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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 con ducted the audit of the 

Annual Financial Statements of the Municipality of Ranilug 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 Ranilug 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 , with Astrit Musa as a team leader and Valbona 

Shabani and Florentinë Peci as team members. 

 

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 summarizes the key issues arising from our audit of Annual Financial Statements for 

the Municipality of Ranilug 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 x/x/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 Ranilug.   

Opinion of the Auditor General 

Unmodified Opinion  

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

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

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

 

 

 

Annual Financial 
Statements

Financial 
Management and 

Control

Implementation of 
recommendations 
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Key Conclusions and Recommendations  

 

 

 

 

Management response to audit 2018 

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

address all given recommendations.o  

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

Municipality during the audit process.t   

The porcess of preparing the AFS was 
managed in accordance with legislation 

in force. 

We dont have any recommendations in 
this field

Poor planning and execution of budget 
on Capital Investments. There are 

shortcoming in the financial systems as 
well, including revenues, salaries and 

wages, procurement and as well as 
accounts receivables

The Mayor should apply a detailed 
assessment of the management of 

concerned areas highlighted in this 
report, to identify the reasons of the 

appearance of deficiencies and actions 
needed to address those.

(See issues from 3.11 to 3.4)

The process of implementation of the 
prior year recommendations was not 

addressed as required for the 
organisational development and 

improvement.

The Mayor should apply a rigorous 
process to ensure that the 

recommendations of previous year are 
proactively addressed with key 

issues/progresses reported to senior 
management on a monthly basis.

(see issue 5).
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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 analyzed Municipality of Ranilug 

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 

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

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

Disclosure and other accompanying reports.  

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 (according to cash based accounting), Law no.03/L-048 on Public Financial 

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

on Annual Financial Reporting by Budget Organisations.  

Basis for the opinion 

the audit is carried out 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.    

Responsibility of Management for AFS  

The Mayor of Municipality of Ranilug  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 no. 

03/L-048 on Public Financial Management and Accountability (as amended and supplemented).   
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The Mayor of Municipality is responsible to ensure the oversight of 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. 

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. 

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. 
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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 

Organizations; 

 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. 

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

 Regular three months reports for the Municipal Assembly and discussing the reports of IA 

and NAO by MA.    

Having into consideration what was said above, the Declaration made by the Chief Administrative 

Officer and Financial Officer on the occasion of submitting draft AFS to the Ministry of Finance may 

be considered accurate in all material aspects. 

Recommendations 

We have no recommendations in this area 

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 Organizations. Specifically, we 

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

Financial Management and Control Conclusion 

The municipality has designed a good system of controls over Expenditures and Revenues. 

However, due to non-implementation of regulations and guidelines, our audit has highlighted the 

presence of some shortcomings in terms of compliance that relate to revenues, procurement, and 

other expenditures. This reflects a lack of proper supervision by the municipality in the mentioned 

areas. In the context of financial systems, asset registration and asset management controls are 

generally poor and not implemented effectively. Other areas that require further improvement are 

in the process of managing and reporting receivables and liabilities. 
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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   1,949,633 2,133,825 1,838,350 1,548,080 1,350,529 

Government Grant -Budget  1,789,732 1,793,904 1,742,574 1,436,195 1,293,476 

Carried forward from 
previous year2 –  

9,278 9,278 -  - - 

Own Source Revenues3 -  163,502 76,266 51,615 35,765 

Domestic Donations 150,623 150,623 5,415 23,423 21,288 

External Donations  -  16,518 14,095 36,847 -  

The final budget is higher than the initial budget by 184,192€. This increase is a result of own source 

revenues carried forward from 2017 in the amount 163,502€ and increase of donations in the amount 

of 16,518€. In 2018, the municipality spent 86% of the final budget or 1,742,574€, with a higher 

execution in comparison to the 2017 (84%). 

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 

            

1,949,633  

             

2,133,826  

             

1,838,350  

         

1,548,080  

              

1,350,528  

Wages and Salaries 
            

1,035,787  

             

1,039,960  

             

1,039,960  

            

975,774  

                 

982,112  

Goods and Services  
               

174,873  

                

195,286  

                

105,066  

            

132,683  

                 

139,774  

Utilities 
                 

20,000  

                  

34,799  

                  

30,618  

              

26,730  

                   

24,989  

Subsidies and Transfers 
                 

36,994  
                  

42,952  
                  

36,191  
              

46,021  
                   

51,732  

Capital Investments  
               

681,979  

                

820,829  

                

626,515  

            

366,872  

                 

151,921  

                                                 
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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Explanations for changes in budget categories including reasons and impact they had:   

 Despite the increase of the budget of capital investment during the year at the amount of € 

138,850€, the execution for this category was only 76% of the final budget. The Public 

Investment Program includes several on-going projects from the past year and new projects 

for the current year. There is a significant improvement in the execution of capital 

investments if compared to the same period last year; 

 The final budget for wages and salaries is 1,039,960€ and it is increased in the amount 4,173€ 

and was spent at level of 100% of the final budget; 

 The final budget for goods and services was increased by 20,413 compared to the initial 

budget and was spent at 54%. There was a consistency in the execution of expenditures on 

goods and services during the year;  

 The final budget for utilities was increased by 14,799€ compared to the initial budget,  and 

was spent at the level of 87%; and 

 The Municipality has had an initial budget for Subsidies and Transfers in the amount of 

36,994 and this value has increased to 42,952. The amount spent on subsidies is over 84%.  
 

Issue C14 –Improvement in the execution of capital investments 

Finding  Although there is improvement compared to last year, low execution of 

capital investments is still a challenge faced by the municipality. This year 

the execution of the capital investment budget is at the amount of 76% and 

it is almost twice as high as last year's execution. 

Risk  Although there are improvements in the execution of capital investments, 

the ineffective use of available funds will result in failure to meet 

organization's objectives, less projects for citizens and financing of current 

year liabilities from the next year's budgets. 

Recommendation C1 The Mayor should ensure that budget performance is monitored on a 

systematic manner, on a monthly basis, and that this review identifies and 

addresses barriers in anticipated level of budget execution. Where initial 

budget suggestions are incorrect, it should be fully reflected in the final 

budget status. 

                                                 
4  Issue A and Recommendation A- mean new issues and recommendations 

   Issue B and Recommendation B- refers to repeated issues and recommendations 
   Issue C and Recommendation C- means partially repeated issues and recommendations. 
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3.1.1 Revenues  

Revenues generated by the Municipality in 2018 were in the amount of €94,132. They relate to 

property tax revenues, tax for registration of vehicles, revenues from urbanisation, administrative 

fees, etc. 

Table 3. Own Source Revenues (in €) 

Description 
Initial 

Budget 

Final 

Budget  

2018  

Receipts 

2016 

Receipts 

2015 

Receipts 

Own source revenues  150,623 150,623 94,132 100,634.43 145,069 

_______________________________________________________________________________________ 

Issue A1 – Inadequate recording of revenues as per categories 

Finding  Municipality had revenues from urbanism (revenues from building permits 

with code 50009) in the amount of € 4,359. During the audit process we have 

noticed that this category includes revenues from administrative fees at € 402 

which are not related to revenues from urbanism. Although in small and non-

material values. 

Risk  Recording of revenues in the main book with inadequate codes brings to the 

risk of unfair statement of revenues according the type and decreases the 

possibility for proper analysis, as well as complicates the reconciliation of 

revenues and financial report. 

Recommendation A1 The Mayor should ensure that revenues are classified and recorded in 

adequate codes on the occasion of their recording, according the account plan 

of the current year approved by the Treasury. 

3.1.2 Wages and Salaries 

Wages and Salaries are paid through a centralised system. The final budget for wages and salaries 

was in the amount of € 1,039,960, whereas expenditures were at 1,039,960€ or 100%.  
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Issue B1 –Weakness in the management of payroll lists 

Finding  In the payroll lists should be included only persons that currently work in the 

respective institutions. To the Municipality of Ranillug, there is no 

compatibility between payroll lists of primary schools and staff engaged. 

We tested the payroll lists of two primary schools of the Municipality, and 

noticed that in the payroll lists are included also employees from other 

institutions of the Municipality, such as:  

 In one primary school, from 39 employees included in the 

payroll list, five of them are guards in Municipality’s facilities, 

three were professors that work in the medical high school and 

two cleaners that work in preschool institutions; and 

 In another primary school, from 53 employees included in the 

payroll list, two are guards in the Municipality’s facilities; two 

are official of Municipality and one work in high school. 

Further on, as a result of non-allocation of classrooms according the approved 

norms, a part of the employees are not managing to have full norm of 

classrooms. 

Risk  Inclusion of staff from other sectors in the payroll lists presents uncertainty 

and Management of Municipality has incomplete information regarding its 

personnel, and puts in question the allocation of budget. The allocation of 

norms of classrooms is in violation of the law and applicable dispositions. 

Recommendation B1 The Mayor should ensure that controls have been reviewed, designed and 

placed in all directing levels related with areas of wages, and to ensure that 

the school payroll list will be cleared from staff that is not employed in 

schools, and review the opportunity of non-allocation of norms in the 

education system. 

3.1.3 Goods and Services and Utilities  

The final budget of Goods and Services and Utilities in 2018 was €230,085. (goods and services 

195,286€ and utilities, 799€). Out of which €135,684 were spent (goods and services €105,066 and 

utilities, €30,618) or expressed in percentage of 60% of the budget. 

Recommendations 

We have no recommendations in this area. 
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3.1.4 Subsidies and Transfers  

Subsidies are a category of direct financial assistance granted to beneficiaries by the municipality. 

Awarded subsidies relate to financial support by the Municipality for different area and activities . 

They are mainly awarded to public entities and physical persons in need. The initial budget for the 

category of subsidies for 2018 was € 36,994, but with the review, they were increased to € 42,952. 

Out of this amount, € 36,191 was spent, or 84% of the budget. .  

Recommendations 

We have no recommendations in this area. 

3.1.5 Capital Investments  

The final budget for capital investments was € 820,829. Out of them € 626,515were spent in 2018. 

They relate to construction of roads, canalization, school buildings etc. 
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Issue A2 – Shortcomings in contract management and payments for capital investments 

Finding  Some of the projects could not be finalized due to the elimination of other 

obstacles in advance, as follows: 

 In the project "Building of Raniluk Sports Hall", where the 

total value was € 124,789, the municipality paid the final 

invoice in the amount of € 54,388, based on the acceptance 

report of the works and paid it on 24 / 12/2018.The 

ventilation system was a part of the works as mentioned in 

point 17.4 of the bill of quantities at the amount € 1,820. 

During the physical examination with the presence of 

municipal officials, we found that the works for the position 

14.4.1 "Supply and installation of roof ventilators V = 4000 

m3/h" in the amount of 500 € were not completed. This has 

had damages to the building, even before using the facility, 

it may potentially be from humidity due to lack of 

ventilation; 

 In the project "Construction of the Ranilug Library", the 

municipality paid the invoice for the bill of quantity for the 

project in the amount of € 16,185. The total value of this 

project is € 64,569. Based on the acceptance report of the 

works and paid by 19/12/2018. Included within the project 

were protective stairs which were not placed at the time 

when we did the physical examination.The use of the 

building in the state in which is right now, poses a risk to the 

users of the facility.Furthermore, this project has additional 

work in the amount of € 5,3978. Out of this amount, the 

biggest item is the phasing works in the amount of € 3,150 

which were also foreseen in point 6.1. of the initial bill of 

quantity. Without pretending to be an expert in the field of 

construction, we think that we are dealing with duplication 

of the same work that has resulted from the poor planning 

of capital investment projects; and 

 In cases, the municipality had not drafted the executive 

project. According to Administrative Instruction no. 1/2014 

on the preparation of technical specifications for work 

contracts it is required that Technical Specifications should 

include, as a single substantial part, a prepared executive 

draft. 
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Risk  The shortcomings identified have resulted in non-compliance with the 

procurement procedures according to the Operational Instruction of the 

PPL. The Municipality has not managed to fulfill the planned infrastructure 

objectives in the service of taxpayers or the return of a counter-value to the 

paid tax of the citizen of Ranilug. Furthermore, the development of 

procurement procedures without a preliminary project may have an impact 

that the works implemented into these projects deviate from the standard 

construction requirements and fail to achieve the right quality. 

Recommendation A2 The Mayor should ensure that all contracted commitments are being strictly 

implemented in accordance with the set forth conditions, by eliminating the 

obstacle at the entrance in a contractual agreement. If exceptionally, a need 

is presented to terminate the contract, the necessary procedures should be 

followed as foreseen by applicable Laws and Guidelines in force. 

Furthermore, the Mayor should also ensure that the drafting of executive 

projects precedes the initiation of procurement activities for contracts for 

works as per AI requirements no. 1/2014. 

3.2 Capital and non-capital assets  

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

Sound asset management requires the Municipality to have a view of fullness of assets, control and 

management procedures and to continuously update changes in its records.  

Treasury Financial Rule no. 02/2013 obliges Budget Organizations that non-financial assets are 

managed according to this rule. The Municipality has managed to complete the recoding of asset 

over €1,000 in KFMIS. Assets with value under €1,000 with timeframe of use over one year should 

be kept in the e-Asset system, but this system was not in function because of non-possibility in login. 

The Municipality for its needs use a system in the Excel format, which has all required elements 

about the recording of assets. 

The Mayor of the Municipality had established the committee for the inventory of assets in time 

which had completed this process before preparing and submitting AFS. Net value of assets above 

€1,000 was €8,816,960, while the assets under €1,000 amounted to €94,070.  

Recommendations 

We have no recommendations in this area. 

3.3 Handling of cash and its equivalents   

Petty Cash is a small fund of money that is kept under the custody and control of the budget 

organization, department or smaller budget units, depending on budget appropriations, and it used 

to cover small value expenditures (up to €100). 
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Recommendations 

We have no recommendations in this area. 

3.4 Receivables  

The Municipality based on the Law of Local Self-Governance collects different types of own source 

revenues. Accounts receivable of the Municipality present amount of funds that citizens and 

organization are obliged to the Municipality..  

The list of debtors to the municipality (accounts receivable), according to the data in the AFS is € 

335,270. They relate to property tax in the amount of € 167,890, commercial tax € 47,680, the sale of 

services € 110,260 and receivables from the use of public space € 9,440. In general, the amount of 

receivables has increased by 14% compared to the previous year. 

 

Issue B2 - The increase of accounts receivable 

Finding  Despite that there is a constant increase of accounts receivables, still the 

Municipality has not taken the actions needed to create mechanisms to 

increase the collection of billed revenues. As a result the receivables are still 

very high, or in a higher level in relation with the previous year for €46,040.  

Risk  Lack of specific measures to collect the accounts receivable continues to 

result in their high levels and consequently, also with reduction of collected 

funds for the Municipality’s budget. Further on, this reduces also the 

Municipality’s flexibility toward the planned expenditures that are 

financed from own source revenues.  

Recommendation B2 The Mayor should ensure the strengthening of mechanisms for the 

collection of its revenues, including also the receivables remained from the 

previous years. Initially, all needed actions should be undertaken within 

the Municipality, following with other legal measures to ensure their 

collection. 

3.5 Outstanding liabilities  

The statement of liabilities not paid to suppliers in AFS of 2018 was €750. These liabilities are carried 

forward to be paid in 2019. Outstanding liabilities are the nature of postal expenses, maintenance of 

vehicles and official lunches. These liabilities were left unpaid because they were created at the end 

of 2018. 

The Municipality implements a regular reporting process of obligations.  
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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, coordination of NAO with internal audit and good 

governance with public assets. 

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

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

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

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

Finance. 

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

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

Overall Governance Conclusion  

The Municipality has submitted a self-assessment questionnaire and has prepared a list of risks, this 

a requirement of the procedure number four of the Treasury document "Financial Management and 

Control". 

Although the Municipality has undertaken a number of improvements in Governance, there are still 

areas where important developments are needed. A key tool to support effective governance is the 

implementation of audit recommendations. This year's audit has revealed that the level of 

recommendations implemented last year was still not at the expected level. The Municipality has 

failed to fully implement last year's recommendations, including those of previous years. 

All Budget Organizations (for Municipalities) are obliged to prepare and submit organization level 

strategic plans such as: Urban Plans, Spatial Plans, Emergency Operations Plans, Anti-Corruption 

Strategic Plans, Regional Development Strategy etc. 

The Municipality possesses the strategic plan for regional development,  and does not possess  

Urban, Spatial Plans, Anti-Corruption Strategic Plan, Emergency Operations Plan. 

4.1 Internal Audit System  

The municipality has established The Internal Audit Unit (IAU) operates with only one auditor, 

who is at the same time the Director of the Unit. The IAU had prepared a three year strategic plan 

and an annual audit plan for 2018 which was approved by the management of the municipality. The  
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IAU for the year 2018 had planned to perform four audits based on risk assessment and 

prioritization. The approved plan was completed by the IAU by completing all four audits.  

 

Furthermore, the IAU had planned an audit to follow the implementation of the recommendations 

given in the audit reports. 
 

Issue C2 –The lack of the IAU establishment 

Finding  Out of the total of 8 recommendations given, five were fully implemented, 

three were in the process of implementation and addressed. Although there 

is good will and internal audit recommendations are prioritized by the 

municipality, failure to implement the recommendations thoroughly may 

result in poor controls in the areas addressed by the auditor and thus creates 

opportunities for errors or frauds in the areas mentioned. The Municipality 

has not yet established the Audit Committee.  

Risk  At the same time, failure to implement recommendations by Management 

reduces the effectiveness of internal controls and repetition of identified 

weaknesses. Failure to establish the AC indicates that the Management had 

not given the appropriate importance a completed system of internal audit, 

which can damage the IAU’s independence. 

Recommendation C2 The Mayor should take all actions toward administrative units in order that 

the recommendations are addressed, having a maximum commitment in 

taking improvement measures. Except this. we suggest that the AC is also 

established/operational, to review the results of internal audit and actions 

undertaken by Management in relation to the given recommendations. 

4.2 Management Reporting, Accountability and Risk Management 

The Management has implemented internal controls to ensure that financial systems are functioning 

properly. The municipality has regular quarterly, six month, nine months and annual report which 

it presents to the Municipal Assembly. As far as internal reporting is concerned, there are regular 

monthly reports addressed formally to the board of directors. 

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 need 

to be improved mainly in the management of budget for capital investments, payroll management 

and accounts receivables. We encourage management to further strengthen controls to improve 

management in the above mentioned areas. 

Recommendations  

We have no recommendations in this area.
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5 Progress in implementing recommendations 

The Audit Report on the 2017 AFS of the Municipality of Ranilug resulted in 8 main findings The 

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

At the end of our 2018 audit, six recommendations have been implemented; three were in process; 

and two have not been addressed yet. For a more For a more thorough description of the 

recommendations and how they are addressed, see Table 4 (or the Table of Recommendations). 

Issue C3- Poor Implementing of Prior and Earlier Year Recommendations 

 

Finding  The municipality has drafted an action plan for implementing the 

recommendations and there is a progress compared to previous year in 

implementing finding, but more efforts are needed to address the remaining  

observation that are not addressed or in process. Subsequently, the 

shortcomings presented in the previous year’s reports are still present, such 

as: unsatisfactory budget execution in the category of capital investments  

although there is a progress compared to previous year, and constant 

inefficiency to coordinate collection of revenues. 

Risk  Failure to fully implement recommendations increases the risk of continued 

presence of the same shortcomings and may result in continued 

ineffectiveness of the controls, difficulties in managing challenges in meeting 

the objectives or even in financial loss. 

Recommendation C3 The Mayor should ensure that the implementation of the Action Plan is 

monitored on a regular basis and reported on a regular monthly or quarterly 

basis in relation to the progress made in this regard. Recommendations that 

are not implemented by deadlines should be revised by the Mayor as soon 

as possible, and pro-active actions are undertaken against the barriers 

presented during the implementation. 
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Table 4 Summary of  prior year recommendations and of 2018 

No. Audit field Recommendation for the year 2017 Actions taken  Status 

1 

Low budget 

execution for 

capital 

investments 

The Mayor should ensure that has taken a 

systematic evaluation of causes for the low 

level of budget execution to the capital 

investments and to determine practical 

options for improvement of its execution in 

the next year.  

There is a doubling 

in the execution of 

capital investments 

compared to last 

year, but still it is the 

70% of the execution 

of this year's budget. 

Partiall

y 

implem

ented 

recom

mendat

ions 

2 

Inadequate 

recording of 

revenues from 

business fees  

The Mayor should ensure that revenues are 

classified and recorded in adequate codes on 

the occasion of their recording, according 

the account plan of the current year 

approved by the Treasury.  

  

 

Implem

ented 

Recom

mendat

ion 

3 

Weakness in 

the 

management of 

payroll lists  

The Mayor should ensure that controls have 

been reviewed, designed and placed in all 

directing levels related with areas of wages, 

and to ensure that the school payroll list will 

be cleared from staff that is not employed in 

schools, and review the opportunity of non-

allocation of norms in the education system.  

  

Recom

mendat

ion not 

implem

ented 

4 

Termination of 

works 

unilaterally  

The Mayor should ensure that controls in 

the process of contracts management are 

enhanced, in order that works are executed 

fully in line with the contracted terms. In 

cases when without any reason the 

economic operator terminates the contract, 

then the Municipality should confiscate the 

execution security.  

  

 

Implem

ented 

Recom

mendat

ion 

5 

Payment of 

VAT for the 

projects 

financed by 

donors  

The Mayor should ensure that controls are 

enhanced in cases of co-financing with 

external donors, to ensure that payments are 

being done in accordance with the 

applicable legislation (the VAT Law). 

Further on, to request from the economic 

operators to correct their invoices and the 

VAT value is returned to the Municipality’s 

account.  

  

 

Implem

ented 

Recom

mendat

ion 
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6 

The increase of 

accounts 

receivable  

The Mayor should ensure the strengthening 

of mechanisms for the collection of its 

revenues, including also the receivables 

remained from the previous years. Initially, 

all needed actions should be undertaken 

within the Municipality, following with 

other legal measures to ensure their 

collection.  

  

Recom

mendat

ion not 

implem

ented 

7 

Implementing 

of 

recommendatio

ns from 

previous and 

earlier year  

The Mayor should ensure that the 

implementation of the action plan is 

continuously monitored and reported on a 

regular monthly or quarterly basis in 

relation with the progress achieved in this 

direction. The recommendations which are 

not being implemented according the 

timeframes, to be reviewed in a short 

timeframe by the Mayor, as well as to be 

undertaken proactive actions against the 

presented barriers during implementation.  

It's a continuous 

process. The 

municipality treats 

the auditor's 

recommendations 

with priority. There 

are still un-

implemented 

recommendations. 

Partiall

y 

implem

ented 

recom

mendat

ions 

8 

Low level of 

implementing 

recommendatio

ns and failure 

to establish the 

Audit 

Committee  

The Mayor should take all actions toward 

administrative units in order that the 

recommendations are addressed, having a 

maximum commitment in taking 

improvement measures. Except this. we 

suggest that the AC is also 

established/operational, to review the 

results of internal audit and actions 

undertaken by Management in relation to 

the given recommendations.  

There are 3 un-

implemented 

recommendations 

and AC is not 

established. 

Partiall

y 

implem

ented 

recom

mendat

ions 

No. Audit field Recommendation for the year 2018     

1 

Improvement in 

the execution of 

capital 

investments 

The Mayor should ensure that budget performance is monitored on a 

systematic manner, on a monthly basis, and that this review identifies and 

addresses barriers in anticipated level of budget execution. Where initial 

budget suggestions are incorrect, it should be fully reflected in the final budget 

status. 

2 

Inadequate 

recording of 

revenues as per 

categories 

The Mayor should ensure that revenues are classified and recorded in 

adequate codes on the occasion of their recording, according the account plan 

of the current year approved by the Treasury. 
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3 

Weakness in 

the 

management of 

payroll lists 

The Mayor should ensure that controls have been reviewed, designed and 

placed in all directing levels related with areas of wages, and to ensure that the 

school payroll list will be cleared from staff that is not employed in schools, 

and review the opportunity of non-allocation of norms in the education 

system. 

4 

Shortcomings 

in contract 

management 

and payments 

for capital 

investments 

The Mayor should ensure that all contracted commitments are being strictly 

implemented in accordance with the set forth conditions, by eliminating the 

obstacle at the entrance in a contractual agreement. If exceptionally, a need is 

presented to terminate the contract, the necessary procedures should be 

followed as foreseen by applicable Laws and Guidelines in force. Furthermore, 

the Mayor should also ensure that the drafting of executive projects precedes 

the initiation of procurement activities for contracts for works as per AI 

requirements no. 1/2014. 

5 

The increase of 

accounts 

receivable 

The Mayor should ensure the strengthening of mechanisms for the collection 

of its revenues, including also the receivables remained from the previous 

years. Initially, all needed actions should be undertaken within the 

Municipality, following with other legal measures to ensure their collection.  

6 

The lack of the 

IAU 

establishment 

The Mayor should take all actions toward administrative units in order that 

the recommendations are addressed, having a maximum commitment in 

taking improvement measures. Except this. we suggest that the AC is also 

established/operational, to review the results of internal audit and actions 

undertaken by Management in relation to the given recommendations. 
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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 of confirmation   

 

 


