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1 General 

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

Prishtina International Airport J.S.C. (the “Company”). As agreed the Office of the Auditor General 

(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 Company 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 our 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 activities of the Company that was publicly 

available. Furthermore, we have met with the Company’s management and presented them with the 

scope of the project, provide to them the information and documentation required. Upon 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 were 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 

A financial reporting process has been established within the Company. Such process includes 

bookkeeping and preparation of financial statements and functions under the supervision of the Head 

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

Management in 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”) as the 

basis used by the Company for the preparation of the financial statements. Our findings in respect of 

the financial reporting process are grouped as follows: 

2.2 Financial Reporting Environment  

2.3 Preparation of financial statements in accordance with IFRS 

2.4 Conversion from statutory to IFRS financial statements 

2.5 Provision for expenditures 
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2.2 Financial reporting environment  

2.2.1 Observations 

The existing accounting system is very simple and is based on Microsoft Excel spreadsheets. Such a 

system does not maintain a proper general ledger and necessary sub-ledgers. In addition, any change 

to the system is very difficult to be traced or even impossible to be trace at all. Although a chart of 

accounts is in place we were not provided with any accounting manual or specific controls designed 

over this process. It is our understanding that the financial controller prepares the financial statements 

in accordance with the International Financial Reporting Standards (IFRS). There is no proper 

segregation of duties within the department so that the financial controller should be reviewing the 

IFRS financial statements, prepared by another person responsible within the department. The 

Company uses the journal entry records and transactions at the bank accounts as basis for accounting. 

It is very difficult to corroborate that the accounting entry is correct and what is the value date of the 

transaction.  

Moreover, the spreadsheets used by the Company for maintenance of the accounting records may be 

considered as manual records. For instance, a sales invoice is typed/inputted in the system four times: 

 

� Access Customer Database; 

� Manual Sales Day Book maintained by the invoicing clerk;  

� Manual Sales Day Book maintained by the Accounting Department; and 

� Sales Day Book maintained on Excel by the Accounting Department 

 

Similarly, each purchase invoice in relation to restaurant supplies is typed in the system three times: 

 

� Manual Purchase Day Book maintained by warehouse clerk  

� Manual Purchase Day Book maintained by the Accounting Department; and 

� Purchase Day Book maintained on Excel by the Accounting Department. 

 

The following elements have also been identified: 

 

� No General Ledger is maintained; 

� Accrual accounting is not fully applied; 

� No updated, electronic fixed asset register exists in order to make sure proper calculation of the 

depreciation charge for the year; 

� Inventory is not recorded formally and systematically. 

Independent auditors have issued disclaimed audit reports in the previous years on the financial 

statements of the Company. 
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2.2 Financial reporting environment (continued) 

2.2.2 Possible consequences 

Keeping financial information in excel spread sheets (i.e. manually) increase the risk over the 

completeness, accuracy and integrity of the accounting data. Some risks implied are the following: 

 

� Performance measurement: inexistent benchmark and pre-determined mark up levels make it 

difficult to measure performance against a yardstick;  

� 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; 

� Relevance risk: available information may not be relevant for the purposes for which it is 

collected, maintained or distributed; 

� Integrity risk: management fraud, employee fraud, illegal acts and unauthorized acts could go 

undetected; 

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

 

2.2.3 Recommendation 

We recommend the Company to introduce a reliable accounting software application that will 

improve the management controls over the following: 

 

� Completeness and accuracy of financial information 

� Unauthorized access over the accounting data 

� Integrity of data 

� Safeguard of the assets 

 

In addition the Company should develop and introduce an accounting manual. The manual should 

contain the necessary procedures over the accounting and the related controls in order to make sure 

that segregation of duties exist over the initiation, follow up and approval of the accounting 

transactions. 
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2.3 Preparation of financial statements in accordance with IFRS 

2.3.1 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, 

position that is recently vacant. Other members in the finance department do not have the appropriate 

knowledge and understanding of IFRS and could not provide explanations on the policies, 

assumptions and significant accounting estimates used by the Company’s management during the 

preparation of the IFRS financial statements. Furthermore, we could not identify how the Company’s 

management makes sure that the necessary controls exist over the following: 

 

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

records.  

� Preparation of the necessary and IFRS required footnote disclosures. 

� Review of the financial statements before presented to the Board meetings. 

� Preparation of policies, assumption and estimates necessary for the preparation of IFRS 

financial statements. 

 

In particular the Company was not able to explain how the following estimations are carried out in the 

preparation of the financial statements: 

 

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

� Estimation of impairment losses for uncollectible receivables 

� Estimation of accrual balances at the balance sheet date 

� Estimation of provision for expenditures 

� 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.     

 

2.3.2 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: 

 

� Risk of 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  
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2.3 Preparation of financial statements in accordance with IFRS (continued) 

2.3.3 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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2.4 Conversion from IFRS to tax financial statements 

2.4.1 Observations 

The Company should prepare two sets of accounts, one for tax purposes and the other one 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 the 

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

statements prepared for tax purposes.  

 

Based on the discussion with the financial officers recently engaged/assigned to this position within 

the Company, we understand that the former financial controller was responsible for conversion from 

one set of accounts to the other. The financial controller identified the differences between IFRS and 

tax accounting and made necessary adjusting entries. We are not aware on whether somebody else 

within the Company approves the financial statements prepared for tax purposes.  

 

2.4.2 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 in excel does not allow the historical conversion 

transactions to be integrated 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 statement 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 due to 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  
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2.4       Conversion from IFRS to tax financial statements (continued) 

2.4.3 Recommendation  

We recommend the following to the management of the Company: 

 

� Keep a separate file of all closing adjustments considered like 13th 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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2.5 Provision for expenditures 

2.5.1 Observations 

The Company is running a project for construction of the perimeter fence and the new road to the 

Airport. This might result in potential legal cases regarding expropriation of the land where the new 

infrastructure will be traced. The estimated expense for the land expropriation is EURO 6.7 million. 

Based on our discussion with the legal officers of the Company, about 70% of the land has already 

passed under the control of the Company, although the title of the land remains still with the landlords 

due to pending legal issues or legal cases involved. However, as at 31 December 2005, no estimation 

has been done by the Company of the amount of expropriation costs due to the landlords. 

 

In addition, the Company is involved in minor legal cases from its operations, for which as per the 

opinion of the Company’s lawyers, it is probable that the Company will be required to pay in the near 

future. As at 31 December 2005 no provision has been booked by the Company in the IFRS financial 

statements regarding the above obligations. 

2.5.2 Possible consequences 

Lack of proper estimation of the provisions for expenditures at the balance sheet date may cause 

profit of the year to be significantly overstated and liabilities to be significantly understated.  

2.5.3 Recommendation 

In the ordinary course of business, the Company may be involved in various claims and legal actions 

and it is in the discretion of the management judgment to estimate whether the ultimate disposition of 

these matters will have or not a material adverse effect on the Company’s financial position or 

changes in net assets. However, in accordance with IAS 37 – Provisions, Contingent Liabilities and 

Contingent Assets, the Company should recognize a provision whenever there is a present obligation 

as a result of a past even that will result in probable outflow of economic benefits, which can be 

reliably estimated.     

           

In the circumstances described above we recommend the following: 

 

� Keep a separate file of the legal issues or legal claims in which the entity is being involved 
including detailed analysis and estimation provided by the in-house or external legal advisers 
regarding the financial impact and probability of loosing the case for each ongoing case; 

� Consider on a case by case basis the probability of loosing the case and estimate the future 
probable financial outflows of the entity;  

� Record a provision in the balance sheet for those amounts; and 

� Estimate and prepare sufficient information or disclosures in respect of possible contingent 
liability.   

Refer to other definitions and requirements of KAS 17 or IAS 37, to have a clear view on the 
differences between provisions and contingent liabilities as specified by this standard in order to have 
necessary disclosures and presentations in the financial statements. 
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3 Budgeting 

3.1      Introduction 

The Company prepares annual budgets which are presented to the Board of Directors (BoD) for 

approval. Annual budgeted figures are presented and included in a separate section of the budget is 

the breakdown of the budgeted figures on a monthly basis.  

 

A finance officer is responsible for the preparation of the budgeted figures. 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 annual budget. Upon preparation, the budgeted is 

presented to the Company’s BoD 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 budgeting 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. 

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 Company does not have a database of statistical and historic information about the revenue 

generation, level of expenditures and capital investments from previous years. During our work we 

noted that the billing department keeps data of the number of flights, passengers and additional 

aeronautical services offered to each flight landing or taking off from the Prishtina International 

Airport. Such information is kept in excel spreadsheets on a daily basis. Based on such information a 

monthly report is prepared and submitted to the finance department. However, no similar database is 

maintained and no similar reports are prepared for the following items in the financial statements: 

 

� Commercial income including: 

Rental income 

Income from restaurants and bars 

Parking fees 

Advertising income 

Duty free shops 

� Capital expenditures 

� Actual investments versus investment plans 

� Expenditures, mainly for repairs and maintenance of capital investments, aeronautical services 

etc. 

3.3.2 Possible consequences 

Lack of proper historical information and/or database for the above-listed topics, as well as 
comparisons of actual figures to the previous years make it very difficult to estimate and prepare a 
budget for the forthcoming periods. Preparation of budgets while disregarding the actual and 
historical trends of activities may impair the budget effectiveness 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 unrealistic budgeted/forecasted figures that do not 
reflect the actual business trend and future growth of the Company.. 

3.3.3 Recommendation 

The Company should consider the following: 

� Keep track of the financial information on a departmental basis; 

� Perform regular (preferably monthly) reconciliation between different departments; 

� Preparation of monthly reports “actual versus budget” by each department, including proper 
identification 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 for the forthcoming periods 
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3.4 Cost accounting systems 

3.4.1 Observations 

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

should use the cost classifications as per the chart of accounts when preparing budgets.  

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. These differences persisted 

during all the months of 2005. 

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 is considered paramount in respect of a proper planning and budgeting process. 
Within the monthly reports provided to the Board of Directors review we recommend that the entities 
consider the following:  

� Prepare explanations for the major variances providing explanations over the reasons behind each 
major variance identified; 

� Use generally accepted techniques for analysis of the variances. Consider use of budget variance 
ratios, efficiency versus effectively analysis etc;  

� Prepare a detailed list of actions to be undertaken in order to adjust the differences between 
budgeted and actual figures; and 

� Introduce regular budget revisions when determined that the reason behind a significant variance 

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 three consecutive periods 2004, 

2005 and 2006. The comparison of the actual figures in the financial statements with those budgeted 

for these three 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 budget more frequently in order to ensure compatible actual and projected figures 

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

techniques 

� Upon use of more than one assumption during the preparation of the budget, introduce use of 

different scenarios for the projected figures for one year  

� 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 Finance Manager is responsible for accounting into the General Ledger the data of Property, 

plant and equipment (“PPE”) and intangible assets. Items of PPE were revalued at depreciated 

replacement cost less impairment on 1 January 2005. Subsequent costs are included in the asset’s 

carrying amount or recognized as a separate asset, as appropriate, only when it is probable that future 

economic benefits associated with the item will flow to the Company and the cost of the item can be 

measured reliably. All other repairs and maintenance are charged to the income statement during the 

financial period in which they are incurred. As per interview with the Procurement Manager we 

understood that the procurement is performed based on Kosovo Assembly Rules and Regulations 

(Law No 2003/17). The Finance Manager is also responsible for the calculation of depreciation and 

amortization. The amortization and depreciation is calculated in Excel spreadsheets. 

Our findings in respect of the PPE Management 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 
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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 

 

We further observed within the fixed asset register that serial numbers are not allocated to certain 

fixed assets.  

 

4.2.2 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. 

 

4.2.3 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 

 

 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 with regard to fixed asset identification numbers: 

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

- In several occasions 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; 

� Such number should be physically attached to the asset and match with the information collected 

on that asset upon registration/acquisition in the fixed assets register; 

� When an asset is disposed or written off the related identification number and information 

included in the fixed assets register should be eliminated. 
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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 assets register do not have references as to where they are 

located.  

 

4.4.2 Possible consequences 

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

asset and the entry in 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 assets 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. 

 

In the above accounting treatment, the Company has not considered whether such assets are separate 

assets or parts of an existing asset. 

 

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 between 

assets with a high value and those with a negligible value.  

 

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 fixed asset list which 

includes less detailed information and has simpler controls. 
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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. Both 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 does not have any authorized person who has to be 

responsible for the physical security and maintenance of 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 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. 
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5 Sales Management 

5.1 Introduction 

Revenues of the Company arise mainly from the handling and passenger fees (both represent 

approximately 64% of total annual revenues). The revenues of the Company are generated in two 

departments: 

� Airport Services Terminal Operations (ASTO) and Air Traffic Control Services (ATCS) and, 

� Commercial Department (CD). 

Based on the interviews with the Directors of ASTO and ATCS, we understood that the main 

categories of revenues generated by these departments are: passenger fees, handling fees, landing 

fees, military traffic and cargo fees. The invoices are prepared in the ASTO department. A person 

from the Financial Department is assigned full time to ASTO to transfer the relevant accounting data 

to General Ledger. Within ASTO the Company established a Unit Control Center that prepares all the 

necessary information relating to a flight (including the extra services if any). This information is 

prepared manually on daily basis and sent to the in-charge finance officer (Ms. MM). The in-charge 

finance officer inputs the prices for services rendered, according to the price list approved by the 

Company’s Board of Directors, and calculates the total of the invoice. On a weekly basis, she sends 

all invoices generated during the week to the Head of Financial Department for his approval. 

As per interview with the Director of Commercial Department we understood that this department 

generates the following revenue categories: external restaurant, airport restaurant, duty free shop, 

parking fee advertising and rent income. All these activities are regarded as non-core activities of the 

airport. 

Our findings in respect of the sales management process are grouped as follows: 

5.2 Reconciliation between ATSC and the billing department 

5.3 Billing department, Load control unit and Ramp operations 

5.4 Revenue from rent contracts  

5.5 Duty free shop 
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5.2      Reconciliation between ATCS and billing department 

5.2.1 Observations 

ATCS is responsible for safe lending and departure of the aircrafts. The billing department is 

responsible for passenger’s terminal operations. During 2005 a daily reconciliation between the 

billing department and ATSC evidence was performed regarding the numbers of flight arrivals at the 

Prishtina Airport. As we understood from the Company’s management in prior years no 

reconciliation of the number of flights was performed between the billing department and ATSC.  

 

In addition, it proved to be difficult sometimes to determine the nature of the flights, i.e., whether it is 

military, UN or commercial flight. UN flights are charged at special discounted fees. Currently, there 

are no standard procedures or guidance to determine the nature of the flights. 

5.2.2 Possible consequences 

The above may result in revenues from the aeronautical services to be significantly misstated.  

 

5.2.3 Recommendation 

Formalization of reconciliation procedures between ATSC and the billing department is very 

important in order for both departments to ensure the correct number of flights arrivals at the airport. 

Once the information between ATSC and the billing department is reconciled, this should be attached 

to the invoices issued on a weekly basis and deposited to the finance department.  

 

In addition, the Company should establish internal guidelines to differentiate the flights by their 

nature (UN, military or commercial flights). 
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5.3 Billing department, load control unit and ramp operations 

5.3.1 Observations 

Load control unit and Ramp operations are responsible for providing terminal services to flights 

arriving or departing from the Prishtina Airport. Depending on the nature of the flights (whether 

special commercial, UN or military flights), the charge for the services offered sometimes is directly 

collected in cash from the flight captains. During 2005, Load control unit was responsible for issuing 

invoices and collecting cash for flights for which no payment via bank account was possible. For 

other flights the Company has contracts with the airline companies, in which cases the billing 

department issues an invoice on a weekly basis and sends it to the airline companies. The collection 

of these invoices is done via bank payments.  

Based on the above, there is a duplication of responsibilities between the Load control unit and the 

billing department for the preparation of the invoices.  

In addition, the same person within the Load control unit preparing the invoice is also responsible for 

the cash collection. 

5.3.2 Possible consequences 

Duplication of responsibilities may cause inefficient use of resources and increase the risk of 

unintentional human errors. 

In addition, lack of segregation of duties between the person responsible providing the services, 

issuing the invoice and the collection of cash may cause misappropriation of the Company’s assets. 

 

5.3.3 Recommendation 

We recommend the Company to assign the responsibility for the preparation of all invoices to the 

billing department, i.e. both the invoices collected in cash and via bank payments. The responsibility 

to collect the cash from the flight personnel should be assigned to the cashier of the Company.  



ABCD Office of the Auditor General 
 Report on 

Prishtina International Airport J.S.C. 

 15 June 2006 

 

 27 

5.4 Revenue from rent contracts 

5.4.1 Observations 

We identified that the Company has not signed agreements for 2005 for renting premises at the 

Prishtina Airport to Dardania Airline and British Petroleum.  

In addition, the contract for renting one restaurant at the airport area specified a zero payment of 

monthly rental fee. The contract is signed for a period of 30 days and renewed consequently on a 

monthly basis. Based on our discussion with the management of the Company we understood that this 

was an ongoing case from 2004 until the end of 2005. Since 1 January 2006, once the manager of the 

commercial department and the General Manager of the Company were replaced, the terms of the 

contract were changed and monthly rental fee is paid by the lessee (the restaurant). 

5.4.2 Possible consequences 

Increased risk over the completeness and accuracy of the recorded rent revenues in the absence of 

adequate supporting documents. This also increases the risk of misappropriation of assets. 

Lack of appropriate controls over the contract terms may lead to contracts being signed with third 

parties causing the Company to incur losses due to unfavorable terms for the Company.  

 

5.4.3 Recommendation 

The Company should record rental revenue based on the signed agreements, stipulating the rental fees 

and the related maintenance service cost, which should be deferred appropriately and amortized over 

the contracted period. 

In addition, the Company should design and implement detailed internal guidelines and/or procedures 

for renting the Company’s premises, in order to ensure that instances as the one described in the case 

of the restaurant are not permitted. A monitoring body (internal audit function) should ensure that 

these procedures are followed consistently. 

Before signing the contracts, they should be reviewed by the legal and commercial department to 

ensure that the contract terms are on a normal commercial basis and in accordance with the good 

business practice. 
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6 Liability Management 

6.1 Introduction 

Transactions are recorded daily, based on the bank statements received for payments made, once the 

invoices are recorded in the purchase book and authorized for payment by the procurement 

department.  

The accruals are prepared as follows: 

The assistant accountant prepares the purchase book in an excel sheet, containing: number of invoice, 

entry date, date of invoice, payment for the invoice (according to the bank statement) and the 

outstanding amount. The purchase book is reviewed by the financial officer. In accordance with the 

purchase book, the financial officer prepares the accruals work sheet.  

During our fieldwork we noted the following: 

- During 2005 and up to the date of our fieldwork the preparation of the list of accruals is done 

by a financial officer. The preparation of the final accruals work sheet is not formally 

reviewed/controlled by a higher level of authority.  

- At the end of the accounting period the deferral of the service contract fees that covers more 

than one accounting period is performed on a pro rata basis by calculating the remaining 

period over which the expense is to be allocated. 

 

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

6.2 Unrecorded liabilities 

6.3 Estimation of accruals at the balance sheet date 

6.4 Personnel 
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6.2      Unrecorded liabilities 

6.2.1 Observations 

The Company has entered into agreements with many suppliers for the provision of goods and 

rendering of services. In addition, the Company has also entered into contracts for external auditing, 

independent valuations and other services provided during 2005. Given the inappropriate evidence 

provided to us from the finance department we are not in a position to say whether the Company has 

raised any accruals for the cost of these services at the balance sheet date.  

 

In addition, based on the discussion with the employees from the finance department we understand 

that the Company has difficulties to differentiate the expenses between the reporting periods in 

accordance with the period of services rendered or goods purchased. 

6.2.2 Possible consequences 

Overstatement or understatement of the expenses related to a reporting period. In addition, the risk of 

misappropriation of assets is increased as the finance department is not able to accurately match 

quantity of goods and services received from contracts with the invoices issued from its suppliers.  

6.2.3 Recommendation 

We recommend the Company the following: 

 

� the financial department should be maintain a list with details of all suppliers of the Company.  

� a copy of the supply contract should be kept within the finance department. 

� a document for the stage of completion of each contract should be prepared. This document 

should support the estimation for the accruals for goods and services received at the balance sheet 

date.  

� the Company should reconcile with the supplier the stage of completion as at the year-end. 

� contracts that require technical evaluation of the stage of completion, the Company should require 

an independent estimation of the stage of completion from individuals or companies with the 

appropriate technical skills. 
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6.3 Estimation of accruals at the balance sheet date 

6.3.1 Observations 

We were not provided with sufficient evidence and background information on how the accrued 

liabilities have been assessed as at 31 December 2005. Namely, we were not provided any 

calculations or supporting documentation how the major item of the accruals as at 31 December 2005 

in the amount of Euro 1,413,846 has been accrued by the financial officer. According to the 

explanations received from the responsible personnel, this balance represents the accrued portion of 

the annual fee to Icelandic Civil Aviation Administration (“ICAA”). We also could not corroborate 

the accrual related to “estimated non accounted travel expenses” in the amount of Euro 14,500. 

 

We were not able to obtain the supporting calculations of the accruals since the CFO, the sole 

responsible for the accruals calculations, was absent from work during the course of our 

work/resigned the Company before we were engaged for the assignment. 

 

6.3.2 Possible consequences 

The absence of an appropriate formal process for the calculation of accruals may lead to the 

following: 

- information on how calculations are performed may be lost when individual responsible for 

the calculation is no longer working for the Company; 

- calculations may include errors due to lack of a proper review process; 

- mismatch between the amounts recorded in accounting and the actual contract completion 

stage.  

 

6.3.3 Recommendation 

The financial department should establish a formal process for the calculation of accruals. Each 

calculation should be adequately supported with appropriate documentation and calculations and 

reviewed/approved by someone different that the preparer. This documentation should be kept within 

the finance department, as documentation supporting the accounting entry of the accrual. The relevant 

information should be easily accessible for reference at any time, non-depending on the presence of 

the responsible person. 
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6.4 Personnel 

6.4.1 Observations 

From the interview with the financial department officers we understand that the calculation of 

personal income tax and social security contributions for employees is performed monthly by the 

finance department. The financial officer makes the appropriate calculations based on a list of total 

number of employees, received from the HR department. However, the Human Resource 

management explained to us that such list is not prepared regularly. At the question how is the 

financial officer assured over the number of employees at the end of each month, the response was 

that it is not possible to obtain such assurance. Regarding this issue, reliance is placed on the 

departmental managers and on the on-the-field supervisors responsible for collecting the signed daily 

timesheets from the employee. However, as informed by the Company’s management, there was one 

case in 2004, subsequently resolved in 2005 and 2006, of an employee being listed on the payroll list 

and paid salary for six consecutive months, without really working at the airport. 

6.4.2 Possible consequences 

Inexistence of reconciliation procedures between the Human Resource department and the finance 

department may imply that the Company does not have control over the actual number of employees, 

consequently there is no control over the payroll and the related expenses. The risk of fraud is also 

increased. 

6.4.3 Recommendation 

The Company must update the list of employees on a monthly basis before preparation of monthly 

payrolls. In addition, we recommend the salaries to the employees to be paid on personal current 

accounts, opened with a bank. Banks have procedures to verify the personal identification of the 

individuals, before they are provided with a bank account number. 
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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 Risk Management and Control Environment are as follows: 

7.2 Internal Control System 

7.3 Internal Audit Function 

7.4 Duplication of responsibilities and segregation of duties 

7.5 Management turnover 

7.6 Corporate Governance 

7.7 Consideration of Risk of Fraud 



ABCD Office of the Auditor General 
 Report on 

Prishtina International Airport J.S.C. 

 15 June 2006 

 

 33 

 

7.2 Internal control system 

7.2.1 Observations 

The Company has no written policies and procedures. The absence of formal written procedures may 

have a negative impact on the business activities and the management attempts to establish internal 

control system. No formal procedures exist for granting discounts to customers. We have also 

identified lack of formal written procedures over the budgeting process. The financial reporting is 

largely dependent on the knowledge of the Financial Manager, which position for the moment is 

vacant. Policies and procedures utilized during the preparation of the financial statements are not 

documented by the former Finance Manager. We have also noted that there is no regular training of 

the personnel in the finance department. 

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 has not established internal audit function.    

7.3.2 Possible consequences 

The lack of independent internal audit function may lead to ineffective and inefficient control of the 

business risks that the Company faces.  

7.3.3 Recommendation 

Given the nature and size of the Company’s operations, the establishment of an internal audit function 

is critical for the control environment and procedures within the Company. We recommend 

establishment and development of an independent internal audit department (IAD).  The IAD should 

report directly to the Audit Committee. 

 

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 Duplication of responsibilities and segregation of duties 

7.4.1 Observation 

During our work we noted that in some departments there are instances where different persons 

perform similar or identical tasks leading to duplication of responsibilities, whereas in other instances 

lack of segregation of duties were identified as illustrated by the following instances: 

 

Duplication of responsibilities 

� In 2005 the billing department as well as the Load control unit was responsible for preparation of 

invoices issued to the airline companies or to the captain of the flights landing at the Prishtina 

Airport. Billing department issued those invoices that were cashed through the bank payments 

whereas the Load control unit issued the invoices that were collected in cash from the flight’s 

captain (refer to point 5.4) 

� Due to lack of an integrated electronic system, the same invoice issued by the billing department 

is inputted several times in the access data base in use by the department and in the daily sales 

book and excel accounting records processed by the accounting department (refer to point 1). 

� Purchase invoice in relation to restaurant supplies is inputted several times in the warehouse by 

the responsible clerk and in the daily purchase book and excel spread sheets by the accounting 

department.  

Segregation of duties 

� All the invoices issued by the Load control unit or by the billing department were collected in 

cash by the same persons of these departments (refer to point 5.4) 

� During the preparation of the budgeted figures on the revenues and expenses, it was not clear how 

the information was collected by different departments of the Company and how they reported to 

the finance officer responsible for budget preparation (refer to point 1) 

� Financial controller of the Company in charge to monitor the financial reporting process prepares 

the financial statements and performs himself operational tasks (refer to point 2.3) 

7.4.2 Possible consequences 

Duplication of responsibilities may lead to inefficient use of the resources and inability of the 

management to exercise appropriate controls over the daily activities. Duplication of tasks may also 

consist in a high degree of operational risk leaving space to unintentional human errors to occur.  

The lack of segregation of duties may cause misappropriation of the Company’s resources and leave 

space for fraudulent activities 

7.4.3 Recommendation 

The company should avoid duplication of responsibilities in order to make sure that efficient use of 

resources is ensured. The Company should consider introduction of a new automated accounting 

application, with interface between the modules for billing, accounting and sales department. Regular 

reconciliations between the departments should be performed and properly documented. 

 

Proper segregation of duties should be established within all departments in order to ensure 

improvement of the control and monitoring procedures.    
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7.5 Management turnover  

7.5.1 Observations 

During 2005 there were two replacements at the position of the Company’s finance manager. At 

present, the position of the finance manager is again vacant. In addition, the current General General 

Manager (GM) of the Company was appointed at the position in 2006 and performs his duties of GM 

for the recent three months. The former GM of the Company left the position by the end of 2005. 

There are other management positions within the Company with high turnover ratio. 

 

As per discussion with the personnel from the Human Resource department, the work contracts, 

including management contracts, are generally on a short-term period (one year contracts).  

  

7.5.2 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. 

7.5.3 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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7.6 Corporate governance 

7.6.1 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. 

 

7.6.2     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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7.6 Corporate governance (continued) 

7.6.3 Recommendations 

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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7.7 Consideration of risk of fraud 

7.7.1 Observations 

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

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 General Manager of the Company, appointed at this 

position in January 2006, we understand that the Company is in the process of preparing written 

procedures aiming to specifically identify, evaluate, monitor and mitigate the fraud risk.   

 

7.7.2 Possible consequences 

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

risk may imply risk of fraudulent activities.  

7.7.3 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 Process 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 aeronautical 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 airport 

conditions. Due to these studies and valuations done for the conditions of the airport facilities, it 

is our understanding that 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 the requirements of the 

international airport valuation organizations (i.e. International Civil Aviation Organization - 

ICAO). One aspect still unsettled by the Company in this process is the source of financing 

whether an international funding organization, banks or private companies.  

 

� Compliance risk - Another instance to be mentioned is one aspect of compliance risk. In the 

course of activities the Company is involved in certain legal matters, which final outcome 

remains still unsettled. Although pending or ongoing cases we did not noted a proper 

communication between the legal and finance department on proper estimation of probable 

financial effect of such cases. As mentioned in point 2.5 of this report no provision has been 

raised by the Company at the balance sheet date. 

� 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 airport 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. 

 

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 make 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 Enterprise and business risk management (continued) 

8.2.3 Recommendation  

We recommend the Company to move toward a fuller 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 it 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. At the point 3.2 

below we have provided a broader view on both processes including their relationships and 

differences. At this step we would try to provide some summarized steps of the 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. 
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8.2 Enterprise and business risk management (continued) 

8.2.3 Recommendation (continued) 

� 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. 

 

More specifically, given the size of the Company, significance of business risk faced by the Company 

during this transition 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 entity 

� 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 entity  

� 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 point 2.2 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 

Generally, the Company has set a hierarchy structure to collect the information needed for the 

calculation of the tax liabilities. The preparation of declarations for different tax liabilities is made by 

the Finance Department. 

We were informed that in the Finance Department there is one person responsible for calculation of 

VAT and income tax liabilities. This person collects the necessary information from the accountants 

in finance department and prepares the tax returns. 

Regarding the personal income tax the Company has a procedure, based on which, each sector of the 

Company reports to the finance department by submitting monthly time sheets for the number of 

employees and working hours per employee during the month. The sector supervisors are responsible 

for this information. The prepared tax declarations should be approved by the General Director of the 

Company. Generally, the preparation of the personal income tax return is in accordance with 

Regulation no.2004/52 “On personal income tax” and Regulation no.2001/35 “For Pension 

Contributions”, however during our work we noted the following: 

9.2 Tax issues 

9.2.1 Observations 

During our work we noted that each month the Company is in credit position for VAT. This high 

credit amount is derived from previous years. We do not have the information regarding any request 

made by the Company to the Tax Authority for Kosovo for reimbursement of the VAT.       

 

The Company tries to follow the requirements of Regulation No.2004/51 “On Corporate Income 

Tax”. We noted that there is a difference between the loss amount shown in the financial statements 

as of 31 December 2005 and the loss presented in the final declaration of the corporate income tax. 

 

9.2.2 Possible consequences 

Lack of proper reconciliation between the accounting and the taxable profit increases the risk of 

incorrect tax calculations and may lead to measures/penalties imposed by the tax authorities. 

VAT credit position may imply improper use of resources, given the fact that the Company is in need 

for funds for capital investments.  

9.2.3 Recommendation 

We recommend the management of the Company the following 

� Regarding the VAT, we recommend the Company to reconcile and clarify with KTA the high 

amount of receivable VAT resulted from the VAT monthly declarations. Following the required 

procedure the Company may ask KTA for reimbursement of the VAT amount in order to reduce 

the credit position.  

� We recommend the Company to make the reconciliation between the amount of the loss 

presented in the financial statements and the amount presented in the final declaration of 

corporate income tax. In case of any incorrect presentation 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  

 

 

ANP Comments Answers to comments 

 

Deshirojme te ju falëmnderoj ne 

lidhje me auditimin qe e keni kryer 

ne kompanin tone dhe kontributin 

qe e keni ofruar ndaj neve 

.Rekomandimet te cilat na I keni 

ofruar besoj se do te jene nje 

ndihme  e madhe per  ne ne te  

ardhmen.  

 

Departamenti I Financave  me 

gjithe perkrahjen ndaj jush deshiron 

te kete disa sqarime me konkrete 

nga ana e juaj si vijon: 

 

Ne gjithashtu e falenderojme kompanine tuaj per 

bashkepunimin dhe impenjimin pozitiv te stafit ne procesin e 

auditimit. 

Ne vijim te pergjigjeve te komenteve me poshte ne gjykojme 

qe raporti te mbetet i pandryshuar dhe komentet e meposhtme 

ti bashkangjiten atij. 

 

We also thank the company for its collaboration and the 

staff’s positive commitment in the audit process. 

Further to the answers to comments, also provided below, we 

consider that the report should remain unchanged and the 

comments are added to it. 

 

 

2.3. – Rekomandim;- kerkojm nese 

eshte e mundur te na ipet  nje 

skjarim me i afert  me ate qe eshte i 

shkruar ne pike 1 dhe 2 ku thuhet 

pozita e Kontrolluesit Financiar te 

dallohet nga Zyrtari pergjegjes per  

raportin financiar ,mandej 

vazhdohet pozita e zyrtarit 

raportues pergjegjes per Raportin 

Financiar. 

 

 

 

Qe te sigurohet nje ndarje detyrash sa me cilesore keshillohet 

qe pozicioni kontrolluesit financiar te jete i ndare nga personi 

pergjegjes per raportimin financiar. Kur keto pozicione te 

jene te percaktuara vecmas atehere kontrollori financiar 

mund te ushtroje kontrollin e vet mbi pergatitesit e pasqyrave 

financiare pa humbur pavaresine ne punen e tij. 

 

In order to achieve a better segregation of duties, it is 

advisable that the financial controller position is separate 

from the staff responsible for the preparation of the financial 

reports. When these two positions will be properly segregated 

then the financial controller will be able to exercise controls 

on the preparers of the financial reports, without impairing 

his independence. 

 

 

 

 

2.4.1 – Vrojtime ;- Sa I perket 

Paqyrave Financiare 2005 per 

qellime tatimore , kemi te 

pergaditura dhe te dorezuara ne 

Administraten Tatimore me daten 

30.06.2006( per cfare mund te 

verifikoni ne Administrat 

Tatimore). 

 

 

 

Kjo ceshtje nuk trajton dorezimin e pasqyrave financiare ne 

organet tatimore por menyren e konvertimit te pasqyrave 

financiare qe dorezohen ne organet tatimore ne pasqyra me 

baze IFRS ose tjeter baze kontabel. Detajet e ceshtjes jane 

sqaruar ne verejtje. 

 

This issue does not regard submission of financial statements 

to the tax authorities but rather the methods used to convert 

the financial statements that are submitted to the tax 

authorities to statements on IFRS basis or other basis of 

accounting. Details of the issue are treated in the report. 

 

 

5.4.1 Vrojtime;- Sa I perket British 

 

Kontratat e kompanise duhet te jene gjithnje ne zyrat e 
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Petroleum ju kemi informuar se 

kontraten mund ta gjeni ne UNMIK 

.ndersa  per Dardania Airline ne 

nuk I njohim si partner shfrytezues 

te ndonje hapesire tone (me 

qira).Sipas mundesive ky paragraph 

te riformulohet. 

 

kompanise pasi ajo eshte pale direkte ne keto marreveshje. 

Thelbi i verejtjes eshte pikerisht permiresimi i kontrolleve 

mbi menaxhimin e kontratave dhe te drejtave/detyrimeve qe 

rrjedhin prej tyre. Duhet thene qe verejtja nuk mbulon vetem 

periudhen e auditimit (Maj – Qershor 2006) por edhe te gjithe 

vitin 2005. 

 

The company’s contracts should all be located at the 

company’s premises given its direct business relationship. 

The main point here is raising the quality of the contract 

management controls and controls over the rights and duties 

flowing from such contracts. It must be said that the 

comment regards not only the period of audit fieldwork (May 

to June 2006) but also the year 2005. 

 

 

 

 

 

 

6.2.3 Rekomandim:- sa I perket 

listes me detaje per furnizuesit  ajo 

egsiston ne librin e shpenzimeve 

,gjithashtu kopjet e kontratave per 

furnizim. 

 

 

Rekomandimi eshte dhene ne teresine e veprimeve qe duhet 

te ndermerren per identifikimin e detyrimeve te 

parregjistruara. Nese ka elemente te rekomandimit qe 

kompania i ka realizuar tashme kjo do te thjeshtoje zbatimin 

e plote te rekomandimit. 

 

The recommendation has been given to address all elements 

of the procedures for the identification of unrecorded 

liabilities. If certain elements of our recommendation have 

been already implemented by the company then this will 

make the full implementation of our recommendation even 

easier. 

 

 

6.3.1 Vrojtime;  Ketu vetem 

deshem te bejme nje skjarim ne 

lidhje me akrualet .Te dhenat te 

cilat ne i disponojm ju kemi afruar 

edhe juve , keni verejtur te 

rexhistruara ne faqen e akrualeve 

,ne  Librin e shpenzimeve si dhe ne  

ekstraktin e bankes transferat e 

egzekutuara gjate muajit Janar – 

Mars 2006,  te mbeshtetura me 

faturat  e partnerit “ICAA “  ku 

precizohet periudha kohore e 

sherbimeve (2005) dhe natyra e te 

njejtave ,( per verifikim mund te 

dejtoheni ne Departamentin  e 

Financave). 

 

 

Komenti eshte bazuar ne mungesen e nje procedure formale 

perllogaritjeje dhe aprovimi te akrualeve. Gjithsesi ne kemi 

sqaruar qe kjo mund te kete qene problem i mungeses se 

pozicionit te oficerit financiar gjate kohes kur ne kryenim 

auditimin. Nese kompania e ka ndertuar nje process formal 

per perllogaritjen dhe aprovimin e akrualeve atehere dhe 

zbatimi i rekomandimeve tona do te jete me i lehte. 

 

Comment is based on the lack of a formal process for the 

calculation and approval of accruals. In any case, we 

understand that this may be a temporary situation due to the 

absence of the finance director during the course of the 

fieldwork. If the company has already set up a formal process 

for the calculation and approval of accruals then full 

implementation of our recommendation will be even easier. 

 

 

 



ABCD Office of the Auditor General 
 Report on 

Prishtina International Airport J.S.C. 

 15 June 2006 

 

 48 

 

 

7.4 Na referoni te analizojm piken 

5.4 e qe e njejta nuk ka te beje 

me natyren e punes te cilen ju e 

pershkruani.  

 

 

 

Referenca eshte vene ne pergjithesi per ceshtjet e faturimit 

dhe te te ardhurave. Ndoshta ne reference duhej perfshire dhe 

pika 5.3 por gjithsesi permbajtja e komentit eshte e qarte. 

 

Reference has been placed to refer in general to the billing 

and revenues issues. Perhaps, the point 5.3 should be added 

to the reference but the comment is clear as is. 

 

 

 

 


