective and timely response to the identified operational problems.  

Recommendation  

Issue B6- Weaknesses in Management Controls and risk management  

Finding  Poor assessment of needs, insufficient oversight, and outstanding liabilities 

were not timely and properly addressed by the Management. 

The organization does not have written policies and procedures for risk 

management, in particular the risk of fraud and irregularities. There is no risk 

register compiled according to FMC requirements, there is no risk 

management strategy, and no report over their management is being 

prepared. 

Risk Poor accountability requirements and poor quality of financial reporting 

reduces the effectiveness of financial management to timely respond to 

financial challenges. It also reduces the effect of budget controls and increases 

the risk of improper spending. Consequently, this may also result in 

provision of poor quality services. 

Recommendation B6 The Mayor should ensure that a review has been carried out to determine the 

financial and operational reporting form to senior management. Further on, 

in order to minimize the impact of risks at reasonable levels, the Municipality 

should develop a risk register with all appropriate measures/actions to 

manage the threats exposed. 
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5 Progress in implementing recommendations 

Our Audit Report on the 2017 AFS of the Municipality of Novo Brdo resulted in 10 key 

recommendations. The Municipality prepared an Action Plan stating how recommendations will 

be implemented. At the end of our 2018 audit, six (6) recommendations repeated; two (2) partially 

implemented; one (1) closed as unimplemented and only one three recommendation have been 

implemented.   
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Table 4 Summary of prior year recommendations and of 2018 

No Audit area Recommendations of 2017  Actions 
taken  

Status 

1 AFS and 
Reporting 

The Mayor should ensure that an analysis is 
made to determine the reasons for the Emphasis 
of Matter of the Audit Opinion and take specific 
actions to address the causes in systematic 

manner and to confirm full registration of capital 
assets. All assets, including properties in their 
ownership, as well as purchased/constructed 
non-financial assets should be recorded in the 

assets register. 

Further on, the Mayor should ensure that 
effective processes are established to confirm that 
the AFS 2018 drafting plan addresses all issues 
related to compliance. This should also include 

management review of the AFS, with particular 
focus on high risk areas or areas where errors 
have been identified in previous years. The 
Declaration made by the Chief Administrative 

and Financial Officer should not be signed unless 
all the necessary checks have been applied to the 
AFS. 

No action 
taken, 
AFS 2018 
are with 

errors 
again 

Repeated 
recommendati
on 

  

2 Goods 
and 
Services 

The Mayor should ensure that special service 
agreements are signed after simplified 
recruitment procedures are developed, as well as 

put additional control over such payments by 
adhering to the procedures for withholding 
source tax and pension contributions. 

No action 
taken 

Repeated 
recommendati
on 

  

3 Capital 
Investmen
ts 

The Mayor should strengthen effective 
management oversight to ensure that the practice 
of entering into contracts without procedures are 

completely stopped, and ensure that during 2018 
all capital investment expenditures are carried 
out fully in compliance with the legal 
procurement requirements. Further on, should 

ensure that all requirements arising from the 
signed co-financing agreements are considered. 

There 
were no 
cases 

when the 
contract 
was 
signed 

without 
procedure 
this year 
as well 

Implemented 
recommendati
on 

4 Capital 
Investmen

ts 

The Mayor should strengthen controls in the 
management and reporting of the use of vehicles 

fully in compliance with the requirements set out 
in the regulations. Prior to the use of vehicles, 
approval should be given, and then full evidence 

 Implemented 

recommendati

on 
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on their use, including their maintenance, should 
be kept. 

5 Asset 
Managem
ent  

The Mayor should take all necessary actions to 
ensure that the e-Asset system is operating and 
all assets under €1,000 and stocks are recorded in 

this system. Further on, at the end of the year, 
prior to prepare financial statements, an 
inventory process should be carried out, which 
provides the possibility of comparison with the 

general assets register, and potential differences 
to be presented in the asset registers. 

No action 
taken 

Repeated 
recommendati
on 

  

6 Accounts 
Receivabl
e 

The Mayor should ensure that all possible 
options are actively reviewed by setting policies 
and regulations in order to increase the efficiency 
in collecting receivables. Further on, all measures 

in accordance with the law should be considered 
to ensure timely collection of accounts receivable. 

No action 
taken 

Repeated 
recommendati
on 

  

7 Outstandi
ng 
Liabilities 

The Mayor should strengthen controls regarding 
the management and reporting of outstanding 
liabilities. He should initially ensure that a 
protocol book is kept, where all received invoices 

are recorded and listed with reference number. 
Further on, an effective system should be 
established in which all outstanding invoices are 
accurately and completely reported on a monthly 

basis to the MoF, and correctly disclosed in the 
AFS at the end of each year. 

No action 
taken 

Repeated 
recommendati
on 

  

8 Progress 
in 
implemen
ting 

recommen
dations 

The Mayor should ensure that the 
implementation of the action plan is monitored 
constantly and reported on a regular monthly or 
quarterly basis, in regard to the achieved 

progress. The Mayor should in shortest time 
possible review the recommendations that are 
not implemented by deadlines, and take pro-
active actions against the obstacles presented 
during the implementation. 

No action 
taken 

Recommendat
ion closed as 
unimplemente
d 

  

9 Internal 

Audit 
System 

The Mayor should reinforce the role of the IAU 

as a key element of the internal control system to 
produce quality audits, ensure that action plans 
for each audit report are prepared and 
systematically monitor the progress of the plan, 
to ensure implementation of recommendations 

within the established deadlines. Further on, to 
ensure establishment of an Audit Committee and 
its regular functioning, to assure the 
independence of the IAU. 

IAC has 

been 
establishe
d in the 
beginning 
of 2019 

Implemented 

recommendati
on  
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10 Managem
ent 
Reporting, 

Accounta
bility and 
Risk 
Managem
ent 

The Mayor should ensure that all operational 
plans are drafted and a review has been carried 
out to determine the financial and operational 

reporting form to senior management, which is 
required to support effective management of the 
activity. Further on, in order to minimize the 
impact of risks at reasonable levels, the 
Municipality should develop a risk register with 

all appropriate measures/actions to manage the 
threats exposed. 

No action 
taken  

Repeated 
recommendati
on 

  

No Audit area Recommendations of 2018 

1 AFS and 

reporting  

The Mayor should ensure that an analysis is made to determine the reasons for 
the Qualified Opinion with Emphasis of Matter in this report. Specific actions 
should be taken to strengthening controls over ensuring that all expenditures 
are classified fairly by economic categories, and the statements are presented in 

compliance with the requirements of MoF regulation on annual financial 
reporting. Furthermore, the Mayor should ensure that all municipal assets (are 
recorded in the asset registers) and accounts receivable, as well as the liabilities 
are properly disclosed in the AFS 2018.  

Furthermore, the Mayor should ensure that effective processes are established 

to confirm that the AFS 2018 drafting plan addresses all issues related to 

compliance. The Declaration made by the Chief Administrative and Financial 

Officer should not be signed unless all the necessary checks have been applied 

to the AFS. 

2 Budget 

planning 

and 

execution  

The Mayor should undertake a systematic assessment of the reasons for the low 

implementation of capital investment budget in 2018, and determine the 

practical options for improving its implementation in the coming years. Where 

initial budget planning is inaccurate, this should be fully reflected in the final 

budget position. 

3 Revenues  The Mayor should ensure undertaking necessary activities, to plan a sufficient 

budget for covering liabilities/obligations with which the Municipality expects 

to face, to prioritize the payment of these liabilities on time, and present the 

expenditures correctly by economic categories and by real nature of 

expenditures.  

.4 Revenues  The Mayor should ensure undertaking a review of controls related to the 

management process of construction permit, and that the controls have been re-

designed to address the issue. Revised processes should ensure that, the 

chronology of the application processes is adhered and the construction permits 

are issued only when all legal requirements are met, such as, construction 

conditions and environmental permit. 

5 Revenues  The Mayor should ensure functionality of controls and monitoring of recording 

process by the Tax Manager, by entering real data of properties. Furthermore, 
ensure that, the existing weaknesses in the system are identified and eliminated 
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during the verification process considering factual situation on the ground, with 
the purpose of imposing real tax charges.  

6 Revenues  The Mayor should request from the Property Tax Office, a detailed mid-term 
plan to eliminate identified weaknesses, monitor the implementation of that 
plan on a regular basis and eliminate the identified weaknesses accordingly. 

7 Revenues  The Mayor should ensure an effective management of lease agreements and 

establish effective mechanisms for the collection of revenues in accordance with 
the contractual terms. The respective departments managing those revenues 
should apply regular billing and collection, otherwise actions for contract 
termination should be taken. 

8 Wages 
and 

salaries  

The Mayor should ensure that all employees of the schools that operates within 
the scope of the Municipality are managed and provided their contribution-

service for which they are remunerated. The lack of arguments for work 
attendance requires the application of measures against those holding 
responsibility and provision of accountability for the situation outside control.  

9 Wages 
and 
salaries 

The Mayor should review the causes that reflected poor human resource 
management, and ensure designing of proper controls, hence, the recruitments 
process is followed by transparency, competitiveness and in compliance with 

legal requirements, by holding accountable the persons in charge for 
application of legal recruitment procedures and fair evaluation of applicants.  

10 Goods 
and 
Services  

The Mayor should ensure that hiring of officers with special service agreements 
is made only in specific cases, when a certain project or work cannot be 
completed with the actual staff within institution, but an expert of a specific 
field of work is required. Furthermore, hiring by contract or special service 

agreement shall be done in compliance with legal requirements to ensure that 
hiring is carried out through competitive and transparent process. 

11 Goods 
and 
Services 

The Mayor should ensure that all invoices are paid within the legal deadline, 
and ordering of goods, works or services shall be carried out only when the 
Municipality budgeted sufficient funds. 

12 Subsidies  The Mayor should ensure application of all provisions of the regulation when 
allocating subsidies. For taking appropriate and fair decision, the application 

for subsidy and the payment should be accompanied by evidence that justifies 
the allocation of funds and achievement of purpose of the subsidy. 

13 Subsidies  The Mayor should ensure that agreements are signed only when all legal 
procedures have been applied in advance, for the purpose of controlling public 
money and funding of NGO in compliance with the rules. 

14 Capital 
Investmen
ts  

The Mayor should ensure that the signing of agreements or contracts for the 
purchase of services, goods is done by responsible persons authorized by the 
law, respectively the procurement manager. 

15 Capital 

Investmen
ts 

The Mayor should ensure controls and monitor the implementation of legal 

requirements by reviewing the implementation of the Law on procurement. 
When contracting the works, it should be ensured in advance, that the projects 
are designed in accordance with the needs and foreseen requests. The provision 
of the executive project should serve as a basis for initiating the process, 
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conducting procurement, and contracting the works, otherwise the initiation of 
the procurement process is not allowed under the Law.  

16 Capital 
Investmen
ts 

The Mayor should ensure that the termination of the employment relationship 
with the employee is done only in those cases where there is sufficient evidence, 
facts or legal grounds for termination of the contract. In addition, when it is 

needed to face with the relevant bodies, concrete steps needs to be taken by the 
Municipality in order to provide fair representation and timely presentation of 
evidence, facts that support the management decision in these cases. On the 
contrary, the decisions of the relevant bodies should be followed by not 

allowing additional expenditures or payment of imposed fines that damage the 
taxpayers’ money. 

17 Asset 
managem
ent  

The Mayor should ensure that asset management and recording is done in 
accordance with the requirements of the regulation no. 02/2013. A separate 
commission should be established to identify the gaps in the system and to 
ensure that all assets are identified and recorded in the asset register. 

18 Receivabl
es  

The Mayor should ensure setting other policies and mechanisms in order to 
increase the efficiency in collecting receivables, having the highest value 

obligations as a priority and paying attention to debt aging. Further on, all 
measures in accordance with the Law should be considered, towards taxpayers 
who do not pay tax obligations. 

19 Liabilities  The Mayor should strengthen controls regarding the management and 
reporting of outstanding liabilities, an effective system should be established in 

which all outstanding invoices are accurately and completely reported on a 
monthly basis to the MoF in accordance with legal requirements. 

20 Managem
ent 
Reporting, 
Accounta

bility and 
Risk 
Managem
ent 

The Mayor should ensure that a review has been carried out to determine the 
financial and operational reporting form to senior management. Further on, in 
order to minimize the impact of risks at reasonable levels, the Municipality 
should develop a risk register with all appropriate measures/actions to manage 

the threats exposed. 

This report is a translation from the Albanian original version. In case of discrepancies, Albanian 

version shall prevail   
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Annex I: Explanation of the different types of opinion 

applied by NAO  

(extract from ISSAI 200) 

Form of opinion 

147. The auditor should express an unmodified opinion if it is concluded that the financial 

statements are prepared, in all material respects, in accordance with the applicable financial 

framework. 

If the auditor concludes that, based on the audit evidence obtained, the financial statements as a 

whole are not free from material misstatement, or is unable to obtain sufficient appropriate audit 

evidence to conclude that the financial statements as a whole are free from material misstatement, 

the auditor should modify the opinion in the auditor’s report in accordance with the section on 

“Determining the type of modification to the auditor’s opinion”.  

148. If financial statements prepared in accordance with the requirements of a fair presentation 

framework do not achieve fair presentation, the auditor should discuss the matter with the 

management and, depending on the requirements of the applicable financial reporting framework 

and how the matter is resolved, determine whether it is necessary to modify the audit opinion.  

Modifications to the opinion in the auditor’s report 

151. The auditor should modify the opinion in the auditor's report if it is concluded that, based on 

the audit evidence obtained, the financial statements as a whole are not free from material 

misstatement, or if the auditor was unable to obtain sufficient appropriate audit evidence to 

conclude that the financial statements as a whole are free from material misstatement. Auditors may 

issue three types of modified opinions: a qualified opinion, an adverse opinion and a disclaimer of 

opinion. 
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Determining the type of modification to the auditor’s opinion 

152. The decision regarding which type of modified opinion is appropriate depends upon:  

 The nature of the matter giving rise to the modification – that is, whether the financial 

statements are materially misstated or, in the event that it was impossible to obtain sufficient 

appropriate audit evidence, may be materially misstated; and 

 The auditor’s judgment about the pervasiveness of the effects or possible effects of the matter 

on the financial statements. 

153. The auditor should express a qualified opinion if: (1) having obtained sufficient appropriate 

audit evidence, the auditor concludes that misstatements, individually or in the aggregate, are 

material, but not pervasive, to the financial statements; or (2) the auditor was unable to obtain 

sufficient appropriate audit evidence on which to base an opinion, but concludes that the effects on 

the financial statements of any undetected misstatements could be material but not pervasive.  

154. The auditor should express an adverse opinion if, having obtained sufficient appropriate audit 

evidence, the auditor concludes that misstatements, individually or in the aggregate, are both 

material and pervasive to the financial statements. 

155. The auditor should disclaim an opinion if, having been unable to obtain sufficient appropriate 

audit evidence on which to base the opinion, the auditor concludes that the effects on the financial 

statements of any undetected misstatements could be both material and pervasive. If, after accepting 

the engagement, the auditor becomes aware that management has imposed a limitation on the audit 

scope that the auditor considers likely to result in the need to express a qualified opinion or to 

disclaim an opinion on the financial statements, the auditor should request that management 

remove the limitation. 

156. If expressing a modified audit opinion, the auditor should also modify the heading to 

correspond with the type of opinion expressed. ISSAI 1705 19 provides additional guidance on the 

specific language to use when expressing a modified opinion and describing the auditor’s 

responsibility. It also includes illustrative examples of reports. 

Emphasis of Matter paragraphs and Other Matters paragraphs in the auditor’s report  

157. If the auditor considers it necessary to draw users’ attention to a matter presented or disclosed 

in the financial statements that is of such importance that it is fundamental to their understanding 

of the financial statements, but there is sufficient appropriate evidence that the matter is not 

materially misstated in the financial statements, the auditor should include an Emphasis of Matter 

paragraph in the auditor’s report. Emphasis of Matter paragraphs should only refer to information 

presented or disclosed in the financial statements. 
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158. An Emphasis of Matter paragraph should: 

 be included immediately after the opinion; 

 use the Heading “Emphasis of Matter” or another appropriate heading;  

 include a clear reference to the matter being emphasised and indicate where the relevant 

disclosures that fully describe the matter can be found in the financial statements; and 

 indicate that the auditor’s opinion is not modified in respect of the matter emphasised.  

159. If the auditor considers it necessary to communicate a matter, other than those that are 

presented or disclosed in the financial statements, which, in the auditor’s judgement, is relevant to 

users’ understanding of the audit, the auditor’s responsibilities or the auditor’s report, and provided 

this is not prohibited by law or regulation, this should be done in a paragraph with the heading 

“Other Matter,” or another appropriate heading. This paragraph should appear immediately after 

the opinion and any Emphasis of Matter paragraph. 
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Annex II: Confirmation letter 
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LETTER OF CONFIRMATION 

For compliance with Auditor General's findings in the Audit Report for 2018 and on the 

Implementation of Recommendations 

 

 

To: National Audit Office 

Honored, 

We hereby confirm that: 

• We have received the draft audit report of the National Audit Office on the 2018 

Annual Financial Statements of the Municipality of Novo Berdo hereinafter referred 

to as the Report; 

• Agree on the findings and recommendations and I have no comment on the content 

of the Report; and  

• Within 30 days from receiving the final report, I will submit the action plan on 

implementation of recommendations including the deadlines and responsible staff for 

their implementation.  

 

Mayor: 

 Svitislav Ivanovic 

Date: 20.06.2019, Novo Berdo 


