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Executive Summary  

The Office of the Auditor General (OAG) has carried out an audit of the Annual Financial 
Statements (AFS) of the RWC Hidrodrini for the year ended 31 December 2010. 

Our audit was carried out in accordance with international audit standards issued by 
INTOSAI and included such tests and procedures as we deemed necessary to arrive at an 
opinion on the AFS. 

In forming our opinion we have evaluated the overall adequacy of the presentation of 
information in the financial statements. 

In our opinion the financial statements in all material aspects present a true and fair view 
with the exception of: 

• The assets’ value presented in the balance sheet does not reflect the real balance. The 
assets in the amount of €3,610,098 are not under the company’s ownership (these 
properties are under the ownership of Municipalities, KEK, Railways, Forestry, or the 
ownership of which is private or undefined). Stocks were not presented in the balance 
sheet, whilst the stocks were presented in the statement of disclosures in the amount 
of €833,101. 

(ISSAI 400: Qualified Opinion)  

 

Our audit has identified weaknesses in several areas of financial management. These 
weaknesses are described more in depth in the report.  

The company suffers great losses of the produced water (72%) and it failed to conduct 
thorough analysis related to these losses. Despite the water losses, the collection for the water 
invoiced is low. We have also noticed significant weaknesses related to the expenditures 
management. The procurements were not executed in line with LPP framework. Personnel 
files were incomplete and there was no transparency during the staff recruitment.  

The Internal Auditor had given some recommendations in his final report related to several 
areas of financial management. The Management have not taken any measures addressing 
those recommendations.  

In order to improve the functioning of financial management and internal control, we 
recommend the Board to entrust the manager with the task to review the present Financial 
Management and Control (FM/C) procedures and draft a new set of FM/C guidelines. These 
should be submitted to the Board not later than 1st of the September of this year.  In doing 
this, the Director should put specific emphasis on:   

• Accurate records on assets and fair presentation of assets in the AFS; 
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• Additional engagements fully in line with the legal framework;   

• Expenditures management fully in line with the legal framework;  

• In addition, the Board shall take measures analysing  problem of water loss;  

• Transparency during the staff recruitment and completion of personnel files; and   

• The  auditor’s recommendations are addressed.  

The Board of RWC Hidrodrini has acknowledged our findings and conclusions on the 
financial statements for the year 2010 and is committed to make every effort to address all 
recommendations given.  

I. Introduction   

This audit relates to the annual financial statements of the RWC Hidrodrini for the year ended 
31 December 2010. 

It is the responsibility of the RWC Hidrodrini to prepare financial statements in accordance 
with the International Accounting Standards (IAS) and Financial Reporting under Accrual 
Basis of Accounting”.  

The Board of RWC Hidrodrini reported to the Ministry of Economy of Finance (MEF) till the 
end of 2011. From 2011 it reports to the Ministry of Economic Development (MED) as a 
representative of the shareholder (Republic of Kosova). 

The Government through the respective Minister reports before the Assembly on annual basis 
regarding the Central and Regional POE performance. 

A Regularity Audit is defined as an attestation of financial accounting, involving examination 
and evaluation of Financial Statements and other financial records and expression of opinions 
on: 

• Whether the AFS give a true and fair view of the accounts and financial affairs for the 
audit period; 

• Whether the financial records, systems and transactions comply with applicable laws 
and regulations;  

• The appropriateness of internal controls and internal audit functions; and 

• All matters arising from or relating to the audit. 
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We conducted an interim audit of RWC Hidrodrini. During this stage, we handled earlier 
recommendations as well as the financial management quality.  We advised the Management 
to address the issues in the AFS through an audit memo submitted in December 2010. 

In order to fulfil our responsibilities for the audit of the AFS for RWC Hidrodrini, we have 
undertaken the following activities:  

• Reviewed whether the AFS for RWC Hidrodrini,  are prepared in accordance with the 
Legislation;  

• Established a materiality level of revenues and expenditures, as a threshold for 
assisting in determining the type of opinion to render on the financial statements;  

• Used a combination of judgment and random sampling to select transactions for 
testing;  

• Undertaken extensive substantive testing of financial transactions;  

• Relied on a combination of interviews, analytical reviews, document reviews, and 
physical verification to assess the validity and propriety of financial transactions; and  

• Assessed the quality of work of the Internal Audit Unit.  

In this report we summarise this year’s audit and give a formal opinion on the Annual 
Financial Statement 2010. 

In regard to our audit opinion for AFS for PF, the international auditing standards set out 
specific criteria that govern the type of opinion that can be rendered.   

These are set out more fully in Annex 2.  

II. Audit Opinion   

In our opinion the financial statements in all material aspects present a true and fair view 
with the exception of: 

• The assets’ value presented in the balance sheet does not reflect the real balance. The 
assets in the amount of €3,610,098 are not under the company’s ownership (these 
properties are under the ownership of Municipalities, KEK, Railways, Forestry, or the 
ownership of which is private or undefined). Stocks were not presented in the balance 
sheet, whilst the stocks were presented in the statement of disclosures in the amount 
of €833,101. 

(ISSAI 400: Qualified Opinion)  
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III. Status of prior years recommendations  

The RWC Hidrodrini was audited last year by a private firm “Universum Audit”. The audit 
report of this firm resulted in  a qualified opinion due to several findings, such as:  

• Low collection of revenues, which might affect the payment of liabilities from the 
Company;   

• Assets management and their depreciation; and  

• Recognition of bad debts without adhering to the criteria required by the legal 
framework.  

The Universum Audit prepared a Management Letter wherein seven recommendations were 
given regarding the improvement of financial management in RWC Hidrodrini.  

The RWC Hidrodrini have addressed three recommendations: 

• Assets presented according to the historical cost; 

• Segregation of duties between the Invoicing Officer and Collection Officer; and  

• Preparation of accounting policies and procedures. 

The recommendations in process of being addressed are: 

• Presentation of disclosures in the financial statements; 

• Cash management; and  

• Strengthening of internal control. 

The recommendation not addressed is: 

• The scheduling of accounts receivable according to the aging.   

Recommendation 1 

We recommend the Board of RWC Hidrodrini to ensure that: 

• Actions are taken and all recommendations are addressed by the Director by delegating 
duties to the responsible persons, including the deadlines to perform those duties. 
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IV. Financial outcome compared to the approved budget  

The analysis of the outcome in the Financial Statements versus the Approved Budget shows: 

Table 1: The result report   

Description   
Final 

Budget
2010

Outcome
2010

Outcome 
2009 

Difference 
2010/2009

Revenues from sales 2,610,000 2,508,679 2,290,485  218,194 
Revenues from grants  - 92,406 203,191  (110,785)
Other operating revenues 24,000 180,831 67,045    113,786 
Revenues from grants for 
purchase of assets - 221,138 -   221,138 

I. Total of revenues 2,634,000 3,003,054 2,560,721   442,333 
Expenditures for salaries 840,000 908,575 832,016    76,559 
Maintenance and repairs  123,600 119,229 114,091    5,138 
Electricity 288,000 339,443 311,342 28,101 
Fuel expenditures 42,000 51,823 43,561    8,262 
Provision for bad debts  - 599,542 639,311    (39,769) 
Expenditures for chemicals 4,800 9,996 10,356    (360)
Contingent  expenditures   - 12,248 37,156  (24,908)
Other operating expenditures  81,600 97,160 130,960  (33,800)
Depreciation expenditures  - 1,100,822 1,019,423 81,399 
II. Total of expenditures  1,380,000 3,238,838 3,138,216  100,622 

Profit/(Loss)  before taxes 1,230,000
 

(235,784) (577,495) (341,711)

Profit Tax  - - -     -  
Profit/(Loss)  of the year 1,230,000 (235,784) (577,495) (341,711) 

In 2010, the RWC Hidrodrini planned revenues in amount of €2,634,000. The planning was 
related to own source revenues only. Other revenues from grants (grants for expenditures and 
capital investments) were not planned at all. Therefore, there is a difference of €369,054 
when compared to the collected revenues.  

The expenditures in amount of €3,238,838 are presented in the second column indicating an 
increase for €1,858,838 when compared to planned budget. 

RWC Hidrodrini did not properly plan its expenditures. The difference is mainly caused by 
the failure to plan the expenditures for bad debts and depreciation expenditures. 

The table shows that RWC Hidrodrini’s losses were lower in in 2010 compared with 2009. 
The revenues are increased with €442,333. At the same time, the costs have increased with 
around €100,000. This result is a negative result and a huge matter of concern. 
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Table 2: The Balance sheet  

Description   Outcome
2010

Outcome
2009

Difference
2010/2009

Long-term assets: 
Land, plants and equipments     15,199,229  19,652,190   (4,452,961)

Short-term assets: 
Net stocks 0        229,031     (229,031)
Receivables and other requests      4,174,846    3,807,882      366,964 
Cash and cash equivalents      323,540   314,435      9,105 
Total of assets 19,697,615 24,003,538 (4,305,293)
Capital and reserves       15,596,509  20,743,480   (5,146,971)
Accumulated Profit (loss)      (1,088,538)      (511,043)     (577,495)
Profit (loss) for the year         (235,783)      (577,495)       341,712 
Total of the equity      14,272,188  19,654,942   (5,382,754)
Payables and others           292,318       313,518        (21,200)
Tax Payables        1,582,663    1,435,502      147,161
Deferred revenues         3,535,163    2,584,858  950,305 
Other short-term liabilities             15,282         14,719          563 
Total of liabilities         5,425,426    4,348,597      1,076,829
 
Total of equity and liabilities  19,697,614 24,003,539     (4,305,925)

The balance sheet indicates a large difference between years 2010 and 2009. The difference 
resulted from the separation of the operative unit in Decan upon the Board of Directors’ 
decision. The difference is particularly noticed at the fixed assets in the amount of €4,452,961 
and owner’s equity €5,146,971. 

On the other hand, in 2010 the liabilities of the Company were increased in the amount of 
€1,076,829. The significant increase is noticed within the deferred revenues. 

Failure to disclose stocks within AFS 

The RWC Hidrodrini did not disclose stocks in 2010. We examined two warehouses in Peja 
and noticed that stocks were there. There were also presented stocks in the amount of 
€833,101. Therefore, this item was not accurately disclosed within the financial statements 
2010.  

Non-compliance with legal framework for taxes  

The Hidrodrini RWC’s accounting policy on calculation and payment of taxes is not in line 
with the legal framework (Law no. 03/L-162 on Corporate Income Tax). The non-
compliances are the following: 

• The expenditures for bad and suspicious debts (The Law on Corporate Income Tax 
specifies that several criteria should be met in order to recognize bad debts and 
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according to the accounting policies of RWC Hidrodrini these debts are calculated by 
60% uncollected revenues); and  

• The depreciation expenditures (The Law on Corporate Income Tax specifies that 
records on assets cost should exist in order to recognize the depreciation expenditures. 
The RWC Hidrodrini calculated these expenditures based on the assets valuation 
made by an external audit firm contracted out by KTA). 

Conclusion  

RWC Hidrodrini had a good financial result during 2010 (reduction of loss for €341,711). 
However, we noticed that the Company’s liabilities are increasing. 

When it comes to the financial management, weaknesses were noticed particularly in the 
revenues and expenditures planning. Lack of adequate planning may have an impact on the 
orientation of company’s results.   

The RWC Hidrodrini did not correct the financial statements for taxation purposes. As a 
consequence it might have to pay penalties in the future. 

Recommendation 2 

We recommend the Board of RWC Hidrodrini to ensure that:  

• Continuous improvement of the performance and orientation  towards better results; 

• The Company  has better planning of  revenues and expenditures; and  

• In the end of each year, the financial statements are prepared for taxation purposes.  

V. Financial Statements   

V.1 Compliance regarding external reporting   

Based on the requirements of IAS and International Standards for Financial Reporting: 

• Financial Statements have been signed by the Management and Chief Financial 
Officer; and 

• Financial statements have been signed within the time frame and submitted to MEF.  
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V.2 Information Quality  

The following inaccuracies have not been corrected by management and we are therefore 
reporting them to you in accordance with ISSAI 1260:  

• The statement of disclosures is not completely clear. (several items do not correspond 
with the items in the balance sheet);  

• The accounting register is inaccurate and incomplete (the list contained assets in the 
amount of €3,610,098 which were not under the ownership of the company); and  

• Stocks were not presented in the Balance Sheet statement.  

Conclusion  

The company failed to prepare the financial statements fully in compliance with IAS. Several 
items which have a material impact are not disclosed properly in the financial statements.  

Recommendation 3 

We recommend the Board of RWC Hidrodrini to ensure that:  

• Accurate data on the financial statements is provided and that they are accurately 
disclosed in line with IAS. 

VI. Budget Execution    

VI.1 Revenues (including own source revenues) 

Own source revenues of RWC Hidrodrini for 2010 were €3,003,054. Out of which 
€2,508,679 are revenues from water and sewage services; €313,544 revenues from grants; 
and €180,831 are other operating revenues.  

In auditing revenues we were mainly focused on the revenues from water and sewage 
services. We have tested and analysed the invoicing system and the reconciliation with the 
Collection Officer. Further on, we have analyzed 17 samples based on the client’s register.   

Our samples revealed the irregularities as outlined below: 

Losses of produced water at the rate of 72% 

The Company suffers great losses of produced water, since only 28% of processed water is 
invoiced. No thorough analysis was made regarding these losses and measures to be taken in 
order to reduce these losses.  
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A high number of clients have no water meters (lump sum invoicing)  

Out of 33,384 clients registered by the Company, 4,487, or over13%, do not possess water 
meters so they get lump sum invoices. The financial value of these invoices is €149,995.   

Low collection of the invoiced water 

Despite great losses of water, the Company had low collection of invoiced revenues as well. 
During 2010 the collection was €1,510,016 or around 60%. 

Conclusion  

The Company did not have a financially sustainable business.  Great losses of water and poor 
collection put the business continuity at risk. These losses result from weak network, illegal 
joints and lump sum invoicing.    

Recommendation 4 

We recommend the Board of RWC Hidrodrini to ensure that:  

• Sufficient efforts are made to reduce water losses;  

• All clients are equipped with water meters and invoicing is based on water spent; and 

• The engagement increases regarding the revenue collection rate. 

VI.2 Expenditures   

2.1 Purchases through procurement  

RWC Hidrodrini planned procurements in the amount of €272,800. They executed €165,618 
or 61%.  

We have tested eight samples (2 samples from Capital Investments and 6 from Goods and 
Services) regarding these expenditures. Our tests revealed the following findings:  

Inadequate planning from requesting unit regarding the needs for spare parts  

The requesting unit did not plan the quantity properly. The required quantity for spare parts 
was not noted within the request made by the units.  

By analysing the contracts and specifications, we noticed that they consist of a series of spare 
parts, where the amount of prices for individual parts per unit gives a total price, based on 
which an EO bidding the lowest price was selected.  
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At first, it seems that the selection is made in the proper way. On the other hand, we noticed 
that from 31 items provided by EO, Hidrodrini purchased two items, the item no.2 and no.26. 
If we compare the prices of these two items, between the winning EO and other bidders, for 
the quantity purchased, we see the Hidrodrini paid €2,599.22 more. 

Goods received outside contracted terms  

In the contract “Winkler of water pump electromotor” goods were received outside the 
technical specification.  

Certification of expenditures for these goods was not able to identify and avoid eventual 
irregularities. As a result, these goods could have higher prices in relation to market prices 
and it burdens its budget. 

Irregularities in contracting and management with fuel  

We have tested five procurements regarding “supply with fuels”. From these activities we 
have noticed the following: 

• In four signed contracts, we noticed that the winning EO did not provide any evidence 
on statement of liabilities regarding the electricity and water as required under terms 
of contract. This makes the EO inappropriate to carry out its business with public 
companies;    

• The terms of contract set forth that the tests for fuel quality should be made. We have 
noticed that these tests were not conducted in four contracts signed but the supplies 
were made. This way the low quality fuel may be received which jeopardizes not only 
the value for money but it could harm the process by using it; and  

• Supply with fuel before the contract was signed. The invoice issued dated 27 
September 2010 and the contract was signed a month later, more precisely on 27 
October 2010. 

Conclusion  

We conclude that the management of expenditures for Goods and Services through 
procurement had deficiencies from the initiation phase of the procurement activity up to 
contract execution. The mentioned weaknesses during the management of these expenditures 
indicate weak controls. This may lead to a situation where Goods and Services do not meet 
the appropriate quality. 
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Recommendation 5  

We recommend the Board of RWC Hidrodrini to ensure that:  

• Requesting units have planned their needs according to the quantities requested and 
submit them to the Procurement Officer; 

• Internal controls are strengthened regarding the management of procurement procedures 
which would assure more efficient business agreement; and  

• Attention is paid when goods are received assuring that the quantity and quality is the 
same with those contracted out.  

2.2 Other Purchases   

The category of other purchases includes all purchases for Goods and Services which were 
not made through procurement procedures. We have tested 11 samples in this category.  

We did not come across to any shortcomings.  

2.3 Remunerations  (wages and salaries) 

The expenditures for salaries for the period 2010 were in the amount €908,575. The average 
number of employees during this period was 182. We tested 13 files and revealed the 
following findings: 

The personnel files are incomplete  

During 2010 personnel files did not contain employment contracts and required information 
such as: identifying card, different diplomas, code of professional conduct and employee 
performance appraisal.  

After we submitted the audit memo in December 2010, RWC Hidrodrini addressed our 
advice partially (the advice on annual performance appraisal). 

Non-adherence to recruitment procedures 

In one case, the recruitment procedures were not adhered, more precisely the advertisement 
in newspaper was missing and the evaluation committee was not established.  

Conclusion  

RWC Hidrodrini failed to establish a functional system within this Department. There was a 
lack of transparency in staff recruitment might risk the quality within RWC Hidrodrini’s 
business. 
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Recommendation 6  

We recommend the Board of RWC Hidrodrini to ensure that:   

• All files are completed with required documents and files are regularly updated; and 

• There is a full transparency when staff is recruited in order that the staff received has the 
required qualifications.  

VI.3 Assets and Debts    

3.1 Handling of receivables  

Gross receivables in the end of 2010 were in the amount €8,671,668 while in the financial 
statements they were presented in the net value €4,174,846 deducting bad and suspicious 
debts. During the audit of this category we have identified the following findings:  

Provisioning of receivables is made at 60% of the uncollected amount   

RWC Hidrodrini has a guideline issued by the Board of Directors for handling of receivables. 
According to this guideline, for reporting purposes, the receivables are 60% of the 
uncollected amount. The current system within RWC Hidrodrini generates a maturity report 
on receivables. The Management was not certain about the accuracy of this report therefore it 
has written them off at rate of 60%. 

Such provisioning does not consider the maturity of the requests. Further on, these high 
percentages result in business losses.  

Errors in calculating the provisions   

The entity made errors when calculating provisions for receivables. The amount of €659,421 
was presented for bad and suspicious debts in the financial statements. We tested this amount 
and noticed that according to the company’s accounting policies the debts should have been 
€599,542. There is a difference in the amount of €59,879. 

After our finding, RWC Hidrodrini corrected its financial statements.  

Conclusion  

RWC Hidrodrini has reports on receivables as per their ageing, but writing off was not made 
based on those reports. This form of presentation may lead to additional tax payments and 
other penalties.   
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Recommendation 7  

We recommend the Board of RWC Hidrodrini to ensure that:  

• Handling of receivables and evaluation of bad and suspicious debts is made in line with 
IAS and that they are corrected in the end of the year for calculation and tax payment 
purposes.  

3.2 Stocks 

In AFS 2010, RWC Hidrodrini   did not disclose the stocks within the Balance sheet. In the 
Statement of Disclosure it presented the stocks in the amount of €833,101. We have 
examined two warehouses in Peja and noticed that stocks were purchased during 2010.  

Further on, RWC Hidrodrini corrected the stocks in the financial statements and declared 
them in the value zero. This correction was made without the approval of the Board of 
Directors.   

Conclusion  

We are not able to conclude that stocks are fairly and accurately presented while in the 
warehouses we have noticed that despite old products, there are materials purchased in 2010.   

Recommendation 8 

We recommend the Board of RWC Hidrodrini to ensure that:  

• Stocks are presented accurately in the balance sheet as short term assets in the real value 
in line with IAS; and  

• All decisions pass through the Board of Directors in order to approve the correction or 
valuation of stocks.  

3.3 Cash and Cash equivalents   

RWC Hidrodrini has four operating units in: Peja, Klina, Junik and Istog. Each unit has one 
Collection Officer. The regulation approved by the Financial Director specifies that the limit 
of the petty cash for Peja is €300, Klina €200, Istog €200 and Junik €100. 

The amount allowed to be paid from petty cash is €100.  
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We have tested 11 payments made through petty cash and noticed the following weaknesses:  

Excess of the limit of petty cash and payments 

In regard to the petty cash management, we noticed irregularities during the execution of 
payments. We presented them as the following:  

• In four cases, invoices paid exceed the amount of €100; 
• In two cases, invoices were divided in order to avoid the limit of payment; and 
• Payment of Employees salaries.  

 
Conclusion  
 
The RWC Hidrodrini failed to adhere to internal regulations on petty cash management. 
There was lack of control during the execution of payments.  
  

Recommendation 9 

We recommend the Board of RWC Hidrodrini to ensure that:  

• Controls are strengthened regarding the payment execution and the same is made in line 
with the internal regulation making payments for petty cash only.  

3.4 Capital and non-capital assets    

Capital assets  

The capital assets (land, plant and equipments) are presented in the balance sheet in the net 
value of €15,199,229. 

Revaluation of land, plants and equipment was made by an independent valuator on 1st of 
January 2007. The initial value of assets is set based on this valuation. The annual 
depreciation is calculated from this value. 

We have conducted some tests regarding the asset management and reporting and disclosed 
the following findings: 

Lack of regulations on asset management  

RWC Hidrodrini has no regulation on asset management and there is no job description for 
Asset Officer. 

The company has property disputes  

The value presented in the balance sheet does not reflect the real balance due to the fact that 
many assets of RWC Hidrodrini, mainly lands are not in its possession. The net value of these 
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assets is €3,610,098 (according to the list, these properties are in ownership of: the 
Municipality, KEK, Railways, Forestry, Private property and undefined). 

Employees are not in charge of the inventory used  

Having the individuals in charge of the inventory used is a good practice and enables a 
control on assets. During the audit of assets, we have identified that employees are not in 
charge of the inventory they use. This opens the door for misuse or loss of assets.  

Conclusion  

RWC Hidrodrini did not pay attention to asset management. It failed to adopt legal 
framework on asset management and there is no proper asset registration system. The other 
problem is related to property definition (They have a list of properties with high values 
which are not in their ownership). 

Recommendation 10 

We recommend the Board of RWC Hidrodrini to ensure that:  

• The Regulation which sets the criteria for asset management and reporting is adopted; 

• The property disputes are solved. Otherwise, assets which are not in its ownership are 
removed from the list; and  

• Assets are registered and each employee charged with his/her inventory in order to reduce 
the possibilities for misuse of assets. 
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VII. Management Control  

VII.1 Internal Control Systems  

A good internal control system helps each budget organization its objectives set in better 
using the public funds. This would ensure a reliable financial reporting.  

We have conducted some tests on functioning of internal control and revealed the following 
findings: 

The accounting software not integrated  

During the audit, we identified that the accounting data in three other units, Klina, Istog, and 
Junik are not connected to the main server. The data are transferred electronically in the 
Centre where they are updated. As a result of electronic transferring and update in the centre, 
errors may appear which could have material impact in financial statements.    

Due to the fact that the software is not integrated for three other municipalities we might have 
improper reporting.  

The member of the board deals with operating works 

One of the members of Board of Directors is appointed by the Government, which is not in 
line with the Law on Publicly Owned Enterprises, in particular article 17 which sets forth the 
terms of qualifications and professionalism. The same member is in charge of the team for 
Water Supply and sewage. RWC Hidrodrini paid the same for two functions.  

Conclusion  

RWC Hidrodrini failed to secure a financial integrated system which would provide reliable 
information to the Management. Further on, it failed to design a good internal control system 
where the accountability would function.  

Recommendation 11 

We recommend the Board of RWC Hidrodrini to ensure that:  

• Possibilities are analysed when it comes to connecting all operating units with the 
integrated software system. This would secure an ongoing supervision of units and would 
provide reliable  information to the Management for both decision making purposes and 
external reporting; and  

• Adequate segregation of duties in order to avoid circumstances which could cause 
conflict of interest. 
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VII.2 Internal Audit  

The Internal Audit is an important function that should give Senior Management assurance 
regarding the design and implementation of internal control mechanisms. Where noticed that 
the internal controls do not function properly, the internal audit should give advices and 
recommendations how to improve them. 

In the field of internal audit we tested the process from the planning phase up to addressing 
the recommendations. 

The Audit Department comprised of one internal auditor, who prepared an audit plan which 
included these areas: procurements, visits to the units, cash flow, salaries, fleet, inspectorate 
and stocks.  

The Internal Auditor has implemented the plan for 2010 fully. He made some reports outside 
of the plan on the request of the Audit Committee such as: the Report on the tendering the 
selection of the external auditor, the Report on tendering the vehicle insurance and the report 
on Performance of the collectors. Our testing revealed the following:  

The Law no. 03/L-087 on Publicly owned Enterprises sets forth that each Audit Committee 
shall be comprised of three members. Two of them should be experts or have adequate 
knowledge in the accounting. The audit Committee in RWC Hidrodrini is comprised of two 
members. This is in contradiction with legal requirements and best practices.  

Despite the internal auditor’s recommendations on improvement of control functioning, the 
management failed to prepare a plan for addressing the recommendations.  

Conclusion  

The internal audit planned and covered areas with high risks. In his reports, the auditor gave 
recommendations related to improvement of internal control functioning.  

Despite the internal auditor’s recommendations on improvement of control functioning, the 
management failed to prepare a plan for addressing the recommendations. As a result, the 
Company still has no functional internal control system.  

Recommendation 12 

We recommend the Board of RWC Hidrodrini to ensure that:  

• one more member is appointed for the Audit Committee as required with legal 
requirements; and  

• Greater attention in addressing recommendation given by the Internal Auditor. In this 
sense, an action plan should be prepared for certain period, concrete actions and certain 
responsibilities.  
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VIII.  Overall conclusion  

We conclude that the RWC Hidrodrini Board of Directors did not secure functional controls 
to achieve the organization’s set objectives.  

The statement of disclosures is not completely clear (several items do not correspond with the 
items in Balance Sheet). The assets register is not fully complete and accurate and the stocks 
are not presented in these statements.  

The company suffers great losses of the produced water at 72% and it failed to conduct 
thorough analysis related to these losses. Despite the water losses they have low collection 
for the invoiced water.  We have also noticed significant weaknesses related to the 
expenditures management.  They were not executed in line with LPP framework. Personnel 
Dossiers are incomplete and there was lack of transparency during the staff recruitment.  

The Internal Auditor gave some recommendations in his final reports related to several areas 
of financial management and the Management did not take measures in addressing those 
recommendations.  

These weaknesses drive us to an overall conclusion that the company does not have a rather 
good performance and risks the principles of continuity. 

Therefore, we recommend the Board of RWC Hidrodrini to: 

 Entrust the manager with the task to review the present FM/C procedures and draft a new set 
of FM/C guidelines. These should be submitted to the Board not later than 1st of the 
September of this year.
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Annex I. RWC Hidrodrini comments and OAG response  

The Management of RWC Hidrodrini has been given the opportunity to give comments on a 
draft of this report. The Management has acknowledged our findings and conclusions 
presented in the audit report on the financial statements for the year 2010 and have not given 
any comments.  

Further on, they committed themselves to make every effort to address the recommendations 
given.



 OFFICE OF AUDITOR GENERAL- Str. Musine Kokollari No 16, Prishtinë 10000, Kosovë 23 
Tel.: +381 (0) 38 2535 /121/ 262 - FAX: +381(0) 38 2535 122  /219   

http://www.ks-gov.net/oag  
 

Annex II. Different types of Audit Opinions applied by OAG  

(extract from ISSAI 400)  

9. An audit opinion is normally in a standard format, relating to the financial statements as a 
whole, thus avoiding the need to state at length what lies behind it but conveying by its nature 
a general understanding among readers as to its meaning. The nature of these words will be 
influenced by the legal framework for the audit, but the content of the opinion will need to 
indicate unambiguously whether it is unqualified or qualified and, if the latter, whether it is 
qualified in certain respects or is adverse (paragraph 14) or a disclaimer (paragraph 15) of 
opinion.  

10. An unqualified opinion is given when the auditor is satisfied in all material respects that:  

(a) the financial statements have been prepared using acceptable accounting bases and 
policies which have been consistently applied;  

(b) the statements comply with statutory requirements and relevant regulations;  

(c) the view presented by the financial statements is consistent with the auditor's knowledge 
of the audited entity; and  

(d) there is adequate disclosure of all material matters relevant to the financial statements.   

11. Emphasis of Matter. In certain circumstances the auditor may consider that the reader 
will not obtain a proper understanding of the financial statements unless attention is drawn to 
unusual or important matters. As a general principle the auditor issuing an unqualified 
opinion does not make reference to specific aspects of the financial statements in the opinion 
in case this should be misconstrued as being a qualification. In order to avoid giving that 
impression, references which are meant as "emphasis of matter" are contained in a separate 
paragraph from the opinion. However, the auditor should not make use of an emphasis of 
matter to rectify a lack of appropriate disclosure in the financial statements, nor as an 
alternative to, or a substitute for, qualifying the opinion.  

12. An auditor may not be able to express an unqualified opinion when any of the 
following circumstances exist and, in the auditor's judgement, their effect is or may be 
material to the financial statements:  

(a) there has been limitation on the scope of the audit;  

(b) the auditor considers that the statements are incomplete or misleading or there is an 
unjustified departure from acceptable accounting standards; or  

(c) there is uncertainty affecting the financial statements.   
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13. Qualified Opinion. Where the auditor disagrees with or is uncertain about one or more 
particular items in the financial statements which are material but not fundamental to an 
understanding of the statements, a qualified opinion should be given. The wording of the 
opinion normally indicates a satisfactory outcome to the audit subject to a clear and concise 
statement of the matters of disagreement or uncertainty giving rise to the qualified opinion. It 
helps the users of the statements if the financial effect of the uncertainty or disagreement is 
quantified by the auditor although this is not always practicable or relevant.  

14. Adverse Opinion. Where the auditor is unable to form an opinion on the financial 
statements taken as a whole due to disagreement which is so fundamental that it undermines 
the position presented to the extent that an opinion which is qualified in certain respects 
would not be adequate, an adverse opinion is given. The wording of such an opinion makes 
clear that the financial statements are not fairly stated, specifying clearly and concisely all the 
matters of disagreement. Again, it is helpful if the financial effect on the financial statements 
is quantified where relevant and practicable.  

15. Disclaimer of Opinion. Where the auditor is unable to arrive at an opinion regarding the 
financial statements taken as a whole due to an uncertainty or scope restriction which is so 
fundamental that an opinion which is qualified in certain respects would not be adequate, a 
disclaimer is given. The wording of such a disclaimer makes clear that an opinion cannot be 
given, specifying clearly and concisely all matters of uncertainty. 

16. It is customary for SAIs to provide a detailed report amplifying the opinion in 
circumstances in which it has been unable to give an unqualified opinion. 

 

 


