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

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

Assembly of Kosovo.  

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 the Trust Fund in consultation with the Assistant 

Auditor General, Emine Fazliu, who supervised the audit. 

The report issued is a result of the audit carried out by Burbuqe Idrizi, 

Team Leader and Albana Kadriu and Jehona Krasniqi, team members 

under the management of the Head of Audit Department Faruk 

Rrahmani.  
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Executive Summary  

This report summarises the key issues arising from our audit of Trust Fund 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  

The Annual Financial Statements for 2019 give a true and fair view in all material aspects. 

The process of financial management and control has generally been functioning effectively with 

the exception of delays in the collection of rental income and receipts according to the expired 

contract. 

In the preliminary audit, a recommendation was made regarding the expiration of the lease contract 

and it still remains unaddressed. 

The opinion of the Auditor General1 

Unmodified Opinion   

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

Management’s Response on 2019 audit 

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

given recommendations. 

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

during the audit process. 

 

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

Annual Financial 

Statements 

 

Financial 

Management and 

Control 

 

Implementation of 

recommendations 
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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 Trust Fund’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 interrelated 

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

the effective 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 in detail our audit findings and recommendations in each audited 

area.   
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1 Audit Opinion on Annual Financial Statements   

We have audited the AFS of Trust Fund 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  

In our opinion, the Annual Financial Statements for the year ended on 31 December 2019 give a true 

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

Standards according to 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 Privatisation Agency of Kosovo. We believe that the audit evidence we 

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

Responsibility of Management for AFS  

The Managing Director and Chief Financial Officer are responsible for the preparation and fair 

presentation of financial statements in accordance with International Public Sector Accounting 

Standards – Financial Reporting under the Cash based Accounting. The management is also 

responsible for establishing internal controls which the management determines are necessary to 

enable the preparation of financial statements that are free from material misstatement, whether due 

to fraud or error. This includes the application of Law No. 03/L-048 on Public Financial 

Management and Accountability (as amended and supplemented) and Regulation No. 01/2017 on 

Annual Financial Statements of Budget Organisations.  

The Board of Directors and Managing Director are responsible to ensure oversight of the Trust 

Fund’s financial reporting process. 

Auditor General’s Responsibility for the audit of the AFS 

Our responsibility is to express an opinion on the AFS based on our audit 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 
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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 procedures selected depend on the auditor’s judgment, including the 

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

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

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

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

the entity’s internal control.  

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 the management of trust funds, receipts at bank account, payments and allocations to 

socially owned enterprises’ bank accounts that the Agency manages and stewards in the Central 

Bank of Kosovo, and liabilities/receivables.  

Financial Management and Control Conclusion 

In terms of Financial Management and Control, PAK has put in place a reporting system, whereof 

directors of departments report to the management, with the aim at supporting the Agency’s 

operations for effective management of the Trust Funds.  

The process of financial management and control has generally been functioning effectively except 

for shortcomings related to delays in the collection of rental income, and rental receipts based on an 

expired contract.  

2.1 Receipts and Payments of Trust Funds  

We have reviewed the sources of budget funds and expenditures of funds by economic categories. 

This is presented in the following tables: 
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Table 1. Statement of receipts and payments of the Trust Funds (in €) 

 

 

           Description  

Balance of 
accounts on 

31 December 
2018 

Receipts/Pa
yments  

January- 
December 

2018 

Receipts/Pay
ments  

January- 
December 

2019 

Balance of 
accounts on 

31 
December 

2019 

 Receipts  

Total receipts  806,424,241 23,706,457  

 

49,263,508  855,687,749 

Revenues from the sale of assets  715,306,649 18,138,724 41,345,259 756,651,908 

Revenues from rent  38,832,654 6,268,014 5,462,436 44,295,090 

Interest gained  34,844,700 - - 34,844,700 

Revenues from the fees and 
confiscation of Bid deposits in the 
selling tenders  

8,319,864 89,900 464,400 8,784,264 

Bid deposits for tender participation  843,200 (1,187,620) 1,903,289 2,746,489 

Other revenues  7,263,974 397,439 88,124 7,352,098 

Capital stock of PAK  1,013,200 - - 1,013,200 

 Payments/distributions   

Total payments/distributions   418,308,305 106,889,402 162,219,494 580,527,799 

20% of the employees transferred to 
UITUK  

126,227,784 6,970,480 7,122,367 133,350,151 

Professional services provider 
(Liquidation Authority) 

16,000,930 581,000 136,309 16,137,239 

Goods and Services  16,323,064 1,941,882 1,562,728 17,885,792 

Utilities   2,406,373 412,063 231,239  2,637,612 

Taxes  6,134,291 1,122,325 932,654 7,066,945 

Court/enforcement agent decisions 
(deposits and taxes) 

2,515,922 707,711 8,605 2,524,527 

Transfer of funds 5% for covering PAK 
activities  

44,741,706 6,493,706 1,036,241 45,777,947 

Other  787,190 37,650 18,563 805,753 

Payments to creditors of SOE  26,454,012 2,476,127 1,168,818 27,622,830 

Transferred Funds of the Kosovo 
Budget 

176,717,033 86,146,458 150,001,970 326,719,003 

Bank balance   388,115,937 (83,182,945) (112,955,986) 275,159,950 
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The table shows that revenues/receipts compared to payments/distributions for 2019 are lower by 

€112,955,986, as a result of funds transferred to the Kosovo Budget by €150,001,970.  

Receipts/revenues relate to sales, rents of SOE assets and other revenues. During 2019, 

receipts/revenues were €49,263,508, compared to the previous year (€23,706,457) we have an 

increase by €25,557,051 of revenue collection, as a result of increased sales of assets, payments for 

expropriations and increased sales with Direct Negotiation2. 

Payments/distributions during the year were €162,219,494, compared to last year (€106,889,402), we 

have an increase by €55,330,092, and this significant increase of payments is related to the funds 

transferred to the Kosovo budget. In addition to the funds transferred to the Kosovo Budget, these 

payments include 5% funding for PAK activities, payment of 20% to employees, taxes, payments to 

creditors and others.  

The bank account balance of the Trust Funds at the end of 2019 was €275,159,950. 

Explanations about the changes in the budget categories including the reasons and the impacts they 

have had are explained in the separate sections below. 

2.2 Receipts  

2.2.1 Revenues from sale  

Revenues from sales represent the entries in the bank accounts of Socially Owned Enterprises (Trust 

Funds), which are administered by the Privatization Agency of Kosovo. 

Revenues from the sale of assets are payments received in connection with the privatization and 

liquidation of assets. During 2019, revenues were executed from the sale in the amount of 

€41,345,259, of which €32,248,248 are from the sale of assets through liquidation waves, €6,182,063 

from payments made by the Government for expropriation of assets, €2,907,634 from the direct 

negotiated sale and €7,314 are revenues from the transfer of the housing right. 

Sales through liquidation are carried out in accordance with the legal framework, namely the Law 

on the Agency and the Operational Policies of the Agency, as well as the internal regulation "On 

sales procedures and general tender rules" approved by the Board of Directors of the PAK, on 22 

August 2017. Revenues generated from sales through direct negotiation and procurement 

procedures and applications are based on PAK Law no. 04/L-034, Article 18 and in the internal 

regulation “Review of assets of specific character and their sale by direct negotiation”. Revenues 

from the transfer of housing right are payments from the transfer of housing right of Socially Owned 

Enterprises, these payments are made in accordance with Law no. 04/L-061 on the Sale of 

Apartments and Law no. 04/L-247 on amending and supplementing Law no. 04/L-061.  

                                                      
2 This increase was as a result of the appointment of the Chairperson of the Board in March 2019 who approved the sales 



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

 

11 

2.2.2 Revenues from rent  

PAK generates revenues from leased assets of SOEs, in liquidation and in transition. During 2019, 

these revenues were in the amount of €5,462,436. The decrease in revenues was influenced by the 

SOE ‘Palace of Youth and Sports’3, which from September 2018 has been transferred to the 

competence of the Municipality of Prishtina.  

 

Issue B1 – Revenue generation from rents with expired contracts  

Finding  In one case we noticed that the object leased by the PAK was used by the 

lessee even after the expiration of the contract and the PAK did not extend or 

renew it. The contract expired before 20144, while the rent is collected based 

on the initial contract. 

Impact Keeping the facility in use without a valid contract may affect the non-

collection of the rent by the lessee. In addition, the market value of the rent 

may have increased and the non-renewal of the rent contracts may damage 

the amount of revenues collected. 

Recommendation B1 The Chairman of the Board should provide for the renewal of contracts in 

order to ensure that SOEs assets are used based on valid contracts and 

internal regulations on rents 

                                                      
3 Rental revenues from this SOE during 2018 were €883,679 
4 Company 21  refused to sign the rent contract even after the entry of "SOE Rilindja - Printing House" in liquidation in 

July 2014 
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Issue A1 – Late revenues collection from rent  

Finding  The rent contracts between the PAK and the lessee, in Article 3 Compensation 

and Payment Terms paragraph 3.4 i, states that the lessee is obliged and 

agreed to pay the lessor the rent within 5 working days from the receipt of 

the invoice. Out of 61 samples tested, in eight of them we have noticed 

(invoices issued by PAK) that debt has been accumulated by the lessee for a 

period longer than one month5.  

Impact Non-timely collection of rental income results in the money not being 

available to the PAK according the lease agreement. It also increases the risk 

of not achieving the objectives for the collection of rental income on time, thus 

affecting the increase of accounts receivable. 

Recommendation A1 The Chairman of the Board, through the Director, should ensure that the 

mechanisms established for this purpose monitor and enhance controls on 

lessee who are late in making rent payments so that revenue collection is done 

on time. 

2.2.3 Tariff for sales tenders and confiscation of BID deposits 

Revenues from participation in the tender relate to the registration fee payments (€300) by each 

participating bidder, the payment of the bid deposit by qualified bidders, the return of deposits to 

non-winning bidders and the confiscation of the deposit due to non-payment of the purchase price 

by the winning bidders within the deadline set by the Fund. 

During 2019, these revenues were in the amount of €464,400, an increase by €374,500 compared to 

the previous year (2018/€89,900). This increase is due to the fact that during 2019 there was an 

increase of bidders who met the payment criteria for participation in the tender. 

2.2.4 BID bidder deposits  

Revenues from BID deposits relate to the deposits of bidders who have participated in the tender 

and for whom the sale process has not yet been completed. Upon completion of the sale, the assets 

are distributed to the accounts of the respective SOEs for the assets sold. During 2019, these revenues 

were €1,903,289, while last year these revenues were €1,187,620. 

2.2.5 Other revenues  

Other revenues during 2019 were in the amount of €88,124. These revenues include: daily cash 

collections from SOEs in liquidation which have daily activity, receipts from debtors of SOEs, other 

revenues in the accounts of SOEs as well as revenues from the accounts in commercial banks. 

                                                      
5 From 1 to 6 months of delay in the collection of rental revenues. 
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2.3 Payments/Distributions 

2.3.1 20% of employees transferred to UITUK   

Following the sale of the SOEs, the PAK allocated 20% of the value for the transfer of funds to the 

UITUK to transfer them to eligible employees according to the approved list. In 2019, 9,437 

employees benefited the amount of €7,122,367 from 64 Socially Owned Enterprises.  

PAK distributes only 90% of the value of 20%, while the remaining 10% is held in Trust Fund in the 

bank accounts opened for each case of SOEs, which is distributed after the decision by the SCSCK6 

for the final list. 

2.3.2 Professional Services Providers  

Payments for Professional Service Providers for 2019 were €136,309, while in 2018 these payments 

were €581,000. Payments for Professional Service Providers were made according to Law on PAK 

06/L-023 published in the official gazette in May 2018. 

2.3.3 Goods and Services  

During 2019, the value of payments for goods and services of SOEs was €1,562,728, while in 2018 

they were €1,941,882. The decrease of expenditures on goods and services is mainly as a result of 

SOE Pallati (palace) which since September 2018 has been transferred to the competence of the 

Municipality of Prishtina. This category includes payments to service providers for Socially Owned 

Enterprises in liquidation and the salaries of SOE employees in transition, advertising costs, utility 

costs such as central heating and maintenance and asset storage. 

2.3.4 Public services  

Payments for public services during 2019 were €231,239, while in 2018 they were €412,063. 

Depending on the number of SOEs in transition or liquidation, the value of payments varies from 

one year to the other. The decrease of expenditures for public services is mainly as a result of SOE 

Pallati (palace) which since September 2018 has been transferred to the competence of the 

Municipality of Prishtina. These expenditures relate to payments for utilities, payments made to 

Socially Owned Enterprises in transition and in liquidation. 

2.3.5 Taxes  

These expenses are related to the payment of taxes for SOEs, which are in transition and in 

liquidation for revenues generated from rent, VAT, withholding tax on personal income, pension 

contributions and property taxes. 

                                                      
6 Special Chambers of Supreme Court of Kosovo  
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During 2019, these payments amounted to €932,654, which compared to the previous year 

(1,122,325) were decreased by €189,671. The decrease of these expenses is mainly as a result of SOE 

Pallati (palace) which since September 2018 has been transferred to the competence of the 

Municipality of Prishtina. 

2.3.6 Court/enforcement agents decisions (deposits and taxes) 

Payments for court decisions and payments to private enforcement agents, payments for court fees 

and court guarantees are made from this account.  

Depending on the number of court disputes, the value of these payments also varies. During 2019, 

these payments were €8,605, a value which is much lower than last year. Payments for 2018 were 

€707,711. 

2.3.7 Transfer of funds 5% for PAK activities   

According to the budget law, the PAK is financed from two sources of revenues: dedicated revenues 

and the Government Grant. To cover the planned expenditures according to budget allocations and 

cash flow plan submitted to the Treasury, PAK deposits funds in the Kosovo Fund for the budget 

of dedicated revenues according to the budget law.  

This fee includes 5% of the value of revenues from all sales, privatisations, liquidations, a fee, which 

is part of the dedicated revenue of the agency. During 2019, €1,036,241 were transferred to the PAK 

budget. 

2.3.8 Other expenditures  

Other expenses paid from the Trust Funds accounts relate to official travel advances for legal and 

other occasional officers of SOEs in liquidation, which is related to court representations outside the 

territory of Kosovo, as well as fees for outgoing transactions from bank accounts applied by the 

CBK. Payments from this category for 2019 were €18,563. 

2.3.9 Payments to creditors of SOEs  

The review of SOE creditors' claims is reviewed by Professional Service Providers, which also serves 

as the liquidating authority for the liquidation of SOE portfolio. Liquidation authorities of SOEs in 

liquidation prepare final reports and distribution reports for SOEs, which should be approved by 

the Board of Directors. Payments to creditors during 2019 were €1,168,818. 

2.3.10 Funds transferred to the Kosovo Budget  

Funds that are transferred to the Kosovo budget are related to surplus funds, remaining funds and 

temporary funds, which are transferred to the Kosovo Budget and used in investments that affect 

the economic development of the country. 
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Funds transferred to the Kosovo Budget in 2019 were €150,001,970. These funds were transferred to 

the Kosovo Budget based on the decisions of the PAK7 Board. 

2.4 Receivables   

The value of accounts receivable at the end of 2019 was €69,421,401. Of these, €4,202,678 belong to 

2019, while the rest is carried forward from previous years as outstanding liabilities of economic 

operators to the Agency. They relate to outstanding portions of privatization or liquidation waves, 

financial penalties for “special spin-offs” waves and rents or other income from SOE assets. 

The increase in receivables in 2019 comes mainly as a result of a greater number of waves of 

privatization and sale through direct negotiation which can potentially be collected, as the signing 

of contracts has not yet been completed. The PAK has taken steps to collect receivables through 

private enforcement agents, courts and financial penalties, but to date no improvement has been 

observed. 

2.5 Liabilities   

2.5.1 Outstanding liabilities and contingent liabilities  

The value of accounts payable at the end of 2019 was €3,100,408, of which €2,897,005 were liabilities 

to creditors' claims, while €203,403 are for service providers who committed themselves to the 

respective SOEs. These liabilities were carried forward to be paid in 2020. While the value of 

contingent liabilities amounted to €8,662,408  

2.6 Internal Audit Function  

The Internal Audit Unit (IAU) operates with four staff members - the Head and three auditors. An 

effective audit requires a comprehensive work programme that reflects the financial and other risks 

of the audited entity and provides adequate assurance on the effectiveness of internal control. The 

impact of Internal Audit reports should be judged by the importance that management places on 

addressing the recommendations as well as the support provided by an effective Audit Committee. 

The IAU has drafted the work plan based on its strategy. 

For 2019, the PAK planned and carried out eight audits. The IAU has made important 

recommendations to management to improve the functioning of internal control. Out of 90 

recommendations made, nine (9) have been implemented, 43 were partially implemented and 26 

have not been implemented and 12 have been exceeded.  

 

                                                      
7 Two decisions on 30.01.2019 and one decision on 15.04.2019  
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On 29.03.2019, PAK established the Audit Committee with a three-year mandate, which consists of 

the Chairman of the Committee and two members. The Audit Committee has held four meetings. 

3 Progress in implementing recommendations  

Our audit report on the 2018 AFS of the Trust Funds has resulted in one recommendation. The PAK 

has prepared an Action Plan for the Trust Funds stating how all recommendations will 

implemented.  

The PAK has submitted a Progress Report for the Trust Funds on the implementation of the 

recommendation (30 September and 15 March) according to the requirements of the Rules of 

Procedure for the implementation of the audit and action plans. 

By the end of our 2019 audit, the recommendation made had not been addressed. For a more 

through description of the recommendations and how they are addressed, see Table 4 (or Table of 

recommendations).  
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Table 4. Summary of prior year recommendations and of 2019 

No. Audit area  Recommendations  of 2018  Actions 
taken  

Status 

1 Rental 
revenues  

The Chairman of the Board should provide for 
the renewal of contracts in order to ensure that 
SOEs assets are used based on valid contracts 
and internal regulations on rents.  

Payments 
are still 
made 
under the 
2014 
contract.  

 

Unimplement
ed  

No. Audit area  Recommendations of 2019 

1  

 

 

Rental 

revenues 

The Chairman of the Board should provide for the renewal of contracts in order 
to ensure that SOEs assets are used based on valid contracts and internal 
regulations on rents 

 

2 The Chairman of the Board should enhance controls in order to ensure that 

revenues are timely collected.   

 

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

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

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

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

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

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

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

material and pervasive to the financial statements. 

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

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

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

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

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

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

remove the limitation.  

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

correspond with the type of opinion expressed. ISSAI 170519 provides additional guidance on the 

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

responsibility. It also includes illustrative examples of reports.  

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

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

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

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

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

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

presented or disclosed in the financial statements. 

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.  
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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  

 

 


