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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 Municipality of 

Novo Brdo 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  Faik 

Thaçi (Team Leader), and Milosh Petroviq and Ejup 

Simnica (team members) under the management of the 

Head of Audit Department Mujë Gashi.  

 

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 the Municipality of Novo Brdo, 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 09.10.2017.   

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.   

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

cooperation during the audit process. 

Opinion of the Auditor General 

Unmodified Opinion with Emphasis of Opinion 

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

Emphasis of Matter 

We draw your attention to the fact that the balance of non-capital assets recorded in the assets 

register as disclosed in the annual financial statements was not fully accurate. There were no 

records on municipal property lands, 22 municipal vehicles and capital investments made in 2017 

in the amount of €364,888. 

For more, please refer to 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  

 

 

 

 

 

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.  

Emphasis of Matter reflects 
weaknesses in controls to confirm 

proper classification and disclosure 
of assets.

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

actions required to provide a fair and 
complete presentation of assets in 2018 (see 

chapter 2.1).

Significant weaknesses have been 
observed in some important 
financial systems, including 

expenditures, receivables, non-
capital assets and liabilities.

The Mayor should conduct a review of the 
procurement process and financial 
management and control, as well as 

strengthen controls where failures have 
been identified in the process (see issues 2 

to 7).

The process of implementing the 
recommendations has not been 

addressed as required for 
development and improvement of 

the organization.

The Mayor should implement a rigorous 
process to ensure that prior year 

recommendations are actively addressed 
where key issues/progress are reported to 

management on a monthly basis (see 
issue 8).

Governance arrangements dealing 
with accountability, risk 

management and management 
reporting still have weaknesses. 

The internal audit activity does not 
sufficiently support the 

developments in this area.

The Mayor should ensure that governance 
arrangements are critically reviewed to 

improve accountability and risk 
management in order to increase 

operational effectiveness supported by an 
effective IAU (see issues 9 to 10).
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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. We have 

analysed 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 (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 (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  

Unmodified Opinion with Emphasis of Matter 

We have audited the AFS of the Municipality of Novo Brdo for the year ended on 31st of December 

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

Statement, Disclosure and other accompanying reports.  

In our opinion, 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 (according to 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.  

Basis for the opinion 

The audit is carried out 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. We believe that the obtained audit 

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

 

 

 

 



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

 

 
8 

Emphasis of Matter 

We draw your attention to the fact that non-capital assets are not properly disclosed in the AFS. 

municipal owned lands, 22 municipal vehicles and capital investments made in 2017, in the 

amount of €364,888 were not recorded in the register of assets. As a result, the asset balance in 

asset registers and their disclosure in the AFS of 2017 were understated. 

Apart from their understatement in the AFS, such weaknesses may produce the risk of loss or 

mismanagement of assets. 

Our opinion has not been modified (or qualified) for this issue. 

Responsibility of Management and Persons Charged with Governance for AFS  

The Mayor of the Municipality of Novo Brdo is responsible for the preparation and fair 

presentation of financial statements in accordance with International Public Sector Accounting 

Standards – Financial Reporting under the Modified Cash based Accounting and for such internal 

control as management determines is necessary to enable the preparation of financial statements 

that are free from material misstatement, whether due to fraud or error. This includes the 

application of Law no. 03/L-048 on Public Financial Management and Accountability (as amended 

and supplemented).  

The Mayor is responsible to ensure the oversight of 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 every material misstatement that might exist. Misstatements 

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

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

presentation of the financial statements. 

2.2 Compliance with AFS  and other reporting requirements  

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

requirements. We considered: 

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

Organisations; 

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

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

 Action Plan on implementation of recommendations;  

 Requirements of Financial Management and Control  Procedures; 

 Whether AFS have been prepared within set timeframe and submitted to the MoF; 

 Whether the Draft Plan and the Final Procurement Plan are submitted to the MoF in time; 

and 

 Whether the Municipality prepared and submitted regular quarterly reports to the 

Municipal Assembly and a copy to the MoF. 

The submitted AFS in January 2008 were presented with the following errors: 

 Article 16, Report on Accounts Receivable, contained only data on property tax for 2017, 

but not receivables of previous years; 

 Article 19.3.1, Report on Capital Assets in value over €1,000, no value of assets was 

disclosed, and land as a category of assets was missing; 

 Article 19.3.2, Assets under €1,000, the values for this category of assets are not disclosed,  

not for the current year nor for previous years; 

 Article 21, Report on Unspent Own Source Revenues, was overstated by €141,316; and 

 Article 27, no employee was introduced in the report of the employees with Special 

Services Agreements, whereas during 2017 there were six such agreements. 

Further on, the Municipality adjusted its statements by improving its reporting, and correction of 

the above-stated errors. Given the above - the Declaration made by the Chief Administrative 

Officer and Chief Financial Officer when the draft AFS are submitted to the Ministry of Finance 

can be considered to be correct. We have disclosed issues related to the incomplete asset registers 

in the Emphasis of Matter. 

In the context of other external reporting requirements, we have no issues to raise. 
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2.3 Recommendations related to Annual Financial Statements 

In relation to the above stated issues we give the following recommendation: 

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

for the Emphasis of Matter of the Audit Opinion and take specific actions to 

address the causes in systematic manner and to confirm full registration of 

capital assets. All assets, including properties in their ownership, as well as 

purchased/constructed non-financial assets should be recorded in the assets 

register. 

Further on, the Mayor should ensure that effective processes are established 

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

compliance. This should also include management review of the AFS, with 

particular focus on high risk areas or areas where errors have been 

identified in previous years. The Declaration made by the Chief 

Administrative and Financial Officer should not be signed unless all the 

necessary checks have been applied to the 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 

Novo Brdo Municipality had used 97% of the final budget for 2017, which indicates a good overall 

performance, although there was lack of progress in executing capital projects. In the context of 

financial systems, revenue controls are generally implemented appropriately and effectively. 

However, additional mechanisms are needed in order to collect receivables to a larger ectent. 

Key areas that require further improvement is management of expenditures, and managing and 

reporting of assets and 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 

Budget1 
2017 

Outturn 
2016 

Outturn 
2015 

Outturn 

Sources of Funds   2,331,854 2,408,818 2,342,124 2,098,485 2,095,487 

Government Grant -Budget  2,113,025 2,115,608 2,114,032 1,810,180 1,822,548 

Carried forward from 
previous year2 –  

- 40,684 40,564 61,903 73,137 

Own Source Revenues3 218,829 218,829 159,618 203,847 137,588 

Domestic Donations - 21,040 15,266 3,928 14,436 

External Donations  - 12,657 12,644 18,627 47,778 

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



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

 

 
12 

The final budget in relation to the initial budget was increased by €76,964. This increase is the 

result of domestic and foreign donations in the amount of €33,697, revenues carried forward from 

the previous year in the amount of €40,684 and government grant of €2,583. 

In 2017, the Municipality used 97% of the final budget or €2,342,125, with the same trend as in the 

previous two years. 

In relation to the initial budget, the final budget for capital expenditures was increased by €48,824. 

However, expenditures for capital investments in relation to the final budget were 87%. Below are 

the explanations for the current status.  

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 

2,331,854 2,408,818 2,342,125 2,098,485 2,095,487 

Wages and Salaries 1,754,425 1,767,008 1,767,008 1,740,370 1,707,915 

Goods and Services  151,088 163,419 152,556 161,882 130,156 

Utilities 46,000 47,533 47,001 55,456 41,072 

Subsidies and Transfers 9,521 11,213 10,670 11,355 5,270 

Capital Investments  370,820 419,644 364,888 129,422 211,074 

Explanations for changes in budget categories are given below: 

 Wages and Salaries - the final budget is increased by €12,583, from the revenues carried 

forward from the previous year; 

 Goods and Services - the final budget is increased by €12,331 (€1,282 from revenues carried 

forward from the previous year and €11,049 from own source revenues); 

 Subsidies and Transfers - final budget is increased by €1,692 from revenues carried 

forward from the previous year; and 

 Capital Investments - the increase of the final budget for capital investments in the amount 

of €48,824 was as a result of revenues carried forward from the previous year in the 

amount of €25,127, as well as grants from internal and external donors in the amount of 

€23,697. 

Recommendations   

We have no recommendations in this area. 
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3.2 Revenues 

The Municipality has a similar trend in collecting and planning own source revenues, compared to 

previous years. €218,829 were planned under initial budget, while €192,030 or 88% of the budget 

was executed. Own source revenues mainly consist of property tax, construction permits, dividing 

property into parcels and other municipal fees. 

In the budget structure, own source revenues comprise 9% of the total budget. 

Table 3. Own Source Revenues (in €) 

Description 
Initial 

Budget 
Final 

Budget  
2017  

Receipts 
2016 

Receipts 
2015 

Receipts 

Own source revenues  218,829 218,829 192,030 237,259 187,188 

Total 218,829 218,829 192,030 237,259 187,188 

Recommendations   

We have no recommendations in this area. 

3.3 Wages and Salaries 

The municipality planned expenditures in the amount of €1,767,008, or over 73% of total 

expenditures under the final budget for category of Wages and Salaries. This category was used 

100% during 2017. 

Wages and Salaries are paid through a centralised system managed by MoF. Controls operating at 

locally by the Municipality relate to: controlling of payments by signing payroll lists; verification 

of possible changes that may arise through forms; and review of the budget for this category and 

reconciliations with the Treasury.  

Recommendations 

We have no recommendations in this area. 

3.4 Goods and Services and Utilities  

Goods and Services as well as Utilities, with initial budget were planned in value of €197,088, but 

under budget review, their value had increased to €210,952. During 2017, €199,567 or 95% was 

spent. Goods and Services comprise 9% of expenditures of the municipal budget. 

There are several aspects of the process of spending public money on Goods and Services that 

require additional controls. 
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Issue  2 – Recruitment according to the Special Service Agreement   

Finding  During 2017, the municipality had recruited six employees with special 

service agreements. Although, according to article 12 of the Law on Civilian 

Service, for such appointments, a simplified recruitment procedure is 

applied, the municipality had disrespected them when making the selection. 

Further on, we identified that the payments based on these agreements were 

done in total amount, not withholding the source income tax and the source 

pension contribution as defined by the Law no. 05/L-028 on Personal 

Income Tax.4 

Risk Disregarding recruitment procedures when signing contracts for special 

services increases the risk of recruiting inadequate persons to perform the 

required services and does not provide equal opportunity to all potential 

competitors. While failure to withhold tax and pension contributions have 

an impact on the collection of general budget revenues and produce the risk 

for potential payment of fines. 

Recommendation 2 The Mayor should ensure that special service agreements are signed after 

simplified recruitment procedures are developed, as well as put additional 

control over such payments by adhering to the procedures for withholding 

source tax and pension contributions.  

3.5 Subsidies and Transfers  

Subsidies are a category of non-direct return of financial support given to beneficiaries by the 

Municipality. They are mainly allocated to public and non-public entities and to natural persons in 

need. The controls implemented by the municipality are defined by the internal regulation and 

general guidelines on Expenditure of Public Money. The final budget for the category of Subsidies 

and Transfers for 2017 was €11,213. Out of them, €10,870, or 97% of the budget was used. 

Recommendations 

We have no recommendations in this area. 

 

 

 

                                                      
4 Article 38 of the Law no. 05/L-028 on Personal Income Tax, (effective from 01.09.2015), states “Each employer shall be 

responsible for withholding tax from the taxable wages paid to its employees including professional, technical, 
management, financial services, service contract, and payments for performances of actors, musicians, athletes, 
dependent agents etc. during any payroll period when wages are paid”. 
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3.6 Capital Investments  

With the initial budget, the Municipality allocated €370,820 for Capital Investments, but with a 

budget review this value was increased by €48,824, increasing the final budget to €419,644. Out of 

this amount, the Municipality had used €364,888 or 87%. 

Capital expenditures comprise 16% of the initial budget structure. 
 

Issue  3 – Failure to implement procurement procedures and co-financing agreements 

Finding  Due to the lack of effective managerial oversight, public procurement 

legislation has not been sufficiently implemented and co-financing 

agreements have not been implemented as follows: 

 In two cases, the Municipality had signed contracts without 

applying procurement procedures, such as "snow removal contract", 

in the amount of €7,600 and "Waste removal contract", amounting to 

€5,292. Signing of contracts was done based on the Mayor’s 

decisions; 

 The Municipality has signed a co-financing agreement with a donor 

for the project "Micro Business Development", in the amount of 

€91,025. According to article 4 of the agreement, it is foreseen that 

the municipality will initially establish a committee for taking over 

the project and for its implementation. However, the municipality 

had paid €12,000 disrespecting the abovementioned requirements; 

and 

 The Municipality has signed co-financing agreements with a donor 

for planting raspberry seedlings. Under the agreement, the donor 

should bring the list of beneficiaries and other evidence, and then 

the municipality will participate with €3,180 or 30% of the contract 

value. We noticed that the municipality had made payment based 

only on the invoice, in the absence of evidence on the list of 

beneficiaries. 

Risk Signing of contracts without procurement procedures risks with the 

treatment of economic operators on an unequal, discriminatory and non-

transparent basis (Article 7.1 of the LPP). Further on, failure to properly 

implement co-financing agreements increases the risk of non-execution of 

projects under the signed agreements. 
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Recommendation 3 The Mayor should strengthen effective management oversight to ensure 

that the practice of entering into contracts without procedures are 

completely stopped, and ensure that during 2018 all capital investment 

expenditures are carried out fully in compliance with the legal procurement 

requirements. Further on, should ensure that all requirements arising from 

the signed co-financing agreements are considered. 

Issue  4 – Lack of evidence related to use of vehicles 

Finding  The Municipality owns 22 official vehicles which are used for municipal 

operational activities. Regarding the use and maintenance of official 

vehicles, the municipality has issued and approved the internal regulation, 

but it is not respected when using the vehicles. 

From the testing of travel orders for three vehicles, we noticed that the 

travel instructions are not respected, mileage is not recorded, and in some 

cases official vehicles are used without prior approval. 

Risk Failure to comply with the internal regulation approved by the municipality 

increases the risk of misuse and unauthorized use, including increased fuel 

expenditures, servicing and maintenance. 

Recommendation 4 The Mayor should strengthen controls in the management and reporting of 

the use of vehicles fully in compliance with the requirements set out in the 

regulations. Prior to the use of vehicles, approval should be given, and then 

full evidence on their use, including their maintenance, should be kept. 

3.7 Capital and Non-Capital Assets   

The Municipality did not manage to complete the registration of assets in KFMIS, and assets under 

€1,000 have not been registered at all in any system. The Mayor timely established a committee for 

inventory of the assets that had performed the work, but failed to produce a report on the status of 

the assets. Net Value of Assets in KFMIS, after calculation of the accumulated depreciation, for 

2017 was €1,031,340, while in 2016 the net value of assets was €1,180,297, reflecting a setback in 

registration of assets. Weaknesses in the asset registry are discussed in Section 2.1 Basis for the 

Opinion - Emphasis of Matter. In addition, there are some other weaknesses as well: 
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Issue  5 – Lack of evidence related to Assets 

Finding  According to the regulation on non-capital5 assets, the assets under €1,000 

and stocks should be registered in the E-Asset system. The Municipality has 

not respected this legal requirement and does not keep any records 

regarding assets under €1,000, including stocks. This situation was also 

ascertained in the previous year’s report and we have recommended 

improving controls on asset management, but the management of the 

Municipality despite the commitment to its implementation has not taken 

any measures in this regard. As a result, the Municipality has no 

information regarding the value of the owned assets. 

The Municipal inventory committee was established under the Mayor’s 

decision, and carried out the inventory of assets, but the submitted report 

was very poor, in fact it did not contain sufficient information on the status 

of the assets. 

Risk Weaknesses identified in the registration of non-capital assets lead to the 

risk of inefficient management of these assets and their underestatement in 

the disclosure of financial statements. While incomplete inventory of assets 

provides poor management and inaccurate reporting, at the same time may 

lead to misuse or loss of assets. 

Recommendation 5 The Mayor should take all necessary actions to ensure that the e-Asset 

system is operating and all assets under €1,000, and stocks are recorded in 

this system. Further on, at the end of the year, prior to prepare financial 

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

possibility of comparison with the general assets register, and potential 

differences to be presented in the asset registers. 

3.8 Receivables   

The Municipality of Novo Brdo in 2017 AFS has declared receivables in the amount of €307,959. 

All receivables derive from property tax. Compared to the previous year these accounts had 

increased in the amount of €66,510 or 22%. 
 

Issue  6 –Increase  in accounts receivable 

Finding  The Municipality for 2017 had planned revenues from property tax in the 

amount of €69,689, or 25% lower in relation to the invoicing value (invoicing 

was €93,263). Regardless of the low planning in this category, the level of 

execution was even lower at €62,206. 

                                                      
5 Article 6 of Regulation No. 02/2013 on management of non-capital assets in budget organisations. 
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Lack of adequate policies and specific measures for collection of revenues 

has resulted with high levels and continuous increase of accounts 

receivable. 

Risk The high level of receivables and the ineffectiveness in their collection 

remain a challenge for the coming period. Failure to collect receivables leads 

to aging and become uncollectible, producing a direct financial loss for the 

Municipality. 

Recommendation 6 The Mayor should ensure that all possible options are actively reviewed by 

setting policies and regulations in order to increase the efficiency in 

collecting receivables. Further on, all measures in accordance with the law 

should be considered to ensure timely collection of accounts receivable.  

3.9  Outstanding Liabilities  

The statement of outstanding liabilities not paid to suppliers at the end of 2017 was €68,152, 

almost the same amount of the liabilities reported in the previous year. These obligations were 

carried forward to be paid in 2018. Outstanding liabilities include office supplies, fuel, vehicle 

servicing, information technology equipment, etc. 

We have examined payments in the first quarter of 2018 and they have resulted in past year’s 

payment obligations, which confirm completeness of the obligations. 

 

Issue  7 – Failure to report liabilities to the Treasury  

Finding  During 2017, the Municipality had failed to manage and report liabilities to 

suppliers in accordance with requirements of Treasury Regulation 02/2013 

for reporting outstanding liabilities by budget organizations. They do not 

have a protocol book in place for evidencing unpaid invoices and do not 

report their liabilities on monthly basis. 

Finding  Failure to report regularly on monthly liabilities or failure to apply financial 

rules may result in unplanned payments in the following year’s budget. 

Failure to maintain a protocol book of received invoices may result with 

delays in payment of invoices or even in double payments. 

Recommendation 7 The Mayor should strengthen controls regarding the management and 

reporting of outstanding liabilities. He should initially ensure that a 

protocol book is kept, where all received invoices are recorded and listed 

with reference number. Further on, an effective system should be 

established in which all outstanding invoices are accurately and completely 

reported on a monthly basis to the MoF, and correctly disclosed in the AFS 

at the end of each year. 
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4 Progress in implementing recommendations 

Our Audit Report on the 2016 AFS of the Municipality of Novo Brdo resulted in 14 key 

recommendations. The Municipality prepared an Action Plan stating how all recommendations 

will be implemented. Despite our recommendation that the 2016 report should be discussed at the 

Municipal Assembly, this report was not discussed. 

At the end of the 2017 audit, five recommendations have been implemented, five were in process 

of implementation and four have not been addressed yet. 

Further on, since 2015, six recommendations were carried forward to be implemented in 2017, out 

of which four have remained unimplemented, while two were in process of implementation. For a 

more thorough description of the recommendations and how they are addressed, see Annex II. 

 

Issue  8 – Implementing  Prior and Earlier Year Recommendations  

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

monitoring on how the AG’s recommendations are implemented, a 

considerable part of the recommendations have remained unaddressed, or 

are in process of implementation, including recommendations from 

previous years. This shows a lack of consideration of responsible persons in 

applying specific measures related to their implementation, resulting from 

weaknesses identified in the municipality. 

The implementation of recommendations given in previous years would 

have an impact on eliminating weaknesses in management controls such as: 

 In asset management, evidencing and reporting; 

 Implementation of compliance requirements with legislation; and 

 Implementing the requirements for good governance.  

Risk Failure to comply with recommendations given in the previous year and 

earlier years leads to the risk of incorrect disclosure in financial reports and 

the possibility of repeating the errors. 

Recommendation 8 The Mayor should ensure that the implementation of the action plan is 

monitored constantly and reported on a regular monthly or quarterly basis, 

in regard to the achieved progress. The Mayor should in shortest time 

possible review the recommendations that are not implemented by 

deadlines, and take pro-active actions against the obstacles presented 

during the implementation. 
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5 Good Governance 

Introduction 

For the Municipality, effective governance arrangements are essential to successfully manage the 

challenges it faces and ensure the provision of better services to the benefit of taxpayers and other 

service users. 

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

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

The Municipality had managed to meet the MoF’s request for the submission of the self-

assessment questionnaire, however in terms of risk management the Municipality has not yet 

managed to prepare a list of risks by identifying important points of the risks that are faced by 

relevant departments and response to identified risks. 

One of the key elements of effective governance is the implementation of recommendations given 

by external auditors. The effective response to the implementation of the recommendations is not 

satisfactory. This section is discussed thoroughly in the chapter ‘Progress in implementing the 

recommendations’. 

The municipality had no regular reporting to the municipal assembly as a result of not submitting 

quarterly and nine-month reports. In regard to the internal reporting, there is no regular weekly 

and monthly reporting. 

Further on, the municipality has drafted a strategic plan at the organization level, but has not yet 

drafted urban plans, spatial plans, emergency operational plans, etc. 

5.1 Internal Audit System 

The impact of internal audit outcomes should be judged by the importance given by the 

management in addressing the given recommendations. 

The Internal Audit Unit (IAU) in the municipality operates with an auditor, who is also the 

director of the unit. IAU had prepared a three year strategic plan and an annual audit plan for 
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2017, which was approved by the management of the Municipality. IAU, for 2017, had planned 

and carried out seven audits. 

 

Issue  9 – Functioning of IAU and failure to establish audit committee 

Finding  There are a number of weaknesses regarding the current internal audit 

system such as: 

 Management did not draft action plans to implement the 

recommendations given by IAU; and 

 The Audit Committee has not yet been established. 

These results reflect the lack of management’s attention to the recognition 

and maximization of the benefit from internal audit, respectively in 

obtaining assurance for the effective functioning of internal controls. 

Risk Failure to address the recommendations will undermine the work results of 

the IAU and will not improve the systems. Failure to establish the audit 

committee will weaken the role and the independence of the internal audit. 

Recommendation 9 The Mayor should reinforce the role of the IAU as a key element of the 

internal control system to produce quality audits, ensure that action plans 

for each audit report are prepared and systematically monitor the progress 

of the plan, to ensure implementation of recommendations within the 

established deadlines. Further on, to ensure establishment of an Audit 

Committee and its regular functioning, to assure the independence of the 

IAU. 

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. 
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Issue  10 – Weaknesses in Management Controls  

Finding  Our review of managerial controls implemented in the municipality’s main 

financial system has highlighted inadequate financial reporting. The current 

reporting format does not provide assurance and accuracy of information in 

the various areas covered by this report. Further on, contracting without 

procurement procedures and failure to meet the criteria in co-financing 

agreements are some of the issues that need to be improved by the 

management. Also asset registers were not yet accurate due to insufficient 

records. 

The municipality has drafted a strategic plan, but has not yet developed 

plans, such as urban planning, spatial planning, emergency operational 

plan, etc. Further on, the Municipality does not have a risk register prepared 

according to FMC requirements to identify risks at department level, and 

take measures to manage them. 

Risk Accountability requirements and financial reporting should be strengthened 

to support the effectiveness of financial management within the 

municipality. Financial reports should be reviewed and verified so that 

financial information is comparable and complete in function of consistency 

and above all to support decision-making. 

Recommendation 10 The Mayor should ensure that all operational plans are drafted and a review 

has been carried out to determine the financial and operational reporting 

form to senior management, which is required to support effective 

management of the activity. Further on, in order to minimize the impact of 

risks at reasonable levels, the Municipality should develop a risk register 

with all appropriate measures/actions to manage the threats exposed.  
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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: Progress in implementing Prior and Earlier Year Recommendations  

Audit Component Recommendation  carried forward from 2015 Implemented 
during 2017  

Under implementation during 
2017 

Not 
implemented 

2.3 Prior Year 
Recommendations 

The Mayor should ensure that the action plan is 
implemented and clearly set out a timetable for addressing 
the recommendations made by the AG with accountable 
staff members identified and with initial focus on those of 
greatest significance. The process of implementation of this 
plan should be monitored on a regular basis by the Mayor. 

 The municipality has prepared 
a plan for implementing the 
recommendations, but the level 
of implementation of the 
recommendations is very low. 

 

2.5.2 Management 
Reporting 

The Mayor should ensure that a review is implemented to 
determine the format of financial and operational 
reporting to senior management, which is required to 
support effective business management - and ensure that 
an appropriate solution is in place by October 2016. 

 The municipality has begun to 
improve the reporting format, 
although there are still no 
regular weekly and monthly 
reports. 

 

2.6 Internal Audit 
System 

The Mayor should ensure that an Audit Committee is 
introduced in order to gain maximum benefit from 
Internal Audit activity,. The Audit Committee should 
critically review resources, plans and internal audit results 
to confirm that they are risk based and provide the 
required assurance to management. It should also review 
actions taken by management on Internal Audit 
recommendations. 

  No measures 
taken. 
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3.4 Procurement The Mayor should ensure that an internal review is 
applied to determine why procurement requirements were 
not addressed in the procurements above. The Mayor 
should serve as a role model to address these weaknesses. 
Consequently, additional controls should be placed to 
ensure full implementation of the Procurement Law and 
guidelines and that systematic weaknesses identified are 
not repeated. 

  No measures 
taken. 

3.7.1 Capital and 
Non Capital Assets 

The Mayor should ensure an effective recording process of 
all assets, determining key roles, in this process could have 
been Cadastre Directorate, collecting and reporting all data 
on properties owned by the municipality. Following this, a 
special Committee should assess the identified assets and, 
after critical review by the Mayor, a report should be 
submitted to the Asset Officer to process proper records in 
the KFMIS system (Assets Module). Further on, Asset 
Inventory and Evaluation Committee should be 
established on annual basis within adequate time to carry 
out an overall inventory to confirm the existence of assets 
(in particular movable assets). All activities should be 
monitored by the Mayor and completed before the 
financial statements 2016 are submitted to the MoF. 

  No measures 
taken. 

3.7.2 Handling of 
Receivables 

The Mayor should analyse reasons of high level of 
receivables and strengthen controls to prevent their further 
increase. An adequate strategy and mechanism should be 
introduced to enable collection of historical receivables, 
including legal remedies. At the same time, effective 
controls should be in place to ensure that debtor’s debts 
are accurately included in the values of these accounts. 

  No measures 
taken. 
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Audit Component Recommendation  given in 2016 Implemented  Under implementation  Not 
implemented 

1.2 Compliance 
with Annual 
Financial 
Statements 
requirements 

The Mayor should ensure that an analysis is undertaken 
to determine the causes of Emphasis of Matter. Actions 
should be taken to address the underlying causes in a 
systematic manner to remove errors in incomplete 
presentation of non-financial assets. In addition, should 
ensure that are established effective processes to 
confirm that in the AFS for 2017 are addressed all issues 
raised in the report and the Declaration made by the 
Chief Administrative Officer and Chief Financial Officer 
should not be submitted unless all necessary checks 
have been applied to the draft AFS. 

 The Municipality improved the 
reporting method for revenue 
transfer and expenditure 
classification, but it should 
further improve the 
management, evidencing and 
reporting of assets. 

 

2.1 Progress in the 
Implementation of 
Prior Year 
Recommendations 

The Mayor should ensure that the action plan for 
implementation of recommendations clearly specifies 
measures and actions necessary to adjust weaknesses 
and shortcomings identified. A priority in handling of 
recommendations should be issues that are considered 
more important and that contain a high level of risk. In 
addition, should apply responsibility measures to 
persons that are charged with implementation of 
recommendations. 

 The municipality has prepared 
a plan for implementing the 
recommendations, but the level 
of implementation of the 
recommendations is very low. 

 

2.2 Self-Assessment 
Checklist  

The Mayor should ensure that the development strategy 
and risks register are drafted, and to ensure delegation 
of direct responsibility to key persons in order to 
manage and monitor them, and to request regular 
reports on their implementation. 

 The self-assessment checklist 
was done, but no risk register 
was drafted. 
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2.3.1 Setting of 
Strategic Objectives 

The Mayor should adopt an overall strategic plan for 
the Municipality, which will determine long-term 
objectives and serve as an orientation platform for 
drafting of annual plans, carrying out comparative 
analysis between years, and measure results against 
objectives. In addition, the Municipality should also 
draft other plans mentioned above. 

 Municipality has drafted a 
strategic plan, but they still 
have to prepare other 
operational plans. 

 

2.3.2 Management 
Reporting and 
Accountability 

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

  No measures 
taken. 

2.4 Internal Audit 
System 

The Mayor should ensure that recommendations given 
by IAU are implemented by all municipal 
administrative units to which recommendations are 
attributed, and to carry out a systematic monitoring of 
the process. The IAU in its annual approved plan 
should focus on high-risk areas. In addition, the issue of 
establishing the Audit Committee should be taken in 
consideration. 

  No measures 
taken. 

3.1 Budget 
Execution 

The Mayor should undertake a systematic assessment of 
the reasons behind the decreasing trend of capital 
investments, the low level of budget execution for 
capital investments, and to ensure that planning for the 
category of Wages and Salaries is based on realistic 
needs. 

Yes   
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3.1.1 Revenues The Mayor should ensure that planning of revenues is 
based on realistic data and collection expectations, and 
to ensure that verification of existing properties is done 
in line with the Law on Property Tax. 

Yes   

3.1.2 Wages and 
Salaries 

The Mayor should ensure that controls are reviewed, 
designed and established at all managerial levels related 
to areas of salaries, and ensure that personnel files are 
completed with all requirements of the Regulation, and 
to conduct annual performance appraisal at the end of 
the year. 

Yes   

3.1.3 Goods and 
Services  

The Mayor should look into the reasons why controls 
have failed in cases when payments are carried out for 
goods received, co-financing payments and when 
payments are carried out without procedures, and 
enhance controls to prevent repetition of such cases. 

 In relation to the previous year, 
controls in payments have been 
improved, although this year 
we have encountered some 
irregularities that have been 
reported. 

 

3.1.4 Subsidies and 
Transfers 

The Mayor should review controls over the award of 
subsidies to ensure complete implementation of the 
internal regulation and effective monitoring over the 
use of funds awarded from the municipal budget, in 
order to ensure achievement of intended objectives. 

Yes   

3.1.5 Capital 
Investments 

The Mayor should take immediate measures over 
strengthening of controls to ensure that budget is spent 
in regular basis, to assign tender opening committee 
members in line with agreement, and to ensure that 
registrations are done in adequate codes so that is 
prevented overvaluation of capital assets. 

Yes   
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3.2.1 Capital and 
Non Capital Assets 

The Mayor should ensure that assets inventorying 
committee is established each year at adequate time, in 
order to complete the inventory and confirm existence 
of assets (particularly of movable assets). All activities 
should be authorised by the Mayor and be completed 
before the 2017 AFS are submitted to the MoF. 

  No measures 
taken. 

3.2.2 Receivables The Mayor should systematically monitor the issue of 
revenue collection in order to ensure establishment of 
effective mechanisms on reduction of these debts and to 
propose concrete actions for collection of these debts, 
including application of administrative measures (if 
needed). 

  No measures 
taken. 
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Annex III: Letter of confirmation  

 

 


