
 

REPUBLIKA E KOSOVËS / REPUBLIKA KOSOVA / REPUBLIC OF KOSOVA 
 

ZYRA KOMBËTARE E AUDITIMIT 
NACIONALNA KANCELARIJA REVIZIJE 

NATIONAL AUDIT OFFICE 

 

 

Document No: 23.4a.1-2016-08 

 

 

 

AUDIT REPORT 

ON THE ANNUAL FINANCIAL REPORT OF THE TRUST FUNDS 

FOR THE YEAR ENDED 31 DECEMBER 2016 

 

 

 

 

 

 

 

 

 

 

Prishtina, June 2017  



 

2 

  

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

institution of economic and financial control which, according to 

the Constitution and domestic laws, enjoys functional, financial 

and operational independence. The National Audit Office 

undertakes regularity and performance audits and is accountable 

to the Assembly of Kosovo.  

Our Mission is to contribute to sound financial management in the 

public administration. We perform audits in line with 

internationally recognized public sector auditing standards and 

good European practices. 

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. 

The Auditor General has decided on the audit opinion on the 

Annual Financial Statements of the Trust Funds in consultation 

with the Assistant Auditor General, Vlora Mehmeti, who 

supervised the audit. 

The opinion and report issued are a result of the audit carried out 

by Bahri Statovci (Team Leader) and Liridona Berisha (team 

member) under the management of the Head of Audit 

Department, Enver Boqolli.  

 

 

NATIONAL AUDIT OFFICE-St. Musine Kokollari, No. 87, Prishtina 10000, Kosova 
Tel: +381(0) 38 60 60/1011 

http://zka-rks.org  
 

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

Introduction  

This report summarises the key issues arising from our audit of the 2016 Annual Financial Report 

of the Trust Funds, which determines the Opinion given by the Auditor General. The examination 

of the 2016 financial statements was undertaken in accordance with the International Standards on 

Supreme Audit Institutions. Our approach included such tests and procedures as we deemed 

necessary to arrive at an opinion on the financial statements. The applied audit approach is set out 

in our External Audit Plan1 dated 17.11.2016.   

Our audit focus (detailed in Annex 1) has been on: 

 

The level of work undertaken by the National Audit Office to complete the 2016 audit is a direct 

reflection of the quality of internal controls implemented by the Management of the Privatisation 

Agency of Kosovo on financial statements of Trust funds.   

Opinion of the Auditor General 

Qualified Opinion  

Annual Financial Statements apart from the issue of expenditures for the Professional Service 

Providers for Liquidation of privatised Socially Owned Enterprises described in the paragraph for 

the Basis of Qualified Opinion, the Financial Statements present a true and fair view in all material 

aspects.  

For more, please refer to Section 1.2 of this report.  

Annex II explains the different types of Opinions applied by the National Audit Office. 

We would like to thank the Chairman of the Board and his staff for the cooperation during the 

audit process.  

                                                      
1 The term External Audit Plan replaces the term Audit Planning Memorandum 

The Annual Financial 
Statements

Governance
Financial Management 

and Control
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Key Conclusions and Recommendations  

 

 

 

 

 

PAK has considered the detailed audit findings and conclusions. PAK comments on issues we did 

not agree upon are detailed in Annex IV.   

The Qualification of Opinion reflects 
the non-compliance of payments  

made to Professional Service 
Providers of Trust Funds. These 
payments under the law on the 
Privatisation Agency of Kosovo 
should be made from the budget  

allocated for PAK.

The Chairman of the Board of Directors 
should take the required actions to 

make the payments for the Professional 
Service Provider from the budget of the 

Privatisation Agency of Kosovo.

The AFS production process had 
some improvements compared with 

previous years, but this year the 
opinion is qualified for the same issue 

as in the previous year.

The Chairman of the Board of Directors 
should ensure that the 2017 AFS 

production process incorporates a 
formal and effective management 
review  and only signed after all 

necessary actions have been applied 
(see issue 1)

Prior year recommendations were 
not addressed as required when it 

comes to developing and improving 
the management of Trust Fund

The  Chairman of the Board of 
Directors should implement a rigorous 

process to ensure that prior year 
recommendations are proactively 

addressed. (see issue 4)

Governance arrangements, 
accountability and mangement 

reporting are weak. 

The Chairman of the Board of Directors 
should ensure that governance 

arrangements are critically reviewed to 
ensure appropriate changes are made to 

improve accounability arrangements 
and management reporting (see issue 5 

and 6)

There are significant  weaknesses in 
the field of revenues, remaining 
funds transfers, receivables and 

procurement.

The Chairman of the Board of Directors 
should implement a detailed 

assessment of procurement  and other 
areas of concern highlighted in this 

report to identify reasons for 
weaknesses and action needed to 

address these (See issues 7 and 13)
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1 Annual Financial Statements and other External 

Reporting Obligations   

Introduction  

Our review of the Annual Financial Statements (AFS) for Trust Funds (TF) considers both 

compliance with the reporting framework and the quality and accuracy of information recorded in 

the AFS. We also consider the Declaration made by the Managing Director of Privatisation Agency 

of Kosovo (PAK) and Chief Financial Officer when the draft AFS are submitted to the Ministry of 

Finance. 

The declaration regarding presentation of the AFS incorporates a number of assertions relating to 

compliance with the reporting framework and the quality of information within the AFS.  These 

declarations are intended to provide the Government with the assurance that all relevant 

information has been provided to ensure that a comprehensive audit can be undertaken.   

1.1 Audit Opinion  

Qualified Opinion  

We have audited the AFS of the Trust Fund for the year ended on 31st of December 2016 which 

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

Explanatory Notes of the Financial Statements.  

In our opinion, except for the effects of the issue described in the Basis for Qualified Opinion 

paragraph, the Annual Financial Statements for the year ended on 31st of December 2016 present a 

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

Accounting Standards (cash based Accounting), Law no. 03/L-048 on Public Financial 

Management and Accountability (as amended and supplemented), Law no. 04/L-34 on 

Privatisation Agency of Kosovo, Article 20 Financial Statements of Accounts and Assets held in 

Trust by the Agency and PAK Regulation on the Reporting Framework of Trust Fund Financial 

Statements.    

Basis for Qualified Opinion 

Payments to the Professional Services Provider (PSP) for 2016 in the amount of €3,713,028 were 

made from Trust Funds. Pursuant to the law on PAK, according to Article 16, the remunerations 

to Professional Service Providers shall be made from the funds allocated to the Agency from the 

Budget of the Republic of Kosovo or funds provided by a donor. 
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We have qualified our opinion for these reasons. 

We conducted the audit in accordance with International Standards of Supreme Audit Institutions 

(ISSAIs). Our responsibilities under those standards are further described in the Auditor’s 

Responsibilities for the Audit of the AFS section of our report. NAO is independent of the PAK in 

accordance with the ethical requirements that are relevant to our audit of the annual financial 

statements of Budget Organisations in Kosovo and we have fulfilled other ethical responsibilities 

in accordance with these requirements. We believe that the obtained audit evidence is sufficient 

and appropriate to provide a basis for the qualified opinion. 

Responsibility of Management and Those Charged with Governance and AFS  

PAK Managing Director is responsible for the preparation and fair presentation of financial 

statements in accordance with International Public Sector Accounting Standards – Financial 

Reporting under the Modified Cash based Accounting and for such internal control as 

management determines is necessary to enable the preparation of financial statements that are free 

from material misstatement, whether due to fraud or error. This includes the application of Law 

no. 03/L-048 on Public Financial Management and Accountability (as amended and 

supplemented).  

The Chairman of the Board of Directors (BoD) is responsible to ensure the oversight of the PAK’s 

financial reporting process for TF. 

Auditor General’s Responsibility for the Audit of the AFS 

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

audit in accordance with ISSAIs. These standards require that we comply with ethical 

requirements and plan and perform the audit to obtain reasonable assurance about whether the 

financial statements are free from material misstatements. 

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

in accordance with ISSAIs will always detect a material misstatement when it exists. 

Misstatements can arise from fraud or error and are considered material if, individually or in the 

aggregate, they could influence the decisions taken on the basis of these AFS. 

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

disclosures in the AFS. The procedures selected depend on the auditor’s judgment, including the 

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

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

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

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

the entity’s internal control.  
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An audit also includes evaluating the appropriateness of accounting policies used and the 

reasonableness of accounting estimates made by Management, as well as evaluating the 

presentation of the financial statements. 

 

1.2 Compliance with AFS  and other reporting requirements  

PAK is required to comply with a specified reporting framework and other reporting 

requirements. We considered: 

 Requirements of LPFMA no. 03/ L-048, as amended and supplemented with Law no.03/L-

221, Law no. 04/L-116 and Law no. 04/L-194; 

 The Requirements of Law no. 04/L-034 on Privatisation Agency of Kosovo; 

 Regulation on the Reporting Framework for Financial Statements of the Trust Funds; 

 Operational Policy of the Privatisation Agency of Kosovo; 

 Quarterly reports including nine month financial statements; and 

 Action Plan on implementation of recommendations.  

Considering what was said above in the Audit Opinion sub-section and Issues Presented below, 

the Declaration made by the PAK Managing Director and Acting Director of Finance and Budget 

when the draft AFS are submitted to the Government cannot be considered fully accurate, except 

for the issue presented in the Basis for the Opinion. 
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Issue  1 - Production of  TF’s Annual Financial Statements - High Priority 

Finding  Compared with previous years, there were improvements in drafting AFS 

of TF, but further improvements still need to be made. 

We have addressed the quality of the information presented in the AFS for 

TF and we have ascertained that the data presented in the AFS on the TF 

position were not reconciled with the sales department’s report as of 31st of 

December 2016. The sales department’s report had the following differences 

compared with AFS: sales revenue accounts were understated by €254, rent 

revenues accounts were overstated by €14,493; Other revenues were 

understated by €14,220; payments to PSP were overstated by €22,628; Goods 

and services were understated by €21,671 and other expenditures were 

understated by €501. 

1.3 Recommendations for the first part of the report 

Recommendation 1 High Priority - The Chairman of BoD should ensure that all required 

actions are taken that payments to PSP are made from the separate budget 

for the Agency. 

Recommendation 2 High Priority - The Chairman of the BoD should ensure that effective 

processes are in place to confirm that the 2017 AFS production plan formally 

addresses all compliance issues. This should also include Management 

review of the draft AFS with specific focus on high risk areas and areas 

where errors have been identified in previous years. The Declaration made 

by the Managing and Financial Director  should not be submitted unless all 

necessary checks have been applied to the draft AFS.   
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2 Governance 

Introduction 

Effective governance arrangements are fundamental to PAK for successfully managing the 

challenges it faces and ensuring that service delivery is optimised for the benefit of taxpayers and 

other service users.  

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

this demonstrates that Management are seeking to develop existing processes and controls.  

The remainder of our review of governance arrangements reflects a consideration of those areas of 

Governance Arrangements where significant improvements are required and where we believe 

that our recommendations can generate positive improvements including consideration of the 

Internal Audit system  and areas of Financial Management and Control identified through our 

audit work including specific work directed at compliance issues in key income and expenditure 

systems (these areas are considered in Section 3 of this report). 

 

Overall Governance Conclusion  

There is a number of governance weaknesses within PAK for managing with TF particularly 

related to accountability and the quality of management reporting. Other arrangements which 

would support the development of governance such as an effective response to audit 

recommendations and the operation of a high quality internal audit unit are not in place. 

Governance in TF regarding financial reporting and accountability and risk management did not 

ensure that financial systems operate as intended.  PAK has partially implemented the 

recommendations and has prepared the risk management report by identifying all significant risks 

that might affect the management of TF in achieving its objectives. The Internal Audit had 

provided a clear overview on internal controls’ level of assurance and had given 

recommendations for improving them.  

In this regard, we encourage PAK management to consider the benefit from the work of the 

Internal Audit Unit to increase the level of controls in areas with significant shortcomings. 
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2.1 Progress in the Implementation of Prior Year 

Recommendations 

Our Audit Report on the 2015 AFS of TF resulted in 8 (eight) recommendations. PAK prepared an 

Action Plan stating how all recommendations will be implemented. Further on, addressing the 

recommendations in the BoD meetings was discussed, however the management was not 

supported by a confirmatory process where the implementation of recommendations is formally 

monitored.  

 

Issue  3 – Low level of implementing  Prior Year Recommendations – High Priority  

Finding  Our audit report for 2015 AFS of PAK resulted in 8 (eight) 

recommendations2 for TF. The PAK prepared an Action Plan stating how all 

recommendations will be implemented. By the end of our 2016 audit, only 2 

(two) recommendations were implemented, 3 (three) were partially 

implemented, and 3 (three) have not yet been implemented. For a more 

thorough description of the recommendations and how they are addressed, 

see Annex III. 

Only a proportion of prior year recommendations have been implemented 

because no formal process was followed to manage and monitor the way 

that the AG’s recommendations are implemented.  

Risk Failure to implement the recommendations from the previous years at a 

proper level impedes the development of processes for achieving the 

objectives effectively. 

Recommendation 3 The Chairman of BoD should ensure that a revised action plan is 

implemented which clearly sets out a timetable for addressing the 

recommendations made by the AG with accountable staff members 

identified and with initial focus on those of greatest significance. 

2.2 Specific Governance Reviews 

Our work on specific areas of governance arrangements has been informed by our audit planning 

which considered the context within which PAK operates and the challenges that it faces.  

  

                                                      
2 In the audit report of 2015 NAO has given 24 recommendations including the AFS of the Agency and AFS of Trust Funds, but this 

year these two pairs of AFS will be audited and reported separately. We assessed that 16 recommendations belong to the audit of the 
Agency AFS, while 8 recommendations relate to Trust Funds AFS. 
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2.2.1 Management Reporting and Accountability  

A range of internal controls are applied by Management to ensure that financial systems and 

operational activities operate as intended. It is important that these include appropriate reporting 

to management to enable an effective and timely response to identified operational problems.  

 

Issue  4 – Shortcomings in Management Controls – High Priority  

Finding  Our review of the management controls applied to PAK‘s key financial 

system for TF management in some cases highlighted that internal controls 

were not applied to the extent required to prevent errors during 2016. 

Specifically, controls were not sufficiently effective in the area of 

expenditures related to payments made to PSP, preparation of AFS, 

collection of revenues from rent, collection from accounts receivable and 

payables. 

Risk Lack of accountability and financial reporting reduce the effectiveness of 

managing TF, identify and improve weaknesses that may cause financial 

errors and delays in achieving the PAK’s intended objectives. 

Recommendation 4 The Chairman of BoD should ensure that the required actions are taken to 

improve the functioning of the internal control system in order to achieve 

the PAK’s intended objectives within a reasonable period of time. 

2.3 Internal Audit System 

The Internal Audit Unit (IAU) operates with one Director, two Auditors, and one Administrative 

Officer. An effective audit requires a comprehensive work programme that reflects financial and 

other risks to PAK and provides sufficient assurance over the effectiveness of internal control. The 

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

addressing recommendations and the support provided by an effective Audit Committee. 

IAU drafted a work plan based on the PAK strategy for 2014-2016. For 2016, it had planned 5 (five) 

audits3 for TF. During 2016, IAU prepared 7 (seven) reports for TF, out of which 2 (two) covered 

the activities of 2015. IAU made important recommendations to management when it comes to 

improving the functioning of internal control. The PAK Management has prepared action plans 

for implementing the recommendations given in the internal audit reports. In 2016, the Audit 

Committee, which held 4 (four) meetings, had been established and operational, and reviewed 

reports finalised by the IAU and the audit report of the National Audit Office. 

  

                                                      
3 IAU planned a total of 8 audits, but 5 of them covered Management activities for Trust Fund, while 3 other audits covered the 

Agency’s management activities as a Budget Organization. 
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3 Financial Management and Control 

Introduction 

Our work on Financial Management and Control (FMC) outside of the areas of Governance 

referred to section two reflects the detailed work undertaken on Revenue and Expenditure 

Systems in managing TF. 

Financial Management and Control Conclusion 

Controls on the overall TF management need to be improved. The use of TF funds for paying PSPs 

which according to the Law should be carried out from the PAK budget is an issue requiring 

special treatment by the PAK management. Further on, revenue controls in general are not at the 

proper level and are not being implemented effectively. With particular emphasis, the existing 

controls in implementing the regulation on leasing SOE assets need to be improved. 

Further on, the low level of finalising the liquidation process by December 31, 2016, and the 

obstacles which appeared, have increased the risk that the process is not finalised within the 

contractual term. This had an impact on the increase of expenditures and the fulfilment of the 

PAK mission. As a result of non-timely completion of the liquidation process, PAK had entered 

into contracts to extend the liquidation process. 

Receivables had an increasing trend during 2016 as well, despite their increase, the PAK BoD did 

not take the necessary actions to handle receivables, their collection, or allocating provisions for 

them. 

These and other weaknesses presented in this report should be taken into account by the  PAK 

management to improve financial management and control in the TF. 
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3.1 Budget Management for Trust Funds 

Based on Law no. 04/L-034 on PAK, the Agency has extensive and exclusive administrative 

powers over all of the undertakings, assets, interests, shares and property falling within the scope 

of Articles 5.1 and 5.2; this authority includes any action that the Agency deems to be reasonable 

and appropriate within the administrative boundaries of the Agency, to enable the sale, 

liquidation and transfer or any other choice for Publicly Owned Enterprises, assets or interests. We 

have reviewed the bank account balance of receipts and distribution/expenditures for TF. This is 

presented in Table 1. 

Table 1. Statement of Balance for Trust Funds in € 

Description 
Account 

balance as 
of 31.12.2015 

Receipts/expe
nditures 

during 2016 

Account 
balance 

31.12.2016 

Receipts 

Revenues from sales 664,937,929 1,144,120 666,082,049 

Revenues from rent 14,875,555 6,137,570 21,013,125 

Rent from commercialisation 5,021,319 - 5,021,319 

Interest earned 34,844,700 - 34,844,700 

Fee for participation in sales tenders 7,512,464 657,420 8,169,884 

Other revenues 5,123,100 1,584,217 6,707,317 

Capital Charter of the Agency 1,013,200 - 1,013,200 

Total receipts 733,328,267 9,523,327 742,851,594 

Expenditures / Distribution 

20% to employees transferred into UITUK 104,245,154 5,728,413 109,973,567 

Professional Service Provider (Liquidation 
Authority) 

10,710,902 3,713,028 14,423,930 

Goods and Services 9,796,874 2,389,461 12,186,335 

Public Services 827,690 435,117 1,262,807 

Taxes 2,358,023 930,582 3,288,605 

Court decisions/bailiffs 1,740,000 34,806 1,774,806 

Transfer of 5% funds to cover the PAK activities  25,848,000 6,300,000 32,148,000 

Others 692,348 22,907 715,255 

Payments to SOE creditors 45,140 15,826,888 15,872,028 

Surplus funds transferred to the Government 90,244,911 - 90,244,911 

Total Expenditure/Distribution 246,509,042 35,381,202 281,890,244 

Bank balance 486,819,224 (25,857,875) 460,961,350 
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The table above presents receipts, expenditures/distributions and bank balance of trust funds on 

31st of December 2016. Issues regarding the use of funds by TF for expenditures of PSP are 

presented in the sub-section on Audit Opinion. 

3.2 Receipts/Revenues 

3.2.1 Revenues from rent  

Revenues from rents are generated from renting the assets of SOEs in transition and liquidation. 

For the reporting period, collected revenues from rent were €6,137,570 whilst in the previous year 

€4,796,952 were collected, i.e. €1,340,618 more.  

 

Issue  5 – Poor Management of Revenues from Rent - High Priority 

Finding  The management did not effectively apply existing controls to ensure the 

implementation of the Regulation on renting SOEs assets and the terms set 

out in the contracts. The identified shortcomings are given below: 

 The regulation for renting SOE assets requires that the list of rental 

proposals to be sent to the BoD for approval. After the approval by 

BoD, the assets are rented within the optimal term set by 

management. In 18 cases the rent contracts were signed without the 

consent of BoD. 

 In 11 cases, the rent contract was signed with the tenant without 

settling the outstanding liabilities for earlier contracts. 

 In 1 (one) case the tenant did not sign the extension of the contract, 

while continued to use the facility, but continued to pay the rent; 

and 

 Despite the progress made in collecting the rent, the regional 

coordination department was unable to provide a summary report 

on the balance of the rent on 31 December 2016. 

Risk Non-operation of the control system increases the risk of mismanaging with 

rents and SOE assets, as well as increases receivables from rent. 

Recommendation 5 The Chairman of BoD should ensure that concrete actions are taken to 

address, as an urgent issue, management of SOE assets and revenues from 

rent in line with the regulation on rent. 
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3.3 Expenditures/Distribution 

3.3.1 Professional Service Provider 

The Professional Services Provider (PSP) serves as a liquidation authority for the liquidation of the 

SOE’s portfolio and the review of creditors’ claims. 

The total value of payments for PSP from 10th of July 2012 to 31st of December 2016 was 

€14,423,930, out of which €3,713,028 were for January-December 2016. 

 

Issue  6 – Liquidation process of the SOE portfolio was not completed in the contracted term 

with the basic contract - High Priority 

Finding  According to the contract, the PSP was obliged to conclude the process for 

liquidation of all SOEs under the administration of the PAK by 10th of July 

2016, which could not be done, so the PAK signed an annex to the contract 

with the same PSP for two years. 

The number of SOEs under the PAK administration according to the PAK 

Annual Report for 2016 totalled 541 SOEs. From the beginning of the 

liquidation process to 31 December 2016, 463 SOEs entered the liquidation 

process. 

SOEs closed according to the decisions of the Special Chamber of the 

Supreme Court of Kosovo (SCSC) without complaints or claims of creditors 

were 12 SOEs. 

The Liquidation Authority for SOEs in Liquidation prepared the 

distribution of funds to eligible creditors for 117 SOEs which are in process 

of execution as follows: 

 Interim distribution reports were prepared for 96 SOEs4; and 

 Final reports were prepared for 21 SOEs5. 

 

The main obstacles for delays in the liquidation process of SOEs were 

mainly due to not appointing BoD6 and delays in handling cases from the 

SCSC. 

                                                      
4 Temporary distribution reports - are prepared when the final distribution report  are not possible to be prepared. 
5 Final Reports - Prepared when the Liquidation Committee/Liquidation Authority has processed all claims of the claimants after the 

SCSC has ruled that the claims have been received or rejected, the SOE has no unprotected claims, no uncollected assets. 
6 The Agency from September 2014 to December 2015 acted without Board of Directors. 
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Risk The low level of completing the liquidation process by 31st of December, 

2016, and the barriers appeared, increase the risk that the process is not be 

finalised within the agreed contractual term and at the same time impacts 

on increasing expenditures for the fulfilment of the PAK mission. 

Recommendation 6 The Chairman of BoD should ensure that the actions required to improve 

the performance have been taken to finalise the liquidation process within 

the foreseen timeframe. 

 

3.3.2 Distribution of 20% to Employees of Sold SOEs    

20% of receipts from the sale of SOEs is distributed to their employees. Since its establishment, the 

PAK transferred €109,973,567 into the account of the Union of Independent Trade Unions of 

Kosovo (UITUK) for the distribution of 20% to employees for the enterprises sold in the previous 

years. Out of this, the value of 5,728,413 was transferred during 2016. 

 

Issue  7 - Delays in distribution of 20% to employees of sold SOEs - Medium Priority  

Finding  During the distribution of 20% to employees of sold SOEs, in some cases 

there were delays in allocating funds to beneficiaries’ accounts. Delays were 

caused due to the inability to provide full data to beneficiaries. In the lists 

sent by the PAK to UITUK, personal numbers of beneficiaries were missing. 

Lack of complete data on beneficiaries’ lists for the distribution of 20% to 

employees causes delays during the distribution process.   

Risk Lack of personal numbers of employees on distribution lists of 20% risks 

having transfers into wrong accounts and delays in distribution process.  

Recommendation 7 The Chairman of BoD should ensure that the distribution lists of 20% to 

employees contain the data needed to allocate funds accurately and 

efficiently to the beneficiaries. 

3.3.3 Remaining Funds  

According the Authority report on liquidation approved by the Board of Directors, the balance of 

remaining funds after selection of all claims of creditors for the sold SOEs until 31 December 2016 

was €39,456,444. The Agency still continues to keep these funds in trust due to the lack of a legal 

basis for their treatment. We suggest PAK to undertake all the necessary actions in order to 

provide the legal basis and so that, following the liquidation process of SOEs, the remaining funds 

are transferred from the Agency to the Government of Kosovo. 
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3.4 Accounts Receivables   

Receivables are unpaid liabilities from economic operators to the Agency. The balance of 

receivables was as follows:  

Table 2 Accounts receivable by type and years in € 

Description  
Receivable as of 
31st of December 

2015 

Receivables 
during 2016 

Balance of 
receivables as of 31st 

of December  2016 

Penalties for special spin-off7 €34,437,433 0.0 €34,437,433 

Uncollected rents  12,542,700€ 738,738€ 13,281,438€ 

Sale of assets in privatisation 1,592,134€ 4,226,254€ 5,818,388€ 

Total  48,572,267€ 4,964,992€ 53,537,259€ 

Total value of receivables by 31st of December 2016 was €53,537,259, out of which €4,964,992 

belong to 2016, while €48,572,267 were carried forward from previous years as outstanding 

liabilities from economic operators to the Agency. 

 

Issue  8 – Low level of collecting receivables - High Priority  

Finding  According to the guidance on the procedures for handling receivables, the 

normal deadline for paying receivables is 30 calendar days, in the relevant 

contract may be determined any term depending on circumstances, but not 

more than 60 days.  

When selling SOEs with special spin-offs, investment and employment 

commitments have been an important factor for the selection of the winning 

bidder. If the buyer does not fully comply with the commitments, financial 

penalties will be applied within the time specified in the agreement.  

The PAK applied financial penalties to buyers of SOEs due to failure to fulfil 

the terms of the contract. However their collection is low.  

Receivables had an increasing trend of even during 2016, despite their 

increase, the PAK BoD did not take the required actions to handle 

receivables, their collection, or allocating provisions for them.  

                                                      
7 Special Spin-off – It is one of the two privatisation methods that the Agency applies, This method means the most economically 

advantageous offer. 
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Risk Failure to handle receivables by BoD, the steady increasing trend and not 

collecting them poses a serious risk that these will be treated as bad debts in 

the future. Such a way of managing receivables hampers the TF budget.  

Recommendation 8 The Chairman of BoD should secure that all required actions are taken to 

develop proper and clear procedures for timely handling and collection of 

receivables. 

 

3.5 Outstanding Liabilities  

The balance of outstanding liabilities at the end of 2016 was €1,642,057. These liabilities derive 

from two different categories:  

 Category of goods and services for service providers for the respective SOEs for: asset 

retention service, newspaper advertisements, supply with electricity, water, maintenance, 

court representation, waste, telecommunication, etc., in the amount of €54,512; and  

 Liabilities to creditors of SOEs are unexecuted payments to creditors of SOEs according to 

the BoD decision dated 20.12.2016 in the amount of €1,587,545.  

These liabilities were carried forward to be paid in 2017. 

 

Issue  9 – Failure to report on monthly basis on payables - Medium Priority 

Finding  The Department of Finance prepares reports on a monthly basis for the 

senior management of the PAK on TF activities and financial position. We 

have identified that during the 2016 monthly reports submitted by the 

finance department to the management did not report on the balance of 

payables. However, the payables were reported in the AFS.  

Risk The failure to report periodically on payables increases the risk of non-

payment of unpaid liabilities within the set timeframe and consequently 

disputes and penalties for late payments.  

Recommendation 9 The Chairman of BoD should ensure that the Department of Finance within 

regular reporting to the management includes reporting of payables as well. 
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Annex I: Audit Approach and Methodology 

The responsibilities placed on the Auditor and Those Charged with Governance are detailed in the 

Opinion set out in Section 1.2 of this report. 

While a key output of our work is the audit opinion this report reflects the totality of our work 

with specific focus also on Governance Issues including Financial Management and Control. The 

latter is informed by our extensive, risk based, compliance audit programme. 

The Executive Summary is intended to highlight the key finding of the audit and the key action 

that the Chairman of the Board should ensure are taken to address identified 

management/control weaknesses. 

The detailed report provides an extensive summary of our audit finding with emphasis on 

determining the cause  audit findings and providing appropriate recommendations to address 

these. For completeness we have included issues identified at the interim audit where they remain 

relevant.  Our findings are defined as: 

High Priority - issues which if not addressed may result in a material weakness in internal control 

and where action will offer the potential for improvements to the efficiency and effectiveness of 

internal controls; and 

Medium Priority - issues which may not result in a material weakness but where action will also 

offer the potential for significant improvements to the efficiency and effectiveness of internal 

controls.  

Findings considered low priority were reported separately to finance staff.  

Our procedures included a review of the internal controls and accounting systems and associated 

substantive testing and associated governance arrangements only to the extent considered 

necessary for the effective performance of the audit. Audit findings should not be regarded as 

representing a comprehensive statement of all the weaknesses which exist, or all improvements 

which could be made to the systems and procedures operated.  
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Annex II: Explanation of the different types of opinion 

applied by NAO  

(extract from ISSAI 200) 

Form of opinion 

147. The auditor should express an unmodified opinion if it is concluded that the financial 

statements are prepared, in all material respects, in accordance with the applicable financial 

framework. 

If the auditor concludes that, based on the audit evidence obtained, the financial statements as a 

whole are not free from material misstatement, or is unable to obtain sufficient appropriate audit 

evidence to conclude that the financial statements as a whole are free from material misstatement, 

the auditor should modify the opinion in the auditor’s report in accordance with the section on 

“Determining the type of modification to the auditor’s opinion”. 

148. If financial statements prepared in accordance with the requirements of a fair presentation 

framework do not achieve fair presentation, the auditor should discuss the matter with the 

management and, depending on the requirements of the applicable financial reporting framework 

and how the matter is resolved, determine whether it is necessary to modify the audit opinion. 

Modifications to the opinion in the auditor’s report 

151. The auditor should modify the opinion in the auditor's report if it is concluded that, based on 

the audit evidence obtained, the financial statements as a whole are not free from material 

misstatement, or if the auditor was unable to obtain sufficient appropriate audit evidence to 

conclude that the financial statements as a whole are free from material misstatement. Auditors 

may issue three types of modified opinions: a qualified opinion, an adverse opinion and a 

disclaimer of opinion. 
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Determining the type of modification to the auditor’s opinion 

152. The decision regarding which type of modified opinion is appropriate depends upon: 

 The nature of the matter giving rise to the modification – that is, whether the financial 

statements are materially misstated or, in the event that it was impossible to obtain 

sufficient appropriate audit evidence, may be materially misstated; and 

 The auditor’s judgment about the pervasiveness of the effects or possible effects of the 

matter on the financial statements. 

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

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

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

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

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

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

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

both material and pervasive to the financial statements. 

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

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

the financial statements of any undetected misstatements could be both material and pervasive. If, 

after accepting the engagement, the auditor becomes aware that management has imposed a 

limitation on the audit scope that the auditor considers likely to result in the need to express a 

qualified opinion or to disclaim an opinion on the financial statements, the auditor should request 

that management remove the limitation. 

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

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

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

responsibility. It also includes illustrative examples of reports. 

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

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

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

understanding of the financial statements, but there is sufficient appropriate evidence that the 

matter is not materially misstated in the financial statements, the auditor should include an 

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

refer to information presented or disclosed in the financial statements. 
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158. An Emphasis of Matter paragraph should: 

 be included immediately after the opinion; 

 use the Heading “Emphasis of Matter” or another appropriate heading; 

 include a clear reference to the matter being emphasised and indicate where the relevant 

disclosures that fully describe the matter can be found in the financial statements; and 

 indicate that the auditor’s opinion is not modified in respect of the matter emphasised.  

159. If the auditor considers it necessary to communicate a matter, other than those that are 

presented or disclosed in the financial statements, which, in the auditor’s judgement, is relevant to 

users’ understanding of the audit, the auditor’s responsibilities or the auditor’s report, and 

provided this is not prohibited by law or regulation, this should be done in a paragraph with the 

heading “Other Matter,” or another appropriate heading. This paragraph should appear 

immediately after the opinion and any Emphasis of Matter paragraph. 
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Annex III: Prior Year Recommendations  

Audit 
Component 

Recommendation  given Implemented  Under implementation  Not 
implemented 

1.4 Compliance 
with the Financial 
Statements 

The Chairman of BoD should reconsider the 
possibility of including the liquidation costs in 
the Agency‟ budget, in order to prevent the 
funds in trust from being reduced through 
transfers supporting the Agency’s costs. 

 Partially (PAK applied to the 
Government for additional funds 
in accordance with the PAK law 
but the Government had not 
taken any action to approve the 
budget for payments to PSP). 

 

2.3 Prior Year 
Recommendations 

The Chairman of BoD should ensure that 
effective processes are in place to confirm that 
the 2016 AFS production plan formally 
addresses all compliance. This should also 
include a management review of the draft 
account with specific focus on high risk areas 
and/or areas where errors have been identified 
in previous years. The Declaration made by the 
CEO and CFO should not be submitted unless 
all necessary checks have been applied to the 
draft AFS. 

  

 

Partially (action plan for 
addressing recommendations 
and designating departments 
responsible for addressing 
recommendations). 

 

3.1.1 Selling new 
enterprises 
through 
privatisation 
waves and assets 
through 
liquidation 

The Chairman of BoD should ensure that the 
sales/tendering documentation contains true 
and fair information, especially those of the 
building’s surface on sale. In addition, he 
should ensure that this case is analysed and 
understand the reasons for incorrect 
presentation of the surface in the sales‟ and 
published documentation. 

Yes    
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3.1.2 Revenue 
from rents 

The Chairman of BoD should ensure that all 
lease contracts are signed by the tenants. 

  Not 
implemented 

3.2.1 Distribution 
of 20% of SOE 
employees 

The Chairman of BoD should ensure that an 
agreement with UITU is made in order to 
ensure that monitoring and harmonisation are 
applied to confirm that of the distribution of 
20% is applied as expected. 

Yes   

3.2.2 professional 
service provider 

The Chairman of BoD should ensure that PSP 
has increased the dynamism of works and 
drafting final reports on liquidation in order 
that the process of liquidation is completed 
within the deadline foreseen in the contract. In 
addition, he should ensure that the future 
eventual contract foresees that collective claims 
of the same are not handled individually in 
order to save time and money. 

  

Partially (bearing in mind that 
the BoD was not appointed in 
2015, the BoD was appointed 
during 2016 and enhanced the 
working dynamics).   

 

3.3 Receivables The Chairman of BoD should ensure that a clear 
timetable for the collection of accounts 
receivable is set and that legal measures are 
taken to meet them. 

  No measures 
have been taken. 

3.4 Payables The Chairman of BoD should ensure that a 
reliable control system is in place related to the 
receiving of invoices, their payment within the 
deadline, and presentation of liabilities in the 
AFS. 

  No measures 
have been taken 
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Annex IV: Management Response to OAG Findings  

Findings Agree 
Yes/No 

Comments from the BO in case of disagreement NAO view  

Basis for the Opinion: 

 

Payments to PSP for 2016 in the 
amount of €3,713,028 were made 
from Trust Funds which was not in 
line with the law on PAK. According 
to Law on PAK remunerations to PSP 
shall be made from the funds 
allocated to the Agency from the 
Budget of the Republic of Kosovo or 
by a donor 

  

NO 

 

 

 

 

 

 

 

 

 

 

Payments to Professional Service Providers 

As in the previous reports, the Agency has presented 
the legal arguments and practices on why these 
payments were made by the SOEs liquidation fund. 
However, when it comes to this auditors finding that 
was also presented before, PAK has requested 
budget from the Government of Kosovo from 2015, a 
request that has never been approved. Year after 
year we have submitted an additional budget 
request regarding this finding of the auditor. 

In addition, our arguments, also presented before, on 
why the PSP should be paid according to Article 40 
rather than Article 16 the auditor refers to are the 
following:  

1. Expenditures of the Liquidation Authority and 
supporting consultants are foreseen in the priority 
1.3.2 of Article 40 of the Annex of PAK Law no. 
04/L-034. The Law on PAK (article 40 of the 
annex) foresees that liquidation costs are financed 
by liquidation funds (this is an international 
practice for financing the expenditures of the 
enterprise liquidation administrator). Only in 
those cases when SOE is short of sufficient funds, 
PAK would request additional budget from 
Kosova Budget or donors (Article 16 of annex of 
PAK Law) and for these financings, the Agency or 

This finding is repeated from 
previous years and the 
recommendation given by NAO has 
not been implemented.  

According to Article 16 of the Annex 
of the Law no.04/L-034 on PAK the 
Professional Service Provider’s fees 
and expenses shall be paid from the 
funds that have been appropriated to 
the Agency from the budget of the 
Republic of Kosovo or from funds 
provided by a donor. PAK did not 
provide funds in line with the article 
16 of the Annex of PAK Law, 
therefore the recommendation 
remains.   

 

 

 

 

 

 

This finding is repeated from 
previous years and the 
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donors would be entitled to request remuneration 
based on priorities set out in Article 40 of Annex 
of PAK Law during the liquidation process. 

2. If these expenditures would be executed, while 
not using the Trust Funds, but using other sources 
(Agency, Government or Donors), then the result 
would be as follows: 

- PAK should be presented as a creditor of the 
Socially Owned Enterprise, requesting 
reimbursement from the SOE under liquidation, 
based on the priorities set out in Article 40 of 
Annex of PAK Law during the process of 
liquidation; 

- Professional Service Provider (contractor – 
private company) would have to review each 
request for reimbursement made by PAK and 
would invoice the SOE with additional cost for 
the review of PAK requests for reimbursement; 
and 

This process would harm the Liquidation Fund of 
Socially Owned Enterprises, thus charging it with 
unnecessary costs due to the reimbursement requests 
made by PAK. 

recommendation given by NAO has 
not been implemented.  

According to Article 16 of the Annex 
of the Law no.04/L-034 on PAK the 
Professional Service Provider’s fees 
and expenses shall be paid from the 
funds that have been appropriated to 
the Agency from the budget of the 
Republic of Kosovo or from funds 
provided by a donor. PAK did not 
provide funds in line with the article 
16 of the Annex of PAK Law. 
Therefore the finding and 
recommendation remain.   

 

 

Issue 3: Low level of implementing  
Prior Year Recommendations 

Finding - Our audit report for 2015 
AFS of PAK resulted in 8 (eight) 
recommendations  for TF. PAK 
prepared an Action Plan stating how 
all recommendations will be 
implemented. By the end of our 2016 

NO PAK has constantly addressed all recommendations 
given by the NAO. Moreover, the Agency has 
drafted the plan for addressing the 
recommendations not only for those of 2015, but also 
for those of 2014 and 2013. The same action plan for 
addressing NAO recommendations was also 
discussed at the meetings of the Board of Directors 
and the Audit Committee. 

We have ascertained that out of 8 
recommendations given in the 
previous year, only 2 were 
implemented, 3 were partially 
implemented and 3 were not 
implemented at all.  

Considering that just 2 out of 8 
recommendations given by NAO 
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audit, only 2 (two) recommendations 
were implemented, 3 (three) were 
partially implemented, and 3 (three) 
have not yet been implemented. For 
a more thorough description of the 
recommendations and how they are 
addressed, see Annex III.  

Only a proportion of prior year 
recommendations have been 
implemented because no formal 
process was followed to manage and 
monitor the way that the AG’s 
recommendations are implemented 

 

(Please find attached the Action Plan on Addressing 
the NAO recommendations given in 2013, 2014 and 
2015). 

were fully implemented, our 
judgment is that this is a low level of 
implementation of previous year 
recommendations. Therefore the 
finding and recommendation remain.  

Issue 4: Shortcomings in 
management controls  

Finding -  Our review of the 
management controls applied to 
PAK‘s key financial system for TF 
management in some cases 
highlighted that internal controls 
were not applied to the extent 
required to prevent errors during 
2016. Specifically, controls were not 
sufficiently effective in the area of 
expenditures related to payments 
made to PSP, preparation of AFS, 
collection of revenues from rent, 
collection from accounts receivable 
and payables 

NO The Privatization Agency of Kosovo has good 
management control systems in place which are 
continuously added and modified in order to be 
more effective. There is no mistake, as far as the 
Management and the Board of Directors are aware 
of, that control systems did not enable them to 
prevent errors in the area of the expenditures of PSP 
and accounts payable. In addition, regarding the 
collection of accounts receivable, during 2017 (as in 
the previous years) concrete actions were taken that 
would result in their collection. Now, through 
"private bailiffs" the settlement of disputes will not 
delay.  

Payments to the PSP under the PAK 
law should be made from the PAK 
budget rather than trust funds 
regardless of the fact that collection of 
accounts receivable compared to the 
previous year accounts receivable 
from the financial statements were 
increased by €4,964,992 compared 
with the previous year. The finance 
department had not regularly 
reported to the management on the 
accounts payable. Therefore the 
finding and the recommendation 
remain. 
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Issue 9 - Failure to report on monthly 
basis on payables  

Finding - The Department of Finance 
prepares reports on a monthly basis 
for the senior management of the 
PAK on TF activities and financial 
position. We have identified that 
during the 2016 monthly reports 
submitted by the finance department 
to the management did not report on 
the balance of payables. However, 
the payables were reported in the 
AFS. 

NO The Management is informed on unpaid bills, which 
are mostly unique cases related to the reasons why 
they have not been paid. Trust Funds payments 
related to liabilities are processed very quickly. 
Whilst, at the yearned remain cases mainly as a 
result of cutting of the fiscal year of payments. In 
addition, for unprocessed cases (the ones lacking 
complete documentation), the Management gets 
immediately notified of such case and is required to 
take actions. 

In regard to Trust Funds, there are also reporting 
elements where there is stagnation of unexecuted 
payments such as payments to creditors according to 
distribution reports by decision of the Board of 
Directors. 

However, the Department of Finance and Budget 
together with other departments is considering a 
payment claim registration model and its process up 
to payment execution. 

PAK gives explanations and does not 
challenge the finding. Therefore, the 
finding and recommendation remain 
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Annex V: Confirm Letter  

 

 


