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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. 

“Univerzum Audit” Sh.p.k. has conducted the audit of the 

Annual Financial Statements of the Municipality  of 

Leposavic for the year ended December 31, 2018, on behalf  

of the Office of the Auditor General.  

The Auditor General has decided on the audit opinion on the 

Annual Financial Statements of the Municipality of 

Leposavic in consultation with the Assistant Auditor 

General, in consultation with the contract manager Mujë 

Gashi, who supervised the audit.  

The report is as a result of the audit carried out by 

“Univerzum Audit” Sh.p.k. by Armend Osaj team leader and 

members Taulant Murati and Egzona Ferati.  

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  

 

http://zka-rks.org/
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Executive Summary  

This report summarises the key issues arising from our audit of Annual Financial Statements for the 

Municipality of Leposavic 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 19/11/2018.   

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 Leposavic.   

Opinion of the Auditor General 

Unmodified Opinion with emphasis of the Matter  

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

Emphasis of matter 

We draw your attention to the fact that capital assets have not been physically registered and have 

not been registered in the KFMIS asset module. Furthermore, the non-capital assets are not recorded 

in the e-assets module. 

The employment contracts and the documentation for employees received before 2018 still remain 

un-updated, as well as in the financial statements the value of liabilities is understated for the 

amount of 213,095 € on behalf of the interest requested by the private enforcer regarding the  unpaid 

debt from 2017  

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

Annex I explains different types of Opinions in line with ISSAI-s. 

 

  

Annual Financial 
Statements

Financial 
Management and 

Control

Implementation of 
recommendations 
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  Key Conclusions and Recommendations  

 

 

 

 

The National Audit Office appreciates the cooperation of the management and personnel of the 

Municipality during the audit process. 

 Management response to audit 2018 

The Mayor has considered and agreed on the audit findings and conclusions and has committed to 

address all given recommendations.       

 

 

The Emphasis of Matter presents the 
weaknesses in controls to confirm the 

proper evaluation and accurate disclosure 
of assets.

The Mayor should analyze the reasons 
for the Emphasis of Matter in 2018 and 

identify actions required to enable a 
true and fair view of assets in 2019

Shortcomings identified in some 
important financial systems, 

management of staff, assets and as well 
as managing of obligations towards the 

suppliers.

The Mayor should carry through a 
detailed assessment of procurement  

and financial management and 
control, as well as to strengthen 

controls where failure in the process 
have been identified .

The process of implementation of the 
recommendations was satisfactorily, 

however, in at least two issuesthat deal 
with asset management and with internal 

audit functionality have not been 
addressed at all, and they were 

recommendations also in the audit 
reports from previous years

The Mayor should apply a rigorous 
process to ensure that the 

recommendations of previous year are 
proactively addressed 

Governance arrangements in dealing 
with, risk management are poor. The 

internal audit must further support the 
developments in this area.

The Mayor should ensure that 
governance arrangements are reviewed 

critically to ensure that adequate 
changes are made in improving risk 

management.
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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  

Unmodified Opinion with Emphasis of Matter  

We have audited the AFS of the Municipality of Leposavic for the year ended on 31st 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, the Annual Financial Statements for the year ended on 31st 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 no.01/2017 on Annual 

Financial Reporting by Budget Organisations. 

Basis for the opinion 

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. We believe that the obtained audit 

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

Emphasis of Matter  

We draw attention to the fact that: 

 The Municipality has not taken any measures regarding the management of assets acquired 

and inherited in previous years. Further on, the assets presented in the AFS for 2018 were 

not recorded in the KFMIS, and the e-assets system for asset registration under €1,000 is not 

being used. Consequently, the accurate and complete values of municipal assets, as well as 

the stocks of expendable material in the AFS have not been disclosed; Municipality still did 

not assign the Asset Management Officer.  



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

 

 8 

 The work contracts for 32 municipal employees still remain un-updated from the previous 

period, an issue reported by us in 2017. In the report for 2017 it is also reported that for 

majority of them, the procedures of the nomination act have not been followed yet.. 

Furthermore, no performance appraisals have been made on employees who already have 

act of appointments; and 

 The value of liabilities disclosed in the AFS from previous years is incorrect, as the amount 

of €1,324,253 was disclosed, whereas the value €213,095, on behalf of interest requested from 

the private enforcer for not payment of previous years obligation on time is not presented. 

So in total the value of liabilities for capital investments was €1,537,348. The payment order 

from private enforcer for the interest payment has arrived in Municipality in beginning of 

year 2019, which is the reason why these obligations do not appear in AFS.  

Key Audit Matters 

As key audit issues we mention the fact that: 

 The Municipality does not possess plans/strategies such as urban planning, spatial 

planning, emergency operational plan, strategic anti-corruption plan, regional development 

strategy etc.; 

 The Municipality has not yet established enforcement law on property tax as well as has not 

taken concrete actions to collect the assets from this activity. Also, it did not collect revenues 

from building permits, or for use of municipal property/space; and 

 The high level of liabilities (over €1m) may cause budget difficulties in the years of 2019.  

Responsibility of Management for AFS  

The Mayor of Municipality of Leposaviq 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 of Municipality is responsible to ensure the 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 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. 
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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  

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

requirements. We 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); 

 Compliance with Financial Rule no.01/2013 and 02/2013; 

 Action Plan on implementation of recommendations; and  

 Requirements of Financial Management and Control (FMC) procedures; 

 Other requirements for budget reporting such as: quarterly reports, including also the nine-

months statements in time, operational (performance) reports; and 

 If the draft plan and final procurement plan is delivered in time; and 

In the context of the AFS issues related to reporting framework have been addressed when financial 

statements were prepared. 

The Municipality has established an Action Plan in addressing of recommendations and has 

managed to achieve most of the recommendations. 

The value of assets in the financial statements is not complete and the liabilities are undervalued as 

stated in the opinion. 

It is also worth mentioning that contingent liabilities are presented in statements in the amount of € 

4,694,247, which in reality are money that can be collected by the Municipality if lawsuits raised by 

the Municipality are approved for payments that are made to economic operators in the past years , 

for projects that still appear as not completed. 

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 correct 

except the issues presented in the audit opinion. 

In the context of other external reporting requirements, we have no issues to raise. 

2.3   Recommendations related to Annual Financial Statements 

For the abovementioned issue the recommendation is given 

Recommendation C1 The Mayor should ensure that an analysis is undertaken to determine the 

causes for Emphasis of Matter, and as well as actions should be taken to 

address especially the issues that have to do with municipal assets.  
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Moreover, when preparing of statements, it should be ensured that all 

possible liabilities, including the obligations that may come from the 

enforcers on behalf of the non-payment interest rate for non-payments.  

Continue to implement the recommendations made during the preliminary 

audit according to the action plan.   

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 

Although the Municipality of Leposavic has made a number of improvements in governance, there 

are still some areas where further developments are needed. Some of the issues raised by last year's 

audit are not fully completed. The registration and valuation of capital and non-capital assets is not 

recorded in the KFMIS and in e-assets, and the internal audit department is not functionalized. 

Consequently, it is considered that this issue has not been adequately addressed by management. 

Significant improvements are noted especially in capital investment expenditures. In the context of 

financial systems, revenue controls generally require further improvements, while controls over 

subsidies have been improved. Furthermore, the execution of the budget still remains a challenge 

due to the inherited debts, which are still being paid by the municipality.  

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 

Budget1 
2018 

Outturn 
2017 

Outturn 
2016 

Outturn 

Sources of Funds   4,576,826 4,688,678 4,525,469 4,875,777 3,425,423 

Government Grant -Budget  4,553,825 4,136,653 4,133,803 4,089,406 3,156,956 

Carried forward from 

previous year2  
- 59,940 44,889 - - 

Own Source Revenues3 23,001 23,000 10,312 22,664 - 

Internal Donations  - - 336,465 517,032 - 

                                                 
1 Final budget – the budget approved by the assembly which was subsequently adjusted for by the Ministry of Finance.  
2 Own Source Revenues unspent in previous year carried forward into the current year.  
3 Receipts used by the entity for financing its own budget.  
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External Donations  - 469,085 - 246,675 268,467 

The final budget in relation to the initial budget was increased by € 111,852 and that as a result of 

increase of Development Grnats, EU Grants and European Council Grants in the amount of € 

469,085, revenues carried forward from 2015, 2016 and 2017 in the amount of € 59,940, as well as the 

deduction of the Government Grant in value 417.172 €, 

In 2018, the municipality had spent 97% of the final budget, which was reflected by direct payments 

made through legal enforcers in the amount of € 2.230.658 ( 2,161,026 from Capital Investments, 

55,633 from goods and services, 13,999 from Municipality own revenues) on behalf of unpaid debts 

from previous years. This amount relates to the execution of a total of six payments from the legal 

enforcers. 

At the end of 2018, the municipality still has outstanding debts on behalf of debts inherited from 

previous years. To overcome this situation, the municipality constantly monitors and reviews the 

budget performance on a monthly basis and this review identifies and addresses the obstacles and 

difficulties for budget execution at the foreseen level. Furthermore, the Mayor is assured that the 

management of capital investment contracts is strictly controlled so that earlier practices that have 

resulted in such large debts for the municipality are not repeated. 

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 

4,576,826 4,688,678 4,525,469 4,875,777 3,425,423 

Wages and Salaries 2,282,685 1,501,346 1,495,873 2,123,298 1,008,205 

Goods and Services  299,167 384,779 369,107 210,196 209,460 

Utilities 64,000 78,000 77,724 62,130 2,257 

Subsidies and Transfers 69,973 69,973 69,970 94,220 69,770 

Capital Investments  1,861,001 2,654,579 2,512,795 2,385,933 2,135,731 

Explanations for changes in budget categories are provided as in the following: 

 The decrease of the budget for wages and salaries for € 781,339, at the beginning of 2018 for 

the category of wages and salaries were approved € 2,282,685.00. At the beginning of 2018 

there was a mandatory payment by economic categories of goods and services and 

municipal expenditures in the amount of € 60,631.63, due to which the transfer from this 

economic category to the economic categories from which the obligatory payment was made 

in the amount of 69,640.00 € which resulted in a change in the budget for salaries at 

2,213,042.00 €. Given that 212 employees with doubled incomes were removed from payroll 

lists, this has had a great impact in the amount of € 687,169.00 between the initial and final 

budget for wages and salaries. 
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 The budget increase for goods and services for € 85,612 includes additional funds from the 

government € 29,000, from the European Union € 17, from the Council of Europe € 956. 

Following the transfer of € 55,640 from the economic category of wages and salaries, since 

there was an enforced payment from the economic category of goods and services at the 

amount of € 55,633, a transfer was made due to the lack of funds for normal functioning. 

 The budget increase for municipal expenditures was in the amount of € 14,000. In 2018, there 

was an enforced payment from the category of Municipal Expenditures in the amount of € 

13,999.00. Due to the lack of funds for clearing of utilities, a transfer was made from the 

economic category of wages and salaries in the economic category of utilities in the amount 

of € 14,000.00, which resulted in budget increase for utilities.  

 The budget increase for capital expenditures compared to final budget was for € 793,578, - 

received from the government grant at € 271,000 approved with an additional budget, € 

59,940 were approved from the own source revenues transferred from previous years, € 

53,563 and € 400,000 were transferred from the trust fund of last year that were approved in 

2018 the amount € 9,075 are funds transferred from last year from the European Union. 

3.1.1 Revenues  

The revenues generated by the Municipality of Leposavic in 2018 were at the amount of €3,924 or 

17% of the plan. Sources of direct collection of own source revenues are limited to taxes on civil 

status certificates. Further on, the Municipality had indirect revenues collected from police fines of 

€23,000 and court fines totalling €375. The Municipality is not yet applying the legal requirements 

for property tax, building permits, public property utilization etc.  

Table 3. Own Source Revenues (in €) 

Description 
Initial 

Budget 

Final 

Budget  

2018  

Receipts 

2017 

Receipts 

2016 

Receipts 

Own source revenues  23,001 23,000 3,924 534 2,078 

In comparison to the previous year, the revenues generated have increased but still remain at a low 

level of execution. This situation is due to the non-application of revenue collection procedures for 

property tax, construction permits, use of public properties or other sources of municipal revenues.  

Recommendations 

We have no recommendations in this area  

3.1.2 Wages and Salaries 

Wages and Salaries are paid through a centralized payment system managed by the Ministry of 

Public Administration and MoF. At the end of 2018, the municipality of Leposavic had 341 

employees, including 19 members of the Municipal Assembly. The budget for wages and salaries of 
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this category was entirely sent at € 1,495,873. The share of wage and salary expenditures in total 

municipal expenditures is 33%. 

Recommendations 

We have no recommendations in this area  

3.1.2.1 Personel Management 

Human Resources Management aims at coordinating the Organization’s activities to ensure the 

functioning of the system in line with the policies of municipal administration and municipal 

assembly applied throughout the organization. HR management includes: Drafting and reviewing 

the organizational structure, categorising and describing jobs, controlling personnel budget costs, 

and controlling the recruitment, training and staff development process, including measuring staff 

effectiveness through carrying of performance appraisal of job duties.  

In 2018, the municipality had approved the internal regulation on the organizational structure of 

the municipality and it is in the process of systematizing the jobs and harmonizing with the needs 

and the budget of the municipality. 

 

Issue A1 – Shortcomings in selection of personnel 

Finding During 2018, the municipality has recruited new staff, where their selection 

was carried out based on the recruitment procedures of the personnel. During 

the control of the recruitment process and accompanying documentation, we 

have noticed that out of the 11 cases selected by the sample out of total 

number of persons employed, four of them did not have evidence that the 

recruited or selected persons are not under investigation. 

Risk      Avoidance and lack of proper implementation of the requirements and 

recruitment procedures, apart that it is in contradiction with legal rules and 

procedures, it increases the risk in resulting with engagement of improper 

persons and does not ensure that adequate staff is employed. 

Recommendation A1 The Mayor should ensure that recruitment activities are conducted in 

accordance with relevant procedures and regulations that ensure equal 

treatment for all potential candidates. 

Issue 2 – Shortcomings in personnel files 

Finding  Still ongining, the old contracts for municipal employees are not updated. In 

the 2017 report, there are 32 employees mentioned that were paid without 

updated contracts for unpaid contracts. The files of these staff are also 

incomplete. The municipality has addressed several times to the Ministry of 

Local Self-Government and the Ministry of Finance with requests to solve the 
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problem of illegal employment and entering in employment agreements 

(there were three rounds of employment that were conducted in 2017 without 

legal procedure). For personnel recruited during 2018 it can be concluded that 

the files are complete. The only shortcoming is the lack of electronic files as 

foreseen with Articles 1 and 9 of the Regulation. Hence, during the audit we 

were not able to ensure for the existence of electronic files 

Risk   Failure to comply with the legal obligations regarding civil servants' 

personnel files may cause confusion and unequal treatment of staff..    

Recommendation A2 We recommend that the Municipality fully obeys the regulation of employee 

files. 

3.1.3 Goods and Services and Utilities  

The final budget for goods and services in 2018 was € 384,779, out of which € 369,107 was spent or 

96%, while utilities were spent 99.6%. These funds are spent on supplying equipment and inventory, 

office supplies, contracted services, fuel, medical equipment, maintenance of office buildings, 

telephone costs etc. 

 

Issue A3 – Signing of contracts without procurement procedures 

Finding  In one case the municipality has engaged a professional services company, 

this service is at the cost of 11,446€, for this engagement the municipality did 

not make a public announcement and the engagement was done bypassing 

the procurement procedures, the engagement was carried out through the 

mayor's decision. Considering that the entire budget planned for 2018 was 

compromised due to payments made to the private enforcerer, the 

municipality did not have the opportunity to initiate the public procurement 

procedure, and in order to initiate a criminal complaint for unfinished 

projects in the past, Municipality needed an expert report.  

Risk   Avoidance of public procurement rules, given that the budget is for all 

taxpayers, it should’ve been given room to a free competition so that there 

are no allegations for misuse of public money. 

Recommendation A3 The Mayor should ensure adequate measures in the selection process of 

project beneficiaries through procurement procedures, in order to avoid the 

favouring of beneficiaries, through which is achieved the reduction of costs 

and the increase of value for money as well as avoiding the misuse 

opportunities of public money and property of the municipality.  
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3.1.4 Subsidies and Transfers  

The final budget for Subsidies and Transfers in 2018 was € 69,973. Out of these, € 69,970 or 100% of 

the budget of these two categories were spent. Subsidies are given to individual beneficiaries, public 

and non public entities. 

 

Issue A4 – Monitoring and management of subsidies 

Finding  At the beginning of 2018, a regulation on allocation of subsidies has been 

drafted, which sets out clear criteria for subsidies and mechanisms for 

monitoring and managing subsidies. Subsidies are provided to non-

governmental organizations and physical persons. During 2018, four 

subsidies were granted to NGOs. Out of these, two NGOs were sampled. On 

the occasion of selecting and allocating of subsidies, the municipality has 

followed the steps as per to the approved regulation. 

 In these two cases, organizations provided evidence of all costs during their 

reporting, but these costs were mainly supported by non-fiscal invoicess.  

Risk  Providing incorrect accompanying documentation when reporting on how 

the subsidy is executed increases the risk that the subsidy will not be utilized 

or will not achieve the purpose for which it is intended. 

Recommendation A4 On the occasion of subsidy allocation, it should be made clear to the 

beneficiaries that they are obliged to submit reports on the means of 

utilization of the funds and as well as reports are followed by a regular and 

verifiable documentation.  

3.1.5 Capital Investments  

The final budget for capital investments for 2018 was €2,634,579, out of which €2,512,795 or 95% of 

the budget was spent. Capital investment costs relate to infrastructure regulation in health, 

education and road infrastructure. The Municipality has also spent some of the capital investments 

on the economic development of the Municipality through the Economic Development Fund. 

During 2018 from Muicipality 2,161,026 euros were forcibly collected from private enforcerer, out 

of which 1,824,561 euros from the government fund and 336,465 euros from the Development Fund, 

hence most of the budget was forcibly collected and the Municipality was unable to realize the 

planned capital projects. The municipality received additional funds in the amount of 271,000€ and 

from these funds realized 3 capital projects that were in accordance with the Legal Procedures. The 

municipality received €300.000 from the Ministry of Local Self-Government and €30.000 from the 

Ministry of Infrastructure, and both projects were implemented. 
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Issue A5 – Shortcomings in the bid evaluation process 

Finding  During the audit work on capital investments, we encountered shortcomings 

during the bid evaluation process for the project "Supply with furniture for 

the main building of the municipality". Among the requests for this project 

were: 

- Possession of certificates EN ISO 14001: 2004 and EN ISO 9001: 2008 

- Possession of a commercial building – factory at the size of at minimum 

8000 m2 

The winning economic operator, the consortium between the two companies, 

provided the evidence of possession of the certificates, but they had expired 

in 2018, respectively, they were not renewed. While for the other criterion 

mentioned above, the operator had provided evidence of possession of the 

parcel in size of 11,000 square meters, but not an evidence of possession of 

the facility in the size as required by the criteria. 

 Risk  Failure to respect and announce the winning operator without the fulfilment 

of preliminary or professional requirements risks that the selection of the 

operator who may itself endanger the execution of the project for which he 

has been selected.   

Recommendation A5 The evaluation committee should make the evaluation of the bids, exactly as 

per the requirements presented in the tender dossier.  

 

3.1.6 Common Issues on Goods and Services and Capital Investments  

This part of the report foresees to include common issues in the field of procurement that relate to 

goods and services as well as capital investments. 

 

Recommendations 

We have no recommendations in this area  

3.2 Capital and non-capital assets  

Asset management is an important part of financial management and control in the public sector. 

Good asset management requires the Municipality to have a complete view of assets, control and 

management procedures, and constantly updates the changes in its records. Capital assets are all 

assets owned by the Municipality at cost above €1,000, while non-capital assets are under €1,000. 
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Weaknesses related to asset management have been presented to the audit opinion as an Emphasis 

of Matter (see subchapter 2.1). 

 

Issue B1 – Shortcomings in the registration of capital; and non-capital assets 

Finding The Municipality has not taken any measures regarding the management of 

purchased and inherited of assets in previous years. Furthermore, the assets 

presented in the AFS for 2018 were not recorded in the KFMIS as capital 

assets, and the e-assets system for asset registration under € 1,000 is not being 

used. Consequently, the accurate and complete values of municipal assets, in 

the AFS have not been disclosed. It is worth mentioning that the value of 

capital assets presented in AFS 2018 is € 408,873 while in AFS for 2017 it was 

€ 1,376,238.   

Risk  Failure to properly register assets in the KFMIS and e-assets represents not 

only misreporting of assets in AFS, but also provides an opportunity for these 

assets are abused. 

Recommendation B1 The Mayor should ensure that initially all municipal assets are physically 

registered, assessed if necessary and eventually registered in the KFMIS and 

e-assets registers. Then it should consistently ensure that the new assets are 

regularly recorded in the accounting records 

3.3 Handling of cash and its equivalents   

Petty cash is a small fund of money that is kept in the care and control of the Budget Organisation, 

department or smaller budget units depending on budget appropriations and is used to cover small 

value expenditures (up to €100). 

 

Issue A6 – The status of patty cash  

Finding Although for 2018 there is no finding as far as the maintaining and use of 

petty cash, an amount of €5,000 from 2016 is still standing as not closed 

advance in KFMIS on behalf of petty cash. According to AFS for 2018, on 

15.12.2016, evidences for closing the advance were submitted in treasury on 

behalf of petty cash, but this did not occur. This amount does not physically 

exist in the municipality as petty cash.  

Risk Failure to close the liabilities for advances taken on behalf of petty cash 

presents the risk of misreporting positions as advance payments and as well 

as expenditures in AFS as well as space for these means not to be in full 

control by the municipality. 
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Recommendation A6 The Mayor should be ensured for the reason for not closing the advance on 

behalf of petty cash from 2016 and to undertake measures in closing of this 

account in the following year. 

3.4  Receivables  

Since the Municipality does not issue any type of tax and tax invoices, it does not have receivables 

nor it keeps records on these. Fees for issuing various certificates are cash payments made through 

the cashier upon submitting the request for certificate. 

Recommendations 

We have no recommendations in this area. 

3.5     Outstanding liabilities  

The Municipality has implemented the requirements of financial regulation no. 01/2013, Article 24 

regarding the receipt and payment of bills and has protocolled and evidenced received invoices, 

which resulted in the creation of an updated outstanding invoices. According to this register, 

invoices are processed and paid on time. Also on a monthly basis they are reported in MoF and are 

disclosed in the FS. 

Regarding to the outstanding liabilities, as mentioned in chapter 2.1, the part of emphasizing of 

matter, the value of the liabilities disclosed in the AFS for capital expenditures from previous years 

is not accurate, as it is disclosed the amount of € 1,324,253 , whereas at the beginning of 2019 a 

request for mandatory payment by the enforcer on behalf of fee for delays made in debts for 2017 

and in 2018 an amount of € 213,095 was also received. So in total the value of liabilities for capital 

investments should’ve been € 1,537,348. 

Recommendations  

We have no recommendations in this area. 

4 Good Governance 

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

management, independence of internal audit, and 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 
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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.  

Overall Governance Conclusion  

The level of governance within the Municipality, particularly with regard to accountability, risk 

management and the quality of managerial reporting is weak and challenging. The response to audit 

recommendations is still ineffective. The operation of a quality internal audit system has not been 

established since the Internal Audit Unit (IAU) and the Audit Committee (AC) have not been 

established. 

The Municipality had not met either the MoF’s requirement regarding the submission of the self-

assessment questionnaire. Budget Organizations are obliged to prepare and follow strategic plans 

at the organization level, such as urban planning, spatial planning, emergency operational plan, 

strategic anti-corruption plan, regional development strategy, etc. The Municipality does not have 

any of these plans/strategies. 

Further on, in terms of compliance with legislation, from disclosures made in the audit of last year 

over the existence of some weaknesses in budget/expenditure management, are addressed or some 

of them are in continuous improvement. 

4.1 Internal Audit System 

Budget Organisations are obliged to ensure that its activities and processes are subject to internal 

audit. A sound internal audit system assists management in identifying weaknesses in financial 

management and municipal controls. This contributes to the improvement of internal controls, 

achievement of objectives and improvement of the services provided by the Municipality. 

 

Issue B 2 – Failure to establish an Internal Audit Unit 

Finding Despite our repeated recommendations, the Municipality has not yet 

managed to provide internal audit services within the Municipality or to 

ensure their coverage by another budget organization. This is because the 

municipal management did not pay due attention to internal audit and 

improvement of municipal internal control activities of the municipality 

and as welldid not have planned budget in covering of this field. 

Risk  Lack of internal audit activities may affect the continuation of recurrence of 

weaknesses in key internal control systems. Furthermore, management may 

not be able to identify weaknesses of controls and react timely to their 

elimination. 
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Recommendation B2 The Mayor should establish the IAU in order to provide support in managing 

risk areas and which would assist ongoing operational activities. In addition, 

we suggest the establishment/operation of CA to review the outcome of 

internal audit and the actions taken by the Management in relation to the 

recommendations given. 

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.  

The management organizes meetings with leading officials and has established a formal internal 

reporting process by municipal directorates. So it has therefore been noted that management has 

applied regular reportings in order to have a better planning, to supervise the activities on a regular 

basis and to enable more effective decision-making. The management is also in the process of 

creating a system where persons are held accountable for their actions and where the disclosure of 

results is done transparently. 

Whereas, the risk management is a process that has to do with identification, analysis, assessment 

and management actions/measures to control and respond to threats that threaten the organization.  

In this section, more work is needed to find the following: 
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Issue C2- Weaknesses in management controls and risk management  

Finding The Municipality also has no written policies and procedures for managing 

risks, in particular the risk of fraud and irregularities There is no risk register 

drafted according to FMC requirements, there is no risk management 

strategy, nor any report on their management has been prepared. This has 

happened due to the a lack of accountability at the senior management 

relating to the risk management process and the lack of knowledge within 

the departments for their roles in providing support for this process.  

Risk The lack of effective and comprehensive risk management will weaken the 

quality of service to the citizens if internal and external issues affecting this 

are not timely addressed. This is because proactive actions are needed to 

prevent or avoid the impact of such issues will not be undertaken in a 

planned and systematic way. 

Recommendation C2 The Mayor should ensure that direct responsibility for risk management is 

delegated to the relevant administration sectors and provide quarterly 

reporting on the implementation of the requirements in this area. 

5 Progress in implementing recommendations 

The Municipality received our audit report for 2017 in June 2018, and committed to implement all 

recommendations given. Initially they have prepared an action plan within 30 days, and as well 

have started with the implementation recommendations. The audit report was not discussed at the 

Municipal Assembly, as recommended in previous year report. 

Out of 12 recommendations given, nine of the recommendations were fully implemented, 

respectively two were in process of implementation and two were not yet addressed by the 

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

No Audit field Recommendation for the year 2017 Actions undertaken 
Status 

1 

2.3. 
Recommendation

s regarding the 

Annual Financial 

Statements 

The President should ensure that an analysis is 
carried out to determine the reasons for 

qualifying or highlighting the issues and other 

issues raised in this report. Specific steps should 

be taken to strengthen the control in the 

payment process in order to suppress the 
double payments or payments for which works 

/ supplies and / or services have not been 

performed. For double payments, it should 

ensure that, in the short period of time after 

receipt of this report, it is returned to the 
municipal budget, whereas for works / supplies 

/ services that have not been performed a 

special commission will be established to 

monitor this process until their completion, 
otherwise it should be funds are returned to the 

municipal budget. Similarly, the President 

should ensure that all objects and other 

immovable property are registered, after all 

necessary actions have been taken to initiate the 
application of property tax and complete the 

instructions on the organizational structure. 

Furthermore, the President should ensure that 

efficient processes are established to confirm 
that the draft AFS for 2018 addresses all issues 

related to compliance. The statement of the 

Chief Administrative and Financial Officer 

should not be signed, unless all necessary 

controls are applied in the AFS. 

Specific measures 
were taken in the 

implementation of 

the following 

recommendations: 

checks were carried 
out on the process of 

paying bills, 

measures were taken 

to double payments 

to municipalities and 
money was repaid, 

payments were made 

only for jobs that 

were completed. 
performed on 

projects that were not 

completed and what 

was paid, and these 

cases were sent to the 
court for the return of 

funds that were paid 

by the Municipality. 

One did not address 
the funds and 

functioning of the 

internal audit. 

Partially 
impleme

nted 

2 

3.1 Budget 

planning and 

execution 

The President should ensure that budget 

performance is continuously and systematically 

monitored monthly and that this review 
identifies and addresses obstacles and 

difficulties in budget execution at the planned 

level. When initial budget planning is incorrect, 

this should be fully reflected in the final 

budgetary position. Also, the Mayor should 
ensure strict control over the management of the 

capital investment contract and that the 

managers and the supervisory body of the 

projects.  

Yes 
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3 

3.4. Personnel 
management 

The President should ensure that appropriate 
actions are taken to urgently address these 

issues in order for the Municipality to establish 

an organizational structure, to functionalize the 

Personnel Unit and to select a staff member in 

accordance with the existing legal framework. 

 

Yes 

4 

3.5. Goods and 
services, as well 

as utilities 

The President should ensure that any payment 
made is documented and that there is receipt of 

goods or services on the basis of the appropriate 

prices and conditions specified in the contract. 

Furthermore, the President should ensure the 
application of clear rules on the use of vehicles 

and the identification of costs and adopt internal 

regulations for the use of official municipal 

vehicles. 

 

Yes 

5 

3.6. Subsidies and 

transfers 

The president should ensure that the Municipal 

Assembly drafts and adopts a decree on 

subsidies for which it will set clear criteria, as 

well as the mechanisms under which the 
subsidies will be monitored and managed. 

Supplementary allocation controls need to be 

strengthened to ensure effective monitoring of 

the use of funds allocated from the municipal 

budget. 

 

Yes 

6 

3.7. Capital 

Investments 

The President should ensure that a review of the 

audit findings is carried out in these cases where 

the processes have not been effectively applied 
to determine why failures have occurred and 

why appropriate controls have not been 

applied. Furthermore, the value of money, 

especially for expensive capital projects, should 
be taken into account, taking measures to 

eliminate these weaknesses. For the 

construction of roads and complex projects, the 

framework contracts should be avoided and in 

particular the specific contracts for each project 
should be concluded. The President of the 

Municipality should ensure that the 

memoranda and agreements signed with other 

partners are strictly enforced by both parties in 

the agreement in order to satisfy all the points of 
the agreement. Also, the President should 

ensure rigorous monitoring of the activities of 

all involved actors in such projects, as well as to 

require responsibility from the supervisory 
body and the commission for the technical 

reception of the works carried out in order to 

avoid the possibility of abuse and fraud. In 

situations where they are observed or there are 

indications of suspicion of abuse and fraud, the 

 

Yes 
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President must take specific legal actions in 

accordance with the applicable legal 

framework. 

7 

3.8. Common 

questions about 

goods and capital 
investments 

The president should provide adequate 

measures in the process of selecting the 

beneficiary of the project through procurement 
procedures, in order to avoid benefiting the 

beneficiaries in order to achieve a reduction in 

the cost of the budget and increasing the value 

for money, as well as avoiding the possibility of 
misuse of public money and municipal 

property. 

 

Yes 

8 

3.9 Capital and 
non-capital assets 

Disadvantages related to asset management 
were presented in audit opinion as Highlighting 

the issue (see subheading 2.1).  

No 
measure

s were 

taken 

9 

3.12 Non-settled 

obligations 

The president needs to strengthen control over 

management and reporting of unpaid 

obligations. Initially, ensure that a book of the 
protocol is maintained, where all receipts will be 

recorded and submitted to all received invoices. 

Next, establish an efficient system in which all 

unpaid accounts will be accurately and fully 

reported to MoF on a monthly basis, as well as 
at the end of each year explicitly disclosed in the 

AFS. 

  

Yes 

10 

4. Progress in 
implementing the 

recommendations 

The President should ensure that the 
implementation of the action plan is 

continuously monitored and reported on a 

regular monthly or quarterly basis in relation to 

the progress made in this respect. Non-deadline 

recommendations should be regularly reviewed 
by the president, as well as undertaking pro-

active activities against barriers presented 

during the implementation. 

  

Yes 

11 

5.1 Internal Audit 

System 

The President should establish the JUR to 

provide support in the management of risk 

areas and to assist the operational activities 

below. In addition, we propose the 
establishment / operation of the KR to audit the 

results of the internal audit and the activities 

undertaken by the management in relation to 

the recommendations 

  

No 

measure

s were 

taken 
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12 

5.2 Managerial 

reporting, 

The President should ensure that an overview is 

carried out to determine the form of financial 

and operational reporting of senior 
management. Budget flows, including revenues 

and expenditures, as well as implementation of 

the capital project plan, should be subject to 

regular reporting and review by the 
management. In addition, in order to reduce the 

risk impact at acceptable levels, the organization 

should compile a risk register with all 

appropriate measures / actions in order to place 

the exposed threats under control. 

Partially completed 

because the 

organization did not 
create a risk register 

with all appropriate 

measures / actions to 

control the threats 
posed. 

 Partiall

y 

impleme
nted 

No Audit field Recommendations for the year 2018   
  

1 AFS 

The Mayor should ensure that an analysis is undertaken to determine the causes for 

Emphasis of Matter, and as well as actions should be taken to address especially the 

issues that have to do with municipal assets.  
Moreover, when preparing of statements, it should be ensured that all possible 

liabilities, including the obligations that may come from the enforcers on behalf of 

the non-payment interest rate for non-payments.  

Continue to implement the recommendations made during the preliminary audit 

according to the action plan 

2 
Personel 

Management 

The Mayor should ensure that recruitment activities are conducted in accordance 
with relevant procedures and regulations that ensure equal treatment for all 

potential candidates. 

3  
We recommend that the Municipality fully obeys the regulation of employee files.  
 

4 

Goods and 

Services and 

Utilities  

The Mayor should ensure adequate measures in the selection process of project 

beneficiaries through procurement procedures, in order to avoid the favouring of 

beneficiaries, through which is achieved the reduction of costs and the increase of 

value for money as well as avoiding the misuse opportunities of public money and 

property of the municipality. 

5 
Subsidies and 

Transfers  

On the occasion of subsidy allocation, it should be made clear to the beneficiaries 

that they are obliged to submit reports on the means of utilization of the funds and 
as well as reports are followed by a regular and verifiable documentation.  

6 
Capital 

Investments  

The evaluation committee should make the evaluation of the bids, exactly as per the 

requirements presented in the tender dossier. Allowing the submission of 

documentation after the deadline of the application enables discrimination of other 

non-profit operators. 

7 
Capital and non-

capital assets  

The Mayor should ensure that initially all municipal assets are physically registered, 

assessed if necessary and eventually registered in the KFMIS and e-assets registers. 

Then it should consistently ensure that the new assets are regularly recorded in the 

accounting records 
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8 

Handling of cash 

and its 

equivalents   

The Mayor should be ensured for the reason for not closing the advance on behalf 

of petty cash from 2016 and to undertake measures in closing of this account in the 

following year. 

9 
Internal Audit 
System 

The Mayor should establish the IAU in order to provide support in managing risk 

areas and which would assist ongoing operational activities. In addition, we suggest 
the establishment/operation of CA to review the outcome of internal audit and the 

actions taken by the Management in relation to the recommendations given. 

10 

Management 
Reporting, 

Accountability 

and Risk 

Management 

The Mayor should ensure that direct responsibility for risk management is 

delegated to the relevant administration sectors and provide quarterly reporting on 

the implementation of the requirements in this area. 

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 170519 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: Letter confirmation  

 


