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

institution of economic and financial control which, according to the 

Constitution and domestic laws, enjoys functional, financial and 

operational independence. The National Audit Office undertakes 

regularity and performance audits and is accountable to the 

Assembly of Kosovo.  

Our Mission is to contribute to sound financial management in the 

public administration. We perform audits in line with 

internationally recognized public sector auditing standards and 

good European practices. 

The reports of the National Audit Office directly promote 

accountability of public institutions as they provide a base for 

holding managers’ of individual budget organisations to account. 

We are thus building confidence in the spending of public funds 

and playing an active role in securing taxpayers’ and other 

stakeholders’ interests in enhancing public accountability. 

The Auditor General has decided on the audit opinion on the 

Annual Financial Statements of the Shtime Municipality in 

consultation with the Assistant Auditor General, Qerkin Morina, 

who supervised the audit. 

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

by Team Leader Ramadan Gashi and Qëndresa Sogojeva - team 

member under the management of the Head of Audit Department, 

Florim Beqiri).  

 

 

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

http://zka-rks.org  
 

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

Introduction  

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

of the Shtime Municipality, which determines the Opinion given by the Auditor General. The 

examination of the 2016 financial statements was undertaken in accordance with the International 

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

deemed necessary to arrive at an opinion on the financial statements. The applied audit approach 

is set out in External Audit Plan1 dated 08.12.2016.   

Our audit focus has been on: 

 

(For more details, see Annex 1) 

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

reflection of the quality of internal controls implemented by the Management of the Municipality.   

Opinion of the Auditor General 

Unmodified Opinion with Emphasis of Matter 

In our opinion, Annual Financial Statements present a true and fair view in all material aspects. 

Emphasis of Matter  

As an Emphasis of Matter, we would like to draw your attention to the fact that Municipality’s  

assets were understated by €128,501. 

For more, please refer to Section 1.1 of this report.  

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

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

The Annual Financial 
Statements

Governance
Financial Management 

and Control
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We would like to thank the Mayor and his staff for the cooperation during the audit process.  

Based on the details presented in this report, our overall conclusion is that: 

The internal control system put in place by the Municipality operate effectively but there are still 

shortcomings in some areas of governance. 

Our Key Conclusions and Recommendations  

 

 

 

 

Due to the importance of 
information when it comes to 
understatement of assets, we 
have emphasised this issue 

within Audit Opinion

The Mayor should analyse the reasons for 
the 2016 Emphasis of Matter and identify 
actions required to enable a true and fair 
presentation of assets in 2017 (see Section 

1.1). 

The AFS production process is 
associated with financial errors 

identified during the audit

The Mayor should ensure that effective 
processes are in place to confirm that the 

2016 AFS production plan formally 
addresses all  financial reporting 

requirements. This should also includes 
Management review of the draft AFS with 
specific focus on areas where errors have 

been identified (see Section 1.3)  

The Municipality did not 
implement prior years 

recommendations to the 
appropriate level

The Mayor should ensure that action plan is 
implemented timely and effectively  for all 
recommendations given, with  special focus 

on those of high priority (see issue 1)

The review of self-assesment 
questionnaire completed by 

municipal staff confirmed that 
the Municipality did not yet 

identify the list of risks that may 
threaten the achievement of 

objectives and feedback in case 
of their occurrence.

The Mayor should ensure that risk register 
is drafted and direct responsibility for risk 

management is delegated  to a relevant 
Director who in coordination with the 

Heads of Unit will manage this process and 
will report on risks on a regular basis (see  

issues 2).
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Management’s response to 2016 audit 

The  Mayor considered and  agreed  with  all  audit  findings  and  committed  himself  to  address  

recommendations given.  

We take it for granted the fact that the Mayor: 

 Table the Audit Report for discussion in the Local Assembly; and 

 By the end of January 2018, will also discuss the progress made on the implementation of 

the Action Plan on audit recommendations in the Municipal Assembly, before the AFS 2017 

are submitted to the Ministry of Finance. 

  

The Municipality failed to record 
all municipal assets and uses E-

assets module.

The Mayor should ensure an effective 
process of recording all assets, put in use  use 

the E-assets module, in line with Financial 
Rule 02/2013 (see issue 8).
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1 Annual Financial Statements and other External 

Reporting Obligations   

Introduction 

Our review of the Annual Financial Statements (AFS) considers both compliance with the reporting 

framework and the quality and accuracy of information recorded in the AFS. We also consider the 

Declaration made by the Chief Administrative Officer and Chief Financial Officer when the draft 

AFS are submitted to the Ministry of Finance. 

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

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

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

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

1.1 Audit Opinion  

Unmodified Opinion with Emphasis of Matter  

We have audited the AFS of the Shtime Municipality for the year ended on 31st of December 2016 

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

the Explanatory Notes to the Financial Statements.  

In our opinion, the Annual Financial Statements for the year ended on 31st of December 2016 present 

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

Accounting Standards (Cash based Accounting), Law no.03/L-048 on Public Finance Management 

and Accountability (as amended and supplemented) and Regulation no.01/2017 on Annual 

Financial Reporting of Budget Organisations issued by the Ministry of Finance. 

Basis for the opinion 

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

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

Responsibilities for the Audit of the Financial Statements section of our report. We believe that the 

obtained audit evidence is sufficient and appropriate to provide a basis for the opinion. 

Emphasis of Matter  

We draw your attention to the fact that Municipality’s assets for 2016 were understated by €128,501. 

This occurred because the purchases of the year of €78,189 of assets under €1,000 were not recorded. 

Further on , two payments for capital projects were recorded: one of €38,551 for paving the urban 

roads in Shtime, and the other of €11,761  for the construction of a sports field in the school 

“Abdullah Shabani”.  
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Responsibility of Management and Those Charged with Governance and AFS  

The Mayor is responsible for the preparation and fair presentation of financial statements in 

accordance with International Public Sector Accounting Standards – Financial Reporting under the 

Modified Cash based Accounting and for such internal control as management determines is 

necessary to enable the preparation of financial statements that are free from material misstatement, 

whether due to fraud or error. This includes the application of Law no. 03/L-048 on Public Financial 

Management and Accountability (as amended and supplemented).  

The Mayor is responsible to ensure oversight the Municipality’s financial reporting process. 

Auditor General’s Responsibility for the Audit of the AFS 

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

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

plan and perform the audit to obtain reasonable assurance about whether the financial statements 

are free from material misstatements. 

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

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

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

could influence the decisions taken on the basis of these AFS. 

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

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

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

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

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

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

the entity’s internal control.  

An audit also includes evaluating the appropriateness of accounting policies used and the 

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

presentation of the financial statements. 
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1.2 Compliance with AFS  and other reporting requirements  

The Municipality is required to comply with a specified reporting framework and other reporting 

requirements. We considered: 

 Compliance with MoF Regulation no.01/2017 on the Annual Financial Reporting of Budget 

Organisations; 

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

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

 Compliance with Financial Rule no.01/2013; 

 Compliance with Financial Rule no.02/2013; 

 Action Plan on implementation of recommendations;  

 Requirements of Financial Management and Control (FMC) procedures;  

 Submitting nine month financial statements in time; 

 Procurement Plan for 2016; and 

 Whether the AFS are prepared in time and signed by the CAO and CFO. 

In the context of the reporting requirements, we have not identified any irregularities.  

 Several financial adjustments were needed in the draft AFS and we have given some 

suggestions in order to improve their quality, as follows: 

 Improving the donation budget, because the budget had been understated by €18,163; and 

 Improvement of accounts receivable, due to understatement of €150,100. 

Our suggestions are taken into account by the Municipality and the errors mentioned above are 

adjusted, but in the final AFS the following errors have remained: 

 Article 13 - Statement of receipts and payments in cash, column of payment from external 

third parties, the Municipality did not present any value, whereas according to 

documentation provided by municipal officials, the value of €7,869 is benefited by IOM 

based on the cooperation agreement with the Municipality for the project “Adjustment of 

Public lighting in the street “"Skender Qarri” in Shtime; 

 The Municipality misclassified expenditures, where payments of €23,582 made from the 

category of capital investments belong to Goods and Services. This amount was approved 

with the budget tables of 2016 Budget as capital investment, but the projects listed in the 

table, did not meet the criteria to be treated as capital projects. Errors relate to the initial 

planning by the Municipality and inadequate approvals by the Ministry of Finance; 

 Article 19.3.1- capital assets over €1,000 were not all disclosed, because the purchased assets 

during 2016 amounted to €50,312 were not included in the AFS and the asset register; and 
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 Article 19.3.2- non capital assets under €1,000 presented in AFS amounted to €440,160 were 

not accurate because the purchase during 2016 amounting to €78,189 were not recorded in 

Asset Registers and AFS. 

DECLARATION BY MANAGEMENT 

Given the above - the Declaration made by the Chief Administrative Officer and Chief Financial 

Officer when the draft AFS are submitted to the Ministry of Finance can be considered to be correct 

given that were not identified material errors except for issues identified in the audit opinion. 

1.3 Recommendations for the first part of the report 

Recommendation 1 The Mayor should ensure that effective processes are in place to confirm that 

the 2017 AFS production plan formally addresses all issues raised in the 

report. This should also include Management review of the draft AFS with 

specific focus where errors have been identified.   
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2 Governance 

Introduction 

Effective governance arrangements are fundamental to the Municipality for successfully managing 

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

and other service users.  

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

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

the self-assessment checklist completed by all Budget Organisations provides a framework for 

developing enhanced governance arrangements. It is important that the answers provided by an 

individual budget Organisation are supported by appropriate evidence.  

The remainder of our review of governance arrangements reflects a consideration of: 

 those areas of governance arrangements where significant improvements are required and 

where we believe that our recommendations can generate positive improvements including 

consideration of the Internal Audit system.; and 

 areas of Financial Management and Control identified through our audit work including 

specific work directed at compliance issues in key income and expenditure systems (these 

areas are considered in Section 3 of this report) 

Overall Governance Conclusion  

There is a number of governance weaknesses within the Municipality particularly related to risk 

management. The self-assessment checklist completed by the Municipality only partially recognises 

this situation with some positive comments about existing arrangements not evidence based.  

Other arrangements which would support the development of governance such as an effective 

response to audit recommendations and the operation of a high quality internal audit unit are not 

in place. 

The Municipality did not present a risk register, a number four procedure requirement arising from 

Treasury document “Financial Management and Control”. 

The Municipality did monitoring of approved strategies to verify the achievement of objectives and 

results. 

A key tool in support of effective governance is the implementation of audit recommendations. The 

Municipality failed to implement prior year recommendations at a sufficient level and only five out 

of 12 recommendations were fully implemented. 
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Self-assessment questionnaire – the Municipality has taken into consideration the legal 

requirements foreseen by the FMC rules and completed self-assessment in time by the Mayor and 

Chief Financial Officer, but it needs to include a critical assessment against achievement of results.  

In 2016, the Municipality used 98% of budget funds and this shows a positive trend in the budget 

management. When it comes to compliance with legislation, the Municipality put in place 

appropriate controls in key areas such as: Wages and Salaries, Goods and Services, Subsidies and 

Transfers.    

2.1 Progress in the Implementation of Prior Year 

Recommendations 

Our Audit Report on the 2015 AFS resulted in 12 recommendations. The Municipality considered 

the request to prepare an Action Plan within 30 days after receiving the NAO audit report on AFS 

2015 stating how all recommendations will be addressed. The AFS 2015 audit report was discussed 

at the Municipal Assembly confirmed by the minutes of meeting dated 08.07.2016 with Nr. Npi-

01/2013 

At the end of our 2016 audit, five (5) recommendation have been implemented; three (3) were in 

process of implementation and four (4) were not implemented yet. For a more thorough description 

of the recommendations and how they are addressed, see Annex III.  

 

Issue 1 – Implementation of Prior Year Recommendations – High Priority  

Finding  We noticed that the Municipality faces setbacks in implementing the 

recommendations. Management did not take the necessary actions to review 

and monitor a confirmation process on the level of implementing 

recommendations and identify obstacles for actions to fully address them. A 

systematic monitoring is needed to manage the ongoing improvements in the 

Municipality. 

Risk Some of the recommendations are repeated from previous years, indicating 

the presence of the same weaknesses within internal controls in key financial 

systems which have resulted with: 

 Incomplete Assets Register; and 

 Misclassification of expenditures. 

Recommendation 2 The Mayor should ensure that an Action Plan is implemented timely and 

effectively  for all recommendations given, with  special focus on those of 

high priority. The Progress on implementing the recommendations should 

be subject to systematic reviews by the Mayor. 
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2.2 Self-Assessment Checklist of FMC components  

The Ministry of Finance has produced a detailed self-assessment checklist for Budget Organisations 

to support effective governance arrangements. For all audits we undertook we have tested the 

quality of FMC self-assessment submitted to the Ministry by assessing one key question in each 

component of the checklist. We have summarised our findings for the Municipality below and the 

summary of our work across all audits will be consolidated in our Annual Audit Report. This is not 

intended to give a commentary on the quality of the whole self-assessment questionnaire 

submission but will provide a ‘snapshot’ across a number of key questions to support the Ministry 

of Finance in its attempts to increase the effectiveness of the process and develop the FMC system 

as a whole.  

 

Issue 2 – Self Assessment Checklist – High Priority 

Finding  As part of our audit we have considered key questions related to the five 

components of the self-assessment checklist. For the questions considered we 

found that the following issues were not fully addressed: 

1. The Self-Assessment questionnaire is completed by the Municipal staff, 

but it confirmed that the Municipality did not yet identify the risk list 

which could threaten the achievement of objectives and feedback in case 

of their occurrence; and  

2. The Municipality developed a comprehensive development strategy 

2014/2018 whereby it contains the cost of the strategy, but did not carry 

out any monitoring and assessments linking objectives with results. 

Internal Audit did not make an independent assessments for the claims of the 

Managements made in the completed checklists and it failed to report on their 

accuracy and adequacy to NAO as foreseen under FMC procedures. 

Risk The absence of a risk registry which may not facing the organization and 

monitoring of the strategy increases the risk that the objectives of the 

municipality deviate from the original plan. 

Recommendation 3 The Mayor should draft a risk register and ensure that after the risk register 

is drafted, responsibility for risk management is delegated directly to a 

relevant director who in coordination with the Heads of the unit will 

manage this process and report on regular basis concerning the risks. the 

development strategy should be monitored on an ongoing basis to ensure 

that strategic objectives are being met.   
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2.3 Specific Governance Reviews 

Our work on specific areas of governance arrangements has been based on our audit planning which 

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

2.3.1 Setting of Strategic Objectives  

The Municipality has developed a series of strategic documents such as: Local Economic 

Development Strategy 2014-2018, Strategy for Local Rural Development 2015-2018, Strategy of 

Rural Tourism Development 2015-2019; Strategic Plan for the Development of Pre-university 

Education 2014-2018; Maintenance Plan for Public Open Spaces 2016-2021; Investment Plan for the 

Maintenance of Public Open spaces 2016-2021; Urban Mobility Plan 2016-2020; Assessment of Risk 

from Natural Disasters and other Disasters, Municipal Development Plan 2009-2020 and the Urban 

Regulatory Plan.  

While the strategic anti-corruption plan is under approval by the Municipal Assembly. 

    

Issue 3 –Strategic Plans – Medium Priority 

Finding  The Municipality developed a number of strategic documents, defining 

common objectives and clarifying responsibilities for coordination and 

development of strategic plans and estimating costs for these strategies, but 

there is a lack a concrete monitoring and reporting by the Management in 

certain periods of time on the application (execution).  

Risk Failure to monitor the strategy, makes it impossible to follow up the 

fulfilment of the objectives in view of the Municipality’s vision as one of the 

essential conditions of good governance.  

Recommendation 4 The Mayor should draft an action plan for the systematic monitoring the 

achievement of objectives by establishing effective oversight functions. 

2.3.2 Management Reporting and Accountability  

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

operational activities operate as intended. The Municipality holds regular monthly reports made by 

directors and key officers and sent to the Mayor. In addition, the Municipality has 3, 6, 9 month 

reports and annual financial report approved by the Municipal Assembly and (quarterly and 

annual) report on the progress of capital investment as a legal requirement.  

We have no recommendations in this area.    
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2.4 Internal Audit System 

The Municipality established IAU, which operated with one Auditor. Further on, the Audit 

Committee was established on 05.04.2016 and had held three (3) meetings. IAU drafted a strategic 

plan (2016/2018) and the annual audit plan.  

IAU for 2016 planned and carried out six (6) regular audits. Reports are completed in time and 

review areas were: 1. Procurement Office - (Scope, 2015); 2. Asset Management - (Scope, 2015); 3. 

Revenues within the Finance, , Economy and Development Directorate - (Scope, 2016); 4. Revenues 

in the Health Directorate - (Scope, 2016); 5. Vehicle Management and Maintenance - (Scope, 2016); 

6. Expenditures for Goods & Services in the Administration - (Scope, 2016). 

 

Issue 4 – Implementation of IAU recommendations – High Priority  

Finding We noticed that management produced an Action Plan for implementation 

of recommendations given by the IAU, but the implementation was poor. 

Furthermore, in two (2) our of six (6) completed audits by the IAU, the audit 

scope covered 2015. In addition, the audit committee was established on 

05.04.2016 and met three (3) times, and commented on the audit findings and 

gave recommendations to the Management what actions should be taken, but 

the latter did not take any action to implement the recommendations.  

Risk Failure to address the recommendations given by IAU increases the risk that 

identified weaknesses are not adjusted and the same recommendations are 

repeated. Further on, the audits carried out in previous years by the IAU, do 

not contribute to the actual improvement of internal control.  

Recommendation 5 The Mayor should ensure implementation of the Action Plans by sector and 

provide feedback to the findings and recommendations provided by Internal 

Audit and monitor them on a monthly basis to. IAU should focus on the work 

of the current year’s activities to contribute to effective and efficient internal 

control management. 
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3 Financial Management and Control 

Introduction 

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

to Chapter II reflects the detailed work undertaken on Revenue and Expenditure Systems within 

the Municipality. As part of this, we consider Budget management, Procurement and Human 

Resources issues, and Assets and Liabilities. 

Financial Management and Control Conclusion 

Management of revenues from property tax remains a challenge for the Municipality due to 

uncollected debts and failure to verify 1/3 of municipal property. Other areas where more 

improvements are needed relate to asset management and recording, classification of expenditures 

and management of receivables. 

3.1 Budget Planning and Execution 

We have considered the sources of budgetary funds, spending of funds by economic categories. This 

is highlighted in the following tables: 

Table 1. Own Source Revenues (in €) 

Description   
Initial 

Budget 
Final 

Budget 
2016 

Receipts  
2015 

Receipts 
2014 

Receipts 

Own Source Revenues  451,788 451,788 467,798 334,729 350,707 

Total of own source revenue collected (€467,798) include court and police fines (€15,880) and €52,100 

direct revenues from expropriation by the Ministry of Environment and Spatial Planning - road 

segment between Pristina-Prizren-Shtime-Ferizaj. At first glance, it seems that the Municipality 

exceeded the revenue plan but in fact it actually collected 92% (€415,698) given that revenues from 

expropriation had an impact on the increase. In 2015, only 75% of the planned revenues were 

collected. 
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Table 2. Sources of budgetary Funds (in €) 

Description 
Initial 

Budget 
Final 

Budget2 
2016 

Outturn 
2015 

Outturn 
2014 

Outturn 

Sources of Funds   5,990,385 6,320,468 6,214,692 5,794,106 5,628,991 

Government Grant -Budget  5,538,597 5,711,334 5,691,620 5,435,636 5,232,469 

Carried forward from 
previous year3 –  

- 64,374 64,256 270,359 42,907 

Own Source Revenues4 451,788 451,788 384,134 49,652 301,081 

Domestic Donations - 6,000 6,000 - - 

External Donations  - 86,972 68,682 38,459 52,534 

The final budget in relation to the initial budget was increased by €330,083. This is as a result of 

increased government grant by €172,737, whereas the Government Decision no.11/120 dated 

14.12.2016 are allocated to cover the costs for some capital projects, revenues carried forward of 

€64,374 and internal and external donations of €92,972. 

Table 3. Spending of funds by economic categories - (in €)  

Description 
Initial 

Budget 
Final 

Budget 
2016 

Outturn 
2015 

Outturn 
2014 

Outturn 

Spending of funds by 
economic categories 

5,990,385 6,320,468 6,214,692 5,794,106 5,628,991 

Wages and Salaries 3,866,889 3,898,436 3,881,699 3,751,002 3,447,844 

Goods and Services  530,096 531,832 513,537 410,380 421,110 

Utilities 169,650 172,650 170,078 162,065 137,615 

Subsidies and Transfers 113,037 163,566 161,269 136,692 132,003 

Capital Investments  1,310,713 1,553,984 1,488,109 1,333,967 1,490,419 

The final budget for 2016 was executed at 98% of planning. This is considered a very good budget 

execution performance. Similar level of budget execution was in past two years (97% in 2015 and 

96% in 2014).  

 

                                                      
2 Final budget – the budget approved by the assembly which was subsequently adjusted for by the Ministry of Finance. 
3 Own Source Revenues unspent in previous year carried forward into the current year. 
4 Receipts used by the entity for financing its own budget.  
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3.1.1 Revenues 

Revenues generated by the Municipality in 2016 totalled €467,798. Compared with last year we have 

an increase in revenue collection by around 40%. direct revenue for the expropriation of property, 

collected by MESP in the amount of €52,100 had an impact in this increase. 

 

Issue 5 – Property tax – Medium Priority 

Finding  The Municipality for 2016 planned to collect the amount of €148,935 whilst it 

managed to collect an amount of €161,611. We tested six samples from 

property tax and from this we noticed that debts for 2016 for selected samples 

were €586. Total debts accumulated for years covering property tax were 

€306,200.  

The Municipality was not able to provide us evidence on carrying out  

verification of 1/3 of immovable property, as required by the law on tax on 

immovable property no. 03/L-204 and Administrative Instruction in force. 

We have noticed that the Municipality made some modifications in the 

property tax system, but has not been able to confirm this through verification 

forms. According to municipal officials, non-verification of property occurred 

due to lack of surveyors in the field to verify properties.  

Risk Failure to verify 1/3 of properties may result in lack of complete information 

on the current taxable property, having a potential impact that the estimated 

revenues for property tax decrease.  

Recommendation 6 The Mayor should ensure that the Municipal property is verified on an 

annual basis as required by law. 

3.1.2 Wages and Salaries 

The planned budget for Wages and Salaries was €3,898,436, while expenditures were €3,881,699 or 

99%.  

Wages and Salaries are paid through a centralised system. We tested the compliance of payroll lists 

with the payroll system (current employees, recruitment, dismissal, the maternity leave, pensions, 

and payments for members of Municipal Assembly). We have also reviewed whether employees 

are paid under the contract. In our samples we did not notice any issues to be reported. 

Recommendations 

We have no recommendations in this area. 
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3.1.3 Goods and Services and Utilities  

The final budget for Goods and Services and Utilities in 2016 was €704,482. Out of these, €683,615, 

or 97% were spent in 2016 whereas compared with the previous year, we have an increase in 

performance by 4% (execution in 2015 was 93%). From our samples reviewed, we have not noticed 

any issues worth reporting. 

Recommendations 

We have no recommendations in this area. 

3.1.4 Subsidies and Transfers  

The final budget for Subsidies and Transfers was €163,566. Out of these €161,269 or 99% were spent 

in 2016 which is the same level of spending as in 2015. Based on our review, we have not noticed 

any issues worth reporting. 

Recommendations 

We have no recommendations in this area. 

3.1.5 Capital Investments  

The final budget for capital investments was €1,553,984. Out of these, €1,488,109 or 96% were spent 

in 2016 which compared with 2015 (90%) we have an increase in the use of the budget by 6%. When 

reviewing procurement procedures and expenditures, we noticed some shortcomings that the 

Municipality needs to address in the future. 

 

Issue 6 – Lack of performance security - High Priority 

Finding  For contracts of constructing roads “Carralevo-Karaqica-Duge-Rance”, of 

€193,097, and “Construction of urban roads in Shtime” amounted to €131,810, 

we noticed that the Municipality had the final instalments without one-year 

performance security on the quality of works, as required by the specific 

terms of the contract.  

Risk Payment made by the Municipality to the Economic Operator (EO) without 

the one-year warranty on the quality of work may result in financial loss to 

the Municipality in cases when the work carried out by the EO is not of 

adequate quality.  

Recommendation 7 The Mayor should strengthen the controls and ensure that all payments are 

made after the economic operators complies with all terms of the contract. 
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Issue 7 –Payments made based on the statement by the Program beneficiary - High Priority 

Finding  The Municipality paid €3,382 without an invoice or acceptance report on 

works in the IOM account only based on the statement of program 

beneficiaries no. 02/2/308 dated 20.05.2016 a statement which in terms of a 

nature has meaning of co-financing agreement for the project “adjustment of 

public lighting in the street “Skender Qarri”. IOM is foreseen to participate 

with amount of €7,869. Furthermore, this statement (Agreement) was signed 

by the Director of urbanism, without formal authorisation from the Mayor.  

However, the project was completed during the year under the agreement.  

Risk Execution of payments by the Municipality before confirming that the works 

were completed and accepted, increases the risk that the objectives of the 

agreements partially achieved or not achieved at all.  

Recommendation 8 The Mayor should ensure that payments without invoices and confirmed 

reports on acceptance of the works will not be made.  

 

3.2 Assets  

3.2.1 Capital and Non Capital Assets   

In its AFS, the Municipality presented assets over €1,000  amounted to €45,143,859, and those under 

€1,000 amounted to €440,155.  

 

Issue 8 – Weaknesses in recording assets - High Priority 

Finding  The Municipality failed to put in place adequate controls on asset 

management in line with Financial Rule no. 02/2013. Weaknesses are as 

follows: 

 There assets amounted to €38,551 for paving of urban roads in Shtime 

and assets amounted to €11,761  for construction of an open sports 

field in the school ,, Abdullah Shabani "in the village Zborc were not 

recorded;  

 Failure to use the E-asset module for recording of assets under €1,000 

foreseen under Article 6, of Regulation no. 02/2013 on managing 

financial assets. Assets under €1,000 are held ase internal records; and 
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 The Mayor established Evaluation and Inventory Committees for 

Administration, Main Family Medicine Centre, Centre for Social 

Work and schools, but only 3 committees have carried through an 

inventory, whilst 7 schools did not carry out asset inventory. 

Furthermore, updates were not made to the asset register after the 

inventory process. 

Risk Incomplete asset register and failure to use the E-assets module results in 

information shortcomings for assets under €1,000. This increases the risk of 

controls on movable property, with the possibility of their loss or alienation. 

Recommendation 9 The Mayor should ensure an effective process of recording all assets and put 

in use the E-assets module, in s compliance with Financial Rule no. 02/2013. 

Further on, the inventory committees should conduct an inventory of all 

municipal property. 

 

3.2.2 Receivables  

The Municipality did not produce or apply any appropriate policy on collection of outstanding 

debts from previous years arising from property tax, as the dominant category of receivables. 

 

Issue 9 – Handling of receivables- Medium Priority 

Finding  List of debtors to the municipality, according to AFS is €458,310. Most of these 

accounts relate to the property tax (€306,200), municipal lease (€1,520) and 

direct revenues from expropriation (150,590). 

Risk Failure to collect charged revenues may affect in the Municipality’s inability 

to meet expenditure plans, and also reduce the number of potential projects 

to be financed from its own source revenues. 

Recommendation 10 The Mayor should analyse the effectiveness of the mechanisms available to 

collect debts, and propose additional measures and procedures to reduce 

the balance of these accounts as much as possible. 
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3.3 Outstanding Liabilities  

Statement of liabilities not paid to suppliers at the end of 2016 was €185,673. These liabilities were 

carried forward to be paid in 2017. 

 

Issue 10 – Increase of liabilities - High Priority 

Finding  Outstanding liabilities compared with 2015 (€33,550) were increased by 

€152,123. An invoice of the twelfth month (€99,997) had an impact on such a 

large increase of obligations, which case the Municipality failed to pay it in 

time and it was carried forward as a liability in the next year.  

Risk Failure to carry out the obligations in time increases the risk of not fulfilling 

the spending plans due to the need to pay these obligations.  

Recommendation 11 The Mayor should carefully handle the responsibilities and take appropriate 

measures to carry out all its obligations within the specified timeframe. 

 

 

 

 

 

 

 

 

 

 

 

 

This report is a translation from the Albanian original version. In case of discrepancies, Albanian 

version shall prevail. 

  



ZYRA KOMBËTARE E AUDITIMIT - NACIONALNA KANCELARIJA REVIZIJE  - NATIONAL AUDIT OFFICE 

 

 
23 

Annex I: Audit Approach and Methodology 

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

Opinion set out in Section 1.1 of this report. 

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

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

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

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

the Mayor should ensure are taken to address identified management/control weaknesses. 

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

determining the cause  audit findings and providing appropriate recommendations to address 

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

relevant.  Our findings are defined as: 

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

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

internal controls; and 

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

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

controls.  

Findings considered low priority were reported separately to finance staff .  

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

substantive testing and associated governance arrangements only to the extent considered 

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

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

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

applied by NAO  

(extract from ISSAI 200) 

Form of opinion 

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

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

framework. 

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

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

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

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

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

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

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

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

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

Modifications to the opinion in the auditor’s report 

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

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

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

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

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

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

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

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

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

appropriate audit evidence, may be materially misstated; and 

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

on the financial statements. 

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

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

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

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

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

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

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

material and pervasive to the financial statements. 

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

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

statements of any undetected misstatements could be both material and pervasive. If, after accepting 

the engagement, the auditor becomes aware that management has imposed a limitation on the audit 

scope that the auditor considers likely to result in the need to express a qualified opinion or to 

disclaim an opinion on the financial statements, the auditor should request that management 

remove the limitation. 

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

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

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

responsibility. It also includes illustrative examples of reports. 

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

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

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

of the financial statements, but there is sufficient appropriate evidence that the matter is not 

materially misstated in the financial statements, the auditor should include an Emphasis of Matter 

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

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

 be included immediately after the opinion; 

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

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

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

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

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

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

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

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

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

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

Audit 

Component 

Recommendation  given Implemented  Under 

implementation  

Not 

implemented 

2. Financial 

statements 

The Mayor should ensure that effective processes are in place to 

confirm that the 2016 AFS production plan formally addresses all 

compliance issues related to the AFS and includes management 

review of the draft account with specific focus on high risk areas 

and/or areas where errors have been identified. 

 Third parties were 

presented fairly in the 

AFS, as we have bad 

classification of 

expenditures and 

incomplete asset 

register. 

 

2.3 

Implementa

tion of Prior 

year 

Recommen

dations 

The Mayor should strengthen control and responsibility measures 

against persons tasked to fully address the recommendations, 

actions foreseen under the Action Plan are implemented, in 

particular in high risk identified areas and within required 

timetable. Implementation of this plan should be reviewed by the 

Mayor on a regular basis. 

 From 12 

recommendations, 5 

were implemented, 4 

were under 

implementation and 3 

were not 

implemented. 

 

2.5.1 Risk 

Managemen

t 

The Mayor should ensure that immediate responsibility for risk 

management is delegated to a named Director and ensure monthly 

reporting on the implementation of requirements in this area and 

the risks that are being managed. 

  X 
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2.5.2 

Managemen

t Controls 

The Mayor should ensure that the CFO reports on time on the 

progress achieved for all capital projects, as required by law. Goods 

receiving reports should be signed by certified persons.  

X   

2.6 Internal 

Audit 

System 

The Mayor should initiate sectoral action plan and respond to the 

audit findings and recommendations, whilst the Audit Committee 

should draft a work plan specifying the work agendas and topics 

that will be handled during the year. He should hold regular 

meetings and draw clear conclusions within minutes of meeting for 

management on issues of internal audit and draft an annual plan 

for management regarding the adequacy of work and human 

resources of the IAU. 

 The records and 

meetings of the 

committee were held, 

however the 

recommendation of 

IAU were not 

implemented by 

management. 

 

3.3 

Revenues 

The Mayor should ensure that in case of budget planning, a 

comprehensive assessment of the potential sources of revenues is 

made and practical options for improving revenue collection for 

2016 are determined.  

X   

3.4 

Procuremen

t 

The Mayor should ensure that before starting with new 

procurement activity which was not planned, to inform CPA, as 

required by law on procurement.  

X   

3.4.1 

Misclassific

ation of 

Expenditure

s 

The Mayor should ensure that a control system is in place in this 

area, in order that payments made by categorising budget 

appropriations in line with the LPFMA and the accounting plan. 

  X 

3.5 

Expenditure

The Mayor should ensure that in case of co-financing in the future, 

he will be active and equal party to follow-up, implement and 

  

 

 



ZYRA KOMBËTARE E AUDITIMIT - NACIONALNA KANCELARIJA REVIZIJE  - NATIONAL AUDIT OFFICE 

 

29 

s not 

through 

Procuremen

t 

supervise these projects. Such financing practices and payments 

made under these agreements should be stopped, and instead insist 

that all payments are made only after the services are received, 

based on invoices and the progress of the agreements, and not in 

form of advances.  

Project oversight was 

addressed but 

payments were made 

only according to the 

agreement, (without 

invoice and without 

acceptance report). 

 

 The Mayor should ensure that before expenditure is made, LPP 

procedures should be implemented first, in addition to services 

exempted from the purchasing module.  

X   

3.5.3 

Subsidies 

and 

Transfers 

The Mayor should ensure that legal requirements (LPP) are 

considered when entering into agreements.  

X   

3.7 Assets The Mayor should ensure that all assets are recorded in line with 

Regulation no.02 /2013 on asset management. Projects that are 

under construction are recorded as on-going investment and not as 

assets in use. The Municipality should also communicate effectively 

with line ministries to obtain information about capital investments 

made in their territory. Municipal assets sold at public auction of 

assets should be deleted from records. 

  X 
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Annex IV: Letter of confirmation 

[Put the Municipality’s logo] 

 

 

 

LETTER OF CONFIRMATION  

For having agreed on the Auditor General’s findings of 2016 and implementation of 

recommendations:   

 

To: National Audit Office                                                                         Venue and date:  

 

 

Honoured, 

We hereby confirm that: 

 We have received the draft audit report of the National Audit Office on the 2016 Annual 

Financial Statements of the Municipality of Shtime, hereinafter referred to as the Report; 

 Agree on the findings and recommendations and I have no comment on the content of the 

Report; and  

 Within 30 days from receiving the final report, I will submit the action plan on 

implementation of recommendations including the deadlines and responsible staff for their 

implementation.  

 

 

Mayor: 
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