
 

 

            

 

 

 

ABCD  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

KPMG Albania Sh.p.k. 

 

This report contains 52  pages 

15 June 2006 

 

Office of the Auditor General 

Report on  

Kosovo Railways J.S.C. 
 
 



ABCD Office of the Auditor General 

  Report on  

Kosovo Railways J.S.C. 

 15 June 2006 

 

 i 

Contents 

1 General 1 

2 Financial Reporting 2 

2.1 Introduction 2 

2.2 Preparation of financial statements under International Financial 

Reporting Standards (IFRS) 3 

2.3 Conversion from IFRS to tax financial statements 5 

2.4 Opening balances 6 

2.5 Management information system and IT support 7 

3 Budgeting 9 

3.1 Introduction 9 

3.2 Formal budgeting process 10 

3.3 Statistical and historic information 11 

3.4 Cost accounting system 12 

3.5 Variance analysis between budgeted and actual balances 13 

3.6 Budget revisions 14 

4 PPE Management 15 

4.1 Introduction 15 

4.2 Fixed assets register 16 

4.3 Fixed assets identification number 18 

4.4      Locations of assets to be stated in the fixed assets register 19 

4.5 Capitalization of low cost assets 20 

4.6 Authorization for fixed asset disposals 21 

4.7 Depreciation rates 22 

4.8 Authorized people for physical secure of fixed assets 23 

4.9 Procurement procedures 24 

5 Sales Management 26 

5.1 Introduction 26 

5.2      Written policies and procedures regarding sales management 27 

5.3 Contracts with customers or with international delivery companies 29 

5.4 Billing process 30 

5.5 Reconciliation of transactions by finance manager 32 

5.6 Cash management 33 

5.7 Monitoring and valuation of trade receivables 35 

6 Liability Management 37 

6.1 Introduction 37 

6.2 Grant recognition 38 

6.3 Presentation of liabilities in the financial statements 39 

7.1 Introduction 40 

7.2 Internal control system 41 

7.3 Internal audit function 42 

7.4 Management turnover 43 

7.5 Corporate governance 44 

7.6 Consideration of risk of fraud 46 

8.1 Introduction 47 



ABCD Office of the Auditor General 

  Report on  

Kosovo Railways J.S.C. 

 15 June 2006 

 

 ii 

8.2 Enterprise and business risk management 48 

8.3 Financial reporting risk management process 51 

9 Tax issues 52 

9.1 Introduction 52 

9.2 Tax issues 52 

 



ABCD Office of the Auditor General 

 Report on 

Kosovo Railways J.S.C. 

 15 June 2006 

 

 1 

 

1 General 

We were engaged to provide an evaluation of the Financial Management and Internal Control of 

Kosovo Railways J.S.C. (the “Company”). As previously agreed with the Office of the Auditor 

General (hereinafter the “OAG”) representatives the following report is in the common format of the 

management letter where each finding is described then related possible consequences and our 

recommendations are listed. The findings encountered during the review of the above mention entities 

are grouped into sections listed also in the Table of Contents. Our findings have been general and 

specific to each of the areas. 

Prior commencing our fieldwork we have conducted research of the Company to gain an 

understanding of its activities. As such, we have reviewed the financial information published by the 

company, as well as other information on the recent activity of the Company that was publicly 

available. Furthermore, we have met with management and presented them with the scope of the 

project, provide to them the information and documentation required. Upon the completion of our 

fieldwork we have arranged an exit meeting where we have listed, discussed and corroborated the 

most relevant findings. A formal Minutes of Meeting was prepared and communicated to all 

participants of the exit meetings. Our understanding of the Company’s structure and operations is 

listed as follows: 
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2 Financial Reporting 

2.1 Introduction 

The Financial Reporting Process is designed and established within the Company. It is a common 

practice within the Company that the financial reporting process is overseen by the Head of 

Accounting/Finance Department. The involvement of the Board of Directors and the General 

Management on this process is related to the approval of the year end financial statements and review 

of monthly financial statements. During the review of the Company’s financial reporting we have 

referred to International Financial Reporting Standards (“IFRS” or previously known as “IAS”) 

considering and the applicable laws in Kosovo. Our findings in respect to the financial reporting 

process are grouped as follows: 

2.2 Preparation of financial statements under International Financial Reporting Standards (IFRS) 

2.3 Conversion from IFRS to tax financial statements 

2.4 Opening balances 

2.5 Management information system and IT support  
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2.2 Preparation of financial statements under International Financial 

Reporting Standards (IFRS) 

2.2.1 Observations 

The Company prepares annual financial statements in accordance with IFRS. The preparation of 

IFRS financial statements is left under the responsibility of the financial controller of the Company.  

 

During our fieldwork we noted that as of 31 May 2006 the Company had not yet closed the financial 

statements for the year ended as at 31 December 2005. The main reasons for this situation were the 

management turnover and the delays in recording the complete list of fixed assets in the accounting 

records of the Company. There are no procedures in place for the preparation and closure of the 

financial statements for the year ended 31 December 2005. The Finance Manager of the Company, 

appointed recently at this position, is trying to finalise the financial statements for the year ended 31 

December 2005 in the period May-June 2006. In addition, the Company does not have formal policies 

and procedure to address the following: 

 

� Reconciliation of the balances presented in the financial statements to the accounting records 

� Preparation of the IFRS required footnote disclosures 

� Review of the financial statements before presenting them for approval/review to the Board 

of Directors’ meetings. 

� Assumption and estimates necessary for the preparation of IFRS financial statements 

 

In addition, during our inquiry we understood that significant adjustments are needed in order to close 

the 2005 financial statements. Major adjustments required were related to the following areas: 

 

� Estimation of the useful lives of fixed assets and related depreciation rates 

� Recognition of the fixed assets inherited from the period before the war 

� Recognition of the fixed assets purchased through Kosovo State Budget directly by Kosovo 

Trust Agency (KTA)  

� Recognition of revenues  

� Estimation of provisions  

� Tax adjustments (related to VAT) 

� Estimation of deferred tax assets and liabilities   

 

Moreover, there are no clear cut-off procedures to ensure accurate year end adjustments for amounts 

that have accrued or that should be deferred as well as to make sure that transactions are recorded 

with the appropriate value date. 

2.2.2 Possible consequences 

Lack of proper/inaccurate/unreliable accounting records on the balances presented in the annual 

financial statements may imply the risk that the financial statements are significantly misstated. 

Listed below are some of the risks that may cause misstatements in the financial statements: 

 

� Inaccurate data transfer to the financial statements 

� Inaccurate calculations for the cash flow statement and other disclosures required by IFRS 

� Misstatement of required disclosures 

� Intentional misstatements due to potential overriding of controls  

� Incomplete information with regard to fixed assets, accruals and provisions and accuracy of 

the sales figure 
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2.2.3 Recommendation  

We recommend the Company to consider the following:  

 

� Segregate the position of the financial controller from that of the officer responsible for 

financial reporting   

� Within the finance department to establish a position of reporting office(r), responsible for 

financial reporting, more specifically for the preparation of the annual financial statements 

under the required accounting framework, i.e. IFRS 

� Segregation of responsibilities within the finance department so that different persons are 

responsible for different areas of the balance sheet and income statement (i.e. fixed assets, 

revenues and receivables, liabilities, provisions and accruals etc.)  

� For the following periods to forecast and budget funds for IFRS training of the finance 

personnel. KPMG will be very willing to assist the Company during this process.  
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2.3 Conversion from IFRS to tax financial statements 

2.3.1 Observations 

The Company should prepare two sets of accounts, one for tax purposes and the otherone under IFRS. 

It is our understanding that the Company keeps one set of accounts as the primary source of 

information and by closing adjusting converts them to the other set of accounts. As per our 

understanding and explanations provided by the finance officers, IFRS statements may be considered 

as primary statements of the Company, because the Company’s Board of Directors requirements for 

reviewing the monthly IFRS statements. However, during our work we were not provided with a the 

list of adjustments used by the Company for conversion of IFRS financial statements to the financial 

statements prepared for tax purposes.  

 

2.3.2 Possible consequences 

Keeping two sets of accounts imply that the Company keeps a regular and updated list of closing 

adjustments that helps the Company’s management to derive from one set of accounts to the other. 

Given that the accounting system maintained does not allow the historical conversion transactions to 

be separately identified in the system, lack of proper list of adjustments may imply the risk that the 

Company loose track of adjustments proposed in the prior or current period, which may cause 

significant misstatements in the financial statements. Some of the risks involved are the following: 

 

� Possibility of unintentional misstatements in the financial statements prepared for tax purposes as 

result of lack of control during the conversion process 

� Possibility of additional differences that are not identified properly between the two set of 

accounts 

� Intentional misstatements or possibility of overriding of controls 

� Potential risk for bad calculation of the income tax 

  

In addition, keeping two sets of accounts may imply that the integrity and arithmetic accuracy of data 

input in the spreadsheets is impaired due to weak logical access controls and the openness of Excel. 

There is an absence of audit trail in respect of changes in the files. The following risks may also be 

present: 

 

� Non-optimal use of resources  

� Source of information is not centralized which may cause not reliable management information 

� Time to produce the required information is very long 

� Security of data is not ensured  

    

2.3.3 Recommendation  

We recommend the following to the management of the Company: 

 

� Keep a separate file of all closing adjustments considered like 13
th
 period adjustments  

� Update the information for the closing adjustments recorded in the current and prior periods 

� Perform a reconciliation between the IFRS accounting profit and taxable profit 

� Estimate temporary and non temporary differences for deferred tax estimations 

� Segregate the position of the person responsible for the preparation of IFRS accounts from the 

position of the person responsible for preparation of statutory accounts 

� Put in place procedures to back up the information on a period basis.  
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2.4 Opening balances 

2.4.1 Observation 

In the course of our work we noted that the Company has not recorded in the accounting system the 

closing adjustments made for the purposes of preparation of the financial statement for the period 

ended as at 31 December 2004. Consequently, the trial balance as at 31 December 2004 and 1 January 

2005 are different from the financial statements issued as of and for the year ended 31 December 

2004.   

 

It is our understanding that the Company keeps the accounting system as the primary source for the 

reflection of the daily transactions. However, year-end closing adjusting entries for several annual 

financial statements are not entered in the accounting system.  

2.4.2 Possible consequences 

Lack of appropriate process to record adjusting entries, used for the preparation of the financial 

statements, into the accounting software may lead to inaccurate/unadjusted balances in the accounts 

being brought forward. Consequently, significant errors to subsequent year’s financial statements may 

occur.  

2.4.3 Recommendation 

In the circumstances described above we recommend the Company the following: 

 

� Keep record of all the adjustments incurred during the previous years when the financial 

statements are closed for IFRS purposes.   

� If such adjustments are not incorporated in the accounting software, make sure that the 

adjustments are re-proposed or reversed in each recurring period.  

� If external auditors have assisted the Company during this process, they should provide detailed 

information on the incurred adjustments in the prior periods for the Company’s files. 

� Company should reconcile the issued financial statements and the accounting records for the 

financial statements for the year ended 31 December 2005. 
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2.5 Management information system and IT support  

2.5.1 Observations 

During our work we noticed that all routine procedures performed within a Department or within a 

Division, are prepared manually or in excel spreadsheets, which do not allow any interface between 

different Departments.  

 

The Company’s accounting system named Navision Attain, includes various modules as follows: 

� Fixed assets register 

� Inventory register 

� Revenue 

� Receivables 

� Suppliers. 

However, the system is off-the shelf package and from its initial implementation in 2002, has not 

further been upgraded to better meet the increasing reporting requirements given that the Company 

prepares financial statements in accordance with the Kosovo Accounting Standards and International 

Financial Reporting Standards. Further, the set of accounts produced by the system needs to be 

amended for reporting purposes. Other management accounts are prepared in excel spreadsheets.  

 

In addition, the Company does not have an IT/IS Department to provide maintenance or upgrade of 

the accounting system. No calls desk is in place for users’ assistance. The person in charge for the 

back up of the information is the accounting officer. There is no IT tactical and strategic plan due to 

the lack of the necessary resources for developing an IT system. The management does not have, as at 

to date, a proper Management Information System enabling detailed and prompt monitoring of the 

activities. Our review of the current financial reporting framework revealed the following: 

 

� Accruals concept as required by IFRS not applied; 

� No updated and reliable fixed asset register exists; 

� Grants including assets and services are not recorded formally and systematically; and 

� Stocks and work in progress are not recorded formally and systematically. 

 

All the above, coupled with a number of control deficiencies, have resulted in a qualified audit report 

in that we have not been able to form an opinion on the truth and fairness of the financial statements 

of the Company for the previous years. 

 

2.5.2 Possible consequences 

The following risks may imply: 

� Operations/Business interruption risk: skilled staff are assigned to performing other non-

profitable activities and hence unnecessarily interrupting the Company’s main line of operations 

and support; 

� Financial reporting: risk of financial statements being intentionally misstated as well as 

misstatements caused by human error 

� IT / infrastructure risk: the organization does not have an effective information technology 

infrastructure to effectively support the current and future needs of the business in an efficient, 

cost effective and well controlled fashion. 

� Planning risk: inaccurate and incomplete information may give rise to wrong financial 

conclusions and decisions; 

� Efficiency risk: inefficient processes in satisfying stakeholders’ requirements resulting in 

increased operating costs; 

 



ABCD Office of the Auditor General 

 Report on 

Kosovo Railways J.S.C. 

 15 June 2006 

 

 8 

2.5.2 Possible consequences (continued) 

� Regulatory risk: non-compliance to local regulatory framework. 

 

2.5.3 Recommendation 

In order to set up a proper management information system the Company should consider the 

following:  

 

� The management should make sure that using techniques such as inquiry, observation, inspection 

and analytical procedures, together with previous experience, to obtain understanding of the 

Company's communication of information sufficient to enable them to plan and perform daily 

activities. 

� In order to ensure this the management should decide:   

- who receives the information 

- what information they should receive 

- the timing when to receive the information 

- the expected use of the information 

� To help achieve their business objectives, including preparing financial statements, management 

needs to obtain and provide the right information to the right people in the entity, in time for them 

to take appropriate action.   

� Having a proper set of communication channels helps the management understand how and 

whether their strategies are effectively implemented. 

� The management should ensure introduction of new or upgrading the existing IT system in order 

to ensure: 

- Data interface between different departments 

- Preparation of system generated financial reports.    
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3 Budgeting 

3.1 Introduction 

The Company prepares annual budgets which are presented to the Board of Directors for approval. A 

separate section of the budget includes a breakdown of the budgeted figures on a monthly basis.  

 

Until the end of August 2005 the Company did not have a person responsible for the preparation and 

budget follow up. A finance officer is appointed at this position starting from September 2005. For 

the preparation of the budget the information is obtained from different departments that are required 

to prepare their estimation for the department, including level of spending and revenue generation. 

This information is presented to the finance officer who aggregates the information and prepares the 

Company’s annual budget. The budgeted is presented to the Board of Directors for their review and 

approval.   

On a monthly basis a comparison between the monthly budgeted and actual figures is processed in a 

management report that is also presented to the Board of Directors for their discussion during their 

regular monthly meetings. First of all, the different departments should provide input of the budgeted 

figures to the finance department. Based on our discussion with the management it is supposed that 

this information is formalized and provided to the finance officer responsible for budgeting process.  

A monthly meeting is held by the Board of Directors to discuss the report prepared by the 

management containing the monthly comparison between the budgeted and actual figures.  

Our findings in respect of the financial reporting process are grouped as follows: 

3.2 Formal budgeting process 

3.3 Statistical and historic information 

3.4 Cost accounting system 

3.5 Variance analysis between budgeted and actual balances 

3.6 Budget revisions 
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3.2 Formal budgeting process 

3.2.1 Observations 

The Company prepares annual budgets which are subject of the Board of Director’s approval. The 

annual budget includes forecasts on a monthly level of revenue and expenditure. However, it is our 

understanding that no formal supporting information is provided by different departments of the 

Company during the preparation of the budget for the forthcoming periods. We were not provided 

with information on how the estimation of the budgeted figures regarding the revenue generation and 

level of spending is prepared by each department.  

 

In addition, we were not able to identify which were the persons directly responsible for monitoring 

and review of the budgeting and forecasting process during 2005 within the Company’s structure. In 

August 2005 the Company has introduced a position of a controller within the finance department in 

charge of the budget preparation. Lack of written procedures and manuals on the information flow 

over the budgeting process makes difficult the monitoring and controlling of this process.  

 

3.2.2 Possible consequences 

Preparation of budgets without consideration of the actual and historical trends of activities may 

impair the effectiveness of the budget as a strong management tool for monitoring and periodical 

control over the activities of the Company. 

 

Lack of proper assignment of responsibilities over this process may also cause budgeted and 

forecasted figures that do not reflect the actual business trend and future growth of the Company.  

 

3.2.3 Recommendations 

We recommend the management of the Company to improve the organization of the budgeting and 

forecasting process by considering the following:  

 

� Consider the historical trends over the revenue generation and level of spending from the prior 

years; 

� Historical analysis over accuracy of estimates and reasonability of assumptions used for the 

budget preparation; 

� Consider adjustments for seasonality factors; 

� Preparation of written procedures over the budgeting process; 

� Reconsider the organizational structure/chart of the Company to implement planning and 

budgeting department/office(r) that will ensure proper follow up, coordination, monitoring and 

consistency of the budgeting process.  
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3.3 Statistical and historic information 

3.3.1 Observations 

The information provided by the accounting records is too general and not supported by detailed 

information, divided per lines of business or types of customers. No database is maintained and no 

reports are prepared for the following items in the financial statements: 

 

� Income including: 

Rental income 

Commercial income 

� Capital expenditures 

� Actual investments versus investment plans 

� Expenditures, mainly for repairs and maintenance of capital investments, railway services etc. 

3.3.2 Possible consequences 

Lack of proper historical information and database of the actual figures from the prior years make it 

very difficult to estimate and prepare a budget for the forthcoming periods. 

3.3.3 Recommendation 

The Company should consider the following: 

� Keep track of the financial information on a departmental basis 

� Introduce reconciliations between different departments for activities of each department on a 

monthly basis 

� Require preparation of monthly reports by each department, which will include proper 

consideration and analysis of the existing variances between the budgeted and actual figures    

� Integrate the information provided by each department in one database that will facilitate the 

budgeting process of the Company for the forthcoming periods 
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3.4 Cost accounting system 

3.4.1 Observations 

The Company does not have a specific cost accounting system in place.  

Due to lack of cost accounting system, the Company can not perform an appropriate cost analysis for 

each department. We were informed that the budgeting department does not calculate the cost per unit 

of its services or departments; neither does it perform any cost analysis, as this is never required by 

the managers. 

3.4.2 Possible consequences 

Lack of specific cost accounting system may lead to inappropriate decisions by the Company’s 

management.  

 

In addition, the Company may not be able to perform a detailed review of the historical accuracy of 

its budgetary assumptions. In the absence of an adequate calculation of direct, indirect cost and cost 

drivers the Company may not be able to produce sound forecasts or set realistic objectives.  

 

The management performance may not be measured effectively since the Company is considered as 

single cost/profit center and costs and profits cannot be allocated to various functions and/or 

departments. 

3.4.3 Recommendation 

We recommend the Company to promptly implement cost accounting system. The Company should 

take into consideration the specific needs of the business. It would be of a great value if the system 

implemented has an interface with the Central Accounting System and that it is flexible for creation, 

generation and end- user customization of management information reports. Cost accounting analysis 

is also important for the evaluation of department managers as their performance can be assessed 

based on the performance of the department they are managing.  

Also it should be able to implement modern cost accounting techniques like Service Costing or 

Activity Base Costing or other budgeting techniques that would be more appropriate for the 

management decisions.  

Effective cost analysis will help in motivation process of the managers. Managers may be evaluated 

unfairly for costs which are uncontrollable. For example a rise in raw material prices is outside the 

scope of the management control. On the other hand, other inputs may be controllable, but are not 

controlled due to poor or inattentive management. 
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3.5 Variance analysis between budgeted and actual balances 

3.5.1 Observations 

The Company prepares a monthly comparison between budgeted and actual figures which is 

discussed at the Board of Directors meetings held at least once a month. During our review of these 

reports we noted that significant variances exist between the budgeted and actual figures.  

 

In addition during our review of the minutes of the Board of Directors’ meeting and investigation 

over the follow up of the variances, we did not identify any proper analysis over the variances and 

any action taken by the management to address the variances between the budgeted and actual figures 

and to implement measures for resolving the issue in following months.  

3.5.2 Possible consequences 

Improper variance analysis of the budgeted and actual figures may imply that the management does 

not consider the budgeting and forecasting as an effective internal control tool. Improper oversight by 

the management over the variances may cause overstatement of expenditures and may harm the 

integrity of the Company’s resources. 

3.5.3 Recommendation 

Variance analysis should be considered as a first perquisite toward a proper planning and budgeting 

process. For the preparation of the monthly reports subject to the Board of Directors’ review, the 

Company should consider the following:  

 

� Identify the major variances between the budgeted and actual figures and provide explanation of 

the variances identified 

� Use generally accepted techniques for the analysis of variances. Consider use of budget variance 

ratios, etc.  

� Prepare a detailed list of actions to be undertaken in order to address the differences between 

budgeted and actual figures  

� Introduce periodical budget revisions when determined that the reason behind the significant 

variances relates to unrealistic budgeted figures in the previous periods. 
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3.6 Budget revisions 

3.6.1 Observations 

During our fieldwork we have reviewed the Company’s budget for two consecutive periods, 2005 and 

2006. The comparison of the actual figures in the financial statements with those budgeted for these 

two periods show significant variances. Given the above, it is our understanding that the Company 

does not perform consecutive budget revisions in order to bring projected figures to the more realistic 

scenario. 

3.6.2 Possible consequences 

Lack of a proper formalized evaluation and monitoring process may lead to the following problems: 

 

� Budget is not followed up based on the corporate plan and decision, thus resulting in actual 

performance which is not consistent with the previously approved plans and strategies; 

� Budget is not flexible and adjustable for uncertainties that are out of the Company’s control thus 

resulting in difficulties in implementing the budget and in the operations of the Company; 

� Managers and the respective departments may not be committed to the targets. 

 

3.6.3 Recommendation 

In order to have more realistic projections for the future the Company should consider the following:  

 

� Revise the budget more frequently in order to ensure compatible actual and projected figures 

� Consider different techniques for budget revision like rolling budgets or zero-based budgeting 

techniques 

� Consider different scenarios for the projected figures for the year, when more than one 

assumptions are used for the preparation of the budget  

� Consider preparation of budgets for shorter periods i.e. quarterly or semi-annual budgets 
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4 PPE Management 

4.1 Introduction 

The Fixed Assets that the Company operates can be divided into three groups: 

1. Assets that are purchased before 1999, that are still in use 

2. Assets that are purchased after 1999 from the Kosovo Consolidated Budget (KCB) funds, 

3. Assets that are purchased after 1999 from the Company’s own resources.   

The Company has a special accounting module in the accounting software called “Navision Attain” 

for recording of all assets and calculation of depreciation. During 2005 UNMIK Railways was 

transformed to Kosovo Railways J.S.C. An independent accountant was engaged to certify the 

Kosovo Railways Holding J.S.C net assets. The independent account prepared a list of all assets in 

use by the Company. Currently, the Company has recorded in its accounting records only the third 

group of fixed assets (i.e. the assets purchased after 1999 from the Company’s own resources), that is 

the minor part of the fixed assets in use.  

 

Our findings in respect of the PPE financial reporting process are grouped as follows: 

4.2 Fixed assets register 

4.3 Fixed assets number and identification 

4.4 Location of assets to be stated in the fixed assets register  

4.5 Capitalization of purchases for low value assets 

4.6 Authorization for fixed assets disposals 

4.7 Depreciation rates 

4.8 Authorized people for physical secure of fixed assets 

4.9 Procurement procedures 
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4.2 Fixed assets register 

4.2.1 Observations 

The Company does not currently maintain a comprehensive tangible fixed asset register. The fixed 

assets register in place needs further improvements. We noted that in the current fixed assets register 

there is a lack of details for certain items regarding the person responsible for those assets. This is 

especially important for computer laptops, and other movable assets, which are not properly 

monitored and the name of the person to whom the asset was allocated is not updated on a regular 

basis; such assets move between persons and locations and should be properly monitored. 

 

In addition, we noted that there are three main groups of assets in the fixed asset register. Integrated 

fixed assets register should be prepared in order to integrate all the following group of assets: 

 

Fixed assets register for assets which are purchased by the Company’s internal resources 

The fixed asset register for these assets is not adequately detailed. It lacks information such as 

location, identification number etc.  

 
Fixed assets register for assets which are purchased by Kosovo Consolidate Budget 

The assets that are purchased form the Kosovo Consolidated Budget-KCB are paid from Kosovo 

Trust Agency and all supporting documentation are kept by Kosovo Trust Agency. The Company 

does not possess any supporting documentation related to these fixed assets in 2005 and these assets 

remain still unrecorded in the financial statement of the Company.   

 

Fixed assets register for assets which are purchased before the year 1999 

The Company has purchased these assets before the year 1999. Such assets are still in use but there is 

no fixed assets listing that shows the exact value of these assets. These assets are not recorded in the 

financial statement of the Company.  

 

4.2.1 Possible consequences 

Lack of a comprehensive tangible fixed assets register increases the risk of misappropriation of assets. 

In addition, it makes it more difficult for the Company to appropriately monitor and distribute its 

resources across the different lines of business. 

4.2.2 Recommendation 

We recommend that the Company’s management continues with the efforts to input records of all the 

Company’s tangible fixed assets in a comprehensive computerised register, as soon as possible. The 

register should, at a minimum, include the following information:  
 

� asset number (unique to each individual asset 

and noted on a tag attached to each asset); 

� asset description; 

� asset location; 

� date of acquisition; 

� depreciation rate; 

� purchase or construction cost 

� accumulated depreciation at the beginning of 

the accounting period 

� depreciation charge for the accounting period; 

� accumulated depreciation at the end of the 

accounting period; and 

� net book value at both the beginning and the 

end of the accounting period 
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4.2.3 Recommendation (continued) 

The fixed asset register should be updated regularly, at least monthly, to account for the fixed asset 

additions, changes in location and user, disposals and monthly depreciation charges. Reconciliation 

should be performed regularly between the fixed assets totals in the general ledger and those included 

in the fixed asset register. 

 

In addition, the management should ensure periodic (at least annual) physical verification of tangible 

fixed assets in order to verify the existence and the physical condition of the assets. Any damaged or 

otherwise impaired assets should be written down. Any assets put out-of-use should be written off or 

disposed off. Reconciliation of the fixed assets physical stock-take and both the fixed assets register 

and the accounting records should be performed.  
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4.3 Fixed assets identification number 

4.3.1 Observations 

During our work we noticed the following: 

- Several fixed assets did not have an identification number tag attached; 

- In several cases the identification number as recorded in the fixed asset register was not attached to, 

or did not correspond with, the relevant fixed asset. 

4.3.2 Possible consequences 

In the absence of fixed assets identification number the Company will not be able to link the actual 

assets to the fixed assets register. Such deficiency may result in assets being misplaced, replaced or 

non-existing assets (eg. assets that have been disposed or written off) are still listed in the fixed assets 

register. The risk of misappropriation of assets is increased. In addition, the Company’s financial 

statements/accounting records may not reflect the actual value of the assets in its possession. 

4.3.3 Recommendation 

We recommend the management of the Company the following:  

 

� For management control purposes, all tangible fixed assets should be issued an asset 

identification number that is unique for each asset; 

� A tag with the specific identification number should be attached to each asset.  

� The  specific identification number should be assigned to each assets on the acquisition of an 

asset; 

� When an asset is disposed-off or written–off, the related identification number eliminated and the 

fixed assets register should be appropriately amended. 
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4.4      Locations of assets to be stated in the fixed assets register 

4.4.1 Observations 

A number of assets recorded in the fixed asset register do not have a reference to their location.  

 

4.4.2 Possible consequences 

The lack of reference to the asset’s location means that there is no direct reference between the 

physical asset and the fixed assets register, thereby weakening management’s control over these 

assets. Consequently, assets may be misplaced or misappropriated and management may not be able 

to take measures on time for the recovery of the asset. 

4.4.3 Recommendation 

We recommend the management of the Company the following: 

 

� The fixed asset register should record each asset’s location thereby enabling the tracking and 

identification of the relevant asset.  

� Regular asset “stock takes” should be completed to confirm the existence of recorded assets. 
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4.5 Capitalization of low cost assets  

4.5.1 Observations 

Assets purchased for a cost of less than EUR 1,000 are currently being capitalized and depreciated.  

These assets can be expensed in the year they are purchased rather than capitalized and depreciated. 

Due to their materiality this treatment is allowed for both tax and accounting purposes. 

 

The Company’s management did not provide us with the list of expenses for the amounts exceeding 

EUR 1,000 which are paid from the funds of the Kosovo Consolidate Budget through Kosovo Trust 

Agency. The Company has no supporting documentation and other information regarding these 

expenses, including whether they have been capitalized or not. Furthermore these expenses are not 

included in the financial statements of the Company. The Financial Director has prepared an internal 

policy for the capitalization of the expenses which is expected to be approved by the Board of 

Director and by the Managing Director. Based on this rule the amounts up to EUR 1,000 will be 

charged to P&L account and those exceeding the amount of EUR 1,000 will be capitalized. This limit 

for capitalization is the same as per Tax Authority of Kosovo. 

 

4.5.2 Possible consequences 

The current practice makes it more difficult to maintain an accurate fixed asset register. 

Consequently, effort to maintain appropriate records of fixed assets is distributed equally to assets 

with a high value and those with a negligible value. 

 

In addition, lack of information for capitalization of fixed assets purchased through the funds of 

Kosovo State Budget may cause significant misstatements in the financial statements. 

 

4.5.3 Recommendation 

We recommend the management of the Company the following: 

 

� Consider expensing all assets with a value of EUR 1,000 or less and taking them out of the fixed 

assets register; 

� If management wishes to capitalize such assets, identify them separately in a fixed asset list 

which includes less detailed information and has simpler controls. 

� The Company should try to agree/ reconcile with the Kosovo Trust Agency for the fixed assets 

purchased by them including their exact value, number and location. 
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4.6 Authorization for fixed asset disposals 

4.6.1 Observations 

Currently there is no formal authorization process for disposal of fixed assets. 

4.6.2 Possible consequences 

The above may result in assets being disposed-off before their due time or not being disposed at all 

although they have been put out of use. Bothe cases result in lost value for the Company. 

In addition, without appropriate disposal controls, assets may be misappropriated. 

Finally, the above may also result in misstated accounting records/ financial statements as assets may 

still be carried in the accounting, although they have already been disposed-off. 

4.6.3 Recommendation 

 We recommend the management to establish formal disposal process, which includes standard forms 

such as: 

- request form for disposal of the asset, prepared by the head department responsible for the asset, 

including the reasons for its disposal; 

- authorization / approval form for disposal of the asset by the appropriate authority (disposal of high 

value assets should be approved by higher authority). This form should approve the method by which 
the asset is to be disposed-off; 

- report on the disposal process should be prepared in order to document how the asset has been 

disposed-off. This form should include all the relevant information about the disposal (eg. if the asset 

disposed by public auction, include information regarding selection of the best offer). 

Appropriate and timely accounting entries should follow each step of the disposal process. Fixed 

assets register should also be updated accordingly as discussed previously in this section. Person 

responsible for the maintenance of the fixed assets register should keep a register of all disposal 

reports. 
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4.7 Depreciation rates 

4.7.1 Observations 

Depreciation rates used for management purposes do not necessarily reflect an appropriate charge 

based on the useful life of an asset. This is mainly due to the fact that the fixed assets register is not 

complete and accurate and detailed information to be used for the estimation of useful life is missing 

for a certain number of assets.  

4.7.2 Possible consequences 

Assets carrying value may be overstated or understated. In addition, the charges to the Income 

Statement will be equally overstated or understated. 

4.7.3 Recommendation 

We recommend the management to review regularly (eg. annually) the depreciation rates used for 

management purposes and adjustments to be made where considered appropriate.  Gains and losses 

on recent disposals could be used as a gauge of the current rates. 
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4.8 Authorized people for physical secure of fixed assets 

4.8.1 Observations 

During our work we noted that the Company has not assigned a responsible person for the physical 

security and maintenance of the Company’s fixed assets. 

In addition, we understand that the fixed assets of the Company are not insured with any insurance 

company. We understand that the Company is in the process of obtaining insurance for the fixed 

assets, however this process is still not completed.  

4.8.2 Possible consequences 

The above may lead to assets being misappropriated. In addition, risk of physical obsolescence is 

increased as the above is combined with lack of periodical physical review of the assets. 

 

In addition, lack of insurance over the assets may lead to significant losses in cases certain items of 

property, plant and equipment are damaged or destroyed. Damages to property, plant and equipment 

may occur from forces that are out of the Company’s control or from the Company’s own negligence. 

Given that property, plant and equipment are e crucial factor in the operations of the Company, 

significant unexpected loss of items of property, plant and equipment may impair the future 

operations of the Company.  

4.8.3 Recommendation 

We recommend to the management of the Company to take necessary steps for implement a position 

and assign a responsible personnel with the duties and responsibilities to maintain and physically 

secure the fixed assets. 

In addition, we recommend the Company to establish a careful insurance policy for its property, plant 

and equipment. In particular such policy should evaluate the priority of the risks to be insured and 

how insurance coverage is to be obtained to ensure that risk is appropriately covered. Such policy 

should be implemented for the present assets of the Company, as well as for the assets that will be 

acquired in the future. 



ABCD Office of the Auditor General 

 Report on 

Kosovo Railways J.S.C. 

 15 June 2006 

 

 24 

4.9 Procurement procedures 

4.9.1 Observations 

We have required from the Procurement Manager the list of all purchases performed during 2005 as 

per procurement procedures. The following was noted during our review of the procurement 

procedures followed by the Company: 

 

� In some cases the procurement procedure took more than one month and by the end of this period 

no funds were available to realize the purchase. Therefore some of the assets for which 

procurement procedures were performed were not finally purchased. Some of these instances are 

the following items: supply and installation of axle counters (Kosovo State Budget funds), wagon 

conversion (Kosovo Railways funds), supply with uniforms for UR workers (Kosovo Railways 

funds), supply with ballast (Kosovo Railways funds). 

� When goods are purchased, they are sent to the warehouse, and the warehouseman makes the 

receipt report and then sends it to the Procurement Manager along with the invoice received from 

the supplier. Procurement Manager checks the report received along with the invoice and contract 

from the supplier. However, for services and construction work there is no such report. In these 

cases the Project Manager or the Department Director sign the invoice received from the supplier. 

The Company does not have a standard form of the report for evaluation of the goods purchased 

or the services performed where it can be confirmed that the service provided or goods purchased 

are in accordance with the exact nature and quality of the goods and services as initially procured. 

In addition to the list of all procurements made during 2005, based on a discussion with the 

Procurement Management we understood that the list provided was not complete due to some 

purchases that were not made through procurement department, but were approved directly by the 

Managing Director of the Company. In these cases the Kosovo law on procurement was not applied. 

The purchases that were done directly, with approval of the General Manager, were paid from the 

Company’s own funds. 

 

4.9.2 Possible consequences 

Absence of internal policies and procedures for monitoring of the procurement process may result in 

non-compliance with the regulations in place. More specifically: 

� Delays in the procurement process may cause deterioration of the Company’s assets and increase 

in their impairment value 

� Lack of proper goods/service acceptance or delivery notes may cause intentional or unintentional 

misappropriation of the Company’s assets. 

� Override of controls by management may also cause misappropriation of the Company’s assets. 

 

4.9.3 Recommendations 

The management should consider establishing adequate monitoring structures and procedures over 

procurement process to ensure compliance with written procurement procedures in place. These 

monitoring procedures should be properly designed and organized in written policies to be 

communicated to personnel implementing them. Monitoring structures should encompass 

Procurement Department management functions and controlling structures as well, like the internal 

audit department.  
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4.9.3 Recommendations (continued) 

Adequate procedures should be part of the annual plan and audit programs undertaken by the internal 

audit department. Deficiencies noted and recommendations for their resolving should be reported to 

the management and to the Procurement Department on a timely basis. All the above would help 

ensure strengthening of controls over procurement process and prevention of risks related to current 

weak control environment. 

The Company should ensure that the purchase of fixed assets is exclusively a responsibility of the 

procurement department. 
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5 Sales Management 

5.1 Introduction 

The Commercial division is responsible for sales management.  Each division is organized in separate 

departments. Personnel department under the Commercial Division is involved in the following 

activities: 

• Marketing: presentation of service, interaction with client, contract stipulation; 

• Transportation: organisation of trains, loco drivers trains and train crew schedule; 

• Rolling stock: Loco and Wagon maintenance; 

• Terminal: charging entry fee for loading/unloading of goods.  

The budget of the Commercial Division is approved by the Board of Directors and revised when there 

are new and unexpected clients’ requests. During 2005 no comparison has been made of budget of the 

Division versus actual results. This process has begun to be implemented in 2006.  

Each Department reports on a weekly basis to the Head of Commercial Division on respective weekly 

activities. The Marketing Department does not maintain any written manual and procedures on 

objectives, strategies, market analysis, approach to market or discounts applied to clients. The 

preparation of fees and charges, contracts and interaction with clients is done by the Marketing 

Department. Fees are approved by the Commercial Division Director, Head of Marketing Department 

and the General Interim Director. 

Recording of the revenues from goods transported, military transport, passenger tickets and rental of 

real estate are accounted for in the Accounting Department.  

No manuals exist regarding the Company’s sales management and the related procedures.  

Invoices are prepared and approved by the Manager of the Accounting Department and signed by the 

personnel responsible for the transportation services from the Commercial division. Subsequently, the 

Marketing Department sends the invoices to the clients. 

Our findings in respect of the financial reporting process are grouped as follows: 

5.2 Written policies and procedures regarding sales management 

5.3 Contracts with customers or with international delivery companies 

5.4 Billing process 

5.5 Reconciliation of transactions by finance manager  

5.6 Cash management 

5.7 Monitoring and valuation of trade receivables 
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5.2      Written policies and procedures regarding sales management 

5.2.1 Observations 

The Commercial Division of the Company bears the duties and responsibilities of sales management 

as the core business process of Kosovo Railways. Duties and responsibilities are segregated to 

departments which operate and report to the Commercial Division. During our work we noted that the 

Company does not have written policies and procedures regarding sales management.  

More specifically, the following are not part of a written policy: 

� A marketing strategic plan, a set of advertising objectives, market research analysis and 

strategies, etc. 

� Price structure and application; 

� Approved procedures for the stipulation of customer contracts arranged by the Marketing 

Department. 

� Policies for granting discounts to customers. Approvals of discounts do follow a hierarchy of 

approval but this is not formalized into a written manual.  

� Recording of revenues as well as the reconciliation process between the Commercial Department 

and the Finance Department is not defined in a written procedure to be followed by the 

responsible personnel. 

� An approved policy to ensure consistency of revenues collection. Revenues may be paid in cash, 

or by bank.  

� The credit control procedures in relation to the monitoring and collection of overdue balances.  

5.2.2 Possible consequences 

The absence of formal written policies and procedures on sales management may result in poor 

internal control system, high degree of operational risk, inability to protect the Company’s assets and 

risk for fraudulent activities.  

5.2.3 Recommendation 

The design of a manual of procedures regarding sales management, as the core business process of 

the Company, will aid the establishment of adequate internal control system of sales management and 

will contribute to the protection of assets and prevention of possible fraudulent activities within the 

Company. We recommend the management to develop and design a complete manual of procedures 

covering the entire sales management process. The manual should clearly define the duties and 

responsibilities of all the Company’s personnel responsible for sales and should be properly 

communicated and adhered to by the latter.  

This will contribute to put in place adequate segregation of duties for the sales management process 

and proper understanding of responsibilities from the personnel responsible for sales management. 
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5.2.3 Recommendation (continued) 

We recommend the following: 

 

� Each department of the Commercial Division should be provided with a description of their 

duties and responsibilities and the clear framework of activities to be undertaken by the separate 

departments and by the Commercial Division as a whole, in order to obtain a good understanding 

of their contribution to the sales management process. The Marketing Department should put in 

place a marketing strategic plan, a set of advertising objectives, market research analysis and 

strategies in order to ensure maintenance and improvement of market share, improvement of sales 

and profitability.  

� Revenues budgeting and timely follow-up of the budget should also be included in the manual of 

procedures as a separate sub-process. 

� The establishment and application of fees should be defined in written procedures as part of the 

entire sales management process, indicating clearly pricing analysis, determination and adequate 

approval of fees and charges. These procedures should include the process of stipulation of 

contracts as well, describing the source of information, preparation and authorization by the 

responsible personnel. 

� Approvals of discounts should be formalized into written procedures. 

� The calculation of revenues and the billing process should also be prescribed in the manual.  

� Recording of revenues as well as the communications between the Commercial Department and 

the Finance Department is an important stage of the entire process and should be defined in the 

written procedures manual.  

� An approved policy for the collection of receivables should be put in place and applied by the 

Company to ensure adequate controls over receivables collection. Payments through the banking 

system are recommended, in order to ensure prevention of misappropriation of cash receipts and 

improved control over cash management. Moreover, the Terminal should not operate as a cash 

collection point under the current weak control environment within the Company.  

� The credit control procedures in relation to the monitoring and collection of overdue balances 

should be part of the manual covering the sales management process. 

� The manual should also foresee timely monitoring of proper application of the above through 

establishment of reporting and control channels.  
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5.3 Contracts with customers or with international delivery companies 

5.3.1 Observations 

During our work we noted the following: 

 

� The levels of approval of contracts are not properly defined by the management of the Company. 

We noted cases when the Head of Commercial Division has not signed the contract together with 

the Head of Marketing Department as per internal rules. Approval limits are predetermined in 

EUR, while the contracts specify other measurement terms like volume, weight or distances. 

However, our understanding is that this process is not clearly defined and applied by the 

Commercial Department and there is a risk that the approval of contracts with clients is not 

adequate, even in cases of existing clients (already had performed business with the Company).  

 

� According to job descriptions, the agents working in the Marketing Department have the right to 

sign contracts with clients up to the amount of EUR 50,000 without further authorization. 

However, according to the Head of Marketing, starting from 2003, he has been signing all 

contracts up to that amount. The job descriptions of the agents are not properly and timely 

updated in order to reflect the current changes of the procedures. 

5.3.2 Possible consequences 

Inappropriate definition of approval levels may result in weak control environment over contract 

stipulation and override of controls by the Commercial Division. The application of the correct fees 

and charges and other terms and conditions of the contracts as per internal policies of the Company 

may not be ensured. Consequently, the risk of loosing value through contracts that are not properly 

prepared is increased. 

 

5.3.3 Recommendation 

We recommend the Company’s management to define authorization levels for customer contracts that 

will be assigned to the Commercial Division. In addition, we recommend establishment of customers’ 

database including details of the client and historical data of previous client’s performance regarding 

the Company that would serve as a basis where to rely for the determination of the contract price and 

the appropriate level of authorization. Additionally, the authorisation levels should be approved by 

the management and communicated to the respective departments. The management should establish 

control system in order to monitor closely that the authorization levels are not being overridden. 

The management should ensure that the approved fees are being applied and that each agreement 

includes the approved price list.  

Agents should be provided with updated job descriptions and monitored by the Commercial Division 

for adequate understanding and fulfillment of their duties and responsibilities. 
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5.4 Billing process 

5.4.1 Observations 

During our work we noted the following deficiencies in the billing process: 

� Calculation of invoice amount is done by the responsible clerk based on the supporting 

documents accompanying the goods transported, documented in a revenues report and submitted 

to the accountant responsible for the invoice processing. We noted that in several cases this report 

was not reviewed and approved by the Head of Train Planning Sector, as prescribed per the 

internal policy. 

 

� The process of delivering invoices to customers by the Marketing Department is not well defined 

documented. In addition, we understand that several invoices have been delivered directly to the 

customers by the accountant preparing the bills. This was the case when the customer was present 

at the Company’s premises. Also, we noted cases when invoices have been delivered to 

customers by the agents or by mail. The accountant maintains a book of invoices delivered. This 

book is signed by the customer or the agent in cases when they receive the invoices on hand. 

However, no reconciliation procedure is performed to ensure completeness of invoices generated 

and delivered to customers or agents.  

 

Moreover, there is no procedure to ensure that the customers received the invoice. Agents do not 

maintain evidence, such as the signature of the customer, as they deliver the invoice. Therefore, 

there is no assurance whether all the invoices generated are delivered to the customers. 

 

� During our work we noted that the Company did not maintain a copy of the rent invoices sent to 

customers. The rationale behind that is that as there are significant number of invoices to be 

raised during the year, sometimes rent contracts are considered as sufficient documentation to 

replace the invoice. In addition, we could not verify whether the approval levels regarding rent 

revenues were effective during the period. We noted that in several cases the customers present at 

the cash desk for payment with no original invoice, and the invoice is printed from the system by 

the accountant to identify the customer, the rent period and the related details, in order for the 

cash receipt to be recorded by the cashier.  

5.4.2 Possible consequences 

The revenues report contains the data for the generation of invoices and recording of revenues. The 

lack of adequate review and authorization of this calculation may result in weak controls over the 

appropriate application of the price list and even override of controls by the person performing the 

calculation. The lack of “four eyes principle” may also cause unintentional errors due to manual 

nature of calculations, resulting in misstatement of revenues. 

Non adequate process of invoices delivery results in lack of controls over the completeness of 

invoices delivered to customers. The risk of fraud is also increased due to the above lack of controls 

(e.g. in case of the receipt of an invoice for delivery by the agent, lack of evidence in the book of 

delivery, cash payment by the customer directly to the agent, not reported cash receipt to the cashier 

of the Company).   

 

Additionally, the lack of documentation of rent receivables increases the risk of misstatement of rent 

revenues and the related receipts. 
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5.4.3 Recommendation 

We recommend the management to segregate the duties and authorization levels in the process of 

calculation of revenues, as per the internal policy. The Head of Train Planning Sector should ensure 

that his review and authorization is appropriately documented in order to provide the accounting with 

reliable data on revenues to be invoiced and recorded. Calculations should be in accordance with the 

approved price list and with the supporting documentation accompanying the goods in transport. 

With regard to the delivery of invoices, we recommend the management to put in place adequate 

delivery channels and prevent fraudulent actions, misappropriation of assets and weak controls. 

Consistency in the delivery process would make possible strengthening of controls over this process 

and ease the reconciliation of invoices raised to those delivered. Agents should not be included in this 

process and none of the Accounting or Commercial Division as well. 

The Company should also ensure complete receipt of invoices by the customers and evidence this 

control procedure. 

 

Revenues from rental activity should be properly supported with the necessary set of documentation, 

including a copy of the invoice delivered to customers, besides the rent agreements. This eases the 

proper reconciliation of rental revenues as per agreements to those invoiced and received, and also the 

completeness and timeliness of billed revenues. 
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5.5 Reconciliation of transactions by finance manager 

5.5.1 Observations 

During our work we noted that the cashier submits to the Finance Manager the daily cash 

reconciliation report (i.e. opening balance, movements during the day and closing cash balance) 

attached with the supporting documentation. In all cases reviewed by us we noted that the daily cash 

report was not signed by the Finance Manager and no other evidence of his review was documented. 

5.5.2 Possible consequences 

The lack of documented control over the daily transactions may lead to misstatement of cash 

balances, revenues and customers’ receivables.  

5.5.3 Recommendation 

We recommend the review/control of the Finance Manager of the daily cash transactions to be 

documented. Movements of cash during the day should be reconciled to the supporting 

documentation, the cash book and the entries done in the cash system by the cashier. The daily cash 

report should be signed by the Finance Manager as an evidence of the above control procedure and 

transactions posted in the system upon obtaining assurance of the completeness, existence and 

accuracy of these transactions. 
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5.6 Cash management 

5.6.1 Observations 

During our work we noted the following: 

Physical cash count 

The physical cash count was performed by the cashier and the special commission only at the year 

end. No documentation of the physical cash count existed during the year. 

Additionally, from the review of the physical cash count report as at 30 December 2005 we noted that 

the cash did not reconcile to the cash balance as per accounting records, due to advances given and 

not recorded in the accounting. These advances related to advances to employees, payment orders 

issued by the Finance Department for which no invoice has been yet received. We reviewed the 

advances outstanding as at 25 May 2006 and we noted that there are advances outstanding since the 

first half of year 2005. 

Cash on hand limit 

The Company does not have an internal regulation on the daily limit of the cash box. Based on 

enquiries we understood that the cash on hand limit should not exceed EUR 3,000. During our work 

we noted that the cash limit has exceeded the limit in all cases selected by us for review. During the 

physical cash count held on 25 May 2006 the cash balance in the cash box was EUR 6,555 and 

amount in Serbian Dinars equivalent to approximately EUR 2,000. The physical cash did not 

reconcile to the cash book for an amount of EUR 8,377, which related to advances to employees.  

Reconciliation between the cashier and the conductors on tickets received, sold and cash collected 

During our work we noted that the cashier maintains an excel spreadsheets of the number of tickets, 

serial numbers, value either in EUR or in Serbian Dinars for each conductor, as well as a ticket 

register where the conductors sign in case they collect or submit tickets to the cashier. A voucher is 

prepared by the cashier indicating the amount and number of tickets and this is signed by the cashier 

and the conductor. At the end of the year, the register signed by the conductor is attached to the excel 

format prepared by the cashier but it is not signed by the cashier and the conductor. 

5.6.2 Possible consequences 

The above deficiencies may lead to misappropriation of cash on hand and misstatement of cash 

balances.  

  

Inappropriate reconciliation between the cashier and the conductors may lead to misstatement of cash 

receipts and, thus revenues from this type of service and misappropriation of cash. 
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5.6.3 Recommendation 

The management should consider the following: 

 

� Establish internal policies and procedures concerning cash management, especially addressing 

cash on hand limits, cash count process and cash reconciliation procedures. The management 

should also put in place adequate structures for ensuring appropriate application of the above. 

� Currently, the Company operates significantly through cash on hand and therefore should 

consider diminishing the cash transactions in the future in order to prevent possible 

misappropriations. Until this is achieved the physical count should be performed on a daily basis 

by the cashier and the necessary commission and reconciled to the cash book and general ledger. 

The whole process should be properly documented. 

� The management should ensure that the physical cash agrees at any time to the cash as per cash 

book and general ledger, by properly accounting for the advances given or received. The 

Company should ensure timely settlement and provision of documentation for these suspense 

balances. 

� The cashier and each conductor should reconcile regularly the tickets received, sold and cash 

collected accordingly. This procedure should be formally documented, signed by both parts and 

reported to the accounting on a timely basis. This would also be a control over completeness of 

revenues from this type of service and as a corroborative source for recording of revenues by the 

accounting department. 
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5.7 Monitoring and valuation of trade receivables 

5.7.1 Observations 

During our work we noted the following: 

• The Company does not have internal policies regarding credit control procedures in relation to the 

monitoring and collection of overdue balances. No ageing list of debtors is maintained, based on 

which to perform a timely analysis of debtors and to perform the estimation of impaired 

receivables. The Finance Department reports on a monthly basis to the top management on the 

outstanding balance of receivable from each customer, but no details on the ageing per each 

customer are reported. In 2005 no estimation of impairment allowance on bad debts is performed, 

nor is an impairment loss on customers’ receivables recorded. The financial position and 

creditworthiness of customers is not properly monitored by the management of the Company, nor 

are adequate measures taken to ensure the timely collection of receivables. 

• There is no evidence of reconciliation with the biggest customers on their balances due to the 

Company.  

The customers in delay are followed by the Marketing Department, but there is no evidence regarding 

any communication with the customers. Our understanding is that there are no procedures for the 

follow up of receivables collection. 

5.7.2 Possible consequences 

The lack of credit control procedures increases the likelihood that receivables’ balances will prove 

uncollectible and the Company may incur significant financial losses. Moreover, slow collection of 

receivables contributes to cash flow difficulties and influences the level of working capital. 

 

5.7.3 Recommendation 

The management should implement credit risk procedures for monitoring and valuation of trade 

receivables. We recommend formalized credit control procedures to be implemented with a view to 

minimizing the outstanding receivable balances.  

Monitoring the financial position and creditworthiness of customers helps to ensure the collectability 

of accounts receivable by providing sound basis for controlling customer credit. Because customers’ 

financial condition and business needs change over time, ongoing monitoring of customers can 

provide early warning of potential collection problems and minimize any possible losses. Monitoring 

procedures often include the following: 

- analysis of payment history; 

- analysis of financial statements or other financial data; 

- comparison to industry statistics. 

If such monitoring indicates deterioration in the customer’s financial condition and/or ability to pay, 

management may take a variety of actions according to the managements’ knowledge and 

understanding of the customer’s business and industry, and managements’ past experience with the 

customer. 

We recommend that the Company implement an ageing analysis of receivables and uses this as one of 

a number of tools to monitor customers’ ability to pay and estimate the impairment for uncollectible 

balances. The aging analysis and the collection of receivables should be included in the monthly 

management reports so that the status of receivable balances is closely monitored and appropriate 

measures are determined to limit further exposure and collection schemes agreed in order to reduce 

the amounts outstanding. 
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5.7.3 Recommendation (continued) 

On a timely basis, there should be a reconciliation of biggest customers on their outstanding balances. 

Besides being an effective control procedure for ensuring the accuracy of the outstanding trade 

receivables, this procedure serves also as a means of payment or reminder notification. 

Finally, the Company should create a systematic approach to monitor and communicate with the 

customers. Such an approach is an essential management tool for monitoring the success of collecting 

receivables and providing the basis from which to systematically provide for bad and doubtful debts. 
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6 Liability Management 

6.1 Introduction 

The Company’s payables management is performed by the payables officer within the Finance 

Department. This department is responsible to verify the accuracy of the documentation received 

from other departments/divisions (i.e. procurement), record, follow up and report the balances and the 

status of the borrowings and other payables of the Company. 

Main categories of liabilities managed by this officer consist of the grants received by different 

donors for the purchase of fixed assets, regular suppliers and estimation of accruals at the balance 

sheet date. 

Our findings with regard to the liability management process are grouped as follows: 

6.2 Grant recognition 

6.3 Presentation of liabilities in the financial statements 
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6.2 Grant recognition 

6.2.1 Observations 

The Company continuously receives grants from the Kosovo State Budget or other donors. The 

donations are either in cash or in kind, predominantly for capital investments. In accordance with 

IFRS the grants received should be recognized in the balance sheet and depreciated during the useful 

life of the granted fixed assets. The following are some instances observed by us in the course of our 

work:  

� We observed that the grant amounts stated in the balance sheet have not been reduced in 

accordance with the depreciation of the items of the granted fixed assets.  

 

� A portion of a grant that has remained unused by the Company has been recorded as revenue in 

2005, notwithstanding the fact that there was no confirmation received by the donor for this 

accounting treatment. The CFO told us that the grant should be reclassified as a balance sheet 

item.   

 

� Several transactions regarding grants received from the shareholder (Kosovo Trust Agency) for 

acquisition of fixed assets of the Company have not been recorded in the financial statements. 

There is no sufficient evidence whether these transactions should be treated as liabilities of the 

Company or as a grant, as it obtains the benefits from the use of the fixed assets. Neither the fixed 

assets, nor the liabilities/grants have been accounted for in the Company’s books.  

 

6.2.2 Possible consequences 

Lack of proper accounting treatment related to grants and donations may cause the financial 

statements being significantly misstated. In addition, the risk of embezzlement of funds or of assets 

donated may result if donations are not accurately reported and accrued/deferred in the financial 

statements. 

 

6.2.3 Recommendation 

We recommend the Company the following: 

 

� The financial department should be provided with detailed updated lists of all grants and the 

related fixed assets purchased in order to calculate the depreciation for the fixed assets and to 

defer the grant income.  

� The treatment of unused grant balances should be precisely agreed with the donor. 

� The Company should have clear view on the grants received and items purchased through the use 

of these grants. Accurate preparation of a fixed assets register should help the Company during 

this process. 
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6.3 Presentation of liabilities in the financial statements 

6.3.1 Observations 

During the review of the financial statements of the Company we noted the following instances of 

miss presentation of items in the balance sheet:  

 

� The Company has obtained an interest-free loan from the Ministry of Finance and Economy 

(MFE) in accordance with an agreement signed in 2000. No repayments have been made since 

the loan has been disbursed. The financial director informed us that they are trying to contact the 

Ministry of Transports in order to obtain information and agree on the settlement of this account. 

Currently, the balance is reported as non-current liability. However, it may be requested for 

repayment at any time. Thus the current classification of the liability as non-current may not be 

considered as appropriate. 

 

� We noted certain deficiencies in the presentation of the balance regarding the staff liabilities. 

Namely the balance is presented with negative value due to some wrong processing in the 

accounting records. The balance requires post closing adjustments to reflect the proper outcome 

of the transactions.   

 

6.3.2 Possible consequences 

Miss presentation of items in the financial statements may mislead the user of these financial 

statements and may not present correctly the financial position of the Company at the balance sheet 

date.  

 

6.3.3 Recommendation 

 

For the liabilities toward the Ministry of Transport the Company should strictly consider the signed 

agreement. Otherwise the liability should be recorded as short term liability, given that the amount 

may be callable at any time by the borrower.   

 

Before the financial statements are closed the Company should identify all the transaction related to 

the staff liabilities and correctly present the figures in the financial statements.  
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7 Entity Level Controls 

7.1 Introduction 

Internal control system includes all the policies and procedures adopted by the management of an 

entity to assist in achieving management’s objectives, ensuring, as far as practicable, the orderly and 

efficient conduct of its business, including adherence to management policies, the safeguarding of 

assets, the prevention and detection of fraud and error, the accuracy and completeness of the 

accounting records, and the timely preparation of reliable information. During our work we noticed a 

lack of proper internal control system and segregation of duties. As a result, the financial statements 

are based on accounting records that reflect numerous internal controls and accounting deficiencies. 

Our findings in respect of the control environment are as follows: 

7.2 Internal control system 

7.3 Internal audit function 

7.4 Management turnover 

7.5 Corporate governance 

7.6 Consideration of risk of fraud 
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7.2 Internal control system 

7.2.1 Observations 

The Company does not have specific written policies and procedures to serve as guidelines for the 

performance of various operations. As such, staff in general operates based on job descriptions.  

 

Employees are not evaluated toward predefined financial and performance goals. No goal setting 

document is prepared at the beginning of the accounting period by the employees. At the end of the 

year, the employees are not formally evaluated. At present, the Company has plans for terminating 

redundant work force, which includes laying-off a considerable number of employees year by year, 

resulting from the objectives for work automation.  

 

The Company does not rely on IT/IS system for the technical processes. All routine procedures 

performed within a department or within a division, are prepared manually or in simple spreadsheets, 

and there is no interface between different departments/divisions. 

 

The Company does not have an Internal Audit Department to monitor the internal controls system and 

to identify risks related to entity’s risks and procedures. In 2006 the Company has appointed an Audit 

Committee. The Company does not have any procedures related to monitoring of internal activities 

and identify fraudulent behaviors.  

7.2.2 Possible consequences 

Lack of proper internal control system, including preparation of written procedures and segregation of 

duties may result in high degree of operational risk, inability to protect the Company’s assets and risk 

for fraudulent activities. 

7.2.3 Recommendation 

The establishment of a functional internal controls system defined organizational structure and clear 

segregation of duties will contribute to the efficiency, protection of the assets and prevent possible 

fraudulent activities within the entity. We recommend to the management to develop and design an 

adequate system of internal control. Firstly, the entity should formally document all the necessary 

policies and procedures for each area of responsibility in order to limit the exposure to operational 

risk.  

 

Management should ensure that each employee has a good understanding of the work and areas of 

responsibility. This also will contribute to set up proper segregation of duties for all business cycles, 

especially for treasury and cash management, fixed assets, revenue, payables and finance cycle. 

Detailed recommendations can be the following: 

 

� Reporting instructions and timetables have to be developed for the Company as a whole. Person 

responsible for the financial reporting should be assigned within the finance department. 

� Monitoring must be developed to ensure regular, accurate and permanent accounting and 

financial reporting. The position of the finance manager/controller should be segregated from that 

of the officer responsible for financial reporting. 

� Accounting and reporting policies and procedures must be unified and standardized. This will 

require detailed written procedures. 

� Financial analysis should be improved in order to provide accurate actual and budgeted figures 

for the forthcoming periods. 

� Personnel should be adequately trained and reorganized in order to implement the above 

recommendations. 
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7.3 Internal audit function 

7.3.1 Observations 

The Company des not have an Internal Audit Department (“IAD”) at present.    

7.3.2 Possible consequences 

The lack of an IAD may lead to ineffective and inefficient control of the business risks that the 

Company faces.  

7.3.3 Recommendation 

We recommend establishment and development of an IAD.  The IAD should report directly to the 

Audit Committee, recently implemented within the Company. 

 

The organizational structure and the number of the auditors should be appropriate in order to 

accomplish the audit responsibilities. An audit strategy and annual audit program should be 

developed with the assistance of the respective function of the Company’s parent.  For each 

engagement, a separate plan should be developed, including the scope, objectives, timing and 

resource allocations. 

The minimum areas of responsibility of the IAD should be: 

� assist the organization by identifying and evaluating significant exposures to risk and contributing 

to the improvement of risk management and control systems; 

� monitor and evaluate the effectiveness of the organization’s risk management system;  

� evaluate risk exposures relating to the organization’s governance, operations, and information 

systems regarding the 

-   reliability and integrity of financial and operational information  

-   effectiveness and efficiency of operations 

-   safeguarding of assets 

-   compliance with laws, regulations, and contracts 

� ascertain the extent to which operating and program goals and objectives have been established 

and conform to those of the organization; 

� review operations and programs to ascertain the extent to which results are consistent with 

established goals and objectives to determine whether operations and programs are being 

implemented or performed as intended; 

� assess and make appropriate recommendations for improving the governance process in its 

accomplishment of the following objectives: 

-   promoting appropriate ethics and values within the organization  

-   ensuring effective organizational performance management and accountability 

-   effectively communicating risk and control information to appropriate areas of the  

organization  

-   effectively coordinating the activities of and communicating information among the Board of 

Directors and key management, external auditors, and the internal auditors. 
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.   

7.4 Management turnover  

7.4.1 Observations 

As per discussion with the management, the position of the finance manager was vacant since the end 

of 2005. The new finance manager has been appointed in March 2006. Furthermore, currently the 

Company does not have a General Manager (GM) although we understood that he is already 

appointed and commenced its duty in June 2006. The contract of former GM of the Company expired 

by the end of 2005 and has not been renewed. We noted other instances of management positions 

with a high turnover ratio. 

 

7.4.2 Possible consequences 

High turnover of the management personnel, may affect the business continuity. 

 

This situation additionally deteriorates the internal control system of the Company, given the current 

poor internal controls system and the non-existence/not updated written procedures and manuals. 

7.4.3 Recommendation 

The Company should compose management contracts that will strictly stipulate the rights and the 

obligations of the management on duty. Before hiring/promoting a person to a management position, 

the person’s relevant performance background should be considered. The contract should include the 

expected duties and responsibilities (eg. implementing/establishing written procedures over the work 

flow and assignment or responsibilities within the department, attainment of the Company’s 

objectives, detailed performance objectives and targets to be achieved, etc.) and the time frame for its 

achievement.   

 

In addition, relevant training programs for the management staff should be regularly performed in 

order to ensure that the management is always up-to-date with the latest 

business/industry/regional/management tools trends.      
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7.5 Corporate governance 

7.5.1 Observations 

Officially the Company is controlled by KTA (Kosovo Trust Agency), which was established in 2002 

to administer all publicly owned entities in Kosovo. The Company has recently enacted a Statute to 

regulate the organizational structure; mandate the roles and responsibilities of governance bodies and 

management.  

 

In accordance with the new Statute, the Company should establish the following governance bodies:  

�  Supervisory Board  

This body consists of 5 members and has the following duties: Oversight of the operations of the 

Company and act as a liaison with PISG (Provisional institutions of Self-Government of 

Kosovo). At the request of the Supervisory Board the Board of Directors shall investigate and 

report the Company’s operations. 

� Audit, finance and insurance committee 

Main duties of this committee are to advise the CFO as to the system of internal controls and 

other matters the committee may deem appropriate; review the scope and plan the audit; review 

the current financial performance and the planned financial performance; review the requests for 

new specific long term financing and make recommendations to the Board for appropriate 

actions.   

� Corporate governance and compliance committee 

The committee shall prepare a code of ethics and a legal compliance program for the Company as 

well as make recommendations with respect to corporate governance matters; review 

continuously the compliance with laws and regulations. 

� Human resources and compensation committee 

It will oversee and make recommendations to the Board of Directors regarding hiring procedures, 

the compensation of the members of the Board of Directors and the committees, the structure of 

bonuses or other incentives. 

  

As at the date of our review these bodies are not yet established. 

7.5.2 Possible consequences 

Lack of proper governance bodies may lead to poor monitoring of the activities of the Company. In 

addition, the Company may face serious difficulties in: 

- Setting strategies for current operations and future development; 

- Taking important decisions that materially affect the activity of the Company; 

- Applying controls at a management level such as: review and approval of financial report, 

approval of significant agreements, oversee management activity etc. 

- Setting an adequate culture and value system. 
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7.5.3 Recommendation 

We recommend the following (please note that some of these responsibilities are already included in 

the new statute of the Company):  

 

� Monitoring of strategic management process – including strategic decisions, development and 

investment plans, authorization of the management compensations and incentives. 

� Monitoring of operations of the Company – including approval for borrowings and significant 

finance, significant procurements, approval of internal audit functions, 

� Risk monitoring – including establishment of internal audit function, approval of written 

procedures and manuals, human resource policies and training programs, compliance with 

regulatory frameworks etc.    

The Board of Directors should immediately establish proper committees in order to use their insight 

in the fields that need more direct attentions like budgeting and forecasting, internal audit, preparation 

of financial statements and training of the personnel.   
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7.6 Consideration of risk of fraud 

7.6.1 Observations 

Based on our discussions with the management of the Company, we understand that the internal 

control procedures do not include specific procedures that address fraud risk. In general, our 

understanding is that the accounting system and the design and effectiveness of the internal control 

system are primarily envisaged to prevent “unintentional” errors. Fraud risk or intentional fraudulent 

activities require, by their nature, additional control procedures. 

 

In addition, based on the discussion with the current Finance Manager of the Company, we 

understand that the Company is in the process of preparing written procedures aiming to specifically 

identify, evaluate, monitor and mitigate the fraud risk.   

 

7.6.2 Possible consequences 

Designing of controls and establishment of internal procedures without proper consideration of fraud 

risk may imply risk of fraudulent activities.  

7.6.3 Recommendation 

The Company should consider the following: 

We recommend the Company’s management to introduce a formal fraud risk policy that will 

adequately address the fraud risk in the Company. The policy should at the minimum address the 

following: 

� Identify a member of senior management as responsible for managing fraud risk within the 

Company; 

� Establish formal policies on how the Company will manage its fraud risk (i.e. what risk will 

transfer to the others by obtaining insurance coverage and what steps will be taken to manage the 

fraud risk); 

� Create a workplace environment that promotes ethical behavior; deters wrongdoing and 

encourages all employees to communicate any known or suspected wrong doing to the 

appropriate person; 

� Training all personnel when joining the Company and regularly thereafter concerning the code of 

conduct, seeking advice and communicating potential fraud; 

� Monitoring of compliance with the code of conduct (i.e. annual confirmation of compliance and 

auditing of such confirmations to test their completeness and accuracy); 

� Incorporation of Ethics/compliance and fraud prevention goals into the performance measures 

against which managers are evaluated and which are used to determine performance related 

compensation. 

� Establish communication channels to enable employees to seek advice where necessary prior to 

making difficult ethical decisions and to express concern about known or potential abuses 

affecting the Company; and 

� Establish a process for promptly investigating where appropriate and resolving expressions of 

concern regarding known or potential abuses, then communicating the resolution to those who 

expressed the concern. 
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8 Risk Management  

8.1 Introduction 

The enterprise risk management system introduces the concepts of risk appetite and risk tolerance. 

Risk appetite is the broad-based amount of risk an entity is willing to accept in pursuit of its 

mission/vision. It serves as a guidepost in strategy setting and selection of related objectives. Risk 

tolerances are the acceptable levels of variation relative to achievement of objectives. In setting risk 

tolerances, management considers the relative importance of the related objectives and aligns risk 

tolerances with risk appetite. Operating within risk tolerances provides management greater assurance 

that the entity remains within its risk appetite, which, in turn, provides a higher degree of comfort that 

the entity will achieve its objectives. 

 

Our findings in respect of the risk management are as follows: 

8.2 Enterprise and business risk management  

8.3 Financial reporting risk management process  
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8.2 Enterprise and business risk management 

8.2.1 Observations 

Enterprise risk management deals with risks and opportunities to create or preserve value. Risk 

management process may be defined as follows: Enterprise and business risk management is a 

process, affected by an entity’s board of directors, management and other personnel, applied in 

strategy setting and across the enterprise, designed to identify potential events that may affect the 

entity, and manage risk to be within its risk appetite, to provide reasonable assurance regarding the 

achievement of entity objectives. During our work we noted that the Company is focused more on 

establishment of an internal control system that indirectly try to manage the risk associated with 

business, operations and compliance. The following are some instances noted: 

� Business risk: Property, plant and equipment - One instance of such approach is for example 

Company’s risk response related to the conditions of the property and equipment in use for the 

provision of the railway services. It is our understanding that different companies are outsourced 

in order to ensure proper valuation of the assets conditions, actions required by the management 

and outline of future investments plans in order to ensure improvement of the conditions of these 

facilities. One instance to be mentioned in this regard is that Company relies to a large extent on 

subsidies from the KCB (Kosovo Consolidated Budget) or donors, all of which are granted only 

on an annual basis, and sometimes at the last minute. This effectively bars the Company from 

making long-term investment commitments, as would be necessary to keep the infrastructure in 

good working condition, and accessing commercial banks for loans, since that would require a 

sufficient capital base for several years ahead. The Company needs to undertake significant 

investments in order to ensure improvement of the working conditions of various property and 

equipment related to the provision of the aeronautical services to make it compatible with 

international standards. 

� Business risk: Contracts for commercial services – the Company is in the process of signing 

significant contracts with commercial companies or other railway companies which financial 

effect is significant to the operations of the Company, however significant delays were noted in 

this process and contracts that were in the signing stage from 2005 are postponed for signature in 

2006 or remain still unsigned. Based on our discussion with the management of the Company we 

understand that this process is not under the Company’s control because responsible for the 

contract signature are other bodies i.e. the Kosovo Trust Agency that is the main shareholder of 

the Company.    

� Liquidity risk – due to deterioration of the Company’s financial results in 2005, it is our 

understanding that the Company is risking lack of necessary funding to ensure implementations 

of investment plans with the aim of improvement of the railway conditions 

� Going concern risk – significant financial support is required in order for the Company to operate 

under normal conditions to ensure proper management of daily activities, investment plans and 

profit generation. 

� Market risk – the Company is significantly exposed to the competition from substitute services 

like car or airport transport. 

 

8.2.2 Possible consequences 

Enterprise and business risk management process is a process that first of all is set at a strategic level 

and makes sure compliance with the strategic and operational objectives of the Company. Inability to 

ensure a proper risk management system may imply that the strategic objectives of the Company are 

not achieved or addressed at all. 
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8.2.3 Recommendation 

We recommend the Company to move toward a complete/comprehensive risk management process. 

The basic concepts of the entity's risk management process are relevant to every entity, regardless of 

size, but the risk assessment process is likely to be more formal and structured in large and strategic 

entities. All entities should have established business risk management objectives and procedures 

however management may be aware of risks related to these objectives without the use of a formal 

process but through direct personal involvement with employees and outside parties.  

 

The enterprise risk management process expands on internal control, providing a more robust and 

extensive focus on the broader subject of enterprise risk management. Considering the strategic 

nature of the business run by the Company it is our understanding that the Company should move 

toward a more structured risk management process, which is not intended to and does not replace the 

internal control framework, but rather incorporates the internal control framework within it.  

 

Therefore the Company may decide to consider the enterprise risk management system both to satisfy 

their internal control needs and to move toward a fuller risk management process. Enterprise risk 

management consists of eight interrelated components. These are derived from the way management 

runs a business and are integrated with the management process.  

 

These components are: 

� Internal Environment – Management sets a philosophy regarding risk and establishes a risk 

appetite. The internal environment sets the basis for how risk and control are viewed and 

addressed by an entity’s people. The core of any business is its people – their individual 

attributes, including integrity, ethical values, and competence – and the environment in which 

they operate. 

� Objective Setting – Objectives must exist before management can identify potential events 

affecting their achievement. Enterprise risk management ensures that management has in place a 

process to set objectives and that the chosen objectives support and align with the entity’s mission 

and are consistent with its risk appetite. 

� Event Identification – Potential events that might have an impact on the entity must be identified. 

Event identification involves identifying potential events from internal or external sources 

affecting achievement of objectives. It includes distinguishing between events that represent 

risks, those representing opportunities, and those that may be both. Opportunities are channeled 

back to management’s strategy or objective-setting processes. 

� Risk Assessment – Identified risks are analyzed in order to form a basis for determining how they 

should be managed. Risks are associated with objectives that may be affected. Risks are assessed 

on both an inherent and a residual basis, with the assessment considering both risk likelihood and 

impact. 

� Risk Response – Personnel identify and evaluate possible responses to risks, which include 

avoiding, accepting, reducing, and sharing risk. Management selects a set of actions to align risks 

with the entity’s risk tolerances and risk appetite. 

� Control Activities – Policies and procedures are established and executed to help ensure the risk 

responses management selects are effectively carried out. 

� Information and Communication – Relevant information is identified, captured, and 

communicated in a form and timeframe that enable people to carry out their responsibilities. 

Information is needed at all levels of an entity for identifying, assessing, and responding to risk. 

Effective communication also occurs in a broader sense, flowing down, across, and up the entity. 

Personnel receive clear communications regarding their role and responsibilities. 

� Monitoring – The entirety of enterprise risk management is monitored, and modifications made as 

necessary. In this way, it can react dynamically, changing as conditions warrant. Monitoring is 

accomplished through ongoing management activities, separate evaluations of enterprise risk 

management, or a combination of the two. 
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8.2.3 Recommendation (continued) 

More specifically, given the size of the Company, significance of business risk faced by the Company 

during this transitional period after the end of the war until the establishment of the final status for the 

territory of Kosovo, we believe that the management of the Company should establish a structured 

risk management process in order to ensure that risks related to the business are addressed, followed 

up and managed on a timely basis.  

 

In order to ensure a periodical risk assessment process the Company should consider establishment of 

a risk management department responsible toward a governance body that ensure proper monitoring 

of the process.  

 

Some of the responsibilities of this department may be the following: 

 

� make sure that the entity-wide objectives and strategies  are effectively communicated throughout 

the Company  

� has an ongoing risk assessment process that identifies relevant business risks, their significance, 

the likelihood of their occurrence and how to manage them, and also adequately addresses the 

effects of changing conditions on the Company 

� ensures effective compliance with laws and regulations, including regulatory compliance, for all 

laws and regulations that have a fundamental effect on the operations of the Company. 

� assesses the entity's ability to continue as a going concern 

� identifies and evaluates the vulnerability of the entity to fraudulent activity and whether this could 

result in a material misappropriation of the Company’s assets or financial reporting  

� is involved and communicate the outcome of this process to those charged with governance. 

� outline controls in areas identified as a higher business risk of risk for fraudulent activity.  
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8.3 Financial reporting risk management process 

8.3.1 Observations 

As mentioned in the section one of this report the financial statements of the Company are based on 

accounting records that reflect numerous internal controls and accounting deficiencies. Some of the 

accounting deficiencies noted in the financial reporting system of the Company are the following: 

 

� Lack of an integrated accounting software 

� Lack of written manuals and procedures related to the financial reporting system 

� Lack of segregation of duties and instances of duplication of responsibilities within the finance 

departments 

� Lack of a proper budgeting and forecasting process 

� Management turnover 

 

8.3.2 Possible consequences 

Lack of proper financial reporting risk management procedures may leave space to the following 

risks:   

� changes in the regulatory or operating environment can result in changes in competitive pressures 

and significantly different risks 

� new personnel or finance managers may have a different focus on or understanding of internal 

control 

� significant and rapid expansion of operations can strain controls and increase the risk of a 

breakdown in controls 

� entering into business areas or transactions with which an entity has little experience may 

introduce new risks associated with internal controls 

� restructurings may be accompanied by staff reductions and changes in supervision and 

segregation of duties that may change the risk associated with internal control 

� adoption of new accounting principles or changing accounting principles may affect risks in 

preparing financial statements 

 

8.3.3 Recommendation 

Risks relevant to financial reporting include external and internal events and circumstances that may 

occur and adversely affect an entity's ability to initiate, authorize, record, process, and report financial 

data consistent with the assertions of management in the financial statements. Once risks are 

identified, management considers their significance, the likelihood of their occurrence, and how they 

should be managed. Management may initiate plans, programs, or actions to address specific risks or 

it may decide to accept a risk because of cost or other considerations. The Company may consider the 

following control related with the financial risk management process:  

 

� entity-wide objectives and strategies, including any changes, are ratified by the Board and 

documented in the minutes 

� key performance indicators that are important to the achievement of financial reporting objectives 

are identified and monitored 

� plans and budgets are at an appropriate level of detail for each management level 

� assumptions inherent in the plans and budgets reflect the entity's historical experience and current 

conditions, i.e. a process for revising budgets, plans or forecasts exists 

� identify relevant risks at both the entity and the activity level 

� obtain input on entity risks from industry consultants and analysts, lawyers, external auditors and 

board members 

� review compliance with legal, regulatory and industry code responsibilities,  

� monitor financial reporting to ensure that it complies with regulatory requirements 
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9 Tax issues 

9.1 Introduction 

The Company has an organized internal structure for the managing of the tax issues, starting from the 

sectors from which the source data are taken, than processing the data by the accounting sector and at 

the end the Finance Director who prepares the tax returns. 

The Company has withheld and declared personal income tax and pension contributions in 

accordance with Regulation no.2004/52 “On Personal Income Tax” and Regulation no.2001/35 “On 

Pensions in Kosovo”.   

During our inquiry we noticed that the VAT monthly declarations are in accordance with Regulation 

no. 2001/11 “On VAT” and its changes. Also, we were informed that the Company has a case in 

dispute with Kosovo Tax Authorities (KTA) regarding a contract that the Company had with 

UNMIK. 

Generally, the tax declaration for the corporate income tax is in accordance with the Regulation 

2004/51. 

Our findings in respect of the compliance activities are only on some tax aspects identified as follows: 

9.2 Tax issues 

9.2.1 Observations 

During our inquiry we were informed that the accounting sector controls the regularity of the invoices 

and other information in order to be in compliance with the fiscal regulations. However, there is no 

internal written regulation for the above mentioned procedure. 

The Company has adjusted its financial statements after the submission of the tax returns to the tax 

authorities. Therefore, it should adjust also the final tax declaration in the tax office mainly for the 

changes in the depreciation charges.  

9.2.2 Possible consequences 

Lack of proper written procedures over the tax compliance activities may increase the risk over this 

process and cause the Company to suffer penalties from the tax authorities. 

Company should present to the tax authorities a tax return calculation that is updated upon the most 

resent financial records of the Company otherwise there is a risk of penalties imposed from the tax 

authorities.  

9.2.3 Recommendation 

We recommend the management of the Company to take the following steps: 

� Draft an internal regulation which will set up the responsibilities and procedures to be followed 

by the people involved with tax issues. This will decrease the risk of incompliance with the 

Kosovo tax legislation. 

� Perform periodic reconciliations between the data presented in the financial statements and the 

data presented in the final declaration of corporate income tax. In case of any discrepancy in the 

final declaration the Company should make the revaluation of the annual declaration as required 

by the fiscal legislation. 
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10. Comment from entity 

 

 

UNMIK Railways Comments Answers to comments 

 

No comments provided. 

 

Meqenese deri ne diten e sotme nuk jane dorezuar komente 

atehere raporti mbetet i pandryshuar dhe ne formen e tij finale 

dhe nuk ka komente shtese nga ana jone. 

 

Given that no comments were received to date, the report 

remains unchanged and is final without further comments 

from our part. 

 

 

 

 

 

 

 


