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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 organizations 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 Municipality of 

Malisheva, 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 Edon 

Kabashi Team Leader and Elvir Krasniqi Member, 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 summarizes the key issues arising from our audit of the 2017 Annual Financial 

Statements of Municipality of Malisheva, 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. 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 05/10/2017. 

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 the Municipality 

of Malisheva. 

The National Audit Office acknowledges the Senior Management and Staff of Municipality for 

cooperation 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 

the misclassification of expenditures in the amount of €178,035, which were wrongly executed and 

reported as capital investments, while by the nature belonged to the category of goods and services, 

as well as subsidies and transfers. 

Emphasis of Matter 

As Emphasis of Matter we want to draw your attention due to the fact that expenditures for goods 

and services in the amount €59,885 were wrongly budgeted, executed and reported from the 

category of capital investments. 

For more, 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

Financial Management 
and Control

Prior and earlier year 
Recommendations
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Key Conclusions and Recommendations 

 

 

 

 

The Management’s Response on 2017 audit 

The comments of the Mayor on issues which we have not been agreed are outlined in detail in 

Annex III.  

The AFS production process was 
poorly managed. Those contain some 
financial errors (mis-classifications) 
which have impacted in our audit 

opinion.

The Mayor should analyse the reasons for 
the 2017 Emphasis of Matter and to 

identify actions required to enable a true 
and fair presentation of assets and 
liabilities in 2018 (see chapter 2.1).

Evident weaknesses were noticed in  a 
number of  important financial 

systems, including management of 
revenues, personnel, procurement, 
and management and reporting of 

assets and liabilities.

The Mayor should carry through a 
review of the procurement process and 
financial management and control, and 
to strengthen controls where failures in 

the process have been identified (see 
issues 2 - 18).

The process of implementation of the 
external audit recommendations has 

not been addressed as required for the 
organisation's development and 

improvement.

The Mayor should apply a rigorous 
process to ensure that the previous year 
recommendations are actively addressed 

where key issues/progresses are 
reported to management on a monthly 

basis (see issue 19).

Governance arrangements related to 
accountability, work plans, internal 
reporting and risk management are 

poor.

The Mayor should ensure that 
Governance arrangements are critically 
reviwed to ensure appropriate changes 

are made to improve accounability 
arrangements and risk management, to 
increase operational effectiveness (see 

issues 20 - 21).
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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 the Municipality of Malisheva. We 

have analyzed the Municipality’s 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’s (AG) 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 (MoF). 

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 the Municipality of Malisheva for the year ended on 31st of December 

2017 which comprise of the Statement of Cash Receipts and Payments, Budget Execution Statement, 

Disclosures 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 aspects, 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 MoF no. 01/2017 on Annual 

Financial Reporting by Budget Organisations. 

Basis for Qualified Opinion 

We have qualified the audit opinion for the fact that: 

 In 28 cases the expenditures in the amount €176,445 which also by the nature belong to 

Goods and Services, were wrongly paid and reported from the category of Capital 

Investments; and 

 The expense in the amount €1,590 that by nature belong to Subsidies and Transfers, was 

wrongly executed and reported from the category of Capital Investment. 

The misclassification in the total amount €178,035 was material, therefore we have qualified the 

audit opinion. This amount had impact in two main statements as well as to disclosures. 
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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 Financial Statements” section of our report. NAO is 

independent of the Municipality of Malisheva in accordance with the ethical requirements that are 

relevant to our audit of the annual financial statements of Budget Organisations in Kosovo and we 

have fulfilled other ethical responsibilities in accordance with these requirements. We believe that 

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

Emphasis of Matter 

We want to draw your attention to the fact that payments for capital investments in the amount 

€59,885 (three payments) were wrongly budgeted1 and executed from the category of Capital 

Investments, while by nature of expenditures those belong to the category of Goods and Services. 

Our opinion is qualified in relation with this matter. 

Responsibility of Management and Persons Charged with Governance for AFS 

The Mayor of the Municipality of Malisheva 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 Finance Management and Accountability (as amended and supplemented). 

The Mayor is responsible to ensure the 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 

                                                      
1 These expenditures were approved with the budget law of 2017 as capital investments, but the presented projects in 

tables do not fulfill the criteria to be handled as capital projects. 
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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. 

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 

Organizations; 

 Requirements of LPFMA no. 03/L-048, (as amended and supplemented); 

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

 Action Plan on addressing of recommendations; 

 Requirements of Financial Management and Control procedures; 

 Submission of regular quarterly reports in Municipal Assembly; and 

 Draft plan and final plan of procurement in time. 

In the context of the AFS quality, a number of advices that we have given in the Audit Memorandum 

of date 24/11/2017 were addressed during their preparation process. 

In the AFS submitted in January 2018 were presented some errors, which Management had 

improved in the corrected AFS of date 19/03/2018, with exception of issues presented to the audit 

opinion. 

Given the above, the Declaration made by the Chief Administration Officer and Chief Financial 

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

except the misclassifications in the inadequate economic categories. 
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2.3 Recommendations related to Annual Financial Statements 

For the above mentioned issues is given the recommendation: 

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

causes of the Qualification and Emphasis of Matter. Specific actions should 

be taken to address the causes systematically, to eliminate errors in the 

classification of expenditures. In this aspect, it should ensure that all 

expenditures are budgeted, executed and reported in adequate economic 

categories to present a fair statement of them. 

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

confirm that the 2018 AFS production plan addresses all issues related to 

compliance. This should include the Management review of the draft AFS, 

with specific focus on high risk areas or areas where errors have been 

identified in previous years. The Declaration made by the Chief 

Administrative Officer and Chief Financial Officer should not be signed 

unless all necessary checks have been applied to the draft AFS. the other 

reporting requirement should be met in line with regulative requirements. 
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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 

Although the Municipality of Malisheva has made a number of improvements, still remain a 

number of areas where important developments are needed. Issues raised by the previous year 

audit have not been sufficiently considered by Management. 

In the context of financial systems, controls over revenues were ineffective and have not been 

implemented appropriately, however, a more concerning area continues to remain procurement, 

because that have not been sufficiently implemented the LPP requirements. Improvements are 

required are in Capital Projects Management, and to Liabilities. 

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 12,866,847 13,090,604 12,470,490 12,359,739  12,004,214  

Government Grant -Budget 11,769,705 11,808,443 11,737,632 11,601,601  11,243,402  

Carried forward from 
previous year3 – 

- 177,366 172,473 125,568  222,180  

Own Source Revenues4 1,097,142 1,097,142 554,140 579,272  458,203  

Internal Donations - 2,183 1,770 4,651  4,168  

External Donations - 1,440 730 48,647  76,261  

Borrowing - 4,030 3,745 -  -  

                                                      
2 Final budget – the budget approved by the Assembly subsequently adjusted by the Ministry of Finance. 
3 Own Source Revenues of Municipalities unspent in previous year carried forward into the current year. 
4 Receipts used by the entity for financing its own activities. 
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The final budget in relation to the initial budget was increased for €223,757. This increase is a result 

of Government grant for €38,738, revenues carried forward from the previous year €177,366, 

borrowing €4,030, and internal donations for €3,623. 

The Municipality has spent around 95% of the final budget in 2017 or €12,470,490, approximately 

the same amount compared to 2016 (96%). 

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 

12,866,847 13,090,604 12,470,490 12,359,739 12,004,214 

Wages and Salaries 7,694,744 7,739,587 7,736,432 7,696,945  7,442,409  

Goods and Services 816,312 829,839 773,758 686,114  793,343  

Utilities 305,000 305,000 303,820 300,174  303,918  

Subsidies and Transfers 65,767 65,767 65,526 91,822  79,860  

Capital Investments 3,985,024 4,150,411 3,590,954 3,584,684  3,384,684  

Explanations for changes in budget categories are given below: 

 The increase of budget for Wages and Salaries for €44,843 is a result of revenues carried 

forward in the amount €5,785 and the cover of deficits in wages by the Ministry of Finance 

in the amount €39,058; 

 The increase of budget for Goods and Services for €13,527 is a result of revenues carried 

forward in the amount €9,497 and financings from the borrow in the amount €4,030; and 

 The increase of budget for Capital Investments for €165,387 is a result of revenues carried 

forward €162,146 and €3,241 from carried forward donations. 

The execution of budget in general is in the expected level, although the budget for capital 

investments needs to be improved, therefore we encourage the Municipality’s Management that in 

2018 to improve the budget management in this category. 

Recommendations 

We have no recommendations in this area. 
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3.2 Revenues 

Revenues generated by the Municipality in 2017 were in the amount €572434. Revenues were mainly 

executed from property tax, construction permits, revenues from rent, administrative fees, etc. 

Despite improvements made, there exist the need for further improvements in some processes and 

controls related to planning and collection of revenues, with the purpose of the revenues increase 

and the assurance of reporting’s accuracy and completeness. 

Table 3. Own Source Revenues (in €) 

Description 
Initial 

Budget 
Final 

Budget  
2017  

Receipts 
2016 

Receipts 
2015 

Receipts 

Own source revenues 1,097,142 1,097,142 572,435 739,284  586,355  

The planned revenues in 2017 were €1,097,142, but were executed €572,435 or 52%, that compared 

to previous year had a decrease around 13%. The low execution of revenues has occurred as a result 

of poor planning of revenues. Except the revenues present in table, the Municipality had even 

indirect revenues in the amount €69,4775, which has been collected by central institutions. 

 

Issue  2 – Low level of revenue execution 

Finding  The Municipality had carried out correct analysis and evaluations in the 

process of revenues planning for 2017. As a result, only 52% of the budget 

was executed. The low level of revenue execution causes lack of funds for 

financing of planned projects. 

Risk Ambitious planning and lack of mechanisms for the collection of planned 

revenues will result in failure to achieve the organization’s objectives, with 

less services, or projects for citizens. The lack of funds also risks even the 

increase of liabilities by charging the budgets of next years. 

Recommendation 2 The Mayor should ensure that the revenues plan is based on correct analysis 

and evaluations by respective collecting departments, as well as budget 

performance (in revenues collection) are systematically monitored, on a 

monthly basis to improve the level of their execution. If the initial budget 

assumptions are incorrect, this should be reviewed in the final budget. 

  

                                                      
5 Traffic fines/penalties of the Kosovo Police in amount €57,047 and fines/penalties from Court in amount €12,430. 
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Issue  3 – Irregularity in the property tax management 

Finding  The Municipality had not managed to carry out verification (re-surveying) of 

1/3 of the immovable properties as required with the Law on Immovable 

Property Tax no. 03/L-204 and applicable administrative instruction with the 

purpose of updating existing data. According to the property tax register, the 

Municipality has 11,890 municipal properties recorded, while during 2017 

has done the verification of only 2,438 properties, or 20% of them. 

Further on, according to the Law on Property Tax, article 9, it states that each 

person which on 1 March or before 1 March of a tax period decides that the 

property or the housing unit it serves as the main place for housing, it is 

allowed the €10,000 deduction from the taxable value of the property. In two 

cases, we identified that taxpayers had two or more recorded properties as 

main housing and for which it has been applied the €10,000 deduction. Such 

deficiencies are directly related with Municipality’s disability to do the 

verification of properties and to identify problems. 

Risk Low evaluation of properties reflects with deficient and incomplete 

data/information on current taxable property. Further on, the Municipality 

risks incorrect revenues calculation, inadequate tax charges and less revenues 

from this category. Non-application of charges according to the legal 

requirements of property tax increase the risk that revenues from this 

category to be lower. 

Recommendation 3 The Mayor should undertake all needed actions to ensure that the 1/3 

verification of properties is done, in order that data on property tax is 

complete and benefits from this revenue are maximized. Additional actions 

should be taken to ensure that €10,000 deduction is applied only for main 

housing places. 

Issue  4 – Delays in the rent collection 

Finding  The Municipality through the contract has given in short-term use, with rent 

“Public Pool in village Banja”. According to the contract, the rent payment, 

for the one-year period in the amount €22,117 should be paid no later than 

31/12/2017. Until this date, the Municipality has not collected the full 

amount according to the contract. The collection was in the amount €19,450 

with difference €2,667. 

Risk Poor management of contracts for the properties given with rent and non-

readiness to take efficiency measures for the collection of revenues from 

those, increases the risks of the lack of funds for financing of planned capital 

projects. 
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Recommendation 4 The Mayor should ensure an effective management of rent contracts and to 

place efficiency mechanisms for the execution of revenues in accordance with 

the contracted terms, respectively the implementation of timeframes for the 

collection of funds from rent. 

Issue  5 – Incorrect fee charge for the annual membership 

Finding  According to the tax regulation, the charge and municipal fine for 2017, it is 

determined the fee for the annual membership of readers in the municipal 

library, in the amount €1 per year. We tested the reports of January and July 

2017 and noticed that the annual membership of readers in the municipal 

library has been charged with different annual fees of €1, €2 and €3. This has 

caused uncertainties in their collection and non-equal treatment for the 

Municipality’s citizens. 

Risk The Municipality has done fee collections without any clear legal basis. 

Failure to collect revenues according to the applicable regulation, impacts 

that citizens to be charges with higher amounts that what is foreseen with the 

current applicable regulation and this can damage the Municipality’s 

credibility. 

Recommendation 5 The Mayor should ensure that has reviewed the case of over-chargers of 

citizens over the amount determined with regulations fees, and to ensure that 

revenues collected over the determined amount with regulation, to get 

returned to citizens. Further on, to ensure appropriate controls over their 

management and reporting. 

3.3 Wages and Salaries 

Wages and Salaries are paid through a centralized system. Controls that operate in the local level 

by the Municipality relate to: payments control, by signing the payroll lists, the verification of 

possible changes that could be presented through forms; the budget review for this category and 

reconciliation with Treasury. Expenditures for Wages during 2017 were €7,736,432 or around 100% 

of the planned budget. 

Recommendations 

We have no recommendations in this area. 
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3.4 Personnel Management 

The management of human resources has for purpose the coordination of organization’s activities 

to ensure the functioning of the system in compliance with the Municipal Administrate and 

Municipal Assembly politics, which are applied in the entire organization. 

 

Issue  6 – Inadequate management of personnel files/data 

Finding  The Municipality had not managed still to complete the personnel files in 

accordance with the Regulation no. 03/2011 on Files and Central Register for 

Civil Servants. 

 In two cases, in the civil servants’ files were missing the documents such 

as: certificate of birth, citizenship, evidences of previous employment 

including references, and evaluation of application and attestations that 

employees are not under investigations. Except these in one of the files 

was missing even the application forms, evaluation of work and the 

annual leave form; and 

 For the Education and Health employees there is no regulation for the 

management of personnel files. Even in 14 cases, the personnel files for 

these officials were not completed. In most of them were missing 

documents such as: identification card, certificate of birth, citizenship, the 

of annual leave forms, attestations that employees are not under 

investigations, work evaluations, etc. 

The identified deficiencies indicate an inadequate evaluation of this process 

by the Municipality, for the completion and maintenance of files. 

Risk Failure to update files and non-completion with the needed documentations 

increases the risk in inadequate staff management and reflects with 

irregularities and lack of information for the employed staff. 

Recommendation 6 The Mayor should ensure that specific steps have been take for the 

improvement of controls over the personnel files, in order that all files to be 

completed with the needed documentation. The completion of files to be done 

within a three-months timeframe after the receipt of this report. 
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3.5 Goods and Services and Utilities 

The final budget for Goods and Services and Utilities in 2017 was €1,134,839. Out of them €1,077,578 

(€773,758 for Goods and Services and €303,820 for Utilities) or 95% of the budget were spent. 

Those mainly relate to Utilities, travel, telecommunication, purchase of furniture’s and equipment’s, 

fuels, recording and securing services, maintenance, etc. 

 

Issue  7 – Inadequate management of the employees engaged through special services contracts 

Finding  According to the Law no. 03/L-149 on Civil Service (article 12, point 4) 

appointments with determines timeframe for a shorter period than six 

months will be done in accordance to the so-called contracts “Special Services 

Agreement” which are subject to the Law on Obligations and for which is 

implemented a simplified recruitment procedure. Out of 46 employees 

engaged through special services agreements, eight of them are for a longer 

period than six months, since 2016, and their engagement was done without 

simplified recruitment procedures. The entire staff was engaged for regular 

work positions. Furthermore, none of the employees engaged was not held 

the tax in source, as determined with the Law no. 05/L-028. According to the 

municipal officials, the identified deficiencies are a result of the lack of staff 

for permanent programs and limited approval of work places compared to 

requests. 

Risk Coverage of positions with temporary agreements result with poor staff 

performance and monitoring and increases uncertainty if in such positions 

has been engaged the appropriate staff. The lack of proper competition and 

the quality of services provided can be of a poor level and the organization’s 

objectives to not be meet. Further on, the Municipality’s negligence on 

holding the tax in source, increases the risk that the Municipality to be a 

subject of penalties from tax authorities. 

Recommendation 7 The Mayor should ensure that employees through special services 

agreements are engaged only in cases when it has specific requests. The 

engagement to be done in accordance with legal requirements and through a 

competitive and transparent process and the engagement period to be done 

within the deadlines foreseen with law. While for all the regular work 

positions should ensure that are budgeted from the category of wages and 

salaries and that are being paid from the payroll system. Further on, for all 

the employees engaged with special services agreement should be held taxes 

in source and contributions in accordance with applicable legislation 

requirements. 
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Issue  8 – Deficiencies in the supply with fuels 

Finding  Based on the contract for fuel expenses, the price of premium was only €0.001, 

a price extremely low. If we compare it with the foreseen value of the contract 

€90,000, the total profit of the economic operator would be only €90. 

Furthermore, the Municipality did not have any mechanisms for confirming 

the stock exchange price calculation for supply with fuels. The payment in 

the amount of €7,750 for supply with fuels, was based only in one provided 

document (invoice) from the contractor for the fuel price calculation which 

did not foresee the premium. As a result, the paid prices can be higher in 

relation with the contracted price. 

Risk The uncontrolled payments by not securing real evidences for the stock 

exchange prices, can result with overstated billing and budget damage. 

Recommendation 8 The Mayor should ensure control mechanisms, that before payment issuing 

for supply with fuels to be confirmed the stock exchange price in order that 

payments to be real and supported in evidence. 

Issue  9 – Conclusion of the contract without procurement procedures 

Finding  The Municipality had entered in cooperation agreement for the contract “The 

transport of high school students” in the amount €23,285 without developing 

procurement procedures. This service has been contracted between the 

Municipality and the economic operator according to the agreement that the 

director of the directorate for public services has concluded with the 

economic operator. This because of poor controls and the Municipality’s 

negligence. 

Risk The non-application of procurement process, reduces the transparency for the 

expense of the public money and the Municipality can receive services with 

unfavorable (competitive) prices, which reflects in irregular budget spending 

for this category. 

Recommendation 9 The Mayor of the Municipality to ensure that the Law of Public Procurement 

is applied in order that the purchase of services is contracted based on 

competition. 
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3.6 Subsidies and Transfers 

The final budget for Subsidies and Transfers was €65,767. Out of them €65,526 or around 100% of 

the planned budget were spent in 2017. Expenditures mainly relate to support of agricultural, 

cultural, sportive activities, scholarships and one time payments. 

 

Issue  10 – Weaknesses in the subsidies award 

Finding  To the subsidies and transfers category, we identified irregularities as in 

following: 

 According to the Regulation, the Mayor has the right to approve 

subsidies only up to €1,000. Each request over the amount €1,000 for 

legal persons should be approved by the Assembly. Subsidizing of the 

Malisheva business association in the amount of €7,600 was done with 

Mayor Decision, without Assembly approval. Further on, according 

to the regulation on awarding of subsidies and transfers, each request 

over €500 for physic persons should be approved by the Municipal 

Assembly. In one case, with the Mayor decision have been covered 

the healing expenses in the amount of €800; 

 In one cause were not fulfilled the competition criteria from the 

beneficiary of the municipal scholarship in the amount of €150. 

According to the criterion set in competition, it is required that two or 

more family members to be regular students, but the Municipality had 

no evidence on the fulfillment of this criterion from the beneficiary; 

and 

 The Municipality has don subsidizing of farmers for “Construction of 

stalls and supply with five cows”. In this process had applied 39 

farmers, out of them 16 have fulfilled all criteria, however the 

committee has selected only 10 beneficiaries. We have not found 

evidences on how the selection of 10 beneficiaries from 16 contenders 

that had fulfilled all criteria. 

Risk The award of subsidies without respecting the criteria set and the internal 

municipal regulation, presents risks that internal controls to be avoided and 

subsidies to not achieve intended objectives. 

Recommendation 10 The Mayor should ensure that issued decisions to be in line with the internal 

municipal regulation as well as to strengthen controls on awarding of 

subsidies by providing evidences that the subsidy has achieved the purpose 

and the deserved beneficiary. 
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3.7 Capital Investments 

The final budget for Capital Investments was €4,150,411. Out of them €3,590,954 were spent in 2017. 

Those relate to expenditures for adjustment of infrastructure, construction of roads and schools, 

equipment’s, and different improvements of capital assets. 

 

Issue  11 – Initiate of the procurement procedures without executive construction plan 

Finding  In three cases, the Municipality has initiated procurement procedures, 

without executive construction project as required with paragraph 10 of 

article 28 of LPP, such as: 

 To the contract “Construction of primary school in Llozica”, the 

Municipality has used the project of the Shkoza School without 

making the adaption of that project. As a result of the lack of a proper 

project for the construction of this facility, the Municipality is obliged 

to do annex contract for the execution of works; 

 To the contract “Construction and asphalting of road through 

Malisheva’s villages” the procurement activity was developed based 

only on the prepared bill of quantity and pre-calculation by the 

Municipality; and 

 To the contract “Supply, installation and servicing of central heating 

in primary and high schools of the Municipality”, the initiate of 

procedures had been done in lack of the executive project. As a result 

of the lack of the executive project, when drafting of the bill of 

quantity and pre-calculation, the Municipality did not determine the 

measurable and clear positions. 

Risk The signing of contract in lack of the executive project increases the risk of 

inappropriate receiving and management of works. Further on, identified 

irregularities can reflect even with additional work and irregular payments 

or poor value for money. 

Recommendation 11 The Mayor should ensure that a review has been carried out where processes 

have not been effectively applied, to determine why failures have happened 

and why the appropriate supervision has not been applied. Subsequently, 

proper actions to be taken to ensure that the drafting of projects is done before 

the initiation of tendering procedures. 
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Issue  12 – Entering into contractual liabilities without budget funds 

Finding  In 2017, the Municipality’s contractual liabilities were higher than the 

allocated funds with Law on Budget allocations, which is in contrary with the 

article 9.3 of LPP. This was identified in two contracts, at “Construction of 

primary school Gjergj Kastrioti in Llozica” and “Construction of the water 

system in Pagarusha village”, to which the amount of budget allocations for 

three years was €280,000, while the value of the concluded contracts €754,521, 

with funds deficit for €474,521. This because of the inadequate planning of 

the Municipality. 

Risk Entering of the Municipality in contracts, without previous sufficient funds 

commitment, and without being foreseen in the mid-term budget framework, 

increases the risks of delays in execution of these project or the risk for not 

full completion of them. Furthermore, this causes budget difficulties and 

increase of liabilities for the next years or even confrontation with justice. 

Recommendation 12 The Mayor should increase controls to the contracting’s to ensure that no 

contract is signed without securing the needed funds and making the 

commitment for its execution. Long-term commitments should be reconciled 

with the project dynamic and to be planned with the Municipality’s Mid-

Term Budget Framework. 

Issue  13 – Weaknesses in the budget planning for capital investments 

Finding  In 24 tested payments in the total amount €279,072, we have identified that 

the Municipality for their coverage has used funds from other planned 

projects. This is not in accordance with the approved Budget Law in the 

Assembly of the Republic of Kosovo, according to which the funds can be 

used only for the intended purpose. 

Risk The use of funds for other purposes, except that it is not in accordance with 

the Budget Law risks that the executed projects to be deviated in relation with 

those planned in the Municipal Assembly, in which have been discussed and 

approved the citizens priorities. 

Recommendation 13 The Mayor should ensure that measures have been taken that the approved 

projects  are executed according to the planning or if the need for change of 

projects is presented and executed through the proposal and approval from 

the Municipal Assembly by securing previously the proper approvals based 

on regulations. 



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

 

 22 

3.8 Common Issues on Goods and Services and Capital Investments 

In the following are common issues relate to Goods and Services and Capital Investments. 

According to the report of the procurement office, 57 contracts have been signed out of 75 planned 

or 76%. 

   

Issue  14 – Award of tenders and incomplete planning 

Finding  The large number of executed procurements through procedures with 

minimum value, is a poor indicator of the procurement planning’s by 

avoiding the application of open procedures. For same purchases and with 

the same operators, have been applied procurement procedures few times 

during the year, such as: 

 For vehicle servicing, the Municipality had concluded 12 contracts (11 

with minimum procedures) in the amount €32,9296. Furthermore, 

from total contracts, six have been concluded with the same economic 

operator; 

 For the supply with tires have been concluded four contracts through 

procedures with minimum values, three out of which with the same 

operator; 

 For the purchase of toners, the Municipality has concluded two 

contracts in the total amount €9,121 (€8,207 and €914); and 

 For supply with gravel, also two contracts were concluded in the 

amount €14,030 (€8,300 and €5,730). 

Risk Frequent purchases and with the same EO, present the opportunity of 

favoring’s of the certain EO. This could impact that the budget to be spent 

inefficiently, as purchases in this way can be made with high prices and 

weaker quality. 

Recommendation 14 The Mayor should give greater importance the planning of procurements and 

to ensure that requesting units will timely analyze the need for 

purchase/supplies and the same to be integral part of the Annual 

Procurement Plan. The procurement practices through open procedures, 

promote the competition and enable the issuance of prices and the best 

quality from the market. Therefore, the funds will be spent effectively, 

efficiently and economically. 

                                                      
6 The contracted amounts: 418€, 332€, 951€, 319€, 720€, 322€, 29,867€, 858€, 790€, 626€, 357€, 402€. 
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Issue  15 – The consequences of payments through court decisions 

Finding  Because that the Municipality had not carried out timely the payments and 

biased termination of the work relationship, according to the court decisions, 

from Treasury have been executed €93,638. As a result, payments for the 

education employees are €42,032 and payments for invoices of goods and 

services and capital investments are €37,089 on which occasion have been 

paid even the additional expenditures in the amount €14,517 (for the interest 

€5,531, as expenditures of the court procedures and of bailiff €8,986). 

Risk The executed amounts of payments based on court decisions create 

additional expenditures reflecting in demolition of the budget balance and 

risks non-execution of planned projects and decrease of flexibility in the 

Municipality’s expenditures. 

Recommendation 15 The Mayor should ensure that a proper budget planning is made, enforcing 

the financial discipline for performing payments in time and take appropriate 

measures for adequate management as well as elimination of additional 

expenditures. 

Issue  16 – Coding of expenditures with inadequate economic codes 

Finding  In 11 cases of payments for goods and services in the amount €7,611, the 

Municipality has recorded the expenditures in wrong codes in relation with 

the account plan approved from the Treasury/MoF. As a result, the presented 

information does not provide correct data for the user. 

Risk The payments and the recording of expenditures in inadequate economic 

codes impacts in incorrect presentation of disclosures of these expenditures 

according to the codes and the nature, thus hampering the fair use of financial 

information for decision-makers and other users. 

Recommendation 16 The Mayor should ensure that placement of the control system in this area, 

that the budget planning of expenditures is made according the proper codes 

as well as payments is recorded in respective codes according to the nature 

in accordance with the approved account plan from Treasury/MoF. 
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3.9 Capital and Non-Capital Assets 

The Municipality of Malisheva has made significant improvements regarding the recording of 

municipal assets according the recommendation and advices given in the last year and the 

intermediate phase by identifying and improving the assets registers for: 12 facilities of family 

medicine centers which have been identified, “Adjustment of public lightning” was recorded as a 

completed project (listed as the following investment) and had removed from the register the 

payments that did not belong to investments but to routine maintenance. 

 

Issue  17 – Weaknesses in assets management with value under €1,000 

Finding  The Municipality has not drafted internal rules and procedures for the assets 

management, as required with the Rule on Assets Management no. 02/2013 

article 4.1. Furthermore, to the non-financial assets note in possession of the 

budget organization, the Municipality had presented the data from an 

internal evidence in Excel, which does not provide assurance that have been 

included all assets (under €1,000). This was a result of the lack of the assets 

officer and the non-functionality of the e-Asset system. 

Risk The lack of internal rules, as well as in lack of the e-Asset system, it is 

hampered the assets management, and it does not fulfill the legal 

requirements for the fair financial reporting. Furthermore, it causes the risks 

for the assets loss or alienation. 

Recommendation 17 The Mayor should ensure that legal requirements for the assets recording and 

management with value under €1,000 to be fulfilled completely. 

3.10 Receivables 

The structure of accounts receivable consists mainly of: property tax, business activities fees and 

rents. 

Recommendations 

We have no recommendations in this area. 
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3.11 Outstanding Liabilities 

The statement of liabilities not paid to suppliers at the end of 2017 was €265,630, compared to 

previous year (€54,000) have been increased for €211,630. These liabilities are carried forward to be 

paid in 2018. However this only reflects part of the budgetary challenge faced by the Municipality. 

 

Issue  18 – Poor management of liabilities 

Finding  The increase of liabilities compared to the previous year reflects only a part 

of budget difficulties of the Municipality, which has been carried forward to 

be paid in the next year. Despite this, we have found that: 

 In seven cases, the invoices received have not been recorded in the 

recording book of invoices as required with article 24.1.3 of the MoF 

Financial Rule 01/2013 – Public Money Expense; 

 The Municipality has not reported to MoF the liabilities or unpaid 

invoices for September 2017 as required with article 5 of the MoF 

Financial Rule 02/2013 – Reporting of Outstanding Liabilities of 

Budget Organizations; and 

 In one case, the unpaid invoice for mobile telephony services for 

December 2017, in the amount €7,692 has not been included in the 

liabilities register, by understating the liabilities for this amount. 

Risk The lack of recording the invoices when receiving them, and their irregular 

and incomplete reporting, increases the risk of double payment, or their non-

payment which after can be a subject of payment through court decisions. 

Further on, the increase of liabilities presents budget difficulties in the 

following years. 

Recommendation 18 The Mayor should strengthen controls in the outstanding liabilities 

management and reporting. Initially, it should ensure the holding of a 

recording book, where it will be recorded all received invoices. Further on, to 

create an effective system in which all unpaid invoices are reported correctly 

and completely on a monthly basis to MoF, and at the end of each year to be 

correctly disclosed in AFS. 
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4 Progress in implementing recommendations 

Our Audit Report on the 2017 AFS has resulted with 13 recommendations. The Municipality had 

prepared the Action Plan stating how all given recommendations will be implemented, and it had 

discussed the audit report in the Municipal Assembly. Until the end of our 2017 audit, two 

recommendations have been implemented, four other are in process and seven recommendations 

have not been implemented yet. 

Further on, from 2015, twelve (12) recommendations were carried forward (one implemented, four 

in process and seven unimplemented). For a more thorough description of the recommendations 

and how they are addressed, see Annex II. 

 

Issue  19 – Low level of Implementing the recommendations from previous years 

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

monitoring of how the NAO’s given recommendations are implemented, 

only a small number of recommendations were implemented, including 

those carried forward from 2015. The Municipality does not apply any 

additional measure or activity for the implementation of recommendations 

provided by the auditor. 

The non-implementation of recommendations has resulted with continuous 

weaknesses of the management controls in key financial systems, such as: 

 Misclassifications of expenditures; 

 Weakness in the management of revenues and expenditures; 

 Inadequate management of liabilities to suppliers; and 

 Weakness in general governance, lack of the reporting process and 

managerial accountability. 

Risk Failure to fully implement the recommendations increases the risk of 

continuous presence of the same deficiencies and can result in continuous 

inefficiency of controls, difficulty in management of challenges in the 

fulfillment of objectives or even in financial losses. 

Recommendation 19 The Mayor should ensure that the implementation of the action plan is 

continuously monitored and reported on a regular monthly or quarterly basis 

regarding the progress achieved in this direction. The recommendations 

which are not implemented according to the timeframes, to be reviewed in a 

short timeframe by the Mayor, and proactive actions to be taken against the 

presented barriers 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, coordination of NAO with internal audit and good 

governance with public assets. 

A key indicator supporting effective governance is the implementation of audit recommendations 

as this demonstrates to what extent the Management is taking actions to improve existing processes 

and controls. The level of compliance with FMC requirements by Budget Organizations is 

monitored also by completion of the self-assessment checklists completed by all BOs, which are 

submitted at the end of the year to the MoF. 

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 is a number of governance weaknesses within X particularly related to accountability, risk 

management and the quality of management reporting. The self-assessment checklist, completed by 

the Municipality reflect this situation only partially, with some positive comments on the existence 

of existing arrangements that are not sufficiently based on evidence. 

A key indicator supporting effective governance is the implementation of audit recommendations. 

The level of implementation the recommendation of previous year was not satisfactory, because 

from 13 given recommendations only two were implemented completely. 

The Municipality had the integrity draft plan (2017-2019) and the evaluation plan of risks from 

natural and other disasters (January 2016), but were missing other strategic plans such as: Urban 

Plan, Spatial Plan, Anti-Corruption Strategic Plan, Regional Development Strategy, etc. 

The Inter Audit had not provided a clear statement on the level of internal controls assurance, 

because of non-functionalization of Audit Committee and failure to fully fulfill the annual audit 

plan. 
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5.1 Internal Audit System 

The Internal Audit Unit (IAU) operates with two members of staff - the Head of IAU and one 

auditor. To carry out an effective audit requires a comprehensive work program that reflects 

financial and other risks to the audited entity and provides sufficient assurance over the 

effectiveness of internal control. The impact of Internal Audit outputs should be judged by the 

importance that management places on addressing recommendations and the support and 

challenge provided by an effective Audit Committee. 

 

Issue  20 – Poor functioning of IAU 

Finding  The A number of weaknesses exist related to current IAU operations, such as: 

 The statutes for IAU were not drafted; 

 IAU had planned 10 audits during 2017, but only five of them were 

executed. However, this unit had carried out also two other audits 

with the request of the Mayor; 

 There audit activities have not sufficiently covered the current year 

activities, but are mainly focused in the previous year, 2016; and 

 No Audit Committee operated during 2017. 

These results reflect a lack of Management engagement in recognizing and 

maximizing the benefit of Internal Audit or seeking assurance for the effective 

operation of internal controls. 

Risk The lack of the statutory makes it harder the clear definition of authority, 

responsibilities and operating system of these units, while failure to fulfill the 

annual audit plan decreases the assurance provided to Management 

regarding the operation of Internal Controls. The focus in previous year’s 

activities by IAU, also increases the risk that the internal control system to not 

be improved and to be repeated the same errors. Non-operation of the Audit 

Committee impacts in evaluation, quality and non-empowerment of the IAU. 

Recommendation 20 The Mayor should ensure that statutes for the IAU have been prepared, to 

clearly determine their functioning, as well as to ensure that IAU will fulfill 

the annual plan and will have in special focus the current year’s activities. 

Further on, it should establish an Audit Committee which will help the 

operational activities in following, with focus in implementation of 

recommendations, in order that benefits from the Internal Audit to be as high 

as possible. 
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5.2 Management Reporting, Accountability and Risk Management 

In order to have a proper planning, supervise the activities on a regular basis and allow effective 

decision-making, the Management needs to have regular reports. Accountability as a process is the 

acceptance of responsibilities, holding persons into account for their actions and disclosing results 

in a transparent way. Whereas, risk management is a process related to identification, analysis, 

evaluation and actions/measures taken by the Management to control and respond to risks 

threatening the Organization. 

Although, a range of internal controls are applied by Management to ensure that systems and 

operate as intended, we have noticed that the measures applied are weak and ineffective and 

therefore do not provide an effective and timely response to the identified operational problems. 
 

Issue  21 – Weaknesses in managerial controls and risks management 

Finding  As a result of poor management controls, the procurement and finance area 

have been followed with many irregularities, including poor needs 

assessment, insufficient oversight, and delays in payments/alienation of 

liabilities, which were not timely and properly handled by the Management. 

As a result of this, some of the projects have not even started, while some 

contracts are subject to judicial proceedings. The Management does not have 

regular analysis of budgetary performances, does not review the 

procurement plan and has no regular reports on operational activities. 

The Municipality also has no written policies and procedures for managing 

risks, in particular the risk of fraud and irregularities. There is no risk register 

drafted according to FMC requirements and the Municipality has no strategy 

for the risk management, and nor any report is prepared for their 

management. 

Risk Poor accountability requirements and poor quality financial reporting 

reduces the effectiveness of financial management. This results in weaknesses 

in the budget process and reduces Management’s ability to respond to 

financial challenges in time. Further on, this reduces the effect of budget 

controls and increases the risk of improper spending. Consequently, this may 

also result in providing poor quality services. 

Recommendation 21 The Mayor should ensure that a review has been carried through to 

determine the form of financial and operational reporting to Senior 

Management. Budgetary performances, including revenues and 

expenditures, and procurement plan should be subject to regular reporting 

and reviews by the Management. Further on, in order to reduce the impact of 

risks to acceptable levels, the Organization should draft a risk register with 

all appropriate measures/actions to put the exposed threats under control. 

 

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

version shall prevail. 
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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. 

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 
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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. 

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 emphasized 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 emphasized. 

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 judgment, 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: Progress in implementing recommendations of previous two years 

Audit Component Recommendations carried forward from 2016 Implemented 
during 2017 

Under implementation 
during 2017 

Not 
implemented 

1 Annual 
Financial 
Statements and 
other External 
Reporting 
Obligations 

The Mayor should ensure that issues highlighted in the audit 
opinion will be handled with caution and that actions will be 
taken to address them in the AFS for 2017. This should also 
include the review of draft AFS by management, with special 
focus on areas where errors have been identified. 

  No measures 
taken. 

2.1 Progress in 
implementation of 
Prior Year 
Recommendations 

The Mayor should ensure an improved approach over the 
drafting and implementation of the action plan, by 
undertaking efficient actions in line with timeframes and 
priorities set out in the action plan. Monitoring of this plan 
should be done at least on quarterly basis and apply to apply 
a rigorous accountability process in case the plan is not 
implemented. 

 The Municipality had 
prepared the action plan and 
was discussed in the 
Municipal Assembly, but the 
level of implementation of 
recommendations was very 
low. 

 

2.2 Self-
Assessment 
Checklist of FMC 
components 

The Mayor should ensure finalization of the strategic plan, 
draft the list of risks and constantly monitor the progress in the 
area of capital investments, to ensure that strategic objectives 
are being met. The Internal Audit Unit should be involved in 
the review process in order to confirm the quality and accuracy 
of the checklist 

 The strategic plan in in 
process of finalization, but 
the risks list still has not been 
drafted. 
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2.3.1 Setting of 
Strategic 
Objectives 

The Mayor should draft strategic and development plans and 
set clear objectives in all sectors of the Municipality, and the 
same are systematically monitored in order to evaluate initial 
planning and progress in achievement of objectives in certain 
periods. 

 The development strategic 
plan is completed and 
submitted in MESP, but the 
same has not been returned 
with remarks. The changes 
remain to be improved and to 
be sent in Municipal 
Assembly for approval. 

 

2.3.2 Management 
Reporting and 
Accountability 

In order to improve the process of reporting and 
accountability, the Mayor should ensure that within a suitable 
period is carried out s review to determine the form of financial 
and operational reporting by Directorates of municipal 
administration. 

  No measures 
taken. 

2.4 Internal Audit 
System 

The Mayor should ensure that the IAU will fulfill the annual 
plan and focus on current year activities. Contribution of IAU 
should be more productive through qualitative reports. The 
Statute of IAU and of the Audit Committee should be drafted 
and approved by the management so that the role of IA is 
clearer. IA and Audit Committee should be more active in their 
area of scope. 

  No measures 
taken. 

3.1.1 Revenues In order to avoid impacts mentioned above, the Mayor should 
improve the annual verification process of property and 
ensure that verification of municipal property is done on 
regular annual basis and in line with quotas foreseen under the 
law. 

  No measures 
taken. 

3.1.3 Goods and 
Services and 
Utilities 

The Mayor should strengthen controls over management of 
contracts and certification, and to ensure that certification of 
payments will be done only after having received clear reports 
confirming that goods and services received are in line with 
the contract. 

 The Municipality has taken 
measures to improve 
controls, but even further we 
have identified irregularities 
which have been reported. 
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3.1.3 Goods and 
Services and 
Utilities 

The Mayor should ensure that upon engagement of special 
service workers are applied simple recruitment procedures. 

  No measures 
taken. 

3.1.4 Subsidies 
and Transfers 

The Mayor should ensure that provisions of the internal 
municipal Regulation on award of subsidies are applied 
consistently in all cases, and for subsidy amounts over €1,000, 
is to be decided by the Municipal Assembly. 

  No measures 
taken. 

3.1.5 Capital 
Investments 

The Mayor should ensure that procurement procedures for 
capital projects are developed in line with applicable laws. 

Yes.   

3.2.1 Capital and 
Non Capital 
Assets 

The Mayor should initiate the process of drafting internal rules 
and procedures for recording, preservation and disposal of 
non-financial assets, and use the e-assets system as required 
under the Regulation 02/2013 on management of non-
financial assets. 

  No measures 
taken. 

3.2.2 Receivables The Mayor should ensure that a reassessment process is 
initiated, where all accounts receivable are analyzed in terms 
of age and real possibilities for collection, and propose 
concrete measures, not excluding administrative measures. 

Yes.   

Audit Component Recommendations given in 2015 Implemented In process of implementation Not 
implemented 

1.4 Compliance 
with AFS and 
other reporting 
requirements 

The Mayor should ensure that an analysis is undertaken to 
determine the causes that have led to Emphasis of Matter. It is 
necessary to undertake to be undertaken appropriate actions 
to address the causes behind non-recording of expenditures in 
adequate economic categories. 

  No measures 
taken. 
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2.3 Prior Year 
Recommendations 

The Mayor should strengthen control measures and 
responsibilities over persons who are assigned to address 
recommendations, so that actions foreseen under the Action 
Plan are implemented, particularly in the areas of high risk and 
with the timeframes specified. 

 The Municipality had 
prepared the action plan and 
was discussed in the 
Municipal Assembly, but the 
level of implementation of 
recommendations was very 
low. 

 

2.4 FMC Self-
Assessment 
Checklist 

The Mayor has to ensure that is carried out a review over the 
completion of self-assessment checklist, and that the areas of 
weaknesses are addressed proactively. A supporting role in 
quality enhancement and confirmation of assertions in the self-
assessment questionnaire can be provided by the internal 
audit through a final review. 

 The strategic plan in in 
process of finalization, but 
the risks list still has not been 
drafted. 

 

2.5.1 Risk 
assessment 

The Mayor should ensure that, after having drafted the list of 
risks with respective levels, immediate responsibility for risk 
management is delegated to a named director who, in 
cooperation with the heads of units, will manage and regularly 
report on the progress of the process. 

  No measures 
taken. 

2.5.2 Management 
Reporting 

The Mayor has to ensure undertaking of a review on current 
set up of accountability and reporting requirements that are 
established in directorates of the municipality, and apply 
practical forms for achievement of objectives. 

  No measures 
taken. 

2.6 Internal Audit 
System 

The Mayor should review internal audit plans so that are 
adapted to the requests, where the internal audit will follow 
current year activities and propose improvement measures. In 
addition, the Audit Committee should be more active in 
monitoring, increasing, and strengthening the role of the 
internal audit. 

  No measures 
taken. 
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3.3 Budget 
Planning and 
Execution 

The Mayor should ensure that budget performance is 
systematically monitored and that barriers to planned levels 
of budget execution are identified and addressed. The Mayor 
has to ensure that revenues are planned based on real 
parameters and the same adapted to the capital investment 
plans, as approved under the budget. 

 Will all the improvements 
made, it remains challenge 
the good planning of 
revenues and the progress in 
spending of funds to the 
capital investments category. 

 

3.4 Procurement The Mayor should initiate a thorough analysis in order to 
determine why in these cases were applied weak procurement 
practices, and enhance controls which ensure that: 
procurements reflect needs; tender specifications reflect 
current requests; and supplies reflect requests of departments. 
In general, the procurement controls need to be strengthened. 

 Will all the improvements 
made, controls in 
procurement processes 
should be further 
strengthened. 

 

3.4 Procurement The Mayor has to ensure that requesting units conduct a 
detailed analysis of assessment of needs to ensure that in the 
technical specification are not included items that are not 
necessary. 

  No measures 
taken. 

3.5 Non-
procurement 
expenditures 

The Mayor has to ensure that all co-financing agreements are 
subject to effective monitoring. In addition, co-financing 
agreements terms in the future should clearly specify the 
manner and the deadline of payments, and payments are 
carried out only after the confirmation that services/works are 
delivered. We suggest that advance payment practices are not 
repeated. 

  No measures 
taken. 

3.6.2 Handling of 
Receivables 

The Mayor should review the situation of these accounts in 
order to analyze the reasons behind the accumulation of these 
considerable amounts, and undertake effective actions to 
maximize the degree of collection. The systematic monitoring 
process of measures and policies on increase of collections 
should also be part of the regular management reviews. 

Yes.   
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3.6.3 Handling of 
debts 

The Mayor has to ensure full reporting of liabilities and 
strengthen controls and discipline of officials responsible for 
forwarding of outstanding invoices to the finance 
department. For handling of contingent liabilities in 
coordination with the municipal legal representative should 
undertake a review of the condition of liabilities, in order to 
determine the priority of payments, by avoiding direct 
payments from the MoF. 

  No measures 
taken. 
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Annex III: Municipality’s comments on audit report findings 

Findings/Issues Agree 
Yes/ No 

Comments from the BO in case of disagreement with NAO’s 
views 

NAO’s views 

Issue 1: 
Qualified 
Opinion with 
Emphasis of 
Matter 

No Upon receipt of the draft audit report on AFS 2017, for the 
Municipality of Malisheva, we see that a Qualified Opinion with 
Emphasis of Matter is given. Therefore, we as a municipal 
management are not satisfied. Furthermore, given the fact a 
misclassification was made in the total amount of €178,035 for the 
Qualified Opinion. This is due to what we as a Municipality are 
not able to determine (plan) five economic categories as we need. 
We need to have an increase in Goods and Services, Utilities, 
Subsidies etc. see MBF-2017-2019 and 2018-2020, as new premises 
such as schools, Health Centres, Municipality’s facilities etc. are 
added every year, while with same expenditures determined by 
the Ministry of Finance is impossible to carry out municipal 
activities. Therefore misclassifications are inevitable. 

Audit opinion falls under the competence of the 
Auditor General and is given in line with the 
ISSAI. In Malisheva Municipality, 
misclassification was material, therefore we 
qualified the audit opinion. 

Issue 2: Low 
level of revenue 
collection 

No The Municipality has carried out very close analysis when 
planning of Own Source Revenues, but the final ceiling has been 
set by the Ministry of Finance despite our remarks on the 
difficulties and the inability to reach that ceiling. However 
revenues were executed at 58.51 and not 52%. 

The final budget according to KFMIS was 
€1,097,142 while the revenues collected by the 
Municipality were €572,435 or 52%. This part does 
not include indirect revenues that are collected 
and reported by the Central Level Institutions. 

Issue 3: 
Irregularities in 
management of 
property tax  

No Regarding the verification of the properties, the Property Tax 
Office in Municipality of Malisheva, conducted 2438 property 
verifications in the field, which constitutes 70% of the measure 
required by law, as well as verifications, reading from the source 
documents of 693 properties as well as 1019 modifications to 
taxpayer elements. In total verifications from both sources there 
are around 4150 premises verifications that account for over one 
third of taxed properties. 

According to the annual report provided to the 
Auditor, by the municipal property tax manager, 
the Municipality verified 2438 properties or 
20.50% of 11,890 properties registered in the 
property tax register. 
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Issue 8: 
Deficiencies in 
supply of 
derivatives 

No The criterion for contract award was the lowest price, and was 
awarded to the company according to this criterion with the 
premium price of €0.001 per litre. The Municipality possesses the 
document on the basis of which the company has calculated the 
price for the audited payment. 

The Municipality has no document from a third 
party that verifies the stock price for supply with 
fuels. 

Issue 10: 
Weakness in 
Granting 
Subsidies  

Partially The Mayor has signed a co-operation agreement with the 
Malisheva Business Association in the amount of € 7,600 rather 
than taking a decision on this regard. 

The Mayor according to the municipal regulation 
has the right to grant subsidies in the amount of 
up to €1,000. The Mayor has bypassed the 
required approval by the municipal assembly and 
subsidised the business association in the amount 
of €7,600 through an agreement. 

Issue 11: 
Initiating 
procurement 
procedures 
without 
executive plan 

No In the construction contract of primary school in the village 
Llozicë, the Municipality has a project that corresponds to the 
location where the school is being built. That is, the Municipality 
has initiated procurement procedures with a detailed construction 
project. In the supply, installation and servicing of the primary 
and secondary schools in Malisheva, the initiation of the 
procedures was done with Bill of Quantity and Pre-calculation 
based on the request made by the Requesting Unit (MED), clearly 
defining all the schools where the supply and servicing of central 
heating should be made. 

Our recommendation remains, LPP requires that 
for each work project, the BO should draft a 
separate executive project. The Municipality has 
used the project of another school without making 
the required adjustments. As a result of the lack of 
a special project for the construction of this facility, 
the Municipality was obliged to enter into annex 
contract to execute the works. Further on, LPP 
requires that before the initiation of procurement 
procedures, the BO should have an executive 
project in place. The Municipality also did not 
have a project in this case. 
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Annex IV: Letter of confirmation 

 

 


