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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 Supreme Audit Institutions 

standards and good European practices. 

The Auditor General has decided on the audit opinion on the 

Annual Financial Statements of the Kosovo Railways – Trainkos 

J.S.C in consultation with the Assistant Auditor General, Arvita 

Zyferi, who supervised the audit. 

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

(Team Leader), and Valbona Pllana (team member), under the 

management of the Head of Audit Department Enver Boqolli.  

 

 

 

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 Publicly Owned Enterprise Kosovo 

Railway - Trainkos J.S.C (hereinafter Trainkos) 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 09/01/2019.   

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 Trainkos. 

Opinion of the Auditor General 

Qualified Opinion 

The Annual Financial Statements for 2018 do not present a true and fair view in all material aspects, 

with exception of effect described in the paragraph Basis of Qualified Opinion.  

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 



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

 

 5 

Key Conclusions and Recommendations  

 

 

 

The Chairman of the Board has agreed with audit findings and conclusions, and has committed to 

address all the recommendations given. 

The National Audit Office evaluates the cooperation of management and personnel of the Public 

Enterprise Trainkos J.S.C. during the audit process. 

  

Material misstatements that are 
prevalent in all of the financial 

statements have resulted in 
Modification of the Opinion for 

the AFSs of 2018.

The Chairman of the Board should analyze 
the reasons for Modificaton of the Opinion 
in the AFSs of 2018 and identify required 

actions to enable a fair and true 
presentation of the AFSs in 2019. 

(see issues at basis for opinion 2.1).

Lack of adequate controls in the 
field of financial management and 
control resulted in financial errors 

during the payment processing 
and recording of items in 

accounting register.

The Chairman of the Board should apply a 
detailed assessment of the issues 

highlighted in this report to identify the 
reasons for presence the weaknesses and to 

take necessary actions to address them. 

(see the issues presented in the FMC 
section).

Inadequate controls in the area of 
revenues have resulted in 

development of activities that are 
outside of  the Trainko's scope. 

The Chairman of the Board should ensure 
that the activities of the Enterprise are 
related to its scope, foreseen by statute 

and by the business plan.

(see Case A12).
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1 Audit Scope and Methodology 

Introduction 

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 the Trainkos 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 Auditor General (hereinafter  

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.   
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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 recorded in the AFS. AFSs have been 

prepared and signed by the Chief Financial Officer and Treasury (CFOT) and the Chief Executive 

Officer (CEO) and submitted for approval to the Board of Directors (BoD).  

AFS approval incorporates a number of assertions relating to compliance with the reporting 

framework and the quality of information within the AFS.  These assertions are intended to provide 

the Shareholder and wider public with the assurance that all relevant information has been 

provided to ensure that an audit process can be undertaken.   

2.1 Audit Opinion  

Qualified Opinion 

We have audited Trainkos AFS for the year ended 31st December 2018, which include the statement 

of financial position, income statement, cash flow statement, statement of changes in equity, and the 

summary of accounting procedures and other explanatory notes. In our opinion, due to the effects 

of the issues described in the paragraph for the basis for qualified Opinion, the annual financial 

statements do not present a true and fair view, in all material aspects of Trainkos for the year ended 

31st December 2018, in accordance with International Accounting Standards (IAS), International 

Financial Reporting Standards (IFRS) and Kosovo Laws. The financial statements have been 

prepared on the basis of accrual accounting principle, Law no. 03/L-048 on Public Finance 

Management and Accountability (as amended and supplemented) and Law no. 04/L-087 on 

Publicly-Owned Enterprises (as amended and supplemented). 

Basis for qualified Opinion 

We have established the basis for qualified opinion, for reasons mentioned below:  

- According to IAS 7, the cash flow statement reports the monetary cash flow, during the 

period, by classifying them into operational, investment and financial activities. Trainkos 

has received funds for Capital Investments from MED (shareholder), €260,353 which has not 

been presented at all in the financial activity of the cash flow; 

- Trade accounts receivable and other in the 2018 AFS were €2,312,618. To test their accuracy, 

we asked Trainkos to submit 7 confirmation letters to the Enterprise’s customers to confirm 

the value of their debts to Trainkos. According to the accounting register, the total of these 

receivables for which we requested confirmations was €1,783,664, out of which we received 

five (5) letter-confirmations in the amount of €1,247,117. Two of them were overstated in the 

accounting register, one for €4,343 and the other for €8,699. In one of the unreceived 

confirmations the client was in the court proceedings for €152,978 and in the other case for 
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€370,526 we did not receive the confirmation. These differences have resulted due to lack of 

periodic reconciliation between the Trainkos and its customers. 

- IAS 16 require re-evaluation of non-current assets once every 3 to 5 years. The value of non-

current assets (Property, Plant & Equipment) was €5,489,323. Trainkos has not carried out 

their re-evaluation since 2007. Therefore, we were unable to ascertain whether this value was 

correct, or whether it was overstated/understated. This (according to Trainkos) was not 

done in absence of funds to finance a licensed company for re-evaluation of assets; and  

- Explanatory notes do not provide accurate information and figures on some of the items 

presented in the statement of financial position, and in income and expenditures statement. 

For more details see subchapter 3.6.  

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. According to ethical requirements relevant for the audit 

of annual financial statements of Publicly Owned Enterprises (hereinafter POEs) in Kosovo, NAO 

is independent of the Trainkos 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.  

Responsibility of the Management for AFS 

The Management of the Trainkos is responsible for the preparation and fair presentation of financial 

statements in accordance with International Accounting Standards (IAS), International Financial 

Reporting Standards (IFRS) and 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 no. 03/L-048 on Public Financial Management 

and Accountability (as amended and supplemented) and Law no.04/L-087 on Publicly Owned 

Enterprises (as amended and supplemented) and Law 06/L-32 on Accounting, Financial Reporting 

and Audit.   

The Chairman of the Board is responsible to ensure oversight of the POE’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. 

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

accordance with ISSAIs will detect every material misstatement that might exist. Misstatements may 

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. 
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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 the Management, as well as evaluating the 

presentation of the financial statements. 

2.2 Compliance with AFS  and other reporting requirements  

POE is required to comply with a specified reporting framework and other reporting requirements. 

We considered: 

 Requirements of Law no.03/L-048 on Public Financial Management and Accountability (as 
amended and supplemented);  

 Requirements of the Law no.06/L- 016 on Business Organisations;   

 Requirements of the Law no.04/L-087 on Publicly Owned Enterprises (as amended and 
supplemented);  

 Requirements of the Law no.06/L-032 on Accounting, Financial Reporting and Auditing;   

 Requirements of the Law on Public Procurement No.04/L-42 (as amended and 
supplemented);   

 Requirements of the Instruction no.2/2013/MF on the Structure and Content of Annual 
Financial Reports   

 POEs are also required to fulfil the following requirements:  

o POE Charter;  

o Business Plan; 

o Quarterly reports;  

o Annual report; 

o Consumer satisfaction Report; and  

o Draft plan and final procurement plan in time.   

Given the above – the approval made by CEO and CFOT when the draft AFS are submitted to the 

Board of Directors can be considered to be correct, except for issues mentioned above, the AFS 

present a true and fair view in all material aspects. 

In the context of other external reporting requirements, we have no issues to raise. 
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2.3 Recommendations related to Annual Financial Statements 

Recommendation A1 The Chairman of the Board should ensure that constituent items of the cash 

flow statement are presented fairly in relevant operational, investment and 

financial activities, and necessary explanations are given in the explanatory 

notes of AFS. 

Recommendation A2 The Chairman of the Board should ensure that all necessary communication 

and cooperation procedures with debtor clients are followed in order to 

provide confirmation in a timely manner to the auditor regarding the amount 

of liabilities to Trainkos. 

 The Chairman of the Board should ensure that all necessary measures are 

taken to carry out a re-evaluation of fixed assets and this should be done at 

least once in five (5) years to verify the accurate value of assets in accordance 

with IAS 16. 

Recommendation C1 1The Chairman of the Board should ensure that an analysis has been carried 

out to determine the causes that have led to the issuance of Qualified Opinion 

and take necessary actions for their elimination. The Chairman of the Board 

should also ensure that effective processes are in place to confirm that the 

AFS production process for 2019 addresses all issues regarding compliance. 

This should also include the revision of the draft AFS by Management, with 

particular focus on high-risk areas and areas where errors have been 

identified in previous years. Signing of statements by CEO and CFOT should 

not be made unless all necessary checks have been applied to the AFS before 

they are submitted to the BD.  

                                                      
1 Issue A and Recommendation A – means issues and new recommendations,  

   Issue B and Recommendation B – means issues and recommendations repeated,  
   Issue C and Recommendation C – means issues and recommendations partially repeated. 
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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 

Financial management and control relate to strengthening of the performance of the enterprise to 

make better decisions, to provide better services, and give the best value for money. To do so, FMC 

intends to hold Trainkos Management accountable not only for making financial decisions, but also 

for ensuring that these decisions are adequate and in the best interest of the public. This means to 

ensure that public money is used well and its use extends as far as possible through efficient, 

effective and economical use of resources, such as; personnel, assets and budget according to the 

business plan. 

Revenue controls are generally appropriate and are being implemented effectively, but controls 

over a range of spending areas require further improvement to prevent irregularities. Weaknesses 

identified in the area of expenditures relate to the recording of expenditures in disagreement with 

the accrual principle, the receipt of invoices with incorrect information, loss of fuel due to old 

equipment or inadequate care exercised by staff, frequent procurement procedures with minimum 

values for same items as well as due to lack of a regulation on provisions. 

3.1 Business Plan (Revenues and Expenditures) 

We have considered the sources of revenues and expenditures planned by annual business plan by 

relevant categories. This is highlighted in the following tables: 

Table 1. Table of revenues and expenditures according to annual plan 2018                    (in €) 

Description 
Initial 

planning  
Final plan 

2018 
Outturn 

2017 
Outturn 

Revenues from transport of goods 1,205,323 720,332 561,178 842,835 

Revenues from transport of passengers 249,500 149,700 98,967 125,387 

Revenues from Subsidies – MED 500,000 500,000 500,000 744,814 

Revenues from Subsidies – MI 1,967,292 1,316,000 1,170,612 1,151,613 

Revenues from Grants for Capital 
Investments – MED 

1,000,000 800,000 260,353 891,480 

Other Revenues2 140,000 140,000 128,352 385,839 

Total Revenues  5,062,115 3,626,032 2,719,462 4,141,968 

Expenditure for Salaries 1,810,000 1,705,000 1,696,783 1,674,841 

                                                      
2 Other planned revenues include: revenues from damage of cars €40,000, other non-operating revenues €50,000, and 

revenues from other services €50,000. 
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Goods and Services  453,115 260,000 214,296 272,946 

Service costs  1,740,000 860,000 962,185 1,151,853 

Capital Investments  1,000,000 800,000 260,354 964,095 

Total Expenditure  5,03,115 3,625,000 3,133,618 4,063,735 

Explanations for changes in revenues and expenditures planning are given below: 

 According to the initial plan, revenues from the transport of goods were foreseen €1,205,323, 

while with the revision of the business plan they decreased by €484,991 or 40%. This 

happened because the main client (Economic Operator) of Trainkos has not worked for the 

first five (5) months of the year as a result of the change of the shareholder. Also, entry into 

market of a private Operator in transportation of goods has led to the decrease of revenues 

from this category; 

 Revenues from the passenger transport foreseen under the business plan were decreased 

with the revision of the business plan by €99,800 or 40%. In addition, generation of revenues 

is lower in relation to the final planning by €50,733. The decrease of revenues from 

passengers is as a result of continuous decrease of train use by passengers; 

 With the revision of the business plan, the category of Goods and Services was decreased by 

€193,115 or 43% as a result of inaccurate estimation of expenditures for equipment and 

furniture. The decrease of revenues has also led to reduction of expenditures for Goods and 

Services; 

 Service costs under the revised business plan have decreased by €880,000 or 51%, because 

the decrease of the transportation of goods has directly impacted on the cost of services; and 

 Under the initial plan capital investments were foreseen €1,000,000, while with the revision 

of this plan, they decreased to €800,000. In addition, €539,646 have not been allocated by 

MED as a multi-year planning capital project “Purchasing a Train Engine”, although was 

budgeted as a project, its retendering process has failed for four times in a row. The failure 

in this project occurred due to lack of bidders. 
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Issue A3 - Inadequate planning and execution of the business plan 

Finding  In general, the purpose of the business plan is to achieve company’s goals 

according to its priorities. According to budget analysis, collection of 

revenues compared to the revised business plan was about 75%, while 

collection of revenues from passengers’ transport and revenues from grants 

for capital investments was 66% and 33% namely. In terms of expenditures, 

implementation of capital investments plan was at 32%, while the budget for 

service costs in relation to the final plan was exceeded. This has occurred in 

the absence of an accurate analysis regarding the company’s ability to 

generate revenues as well as due to inadequate analysis of implementation of 

capital projects. 

Risk Inadequate budget planning and poor implementation, especially for 

revenues and capital investments, may result in failure to meet company’s 

objectives. While lack of information regarding funding sources may result 

in non-achievement of projects.  

Recommendation A3 The Chairman of the Board should ensure that upon revision of the business 

plan to conduct accurate analyses regarding the generation of revenues across 

each category. In addition, In addition, a detailed analysis of the investment 

activities planned should be carried out during the year and take necessary 

actions to ensure that these projects are implemented according to the plan. 



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

 

 14 

3.2 Statement of Financial Position 

We have audited the statement of financial position by testing the account balances as well as the 

transactions occurred during the year within these accounts. In addition to examining the 

accounting balance of accounts, we have also addressed aspects of compliance with laws and 

regulations and have provided the following recommendations. 

Table 2: Balance Sheet of Trainkos on 31st of December 2018                                     (in €) 

Assets Year 2018 Year 2017 

Land 0 0 

Property, Equipment and Plants 5,489,323 6,108,772 

Ongoing Investments 10,432 0 

Intangible Assets  122 1,562 

Stocks 429,170 455,752 

Business Accounts receivable 2,312,618 1,711,928 

Other Short-term Assets ( advance payments) 24,793 270,654 

Cash in Bank and cash box 54,938 695,291 

Total Assets 8,321,396 9,243,959 

Equity   

Charter Capital  25,000 25,000 

Reserve Capital 5,282,692 5,332,262 

Profits/Losses retained (1,595,840) (1,102,387) 

Profit/Losses of the year (476,289) (493,453) 

Other Reserves 2,262 28,079 

Liabilities   

Long-term Liabilities 3,186,968 3,933,998 

Business Payable accounts 1,896,603 1,520,460 

Total Liabilities and Equity 8,321,396 9,243,959 
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Issue B2- Non-reconciliation factual situation of stocks with accounting registers  

Finding  Accounting registers should contain complete and accurate information 

about the POE’s assets situation. At the end of the year, the enterprise carried 

out stock counting and prepared the inventory report, but this report does 

not match with the accounting records. The value of €424,499, was presented 

in the report of the inventory commission, while the value of €428,509 was 

presented in the accounting records, therefore, there is a mismatch in the 

amount of €4,010. The enterprise has taken a number of actions to reconcile 

the condition of inventory according to the registration of the commission 

with accounting records, but failed to complete this process successfully.   

Risk Failure to accurately present the condition of stocks poses a risk as the 

Enterprise may obtain unnecessary supplies or will not be able to make 

necessary supplies due to incomplete accounting information. Moreover, this 

situation poses a risk of misuse of stocks by responsible persons. 

 The Chairman of the Board should ensure that the stock status is reconciled 

in the accounting records with their factual condition and should ensure that 

controls have been enhanced for their ongoing monitoring. In addition, 

whenever such differences occur, they should be looked into until differences 

and causes are identified. 

Issue A 4 - Do not reflect the correction even in the previous period of the statement 

Finding  According to IAS 8, accounting adjustments and adjustments of errors for 

previous periods are required to be accounted for retrospectively. In the 

statement of the financial position the reserve capital presented at the end of 

the year was presented in the amount of €5,282,692, or €49,570 less than at the 

beginning of the year. Part of this change is a consequence of an error where 

the spare parts were registered with the price of €25,031 while their price was 

€250.31. The error was ascertained by the inventory commission at the end of 

2018. The commission has established that the error was carried over from 

the previous year and adjustments were made only in the current year, but 

did not present this item in the previous balance. Regarding the rest of the 

amount that has reduced the reserve capital, we have not found any evidence 

or justification from the enterprise. Also, for these changes, were not 

disclosed reasons and the effects of adjustment in the statement of financial 

position.  

Risk Presenting the adjustment of prior errors only in the column of reporting year 

and not in the previous year column in the AFS, creates uncertainties and 

errors for trend analysis at the adjusted item. 

Recommendation A4 The Chairman of the Board should ensure that adjustments of effects from 

previous periods are presented in the column of previous year, and not only 

in that of the reporting year. Also to disclose in the explanatory notes the 

reasons and the effects of adjustment for each item in statements. 
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Issue B3 - Prepayments made in 2014 for services which are not received yet   

Finding  According to IAS 1, prepaid expenditures occur when the money is paid 

before the service is received or the item is used, while the expenditures are 

recognised during the period when they occur as a result of the receipt of the 

goods or services. According to the data above, a prepayment in the amount 

of €24,793 carried forward from 2014 has been recorded in the statement of 

financial position of Trainkos. Based on the review of the transactions, this 

amount has presented several prepayments to different clients for whom 

there is no sufficient documentation or information. According to financial 

officers, this amount has been carried forward for many years and reflects 

advance payments given for services for which the enterprise has not yet 

manged to benefit from until the end of 2018. 

Risk Failure to clarify the situation regarding the ownership of prepayment 

account and its carrying forward for many years without coverage with 

relevant documentation poses a risk as prepaid services may not be delivered 

and this value carried forward over the years in the FS without any financial 

effect.  

 The Chairman of the Board should take appropriate actions to clarify the 

situation between the two companies and provide necessary documentation 

that supports the value of prepayments so that this value is obtained through 

the receipt of goods or services. 

Issue A 5 – Lack of policies for provisioning of bad debts   

Finding  The objective of IAS 37 is to ensure that appropriate recognition criteria and 

measurement bases for provisions, liabilities and contingent assets are 

applied. The enterprise did not have an adequate policy of recognising 

provisions for bad and suspicious debts. It recorded and presented the 

amount of €24,798 as bad debts without any aging analysis and without any 

regulation for bad debts. This happened because the Board of Directors has 

not taken concrete steps to draft such a regulation. 

Risk Lack of a regulation on provisions as well as lack of aging analysis and 

assessment of bad and suspicious debts may lead to increased risk over the 

management of accounts receivable, and may lead to wrong decisions about 

them. 

Recommendation A5 The Chairman of the Board should take necessary actions to draft a regulation 

on handling provisions and bad debts based on clear policies and in 

accordance with the Accounting Standards. 
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3.3 Statement of Income and Expenditures   

Publicly Owned Enterprise Trainkos has presented all types of revenues it has generated during the 

year, expenditures, and financial outturn in the following statement. 

Table 3: Statement of Income and Expenditures as of 31st of December 2018                        (in €) 

Description Year 2018 Year 2017 

Revenues from sales  /services 3,460,398 4,164,607 

Total revenues  3,460,398 4,164,607 

Expenditures for  Salaries  (1,696,784) (1,674,842) 

Depreciation and  Expenditures (1,032,000) (943,305) 

Other expenditures (1,183,106) (1,516,681) 

Other expenditures (bad debts) (24,798) (523,232) 

Total Expenditures (3,936,688) (4,658,060) 

Profit/Loss before tax (476,290) (493,453) 

Tax on Profit 0 0 

Net Profit/Loss (476,290) (493,453) 



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

 

 18 

Issue A 6 – Contract management plan not in accordance with the standard form   

Finding According to Article 81 of the Public Procurement Law (PPL), Contracting 

Authorities are obliged to prepare a contract management plan. The Contract 

Management Plan (CMP) is a document that will be updated based on the 

supervision of works, services or goods in accordance with the terms set forth 

in the original contract. The Contract Management Plan is an open document 

to be monitored by Public Procurement Regulatory Commission (PPRC) 

during the implementation of the contract. In three projects the CMP was not 

completed by the project supervisor according to the standard form. Such 

cases are as follows:   

 Project ‘‘Renovation of the towing trains facility’’;  

 Project ‘‘Supply with used passenger railway cars with medium 

repair; and  

 Project ‘‘Supply and installation of cranes and other equipment’’.  

According to the procurement officer, the enterprise contracted the 

supervisory body and by taking into consideration construction rules have 

agreed that the supervising company is to maintain works journals and the 

report it uses. Trainkos has also used another form of reporting adapted to its 

needs. 

Risk Failure to prepare the contract management plan in accordance with 

requirements of the PPL is in contradiction with public procurement rules 

and poses a risk as may not be included all relevant information required 

under the standard form.  

Recommendation A6 The Chairman of the Board should ensure that the contract manager prepares 

the standard management form for each project in order to report accurately 

stages completed and facilitate monitoring by competent bodies and 

stakeholders.  

 

 

 

 

 

 



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

 

 19 

Issue A 7 – Frequent procurements with minimum values   

Finding  According to public procurement rules and guidelines, the Contracting 

Authority may use a minimum value procedure for any public contract the 

estimated value of which is less than €1,000. By placing purchase orders 

regarding the minimum value procurements, the Contracting Authority will 

ensure effective competition, transparency and high efficiency of use of 

public funds. Based on the review of the list of procurements/contracts 

concluded, Trainkos has executed 95 different contracts during 2018, where 

49 of them are with minimum value under €1,000. Based on testing of 10 

samples, we found that in four (4) cases, procurement procedures were 

developed by applying minimal value contracts for the same project 

“Supplying with potable water” and in three (3) cases, we found that they are 

supplied with batteries with a minimum value under €1,000. Splitting of 

requests has occurred due to lack of identification of needs for timely supply 

and due to inadequate planning of the quantity for these supplies. 

Risk Applying minimal value procedures for the same items may result in higher 

costs compared to the application of other procedures developed in open 

competition. 

Recommendation A7 The Chairman of the Board should ensure that all requesting units identify 

the needs for supplies and the same are included in the annual procurement 

plan. Adequate preparation of supply plans helps develop proper procedures 

and enhances the value for money. 
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Issue A 8 - Recording vehicle insurance expenditures in disagreement with the accrual principle      

Finding  According to the principle of accrual accounting, the effects of transactions 

and other economic events should be recognised at the time of occurrence 

(not when the cash or cash equivalents are received or paid) and they should 

be recorded in the accounting records and reported in the financial statements 

in the period they belong to. According to Trainkos accounting records, the 

amount of €1,735 paid for the insurance of vehicles was recorded as an 

expense of the period while it should be recorded as a prepayment at the 

beginning of the year and then at the end of the year the necessary 

adjustments are made. Incorrect registration of the payment for vehicle 

insurance occurred due to improper interpretation of IAS 1 as well as because 

the prepayment item was not included in the chart of accounts that they own. 

Risk Recording prepayments as expenditures of the period leads to 

underestimation of assets in the statement of financial position and the 

overestimation of expenditures in the income statement. 

Recommendation A8 The Chairman of the Board should ensure that the finance office records 

transactions correctly by properly interpreting the accounting standards. The 

Chairman should also ensure that the chart of accounts contains all items 

covering the Company’s transactions in accordance with the requirements of 

the IAS. 
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Issue A 9 - Erroneous recording of Value Added Tax (VAT) in purchase 

Finding  According to duties and responsibilities, the certification officer ensures that 

the terms of the contract are fulfilled before the payment is made, and that 

the payment request is coded in the appropriate expenditure item and the 

invoice is regular. During the testing of 33 samples we noticed that two (2) of 

them resulted in errors, one in the amount of €640 and others in the amount 

of €450, which were paid on behalf of cleaning wastewater reservoirs on 

railway cars and manholes. The total payment of €1,090 was made with VAT 

calculated by the operator by 8%, while it had to be calculated at 18%. 

According to the operator’s invoice, the VAT for the two 8% payments was 

about €81, but this value was understated by €85. The invoices were received 

by not verifying the value of VAT and this occurred due to the negligence of 

officers for the receipt of invoice and as such was erroneously recorded in the 

accounting. 

Risk Failure to review invoices received by not verifying the VAT calculation 

results in a financial error and erroneous declaration of VAT for accounts 

receivable. 

Recommendation A9 The Chairman of the Board should ensure that the responsible officials 

carefully check each invoice before proceeding them further in the 

accounting, while for cases identified with errors, the Chairman should 

require that the necessary adjustments be made to eliminate the effects of 

error. 
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Issue A 10 - Recording of the loss of fuel    

Finding  Procedures for acceptance of fuel are made by the commission for acceptance 

of fuel, and upon receipt of the goods, it is ascertained whether the goods or 

supplies are in compliance with the accompanying documents with the 

delivery note or the invoice of the supplier. According to the revision of the 

list provided for 12 months of 2018, we noticed that the supply according to 

supplier was 637,962 litres (volume of meter), while according to the 

measuring tool (stick) from Trainkos, the quantity was 634,306 litres of fuel. 

According to this, it appears that Trainkos has a difference of 3,656 litres less 

than the measurement done with the measuring tool (scaled stick in 

millimetres). On 31.12.2018, two losses were recorded in the accounting 

records in the amount of 3,656 litres or €2,888, and the second loss based on 

commission was in the amount of 6,950 litres or €5,490. The total amount of 

loss according to the accounting register at the end of the year was 10,606 

litres or €8,378. On 22.11.2018, the Chief Executive Officer issued a decision 

to form a commission composed of five (5) members regarding the detection 

of fuel shortage in the storage. According to the Commission’s assessment 

and finding, the defects were in Trainkos’s equipment, as the fuel measuring 

equipment did not make the registration accurately, since it was noted that 

the supply of fuel from the pump is made by recording less supply. The 

administration department claimed that camera surveillance at the fuel 

storage had not been working at the time of ascertainment of the shortage 

and this loss remained as undetected. This is because of the lack of proper 

controls on supplies, stock and fuel expenditures. 

Risk Lack of adequate controls upon the receipt of fuel by using insecure tools and 

not ensuring operational cameras during the time of verification of the 

quantity received poses a risk as the Company may lose funds by paying for 

goods it has not received. 

Recommendation A10 The Chairman of the Board should ensure that necessary measures are taken 

to ensure that fuel-measuring tools are calibrated and make accurate 

measurements, and monitoring with cameras should be functional at all 

times. In addition, measurement of fuel quantities in the reservoir should be 

done more frequently, and reconcile accounting records with the real 

condition in order to identify and eliminate possible losses in a timely manner. 
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Issue A 11 - Provision of services (selling of fuel) not according to the Enterprise’s scope and 

activities 

Finding  According to its statute, the main scope of Trainkos is management, operation 

and provision of passengers’ transport services, freight transportation, and 

provision of maintenance services and renovation of all movable means for 

other non-railway institutions. Trainkos during 2018 generated other 

revenues by selling fuel to the publicly owned enterprise Infrakos J.S.C., in 

the amount of €51,324 (including 18% VAT). The business plan approved by 

the Board of Directors does not foresee revenues from the sale of fuel. The 

sale of fuel was made on the basis of a joint service agreement dating back to 

2015. 

Risk Sale of fuel by Trainkos is in contradiction with enterprise’s statute. 

Therefore, given the losses of fuel, there is a potential risk for poor 

management of sale of fuel and generation of unlawful income. 

Recommendation A11 The Chairman of the Board should ensure that the provision of services is 

made only for those activities that are set out in the statute and should take 

appropriate measures to stop the sale of fuel to another company as long as it 

is not involved in the business of Trainkos. 

 

3.4 Statement of changes in equity   

In the Annual Financial Statements of the Company, capital is presented under the following 

structure:  

   Table 4: Equity of Trainkos on 31.12.2018                                                                         (in €) 

Description 31 December 2018 31 December 2017 

Equity 3,237,825 3,789,501 

Charter Capital 25,000 25,000 

Reserve Capital 5,282,692 5,332,262 

Profit /Losses carried forward (1,595,840) (1,102,387) 

Profit/Losses current year (476,289) (493,452) 

Other Reserves 2,262 28,078 
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Issue A 12 – Lack of explanatory notes on the decrease of other reserves 

Finding  In the statement of changes in equity, the item of other reserves was presented 

in the amount of €2,262, while in the beginning of the year it was €28,079, it 

was decreased by €25,817. We have not received any clarification in writing 

or in verbal form for this change. Therefore, it is difficult to conclude that this 

change has been presented fairly and correctly in the financial statements. 

There is no explanation regarding the decrease of this account in the 

explanatory notes. 

Risk Lack of explanatory notes regarding the change in figures presented in 

numerical form in the financial statements presents lack of transparency and 

lack of adequate explanations on relevant items. 

Recommendation A12 The Board of Directors should ensure that the change of items presented in 

the equity statement are referenced and provided necessary explanations in 

explanatory notes about their changes. 

3.5 Statement of cash flow  

Cash Flow Statement provides data on changes in cash during the reporting periods presented and 

classifies the cash flow achieved through business, financial and investment activities. Company 

cash flow information is useful to provide reviewers of the financial statements with a cash flow 

estimate. 

Table 5: Receptions and Expenditures of the petty cash                                                           (in €) 

Description 31 December 2018 31 December 2017 

Cash flow from operating activities   

Profit (loss) of the year (476,289) (493,453) 

Depreciation  of property, equipment and 
plants 

0 0 

Damage to property, equipment and plants 0 0 

Depreciation of intangible assets 0 0 

Change of value of investing property 0 0 

Financial Incomes  0 0 

Financial expenditures  0 0 

Increase/Decrease of accounts receivable (600,690) 97,556 

Increase /Decrease of stocks 26,582 78,446 

Increase/Decrease of other Assets 245,861 451,375 

Increase/Decrease of payable accounts  376,143 660,336 
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Increase/Decrease of other Liabilities  (747,030) (31,553) 

Cash flow from operating activities (1,175,423) 762,707 

Cash flow from investing activities    

Receivables from sale of property, equipment 
and plants  

610,457 (316,328) 

Payments for purchase of property, equipment 
and plants 

0 0 

Cash flow from investing activities 610,457 (316,328) 

Cash flow from investing activities   

Cash from investing activities   

Deposits of additional charter (49,569) 169,788 

Paid dividend  0 0 

Other financing payments (25,818) 28,079 

Net flow from financing activities (75,387) 197,867 

Increase  /Decrease of cash during the year  (640,353) 644,246 

Cash at the beginning of the year 695,291 51,045 

Cash at the end of the year 54,938 695,291 

Shortcomings related to the presentation of cash have been presented in the basis of the opinion. 

3.6 Handling of explanatory notes 

Explanatory notes present information on the basis of the preparation of financial statements and 

accounting policies required by IFRSs and provide additional information which are not disclosed 

in the statement of financial position, income statement, cash flow statement or statement of changes 

in equity, but are important to understand each one of them. 
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Issue A 13 -  Incomplete disclosures in the statement of explanatory notes 

Finding According to IAS 1, explanatory notes should be presented systematically as 

long as possible. Each item in the financial statements should be referenced 

with the relevant information in the explanatory notes. When analysing 

explanatory notes, the following weaknesses were identified: 

- In the statement of explanatory notes ‘intangible assets’ were 

presented in the amount of €5,489,444, while in the statement of 

financial position this item is referred to as the “Property, Plant and 

Equipment” and its value is €5,489,323, so, there is a difference of 

€121. Furthermore, the reference numbers in the statement of financial 

position and disclosure do not match since the reference no. 4 in the 

statement of financial position refers to accounts receivable, while in 

disclosures, reference no. 4 covers intangible assets. 

- In the explanatory notes, accounts receivables are referenced with no. 

6 and with the value of €2,337,411, while in the statement of financial 

position they are referenced with no. 4 and with the value of 

€2,312,618, so with a difference of €24,798; 

- In the explanatory notes, reference no. 7 discloses the money in the 

bank and cash-register, while in the statement of financial position, 

this item is referenced with no. 3; 

- In the statement of income and expenditures, revenues were 

presented in the amount of €3,460,398 and with reference no. 14, while 

in the explanatory notes, the revenues in the amount of €3,466,635 are 

disclosed in reference no. 11, and, between these two values, there is 

a difference of €6,238; 

- In the explanatory notes, reference no. 12 provides explanations on 

expenditures, while in the statement of financial position, 

expenditures are presented with reference no. 3; 

- In the explanatory notes, no explanation on the decrease of capital has 

been provided; 

- In the statement of income and expenditures are presented other 

expenditures in the amount of €1,183,106 and are referenced with no. 

16, while no explanation regarding these expenditures was disclosed 

in the explanatory notes. 

- In the statement of financial position, share capital and other reserves 

are referenced with no. 19, while there is no reference with this 

number in the explanatory notes. 
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Deficiencies identified in the cash flow statement are a result of a careless 

review of the financial statements by the Management before they are 

submitted for approval to the Board of Directors. 

Risk Incorrect presentation of references, naming of items and amounts in 

explanatory notes with those of other statements present an incomplete 

presentation of items under the IASs, and create uncertainty among external 

users of financial statements and the shareholder. 

Recommendation A13 The Chairman of the Board should ensure that during the production of 

AFS, explanatory notes present all detailed, complete and accurate 

information as required under the accounting standards. Moreover, they 

should not be approved without a thorough review of all items of financial 

statements, and without completeness and accuracy of explanatory notes.   
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4 Good Governance 

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  

Governance, from the standpoint of management reporting and accountability, and strategic 

planning, reflects a positive situation. Trainkos has made continuous progress in implementing 

recommendations received in previous years, including management reporting and accountability. 

Despite the progress achieved, in order to have a better governance, the management should pay 

due attention to the functionality of IAU and control regarding the issues raised in this report.  

4.1 Internal Audit System 

The Internal Audit Unit (IAU) was not functional throughout 2018, as the selection of the Internal 

Audit Officer, although carried out on 30.11.2018, the same commenced work in January 2019. 

Trainkos conducted recruitment processes seven (7) times during this period (three [3] times in 2017 

and four [4] times in 2018) but failed to select the successful candidate until the recruitment process 

at the end of 2018. The work of the audit officer during this period was partially exercised by an 

official, carrying out audits only for capital projects. 

 

4.2 Management Reporting, Accountability and Risk Management 

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 operate 

as intended, additional activities are needed to strengthen controls in management reporting, 

accountability and risk management.  
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5 Progress in implementing recommendations 

Our Audit Report on the 2017 AFS of Trainkos resulted in 13 key recommendations. Management 

prepared an Action Plan stating how all recommendations will be implemented.  

At the end of our 2018 audit, eight (8) have been implemented; two (2) were partially implemented 

and three (3) have not been implemented yet. For a more thorough description of the 

recommendations and how they are addressed, see Table 4. 

Table 4 Summary of prior year recommendations and of 2018 

No Audit area Recommendations  of 2017  Actions taken  Status 

1 AFS The Chairman of the Board should 
ensure that an analysis is undertaken 
to determine the causes of the 
qualified opinion. Actions need to be 
undertaken to address the causes in a 
systematic and pragmatic manner to 
remove errors in the Annual Financial 
Statements and ensure a true and fair 
view.  

Further on, the Chairman of the Board 
should ensure that effective processes 
are in place to confirm that the 2018 
AFS production plan formally 
addresses all compliance related 
issues. This should also include 
Management review of the draft AFS 
with specific focus on high risk areas 
and areas where errors have been 
identified in previous years. The 
Statements should not be signed by 
the CEO and CFOT unless all 
necessary checks have been applied 
before the same are submitted to the 
BoD. 

The 
Management has 
taken action to 
adjust AFS of 
2017. They are 
presented to the 
audit team. 

Recommendation 
partially 
implemented. 

2 Balance Sheet 
(Statement of 
Financial 
Position) 

The Chairman of the Board should 
ensure that an accurate list of non-
current assets has been drafted and 
that the necessary actions are taken to 
adjust the financial statements and 
ensure that, when drafting them, the 
source is the accounting evidence. 

Management has 
taken actions to 
improve the 
presentation of 
assets but it still 
does not have a 
complete 
register. 

Recommendation 
partially 
implemented. 
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3 Balance Sheet 
(Statement of 
Financial 
Position) 

The Chairman of the Board should 
ensure that stock records are 
reconciled in the accounting records 
with their actual situation and ensure 
that controls are in place to track 
stocks and that reports are made to 
management on a regular basis. 

Management has 
done something 
regarding stocks, 
but there is still 
no reconciliation 
between the 
accounting 
register and real 
situation. 

Recommendation 
not implemented. 

4 Balance Sheet 
(Statement of 
Financial 
Position) 

The Chairman of the Board should 
ensure that financial statements 
present an accurate financial value 
when AFS are drafted. Further on, to 
ensure that the services/supplies in 
return for this amount are executed in 
the optimum terms for the amount 
paid as advance. 

No measures 
have been taken 
for 
improvement. 

Recommendation 
not implemented. 

5 Balance Sheet 
(Statement of 
Financial 
Position) 

The Chairman of the Board should 
ensure that the completeness and 
accuracy of the list of obligations to 
suppliers is verified on a regular 
monthly basis and that the respective 
officers are reporting in this regard. 

The 
management has 
taken actions to 
correct mistakes 
in the list of 
suppliers. 

Recommendation 
implemented. 

6 Balance Sheet 
(Statement of 
Financial 
Position) 

The Chairman of the Board should 
take necessary actions to ensure that 
the accounting records are in line with 
the balance of debts in TAK and that 
the obligations are paid according to 
the foreseen deadlines. At the same 
time, it should provide accurate 
presentation of financial items. 

Management has 
taken actions for 
presentation of 
liabilities 
towards TAK. 

Recommendation 
implemented. 

7 Statement of 
Income and 
Expenditures 

The Chairman of the Board should 
ensure that sales reports are 
submitted in time and that revenue 
recognition and reporting for the 
relevant period is being made at the 
time of occurrence and not when cash 
is accepted. 

Management has 
taken actions 
and corrected 
reporting of 
revenues. 

Recommendation 
implemented. 

8 Statement of 
Income and 
Expenditures 

The Chairman of the Board should 
ensure that the necessary adjustments 
are made and also that the expenses 
are recognized at the time of the 
occurrence, respectively in the period 
incurred. 

Management has 
taken actions 
and corrected 
reporting of 
expenditures. 

Recommendation 
implemented. 

9 Statement of 
Income and 
Expenditures 

The Chairman of the Board should 
review the identified shortcomings 
and take the necessary measures that 

Management has 
taken actions for Recommendation 

implemented. 
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the engagement of employees for 
specific assignments and works and 
the drafting of the test are done 
according to the relevant legal 
provisions in force. 

this 
recommendatio. 

10 Handling of 
Explanatory 
Notes 

The Chairman of the Board of 
Directors should ensure when 
preparing the AFS, the explanatory 
notes will present all detailed, 
complete and accurate information as 
required by the accounting standards. 

Management has 
not taken actions 
for this 
recommendatio. 

Recommendation 
not implemented. 

11 Progress in 
implementing 
recommendat
ions 

The Chairman of the Board should 
ensure that the action plan for the 
implementation of the 
recommendations is being monitored 
on a regular basis and is being 
implemented in line with the 
deadlines set. The main focus should 
be recommendations that have an 
impact on the opinion and affect the 
most important areas of financial 
management and control. 

Management has 
drafted the 
action plan. 

Recommendation 
implemented. 

12 Internal Audit 
System 

The Chairman of the Board should 
ensure that the enterprise functions 
effectively and an internal auditor is 
selected according to legal 
requirements to assist management in 
evaluating internal controls within 
the Enterprise. 

Management has 
taken actions 
and an internal 
auditor was 
selected by the 
end of 2018. 

Recommendation 
implemented. 

13 Management 
Reporting, 
Accountabilit
y and Risk 
Management 

The Chairman of the Board should 
make a review of the existing 
arrangements for proper segregation 
of duties for the management of non-
current assets. 

Management has 
appointed an 
asset officer. 

Recommendation 
implemented. 

No Audit Area Recommendations of 2018 

1 
AFS The Chairman of the Board should ensure that the component items of the 

cash flow statement are presented fairly in the relevant operational, 
investment and financial activities and the necessary explanations are given 
in the explanatory notes of AFS 

2 
AFS 

 The Chairman of the Board should ensure that all necessary 

communication and co-operation procedures with debtor clients are followed 

in order to provide confirmation in a timely manner to the auditor regarding 

the amount of liabilities to Trainkos 
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3 
AFS 

The Chairman of the Board should ensure that all necessary measures are 

taken to carry out a re-evaluation of fixed assets and this should be done at 

least once in five (5) years to verify the accurate value of assets in accordance 

with IAS 16. 

4 
AFS 

The Chairman of the Board should ensure that an analysis has been carried 

out to determine the causes that have led to making the Qualified Opinion and 

the necessary actions will be taken for their elimination. The Chairman of the 

Board should also ensure that effective processes are in place to confirm that 

the AFS production process for 2019 addresses all issues regarding 

compliance. This should also include the revision of the draft AFS by 

Management, with particular focus on high-risk areas and areas where errors 

have been identified in previous years. Signing of the statements by CEO and 

CFOT should not be made unless all the necessary checks have been applied 

to the AFS before they are submitted to the BD. 

5 
Business Plan 

The Chairman of the Board should ensure that, when revising the business 
plan, more accurate analyses are made on the generation of these revenues 
across each category. A detailed analysis of the investment activities planned 
to be carried out during the year should also be made and the necessary 
actions are taken to ensure that these projects are implemented according to 
the plan. 

6 Statement of 
Financial 
Position 

The Chairman of the Board should ensure that stock status are reconciled in 
the accounting records with their factual situation and ensure that controls 
have been enhanced for their ongoing monitoring. Whenever such differences 
occur, they should be researched until differences and causes are identified.   

7 Statement of 
Financial 
Position  

The Chairman of the Board should ensure that adjustments of effects from 
previous periods are presented in the column of previous year, and not only 
in that of the reporting year. Also to disclose in the explanatory notes the 
reasons and the effects of adjustment for each item in statements. 

8 
Statement of 
Financial 
Position 

The Chairman of the Board should take appropriate actions to clarify the 
situation between the two companies and provide the necessary 
documentation supporting the value of the prepayments in order to execute 
this value by receiving goods or services. 

9 
Statement of 
Financial 
Position 

The Chairman of the Board should take the necessary actions to draft a 
regulation on dealing with provisions and bad debts based on clear policies 
and in accordance with the Accounting Standards. 

10 
Statement of 
Income 

The Chairman of the Board should ensure that the contract manager prepares 
the standard form of management for each project in order to report accurately 
the situations performed and facilitate monitoring of the competent bodies 
and stakeholders. 

11 
Statement of 
Income 

The Chairman of the Board should ensure that the needs for supplies are 
identified from all requesting units and the same are included in the annual 
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procurement plan. Adequate preparation of supply plans helps develop 
proper procedures and enhances value for money. 

12 
Statement of 
Income 

The Chairman of the Board should ensure that the finance office records 
transactions correctly by properly interpreting the accounting standards. The 
Chairman should also ensure that the chart of accounts contains all items 
covering the Company’s transactions in accordance with the requirements of 
the IAS. 

13 
Statement of 
Income 

The Chairman of the Board should ensure that each invoice is carefully 
checked by the responsible officials before proceeding them further in the 
accounting, while for cases identified with errors, the Chairman should 
require that the necessary adjustments are made to eliminate the effects of 
error. 

14 
Statement of 
Income 

The Chairman of the Board should ensure that the necessary measures are 
taken to ensure that the fuel measuring tools are calibrated and make accurate 
measurements, and monitoring though cameras should be functional at all 
times. Measurement of the quantities in the fuel reservoir should be made 
more frequently, and harmonisation of the accounting records with the real 
state is made as well in order to identify and eliminate the possible losses in a 
timely manner. 

15 
Statement of 
Income 

The Chairman of the Board should ensure that the provision of services is 
made only for those activities that are set out in the statute and should take 
appropriate measures to stop the sale of fuel to another company as long as it 
is not involved in the Trainkos’s scope.   

16 Statement of 
Changes in 
Equity 

The Board of Directors should ensure that the change of the items presented 
in the equity statement are referenced and necessary explanations are made in 
the explanatory notes about their changes. 

17 Explanatory 
Notes 

Incorrect presentation of references, the denomination of the items and the 
amounts in the explanatory notes with those in the other statements present 
an incomplete presentation of the items under the IASs and uncertainty 
among external users of the financial statements and the shareholder. 

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, a qualified 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: Confirmation letter  

 

 


