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General 

We were engaged to provide an evaluation of the Financial Management and Internal Control of 
Water Waste Irrigation Enterprises and specifically “Pastrimi or PA”, “Iber Lepenc or IL” and 
Kompania Ujesjellesit Rajonale “Batllava or BA” (hereinafter “the entities”). As previously agreed 
with the entities and Office of the Auditor General (hereinafter the “OAG”) representatives the 
following report is in the common format of the management letter where each finding is described 
then related possible consequences and our recommendations are listed. The findings encountered 
during the review of the above mentioned entities are grouped into sections listed also in the Table of 
Contents. Our findings have been general and specific to each of the entities. Any specific finding 
relevant for a specific entity is clearly identified /marked as being relevant only to that entity. 

Prior to commencing the fieldwork, we conducted a research of the entities to gain an understanding 
of their activities. We reviewed the financial information, as well as other relevant publicly available 
information on the current activities of the entities. Furthermore, we met with the management of the 
entities mentioned above and presented them with the scope of the project, provide to them the 
information and documentation required.  

Upon the completion of our fieldwork we have arranged an exit meeting where we listed, discussed 
and corroborated the most relevant findings.  
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1 Financial reporting 

1.1 Introduction 

The Financial Reporting Process is designed and established within the entities. It is a common 
practice within these entities that the financial report process is overseen by the Head of 
Accounting/Finance Department. The involvement of the Board of Directors and General 
Management on this process is limited to the approval of annual financial statements. During the 
review of the financial reporting process of the entities we have referred to International Financial 
Reporting Standards (“IFRS” or previously known as “IAS”) and in parallel considering the 
applicable laws in Kosovo. Our findings in respect of the financial reporting process are grouped as 
follows: 

1.2 Financial reporting environment, system application  

1.3 Segregation of duties 

1.4 Opening balances and journal entries  

1.5 Estimates, provisions and other assumptions used  

1.6 Financial Statements preparation  
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1.2 Financial reporting environment, system application  

1.2.1 Observations 

The entities’ accounting system is simple and kept on locally purchased software which operates in 
Access Program. From the interviews performed we understand that such software is upgraded on a 
regular basis, nevertheless we were not provided with any license agreement for its use. The software 
generates automatically only trial balance, balance sheet, income statement and cash flow. No other 
proforma financial statements are prepared except the monthly and annual reporting that the entities 
submit to Kosovo Trust Agency and Ministry of Commerce and Industry. 

We noted that PA software does not generate the balance sheet, income statement and cash flow 
automatically. 

1.2.2 Possible consequences 

The deficiencies in internal controls encountered in the financial reporting system application might 
lead to the following consequences: 

� Completeness and accuracy of the financial information; 

� Unauthorized access over the accounting data; 

� Integrity of data; and 

� Assets safeguard. 

Although we the Financial Statements are reviewed and approved by the General Manager/Board of 
Directors, since this control is not documented it is possible the Head of Finance Department/ 
responsible personnel to override these controls. 

1.2.3 Recommendation 

The preparation of the entities’ financial statements should include procedures that are designed to 
ensure information required to be disclosed by the applicable financial reporting framework is 
accumulated, recorded, processed, summarized and appropriately reported in the financial statements. 
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1.3 Segregations of duties 

1.3.1 Observations 

During the course of our fieldwork, we found that the process of preparation, approval and reporting 
of the interim or annual financial statements are not properly formalized. There is no segregation of 
duties within the Accounting Department and there are no clear job descriptions documented and 
communicated to all personnel involved in this process. The job descriptions in place do not include 
descriptions of responsibilities related to financial reporting. 

Namely, only for IL the personnel responsibilities are set out in the Human Resources manual, issued 
on 6 August 1987. However, this manual does not describe the financial reporting responsibilities and 
is not easily accessible to all personnel to refer in their daily operations. 

1.3.2 Possible consequences 

The non-segregated duties in the financial reporting system application might lead to the following 
consequences: 

� Completeness and accuracy of the financial information; 

� Unauthorized access over the accounting data; 

� Integrity of data; and 

� Assets safeguard. 

Although the Financial Statements are reviewed and approved by the General Manager/Board of 
Directors, since this control is not documented it is possible the Head of Finance Department/ 
responsible personnel to override these controls. 

1.3.3 Recommendation 

We recommend the entities to consider the following:  

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

� Within the finance department to establish position of a reporting office(r) responsible for 
financial reporting, more specifically for the preparation of interim and annual financial 
statements under requirement of any generally accepted accounting standards (i.e KAS or IFRS). 

We acknowledge the fact that the entities might not have the appropriate number of personnel due to 
lack of resources or budgeting. However, we recommend duties within the Accounting/Finance 
Department to be appropriately segregated in order to ensure that information and tasks performed are 
formally reviewed by someone other than the preparer. 
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1.4 Opening balances and journal entries 

1.4.1 Observations 

We encountered that the opening balances one of the PA are manually inputted by the head of 
accounting because it is not technically possible automatically to be carried forward. Therefore, the 
responsible Head of Accounting/Finance Department prepares a new data base at the start of each 
financial reporting period. 

As previously discussed in section 2.1.1 we found that at all the entities there is no proper segregation 
of duties within the financial reporting system. There is no formalized process of evidencing, 
executing and reviewing post closing and top side journal entries. Especially, in IL the processed 
journal entries are not formally authorized by a supervisory, but are subsequently informally 
reviewed. 

1.4.2 Possible consequences 

The lack of an automatic carry forward of the opening balances increase the risk of misstatement of 
the opening balances and comparative information in the financial statements. Lack of segregation of 
duties in the post closing and top side journal entries may lead to incorrect or misstated financial 
statements. Furthermore fraudulent financial reporting incentives may not be prevented.    

1.4.3 Recommendation  

We recommend that the entities put in place the following procedures and control activities in order 
to ensure that closing of sub ledgers and the general ledger, top-side and post-closing journal entries, 
as well as that the opening balances are not mistaken: 

� Tailor a checklist of procedures to ensure that the process is complete regarding the period-
end opening and closing of the sub-ledgers and general ledger; sign-off on the checklist 
indicates compliance with the procedures; 

� Appoint a personnel that will compare the prior year comparative numbers to the prior year 
issued financial statements for consistency;  this control should be documented; 

� Any changes to closed period balances should require formal approval from the head of 
accounting/finance department; 

� Access to amend the prior period account balances should be limited to few authorized 
individuals within the entities (eg. someone from the IT Department or the risk management 
unit), an audit log should be prepared and reviewed for the operations performed from such 
personnel; 

� Once the financial reporting process is completed, the accounting software  system is locked 
to ensure that adjustments cannot be posted to prior periods; and 

� Reporting packages have pre-defined mapping and are automatically uploaded by the 
accounting manager. 

The management should also consider risks of financial statements material misstatement 
associated with inappropriate override of controls over journal entries and the controls 
surrounding non-standard journal entries. The following described controls can be considered in 
order to ensure that risk is mitigated: 

� a list of recurring-fixed Euro and recurring-variable Euro journal entries is maintained and 
reviewed for validity and accuracy; 

� non-routine journal entries are reviewed and approved by the Head of Accounting/Finance 
Department;  

� all recurring journal entries are preformatted with specifically determined account codes and 
are mapped in the accounting application, and 

� Exception reports are generated highlighting violations of access restrictions that are 
reviewed by the IT manager or by the Risk Manager. 
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1.4 Opening balances and journal entries (continued) 

 

� The system is defined to automatically compose exception reports regarding unusal 
transactions, transactions over certain pre-defined monetary amount; un-balanced journal 
entries; journal entries without description; etc. that will be reviewed and approved by the 
appropriate responsible personnel (generally, managers of departments). 
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1.5 Estimates, provisions and other assumptions used 

1.5.1 Observations 

During our inquiry we were not provided with necessary information and explanations on the 
following: 

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

� Estimation of allowance for bad debts 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.     

In addition, the entities are involved in several minor legal cases and it is probable that future cash 
outflows might be required in the near future. As at 31 December 2005, no provision has been 
established by the entities in its statutory financial statements for the above obligations as there were 
no adequate and reliable information.. 

1.5.2 Possible consequences 

In the ordinary course of business, the entities may be involved in various claims and legal actions 
and it is in the discretion of the management whether the ultimate disposition of these matters will 
have or not a material adverse effect on the entities financial position or changes in net assets. 
However, in accordance with KAS 17 or IAS 37 – Provisions, Contingent Liabilities and Contingent 
Assets, the Entities 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. 

Lack of proper estimation of the provisions at the balance sheet date may cause financial statements 
being incomplete and with significant departure from KAS or IFRS.    

1.5.3 Recommendation  

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. 



ABCD 
Office of the Auditor General 

 Report on 

Waste Water Irrigation Enterprises 

 15 June 2006 

 

10 

1.6 Financial statements preparation 

1.6.1 Observations 

The entities prepare just the four financial statements, i.e the Balance Sheet, the Income Statement, 
The Statement of Changes in Equity and the Cash-flow Statement. The entities do not prepare the 
notes to the financial statements and the related disclosures. The preparation of financial statements is 
left under the responsibility of the Head of Accounting/Finance Department. 

The entities are not experienced in presenting its financial statements under generally accepted 
accounting principles and required disclosures or more specifically under IFRS. Such is also due to 
the fact the current legislation in Kosovo is very recent and there is lack of experience in its 
implementations (i.e. Kosovo Accounting Standards). 

Entities accounting personnel do not have an in depth understanding of Kosovo Accounting 
Standards or International Financial Reporting Standards and how to implement such standards.  

1.6.2 Possible consequences 

The above may result in financial statements which will not be presented in accordance with IFRS or 
KAS. 

Lack of knowledge in any specific accounting framework may create the risk that any financial 
statements prepared may be misstated and not comply with all the requirements. 

1.6.3 Recommendation 

The Entities should refer to KAS 1 or more specifically to IAS 1, Presentation of Financial 
Statements in the preparation of the Financial Statements. Paragraph 7 of IAS 1 states that a complete 
set of financial statements includes the following components: 

(a) balance sheet; 

(b) income statement; 

(c) a statement showing either: 

(i) all changes in equity; or 

(ii) changes in equity other than those arising from capital transactions with owners and 
distributions to owners; 

(d) cash flow statement; and 

(e) accounting policies and explanatory notes. 

Alongside with the entities’ decision to prepare KAS or IFRS financial statements, a training action 
plan should be put in place in order to enable responsible personnel to prepare the financial 
statements and notes disclosures. This recommendation becomes more imperative within the near 
future whereas such entities might be required to apply full IFRS. 
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2 Budgeting 

2.1 Introduction 

The entities prepare annual budgets which are subject of Supervisory Board approval. The annual 

budget include a monthly breakdown which forecast the revenue generation and level of spending of 

the entities for each month. However, it is our understanding that no formal back up information is 

formally provided by different departments during the budget preparation for the forthcoming 

periods. 

Elements of the budget involve ongoing operations and capital expenditure funding. The annual 

procurement plan can only reflect material requirements which are contained in the approved budget.   

Budget preparation goes through the following steps: 

1. Initiation  

2. Evaluation and approval 

3. Monitoring 

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

2.2 Formal budgeting process  

2.3 Statistical and historic information  

2.4 Cost Accounting systems  

2.5 Variance analysis between budgeted and actual balances 

2.6 Budget revisions  
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2.2 Formal budgeting process 

2.2.1 Observations 

The entities prepare annual budgets which are subject of Supervisory Board approval. The annual 
budget includes a monthly breakdown which forecast the revenue generation and level of spending of 
the entities for each month. However, it is our understanding that no formal back up information is 
formally provided by different departments during the budget preparation for the forthcoming 
periods. In two of the entities reviewed (IL and BA) we were not provided with information on how 
the budget estimation regarding the revenue generation and level of spending is prepared by each 
department, although the final budgets and targets are approved by Kosovo Trust Agency (hereinafter 
the “KTA”).  

The entities (applicable only for PA and BA) do not prepare comparison between budgeted and actual 
figures which should be presented for discussion to the Board of Directors/Supervisory Council on a 
regular basis. During our review of these reports we noted that significant variances exist between the 
budgeted and actual figures  

During our work we 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’ shows 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. Furthermore, there are no reasonable explanations on the resulted variances. 

2.2.2 Possible consequences 

Budgets estimations disregarding 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 entities. 

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 entities. 

2.2.3 Recommendations 

We recommend that the entities implement a formal budgeting process including background 
information which should be processed from the respective departments within the entities. Relevant 
methodologies should be developed and tailored in respect of budget preparation. Furthermore, the 
entities should design and implement procedures in order to perform adequate analysis on the resulted 
variances between budget and actual. 
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2.3 Statistical and historic information 

2.3.1 Observations 

The entities do not have a complete historical database of the revenue generation by sources and 
functions, level of expenditures and capital investments from the previous years. Therefore no 
database is maintained or any reports are prepared for the following: 

� Revenue by sources and by functions, especially by: 

i.e Pastrimi: 

-Households  

-Business 

-Public Institutions 

-Other 

i.e Iber Lepenci 

-Power Supply   

-Industrial Water 

-Unelaborated water 

i.e Batllava 

-Households  

-Business 

-Public Institutions 

� Capital expenditures 

� Actual investments versus investment plans 

• Expenditures, mainly for repairs and maintenance of capital investments, replacement of 
operational infrastructure etc. 

2.3.2 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 entities. 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 entities. 

2.3.3 Recommendation 

The entities 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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2.4 Cost accounting systems 

2.4.1 Observations 

The entities do not have a specific cost accounting system in place. Entities management should use 
the cost classifications as per the chart of accounts when preparing budgets.  

Due to lack of cost accounting system, the entities can not perform an appropriate cost analysis for 
each department. We were informed that the budgeting function, does not calculate the cost per unit 
of the services or departments; neither does it perform any cost analysis, as this is never required by 
the managers. 

2.4.2 Possible consequences 

Lack of specific cost accounting system may lead to inappropriate decision-making due to lack of 
accurate management information.  

Lack of appropriate cost analysis may lead to a lack of genuine management interest and commitment 
to the budget. Furthermore, it will be difficult to incorporate sensitivity analyses if the cost 
accounting system is missing.  

2.4.3 Recommendation 

We suggest the entities to promptly implement cost accounting system. They should take into 
consideration the specific needs of the business. It would be of a great value if the implemented 
system is equipped with tools like interface with the Accounting System, and that it is flexible for 
creation, generation and end- user customization of management information reports. Also it should 
be able to implement modern cost accounting techniques like Service Costing or Activity Base 
Costing or other 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 external utilities cost is outside the 
scope of the management control.  
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2.5 Variance analysis between budgeted and actual balances 

2.5.1 Observations 

During our review of the minutes of the Board of Directors’ meetings and investigation on the 
resulted variances between budgeted and actual information we did not identify any analysis and any 
action taken by the management in order to address the variances between the budgeted and actual 
figures and to implement measures for resolving the issue in the remaining months of the year. 
However, there has been sporadic actions undertaken for few issues, but they have been sporadic and 
not in line to the budget and/or goal. 

In addition we were not able to identify persons responsible for monitoring and reviewing the 
budgeting and forecasting process within the entities structure. Lack of written procedures and 
manuals on the information flow over the budgeting process made difficult understanding of this 
process. 

We noted that IL has assigned a planning officer responsible for budget monitoring, but in practice 
the function has not been fully covered. The monitoring analysis is performed poorly, it lacks details 
and conclusions. 

2.5.2 Possible consequences 

Lack of proper variance analysis between 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. 

2.5.3 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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2.6 Budget revisions 

2.6.1 Observations 

During our fieldwork we have reviewed the entities’ budgets 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 
entities do not perform consecutive budget revisions in order to bring projected figures to the more 
realistic scenario. 

2.6.2 Possible consequences 

Lack of realistic projections and disregard for consecutive budget revisions may imply significant 
loops in the entities financial reporting system. 

In addition 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;  

� Problems of goal congruence. Dysfunctional behavior may arise if participants are working 
toward different goals; 

� Interdepartmental conflicts may arise which might not be resolved in time; 

� Short term targets should be analyzed if they are realistic. If these targets are found no realistic 
that we consider that there is a risk that managers may be forced into making short-term/long 
term trade-offs; and 

� Managers and the respective departments are not committed to the targets. 

2.6.3 Recommendation 

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

� Revise budgets more frequently in order to ensure compatible actual and projected figures; 

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

� 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; and 

�  Consider preparation of budgets for shorter period’s i.e. quarterly or semi-annual budgets 

Forecast and budget training sessions in the future periods of the finance personnel with regard to 
budgeting, performance management and management controls. KPMG will be very willing to assist 
the entities during this process. 
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3 PPE management 

3.1 Introduction 

Organizational structure of Property Management  

The entities’ PPE management is performed by the Finance Units. These units are responsible for 

verifying the accuracy of the documentation received from other units, recording, follow up and 

reporting on the balances and the status of the borrowings and other payables of the entities. 

The entities do not have policy or internal procedure regarding the PPE management.  

Initiation and authorization of acquisition of property, plant and equipment 

The request for the acquisition of tangible assets is compiled by each unit and is approved by the 

Head of that unit. The request is sent for approval in the Head Office. After approval by the General 

Directors, the request is submitted to the Procurement Units. Capital expenditure is covered by 

internally generated resources or potential donors. The additions/acquisitions of fixed assets during 

the year should stick to the annual investment plan.  

For each capital expenditure the approval of the Kosovo Trust Agency should be obtained. The final 

approval is obtained by the Ministry of Finance. 

Procurement process  

Procurement procedures are overseen by the Procurement Department of the respective entities based 

on an internal regulation and the Kosovo Law on Public Procurement no. 2003/17. The Procurement 

Department has to submit the annual plan not later than the 31 December. The entities (BA and IL) 

have set up the operational plan of procurement for the year 2005, based on which all procurement 

activities are undertaken. A copy of the plan is submitted to the Public Procurement Agency (PPA) 

within the deadlines required by law. 

Physical inventory of property, plant and equipment 

The physical inventory of tangible assets is performed annually. Each entity creates the responsible 

committees for this procedure.  

Recording and fixed assets register 

The Financial units keep the records and fixed assets registers and are responsible for reflecting in 

such records the actual results of the physical inventories. 

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

3.2 Internal controls over PPE management  

3.3 Fixed assets register  

3.4 Recognition and capitalization policies  

3.5 Fixed assets identification tag  

3.6 Estimation of useful life and depreciation used  
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3.2 Internal controls over PPE management 

3.2.1 Observations 

There are no formal written policies and procedures setting out the entities' standards and 
expectations with regard to internal controls over property, plant and equipment. These documents 
should define the level of controls that the entity wishes to achieve (policy documents) and the 
specific steps, tasks and activities that must be followed to achieve these standards (procedure 
documents).  

Although several control activities are in place, they are not reinforced by standardized procedures, 
formal top-down communications, monitoring, trainings, and periodic reviews and reassessments of 
these controls effectiveness.  

During 2006, BA has compiled a procedure document. However, there is no record whether the 
personnel have received adequate training and whether the procedures are fully and effectively 
implemented. 

The design of the entities procurement procedures is limited to the regulatory procurement 
requirements. The transactions limits are determined by the respective regulation. The entities do not 
have any internal procurement procedures, specifically tailored to the entity’s specifics.  

Furthermore, in IL, we noted several cases where the required procurement procedures were not fully 
complied with. Consequently, the procurement procedures were annulled. Such cases related to 
incomplete documentation and certifications, deadlines not met and technical requirements not 
fulfilled, or lack of authorities’ notification.   

We noted that the fixed assets safeguard is not reinforced by internal policies and formally 
communicated to employees. In addition, in BA and PA reconciliation between the accounting 
records and the physical inventory of PPE records has not been performed.  

In IL we noted that there are no clear and formal guidelines on fixed assets sale/disposal procedures. 
For the assets sold during 2005, we did not find any evidence for the handover of the fixed assets to 
the authorized selling unit (warehouse).  

Additionally we noted that the fixed assets other than motor vehicles are not covered by an insurance 
policy. 
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3.2 Internal control over PPE management (continued) 

3.2.2 Possible consequences 

Lack of documented policies and procedures weakens the ability of the Management to monitor and 
manage significant risks and to assure that management decisions are properly carried out. In 
addition, it reduces the daily operations transparency performed by the entity and may result in 
certain essential functions not being adequately carried out.  

In particular, there is a risk that the level of security within the entities is insufficient to mitigate the 
risks of misuse of assets. 

Lack of written policies exposes the entities to the risk of being unprepared to respond to changes or 
needs for financing, in order to achieve the required level of investments in PPE.   

Non insurance coverage of PPE exposes the entities to the risk of potential losses which can not be 
transferred to third parties, i.e. insurance company.  

3.2.3 Recommendation 

Policies and procedures over PPE Management generally include the scope, the applicable policy, and 
the specific steps, tasks and activities. Clear responsibilities of the responsible personnel should be 
defined, specifying who, in generic titles or positions, is responsible for the policy.  

The entities should consider including the following areas: 

• planning and budgeting; 

• procurement; 

• safeguarding;  

• authorization levels;  

• filing;  

• stock take; 

• recording, inclusion in the general ledger and presentation in the financial statements; 

• methods for the estimation of the useful lives and impairment of the fixed assets; 

• capitalization limits. 

The entities should specifically consider and put in written the following key controls: 

• Register of PPE should be maintained. There should be regular, at least annual physical stock-
takes ensuring that the existence of the assets and their condition.  

• Independent physical inventories should be undertaken at least once a year, and the results should 
be agreed with the accounting records and to the register of PPE. 

• The disposal of all assets should be carefully controlled. Transparent auctions should be held for 
all significant asset disposals. 

• The fixed assets should be insured in order to reduce the risk of potential losses for the entities. 

• Proper segregation of duties should be maintained. The following three duties should be assigned 
to separate staff and/or sections: 

- authorization of local purchase orders or invoices for payment; 

- receipt or custody of the assets; 

- maintenance of the ledger, cash book and fixed assets records. 
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3.3 Fixed assets register 

3.3.1 Observations 

The entities do not currently maintain a comprehensive tangible fixed assets register. The fixed assets 
register needs further improvements. Our findings are further detailed as follows: 

• The entities maintain the registers manually and in excel spreadsheets. Several useful and 
interrelated information, such as the date the asset purchase, the date when the assets has been put 
in use and the depreciation calculation are recorded only in one of the registers, thus not allowing 
for an easy control over the accuracy of the calculations.  

• The book which was kept manually did not include fixed assets totals per each page; 

• The depreciation formulas were missing in certain cases. Only values were manually posted in 
the excel spreadsheet; 

• Full details on the invoice, contracts, and description of the fixed assets (i.e. type, serial numbers, 
specific technical details, supplier, and year of production) were not included in the register and 
easy access and identification of these documents was not ensured;  

• There is a lack of details for certain items regarding the person responsible for the asset. This is 
especially important for computer laptops, and other movable assets, which are not properly 
monitored. The name of the person to whom the asset is allocated and the location is not updated 
on a regular basis when the asset is transferred between personnel and locations; and 

• We further observed that serial numbers and tags are not allocated to certain fixed assets. At IL 
we noted several cases where the number was attached several years ago but it was damaged and 
not usable. The fixed asset number recorded in the fixed assets register was not attached to, or did 
not correspond to the relevant fixed asset. 

3.3.2 Possible consequences 

The purpose of the fixed assets register is to provide management with a tool to enable the control 
and safeguarding of the company’s assets.  

Lack of a comprehensive tangible fixed assets register weakens the internal controls over these assets. 
This can lead to fixed assets being misappropriated and not being identified as such by management 
on a timely basis. Additionally, upon disposal or write off management may waste time and effort 
identifying the details and the carrying value of the asset concerned. 

The lack of a reference number, which links the register to the supporting documentation, the physical 
inventory, and to the fixed asset, makes the identification and matching of the register to the existing 
assets difficult and time consuming. Consequently, nonexistent asset could be accounted for, and on 
the other hand an existing asset not accounted for. Such a system would not ensure reporting of the 
actual existence and condition of the fixed assets and increases the risk of errors. 
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3.3 Fixed Assets Register (continued) 

3.3.3 Recommendation 

We recommend that management continue to input records of all tangible fixed assets owned by the 
entities in a comprehensive computerised tangible fixed assets register.  

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

• asset number (unique to each 
individual asset and noted on a label 
attached to the 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 assets register should be updated at least every month to account for fixed asset additions, 
changes in location and user, disposals and monthly depreciation charges. Reconciliation should also 
be performed on a monthly basis between the general ledger and the fixed assets register. 

We recommend that periodically (eg. annually) management should undertake an exercise to 
physically verify the existence of tangible fixed assets recorded in the asset register. Missing items 
resulting from the reconciliation between the register and the physically existing assets list should be 
investigated and, if necessary, written off. 

All assets should have attached an asset number which links them to the fixed assets register. That 
number should be permanently attached to the appropriate asset.   

We recommend entities initially to comprehensively verify the Fixed assets register in order to ensure 
that it correctly accounts for all fixed assets.  
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3.4 Recognition and capitalization policies 

3.4.1 Observations 

The entities have not developed and applied any internal guideline on the capitalization and 
recognition of the property, plant and equipment. They are limited to compliance with tax regulations. 
These regulations are not specific to the entities and do not take account of recognition provisions 
(IAS 16 or KAS 3), which state that the assets should be recognized only when it is probable that 
future economic benefits associated with the item will flow to the entity.  

According to the tax requirements, assets purchased for a cost of more than EUR 1,000 are currently 
being capitalized and depreciated. The assets under this threshold can be expensed in the year they are 
purchased rather than capitalized and depreciated. We noted several cases (i.e. chairs and stoves) 
where assets with costs under the threshold, were capitalized. 

In addition we noted the certain items which were recorded as expenses during the year, comprised 
software which should be rather included in intangible assets and amortized through its useful life. 

We found cases where the fixed assets donated to PA were not recorded as their value was not 
measured within the period they were donated. These assets were recognized in subsequent periods. 
In addition we noted that IL has not accounted at all, for the software which was donated in year 
2002. The valuation of the donated assets at PA was not based on any external certified evaluator 
report. Their carrying value was determined internally. 

3.4.2 Possible consequences 

The entities are not compliant with the IAS 16 – Property, Plant and Equipment recognition 
requirements.   

On the other hand, capitalization of assets with value under EUR 1,000 would result in additional 
record keeping as annual depreciation and acquisition costs have to be maintained in the fixed assets 
register. Furthermore, this creates additional book/tax differences which have to be recorded.  

Deferring the recognition of the assets in the following periods results in misstated financial 
statements. 

3.4.3 Recommendation 

The entities should consider IAS 16 - Property, Plant and Equipment and KAS 3- Property, Plant and 
Equipment, when developing recognition criteria. 

We recommend that the entities develop a capitalization guideline, which is appropriate for their 
industry specifics and accounts for the record keeping and reconciliation costs. Additionally they 
could capitalize the assets with costs above a certain threshold amount and expense items with costs 
below the threshold amount in the period acquired. The expensing of assets with costs below the 
threshold simplifies the determination, and reconciliation of depreciation for accounting and for tax 
purposes. 

This method would provide a basis for an appropriate and consistent accounting treatment and for 
clear guidelines for the employees responsible for recording and maintaining the fixed assets register.  

Consideration should also be given to whether the asset is a separate asset or forms part of an existing 
asset. 
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3.5. Fixed assets identification tag 

3.5.1. Observations 

We noted that in several cases the identification tags were missing. Furthermore it is not apparent 
whether the tag is properly designed and effectively utilized to easily identify the asset and reference 
it to the register, stock take, or any other relevant document.  

3.5.2 Possible consequences 

One of management’s responsibilities is to safeguard the entity’s fixed assets.  A weakness in the 
level of control, via the inability to specifically identify each asset through its number, undermines 
management’s ability to properly account for the fixed assets of the entities. 

In addition, the lack of a reference of the fixed asset to the register and stock take document makes 
the stock take process time consuming and less effective.  

3.5.3 Recommendation 

The entities should consider a proper design of the identification tag, in order to make it a useful tool 
to ensure control over them in the most effective and efficient way. 

The identification tag should provide a reference and link the asset to the inventory documentation 
and to the fixed assets register.  
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3.6 Estimation of useful life and depreciation rates used 

3.6.1 Observations 

We noted the following: 

• The entities do not have a proper system to track fixed assets and calculate depreciation. The 
entities use the excel spreadsheets to calculate depreciation expense. These spreadsheets, which 
require frequent updating by accounting personnel, are limited with respect to asset tracking, 
dates where assets are put into use, depreciation method, formulas, and tax information. 

• The entities apply the depreciation rates and methods required by the tax regulations, without 
considering the useful life of each significant asset or asset component.  

• The entities do not assess and review the useful life of the assets. 

• The entities do not regularly identify and account for the obsolete items. There are no procedures 
in place to ensure that the carrying amount of an item of property, plant and equipment shall be 
derecognized when no future economic benefits are expected from its use or disposal. 

• For the fixed assets inherited from the period before the year 1999 the regional water entity has 
not ensured information related to the depreciation of the specific items. Therefore, only the net 
carrying amount for each class of assets is carried forward in the books, without listing/detailing 
the itemized asset included in these totals.   

• There were several cases at PA and BA, where the carrying amount is not identifiable in the 
register. There no controls over these assets to ensure that the accurate amount related to gain or 
loss arising from derecognition of an item shall be included in profit or loss on eventual 
derecognition of the asset. In addition, entities do not perform analysis of the existence of 
indications for impairment of the assets and no impairment testing has been made.. 

• There are no formal policies, long-term strategies and analysis to provide with a basis for the 
timing and sources of funds to replace the fixed assets. The entities generally compile an annual 
plan on the assets that will be purchased during the year, the maintenance and repair costs. There 
are no formal procedures to ensure that the plan is feasible and whether it is achieved through the 
year.  

• It is not clear whether any control exist to ensure that the carrying amount of assets that are 
disposed off, is derecognized in accordance with the accounting standards. 

3.6.2. Possible consequences 

Lack of appropriate procedures and analysis to estimate the useful life of each significant asset 
increase the risk over proper allocation of the costs of these assets over their useful life through 
depreciation and the fair presentation of fixed assets in the financial statements. 

The lack of a proper system to track fixed assets and calculate depreciation exposes the entities to   
additional risk related to error and data security. 

3.6.3 Recommendation 

• Establish procedures to record the additions, disposals and transfers of assets on a timely/regular 
basis. Communicate and utilize the information provided from the physical inventory to ensure 
the accuracy of the records and to perform an analysis of the estimated useful life of the assets.  

• The entities should implement fixed asset software to record all existing assets, additions, 
disposals, and transfers, and automatically calculate depreciation expense for the accounting and 
tax purposes. 

• Determine depreciation methods which are based on the estimated useful life of the assets rather 
than solely on the tax requirements. Identify the differences in the depreciation for accounting 
and tax purposes in order to calculate the deferred tax.  
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4 Sales management 

4.1 Introduction 

IL 

There are two main types of customers: 

• Farmers for irrigation water; and 

• Institutions, i.e. KEK for electricity, Kosova A and Kosova B for industrial water, and Water 

supply entities for unelaborated water. 

The entity is the sole supplier of such services in the geographical segments they cover.  

PA and BA 

There are three main types of customers: 

• Households; 

• Institutions; and 

• Private companies 

The entities have not compiled, approved and implemented policies and procedures regarding the 
sales management. 

The collections rates of all entities are quite low. Insufficient controls are in place regarding the 
completeness of the revenue and cash collections. We noted that the entities have significant 
outstanding balances of receivables. Although the management believes that only a minor part of 
these balances could be collected, no analysis of the level of impairment of these receivables is 
performed, and consequently, no impairment is reflected in the financial statements. 

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

4.2 Sales Management policies 

4.3 Billing system, interface and reconciliation with accounting 

4.4 Internal control over completeness of revenue and cash collections 

4.5 Aging reports and impairment methodologies 
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4.2 Sales management policies 

4.2.1 Observations 

The entities have not compiled, approved and implemented policies and procedures regarding sales. 
Furthermore, we noted that although the main goals are included in the annual budget, there are no 
formal short term strategies and action plans in order to meet the objectives outlined in the budget.  

The monitoring process is also incomplete and informal. The entities perform comparisons between 
the actual results and the budget, but the variances are not further analyzed, and possible measures to 
address the variances are not developed.  

4.2.2 Possible consequences 

Lack of formalized policies and procedures, weakens the ability of the management to monitor and 
manage significant risks, and to assure that management decisions are properly carried out. In 
addition, it reduces the transparency of the day-to-day operations performed by the entity and may 
result in certain essential functions not being adequately carried out.  

The lack of policies and procedures which should assist the management in ensuring the 
completeness of revenue and cash collections, managing the accounts receivables and perform a 
proper estimation of the receivables impairment, exposes the entities to the risk of error and 
misstatement of the financial statements. Not only the management would take wrong decisions based 
on such information, but the third parties using the financial statements of the entities would be 
misled. 

4.2.3 Recommendation 

The entities should establish policies and procedures requiring responsible personnel to design, 
implement and asses the effectiveness and efficiency of the internal controls over the sales 
management. Such policies may include, but not be limited to the following key controls: 

• Comprehensive budget (including revenue, capital and aid receipts) is agreed by the management 
and the regulatory bodies, before the start of the year. Action plans are compiled setting out how 
to achieve the objectives. Continuous monitoring and performance analysis is performed 
regularly throughout the year. 

• The authorized tariffs, prices and charges should be publicly available. 

• The cash collections should be promptly banked. 

• Receipts should be independently reconciled to the bank statements on a regular (daily) basis and 
any differences promptly investigated and cleared.   

• Report on the revenue, collections and 'outstanding balances/ in arrears' (might include data of 
previous months/years) should be provided to the Management and the Auditor-General at least 
once a month. 

• Aging analysis and impairment methods should be developed, implemented and frequently 
reviewed by the high level management 
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4.3 Billing system, interface and reconciliation with accounting 

4.3.1 Observations 

IL 

There are two main types of customers: 

• Farmers for irrigation water; and 

• Institutions, i.e. KEK for electricity, Kosova A and Kosova B for industrial water, and Water 
supply entities for unelaborated water. 

In relation to the billing system we noted the following: 

• Automated billing system exists only for farmers. The institutions’ billing is kept and managed in 
excel spreadsheets.  

• Access to the billing system is not limited. Security policies are not in place, i.e. no password and 
user ID is requested by the system. 

• Only one accountant is trained to work on the billing system and the accounting software. The 
segregation of duties principal is not effective since both functions are assigned to one person. 
Furthermore, this function of the entity is assumed to be not operational in cases of absence of the 
sole specialized employee for these operations. 

• There is no automatic interface between the accounting software and the billing system. 

• There is no automatic interface between the operational units and the billing system.  

• The invoices for the institutions are prepared and handled by the chief of finance. They are 
recorded by the accountant, but the accounting entries/records are not controlled by any other 
person.  

• Given the situation where the same person is responsible for billing and accounting records, the 
reconciliation process between the two different sources of information, is not reliable. This is 
specifically relevant for the farmers’ business unit. However, no formal reconciliation exists for 
the invoices related to institutions as well. 

 

PA and BA 

In relation to the billing system we noted the following: 

• There is no automatic interface between the accounting software and the billing system. 

• Only the totals produced by the billing system are sent to accounting and recorded by them. 

• The billing system provides information for each individual customer. The software produces a 
report with the balances for each customer. It does not produce any detailed aging report for all 
the customers or specific groups of customers.  

• The bill contains three coupons. Such design is intended to be used as a control over the cash 
collections, but there is no clear evidence that it is used as such (please see 5.4 for details). 
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4.3 Billing system, interface and reconciliation with accounting (continued) 

4.3.1 Possible consequences 

Improper and insufficient software security, unrestricted access to the billing software and lack of 
segregation of duties increases the risk of manipulation of the figures and misuse of the information. 
Such a system could lead to incomplete billing evidence and incorrect revenue recognition. 

The manual recording and lack of the interface of the billing and accounting system exposes the 
entities to additional risk of errors. In addition it causes additional costs for the record keeping, 
review and reconciliation of the information. 

The detailed list of the customers’ bills generated by the billing system is especially important in the 
current situation where the entities do not record each individual transaction in the accounting 
records. Consequently, the management is not provided with any detailed list produced by the 
accounting system or by the billing system. Because of this deficiency it is impossible to perform a 
proper reconciliation or analysis by customers. 

4.3.2 Recommendation 

We recommend that the entities takes steps to improve the billing system in order to ensure a safe, 
efficient and effective control system on the billing and the revenue. 

Although IL is currently providing services to a limited number of clients and is easily controllable, 
improvement of the procedures related to the billing system would enable the management to monitor 
and manage significant risks, and to assure that management decisions are properly carried out. 

The billing system should include details about the customers, their current address, the history and 
credit rating. Such information should be accessible for manipulated only to a limited number of 
persons and with the authorization of the management. 

The tariffs and prices should only be entered in the system, controlled centrally and approved by the 
management. The system should calculate and generate the bills automatically. The entities should 
implement controls so that the system cannot generate amounts in excess of the approved prices. Such 
controls would provide additional safeguards against issuing excess invoices to customers.   

The generation of bills should also be authorized and reviewed.  

The billing system should automatically inter-connect with the accounting software. The information 
should be automatically processed into the general ledger and regular reconciliations between the two 
systems should be performed and reviewed on a regular (monthly) basis. Any reconciling differences 
should be promptly followed up and cleared in timely manner. 

The entities should also consider the automatic link between the operational and billing units and 
regular reconciliation between them. The automatic link would be applicable in cases where the 
billing is directly related to the quantities produced or supplied by the operational units. This is 
especially important where a big volume of transactions is executed. 

We recommend that the entities establish a customer complaints unit and register. Complaints about 
billings could indicate system deficiencies in the processing of sales transactions. 



ABCD 
Office of the Auditor General 

 Report on 

Waste Water Irrigation Enterprises 

 15 June 2006 

 

29 

4.4 Internal control over completeness of revenue and cash collection 

4.4.1 Observations 

The collections rates of receivables of all the entities are quite low. Insufficient controls are in place 
regarding the completeness of the revenue and cash collection. 

The following issues were identified in respect of the controls over the collection process: 

• Generally the entities collect their revenues through the ambulant cash collectors. Except for the 
public institutions that deposit the cash in the bank accounts of the entities, the physical persons 
and the private companies are contacted by the cash collectors at their premises. No security 
measures exist to ensure the cash transportation. 

• The cash collection documents bear no date of collection and signature of the payee. 

• The bank statements often contain limited information related to the payee and the bills paid by 
the public institutions. In addition they are not supported by any document which would help 
matching of the deposit with the invoice. 

• There is no distinct relationship between the amounts that cash collectors are able to deposit in 
the accounts of the entities and their compensation or bonuses received. There is no penalty 
policy for the delays caused by cash collectors. Overdue penalties are also not applied to the 
customers. 

• There is a time limit which is generally one month, for the cash collectors to deliver the cash 
collected, the monthly report on such collections, and the unpaid invoices to the entities. 
Nevertheless we found few cases where the time limit was not fully compiled with, i.e. several 
cash collections were deposited in the subsequent month.  

• The entities have not developed any reliable system to identify when the cash is really collected. 
The cash receipt documents bear no date, whereas the invoices are composed of three coupons 
(two coupons only included in the IL system). One of the coupons rests with the customer, the 
other one with the cash collector in order to be sent back to the entities for filing, and the third 
one is with the customer when the cash is paid and with the cash collector where unpaid. No 
coupon rests with the IL’ customers. None of the coupons is signed by both parties, or linked in 
any way to the other coupons. 

• In addition to the coupon, an individual account for each customer is printed and sent to the 
customer together with the coupon. Therefore the control over the payment is dependent more on 
the customer rather than on the entity. There is no reliable control on whether all customers have 
received the print-out of their account, or whether they have received the correct print-out. As 
already noted above, the entities have not yet established any customers’ complaint unit, which is 
independent from the billing, collecting and accounting units. 

• The entities have established the control units. The controllers visit the customers in order to 
verify and check the billing and collection process, i.e. the controllers at IL measure whether the 
irrigation area is properly and completely invoiced and compile reports with their findings, which 
are than used to bill the customer; and the controllers of PA and BA visit the customers’ premises 
in order to verify any irregularity in collection. Still the limited number of controllers of PA and 
BA can cover only part of the customers, mainly private companies. The number of controllers is 
insufficient to cover all the individuals, which is the most problematic sector, representing the 
lowest collection.  

The reconciliation between the accounting records and the cash book or the billing system is not 
properly evidenced, reviewed and consequently issues which could be identified through this 
procedure are not resolved. Regarding the reconciliation we noted the following: 

• Only partial and incomplete procedures exist, i.e. in PA we noted that a controller is reconciling 
each cash book movement to the supporting document. The accounting unit is than based on this 
reconciled cash totals to account for collections of the month. No evidence of reconciliation 
between the accounting and billing unit is kept.  
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4.4 Internal control over completeness of revenue and cash collections (continued) 

• We also noted that in BA there some reconciliation procedures in place, but the reconciliation is 
based on totals collected by each unit and not on individual customers. Only in cases of 
reconciling differences some further investigating steps are taken, which are time consuming due 
to the lack of detailed information kept.  

• The reconciliation is not complete and evidenced at IL also. Furthermore the same person is 
responsible for billing and accounting related to the farmers, thus making the process even less 
reliable. The accounting entries are not regularly reviewed, and no evidence of the review is kept. 

• Although the cash collector presents a list of the collections made for the month, which is signed 
by the cash collector and the representative of the entity, no evidence of the reconciliation 
between each cash collector and the entities is performed to state the exact cumulative amount 
due from cash collectors in cases where the cash deposits are delayed by them.  

• We noted that cash collectors deposit the money in the premises of the entities, and not on the 
bank accounts. 

• Furthermore, the reconciliation of the cash on hand and at bank is not performed, reviewed, 
followed up and properly documented, Except for BA that properly documents the bank 
reconciliations. IL keeps evidence of a formal cash count, but not of the bank reconciliation. 

• We noted that BA has recognized revenues for the current period in the amount of Euro 
6,082,655 which represents income earned during the years 2000 – 2002 and collected in 2005. 
Based on our understanding, the revenues were recognized when cash was received rather then in 
the period when the services have been provided. While switching from a cash basis accounting 
to the accrual basis, the entity has not performed any adjustment, resulting from this change. Due 
to lack of complete records, we were not able to identify whether any other adjustment of this 
nature, would have been necessary. In addition, the Entity has not compiled any policy or internal 
guidelines on the recognition of such revenues.  

4.4.2 Possible consequences 

These practices leave huge opportunities for falsifying documents and intentionally misapplying facts 
and circumstances in revenue recognition. The current situation exposes the entities to the risk of 
errors and ability for the personnel to override the controls.   

Lack of any proper trade receivables and revenues management, and the directly related cash 
management, increases the risk of timely collections.  

The entities are relying on the customers detecting errors on the invoicing and cash collections, rather 
than on internal controls. The excessive number of errors can result in tense customer relations, given 
the time involved in collecting the correct information, and the lack of an independent customers’ 
complaints unit. On the other hand, the entities may only be detecting errors made in the customers’ 
favor and not their own, thereby potentially understating revenues. 

The entities’ practice of cash collection exposes them to the risk of cash being stolen or 
misappropriated during the transportation and also when the cash is deposited on hand at the entities’ 
premises.  

The switch from a cash basis accounting applied in the prior years to an accrual basis, which is 
currently applied by the entities, was not accompanied with all necessary retrospective adjustments, 
increases the risk that the revenues related to prior years (2000 – 2002) will be improperly recognized 
in the current period. Consequently the financial statements will be misstated, and more specifically 
the completeness of the sales for the respective years will not be ensured. Outstanding balances of 
receivables will be inaccurate and monitoring of such balances will be based on inaccurate 
information.  
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4.4 Internal control over completeness of revenue and cash collections (continued) 

4.4.3 Recommendation 

To improve collections, reduce the outstanding receivables and increase the cash flows from 
collection of receivables we recommend the following:  

• Close attention should be given to collection of past-due amounts to identify the most problematic 
individual customers or groups of customers and to dedicate additional time and personnel to 
such groups.  

• The entities should consider allocating additional resources to the collection and control over 
collections units.  

• Penalties on past-due amounts charged to the customers, or interruption of services provided to 
them should be considered to encourage customers to pay on a timely basis. 

• Develop a credit policy and keep track of the history of each customer regarding payment upon 
its obligations. In future, before agreeing to provide services to certain customer, the payment 
record should be verified first. Entities should not provide services to customers with bad 
payment record.  

• An incentive scheme should be considered regarding the cash collecting unit. The compensation 
of the cash collectors may be directly linked to the collection process.  However we noted that 
BA is already applying such a scheme, although performance measurement system still needs 
improvement. 

• Improve the billing and cash collection documentation design and other elements of security 
which at minimum should include the date of cash collections, and the signature of both cash 
collector and the customer. The entities could also consider a more appropriate design which 
would link or better integrate the three separate components of the bill. These elements could 
reduce the risk of fake invoices and delayed or incomplete cash receipts.   

• Documentation, such as a customer signature, is an important control to protect the entities 
revenues and will provide evidence in the event of a customer dispute. It will also assist the 
accounting to ensure that the related revenue is collected and recognized in the appropriate 
period. 

• Design and implement internal controls to detect invoicing errors, rather than expecting this 
information from the clients. The improvement of this system is not only important to improve 
cash collections and revenue recognition in the short term, but helps improving the relationship 
with customers and the entities image. That would help the entities to make the public more 
responsible, to increases sensitivity and consequently improve the collection rates in the future. 

• Focus on improving the quality of the services. Establish an independent customer complaints’ 
unit. Develop a quality control process and perform management reviews of this process. The 
improvement of the quality would contribute in an increasing collection rate. 

• Ensure a better cooperation between the legal units and court authorities in order to fasten the 
court decision processes, and collect the bad debts.  

• Consider factoring arrangements which are in line with the objectives of the management. 

• Take further and continuous steps to minimize volume of cash on hand transactions and 
maximize the collections through banks. Introduce campaigns to inform the public on this 
possibility and simultaneously improve the documentation of collections through bank accounts. 

• Keeping accurate records of the sales and the cash collections is imperative for the entities in 
order to ensure that the revenues and receivables are not misstated at the balance sheet date. 

• Formalization of reconciliation procedures between the accounting and billing department is very 
important in order for both departments to ensure for the accurate and complete revenues, 
collections and receivables.  
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4.4 Internal control over completeness of revenue and cash collections (continued) 

• Reconciled information between accounting and billing department, with the attached invoices 
and collection documents issued on a monthly basis should be reviewed to ensure that proper and 
complete procedures are followed. The review should be documented by a signature and 
deposited in the finance department.  

• Perform frequent counts of the coupons received from the cash collectors and agree the results of 
this count to the information received from the cash units. Discrepancies should be resolved and 
recorded in the ledger on a monthly basis. 

We recommend to the entities to compile and implement policies on the revenue recognition. These 
policies should take account of the IAS 18 - Revenues and KAS 6 - Revenues.  
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4.5 Aging reports and impairment methodologies 

4.5.1 Observations 

Due to the nature of records and information systems of the entities, they are not able to produce an 
appropriate aging analysis of the receivables. They can not produce reports to differentiate the service 
by nature and sector.  

Additionally no impairment methodologies exist and no impairment estimation has been performed 
up-to-date. Entities have fully impaired all the balances as at 31 December 2005 outstanding for more 
than one year. 

We noted that as at 31 December 2005 PA has an outstanding balance of receivables in the amount of 
approximately EUR 8 million. Although the PA’s management believes that only a minor part of 
these balances could be collected, no further impairment analysis is performed, and consequently no 
impairment is recorded in the accounting records/financial statements. 

BA is not matching the collections with the invoices. The entity only reduces the total customer 
balance when cash is collected. Consequently the past-due receivables are not distinguished from the 
current ones. There is insufficient information for preparing an aging analysis of the receivables. 

IL has accounted for only few bad receivables related to farmers. Legal claims have been raised 
against these farmers. The IL’s management has not performed any impairment analysis of the 
receivables. 

The entities have established legal units which are responsible for the collection of bad debts and 
follow up of procedures of the court cases. These units do not keep any summary of the legal cases 
and their status. We have only identified such a control in IL. 

4.5.2 Possible consequences 

The lack of an aging analysis and impairment estimation increases the risk of poor management of the 
receivables and their collection. This has direct reflection on the entities financial position. 

In addition the lack of impairment estimation and recording would mislead the users of the financial 
statements. Wrong decisions would be taken by the management and the third parties based on such 
financial statements. 

The impairment based on the total outstanding receivables at end of year 2005, outstanding for more 
than one year, could lead to misstatement of the result of the entity, and proper presentation of the 
income statements items in period when the allowance is recorded and subsequently when the 
customers pay the bills. The current practice of the entities does not allow the entities to easily match 
the collections to the bills, thus losses in the prior periods could be recovered, not identified as such in 
the current period and resulting in a mismatch of revenue and expenses. 

The recording and reconciliation which is based on totals rather than on individual customers and 
invoices does not help the entities to keep track of the bills, collections, and related receivables. This 
information is insufficient for the management to take corrective actions which should be specific to 
each customer or group of customers and would increase the risk of fraud.  
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4.5 Aging reports and impairment methodologies (continued) 

4.5.3 Recommendation 

We recommend that the entities should consider the following: 

• Design and produce an aging report of the receivables. The report should present the outstanding 
balances of accounts receivable by ageing categories (i.e. outstanding up to 30 days, 31-60, 61-
90, 91-120, 121-180, 181-365, and over 365 days). This report should reconcile to the customer 
ledger. This report should be used as a tool by the control department.  

• We recommend to the entities, to contact the vendors of the software in order to resolve the 
deficiencies of this software in preparing aging reports. 

• Identify the past-due receivables and undertake enforced measures for their collection.  

• Monthly to perform analysis of the collection of outstanding receivables, separate for the current 
ones and separate for the past-due receivables. 

• In addition, the entities should consider that internal guidelines are produced in order to 
differentiate services by their nature and sector. 

• Take steps to compile policies and methodologies to estimate and record impairment for doubtful 
receivables. The factors which may be used in such estimation may include reviewing the 
receivables ageing report, ensure communication between all units to identify doubtful 
receivables, and monitoring accounts receivable statistics and payment history.   

• Monitor payments to ensure proper recording and matching of such payments with specific 
invoices. The management should request the software vendors to update the software for this 
issue. 

• Where impossible to achieve results with the current software the entities should consider 
alternative software. 

• Perform monthly reconciliation of the customers’ ledger to the general ledger and to other 
sources of information (billing, cash collections). Identified differences should be promptly 
cleared.  
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5. Liability management 
5.1 Introduction 

The entities’ payables management is performed by the Finance Units. These units are responsible for 
verifying the accuracy of the documentation received from other units, recording, follow up and 
reporting on the balances and the status of the borrowings and other payables of the entities. 

The entities have not tailored any policy or internal procedure regarding the liability management.  

We identified the following main groups of liabilities/payables: 

• Payables to tax authorities 

• Borrowing;  

• Grants; and 

• Other payables  

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

5.2 Controls over liabilities; 

5.3 Assets/Liabilities management. 
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5.2 Controls over liabilities 

5.2.1 Observations 

The entities have not tailored any policy or internal procedure regarding the management of payables.  

We identified the following main groups included in the liabilities: 

• Payables to tax authorities 

• Borrowing;  

• Grants; and 

• Other payables  

The payables to tax authorities represent mainly VAT payable. These balances are material to the 
financial statements and are related to the current and previous periods starting from 2000 to 2005. 
They mainly represent VAT accrued on invoices not collected. The penalties and interest on the past 
due VAT are not accounted for. According to the management the entities are attempting to reach an 
agreement with the Tax Authority relating to the base of calculation for VAT changing from invoices 
to collected invoices. Additionally we noted that the management has not performed any review of 
the VAT calculations.  

Regarding to the other groups we noted that the entity is not preparing an aging analysis and a 
reconciliation of the ledger account to sub ledgers and supporting documentation.  

No vendors’ list currently and previously in relation with the entities is prepared and updated. 

Additionally we noted the following: 

PA 

We noted two cases of borrowings during the year from regional offices for which no contract or 
other similar documentation is kept. Similarly we were not provided with any grant agreement with 
KTA by the entity.  

Accounts payable also includes a significant amount due to the Pension Trust. This amount relates to 
the pension contribution for the 2003 and 2004.  

Several suppliers’ balances carried forward from 2000, 2001, 2002 and 2003 were included in 
payables. We were not able to identify the respective year to which the balances were related as no 
aging report for the suppliers was prepared. According to the management, the suppliers have not 
requested the payment, or taken any action to sue the entity.  

Additionally we noted that certain payables to cash collectors were not reconciled between the 
accounting and operational units.  

IL 

The entity has received certain fixed assets from the KTA. There was no grant agreement filed by the 
entity. The grant was accounted for based on the purchase invoices of the fixed assets.  

In October 2000, the entity has obtained two borrowings from Public Utilities Department, UNMIK. 
These borrowings should have been reimbursed within 2001. No payment is performed up to now and 
no penalty on the past due amounts is accounted for.  
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5.2 Controls over liabilities (continued) 

5.2.2 Possible consequences 

Lack of proper policies on the liabilities reduces the ability of the management to control and take the 
right and effective decisions in these regards. 

Incomplete/improper payments follow up could expose the entities to future, probable litigations and 
penalties imposed by the term of agreements entered into or by local tax regulations.  

In addition the lack of reconciliations increases the risk of errors and of misstatement of the 
accounting records/financial statements. 

5.2.3 Recommendation 

We recommend that the entities’ management considers the following: 

• Compile, implement, monitor and assess on a continuous basis the internal policies and 
procedures on the liabilities management to ensure effective and efficient control over them. 

• The entities should assign a responsible person who will perform the duties of the Chief of 
Finance in this domain in cases of his absence. The other officers should be provided with all 
details of the necessary information as to the identification, recording, processing and reporting of 
the transactions. 

• Ensure that reconciliation procedures are being performed and all reconciling items are cleared in 
a timely manner. Reconciliations should be prepared monthly and all necessary adjustments 
posted. 

• Follow up the payments due on a timely manner in order to settle the obligations when due. 

• The Management should review the aging of payables and the terms of each agreement in order 
to estimate any potential loss and be able to avoid such losses. 

• Prepare an action plan based on different scenarios for the outcome of the negotiations with the 
Tax Authorities. 

• Consider writing off any old outstanding payables, eligible for write-off and adjust the financial 
statements accordingly.  

• Keep and update the list of all suppliers with which the entities cooperate.  

• A copy of each agreement or service contract should be kept within the finance unit. 

• A document for the stage of completion of each service should be prepared. This document 
should support the estimation of the accruals for these services at the balance sheet date.  
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5.3 Assets/liability management 

5.3.1 Observations 

Regarding to the assets and liabilities management we noted the following: 

• The entities have not established any assets/liabilities committee. Its function is not covered by 
any other unit 

• Due to the legal status of the entities, they do not have access to borrowings from financial 
institutions. The management does not have the authority to enter in such agreements or to pledge 
fixed assets to secure for the borrowings. 

5.3.2 Possible consequences 

Lack of proper assets /liabilities management, impairs the management ability to handle and manage 
effectively the entities’ needs for funding/liquidity. In certain situations this limitation could lead to 
interruptions of the activity. 

5.3.3 Recommendation 

We recommend that the entities consider the following: 

• Establish assets /liabilities committee or managing unit; implement proper assets/liabilities 
policies and appoint the personnel responsible to cover this function. 

• Prepare an action plan which describes how all the payments due in accordance with the 
agreements, will be funded. 

• Prepare cash flows projections (incorporating the expected inflows from collection of receivables 
for services rendered and the expecting outflows for the liabilities undertaken) and use them in 
daily managing and monitoring of the liquidity of the entities.  
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6. Entity level control  
The entities should ensure that the control environment provides an appropriate foundation for the 
other components of internal control. The nature of the risks arising from a weak control environment 
is such that they are not likely to be confined to specific individual risks of material misstatement in 
particular classes of transactions, account balances, and disclosures. Rather, weaknesses such as 
management's lack of competence may have a more pervasive effect on the financial statements. 
Effective entity level controls may help to mitigate financial statement level risks.  

6.1 Introduction 

Our findings in respect of the Control Environment are as follows: 

6.2 Internal control system  

6.3 Segregation of duties  

6.4 Internal audit  

6.5 Corporate governance  

6.6 Consideration of fraud risk  

6.7 Compliance with laws and regulations  
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6.2 Internal control system 

6.2.1 Observations 

During the review of the entities structure and internal policies we found that there is no formalization 
or documentation of the control activities. Further details are discussed in the section 6.5 Corporate 
Governance. 

6.2.2 Possible consequences 

The control activities are defined as policies and procedures, which are the actions of people to 
implement the policies, directly or through application of technology, to help ensure that 
management's risk responses are carried out. Therefore, there is a risk that the absence of formal 
written procedures may have a negative impact on the business activities as well as on the 
management attempts to establish internal control systems which are considered an important part of 
the control activities. 

6.2.3 Recommendation 

Control activities are an important part of the process by which an enterprise strives to achieve its 
business objectives. Control activities are not performed simply for their own sake or because it 
seems to be the "right or proper" thing to do.  

Internal control as part of the control activities is the process designed and affected by those charged 
with governance, management, and other personnel to provide reasonable assurance about the 
achievement of the entity's objectives with regard to: 

• Reliability of financial reporting 

• Effectiveness and efficiency of operations, and 

• Compliance with applicable laws and regulations. 

We recommend that the management develop and design an adequate system of internal control. All 
necessary policies and procedures for each area of responsibility should be formally documented in 
order to limit the exposure to operational risk. Furthermore, management should ensure that the 
personnel have clear and good understanding of their duties and areas of responsibility. Monitoring 
controls should be developed in order to ensure complete, sufficient and adequate reporting to 
management or to the Entities Governing Bodies. 

The following are commonly used activities which might be considered for possible implementation 
by the entities in the near future: 

Top-level reviews – Senior management reviews: actual performance versus budgets, forecasts, prior 
periods, and competitors. Major initiatives are tracked – such as marketing thrusts, improved 
servicing processes, and cost containment or reduction programs – to measure the extent to which 
targets are being reached. Implementation of plans is monitored for new services development, joint 
ventures, or financing; 

Direct functional or activity management – Managers running functions or activities review 
performance reports. A manager responsible for a trade receivable collections reviews reports by 
branch, region, checking summarizations and identifying trends, and relating results to economic 
statistics and targets. In turn, field operators receive data on new products segment. Branch managers 
also focus on compliance issues, reviewing reports required by regulators on environmental or tax 
issues.  

Information processing – A variety of controls are performed to check accuracy, completeness, and 
authorization of transactions. Data entered are subject to on-line edit checks or matching to approved 
control files. A customer's invoice, for example, is accepted only after reference to an approved 
customer file and credit limit. Numerical sequences of transactions are accounted for, with exceptions 
followed up and reported to supervisors. Development of new systems and changes to existing ones 
are controlled, as is access to data, files, and programs. 

 



ABCD 
Office of the Auditor General 

 Report on 

Waste Water Irrigation Enterprises 

 15 June 2006 

 

41 

6.2 Internal Control System (continued) 

Physical controls – Equipment, inventories, cash, and other assets are physically secured and 
periodically counted and compared with amounts shown on control records. 

Performance indicators – Relating different sets of data —operating or financial —to one another, 
together with analyses of the relationships and investigative and corrective actions, serves as a control 
activity. Performance indicators include, for example, invoicing and collection rate per collector, 
invoicing and collection rate per divisions (streets or other regional areas), outstanding receivables 
per collectors and regions, damage rate of networks or vehicles and velocity rate of impairment, 
Collection rate per district toward the damage rate of networks of related districts, the number and 
type of customer complaints and average time needed for resolving them, bad debts versus gross 
revenues for each unit, receivables collection period, collection rate per each unit and cash collector, 
receivables aging analyses, and quick ratio). By investigating unexpected results or unusual trends, 
management identifies circumstances where an insufficient capacity to complete key processes may 
mean that objectives have a lower likelihood of being achieved. How managers use this information 
—for operating decisions only, or also to follow up on unexpected results in reporting systems —
determines whether analysis of performance indicators serves operational purposes alone or reporting 
control purposes as well. 
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6.3 Segregation of duties 

6.3.1 Observations 

During our review and inquires, as part of the control activities and internal control assessments we 
noted that within the entities’ structure there are no sufficient and adequate segregation of duties. The 
following are the deficiencies encountered: 

Segregation of duties 

• The invoices of sales of electricity and water are recorded by the accounting officer, and no 
formalized review is in place.   

• The invoices of sales of water to farmers are prepared from accounting officer from the system, 
and then after printing the invoices, they are recorded at IL in the general ledger/subledger by the 
same person. No review is formalized from a different person, even the system does not require 
authorization of accounting transaction performed. 

• During the purchase of fixed assets at IL Head Office, the responsible procurement officer, signs 
also the goods-receipt note on the point of receipt of the asset in the warehouse, as there is not 
any store-keeper in H/O. 

• 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 entities and how they reported to 
the finance officer responsible for budget preparation. 

6.3.2 Possible consequences 

The lack of segregation of duties and no review of accounting entries may result in erroneous 
financial information and possible misstatements in the financial statements. 

When the policies, task or duties are communicated verbally there is a risk that unwritten policies can 
be effective only where a policy is a long-standing and well-understood practice, and in smaller 
organizations where communications channels involve few management layers and close interaction 
with and supervision of personnel. But regardless whether it's written, a policy must be implemented 
thoughtfully, conscientiously, and consistently. A procedure will not be useful if performed 
mechanically and without a sharp, continuing focus on conditions to which the policy is directed. 
Further, it is essential that conditions identified as a result of the procedure be investigated and 
appropriate corrective actions taken. Follow-up actions might vary depending on the size and 
organizational structure of an entity.  

6.3.3 Recommendation 

We acknowledge the fact that the entities have limited staff at branches. However we recommend the 
entities take appropriate measures to implement segregation of duties within the various departments 
ensuring that information is reviewed by someone other than the preparer before transactions or 
decisions are taken. 

Duties are divided, or segregated, among different people to reduce the risk of error or fraud. For 
instance, responsibilities for authorizing transactions, recording them, and handling the related asset 
are divided. A manager authorizing credit sales would not be responsible for maintaining accounts 
receivable records or handling cash receipts. Similarly, salespersons would not have the ability to 
modify product price files or tariff rates. 
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6.4 Internal audit 

6.4.1 Observations 

The entities have not established an internal audit function. Furthermore, we noted that there are no 
plans or potential actions which anticipate the design of an internal audit manual alongside with audit 
program.  

6.4.2 Possible consequences 

In addition, due to the lack of a process in place to identify significant risks, the entities may not 
cover important audit risks during the performance of internal audit work. This exposes the entities to 
the risk of significant misstatements in the financial statements as well as the risk of misappropriation 
of assets. 

6.4.3 Recommendation 

Internal auditors play a key role in evaluating the effectiveness of - and recommending improvements 
to - entity’s risk management. Standards established by the Institute of Internal Auditors specify that 
the scope of internal auditing should encompass risk management and control systems. This includes 
evaluating the reliability of reporting, effectiveness and efficiency of operations, and compliance with 
laws and regulations. In carrying out their responsibilities, internal auditors assist management and 
the board of directors or audit committee by examining, evaluating, reporting on, and recommending 
improvements to the adequacy and effectiveness of the entity's enterprise risk management. 

The Institute of Internal Auditors standards also address what roles are appropriate for internal audit, 
making clear that internal auditors should be objective with regard to the activities they audit. This 
objectivity should be reflected by their position and authority within the entity and appropriate 
internal auditor staff assignments. Organizational position and authority involve such matters as a 
reporting line to an individual who has sufficient authority to ensure appropriate audit coverage, 
consideration, and response; selection and dismissal of the chief audit executive only with 
concurrence of the board of directors or audit committee; access to the board or audit committee; and 
authority to follow up on findings and recommendations. 

The fact that the internal audit is supervised by the General Manager/Chief Executive Officer may 
lead to conflicts of interest and consequently low quality of audit work and audit reports. The internal 
audit department should work under the guidance of the audit committee and be independent from the 
management. The audit committee should orient the work of the audit department more towards the 
identification of audit risks and the performance of relevant audit work to adequately cover such 
risks.  This will assist the entities to have a good level of corporate governance. 

The work plan should focus on key operational and financial controls. The relevant audit programs 
should detail the procedures to be undertaken during the audit visits to be undertaken. The internal 
audit department should prepare separate reports on each focus area which detail: 

• Work performed; 

• Findings; and 

• Recommendations. 

Internal audit reporting should take place primarily to the Audit Committee and the respective 
management should provide comments to internal audit findings. 
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6.5 Corporate governance  

6.5.1 Observations 

The entities are officially administrated from the Kosovo Trust Agency (herein after “KTA”). During 
our review we found that there are no sound and formal internal policies and regulations which 
should regulate the entities’ governance policies. The overall strategic direction is set out by the 
Board of Directors but we found that the there are no board committees in carrying out certain of their 
duties and monitor the strategy implementation.  

6.5.2 Possible consequences 

Lack of formal policies and sound internal regulations will jeopardize the corporate governance 
which should set up the proper tone of the entities’ practice. 

6.5.3 Recommendation 

We recommend the Board of Directors to formalize and implement written policies in respect of the 
following: 

• monitoring the entities’ performance e.g. via review of monthly management accounts; 

• looking at the external environment the entities face; 

• setting the overall direction of the entities; 

• allocating resources (capital, people, facilities). 

An important component of the corporate governance is the role of the Board of Directors which 
provides oversight to different aspects to the entity including the management of enterprise risk. The 
board is part of the internal environment component and must have the requisite composition and 
focus for entities’ risk management to be effective. 

Effective board members should be objective, capable, and inquisitive. They should have a working 
knowledge of the entity's activities and environment and commit the time necessary to fulfill their 
board responsibilities. They utilize resources as needed to conduct special investigations and have 
open and unrestricted communications with internal auditors, external auditors, and legal counsel. 

The use and focus of committees vary from one entity to another, although common committees are 
nominating/governance, compensation, and audit committees, with each focusing attention on 
elements of entity’s risk management. The nominating committee, for example, identifies and 
considers qualifications of prospective board members, and the compensation committee considers 
the appropriateness of reward systems, balancing healthy motivational programs with the need to 
avoid unnecessary temptation to manipulate compensation drivers. The audit committee has a direct 
role in the reliability of external reporting, and must recognize key risks relative to reliable financial 
reporting. 
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6.6 Consideration of fraud risk 

6.6.1 Observations 

Based on our inquiries and discussions with the entities’ management, we understand that up to date 
there is no formal fraud policy implemented within the entities. There is no specific policy addressing 
the fraud risks, although there might exist controls on every significant activity. This process will 
only be considered effective if sufficient guidelines will be compiled and implemented and if subject 
to appropriate oversight, i.e. by Board of Directors, Audit Committee or others charged with 
governance and dealing with allegations of fraud. 

6.6.2 Possible consequences 

The lack of proper policies and procedures to address these risks at management level may result in 
failure of fraud prevention and mitigation that may result in losses for the entities. 

6.6.3 Recommendation 

Therefore, we recommend the entities introduce a formal fraud policy that will adequately provide for 
management of fraud risk in the entities. Policy should include the following: 

� Procedures for a formal and regular fraud risk assessment; 

� Establishment of policies and procedures to specifically address the fraud risks the entities are 
susceptible to (i.e. PPE management, Completeness of Revenues, Cash Collections, Financial 
Reporting). The internal audit function should be involved in this process and develop a 
preliminary draft for discussion to be approved by the management. 

� Allocation of responsibilities in the management of fraud risk; 

� Establishment of adequate whistle blowing channels to enable entities’ personnel and outsiders to 
report misconduct or fraudulent activity; 

Introduction of a fraud action plan to enable the entities to swiftly react to suspected or identified 
fraud. The Management while tailoring the fraud action plan should consider the following key 
factors that led to a fraud: 

� Incentives and pressures; these key factors exist when there are excessive pressure to meet third 
party expectations, threats to personal financial position, pressure to meet financial targets and 
threats to financial stability; 

� Opportunities; these key factors exist when there are ineffective monitoring of management; 
deficiencies in internal controls component and complex or unstable organization structure; 

� Attitudes/Rationalizations; these key factors exist when within the entity there is a history of 
illegal practices, failure to correct known control weaknesses, aggressive forecasts, etc. 
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6.7 Compliance with laws and regulations 

6.7.1 Observations 

PA is actually depositing waste in Fushe Kosove. No related agreement has been finalized yet. 

Currently the laws and regulations do not include provisions related to the environmental care and 
responsibility of the entity in such regards. Neither the entity has prepared any environmental policy 
or action plan to be prepared for future changes in such regulations. 

6.7.2 Possible consequences 

The activity of the entity is subject to continuous improvement and development in the regulatory 
framework. Such improvements could expose the entity to additional future expenditures and 
liabilities, and environmental issues not addressed on time.    

6.7.3 Recommendation 

We recommend the entities to start linking environmental and financial performance, through 
considering: 

• key environmental issues facing the entity; 

• short/medium term plans for the progress in addressing changes required by future legal 
requirements; 

• actual and projected levels of environmental expenditure; 

• legal matters pending. 

An environmental review document with the following components could be compiled: 

• scope of the review; 

• environmental policy statement;  

• extent of compliance; 

• key environmental issues;  

• organisational responsibilities;  

• description of environmental management systems for international standards; 

• plans on the waste disposal routes; 

• sector specific data including industry agreed Environmental performance indicators; 

• financial data on environmental costs (energy, waste, remediation, staffing, exceptional charges 
and write downs, fines and penalties, green taxes paid, capital investment)  

• financial estimates of savings and benefits flowing from pro-environment efforts  

• cross-reference to other environmental reports 

Additionally the entities should consider the inclusion in the budgeting process of the actual and 
projected levels of environmental expenditure. 

We recommend that the entities take further steps regarding potential environmental disclosures in 
both the annual report and the environmental review document, to improve the credibility of 
environmental reporting activities by formalizing the external reporting process.  
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7. Risk management 
Enterprise risk management can be defined as 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. 

7.1 Introduction 

Our findings in respect of the Risk Management are as follows: 

7.2  Enterprise risk management 
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7.2 Enterprise risk management 

7.2.1 Observations 

During our work we noted that the entities are focused more on establishment of an internal control 
system that indirectly try to manage the risk associated with business, operations and compliance 
rather considering even the design and implementation of policies and procedures in respect of 
Enterprise Risk Management. 

Enterprise Risk management is defined as the 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. 

This definition reflects certain fundamental concepts considering the enterprise risk management as: 

• A process, ongoing and flowing through an entity; 

• Effected by people at every level of an organization; 

• Applied in strategy setting; 

• Applied across the enterprise, at every level and unit, and includes taking an entity-level portfolio 
view of risk; 

• Designed to identify potential events affecting the entity and manage risk within its risk appetite; 

• Able to provide reasonable assurance to an entity's management and board; 

• Geared to the achievement of objectives in one or more separate but overlapping categories – it is a 
means to an end, not an end in itself. 

One instance of such approach is for example entities’ risk response related to the conditions of the 
property and equipment in use for the provision of the waste, water and irrigation services. Another 
instance to be mentioned is one aspect of compliance risk. In the course of activities the entities are 
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 2.4 of this report 
no provision has been recorded by the entities at the balance sheet date.    

7.2.2 Possible consequences 

One aspect of the risk management system includes management evaluation on likelihood, 
significance and financial/non financial effects of risks identified. Lack in proper addressing of such 
instances may cause future operating losses and significant misstatements in the financial statements.    

7.2.3 Recommendation 

Enterprise risk management is not static, but rather a continuous or iterative interplay of actions that 
permeate an entity. These actions are pervasive and inherent in the way management runs the 
business. 

Enterprise risk management is applied in strategy setting, in which management considers risks 
relative to alternative strategies. For instance, one alternative may be to acquire other companies in 
order to grow market share. Another may be to cut sourcing costs in order to realize higher gross 
margin percentage. Each of these strategic choices poses a number of risks. If management selects the 
first strategy, it may have to expand into new and unfamiliar markets, competitors may be able to gain 
share in the entities existing markets, or the entity might not have the capabilities to effectively 
implement the strategy. With the second, risks include having to use new technologies or suppliers, or 
form new alliances. Enterprise risk management techniques are applied at this level to assist 
management in evaluating and selecting the entity's strategy and related objectives. 
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7.2 Enterprise risk management (continued) 

In applying enterprise risk management, an entity should consider its entire scope of activities. 
Enterprise risk management considers activities at all levels of the organization, from enterprise-level 
activities such as strategic planning and resource allocation, to business unit activities such as 
marketing and human resources, to business processes such as production and new customer credit 
review. Enterprise risk management also applies to special projects and new initiatives that might not 
yet have a designated place in the entity's hierarchy or organization chart. 

Enterprise risk management requires an entity to take a portfolio view of risk. This might involve 
each manager responsible for a business unit, function, process, or other activity developing an 
assessment of risk for the activity. The assessment may be quantitative or qualitative. With a 
composite view at each succeeding level of the organization, senior management is positioned to 
make a determination whether the entity's overall risk portfolio is commensurate with its risk appetite. 

Management should consider interrelated risks from an entity-level portfolio perspective. Risks for 
individual units of the entity may be within the units' risk tolerances, but taken together may exceed 
the risk appetite of the entity as a whole. Or, conversely, potential events may represent an otherwise 
unacceptable risk in one business unit, but with an offsetting effect in another. Interrelated risks need 
to be identified and acted on so that the entirety of risk is consistent with the entity's risk appetite. 

Well-designed and operated enterprise risk management can provide management and the board of 
director’s reasonable assurance regarding achievement of an entity's objectives. Reasonable assurance 
reflects the notion that uncertainty and risk relate to the future, which no one can predict with 
precision. 

Reasonable assurance does not imply that enterprise risk management frequently will fail. Many 
factors, individually and collectively, reinforce the concept of reasonable assurance. The cumulative 
effect of risk responses that satisfy multiple objectives and the multipurpose nature of internal 
controls reduce the risk that an entity may not achieve its objectives. Furthermore, the normal 
everyday operating activities and responsibilities of people functioning at various levels of an 
organization are directed at achieving the entity's objectives. Indeed, among a cross-section of well-
controlled entities, it is likely that most will be apprised regularly of movement toward their strategic 
and operations objectives, will achieve compliance objectives regularly, and consistently will produce 
– period after period, year after year – reliable reports. However, an uncontrollable event, a mistake, 
or an improper reporting incident can occur. In other words, even effective enterprise risk 
management can experience a failure. Reasonable assurance is not absolute assurance. 
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8. Tax issues 

The entities are liable of corporate income tax, VAT, personal income taxes and other taxes 

applicable in Kosovo. The entities have not formally established any internal unit or structure to 

monitor and deal with the tax issues. However this function is covered by the finance units. 

8.1 Introduction 

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

8.2 Tax status 
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8.2 Tax issues 

8.2.1 Observations 

IL 

1. The Entity has established an internal structure to monitor the tax issues. The Finance Director 
prepares the tax returns based on the information provided from the bank and cash books. 
Although the General Director approves the monthly tax returns, we did not find any evidence of 
reconciliation of the information used as a basis for tax calculation, with the one provided by the 
operational sectors or the accountant.  

2. The Entity prepares the VAT declarations based on invoices collected rather than on invoices 
issued. This is not in compliance with the VAT Regulation. The entity calculates and records the 
VAT based on the invoices issued during the period. As a result, the VAT returns do not 
reconcile with the VAT as per accounting records.  

According to the VAT Regulation, the entity is obliged to declare the VAT liability based on the 
invoiced amount. The management believes that settlement of such amounts is impossible given 
the very low collection ratio. The entity has initiated discussions with KTA to find any solution 
but no agreement has been reached so far. 

BA 

1. We noted that the entity has not established any internal unit or structure to monitor and deal with 
the tax issues. The information gathered by different sectors is processed by the accounting 
sector, which prepares the tax returns. The data used from the tax returns are provided by the 
respective sectors i.e. wage sector, purchases sector, through monthly reports. These reports are 
signed by the sector supervisor and Finance Director. Before submitting the tax returns to the tax 
authorities they are approved be the General Director. However, the procedures for the 
preparation of the tax returns ate not based on any written internal regulation. 

2. The Entity prepares the VAT declarations based on invoices collected rather than on invoices 
issued. This is not in compliance with the VAT Regulation. The Entity calculates and records the 
VAT based on the invoices issued during the period. As a result, the VAT returns do not 
reconcile with the VAT as per accounting records. 

3. In respect of corporate income tax, we found that the Entity does not fully comply with the 
requirements of Regulation No. 2004/51: 

• The Entity does not perform reconciliations between the final corporate tax return and the 
financial statements.  

• The Entity did not complete all the required accompanying forms, such as the depreciation 
tables and the provision for bad debts. Filling the depreciation form is one of the conditions 
for the depreciation expense to be considered as deductible for tax purposes. 

• The bad debts are declared as deductible expenses for tax purposes even though, since the 
three required conditions are not met, such expenses are not deductible. 
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8.2 Tax issues (continued) 

PA 

1. We noted that the Entity has not established any internal structure or unit which should be 
responsible for the management of the tax matters. The preparation and filing of the tax returns is 
performed by the Accounting Supervisor, but such responsibilities are not outlined and 
communicated to her through any written document. 

2. In addition, according to the local regulations the differences between the records for tax and 
accounting purposes should be reconciled, reviewed and properly documented. In such a manner 
the entities are responsible for ensuring on the accuracy of their tax returns. The Entity does not 
have in place any procedure to control the accuracy of the data which are used as a basis for the 
preparation of the tax returns.  

3. The Entity prepares the VAT declarations based on invoices collected rather than on invoices 
issued. This is not in compliance with the VAT Regulation. According to this Regulation, the 
Entity is obliged to declare the VAT liability based on the invoiced amount. The Entity calculates 
and records the VAT based on the invoices issued during the period. As a result, the VAT returns 
do not reconcile with the VAT as per accounting records. 

4. Regarding the corporate income tax, the Entity does not fully comply with the requirements of 
Regulation No. 2004/51 as follows: 

• The Entity does not perform reconciliations between the final corporate tax return and the 
financial statements.  

• In addition, there are differences between the amount presented in the financial statements 
and those declared on the tax return. There is no formal evidence of the review of such 
differences and no document with explanations on each of them. 

• The Entity did not complete all the required accompanying forms, such as the depreciation 
tables and the provision for bad debts. Filling the depreciation form is one of the conditions 
for the depreciation expense to be considered as deductible for tax purposes. 

• Furthermore the bad debts are declared as deductible expenses for tax purposes even 
though, since the three required conditions are not met, such expenses are not deductible. 

8.2.2 Possible consequences 

Incompliance with Tax regulations and inaccurate declarations could expose the entities to additional 
tax liabilities and penalties payable in the future. 

Furthermore lack of internal controls and management review over the preparation of Tax 
declarations increases the risk of error. 

8.2.3 Recommendation 

IL 

1. The Entity should take further steps to reach a written agreement with Kosovo Tax Authorities 
and tax administration on the VAT return (prepared on invoice collected rather than invoice 
issued) in order to prevent any penalty from tax administration.  

2. The Entity should prepare accurate VAT declarations based on the invoices issued during the 
month (not based on the payments received by the customers).  

BA and BA 

1. The entities should design and implement internal regulation which will set up the responsibilities 
and procedures to be followed by the personnel in charge of the tax matters. This will improve the 
management of the tax issues and will decrease the risk of any incompliance with the Kosovo tax 
legislation. 

2. The entities should take further steps to reach a written agreement with Kosovo Tax Authorities 
and tax administration on the VAT return (prepared on invoice collected rather than invoice 
issued) in order to prevent any penalty from tax administration.  
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8.2 Tax issues (continued) 

3. The entities should prepare accurate VAT declarations based on the invoices issued during the 
month (not based on the payments received by the customers).  

4. The entities should perform frequent reconciliations between the data presented in the financial 
statements and in the final tax return. In case of any incorrect presentation in the final declaration 
the entities should make the reassessment of the annual declaration as required by the tax 
legislation. 

5. The entities should emphasize on adequacy and completeness of the tax return and the 
accompanying forms related to the depreciation and to the provisions for bad debts. These forms 
should be reviewed and approved by the high level management, and should be filed with the tax 
authorities within the due time.  

In addition we recommend that all the entities should consider taking advice from external tax 
experts, when addressing complex tax matters. 
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9. Comments from entity  

 

 

Water, Waste Irrigation Enterprises 

Comments 

Answers to comments 

 

No comments provided. 

 

Meqenese deri ne diten e sotme nuk jane dorezuar 

komente atehere raporti mbetet i pandryshuar dhe ne 

formen e tij finale dhe nuk ka komente shtese nga ana 

jone. 

 

Given that no comments were received to date, the 

report remains unchanged and is final without further 

comments from our part. 

 

 

 

 

 

  

 


