
 

 

 

 

 

 

 

AUDIT REPORT ON THE ANNUAL FINANCIAL STATEMENTS OF 

FERIZAJ MUNICIPALITY FOR THE YEAR 2019  

 

 

 

 

 

 

 

 

 

 

 

 

Prishtina, June 2020   



 

 
2 

 

The National Audit Office of the Republic of Kosovo is the 

highest institution of economic and financial control and is 

accountable to the Assembly of Kosovo for its work.  

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 the International Standards 

of Supreme Audit Institutions, and good European practices.  

The Auditor General has decided on the audit opinion on the 

Annual Financial Statements of Ferizaj Municipality, in 

consultation with the Assistant Auditor General Naser Arllati, 

who supervised the audit. 

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

Leader, Ajtene Llapashtica, and team members Selvete Foniqi 

and Aurora Morina, under the management of Audit 

Department Director Bujar Bajraktari.  
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Executive summary  

This report summarises the key issues arising from our audit of Ferizaj Municipality for 2019, 

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

of 2019 financial statements was undertaken in accordance with the International Standards of 

Supreme Audit Institutions (ISSAIs).   

Our audit focus has been on: 

 

Conclusions  

Conclusion on Annual Financial Statements - Annual Financial Statements were in compliance 

with the rules and applicable standards except for the misclassification of expenditures amongst 

different economic categories. This has been explained in details under the Emphasis of Matter 

paragraph. Shortcomings were also noticed in the disclosures which were presented for special 

sections/categories, such as; the disclosures for accounts receivable and assets.       

Conclusion on Financial Management and Control - in the context of financial systems, controls 

over revenues and expenditures are generally not being effectively implemented due to 

irregularities in revenue management, payment execution, asset management, audit committee, 

etc.  

Conclusion on implementation of prior year recommendations - the municipality did not make 

sufficient efforts to implement the prior year recommendations, as most of the recommendations 

were repeated this year. 

Opinion of the Auditor General1 

Unmodified Opinion with Emphasis of Matter   

For more details, refer to Section 1 of this report.  

Response of Management in audit 2019  

The Mayor has agreed with our audit findings and conclusions and committed to address all 

recommendations given. The National Audit Office appreciates the cooperation by the 

management and staff of Vushtrri Municipality during the audit process. 

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

Annual Financial 
Statements  

Implementation of 
recommendations  

Financial Management 
and Control  
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Audit Scope and Methodology 

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

records in regard to as the following:   

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

matters 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 appropriate actions for implementation of audit recommendations have been 

undertaken.  

The audit was based on risk assessment. We have analysed the Municipality’s operations, the 

extent the management controls could be relied to in order to determine the level of in-depth 

testing required to obtain evidence supporting the Auditor General’s opinion. 

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 to 

effectively conduct of audit. Audit findings should not be regarded as representing a 

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

be made to the systems and procedures operated.  

The following chapters provide a detailed description of the audit findings and recommendations 

in each audited area. Management response on audit results is presented in Annex II.    
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1 Audit Opinion on Annual Financial Statements   

We have audited the AFS of Ferizaj Municipality for the year ended on 31 December 2019 in 

accordance with the Law on NAO and the International Standards of Supreme Audit Institutions 

(ISSAIs). Audit examinations were carried out in order to allow expressing opinions on AFS which 

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

provided further in detail. 

Unmodified Opinion with Emphasis of Matter   

In our opinion, the Annual Financial Statements for the year ended on 31st of December 2019 

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

Accounting Standards of cash based Accounting.  

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 section ‘Auditor’s 

responsibilities for the audit of the Annual Financial Statements’ of our report. In compliance with 

ISSAI 10 and 30, and other relevant requirements for audit of budget organisations’ AFSs, the 

NAO is independent from the Municipality. We believe that the obtained audit evidence is 

sufficient and appropriate to provide a basis for our audit opinion. 

Emphasis of Matter   

We would like to draw your attention to the fact that expenditures of €417,200 have been paid 

from and recorded under inadequate categories of expenditures as a result of court/enforcement 

decisions and incorrect planning. This is further elaborated in Sub-chapter 2.1. Budget planning 

and execution. Our audit opinion has not been modified in this respect.  

Responsibility of Management for AFS  

The Mayor of Ferizaj is responsible for the preparation and fair presentation of financial 

statements in accordance with International Public Sector Accounting Standards – Financial 

Reporting under the Cash Basis of Accounting. In addition, the Management is responsible for 

establishing internal controls, which the management determines as necessary to enable the 

preparation of financial statements that are free from material misstatements, whether due to 

fraud or error. This includes the fulfilment of requirements set forth in Law no.03/L-048 on Public 

Financial Management and Accountability (as amended and supplemented) and Regulation No. 

01/2017 on Annual Financial Statements of Budget Organisations. 

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

 

 



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

 7 

Auditor General’s Responsibility for the audit of the AFS 

Our responsibility is to express an opinion on the AFS based on our audit conducted in 

accordance with ISSAIs. These standards require that we 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.   

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

disclosures in the AFS. The selected procedures 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.  

The 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.  

We communicate with the management of the audited entity regarding the audit scope, planned 

time and significant findings including any significant shortcoming in internal control that we 

have identified during the audit.  

The audit report is published on the NAO’s website, except for information classified (as sensitive) 

or other legal or administrative prohibitions in accordance with applicable legislation. 
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2 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 and assets and liabilities as 

well as internal audit function. 

Financial Management and Control Conclusion 

In the context of financial systems, controls over revenues and expenditures are generally not 
adequate and effective, and require further improvement to prevent irregularities and improve 
budget performance. The main areas where improvements are needed are budget planning and 
expenditure execution, revenue management, asset management and reporting, accounts 
receivable and outstanding liabilities. The drafting and management of procurement contracts 
should also be improved, and the agreements for the allocation for use of public property should 
be respected 

2.1 Budget Planning and Execution 

We have considered the sources of budget funds, and spending of funds by economic categories. 

This is highlighted in the following tables: 

Table 1. Sources of budgetary Funds (in €) 

Description 
Initial 
Budget 

Final 
Budget2 

2019 
Outturn 

% of 2019 

Outturn  

2018 
Outturn 

2017 
Outturn 

Source funds:  36,059,846 36,853,217 31,896,052 87% 29,502,713  27,058,456 

Government Grant – 
Budget   

25,560,004 25,560,004 25,275,916 99% 24,530,367 22,090,820 

Carried forward from 
previous year3–  

- 917,061 801,890 87% 530,391  1,524,372 

Own source revenues4  5,103,198 5,103,198 4,699,026 92% 4,416,274  3,363,343  

Financing from 
borrowing  

271,644 32,520 26,496 81% 4,362 - 

Investment clause  5,125,000 5,125,000 1,025,000 20%5 - - 

Domestic donations  - 80,335 43,267 54% 19,872  63,215 

External donations  - 35,098 24,459 70% 1,447  16,706 

                                                      
2 Final budget – the budget approved by the assembly, which was subsequently adjusted for by the Ministry of Finance. 
3 Own Source Revenues unspent in previous year carried forward into the current year. 
4 Receipts used by the entity for financing its own activities.  
5 Investment clause relates to the project financed by the loan for water supply. This project started on the last quarter of 

the year and for this reason, the implementation is only 20% (advance payment according to agreement).  
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The final budget compared to the initial budget was increased by €793,371, as a result of revenues 

carried forward from the previous year and donations, while there was a decrease in financing 

from borrowing. 

In 2019, the municipality spent 87% of the final budget or €31,896,052, with a decrease of 11% 

compared to 2018. However, the budget execution by economic categories remains at a 

satisfactory level with the exception of Capital Investments. Below are the explanations for the 

current position. 

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

Description 
Initial 

Budget 
Final 

Budget 
2019 

Outturn 
% 2019 
Outturn  

2018 
Outturn 

2017 
Outturn 

Spending of funds by 
economic categories 

36,059,846 36,853,217 31,896,052 87% 29,502,713 27,058,456 

Wages and Salaries 15,500,748 15,524,084 15,310,882 99% 15,081,908  14,514,631 

Goods and Services  4,199,994 4,346,528 4,292,052 99% 3,536,224  2,812,023 

Utilities 622,680 623,313 622,182 100% 533,195  451,290 

Subsidies and 
Transfers 

605,692 616,712 562,283 91% 609,628  659,626  

Capital Investments  15,130,732 15,742,581 11,108,654 71% 9,741,758  8,620,886 

Explanations for changes in budget categories are given below: 

 The final budget for Wages and Salaries compared to the initial budget was increased by 

€23,335.75. €10,000 were added from own source revenues carried forward and €13,336 

from donor grants;  

 The final budget for Goods and Services compared to the initial budget was increased by 

€146,554. Initially there was a decrease of the budget from the borrowing fund (Kosovo 

Health Project) in the amount of €260,644, then an increase in own source revenues in the 

amount of €407,198 (from revenues carried forward €372,623; donor grants €21,129 and 

from the school grant agreement6  €13,446); 

 The final budget for Utilities increased by €633, from donations; 

 The final budget for Capital Investments compared to the initial budget was increased by 

€611,847. From own source revenues carried forward in the amount of €523,419, donor 

grants €80,335 and from borrowing €8,093. 

                                                      
6 School grant agreement with MEST (Borrowing from the World Bank for the project for improving the education 

system in Kosovo) dated 10.04.2018 
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Issue B1 Misclassification of expenditures  

Finding  Based on the Administrative Instruction no.19/2009 on the Chart of 

Accounts to be used by Budget Organisations – Economic Code means the 

nature of expenditures and revenues in the budget’s register.  

As mentioned in the Emphasis of Matter paragraph, payments of €377,201 

executed by Treasury based on court/enforcement decisions were made 

from and recorded in the wrong economic categories. These payments relate 

to:  

 Payments for jubilee and accompanying salaries of €86,0127 

according to the collective agreement, executed by Treasury from 

Capital Investments and Goods and Services; 

 Payments of €70,000 for Capital Investments executed by Treasury 

from the category of Subsidies and Transfers; and 

 Payments of €221,189 for Goods and Services executed by Treasury 

from the category of Capital Investments.  

Payments executed by enforcement/court decisions are mainly related to 

liabilities, which the Municipality has not paid in time, while the 

misclassification occurred due to lack of funds in the respective categories 

and the Treasury was forced to pay them from other categories. 

In addition, the Municipality misclassified expenditures on goods and 

services in the amount of €39,999 which were related to the “Agreement on 

Primary Services of maintenance of public areas”, which were paid and 

registered as Capital Investments. This was due to poor budgeting with the 

budget law. 

Risk Misclassification of expenditures makes the Financial Statements not to 

present the exact state of expenditures in the appropriate categories by 

underestimating one category and overestimating the other category of 

expenditures. 

                                                      
7 The value for salaries €66,112 was paid from capital investments; and €19,900 from goods and services. 



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

 11 

Recommendation B1 The Mayor should ensure that all necessary actions are taken so that 

expenditures are planned in the appropriate budget allocations, and the 

payment and recording of expenditures is done in full compliance with the 

established economic codes. This should include the planning of funds for 

compensation of jubilee and accompanying salaries to employees who have 

not been compensated and those in the verge of retirement as well as clear 

classification/separation of capital projects from other expenditures such as 

subsidies or goods and services.  

2.1.1 Revenues  

Revenues generated by the municipality in 2019 were in the amount of €4,561,624. Revenues are 

mainly related to revenues from property tax, revenues from construction permits, administrative 

fees, revenues from business activities, revenues from rent, etc. The municipality had a good 

performance in the execution of revenues; however, compared to last year, revenues have 

decreased by 4%. 

Table 3. Revenues (in €) 

Description  
Initial 
Budget 

Final 
Budget 

2019 
Receipts   

% of 
Receipts 
2019 

2018 
Receipts 

2017 
Receipts 

Own source 
revenues  

5,103,198 5,103,198 4,561,624 89% 4,240,749 3,450,803 

Tax revenues  2,679,960 2,679,960 1,789,999 67% 1,735,617 1,505,288 

Non-tax revenues  2,423,238 2,423,238 2,771,625 114% 2,505,132 1,945,515 

In addition to the revenues presented in the table, the municipality also generated indirect 

revenues in the amount of €1,072,411, of which revenues from the courts in the amount of €61,595, 

revenues from traffic fines €1,008,293 and from the Forest Agency €2,523. 
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Issue C1 – Shortcomings in the fulfilment of legal requirements  

Finding  Law on Property Tax No. 06/L-005, Article 31, para 6, provides that the 

Municipality shall adopt a decision regarding the submitted complaint 

within sixty (60) days from the receipt of complaint. The Municipality may 

extend with a reasoned decision the deadline for reviewing the submitted 

complaint by up to thirty (30) calendar days. Article 15, para 2 of the same 

law stipulates that inspection activities shall be carried out each year for at 

least twenty per cent (20%) of all objects within the territory of the 

municipality and only when it is necessary for parcels. 

 The municipality for 2019 had 299 complaints regarding invoices, 

certificates and corrections, of which 42 were rejected by the 

municipality and the rest was approved in favour of taxpayers. During 

the testing of four complaints, we noticed that they were reviewed with 

a delay of 2 to 6 months. 

 The municipality for 2019 provided us with a list of 52,018 objects that 

are the basis for inspection activities, of which we had to carry out the 

inspection for at least 10,404 objects. Based on the work report dated 

22.01.2020, during 2019, 11,181 objects were inspected, but in the records 

provided by the Protax system, we found that only 6,332 objects were 

verified. 

 AI for collection and registration of information on property and 

taxpayer no. 03/2011, Article 5, para 8, stipulates that taxpayer files 

should contain photos of buildings, of the 78 samples tested for 

taxpayers it was noticed that the photos were missing. 

According to the claims of the property tax office, the delays in reviewing 

the complaints occurred after the complaints commission was formed on 

16.05.2019, and there were problems with equipment and lack of vehicles 

for the work on the ground. The assigned staff has also been engaged in 

other work. While the cause of shortcomings in the verification of properties 

has to do with the fact that during the field verification a part of the teams, 

thinking that where there is no change, it is not necessary to intervene, and 

did not make the description in the database of the (Protax) programme for 

objects which have not changed. 

                                                      
8 In auditing seven cases/taxpayers who have from 1-39 properties, of the 82 properties, 35 have no evidence/photo.  
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Risk Non-compliance with legal requirements according to deadlines affects the 

failure to update information in a timely manner for the proper valuation of 

properties in the property tax database. Shortcomings in the documentation 

of the inspection of objects can affect the poor performance of the 

municipality, given the large number of complaints and consequently the 

impact on the financial loss for the municipality. 

Recommendation C1 The Mayor should ensure that the Property Tax Office reviews complaints 

within the deadline, while the fieldwork when inspecting properties is 

documented in the Protax system, and the files are completed with 

orthophotos. 

Issue A1 – Shortcomings in Protax system records  

Finding  The 2019 internal regulation on immovable property tax determines the tax 

bases by zones, the tax rate of 0.20% for commercial units of buildings, and 

0.16% for industrial units. 

 During the testing of samples for 13 cases/industrial objects, errors were 

observed in the calculation of the tax base9 and tax rate10, considering 

them as commercial objects. This has resulted in these taxpayers being 

charged more, with a total tax of €829. 

This occurred because of errors during data migration in PROTAX2. 

After identifying these cases during the audit, the Property Tax Manager 

committed to start issuing lists for all cases by improving them one by 

one manually. 

Article 23, para 14, of the above-mentioned Law stipulates that payments 

that are made to fulfil tax liabilities shall be distributed proportionally to 

fulfil tax liabilities deriving from different object and/or parcel units.   

 We have noticed errors in the distribution of payments in eight cases, 

where for inactive objects; the system has distributed payments marked 

as prepayment. According to property tax officials, the distribution is 

made proportionally to all the taxpayer properties, and that this 

distribution rule should be changed due to inactive properties. For this, 

the property tax office (in the municipality) has been instructed by the 

property tax department (in the MoF) to intervene in these cases 

manually, i.e., to improve it until this issue is resolved at the central 

level. 

                                                      
9 The system in this category has erroneously determined the tax base at €720 per square meter instead of calculating 

€342 per square meter. 
10 When the invoices were calculated for 2019, the tax rate of 0.20% was calculated incorrectly instead of 0.16%.  
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Risk Shortcomings identified in the property tax database/protax 2, which 

resulted in incorrect calculation of tax and distribution of payments, affect 

that the valuations of the tax base and tax rate are incorrect, and may affect 

that the municipality faces numerous complaints filed by 

owners/taxpayers. 

Recommendation A1 The Mayor should ensure that the Property Tax Office has implemented a 

detailed plan to eliminate the identified weaknesses. Establishing control, 

re-verification, survey of properties would enable the elimination of 

weaknesses in the property register and the correct calculation of property 

tax. 

2.1.2 Wages and Salaries  

The final budget for Wages and Salaries is €15,524,084. The number of employees according to the 

budget was 2,393 while at the end of the year their number was 2,463 (which includes 58 

municipal members of assembly). We tested 45 samples for substantive tests as well as 14 samples 

for compliance testing. 

 

Issue B2 – Inaccurate payrolls 

Finding  Financial Rule No. 01-2013/MoF Article 33 stipulates that the Budget 

Organization must ensure that all persons in employment relationship are 

paid through the payroll. Article 12.1 of Law no. 06/l -133 budget 

allocations for 2019, stipulates, “No BO can exceed the number of employees 

at the sub-programme level, presented in Table 4.1 attached to the Law. 

 The current number of employees according to the payroll for December 

was 2,405, exceeding by 12, the number of employees according to the 

2019 budget law. In addition, in the 2019 AFS the number of current 

employees was not accurately disclosed as 24 employees were presented 

less. 

 The number of employees outside the payroll in the AFS was not 

disclosed correctly. This was because 11 employees engaged as teachers 

were not presented. Teachers engaged outside the payroll were not 

compensated by the municipality owing them €32,274. This happened 

because the municipality has added several classes more than the plan 

for enrolling students in the 10th grade for the school year 2019/2020, 

and due to the lack of pregnant teachers, since about 80℅ of teachers are 

females.  
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Risk The non-inclusion of employees who are in employment relationships 

concluded by regular contracts in the payroll affects the municipality to be 

the subject of lawsuits by employees for compensation of salaries and incur 

additional costs for court and enforcement procedures.  Inaccurate 

disclosure of information in the AFS causes incorrect information to users of 

the AFS.  

Recommendation B2 The Mayor should ensure that there is a sufficient budget available before 

increasing the number of classes, and for each position, the Mayor should 

ensure that there are sufficient approved budget funds and there are free 

slots for inclusion in the payroll. Accurate information regarding the 

number of all employees, including those outside the payroll should be 

disclosed in the AFS. 

Issue B3 – Shortcomings in the staff engagement with Special Service Agreements (SSA)   

Finding  Article 12 of Law No. 03/L-149 on Civil Service stipulates that fixed-term 

appointments of less than six (6) months shall be governed by contracts 

called Special Service Agreements and shall be regulated by the Law on 

Obligations and a simplified recruitment procedure shall be applied.   

During 2019, the municipality had 125 employees engaged with SSA (37 of 

whom were from the previous year), while 48 of them had their contracts 

extended for another six months at the request of the relevant directorates 

where they were engaged. These engagements were mainly for regular 

(non-specific) job positions11. According to the personnel manager, such a 

phenomenon has occurred due to the need for staff engagement to achieve 

additional objectives of the municipality. 

Risk Covering/extending regular job positions with SSA affects/restricts free 

competition and has an impact on poor staff performance and increases 

uncertainty whether adequate staff is engaged in such positions. 

Recommendation B3 The Mayor should ensure that the engagement with SSA is done only for 

specific jobs and the contracts do not last longer than the legally prescribed 

deadline. The needs for regular positions should also be addressed to the 

Ministry of Finance during budget planning. 

 

  

                                                      
11 Financial Officer, Legal Officer, Property Tax Officer, etc. 
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2.1.3 Goods and Services   

The final budget for Goods and Services (including expenditures for Utilities) in 2019 was 

€4,969,841, of which €4,914,234 was spent. They are mainly related to office supplies, fuel and 

other heating costs, municipal costs, maintenance of facilities, other contractual costs, etc. We 

tested 47 samples for substantive tests in the amount of €990,546 as well as 9 samples for 

compliance tests. 

 

Issue B4 - Procurement procedures overlooked 

Finding  According to the Financial Rule No. 01/2013, the expenses for which there is 

no need to conduct procurement procedures are: Salaries, Expenses paid 

with petty cash, Advances for official travel, Utilities, Subsidies and 

Transfers, and inter-departmental transactions”. 

From the testing of payments in 2019, we have noticed that the Municipality 

of Ferizaj signed two Co-operation and co-financing agreements with 

Caritas Kosova in 2018 without conducting procurement procedures. These 

agreements were concluded for 5 years and are related to: 

 "Functioning of the kindergarten Engjëjt and the functioning of two new 

kindergartens", with a total annual cost of €376,400, where the 

municipality will finance €270,000 each year. 

 “Functionalization of the social centre for the Roma, Ashkali and 

Egyptian community in Dubrava”, with a total annual cost of €89,158, 

where the municipality will finance €77,608 each year. 

Apart from signing agreements without procurement procedures, reporting 

on their implementation was deficient as no separate reports were made on 

the two agreements when conducting payments, but joint reports were 

provided. This makes it more difficult to monitor the implementation of the 

agreements. 

This happened as a continuation of previous practices, as the previous co-

operation of the municipality with Caritas Kosovo was assessed as 

successful. 

Risk Failure to apply procurement procedures reduces transparency in the 

spending of public funds. While the lack of separate and detailed reports 

reduces the assurance regarding the implementation of the agreements. 

Recommendation B4 The Mayor should ensure that the legal basis of the agreements in question 

will be reviewed and for any expenditure for which procurement 

procedures are required by the rules, the Mayor will act in accordance with 

the provisions of the Law on Public Procurement and the LPFMA. 
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2.1.4 Subsidies and Transfers  

The final budget for Subsidies and Transfers was €616,712, of which €562,283 was spent in 2019. 

Subsidies are allocated to public and non-public entities and are mainly spent to support the sector 

of agriculture, culture, health, sports and other activities within the municipality. We tested six 

samples for substantive tests in the amount of €106,050 as well as 12 samples for compliance tests. 

Issue A2 – Weaknesses in subsidy management  

Finding  The internal regulation for the allocation of subsidies, Article 4 stipulates 

that the request for subsidy must be addressed to the Mayor through the 

reception office, must be completed with supporting documentation, such 

as registration certificate, justification of the request with clear and 

convincing evidence, as well as the bank account number of the public 

entity. In principle, the approval of applications for subsidies should be 

done according to the amounts of projects submitted by natural or legal 

persons after they have met the pre-defined criteria. 

 In two cases, the municipality has approved applications for subsidies in 

amounts higher than the submitted application. The decision for subsidy 

from the Mayor and the contract between the directorate of culture, 

youth and sports and KF Ferizaj was in the amount of €10,000, despite 

the request for subsidy from KF Ferizaj it requested the amount for 

project implementation of €7,000. The report on the expenditure of 

budget funds does not have sufficient evidence either to cover the 

expenditures and; 

 The municipality also subsidised the project "17 Shkurti - Kosovo 

Independence Day" in the amount of €6,000, based on the request (dated 

24.01.2019), which was attached to the project at a cost of €5,065, while 

there was another request made for additional obligations submitted in 

the amount of €1,212 of the same date, but the request is not attached to 

the main request through the formal request form. According to 

officials, there were no new requests regarding the increase of funds for 

subsidy.   

According to Article 13, the criteria that must be met in order to become a 

beneficiary of material assistance are determined, and it is foreseen that the 

beneficiaries present evidence of medical expenses and other expenses as 

well as evidence of damage caused by natural disasters 

 The municipality has subsidised individual beneficiaries based on 

requests for financial funds "assistance for medical treatment", but we 

have identified that the Municipality of Ferizaj, in eight (8) cases, in the 

amount of €6,390 has not received feedback reports for the funds 
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provided. According to competent officials to subsidise individuals for 

medical treatment, they have never practiced seeking feedback reports. 

Risk Approval of subsidies beyond the required amounts may limit the 

municipality to subsidise other natural or legal persons who are in need and 

apply for subsidies. Lack of feedback reports on how the funds are spent 

reduces the assurance that the funds have been spent for the intended 

purpose. 

Recommendation A2 The Mayor should ensure that subsidies will not be approved beyond the 

required amounts, and feedback reports should be provided for any 

expenditure of subsidies to ensure that the funds are spent in accordance 

with the purpose of the subsidy. 

2.1.5 Capital Investments  

The final budget for Capital Investments in 2019 was €15,742,581, of which €11,108,654 was spent. 

They relate to the costs incurred for the construction of local roads, sewers, expropriations, mainly 

for unimplemented investments/contracts of previous years. We tested 10512samples for 

substantive tests in the amount of €5,334,022 as well as seven samples for compliance tests. 

 

Issue B5 – Weaknesses in procurement process  

Finding  According to ROGPP Article 20.10 “Technical Specifications for works 

contracts shall determine the exact nature and performance characteristics 

of the required works. Technical Specifications shall include, as a substantial 

part of it, an Executive Project.” 

 In five work projects, the municipality did not draft the execution 

project, but it conducted procurement procedures only based on the bill 

of quantity and forecast.  

Article 8.6 of the ROGPP stipulates, “If the procurement activity was not 

included in the final procurement forecast, in case of a public authority or a 

public undertaking, a copy of the form shall be sent by the CAO to CPA at 

least 5 days before the Authorising Officer authorizes the Procurement 

Officer to initiate the procurement activity.” 

                                                      
12 54 substantive samples and 51 specific risk samples  
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In three cases, the signed contracts were not included in the procurement 

planning, and only for one of them, the municipality notified the CPA 

within 5 days before the initiation of the procurement as required. 

The cause of the weaknesses, which occurred in the procurement processes 

are mainly negligence and frequent shifting of staff in the procurement 

department.  

Risk Weaknesses identified in the procurement processes, lack of execution 

projects, failure to timely notify the CPA of unplanned contracts affect the 

poor management of projects, as well as delays in their implementation. 

Recommendation B5 The Mayor should ensure that procedures are not initiated for all work-

related procurement activities, without providing clear specifications 

according to the execution project, which would affect the elimination of 

delays and possible additional costs. Also in cases when the activities are 

not planned, the competent bodies must be notified in time, in accordance 

with the applicable rules.  

Issue B6 – Signing contracts without sufficient financial coverage  

Finding  According to Law no. 06/L-133 on budget appropriation for the budget of 

the Republic of Kosovo for 2019, Article 12, para 6, “Signing of contracts for 

multi-year capital projects is done by budget organizations only if such 

expenditures are provided for in the budget law for fiscal year 2019 and for 

the next two (2) years ”. We have found that the municipality has signed 

contracts with values that exceed budget forecasts with the Budget Law. 

These contracts relate to the following projects: 

 Project "Underground infrastructure and asphalting of remaining streets 

in the city"; the estimated value in the Law on Budget Appropriations 

(for three years) was €830,000, while two contracts were signed: for 

LOT-1 in the amount of €987,279 and Lot 2 in the amount of €677,530. 

The execution period of these contracts is within 24 months. 

 Project "Construction of pavements on the main road of the village and 

the remaining streets in the village of Komoglava"; the estimated value 

was €290,000, while the contract was signed in the amount of €759,636. 

 The project “Design of the project Palace of Culture-Multifunctional 

Centre”, the estimated value was €18,477, while the contract was signed 

in the amount of €45,400. 

 Project "Repair and maintenance of sewers and water supply", the 

estimated value was €730,000, while the contract was signed in the 

amount of €750,000. 
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Risk The signing of contracts in the absence of sufficient funds planned for their 

implementation causes difficulties and delays in the implementation of 

contracts and increases outstanding liabilities. Consequently, financial 

implications/financial burden is incurred for the budget of the following 

years. 

Recommendation B6 The Mayor should ensure that no signed contract exceeds the value of the 

project foreseen by the budget law. 

Issue B7 – Errors in contract preparation and their exceeding  

Finding  Article 38 of LPP and Article 56.10 of ROGPP determine that the estimated 

quantity specified in the tender documents is only indicative quantity and 

the permitted discrepancy cannot be higher than plus/minus thirty percent 

(30%). If the orders exceed the total indicated quantity (including + thirty 

per cent (30%)), regardless the original expiry date of the Public Framework 

Contract, it will be automatically ceased.  

Through payment testing we have identified three contracts which 

contained errors in their drafting, in the price part because even though 

being framework contracts, they were concluded with an estimated value 

per month and not based on the indicative quantities of the contract. The 

findings are as follows: 

 Public framework contract for "Regulation and expansion of public 

lighting network of the municipality of Ferizaj", dated 12.04.2018, where 

according to Article 4 "Total contracted price for one month was €34,224 

with a duration of 36 months, respecting the price per unit presented in 

the financial bid of the contractor with the economic operator, while the 

quantities in the bid are indicative and their total value is €34,224. As a 

clarification that this contract is not in order, we mentioned the fact that 

within the positions the technical specifications include the decoration of 

the city for the New Year, which does not make sense to be done 36 

times within 3 years. According to the supervisory body for this 

contract, works and payments with a total value of €1,001,151 were 

performed. Based on this, and if the contract is considered "framework 

contract" it means that there is an exceeding of €956,659. Exceeding the 

value of the contract was also noticed in the preliminary contract for 

"Repair and expansion of public lighting network in the territory of the 

Municipality of Ferizaj" dated 14.03.2016 with projected price of services 

€18,531 per month (18,531.45*24 month = €444,754.80). According to the 

contract supervisor, the work performed for this contract was €3,094,492. 

Therefore, there is an exceeding of €2,649,737. In the absence of funds, 

the payment for this project in the amount of €169,654 was made from 

another project. 
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 The municipality has entered into a public framework contract 

“Maintenance of roads with gravel-Ferizaj” on 09.08.2018, where Article 

4 of the contract sets the price “The estimated value of this framework 

contract is €235,000 for a duration of 24 months, respecting prices for 

units presented in the Contractor's Financial Bid. However, the total 

value of the contractor's bid was €169,000, and  

 Public framework contract Lot 1 "Repair of roads with asphalt" dated 

11.09.2018; Article 4 determines the price, the estimated value of 

€250,000 for a duration of 24 months, respecting the unit prices 

presented in the Financial Bid. However, the total value of the 

contractor's bid was €109,616;  

In addition to contract errors, during the testing of payments for these 

contracts, the case lacked a request from the manager/requesting unit to 

start works, a decision for the contract manager, a contract management 

plan, and a report from the contract manager on the work performance. 

This type of contract existed in previous years, while we have not received a 

reasonable explanation from municipal officials regarding the reasons for 

signing these contracts in this form, and the poor management of these 

contracts. 

Risk The conclusion of unclear/confusing contracts and poor contract 

management can affect the value of contracts, and the poor implementation 

of projects. At the same time, this form of concluding contracts is contrary to 

the defined types of contracts under the LPP and the lack of detailed reports 

on the implementation of contracts can lead to payments without ensuring 

that the work is performed in accordance with the required specifications.  

Recommendation B7 The Mayor should ensure that all public framework contracts are drafted in 

accordance with the requirements of ROGPP and LPP, so that the price of 

the framework contract is the total price of the indicative value according to 

the winning financial bid. For each medium and large value contract, 

contract managers should be appointed and, through periodic and 

summary reports, should ensure that contracts are executed according to the 

contracted conditions and with the appropriate quality. In cases where there 

is an exceeding of contract values, they should be terminated.  
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Issue B8 – Payment of projects from the budget of other projects  

Finding  Budget Law no. 06/L-133, Article 16, para 9 stipulates, “Changes in the 

amounts allocated for existing projects or replacement of capital projects of 

municipalities, presented in Table 4.2, and projects from funds carried 

forward from previous years as well as registered in KFMIS must be 

approved in advance by the Municipal Assembly ”. 

We have identified that the municipality has executed payments by not 

obtaining the prior approval of the Municipal Assembly for reallocation of 

funds. This has been observed in the following projects: 

 Payment in the amount of €169,654 for “Repair and expansion of public 

lighting network in the territory of the Municipality of Ferizaj” was 

executed by the project code “Asphalting of streets in the city” and 

payment in the amount of €59,935 was executed by the project code 

“Construction of the Medical Centre in Nerodime”. 

 Payment in the amount of €20,488, for "Construction of the basement of 

the bust and repair of the complex of the nation’s martyr in the village of 

Softaj, Ferizaj" was executed from the project code "Asphalting the four-

lane road of Cen Dugolli and Reçak." 

 Payment in the amount of €75,000 for “Repair of sewerage network and 

water supply network in the Municipality of Ferizaj” was executed from 

the project code for “Construction of emergency call centre”, and 

payment in the amount of €20,272 was executed from the project code 

for "Asphalting the four-lane road of Cen Dugolli and Reçak". 

 Payment in the amount of €11,770 for “Support to farmers with 

agricultural machinery” was executed from the project code for 

“Construction of infrastructure for protection of agricultural crops from 

hail”.  

Payments from other projects have also occurred during the execution of 

payments by the Treasury based on Article 39.2 and enforcement decisions. 

 The payment made by the Treasury, for "Supply of books for the library 

of the city Sadik Tafarshiku, Ferizaj" in the amount of €64,353 was 

executed from the project code "Support to farmers for the development 

of agriculture." 

These have occurred due to lack of budget funds caused by entering into 

liabilities without sufficient funds, as well as from payments made by the 

Treasury (budget taken from projects with free funds). 
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Risk The use of funds without the prior approval of the Municipal Assembly for 

reallocation of funds, payments executed under Article 39.2 and payments 

by court decisions highlight poor controls in planning and execution, 

endangering/influencing the non-implementation of projects envisaged 

under the plan for capital projects. 

Recommendation B8 The Mayor should first ensure that all projects are included in the planning, 

for which there are real possibilities to be executed and sufficient budget is 

allocated for their execution. If there is a need for reallocation of funds, the 

prior approval from the Municipal Assembly must be obtained. 

2.1.6 Common Issues for Goods and Services as well as Capital Investments  

The following are common issues related to Goods and Services, as well as Capital Investments: 

Issue B9 – Weaknesses in contract management  

Finding  Article 61.4 of the ROGPP requires that “After a contract has been signed by 

both parties the responsible Procurement Officer shall inform the Chief 

Administrative Officer “CAO” and the CAO shall, appoint in writing, a 

Project Manager responsible for the management (supervision) of the 

specific contract and for informing the responsible Procurement Officer.  

 In ten13 cases, CAO did not appoint a contract manager and 

consequently did not even have a contract management plan, as the 

municipality has practiced the appointment of project supervisors 

(specified in the specific terms of the contract, not by a separate decision, 

without specifying which are their duties and responsibilities), who 

upon performance of works/services or contract, does not prepare a 

report nor keeps a (financial) card for that contract.   

The municipality has recently taken some steps in this direction, as it started 

to appoint contract managers. 

Risk Failure to transfer responsibilities to the project manager and failure to 

update the contract management plan makes it impossible to reflect the real 

situation of contract implementation. 

Recommendation B9 The Mayor should ensure that contract managers will be appointed for each 

medium and large value contract and plans for their management will be 

developed. These plans should be monitored on a regular basis and 

progress on contract implementation should be reported to the Mayor and 

the procurement office on a regular one or three month basis. 

                                                      
13 Of them 4 in Capital Investments and 6 in Goods and Services  



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

 24 

Issue B10 – Delays in the payment of invoices    

Finding  Financial Rule no. 01/2013/MoF, Article 41, stipulates, "The budget 

organization must pay every invoice valid for the payment of goods and 

services received within 30 calendar days from the date of receipt of the 

invoice." 

From our tests, we have identified ten (10) cases of Goods and Services with 

a total value of €158,618 and 14 cases of Capital Investments with a total 

value of €959,695, where there were delays in the payment of invoices, 

beyond the legal deadlines. The delays were from one to seven months, 

mainly caused by lack of budget funds. 

Risk Delays in the implementation of payments increase the risk that in future 

periods the municipality will face court disputes or enforcement actions, 

which may also result in additional obligations, thus burdening the 

municipal budget. 

Recommendation B10 The Mayor should ensure the efficient functioning of financial 

controls for the execution of payments within the legally prescribed period 

regarding the execution of payments according to the rules in force. 

Issue A3 – High expenditures for enforcement procedures   

Finding  Article 39 of LPFMA determines the CFO of the budget organization is 

responsible for ensuring that any valid invoice and demand for payment for 

goods and services provided and/or work performed for the budget 

organization are paid within 30 calendar days after receipt of the invoice or 

payment demand from the relevant budget organization. 

Payments made by the Treasury with court/enforcement decisions, during 

2019 were €4,635,124 of which according to the data received from the CFO, 

enforcement costs are €245,182. However, we tested 6014 samples of these 

payments in the amount of €1,810,129 and identified that the principal debt 

was €1,738,539 and the costs of enforcement procedures were €71,590. These 

payments were related to the payments arising from the collective 

agreement for the payment of three accompanying salaries and jubilee 

salaries, as well as delays in the payment of invoices to economic operators 

due to lack of budget funds (payments also included debts/invoices of 2010, 

2012). 

                                                      
14 51 samples in Capital Investments in the amount of €1,770,229; 8 samples in Goods and Services in the amount of 

€19,900 and 1 sample in Subsidies in the amount of €20,000. 
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Risk The situation created with the payments made by the Treasury after 

court/enforcement decisions directly affects the increase of costs for the 

municipality, as well as jeopardises the implementation of projects planned 

for the current year. 

Recommendation A3 The Mayor should ensure that liabilities (of previous unpaid years) are 

planned/budgeted and paid within the legally prescribed timelines in order 

not to harm the municipal budget with additional enforcement costs. 

2.2 Capital and Non-capital Assets  

The value of capital assets presented in the 2019 AFS is €205,850,414, while for non-capital assets 

no information was disclosed in the AFS (in the last three years there were no disclosures for these 

assets). We tested 105 samples for substantive tests in the amount of €4,624,553. 

Issue B11 – Shortcomings in asset management  

Finding  Regulation MoF No. 02/2013 on Management of Non-financial Assets by 

Budget Organizations clearly defines the rules and procedures for the 

management of assets and stocks. 

The following shortcomings were identified from the audit tests: 

 The municipality did not approve the regulation or internal procedure 

for evidence, preservation and alienation of non-financial assets as 

required by the financial rule, in its absence, there are some 

weaknesses15 that we have identified during the physical examination 

of assets: 

 The municipality has not established inventory and evaluation of assets, 

as required by regulations, and has failed to compile the general report 

for inventory of non-financial assets in a timely manner - before 

preparing the annual financial statements. 

 29 payments made for assets, in the amount of €2,283,002 were not 

recorded in the KFMIS register, underestimating the value of assets, 

disclosed in the AFS. In addition, 17 payments made by the Treasury 

according to enforcement decisions, mainly related to expropriations 

                                                      
15 In one case, during the receipt of the goods (two-door locker) different goods were received from the 

requested/invoiced one, two of the received lockers were of a different type (without doors); For an asset which was 

listed in the KFMIS records, oil heating, the asset officer was not able to identify the location where this asset was 

physically located so we do not provide assurance of its physical existence. Also a dental chair, which was listed in the 

KFMIS registers which was destroyed and recorded in the 2018, inventory report was not deleted from the KFMIS 

registers.   
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and other capital investments were not recorded in the asset registers. 

Their value was €872,370. 

 The e-assets system for registration of non-capital assets was not applied 

and, as a result, assets under €1,000 have not been disclosed in the AFS 

in the last three years, and they do not have barcodes. The management 

of stocks was not in accordance with the legal requirements either, in the 

absence of a central warehouse for the receipt of goods. 

The reasons for not registering assets in KFMIS, according to the assets 

officer, are that cases were not presented for registration by the finance 

office, while other findings such as inventory, non-functioning of the e-

assets system, warehouse and the formation of commissions at the end of 

the year were mainly due to insufficient attention to this area by the 

management staff.   

Risk Weaknesses identified in asset management have affected the 

underestimation of assets in the AFS. Poor management can also have an 

impact on the alienation or loss of assets under the management of the 

municipality. 

Recommendation B11 The Mayor should ensure that all municipal assets are recorded in 

the records and disclosed in the AFS, in accordance with legal requirements. 

The e-assets system should be operationalized and a warehouse for the 

receipt of goods should be created, to enable better management and control 

of assets. At the same time, asset inventory and evaluation commissions 

should be formed and operate as required to enable the updating of asset 

accounting records prior to the preparation of financial statements. 
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2.3 Receivables  

In the 2019 AFS, the municipality disclosed receivables in the amount of €9,764,000. This value 

consists of property tax €7,901,264, business tax €794,501, rent €37,183, construction permit 

€1,028,222 and kindergarten €2,830. 

 

Issue B12 – Inaccurate disclosure of Accounts Receivable (A/R) in the AFS  

Finding  Regulation no. 01/2017 On Annual Financial Reporting, Article 16 obliges 

budget organizations that collect revenues to keep records of collected 

revenues and invoiced but uncollected amounts. Receivables are disclosed 

in the annual financial report in the relevant table by type of revenue. 

During the audit, we noticed that the disclosures of the A/R were 

underestimated and after our suggestions the CFO adjusted the AFS (dated 

24.02.2020) causing the A/R to increase by €768,45816. However, these 

disclosures are not accurate, because the A/R from construction permits 

have been overestimated by €270,244 as a result of the inclusion of debts of 

2020, while the AR/ Rent is underestimated by €241,300, not including some 

of the debts of previous years in the registers.  

The reason for these weaknesses is that the municipality does not have a 

database where structured records of A/R are kept, and there is no proper 

communication between the directorate of finance, CFO and directorates 

that collect revenues. While we were in the audit, the directorate of 

urbanism has provided us with evidence only for the debts 2019, while 2018, 

2017 debts have been identified after our request, as the same have not been 

disclosed earlier, so errors have occurred. Rent debts, on the other hand, 

were underestimated as old debts (held separately in Excel) were not 

presented at all in the AFS. 

Risk The lack of accurate and structured records related to A/R affect the unfair 

reflection of the real situation of these accounts and their inaccurate 

disclosure in the AFS. This can also affect the loss of data and the loss of the 

right to collect them. 

                                                      
16 A/R /Construction permit-were wrongly presented €263,523, adjusted with €1,028,222 
A/R / Kindergarten  - were wrongly presented €3,060, adjusted with €2,830 
A/R / Rent-were wrongly presented €35,907, adjusted with €37,183 
A/R/ Business Taxes were wrongly presented €791,786, adjusted with €794,501 
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Recommendation B12 The Mayor, in cooperation with the CFO, should ensure from the 

relevant directorates accurate records of A/R, by reporting on a regular 

basis on their situation. The Mayor should prepare an action plan for their 

collection following legal procedures, with advice from the municipal 

attorney's office for legal action. These accounts receivable should be 

followed through the years with special care. 

Issue A4 – Increase of the value of Accounts Receivable   

Finding  Regulation 01/2017 on annual financial reporting by budget organizations, 

Article 16 stipulates that receivables are disclosed in the annual financial 

report in the relevant table according to the type of revenues. 

We have identified that the municipality did not have effective management 

in collecting and reporting receivables, as their increase continues over the 

years. From the previous year, they have increased by €1,460,078. The 

municipality did not apply the procedures and did not take any concrete 

action for the collection/ execution of receivables. 

The largest increase was due to A/R / construction permits, which were not 

presented at all in the last three years in the AFS. This year, €1,028,22217 

were disclosed. In addition, the increase of A/R/ Property Tax from the 

previous year was €382,78418. This increase was also influenced by the debts 

of Socially Owned Enterprises managed/privatized by the Privatization 

Agency of Kosovo (PAK). These debts are approximately €1,201,747. 

Problems in collecting/ increasing these debts arise as the PAK for 

privatized enterprises, according to the law of the PAK, only the basic debt 

was paid and not interest and penalties under the law on property tax. 

While the increase and poor management of other accounts receivable has 

occurred due to the negligence of the responsible officials. 

Risk The increase of A/R over the years and the failure to take actions for their 

collection affects the deterioration of the collection performance of these 

accounts and, in turn, affects the negative increase trend year after year, 

jeopardising their collection. 

Recommendation A4 The Mayor should ensure clear procedures for the collection of A/R, and 

should also ensure adequate action for a joint settlement with the PAK 

regarding liabilities to Socially Owned Enterprises which are under their 

management and the issue of debt settlement of old social enterprises 

should find a suitable form for their execution. 

                                                      
17 This figure also contains disclosure errors, see issue B12 
18 A/R/ Property tax for 2019 were disclosed in the AFS the amount of €7,901,264. 
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Issue A5 – Shortcomings in the management of accounts receivable  

Finding  During the audit of accounts receivable, we encountered numerous 

weaknesses, and accounts receivable, which are not included in the records 

of A/R disclosed in the AFS. Weaknesses are presented below: 

Annex contract for the use of municipal property, parking lot on the streets 

of "Dëshmorët e Kombit" and "Ahmet Kaçiku" dated 02.09.2008, point II 

states that the funds collected from the public parking lot of the city for each 

month are submitted to the account of the municipality, in the amount of 

€3,000. This contract did not foresee the obligations that may arise in case of 

non-payment of the monthly payment. 

 The tested19 sample in the amount of €208,560 was not part of the 

accounts receivable disclosed in the AFS. This was so on the reasoning 

that on 03.02.2017 the municipality took a decision to forgive the debt, 

but for the validity of this decision, the Ministry of Local Government 

Administration (on 14.02.2017) recommended that "the legal basis 

should be mentioned for the implementation of this decision and should 

be brought back to review the legality of assessment”, which did not 

happen.   

Decision for termination of the contract for the property located on the street 

"Dëshmorët e Kombit" dated 13.04.2017, point II., states that the debt is paid 

to the municipality voluntarily until April in the amount of €15,331, 

otherwise the municipal public attorney will file a lawsuit to compensate 

the owner of the tenant. 

- The municipality has not taken concrete actions for debt collection. This 

property was allocated for use at public auction on 27.08.2018 to another 

lessee.  

The Municipality has sent a remark on 25.11.2019 for the business "Telecom 

of Kosovo", emphasising that this is the last remark, and that the obligation 

in the amount of €1,936 must be paid within 5 days from the date of receipt 

of the remark, otherwise immediately after this date, the public property 

commission will start the procedures for unilateral cancellation of the 

contract and will release of the property.     

Despite not taking measures to release the property and follow the legal 

procedures for debt collection, the municipality had uncertainty regarding 

the value of this debt, as according to municipal records there is a debt of 

€1,127, in the financial card €2,219 , while in remarks it was €1,936. 

                                                      
19 Samples are obtained from internal records of the municipality.  
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The reasons for the weaknesses presented in the management of A/R are 

poor controls, lack of competence, negligence at work, not taking this 

category of disclosures seriously, while according to the municipality, the 

records are kept in Excel and are not accurate because they were compiled 

by the interns. 

Risk The weak controls identified in the management of the A/R and at the same 

time the failure to take action for collection of old A/R bring the 

municipality into difficulties from year to year. Failure to fully present the 

accounts affects the underestimation of the A/R in the AFS, at the same time 

it has an impact on the financial loss of the municipality with the loss of 

trails of debts of previous years. 

Recommendation A5 The Mayor should provide mechanisms to verify debt history to confirm 

that no irregular adjustments or omissions have been made. The Mayor 

should also review the decision/report on debt forgiveness/compensation. 

Debts from public properties under the ownership of municipality should 

be accurately followed, at the same time; all legal actions should be applied 

for their collection. 

2.4 Liabilities   

2.4.1 Outstanding liabilities   

The statement of liabilities not paid to suppliers at the end of 2019 was €4,419,538. These liabilities 

were carried forward to be paid in 2020. Compared to 2018, the outstanding liabilities have 

increased by €1,295,398. 

 

Issue A6 – Shortcomings in the presentation and deadline of payment of liabilities  

Finding  MoF Regulation no. 01/2017 on financial reporting by budget organizations, 

Article 17, para 3, stipulates that budget organizations must report all 

liabilities (invoices) incurred by 31 December of the reporting year. 

 Outstanding liabilities/invoices were not disclosed correctly in the 2019 

AFS, overestimating/underestimating liabilities by €3,160,90020 over (>) 

30 days; and under (<) 30 days. 

 Two of the 37 samples tested from the list of liabilities, they were not 

presented correctly. The invoice in the amount of €21,690 was paid 

€15,381, while the part of the debt was not presented as a liability, 

underestimating it by €6,309, as well as the invoice in the amount of 

€4,550 paid, appeared in the register of liabilities. 

                                                      
20 Places were changed to unpaid liabilities over and under 30 days. They were presented <30 days €3,790,219.28 and> 

30 days 629,319.26. In reality, they should have been the opposite.  



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

 31 

The cause of errors/inaccurate reporting in the AFS was due to the 

negligence of the responsible officials, while delays in payments were 

mainly due to lack of budget. 

Risk Non-payment of liabilities on time may result in additional penalties/costs 

to the municipality as these debts are mainly being handled by the 

enforcement agent, it also affects the non-implementation of current 

projects, while poor reporting of liabilities affects the accuracy of financial 

statements. 

Recommendation A6 The Mayor should ensure that outstanding liabilities at the end of the year 

are accurately reported in the AFS and all information on outstanding 

invoices is submitted in a timely manner to the CFO. When making 

payments, priority should be given to invoices according to the time of 

receipt, i.e., first pay the obligations over 30 days then other obligations. 

2.4.2 Contingent liabilities   

The statement of contingent liabilities at the end of 2019 was €8,141,889, mainly related to claims 

compensation and jubilee salaries. Compared to the previous year, these liabilities have increased 

by €3,483,553. This continuous increase in liabilities may bring the municipality into financial 

difficulties. 

2.4.3 Contractual liabilities  

Despite our constant requests, we have not received any information from the municipality 

regarding the value of contractual obligations. 

2.5 Internal Audit Function   

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

auditors. The IAU has planned and conducted six audits, as well as one on a special demand for 

the audit period 2019, while it made 27 recommendations, of which 11 have been implemented, 11 

have not been implemented and five are in process. 
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Issue C2 – Non-functioning of Audit Committee   

Finding  Article 8 of AI MoF-No. 01/2019 on the Establishment and Functioning of 

the Audit Committee in the Public Sector Entity and decision 01 No. 461/18, 

dated 26.09.2018 on the establishment of the Internal Audit Committee 

(IAC) of the municipality provides that the meetings of the audit committee 

are held at least four times a year and are convened by the chairperson. 

For 2019, the IAC did not hold any meetings, making it impossible for the 

CAO to assist in improving the internal control system, reviewing reports 

and providing support to the IAU. 

According to municipal officials, the reason for the non-functioning of the 

committee was the inability of the municipality to compensate the members 

of the Committee for their meetings and engagement. 

Risk The non-functional Audit Committee has an impact on providing assurance 

on the effectiveness of the municipality's internal controls, the functioning 

of the audit and the independence of the internal audit. 

Recommendation C2 The Mayor should ensure the functioning of the Audit Committee. The 

committee should critically review internal audit plans to confirm that they 

are risk-based and provide the required assurance to management. The 

Mayor should also review the actions taken by management in relation to 

the audit recommendations. 
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3 Progress in implementing recommendations  

Our audit report on the 2018 AFS resulted in 25 recommendations. The municipality has prepared 

an action plan stating how all recommendations will be implemented, but it has not submitted to 

the CAO the periodic report on the implementation of the recommendations according to the 

requirements of the rules of procedure for the implementation of the audit and action plans. 

At the end of our 2019 audit, six (6) recommendations have been implemented; two (2) were in the 

process of implementation; 12 have not yet been implemented, and five (5) recommendations have 

been closed. For a more thorough description of the recommendations and how they are 

addressed, see Table 4 (or Table of recommendations). 

Table 4 Summary of recommendations of the previous year and of 2019 

N
o. 

Audit area  Recommendations  of 2018  Actions taken  Status 

1 AFS The Mayor should ensure that an analysis 
has been carried out to determine the 
reasons for the qualification of opinion and 
that of emphasis of matter. Specific actions 
should be undertaken to address the causes 
systematically to eliminate the errors in the 
AFS reporting, including their disclosure. 
In this respect, all expenses should then be 
paid and recorded in accordance with the 
chart of accounts, based on the 
requirements of the Budget Law and the 
LPFMA. Further, controls on recording of 
all assets should be strengthened and their 
disclosures in the financial statements. 

Documents of 
payments made 
by the Treasury 
based on 
court/enforcem
ent decisions 
(some of which 
were not 
complete) were 
provided for 
audit, while the 
issue of 
misclassification 
is not 
addressed. 

Recommendat
ion closed. 
Recommendat
ions 
regarding 
these issues 
are given on 
respective 
areas.  

 

2 Revenues The Mayor should ensure to request, 
through the property tax manager, during 
the property registration and verification 
process, to pay attention not only to the 
registration of new properties and physical 
changes occurring in existing properties, 
but also to the corrections of identified 
weaknesses dealing with taxpayer property 
system so that tax calculations are as 
realistic as possible 

This issue has 
been 
implemented 
with the new 
programme 
(Protax 2) and 
the new 
Property Tax 
Law (06/L-005). 
With this 
programme, all 
properties of the 
owner are 
registered with 
a taxpayer 
number. 

Recommendat
ion 
implemented  
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3 Revenues The Mayor should request from the CFO 
and directorates collecting revenues that 
invoices with a reference number should 
correctly represent the department within 
the Municipality collecting revenues and 
the type of revenues within the budget 
organisation. Also, the CFO should conduct 
a continuous follow-up of the revenue 
registration process in KFMIS if it is made 
in the respective type of revenue based on 
UNIREF. 

We have not 
identified 
similar issues. 

Recommendat
ion 
implemented 

4 Revenues The Mayor should request from the 
Property Tax Office a detailed mid-term 
plan to eliminate the identified weaknesses 
and to supervise on a regular basis the 
implementation of that plan, by eliminating 
the identified weaknesses. Establishing of a 
control on re-verification, property 
surveying would enable the elimination of 
weaknesses in the property registry and the 
correct calculation of property tax. 

It is regulated 
by the Protax 2 
and the new 
Property Tax 
Law. With 
Protax 2, all the 
properties of the 
owner are 
registered with 
a taxpayer 
number. 
However, the 
property files of 
taxpayers are 
not yet 
complete, as 
orthophotos 
were missing in 
35 cases.  

Recommendat
ion partly 
implemented  

Ref: C1 

5  The Mayor should ensure better co-
ordination of work between the Directorate 
of Urbanism, Economic Development and 
Inspectorate with the aim of drafting a 
concrete plan for municipal property 
management. The Mayor should insist on 
taking measures for non-execution of 
contracts or harmonisation of contracts 
with the factual state of use of public spaces 
by businesses in order to eliminate 
identified weaknesses and increase 
efficiency in municipal property 
management. 

No action is 
taken.  

Recommendat
ion closed 
(new 
recommendat
ions is made 
in the 
Management 
Letter) 

 

6 Revenues The Mayor should ensure that public 
property destined for use is made through 
the public auction procedure. Also, 
measures should be taken to terminate the 
existing expired contracts by requiring in 
advance the settlement of all contractual 

The 
municipality 
has managed to 
implement the 
procedures in 
some cases, but 

Recommendat
ion partly 
implemented  

Ref:C2 
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obligations by lessees the problem of 
releasing the 
properties after 
the remarks has 
not been 
resolved yet. 

7 Revenues The Mayor should request from the 
responsible sectors, in each beginning of 
the year, to review all contracts and charges 
for lessees to reflect any change in the 
municipal own source revenues regulation. 

We have not 
identified 
similar issues. 

Recommendat
ion 
implemented 

8 Wages and 
Salaries 

The Mayor should ensure that upon 
planning, the situation requiring additional 
staff is analysed and reviewed, and the 
requirements for jobs and budgetary means 
are timely included and approved with the 
budget law, otherwise the relevant bodies 
should be required to approve these 
positions and funds. Payments and 
inclusion on the payroll list should be 
provided before making a decision on 
recruitment. Also, it should be ensured that 
salary obligations are properly presented. 

No action is 
taken.  

 

Recommendat
ion 
unimplement
ed   

Ref: B2 

 

 

 

 

9 Goods and 
Services  

The Mayor should ensure that the legality 
of application of tendering for the 
expenditures that require procurement is 
implemented and monitor the process of 
payment certification. The Mayor should 
also ensure that the signing of agreements 
or contracts for the purchase of services and 
goods is done by responsible 
persons/procurement manager 

No action is 
taken.  

 

Recommendat
ion 
unimplement
ed   

Ref: B4 

10 Goods and 
Services 

The Mayor should ensure that controls are 
functional for timely planning of the needs 
for the purchase of goods and services by 
all requesting units and the same are 
included in the procurement plan, prepared 
by the procurement office. Whenever a 
need arises for purchase outside the plan, it 
is necessary to establish mechanisms for 
prior notice of relevant bodies according to 
legal requirements 

We have not 
identified 
similar issues 
for Goods and 
Services, while 
in Capital 
Investments we 
encountered 
two cases.  

Recommendat
ion closed. 
Similar 
recommendat
ion is made in 
Capital 
Investments 
Ref: B5 

11 Goods and 
Services 

The Mayor should ensure that competent 
officials from the requesting units draft 
clear and complete technical specifications 
based on real procurement needs. The 
Procurement Office should also strengthen 
controls by ensuring in advance that the 

We have 
identified cases 
when 
specifications 
are unclear, 
inaccurate and 

Recommendat
ion closed, 
partly 
implemented  

 



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

 36 

requests are complete and clear, and 
clarified positions are included in the 
tender dossier. 

not precise.  

12 Goods and 
Services 

The Mayor should ensure that a review of 
the identified weaknesses is undertaken 
and analyse why effective oversight of 
contract management has not been applied. 
The Mayor should ensure that controls are 
established; and contract managers prepare 
and review the contract plan according to 
legal requirements. 

No action is 
taken.  

 

Recommendat
ion 
unimplement
ed   

Ref: B9 

13 Goods and 
Services 

The Mayor should review the real needs for 
engaging employees with special service 
agreements. The need for additional staff 
for career positions should be analysed and 
if the increase of the number of staff is 
indispensable, this should be incorporated 
into budget planning. Eventual barriers 
regarding staff increase should also be 
discussed with the Ministry of Finance and 
other stakeholders. 

No action is 
taken.  

 

Recommendat
ion 
unimplement
ed   

Ref: B3 

14 Subsidies 
and 
Transfers 

The Mayor should ensure that the controls 
established for contract management are 
functional and contractual obligations are 
executed within the timeframe. 

We have not 
identified 
similar issues.  

Recommendat
ion 
implemented 

15 Capital 
Investments 

The Mayor should initially ensure that 
planning includes all projects that exist, real 
opportunities to be executed and sufficient 
budget is allocated for their execution. The 
controls should also be functional even at 
the stage of project execution, ensuring in 
advance that entering into contractual 
obligations is meeting the approved 
planning and there are sufficient funds 
committed for the execution of payments. If 
there is a need for re-allocation of funds, 
the prior approval should be obtained from 
Municipal Assembly. 

No action is 
taken.  

 

Recommendat
ion 
unimplement
ed   

Ref: B8 

16 Capital 
Investments 

The Mayor should have a comprehensive 
approach in addressing this problem by 
establishing effective mechanisms for 
consistent compliance with procurement 
rules regarding contract management. Also, 
in cases where there is a need to amend the 
contract, then the prior approvals should be 
provided by the responsible persons based 
on the rules. 

We have not 
identified 
similar issues. 

Recommendat
ion 
implemented 
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17 Capital 
Investments 

The Mayor should ensure controls and 
monitor the implementation of legal 
requirements by reviewing the 
implementation of the procurement law. 
When contracting works/construction, the 
Mayor should ensure in advance that the 
competent levels have drafted the project in 
accordance with the needs and 
requirements provided, otherwise such 
procedures should not commence. 

No action is 
taken.  

 

Recommendat
ion 
unimplement
ed   

Ref:B5 

18 Common 
issues for 
Goods and 
Services and 
Capital 
Investments 

The Mayor should ensure that all invoices 
are paid within the legal deadline and the 
order of goods, works or services is made 
only when the Municipality provides the 
funds in advance or allocates sufficient 
budgetary funds for payment. 

No action is 
taken.  

 

Recommendat
ion 
unimplement
ed   

Ref:B10 

19 Common 
issues for 
Goods and 
Services and 
Capital 
Investments 

The Mayor should analyse the reasons for 
the failure of controls and identify the 
factors that have caused problems in the 
implementation of projects. An effective 
control design, in full compliance with laws 
and regulations, should be systematically 
ensured and monitored by the 
Management. 

We have not 
identified 
similar issues. 

Recommendat
ion 
implemented 

20 Common 
issues for 
Goods and 
Services and 
Capital 
Investments 

The Mayor should ensure that, for all 
services or supplies requiring the 
development of procurement procedures, 
the initiation is commenced on a timely 
manner and payments only be made when 
the supply/execution of the works is 
supported by valid contract. 

No action is 
taken.  

 

Recommendat
ion 
unimplement
ed   

Ref:B7 

21 Common 
issues for 
G&S and CI 

The Mayor should strengthen controls 
during project development by ensuring 
that before the initiation of procurement 
procedures any capital project should have 
sufficient funds for implementation. 

No action is 
taken.  

 

Recommendat
ion 
unimplement
ed   

Ref:B6 

22 Assets 
management  

The Mayor should ensure that the 
registration and management of assets are 
made in accordance with the requirements 
of Regulation no. 02/2013. A special 
commission should be set up to identify the 
gaps in the system and ensure that all 
assets are identified and recorded in the 
asset register 

No action is 
taken.  

 

Recommendat
ion 
unimplement
ed   

Ref:B11 

 

23 Receivables The Mayor should ensure an effective 
management of lease contracts and 
establish effective mechanisms for the 

No action is 
taken.  

 

Recommendat
ion 
unimplement
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execution of revenues in accordance with 
the contracted conditions, namely the 
implementation of deadlines for invoicing 
and collection of rental payments 

ed   

Ref:B12 

24 Internal 
Audit 
System 

The Mayor should ensure that the internal 
audit function will be strengthened and 
materialised with the provision of 
reasonable assurance that controls operate 
effectively and as designed. To achieve 
maximum benefit from internal audit, the 
Mayor should ensure the functioning of the 
Audit Committee and maximize the work 
of the Audit. The committee should 
critically review the internal audit plans (to 
confirm that they are based at risk and 
provide the required assurance to the 
Management) and the internal audit results. 
The Mayor should also review the actions 
taken by Management in relation to audit 
recommendations 

The 
recommendatio
n portion 
regarding AC 
was not 
addressed  

Recommendat
ion partly 
implemented  

Ref:C3 

25 Managem
ent 
Reporting, 
Accountab
ility and 
Risk 
Managem
ent 

The Mayor should ensure that a review is 
carried out to determine the form of 
financial and operational reporting to 
senior management. Budgetary 
performance, including revenues and 
expenditures, and the procurement plan 
should be subject to regular reporting and 
review by the Management. In addition, in 
order to reduce the impact of risks to 
acceptable levels, the organisation should 
draft the risk register with all appropriate 
measures/actions to put the threats 
exposed under control. 

Change of the 
template format  

Recommendat
ion closed  

No. Audit area  Recommendations of 2019 

 

1 Budget 

planning 

and 

execution 

The Mayor should ensure that all necessary actions are taken so that 

expenditures are planned in the appropriate budget allocations, and the 

payment and recording of expenditures is done in full compliance with the 

established economic codes. This should include the planning of funds for 

compensation of jubilee and accompanying salaries to employees who have not 

been compensated and those in the verge of retirement as well as clear 

classification/separation of capital projects from other expenditures such as 

subsidies or goods and services. 

2 Revenues The Mayor should ensure that the Property Tax Office reviews complaints 

within the deadline, while the fieldwork when inspecting properties is 

documented in the Protax system, and the files are completed with orthophotos 
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3  The Mayor should ensure that the Property Tax Office has implemented a 

detailed plan to eliminate the identified weaknesses. Establishing control, re-

verification, survey of properties would enable the elimination of weaknesses 

in the property register and the correct calculation of property tax 

4 Wages and 
Salaries 

The Mayor should ensure that there is a sufficient budget available before 
increasing the number of classes, and for each position, the Mayor should 
ensure that there are sufficient approved budget funds and there are free slots 
for inclusion in the payroll. Accurate information regarding the number of all 
employees, including those outside the payroll should be disclosed in the AFS 

5  The Mayor should ensure that the engagement with SSA is done only for 
specific jobs and the contracts do not last longer than the legally prescribed 
deadline. The needs for regular positions should also be addressed to the 
Ministry of Finance during budget planning 

6 Goods and 
Services 

The Mayor should ensure that the legal basis of the agreements in question will 
be reviewed and for any expenditure for which procurement procedures are 
required by the rules, the Mayor will act in accordance with the provisions of 
the Law on Public Procurement and the LPFMA 

7 Subsidies 
and 
Transfers 

The Mayor should ensure that subsidies will not be approved beyond the 
required amounts, and feedback reports should be provided for any 
expenditure of subsidies to ensure that the funds are spent in accordance with 
the purpose of the subsidy.  

8 Capital 
Investments 

The Mayor should ensure that procedures are not initiated for all work-related 
procurement activities, without providing clear specifications according to the 
execution project, which would affect the elimination of delays and possible 
additional costs. Also in cases when the activities are not planned, the 
competent bodies must be notified in time, in accordance with the applicable 
rules 

9  The Mayor should ensure that no signed contract exceeds the value of the 
project foreseen by the budget law 

10  The Mayor should ensure that all public framework contracts are drafted in 
accordance with the requirements of ROGPP and LPP, so that the price of the 
framework contract is the total price of the indicative value according to the 
winning financial bid. For each medium and large value contract, contract 
managers should be appointed who, through periodic and summary reports, 
should ensure that contracts are executed according to the contracted 
conditions and with the appropriate quality. In cases where there is an 
exceeding of contract values, they should be terminated.  

11  The Mayor should first ensure that all projects are included in the planning, for 
which there are real possibilities to be executed and sufficient budget is 
allocated for their execution. If there is a need for reallocation of funds, the 
prior approval from the Municipal Assembly must be obtained 

12 Common 
Issues for 
G&S and CI  

The Mayor should ensure that contract managers will be appointed for each 
medium and large value contract and plans for their management will be 
developed. These plans should be monitored on a regular basis and progress 
on contract implementation should be reported to the Mayor and the 
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procurement office on a regular one or three month basis 

13  The Mayor should ensure the efficient functioning of financial controls for the 
execution of payments within the legally prescribed period regarding the 
execution of payments according to the rules in force 

14  The Mayor should ensure that liabilities (of previous unpaid years) are 
planned/budgeted and paid within the legally prescribed timelines in order 
not to harm the municipal budget with additional enforcement costs 

15 Capital and 
Non-capital 
Assets 

The Mayor should ensure that all municipal assets are recorded in the records 
and disclosed in the AFS, in accordance with legal requirements. The e-assets 
system should be operationalized and a warehouse for the receipt of goods 
should be created, to enable better management and control of assets. At the 
same time, asset inventory and evaluation commissions should be formed and 
operate as required to enable the updating of asset accounting records prior to 
the preparation of financial statements 

16 Receivables The Mayor, in cooperation with the CFO, should ensure from the relevant 
directorates accurate records of A/R, by reporting on a regular basis on their 
situation. The Mayor should prepare an action plan for their collection 
following legal procedures, with advice from the municipal attorney's office for 
legal action. These accounts receivable should be followed through the years 
with special care.  

17  The Mayor should ensure clear procedures for the collection of A/R, and 
should also ensure adequate action for a joint settlement with the PAK 
regarding liabilities to Socially Owned Enterprises which are under their 
management and the issue of debt settlement of old social enterprises should 
find a suitable form for their execution.  

18  The Mayor should provide mechanisms to verify debt history to confirm that 
no irregular adjustments or omissions have been made. The Mayor should also 
review the decision/report on debt forgiveness/compensation. Debts from 
public properties under the ownership of municipality should be accurately 
followed, at the same time; all legal actions should be applied for their 
collection 

19 Outstanding 
liabilities 

The Mayor should ensure that outstanding liabilities at the end of the year are 
accurately reported in the AFS and all information on outstanding invoices is 
submitted in a timely manner to the CFO. When making payments, priority 
should be given to invoices according to the time of receipt, i.e., first pay the 
obligations over 30 days then other obligations 

20 Internal 
Audit 
Function 

The Mayor should ensure the functioning of the Audit Committee. The 
committee should critically review internal audit plans to confirm that they are 
risk-based and provide the required assurance to management. The Mayor 
should also review the actions taken by management in relation to the audit 
recommendations.  

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

version shall prevail. 
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Annex I: Explanation of the Different Types of Opinion 

Applied by NAO  

(extract from ISSAI 200) 

Form of opinion 

147. The auditor should express an unmodified opinion if it is concluded that the financial 
statements are prepared, in all material respects, in accordance with the applicable financial 
framework.  

If the auditor concludes that, based on the audit evidence obtained, the financial statements as a 
whole are not free from material misstatement, or is unable to obtain sufficient appropriate audit 
evidence to conclude that the financial statements as a whole are free from material misstatement, 
the auditor should modify the opinion in the auditor’s report in accordance with the section on 
“Determining the type of modification to the auditor’s opinion”.  

148. If financial statements prepared in accordance with the requirements of a fair presentation 
framework do not achieve fair presentation, the auditor should discuss the matter with the 
management and, depending on the requirements of the applicable financial reporting framework 
and how the matter is resolved, determine whether it is necessary to modify the audit opinion. 

Modifications to the opinion in the auditor’s report 

151. The auditor should modify the opinion in the auditor's report if it is concluded that, based on 
the audit evidence obtained, the financial statements as a whole are not free from material 
misstatement, or if the auditor was unable to obtain sufficient appropriate audit evidence to 
conclude that the financial statements as a whole are free from material misstatement. Auditors 
may issue three types of modified opinions: a qualified opinion, an adverse opinion and a 
disclaimer of opinion. 

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.  
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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. 

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 

 

 


