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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 through quality audits strengthen 

accountability in public administration for an effective, 

efficient and economic use of national resources.  

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 Kllokot 

Municipality in consultation with the Assistant Auditor 

General, Valbon Bytyqi, who supervised the audit.  

The report issued is a result of the audit carried out by 

Team Leader Svetlana Perović  and team member Mehmet Kurti, 

under the management of the Head of Audit Department 

Luljeta Morina.  

 

NATIONAL AUDIT OFFICE-St.  Musine Kokollari ,  No. 87,  Prishtina 10000, Kosova  
Tel :  +383(0) 38 60 60  04/1011 

http://zka-rks.org  
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Executive Summary  

Introduction  

This report summarises the key issues arising from our audit of the 2017 Annual Financial 

Statements of Kllokot Municipality, which determines the Opinion given by the Auditor General. 

The examination of the 2017 financial statements was undertaken in accordance with the 

International Standards on Supreme Audit Institutions (ISSAIs). 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 our External Audit Plan dated 16/03/2017.  Our audit focus 

has been on: 

 

The level of work undertaken by the National Audit Office to complete the 2017 audit is 

determined depending of the quality of internal controls implemented by the Management of 

Kllokot Municipality.  

The National Audit Office acknowledges the staff of the Municipality for provided assistance 

during the audit process. 

Opinion of the Auditor General 

Qualified Opinion with Emphasis of Matter 

The Annual Financial Statements for 2017 present a true and fair view in all material aspects except 

issues: 

• Misclassifications, payments of salaries and goods and services in the amount of €22,414, 

executed from the category of capital investments; and 

• The amount of Donor Designated Grants was overstated by €18,303, as well as the budget for tax 

and non-tax revenues was overstated by €7,307. 

Emphasis of Matter 

As an emphasis of the matter, we would like to mention the fact that the Municipality did not 

present assets (investments made from donations in 2017) in the amount of €25,789. Further on, 

the land owned by the Municipality leased is not registered as an asset. 

For more details see section 2.1 of this report. 

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

The Annual Financial 
Statements

Prior and earlier year 
Recommendations 

Financial Management 
and Control
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Key Conclusions and Recommendations  

 

 

 

 

 

Management response to audit 2017 

The Mayor has considered and agreed on the audit findings and conclusions and has committed 

to address all given recommendations. 

Financial Statements - A Qualified 
Opinion and an Emphasis of 
Matter reflect weaknesses in 
spending control as well as 

completeness and accuracy of the 
assets.

The Mayor should analyse the reasons for 
the qualification of the Opinion as well as 

the Emphasis of Matter for 2017, and 
identify the actions needed to enable 

accurate and fair presentation of 
expenditures and overall  assets in 2018 

(see chapter 2.1).

The level of budget execution in the 
capital investment category was 

very low, at only 18%.

The Mayor should provide a detailed 
assessment of the areas of concern 

highlighted in this report in order to 
identify the reasons for the poor budget 

performance (see Case 2)

Despite the improvements made, 
evident weaknesses have been 

noticed in some important 
financial systems, including 

revenue, procurement, incorrect 
classification of expenditures, 

salaries and subsidies.

The Mayor should apply a detailed 
assessment of the areas highlighted in this 

report to identify the reasons for the 
occurrence of weaknesses and determine 
the necessary actions to avoid them (see 

issues 3 to 15)

The recommendations of the 
previous years are not addressed as 
required for the development and 
improvement of the organization 
and consequently improvements 

are slow.

The Mayor should implement a rigorous 
process to ensure that the 

recommendations of previous years are 
actively addressed where key 

issues/progress issues are reported to 
management on a monthly basis (see issue 

16).

Governance arrangements related 
to strategic plans, management 
reporting and accountability are 

poor.  Further on, the Internal 
Audit Unit has not been established 

to support developments in this 
area.

The Mayor should ensure that governance 
arrangements are critically reviewed and 

take appropriate actions to improve 
accountability and management reporting 

arrangements for all issues arising from the 
area of overall governance, supported by an 
active  internal audit unit (see issues 17-18).
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1 Audit Scope and Methodology 

Introduction  

The National Audit (NAO) is responsible for carrying out a Regularity Audit which involves the 

examination and evaluation of Financial Statements and other financial records and expression of 

opinions on: 

 Whether the financial statements give a true and fair view of the accounts and financial 

affairs for the audit period; 

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

regulations;  

 The appropriateness of internal controls and internal audit functions; and 

 All matters arising from or relating to the audit. 

Audit work undertaken reflected our audit risk assessment for 2017. We have analysed the Kllokot 

Municipality business to the extent to which management controls can be relied upon when 

determining the overall testing required to provide the necessary level of evidence to support the 

Auditor General (AG’s) opinion. 

The following sections provide a more detailed summary of our audit finding with emphasis on 

observations and recommendations in each area of review.   

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

substantive tests and related governance arrangements 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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2 Annual Financial Statements and other External 

Reporting Obligations   

Introduction  

Our audit 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 

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

information has been provided to ensure that an audit process can be undertaken.   

2.1 Audit Opinion  

Qualified Opinion with Emphasis of Matter  

We have audited the AFS of Kllokot Municipality for the year ended on 31st of December 2017 

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

the Explanatory Notes and other accompanying reports. 

In our opinion, except for the effects of the issue described in the Basis for Qualified Opinion 

paragraph, the Annual Financial Statements for the year ended on 31st of December 2017 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 Financial 

Management and Accountability (as amended and supplemented) and Regulation MoF 

no.01/2017 on Annual Financial Reporting by Budget Organisations.  
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Basis for Opinion 

We have qualified the audit opinion for the fact that: 

 Following the complaint of three municipal employees, the Treasury, based on court 

decisions, executed payments for their salaries from the category of capital investments in 

the amount of €11,946; 

 In addition, for treasury and cargo expenses (car repair), the Treasury based on court 

decisions, executed payments from the category of capital investments in the amount of 

€10,468; 

 Article 14, Budget Execution Report, the amount of designated donor grants was 

overstated by €18,303, as the Municipality incorrectly presented the donations carried 

forward from the previous year; and 

 Article 14, Budget Execution Report, the budget for tax and non-tax revenues was 

incorrectly presented in the amount of €111,604, while the budgeted value was €104,297, 

with a difference of €7,307. 

Our audit was conducted 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 AFS’ section of our report. NAO is independent of 

the Municipality and other ethical requirements are fulfilled in accordance with these 

requirements. We believe that the obtained audit evidence is sufficient and appropriate to provide 

basis for the opinion. 

Emphasis of Matter 

We draw your attention to the fact that the value of the property registered in the asset register 

and presented into the AFS was incomplete because the Municipality did not present assets 

(investments made from donations in 2017) in the amount of €25,789. Further on, the land owned 

by the Municipality1 that is leased is not registered in the accounting register and not disclosed in 

the AFS. According to the Chief Financial Officer, failure to register the property is a consequence 

of the negligence of the Asset Officer. 

Our opinion is not qualified in relation to this issue. 

Key Audit Matters 

The Municipality of Kllokot did not set a fully  effective system of internal controls, which caused 

significant irregularities: the execution of expenditures in non- compliance to legal regulations, the 

signing of a contract for work positions that are not in line with legal regulations, municipal 

                                                      
1 Parcel P-73701026-00974-64 area 3,519m2; P-73701026-00974-61 area 323m2; P 974/45 area 4,557m2;   P 1180-3 area 

700m2; P 974-41 area 2,603m2; and P 974-44 area 2,256m2 
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activities are not organized in accordance with the law,  payment of municipal taxes is done based 

on a regulation  that is not adopted by the Municipal Assembly, when determining the collection 

and control of revenues from cadastral services and utility taxes. 

Responsibility of the Management and Persons Charged with Governance for AFS 

The Mayor of Kllokot Municipality 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 

number 03/L-048 on Public Finance Management and Accountability. 

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 detect any material misstatement that might exist. 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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2.2 Compliance with AFS  and other reporting requirements  

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); 

 Compliance with Financial Rule no.01/2013 and 02/2013; 

 Action Plan on implementation of recommendations; and  

 Requirements of Financial Management and Control (FMC) procedures. 

 Quarterly reports, including nine-month report; 

 Operational (performance) reports; and 

 Draft Plan and Final Procurement Plan in time. 

In addition to the issues presented to the audit opinion, we have identified some errors in the 

disclosures of the AFS such as:  

 Revenues totalling €789 accumulated in months: September, November, December 2017, 

have been deposited in the bank in 2018, when they are recorded. Consequently, revenues 

for 2017 are understated for the same value; 

 Revenues collected during 2016 in the amount of €1,150 have been deposited and 

presented as revenues executed in 2017, overstating the revenues of this year; 

 Under Article 16, Receivables Report, receivables are not presented on behalf of providing 

waste collection services; 

 Article 18, Contingent Liabilities, in the amount of €97,665 have been incorrectly presented 

within the Article 17, Statement of Outstanding Liabilities; 

 Article 19, Capital assets over €1,000 are not categorised separately: buildings, land, 

equipment, machinery and vehicles; 

 In Article 20, the unjustified advances report were presented in the amount of €8,500, while 

their value was €10,928, a difference of €2,428; and 

 In article 19.3.2, assets under €1,000 have not been presented because the municipality has 

no records for them. 

The above findings indicate that the AFS production process was poorly managed.   

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

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

the issues presented in the audit opinion. 
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In the context of other external reporting requirements, we have noticed that the municipality has 

not prepared the annual performance report, which is a municipal legal requirement. 

2.3 Recommendations related to Annual Financial Statements 

For the above mentioned issues we provide the following recommendations: 

Recommendation 1 The Mayor should ensure that an analysis is undertaken to determine the 

causes of the qualification and emphasis of matter. Actions should be taken 

to strengthen controls  and ensure that expenditures are classified correctly 

according to economic categories and address as well as the financial 

statements are presented in line with the requirements of the MoF 

Regulation on Annual Financial Reporting. Further on, the Mayor should 

ensure that all municipal assets are recorded in the Assets Register 

(accounting register and asset register) and disclosed fairly into the AFS of 

2018. 

Further on, the Mayor should ensure that effective processes are in place to 

confirm that the 2018 AFS production plan formally addresses all 

compliance issues related to the AFS and includes Management review of 

the draft AFS with specific focus on high risk areas and/or areas where 

errors have been identified in previous years. The Declaration made by the 

Chief Executive Officer and Chief Financial Officer should not be signed 

unless all necessary checks have been applied to the draft AFS.   
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3 Financial Management and Control 

Introduction 

Our work related to Financial Management and Control (FMC) reflects the detailed audit activities 

undertaken on Revenue and Expenditure Systems within Budget Organisations. Specifically, the 

focus of the audit was Budget management, Procurement issues, Human Resources as well as 

Assets and Liabilities. 

Financial Management and Control Conclusion 

In the area of FMC, procurement continues to be areas where many weaknesses have been 

identified as a result of non-implementation of the rules. The main challenge facing the 

municipality is the very low level of budget realization of capital investments in only 18%. The 

low level of realization implies fewer projects for citizens. 

Further on, revenue controls are not entirely appropriate and do not apply effectively, especially 

in the case of collection of revenues from the provision of municipal services, which have resulted 

in the discrepancy of billed, paid and presented revenues. The main areas where increased 

controls are needed are the costs for goods and subsidies. 

3.1 Budget Planning and Execution 

We have considered the sources of budget funds, spending of funds and revenues collected by 

economic categories. This is highlighted in the following tables:. 

Table 1. Sources of budgetary Funds (in €) 

Description 
Initial 

Budget 
Final 

Budget2 
2017 

Outturn 
2016 

Outturn 
2015 

Outturn 

Sources of Funds   1,046,321 1,230,951 908,325 870,742 853,340 

Government Grant -Budget  942,024 944,119 760,323 748,743 770,847 

Carried forward from 
previous year3 –  

 156,153 92,690 0 0 

Own Source Revenues4 104,297 104,297 29,273 105,128 82,493 

Donations  26,382 26,039 16,871 0 

 

                                                      
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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From the table above we see that the expenditures incurred are not in line with the planned 

budget. Inadequate budget forecasts and planning have occurred due to the fact that the initial 

budget did not include planning of expenditures from unspent own source revenues 

transferred/carried forward from previous years as well as donations. 

The final budget compared to the initial budget was increased by €184,630 or 18%. This increase is 

a result of own source revenues carried over from 2014, 2015 and 2016 in the amount of €156,153, 

external donations in the amount of €26,382, as well as the Government Grant in the amount of 

€2,095. 

Budget expenditures in 2017 were at 74% of the final budget or € 908,325, down 21% compared to 

2016 (95%). 

Table 2. Spending of funds by economic categories - (in €)  

Description 
Initial 

Budget 
Final 

Budget 
2017 

Outturn 
2016 

Outturn 
2015 

Outturn 

Spending of funds by 
economic categories 

1,046,321 1,230,951 908,325 870,742 853,340 

Wages and Salaries 672,335 674,430 674,430 683,237 672,928 

Goods and Services  99,191 145,717 119,065 126,762 124,623 

Utilities 17,200 30,017 21,949 17,200 17,155 

Subsidies and Transfers 6,644 27,994 27,874 6,944 1,999 

Capital Investments  250,951 352,793 65,007 36,599 36,635 

Explanations for changes in budget categories are given below, their initial and final 

redistribution, as well as the differences in expenditures that have affected the changes in total 

expenditures are given below: 

 The final budget for the category of wages and salaries increased by €2,095 from the 

Government Grant to repay the deficit, due to inaccurate initial budget assumptions for 

this category; 

 Following the increase of the final budget for goods and services for € 46,526, 82% of the 

available budget was spent. Similar situation exists also in municipal services where, 

despite budget increase by €12,817 only 73% of the budget was spent; 

 The budget for subsidies and transfers has increased by €21,350 (from own source 

revenues carried forward from the previous year in the amount of €5,350 and revenues 

from 2014/2015 in the amount of € 16,000). Execution of this spending category is at 100% 

level; and 

 The final budget for capital investments in relation to the initial budget has increased by 

€101,842 as a result of the transfer of own source revenues from 2016 in the amount of 
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€76,052 and external donations in the amount of € 25,790. Although, despite the budget 

increase, the spending level was very low, at only 18%. 
 

Issue  2 - Very low level of budget execution for capital investments 

Finding  The budget execution was below the expected level, while the expenditure 

on own source revenues was inadequate. Poor budget performance is 

mainly seen in capital investments at only 18%. Even more concern is the 

fact that over 34% (€22,414) of the total execution value for this category was 

made with court decisions on the payment of salaries and goods and 

services (see chapter 2.1). The low level of implementation was due to 

delays in initiating procurement procedures and weaknesses in drafting 

project documentation/project management. This is the main challenge 

facing the municipality. This issue has not been addressed by management 

in recent years, although it has been addressed in previous audit reports. 

Risk Inadequate budget planning and poor execution will result in failure to 

meet the organization’s goals, reduce government grants, and loss of 

credibility to potential citizens and potential donors. 

Recommendation 2 The Mayor should implement a systematic assessment of the causes of low 

budget execution for capital investments and take into account the 

possibilities for early start of procurement procedures to prevent the 

challenges that arise during the planning and execution of procurement 

activities. 

3.2 Revenues 

In 2017, the Municipality exceeded the initial plan for collecting revenues by 7%. The largest part 

of the revenues was realized from property tax (39%), fees related to municipal utilities, land 

related fees. In addition, the municipality has received indirect revenues in the amount of € 5,330 

from police fines. 

Table 3. Own Source Revenues (in €) 

Description 
Initial 

Budget 
Final 

Budget  
2017  

Receipts 
2016 

Receipts 
2015 

Receipts 

Own source revenues  104,297 104,297 111,605 118,120 90,320 

It is worth mentioning that in 2017 the transfer of own source revenues executed during 2014 - 

2016 was carried out in the amount of €156,153. 
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Issue  3 – Poor Management of Revenues 

Finding  We identified a number of systematic weaknesses related to planning, 

collecting and reporting revenues. The municipality has not applied legal 

instructions on collection of revenues. As a result, the following weaknesses 

occurred:. 

 The Municipality had exceeded revenues realized by 7% in relation 

to planning, but with detailed planning supervision we encountered 

significant deviations and changes in the realization of own source 

revenues compared to those originally planned. Collected revenues 

exceeded their planned value because of the increase in rental 

income for premises as well as receipts of municipal revenue 

revenues that were not envisaged within the 2017 plan. Although the 

municipality has exceeded the plan , revenues from property tax as 

the largest revenue position was realized at 53% of the planned 

amount; 

 The municipality has no cashier, therefore the collection of revenues 

is done in cash by officials in different departments of the 

municipality (finance, cadastre, administration). Officials receive 

money or taxes whose value exceeds €10; and 

 The Municipality has failed to verify 1/3 of property tax registered. 

The municipality did not have a plan and no report on the 

verification of facilities according to legal requirements. 

Risk Revenue planning is understated, which impacts their inaccuracy in AFS. 

Receiving cash in excess of €10 is in contradiction with the Treasury Rules 

and risks that money is misused or lost. Failure to meet legal requirements 

for 1/3 of property verification affects the reduction of the property tax 

collection rate. 

Recommendation 3 The Mayor should ensure that revenue planning is based on objectivity. It is 

necessary to establish communication and exchange of documents and data 

between the various departments involved in the process, from the 

determination of tariffs, evidencing, to collecting and controlling the 

collection of revenues. Payment over €10 is required to be made through a 

bank account. Collected revenue amounts should be deposited with the 

bank within the statutory deadline. Further on, the Municipality should 

have a plan for verifying 1/3 of the property within its jurisdiction. 
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Issue  4 –Lack of control of collection and depositing revenues from municipal waste   

Finding  Until 2017, the Municipality had an agreement with company “Ecohigijena” 

for collection of the waste in the area of Kllokot Municipality. With 

termination of the agreement, the municipality is continuing to provide 

services on its own, as well as collection, disposal and setting of payment 

procedures. Cashiers that are assigned by the municipality receive the 

compensation in cash from citizens for monthly invoices. Collected 

revenues are deposited in the current account of the municipality and 

registered as own source revenues in code (50401). By reviewing the 

available documentation, we have established the following: 

 The municipality does not have a Municipal Assembly Decision on 

waste collection, transport and disposal services, as well as a 

guidebook/ regulation about the value of compensation for 

provided services. Based on cashier’s statement, the invoicing is 

done based on a fee rate that is set by “Ecohigijena” in the amount of 

€5. We have observed that a there are invoices/receipts with the 

different value of that set by the pricelist (receipt: 0014244 in the 

amount of €3.50; 0014219 no available value; 0014231 in the amount 

of €8); 

 The cashier does not have access to the consumers’ database; in fact 

they are not in possession of a reliable evidence, and register of 

taxpayers and business entities from which the tax is collected. 

According to their statements, the database was kept back from 

“Ecohigijena”. 

 Invoicing for natural persons is done on cash receipt books, which 

are distributed to the cashiers by the Department for Public and 

Utility Services, which are not associated with regular numbers. 

Invoicing for businesses is done on UNIREF blocks, but we did not 

secure evidence by the Municipality regarding them; and  

 There is no regular compliance check in place with the revenue 

officer, and payments are not done on a monthly basis. Revenues 

accrued on behalf of these taxes during 2016, were paid in 2017 in 

the amount of €1,150. 

Risk Failure to update the pricelist may lead to misclassification an inaccurate 

calculation of taxes. Lack of Control through non-recording of all persons 

invoiced, and lack of a database on payments and outstanding liabilities, 

leads to insufficient collection of revenues and loss of the credibility. 
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Recommendation 4 The Mayor should ensure the update of pricelist for all taxes charged on 

behalf of the service provided. It is necessary to have all the details of all 

individuals, which haven’t paid their debts for the waste collection service, 

and enter them in payment system. To increase control on payments 

through an accurate invoicing, registering and regular reconciliation of 

collected and deposited sums on a monthly basis. 

3.3 Wages and Salaries 

Wages and Salaries are paid through a centralised system managed by Ministry of Public 

Administration and MoF, which is not integrated with the personal information database but, it 

still provides an efficient control of the payment system that responds to the municipal level. 

Controls carried out by municipalities relate to the calculation of salary in accordance with the 

employee contracts and applicable laws. The municipality updates monthly wages, before 

execution of the payroll, and changes are performed in time.  

The number of employees approved by the Municipality is 124, and the same number is filled in 

by the Municipality. We tested several recruitment procedures, staff records; we reviewed payroll 

lists and compared the presented information in the KMIFS and their presentation on the AFS.  

 

Issue  5 – Recruitment based on Special Services Agreements  

Finding  The Municipality continues to recruit staff with special services agreements, 

which are recruited without regular recruitment procedures. During 2017, 

10 workers were recruited for career positions. 

Risk Recruitment of employees with contracts for special services by avoiding 

open recruitment procedures minimizes competition and increases the risk 

of engaging inadequate persons in certain positions. 

Recommendation 5 The Mayor should ensure that employees through special service 

agreements engage only in cases where there are specific requirements. 

Engagement should be made in compliance with legal requirements 

through a competitive and transparent process. If there is a need to increase 

the number of staff (career position), employees should be budgeted and 

their engagement should be made through an open recruitment process. 
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3.4 Personnel Management 

Personnel management aims at coordinating the organization's activities to ensure the functioning 

of the system in accordance with the municipal administration and municipal assembly policies 

that apply throughout the organization. This includes: Drafting and reviewing the organizational 

structure, categorizing and job description, controlling personnel budget costs, and controlling the 

recruitment, training and staff development process, including measuring the effectiveness of staff 

through evaluation performance. 

 

Issue  6 – Incomplete Personnel File 

Finding  From the examination of 34 staff files, we identified that none of the 

reviewed files were complete, i.e. they were not in compliance with the 

requirements of Administrative Instruction 03/2011 (AI). Absences such as: 

a certificate that employees are not under investigation, as well as job 

descriptions were missing in 33 reviewed files. 

Risk Records are not available to justify pay/allowances or to allow 

consideration of the impact of performance appraisals. 

Recommendation 6 The Mayor should ensure that a systematic review of personnel files is 

initiated to ensure that all necessary documentation is included within a 

specific period of time. 

Issue  7 -  Irregularities in staff recruitment 

Finding  The Municipal Department of Education has announced a vacancy on 

29.08.2017 to fill in the vacancies for teaching staff in the school year 

2017/2018. The vacancy was announced for hiring of teachers in three 

primary schools and one secondary school, with the criteria set by the 

Administrative Instruction No. 06/2015. 

According to the vacancy announcement, there are no data regarding the 

number of required job positions, as well as the rate of hours set for each 

position. Further, there was a lack of decision to establish a committee for 

the selection of educational staff. 

The vacancy in the Primary Health Sector was announced for five positions. 

Based on the reviewed documentation, which is not dated and not stamped, 

we were not able to determine the time of vacancy announcement.  
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Risk Non-compliance with the laws on recruitment process risks the right to 

equal treatment and generates discrimination between applicants and, on 

the other hand, it creates favours. 

Recommendation 7 It is required to take all measures in order to design vacancy 

announcements in accordance with the legal provisions in the future, so that 

all candidates have equal opportunities for employment in educational 

institutions. 

3.5 Goods and Services and Utilities  

The final budget of Goods and Services in 2016 was €175,734, out of which €141,013 was spent. 

Those relate to fuel expenditures, official lunch, and telephone use expenditures. The increase in 

expenditures compared with 2016 is observed in the codes of other contracted services. 

 

Issue  8 – Payment from improper code  

Finding  The Municipality made payment under the contract “Supply of IT 

equipment for the needs of the Municipality” in the amount of €5,320 from 

code 13460 (other expenses), while the appropriate code for their 

registration was 13503 (computer equipment). 

Risk Failure to record expenditures in relevant codes is the result of wrong 

codification of expenditures with the risk that the financial statements do 

not present fairly the costs.  

Recommendation 8 The Mayor should ensure that the Expenditure Officer makes a fair 

expenditure registration according to the relevant codes, fully in compliance 

with the Chart of Accounts. 
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3.6 Subsidies and Transfers  

The final budget of Subsidies and Transfers was €27,994. The expenditures from this category 

were 100%. From this category we tested seven payments and we examined whether they were 

provided in accordance with the rules. 

 

Issue  9 – Failure to set limits for granting subsidies 

Finding  Article 9 of the Internal Instruction on granting subsidies does not indicate 

the allowed monetary value by the municipality for granting subsidies.  

Further on, during the review of seven cases of granting financial assistance 

by the Municipality, we ascertained that internal controls were poor. 

Namely, there is a lack of feedback on the beneficiaries of subsidies, which 

is not in line with Article 10 of the Internal Regulations on Subsidies. 

Risk Failure to determine the allowed monetary value may result in incorrect 

information of potential users when expressing interest on applying for 

granting the right to subsidies. Lack of feedback on the spending of 

allocated funds creates the risk that funds will not be spent for the intended 

purposes. 

Recommendation 9 The Mayor should ensure that the necessary actions are taken to update the 

regulation for granting subsidies, to set the limits allowed in order to 

increase transparency and deliver accurate information to the public. 

Internal controls should be increased, so that the funds allocated by the 

Municipality on behalf of subsidies to meet the intended purposes. 
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3.7 Capital Investments  

The final budget of Capital Investments was €352,793, out of which €65,007 was spent in 2017. Out 

of this value, €22,414 for court expenditures, and the remaining value for other expenditures on 

renovation of school and construction of pavement/sidewalk. 

 

Issue  10 – Weaknesses in procurement procedures and project management  

Finding  Municipality has signed the Contract “Rehabilitation of primary school in 

the village of Mogila”, in the amount of €33,555 where the period of 

coverage of the performance security is shorter than the requirement 

specified in the tender dossier. Under this Contract, a position was paid in 

the amount of € 16,804, before the report was prepared by the supervisory 

authority. The remaining amount of works is not covered by the 

performance security, which expired on 18.01.2018 

Risk Identified weaknesses result in partial compliance with the procedures set 

out in the Law on Public Procurement (LPP) and poor controls for initiation, 

management and execution of projects. Ensuring execution of works for a 

shorter period of time than required does not provide sufficient security to 

the municipality that the works will be finalized. Execution of payment for a 

position before receiving the report of the supervisory authority increases 

the risk for payment of non-executed works. 

Recommendation 10 The Mayor should ensure that the procurement procedures are subject to 

rigorous controls, from the start of the process to the execution of the 

contract. It should also ensure implementation of controls on the regularity  

of the documentation, and that payments are made only after meeting the 

requirements of the financial rules for spending public money. 
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3.8 Common Issues on Goods and Services and Capital Investments  

The following common issues relate to Goods and Services and Capital Investments:  

   

Issue  11 – Poor management of contracts 

Finding  The Municipality extended the contract for “Physical Security Services of 

the Municipal Building” by signing the contract on 01.08.2017 for temporary 

services, due to the delay in the new procurement procedures. 

Subsequently, the Municipality signed a contract for “Physical Building 

Security Services” on 19th of September 2017, for a period of 37 

months(according to LPP, the maximum duration of the contracts should be 

36 months). In the tender dossier, Part II, Price description, the price per 

unit (worker) is offered in the amount of €310, calculated for nine 

employees, for a month period in the amount of €2,790. Invoicing was done 

based on 1 working hour. In addition, the license required in the tender 

dossier for “Basic Security Services” is valid until 12.6.2018, which means 

that the, the validity of the license does not cover the contracted period of 

providing services. The Contract Manager reports do not specify clearly the 

execution of the provided service. 

Risk Weaknesses in procurement procedures, as well as in contract management, 

or lack of quality reporting related to execution of the contract, will 

minimize the assurance that the contracts will be executed in accordance 

with the set terms and specifications. 

Recommendation 11 The Mayor should ensure consistent and effective compliance with 

procurement rules/procedures as well as adequate contract management in 

order to ensure value for the money spent on procurement. Systematic 

supervision of contract execution would increase the security for their 

implementation in accordance with the agreed terms. 

3.9 Capital and Non-Capital Assets   

Property management is an important part of financial management and control in the public 

sector. This requires control and management procedures that confirm the existence of assets and 

provide accurate and up-to-date information regarding the assets of the institution. 

Presentation of municipal property is a requirement of the Law on Public Financial Management 

and Accountability. The municipality should display all assets owned at the end of the reporting 

period. Property reports to be displayed by the municipality are: Non-financial capital assets, non-

capital assets and inventory reports. 
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The municipality has not yet managed to provide a comprehensive and complete property register 

of non-financial assets. The challenges of registering and evaluating assets resulted with a material 

underestimation of asset values on AFS, especially those relating to land and capital investments. 

We tested the initial balance, purchase of assets during the year including capital investments as 

well as purchase for supply of equipment under €1,000 from goods and services, as well as the 

correctness in registering available assets. We also performed a physical check in order to confirm 

asset presence. 

 

Issue  12 – Weaknesses in Asset Management  

Finding  The Municipality still does not have internal procedures for managing 

assets in line with the requirements of the Treasury Rules no. 02/2013. The 

Asset Evaluation Committee was not established. 

We also noticed that the assets below €1,000 were not registered in e-assets, 

given that this system was not applied in 2017 nor in previous years. 

Risk The lack of internal procedures for asset management increases the risk that 

the municipality does not have control over the entire property, and that it 

is not able to generate accurate reports related to assets. In the absence of 

reports on the assets situation, there is a risk of misuse or loss.  

Recommendation 12 The Mayor should initiate the process of drafting internal regulations 

regarding the registration of assets (land and buildings), and ensure 

implementation of all requirements related to evaluation of municipal assets 

at the end of the year. At the end of the year, before preparing the financial 

statements, the inventory process should be carried out, which should be 

harmonised with the asset registers. 
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3.10 Handling of Cash and Cash Equivalents  

Petty Cash is a small fund of money kept under the control of the Budget Organization, and is 

used to cover different purchases of small values up to €100. 

 

Issue  13 – Delays in closing advance payments  

Finding  The Budget Organisation did not assign an official cashier as foreseen under 

Financial Rule 01/2010 on Internal Control and Financial Rule 01/2013 on 

the Expenditure of Public Money. 

Risk The un-closed advances reported in the AFS were in the amount of €8,500, 

while according to Treasury data, the advances are in the amount of €10,928, 

with the difference of €2,428. Furthermore, the Municipality does not have 

controls in place for their management, i.e. there are considerable delays for 

their closure. Out of the total value of the advances, €6,500 are un-closed  

since 2016. 

Recommendation 13 The Mayor should ensure that the advance payment are justified within the 

time frame/deadline set out in the Regulation 2004/07. All invoices, 

requests and receipts must be enclosed with the form for closing of advance 

payment, and the receipt list which is kept by the petty cash officer up to the 

closing date. If there is remaining money from official trip advance 

payment, the unspent amount of money is returned to the account of the 

commercial bank. 

3.11 Receivables   

The trend of receivables this year is on rise because the Municipality presented receivables in the 

amount of€ 487,619, compared with previous year, which was €472,646. This is due to ineffective 

policies that have been applied by the management and due to the lack of a strategy to collect 

these receivables. 

The taxpayer registration system is centralized in a database of property tax that contains 

information for all municipalities in Kosovo and is maintained by the Department of Property Tax 

at the Ministry of Finance (MF). Each municipality is obliged to manage the input of property tax 

information within the database, with all information, including property tax, property addresses, 

and addresses of owners and users, land and buildings data, property values, tax rates, tax 

liabilities, and evidence on tax payments. 
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Issue  14 – Management of account receivables   

Finding  Although the Municipality is making continuous effort to collect receivables 

from property tax, which up to now amounted €363,559, according to data 

from the Property Tax Department at MoF, the ability to collect taxes at the 

end of 2017 amounted to €44,012 or only 12%.  Despite the problems with 

old property tax debts, they are increasing at annual level due to the 

reduction in collection during 2017 by as much as 37% compared to the 

same period in 2016. 

Receivables from municipal waste management are not reported to the AFS 

as the municipality does not have a user database. 

Further on, receivables on behalf of business taxes are significantly 

increasing, even up to 67% more than in 2016. 

Risk Lack of adequate mechanisms and controls increases the risk for constant 

increase of these accounts, resulting in smaller funds for achieving goals and 

encouraging other debtors not to pay their obligations. 

Recommendation 14 The Mayor should analyse the reasons for the increasing trend of 

receivables for property tax and strengthen controls to prevent further 

increase. A strategy and mechanism needs to be established to enable the 

identification and collection of accumulated debts by conditioning some 

municipal services based on the evidence of paid property tax. Further on, it 

is necessary for the municipality to properly manage receivables on behalf 

of the business tax 
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3.12 Outstanding Liabilities  

Municipal obligations represent obligations towards suppliers, which are carried forward for 

payment in the following period. 

Municipality has contingent liabilities in relation to various court cases in the amount of €97,665, 

which are also shown in the Report for outstanding liabilities (Ref: Chapter 2.2). 

 

Issue  15 – Weaknesses in Managing and Reporting Liabilities 

Finding  The amount of unpaid obligations to suppliers at the end of 2017 was 

€198,158, out of which only €5,362 derive from unpaid bills of 2017, while 

the remaining part of €192,796 are liabilities carried forward from 2011 to 

2013. These liabilities were transferred for payment in 2018 and relate to 

expenditures for goods and services, utilities and capital investments. 

Compared with the previous year, there has been a downward trend of 

€24,390. 

Weaknesses in management and reporting of liabilities are due to the lack of 

a system for recording and managing invoices received up to their payment, 

which causes difficulties in their management 

Risk Undisclosed financial obligations may weaken the ability to plan and 

manage liquidity needs, and the municipality may come across additional 

expenditures for payment of penalties for delays incurred by the parties. 

High level of unpaid liabilities increases the risk that the budget will be 

subject to direct execution by the Treasury and court decisions. 

Recommendation 15 The Mayor should ensure a critical review of the outstanding liabilities 

balance, in order to determine priority of payment, to avoid the 

consequences that may lead to their direct payment by the MoF, or on the 

basis of court decisions. In coordination with the Legal Representative of the 

Municipality, contingent liabilities should be clearly identified and 

separated from current obligations, in order to provide a correct 

presentation on the AFS. It is necessary to fully implement the system of 

registering and reporting outstanding obligations. 
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4 Progress in implementing recommendations 

Our Audit Report on the 2016 AFS of Kllokot Municipality resulted in 20 recommendations. The 

municipality has not drafted nor submitted an Action Plan. Further on, the External Audit Report  

was not presented to the Municipal Assembly in 2017. 

By the end of our 2017 audit, only one recommendation has been implemented; one is in process 

of being implemented whilst 18 of them have not been implemented yet. 13 recommendation were 

carried forward From 2015, out of which two are implemented, two are in process and nine are not 

implemented.  See Annex II. 

 

Issue  16 – Implementing  Prior and Earlier Year Recommendations  

Finding  Due to the poor management of the process and the lack of a formal 

monitoring of how AG’s recommendations have been implemented, only a 

part of prior year recommendations and those previously carried forward 

have been implemented. We have not noticed that the Municipality applies 

measures of responsibility for failure to implement the recommendations. 

Risk Ongoing weaknesses of management controls and other controls in key 

financial systems, with particular emphasis on: 

 material errors in AFS;   

 Incomplete asset register; 

 Poor budget planning process and execution; and 

 Weaknesses in depositing own source revenues; 

Recommendation 16 The Mayor and municipal councillors should ensure that the 

implementation of the action plan is monitored on a regular basis and 

reported on a regular monthly or quarterly basis when it comes to the 

progress achieved in this regard. Recommendations that are not 

implemented by deadlines should be revised in the short term by the 

Mayor, as well as pro-active actions are taken against the barriers presented 

during the implementation. 
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5 Good Governance 

Introduction 

Good Governance implies basic principles of accountability, effectiveness of controls, risk 

management, independence of internal audit, and coordination of NAO with internal audit and 

good governance with public assets. 

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. The 

level of compliance with FMC requirements by Budget Organizations is monitored by the self-

assessment checklists completed by all BOs, which are submitted at the end of the year to the 

Ministry of Finance. 

Specific areas of our governance-related reviews have been the accountability and risk 

management process, while the other components are handled within the chapters or subchapters 

above.  

Overall Governance Conclusion  

There are a number of governance weaknesses within Municipality, particularly related to the 

quality of management reporting and risk management. The self-assessment questionnaire, which 

is completed by the Municipality, reflects this situation only partially, with several positive 

comments on the existence of current forms of not evidence based. 

The effective response to audit recommendations and the operation of a quality internal audit 

system are not established. Internal Audit Unit and Audit Committee were not established. 

The Municipality has no strategic plan and does not make an analysis for measuring the 

achievements of the goals set out in the municipal development strategy. Further on, the 

Municipality has a joint municipal development plan with the Municipality of Viti 2010/2020. 

5.1 Internal Audit System 

According to the Law No. 02/L-74 on Internal Audit, each Budget Organization should have in 

place the Internal Audit Unit (IAU), and ensure that activities, data and data management, and 

control systems are subject to a comprehensive internal audit, at least once a year. A proper 

internal audit system helps management in identifying weaknesses in financial management and 

municipal control. This adds value of spent money and contributes to meeting goals and 

improving the services provided by the Municipality. 
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Issue  17 – Poor functioning of IAU – High Priority 

Finding  Even in 2017 the Municipality did not provide internal audit services, did 

not set an Audit Committee, even though it was constantly recommended 

by AG. This happened because the Municipality Management did not 

understand the role and the importance of the internal audit in 

improvement of municipal activities. 

Risk Lack of constant reviews of internal audit may result constant repeating of 

weaknesses on key internal control systems. Moreover, management may 

not be able to identify weaknesses of controls in time and to respond to their 

elimination.  

Recommendation 17 The Mayor should consider recruiting an internal auditor who, through a 

comprehensive work program, will include the financial and other risks of 

the Municipality, and who would assess the effectiveness of internal control. 

In addition, we also propose the establishment of an effective Audit 

Committee to critically review the internal audit plans and results. 

5.2 Management Reporting, Accountability and Risk Management 

Our review of managerial controls highlighted the poor financial reporting of the senior 

management as well not carrying out the analysis of provided services. Taking into account that 

the Municipality is having issues with the List of Property, the issue that is constantly raised in the 

External Audit reports, The Municipal Assembly should pay special attention to the property 

report. It should ask the executive authority to provide up-to-date lists of municipal property and 

to ask the municipality to include additional sources for registration, control and assessment of 

municipal property, and to ensure that the registration and presentation of assets in the financial 

statements is continuously carried out. On the other hand, the municipality should keep registers 

of collected revenues and amounts of uncollected accounts (receivables). Another similar 

important issue is not reporting to the Mayor on a weekly or monthly basis, as well as segregation 

of duties for staff, where one officer is responsible for more than one task, due to the lack of staff. 
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Issue  18 – Failure to implement risk management requirements 

Finding  The Municipality did not set up formal risk management procedures, which 

includes identifying, evaluating, responding and controlling events or 

situations that may have a negative impact on the fulfilment of the 

objectives of users of public money. No initial steps have been taken nor 

responsibility for handling potential risks to the organization. 

Risk The lack of effective risk management will reduce control over potential 

events and situations that may have a negative effect on the achievement of 

the objectives of public funds users. Proactive actions that are necessary to 

avoid the impact of such issues will not be undertaken in a planned and 

systematic way. 

Recommendation 18 The Mayor should ensure risk assessment by identifying key objectives, 

potentially difficult areas, and risk mitigation measures at an acceptable 

level. Delegated direct risk management responsibility is required from 

respective director who, in coordination with unit managers, will manage 

this process and report on risk management on a monthly basis. 
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Annex I: 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 II: Prior and Earlier Year Recommendations  

Audit Component Recommendation  carried forward from 2015 Implemented 
during 2017  

Under implementation 
during 2017 

Not implemented 

1.4 Compliance with 
AFS and other 
reporting 
requirements 

The Mayor should ensure that effective processes are put in 
place to confirm that the 2016 AFS production plan will 
address all the issues raised, including the significant risk to 
assets. It should also include a management review of the 
draft AFS, with special focus on the areas of high risk and 
on those where errors have been identified. 

 In addition to the 
progress made in the 
preparation of AFS, the 
completion of 
registration of the total 
municipal assets is still in 
process. 

 

2.3 Prior Year 
Recommendations 

The Mayor should produce an Action Plan for the 
implementation of recommendations of this report and 
previous recommendations and strengthen control and 
accountability measures towards the staff accountable to 
fully address the recommendations in order to ensure that 
actions foreseen in the action plan are implemented, 
particularly in those areas of high priority. 

Yes, applied the 
Action Plan, 
2015 Audit 
Recommendati
on. 

  

2.4 FMC Self-
Assessment 
Checklist 

The Mayor should ensure that the requirement for 
completing the self-assessment questionnaire is 
implemented and that areas of weaknesses are 
systematically and proactively addressed. 

Self – 
Assessment 
checklist 
prepared. 

  

2.5.1 Risk 
Assessment 

The Mayor should ensure that the list of potential risks is in 
place identifying the risks by levels and odds for them to 
occur and those measures are foreseen if they occur. In 
addition, responsibility for risk management should be 
delegated to a person who shall report to the Management 
and ensure the implementation of requirements in this area. 

  No concrete action 
taken. 
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2.5.2 Municipality’s 
Strategic Plan 

The Mayor should ensure that a Comprehensive Strategic 
Plan is approved. It should set forth long-term objectives 
and serve as a platform for producing annual plans, making 
comparison analysis between years and measuring results 
against objectives. 

 This recommendation 
has been partially 
implemented because the 
municipality’s 
management did not 
carry out an analysis to 
assess results of the 
achieved goals 
determined by the 
municipality’s 
development strategy. 

 

2.6 Internal Audit 
System 

The Mayor should ensure that the internal audit service is 
provided by the Ministry of Finance, or another 
municipality. Internal audit would support the 
Management in making decisions and eliminating 
weaknesses. 

  Not implemented. It 
was not 
implemented. No 
internal audit 
services were 
required from CHO 
or from auditors of 
a nearby 
municipality. 

3.3 Budget Planning 
and Execution 

The Mayor should undertake an assessment of the reasons 
behind the failure to execute the budget and ensure a proper 
planning is made based on real requirements and determine 
practical options for performance improvement. 

 The 2016 budget was 
spent at a satisfactory 
level but failed to 
achieve better 
performance in execution 
of capital projects due to 
non-adoption of the 
budget in the municipal 
assembly. 
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3.5.1 Remunerations 
(Wages and Salaries) 

The Mayor should ensure that special service contracts are 
entered into only for specific purposes, when there really is 
lack of staff and not for a period longer than 120 days, as 
stipulated in the law. When assessed that longer 
engagement are deemed necessary, regular recruitment 
procedures should be announced 

  Not implemented. 

3.6 Revenues 
(including own 
source revenues) 

The Mayor should ensure that property evaluation is carried 
out on time and that additional internal controls over 
collection, registering, reconciliation and reporting of 
revenues are put in place. The current practice of collecting 
payments over €10 should terminate and these payments 
should be made through the bank account. Whilst receipts 
under that amount should be deposited in the bank account 
authorised by the municipality within 24 hours. 

  Not implemented. 
No concrete actions 
taken to implement 
recommendation. 

3.7.1 Capital and 
Non Capital Assets 

The Mayor should ensure that immediate actions are taken 
to initiate the registration of all assets into the E-assets 
System. If the system cannot be used out of differed reasons, 
registration should be made in another program ensuring 
the completeness and accuracy of records. 

  Not implemented. 
No concrete actions 
taken to operate 
with E-Asset. 

3.7.2 Handling of 
cash 

The Mayor should enhance measures of control over the 
implementation of Treasury rules and that cash will be 
spent fully in compliance with purchase procedures. 
Purchases that can be included in the annual procurement 
plan should not be made with cash. 

  Not implemented. 
No concrete actions 
taken. 

3.7.3 Handling of 
Receivables 

The Mayor should consider the situation of such accounts, 
analyse the reason behind the accumulation of such large 
amounts and undertake effective actions to maximise debts 
collection rate. A process of systematic monitoring of 
measures and policies to increase the collection should also 
be part of regular management review. 

  Not implemented. 
No concrete actions 
taken to reduce 
debt. 
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3.7.4 Handling of 
Debts 

The Mayor should critically review the situation regarding 
outstanding liabilities in order to determine the needed 
actions to address the identified issues and ensure that 
payments are made within the deadline set forth in the 
financial rules. A suggestion would be for the municipality 
to discuss the outstanding liabilities issue with the 
Government. 

  Not implemented, 
the municipality has 
problems with the 
accounts inherited 
from the previous 
government. 

Audit Component Recommendation given in 2016 Implemented Under implementation Not implemented 

1.2 Compliance with 
AFS and other 
reporting 
requirements 

The Mayor should ensure that an analysis is undertaken to 
determine the causes of Qualification of Opinion with 
Emphasis of Matter. Actions should be taken to address the 
underlying causes in a systematic manner to remove errors 
in the classification of expenditures and in complete 
recording of assets. In addition, to ensure establishment of 
effective processes in order to confirm that the plan for 
drafting AFS for 2017 addresses all issues raised in the 
report, and the Declaration made by the Chief 
Administrative and Financial Officer should not be 
submitted unless all necessary checks have been applied to 
the draft AFS. 

  Recommendation 
not implemented. 
Wrong classification 
and total and 
incomplete 
reporting of assets 
repeated in 2017 
AFS. 

2.1 Progress in the 
Implementation of 
Prior Year 
Recommendations 

The Mayor should ensure application of a strengthened 
accountability process by the responsible staff on 
implementation of recommendations in line with 
timeframes and priorities set out under the action plan. 
Monitoring of implementation progress should be done in a 
systematic manner. 

  Action Plan not 
prepared. Progress 
of the 
recommendations is 
not monitored by 
the responsible staff 
or the Municipal 
Assembly.  
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2.2 Self-Assessment 
Checklist of FMC 
components 

The Mayor should ensure that a review of the processes for 
completing the self-assessment checklist and proactively 
addressing areas of weaknesses is implemented. A revised 
mechanism should be applied that confirms accuracy of the 
checklist and to ensure supporting documentation. 

Self-assessment 
is performed by 
the 
Municipality. 

  

2.3 Specific 
Governance 
Reviews 

The Mayor should ensure that the integrated strategic plan 
is reviewed, and that achievement of objectives will be 
monitored systematically by establishing effective functions 
of oversight and governance at the organisation level. If the 
objectives are not suitable in the abovementioned plan, 
should be drafted a specific plan for the Municipality. 

 This recommendation 
has been partially 
implemented because the 
municipality’s 
management did not 
carry out an analysis to 
assess the achieved 
results of the goals 
determined by the 
municipality’s 
development strategy. 

 

2.3.2 Management 
Reporting and 
Accountability 

The Mayor should ensure that a review is implemented to 
determine the format of financial reporting to senior 
management, which is required to support effective 
business management - and ensure that an appropriate 
solution is in place by the following months. 

  Managerial 
reporting was not 
supported, there 
was no reporting on 
a weekly or 
monthly basis with 
to the Mayor. 

2.4  The Mayor should ensure that the internal audit function is 
used in line with one of the manners defined under the law 
on internal audit, is established an Internal Audit Unit, or a 
Joint Internal Audit Unit with public sector entities that do 
not have an Internal Audit Unit, or to ensure that is used the 
internal audit service provided by the Ministry of Finance, 
so that it is added value and are improved overall internal 
controls. 

  IAU not set, nor 
audit services 
requested. 
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3.1 Budget Planning 
and Execution 

The Mayor should ensure that budget performance is 
systematically monitored on monthly basis and that this 
review identifies and addresses the barriers so that the 
budget is executed at the planned level. If initial budget 
planning is inaccurate, this should be fully reflected in the 
final budget position 

  Inadequate Budget 
planning, own 
source revenues 
have exceeded the 
plan, while end-of-
year expenditures 
were at an 
unsatisfactory level. 

3.1.1 Revenues The Mayor should ensure that all properties in its territory 
are identified and to ensure that is carried out verification of 
1/3 of properties that are currently registered. 

  No mechanisms set 
for collection of 
debt. 

3.1.1 Revenues The Mayor should analyse the reasons why all businesses 
were not charged with annual taxes, and establish effective 
mechanisms for collecting debts, including legal or other 
administrative measures. 

  No action taken. 

3.1.2 Wages and 
Salaries 

The Mayor should ensure that are taken necessary actions to 
plan for staff based on real needs, and not spend funds for 
unbudgeted positions. 

  No action taken. 

3.1.2 Wages and 
Salaries 

The Mayor should ensure that are taken all necessary 
actions to respect the number of employees based on budget 
planning for the code of the respective sub-programme 
when executing salaries. 

  No action taken. 

3.1.3 Goods and 
Services and 
Utilities 

The Mayor should ensure that received invoices are paid 
within the legal deadline, and to review budget capacities to 
pay invoices that have been inherited for more than a year. 

  No action taken. 

3.1.3 Goods and 
Services and 
Utilities 

The Mayor should ensure that the legal deadline for closure 
of advances is adhered, by ensuring accountability for the 
money spent. 

  No action taken. 
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3.1.4 Subsidies and 
transfers 

The Mayor should ensure that have been taken necessary 
actions so that are adhered the criteria of Regulation when 
deciding on award of funds out of the category of Subsidies 
and Transfers. 

  No action taken. 

3.1.4 Subsidies and 
transfers 

The Mayor should ensure that have been taken necessary 
actions to update the Regulation on award of subsidies, to 
establish allowed limits in order to increase transparency 
and correct informing of the public. 

  No action taken. 

3.1.5 Capital 
Investments 

The Mayor should ensure that the procurement office will 
adhere to all criteria established, and that no contract is to 
be signed without meeting these criteria. While in cases 
when criteria are not applied, accountability should be 
demanded from officials responsible on implementation of 
procurement requirements. 

  No action taken. 

3.2.1 Capital and 
Non Capital Assets 

The Mayor should ensure that the process of assets 
recording and their assessment is done as soon as possible 
and to ensure that all assets are included in the accounting 
register. To establish controls related to the maintenance of 
vehicles and to review the reasons why vehicles that could 
have still been used for the needs of the municipality are out 
of service. 

  No action taken. 

3.2.2 Handling of 
Cash and Cash 
Equivalents 

The Mayor should ensure that this practice will be stopped 
and request from officials responsible to deposit funds 
collected into bank accounts within the deadlines set out in 
the Financial Regulations, and thus reduce the risk of 
possible manipulation. 

  No action taken. 
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3.2.3 Receivables The Mayor should create a comprehensive approach in 
handling these accounts, by establishing effective 
mechanisms to reduce the level of these debts to an 
acceptable level. The management should initiate a 
revaluation process where all accounts will be analysed in 
terms of age, significance, and realistic opportunity for 
collection, and initiate administrative measures for their 
collection. 

  No action taken. 

3.3 Outstanding 
Liabilities 

The Mayor should engage the financial staff to verify the 
invoices and record them in book of outstanding liabilities, 
and should bear in mind that such liabilities can negatively 
affect achievement of objectives foreseen under budget 
projections. 

  No action taken. 
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Annex III: Letter of confirmation 

 


