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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 Regional Water 

Company “Hidroregjioni Jugor” J.S.C Prizren in 

consultation with the Acting Assistant Auditor General,  

Vlora Spanca, who supervised the audit.  

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

Senver Morina (team leader) and Ernes Beka (team member)  

under the management of the Head of Audit Department 

Enver Boqolli.  

 
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 Regional Water Company “Hidroregjioni Jugor” J.S.C which determines the 

Opinion given by the Auditor General. The examination of the 2017 financial statements was 

undertaken in accordance with the International Standards on Supreme Audit Institutions (ISSAIs). 

Our approach included such tests and procedures as we deemed necessary to arrive at an opinion 

on the financial statements. The applied audit approach is set out in our External Audit Plan dated 

13.09.2017.   

Our audit focus has been on: 

 

 

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

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

Regional Water Company “Hidroregjioni Jugor” J.S.C.  

The National Audit Office acknowledges the Senior Management and Staff of the Regional Water 

Company “Hidroregjioni Jugor” J.S.C for cooperation during the audit process. 

Opinion of the Auditor General 

Qualified Opinion 

The Annual Financial Statements for 2017, apart from the effects described in the paragraph on Basis 

for Qualified Opinion, present a true and fair view in all material aspects.  

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

Implementation of 
Prior and earlier year 

Recommendations 
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Key Conclusions and Recommendations  

 

 

 

 

The Chairman of the Board did not agree with all audit findings and conclusions. The comments of 

the Chairman of the Board on issues that we have not agreed upon are outlined in detail in Annex 

III. 

 

  

Failure to evaluate Assets, Capital 
Reserves  and insufficient 

Explanatory Notes that have led to 
the Qualification of the Opinion.

The Chairman of the Board should 
undertake necessary actions to carry out 
an evaluation of Assets, Capital Reserves 
and required disclosures  in AFS of 2018 

(see matters at Basis for the Opinion). 

Financial Management and Control 
Process has been followed by some 
wekanesses. In particluar, there is a 

lack of a Regulation on Assets, 
purchase of Goods and Services 

without procurement procedures, and 
insufficient dosclosures.

The Chairman of the Board should 
undertake specific actions , in order to 
eliminate weaknesses in FMC area.(see 

issues 2  to 10)

The response to the previous year 
recommendations is not monitored 

at the apppropriate level, the 
progress in implementing 
recommendations is low.

The Chairman of the Board should 
strengthen the internal control system to 

ensure that previous year 
recommendations are being adrresed. (see 

issues 11)

Governance arrangements related 
to accountability, management 

reporting and risk managments, 
and invoice protocoling are 

inadequate.

The Chairman of the Board should ensure 
ensure that the accountability, 

management reporting and risk 
managment, including invoice  

protocoling are improved.

(see issues 12 and 13)
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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 Regional Water Company 

“Hidroregjioni Jugor” J.S.C (hereinafter: Hidroregjioni Jugor or Company). We have analysed the 

Hidroregjioni Jugor ‘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.  Management’s responses to our findings 

can be found in Annex III.  

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. AFSs have been 

prepared and signed by the Chief Financial Officer and Treasury (CFOT) and the Chief Executive 

Officer (CEO) and submitted for approval to the Board of Directors (BoD). 

AFS approval 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 Shareholder and wider public 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  

We have audited the AFS of the Hidroregjioni Jugor for the year ended on 31st of December 2017 

which comprise of the Balance Sheet, Statement of Incomes, Cash Flow Statement, Statement of 

Changes in Equity and the Explanatory Notes.   

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

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

true and fair view in all material respects, in accordance with International Accounting Standards 

(IAS), International Financial Reporting Standards (IFRS), and Kosovo Laws. Financial Statements 

are prepared based on Accounting Accrual Principle, Law no.03/L-048 on Public Financial 

Management and Accountability (as amended and supplemented) and Law no.04/L-087 on 

Publicly Owned Enterprises (as amended and supplemented). 

Basis for Qualified Opinion 

IAS 16 requires performing re-evaluation of non- current assets once in three or once in five years.  

Based on the AFS, the value of non-current assets (land, constructed facilities, equipment & 

machinery, tools & inventory and transport means) was €17,880,383, which for the company has not 

performed the evaluation since 2007. For this reason, we could not establish if this value is accurate, 

or over/understated; and 

Our audit is conducted in accordance with International Standards of Supreme Audit Institutions 

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

‘Responsibilities for the Audit of the AFS’ section of our report. NAO is independent of the Publicly 
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Owned Enterprises in Kosovo in accordance with the ethical requirements that are relevant to our 

audit of the annual financial statements of Publicly Owned Enterprises 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. 

Other Audit Matters 

The financial statements of the Hidroregjioni Jugor for the year ended 31 December 2016 were 

audited by a private audit company, which has given the Unqualified Opinion with Emphasis of 

Matter, because of not performing the analysis of the Statutory Limitation of the receivables and 

failure to determine real value of assets through re-evaluation process in the category “Property, 

Water Basins and Equipment”. 

Responsibility of Management and Persons Charged with Governance for AFS  

The Chairman of the Board of Hidroregjioni Jugor is responsible for the preparation and fair 

presentation of financial statements in accordance with International Accounting Standards (IAS), 

International Financial Reporting Standards (IFRS) and Laws of Kosovo. He is also responsible 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) and Law no.04/L-087 on Publicly Owned Enterprises (as amended 

and supplemented).  

The Chairman of the Board is responsible to ensure oversight of the Public Enterprise Hidroregjioni 

Jugor financial reporting process. 

Auditor General’s Responsibility for the Audit of the AFS 

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

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

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

are free from material misstatements. 

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

accordance with ISSAIs will detect any material misstatement that might exist. Misstatements can 

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

influence the decisions taken on the basis of these AFS. 

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

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

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

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

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

POE is required to comply with a specified reporting framework and other reporting requirements. 

We considered: 

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

amended and supplemented); 

 Requirements of the Law no.02/L-123 on Business Organisations; 

 Requirements of the Law no.04/L-087 on Publicly Owned Enterprises (as amended and 

supplemented); 

 Requirements of the Law no.04/L-104 on Accounting, Financial Reporting and Auditing;  

 Requirements of the Law on Public Procurement (as amended and supplemented);  

 Requirements of the Instruction no.2/2013/MF on the Structure and Content of Annual 

Financial Reports 

 POEs are also required to prepare the following reports: 

o POE Charter; 

o Business Plan; 

o Quarterly reports; 

o Annual reports; 

o Consumer satisfaction Report; and 

o Draft plan and final procurement plan in time. 

The Draft AFS required some financial adjustments in the balance sheet, in the statement of changes 

in equity, and explanatory notes, which were followed by some material errors. Upon our 

suggestions to undertake necessary actions, the Hidroregjioni Jugor had made some adjustments, 

but failed to eliminate all mistakes. 

Given the above stated, the AFSs prepared by CE and CFOT when the draft AFS are submitted to 

the BD present a fair and a true view, apart from issues described in the basis for the opinion. 

In the context of other external reporting requirements, we identified the following non-

compliances: 
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In the reports of the first two quarters of 2017, Hidroregjioni Jugor failed to meet all the legal 

requirements regarding the content of the quarterly reports as required by Article 31.1 of the Law 

on Publicly Owned Enterprises. Hidroregjioni Jugor had only presented three of the five reporting 

requirements in these quarterly reports. It did not, for example, present: 1) a summary of all court 

proceedings or of those that may include the POE, or that POE is expected to initiate during the 

current quarter; and 2) suggestions and proposals for changes that are reasonably expected to 

improve the performance of the POE. 

2.3 Recommendations related to Annual Financial Statements 

Recommendation 1 The Chairman of the Board should ensure that a comprehensive analysis is 

undertaken to determine the causes of the qualification of the audit opinion 

and actions are undertaken that issues which have affected the modification 

of the opinion are adjusted and not repeated.  

Further on, the Chairman of the Board should ensure that effective processes 

are in place to confirm that the 2018 AFS production plan formally addresses 

all compliance issues related to the AFS, including quarterly reporting. The 

Statements should not be signed by the CAO and CFOT unless all necessary 

checks have been applied before the same are submitted to the Board of 

Directors.   
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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 Publicly Owned Enterprises. Specifically, 

the focus of the audit was management of Revenues, Expenditures, Assets, Liabilities and 

Receivable Accounts. 

Financial Management and Control Conclusion 

Controls over the overall management of Hidroregjioni Jugor were relatively poor and require 

further improvement. The main areas where a more focused approach for improvement is needed 

are: business plan, reduction of water losses for technical issues, further improvements in controls 

on the prevention of irregularities, assessment of real needs for purchasing goods in order to avoid 

deviations from open procurement procedures and irrational expenditures. 

Further on, the lack of a regulation on asset management and their non-revaluation since 2007 

produced the risk for the assets are not properly addressed and this may result with incorrect 

presentation of assets in the financial statements. 

In this way, the company has to put the right balance between planned revenues and expenditures 

by providing better and sustainable funding and value-for-money outcome. 

These and other weaknesses presented in this report should be taken into account by BD to improve 

financial management and internal control in the Company. 

 

 

 

  



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

 

 12 

3.1 Business Plan (Revenues and Expenditures) 

We have considered the financial components of revenues and expenditures planned with the 

annual business plan 2017-2019 (where final planning has not changed from the initial one) for the 

relevant categories. This is highlighted in the following tables: 

Table 1. Table on Revenues and Expenditure according to annual plan for 2017   (in €) 

Description 
Initial 

Planning 
Final 

Planning 
2017 

Outturn 
2016 

Outturn 

Revenues from sales   4,478,618 4,478,618 4,171,108 4,159,372 

Revenues from other services  61,193 61,193 89,433 58,232 

Deferred revenues (Grants)    1,164,930 577,297 

Total Revenues 4,539,811 4,539,811 5,425,470 4,794,901 

Wages 2,008,548 2,008,548 1,995,391 1,861,057 

Operating Expenditures 1,479,515 1,479,515 1,933,162 1,412,269 

Depreciation Expenditures   1,254,423 1,255,668 

Interest – Bad debts   212,000 473,300 

Total Expenditures 3,488,063 3,488,063 5,394,976 5,002,294 

Hidroregjioni Jugor is not in favourable economic and financial situation due to: 

 The low level of 42% in water billing compared to water produced (as a result of water losses) 

has an impact on increasing operating expenditures with particular emphasis on the 

electricity expenditures which is used by the pumps. They represent 46% of total operating 

expenditures; 

 Overall decrease in revenues by 6% compared to the planned ones (not counting deferred 

grant revenues) and overall increase of expenditures by 12.6% compared to the planned ones 

(not counting depreciation expenditures for the year and bad debts); 

 Collection of revenues of 2017 compared with the 2016 revenues (excluding deferred grant 

revenues) increased by 1.2%, while expenditures of 2017 compared with those of 2016 (not 

counting depreciation expenditures and bad debts increased by 20%; 

 Deferred revenues from this year compared to the last year's revenues are doubled. These 

have resulted with the overall increase of this year's revenue by 13%; and 

 The total expenditures of 2017, compared to the last year's total expenditures (including 

depreciation and interest) increased by 8%. 

From the data presented above, we can see the dynamics on increase of general operating 

expenditures, compared to the increase of revenues from operating activities. 
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Issue  2 –Planning/Execution of Business Plan not based on Real Company Potential 

Finding  We have reviewed the content of the business plan. This plan contains 

business and financial aims that the Company tends to achieve during 2017, 

as well as the approach for their accomplishment, but did not include 

monthly deadlines for their accomplishment. The incurred operating 

expenditures are at 130% compared to the planned ones. The business plan 

company had not planned: deferred revenues, depreciation expenditures, 

and interest on bad debt. Also, it had planned a reduction of water loss, 

although it has gone up from the previous year. 

The content of this plan in some parts does not reflect real potential and needs 

of the company. This is due to inadequate internal controls in preparation of 

the business plan. 

Risk Failure to prepare a plan according to the company’s real potential increase 

the risk that these goals will actually not be met in aimed period or with the 

required quality. 

Recommendation 2 The Chairman of the Board should ensure drafting of the business plan based 

on the company’s real potential, in order to achieve its business goals and to 

present major changes or deviations from the initial plan into a revised plan. 
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3.2 Balance Sheet1 (Statement of Financial Position) 

We have audited the Balance Sheet by testing the account balances as well as the transactions 

occurring during the year within these accounts. In addition to examining the accounting balance 

of accounts, we have also addressed aspects of compliance with laws and regulations and we have 

provided the following recommendations. 

Table 2: Balance Sheet of Hidroregjioni Jugor on 31st of December 2017                                  in€ 

Assets 2017 2016 
Liabilities and 
Equity 

2017 2016 

Cash box and Cash 
in Bank  

436,467 109,431 Business Payables  1,888,653 1,770,771 

Stocks 
362,626 670,833 Liabilities on Taxes 

and Contributions  
1,817,696 2,037,171 

Accounts Receivable 2,999,526 2,938,713 Borrowing Liabilities 16,243 0 

Other Financial 
Assets 

3,139 0 

Liabilities to 
employees 
(Syndicate)  

8,186 8,186 

Permit, Software 
and Licence 130,589 139,344 

Short-term liabilities  
(4,060) (3,625) 

Land 1,585,150 1,585,150 Long-term liabilities 9,659,690 8,595,167 

Buildings 2,236,964 2,434,966 Charter Capital 25,000 25,000 

Equipment and 
Machinery 

13,775,750 12,661,854 Reserve Capital  14,974,725 14,974,725 

Transport Means, 
Tools and Inventory 

151,929 132,574 Profit/ Carried 
forward Loss 

-6,734,485 -6,527,092 

   Annual Profit/Loss  30,493 (207,393) 

Total 
21,682,141 20,672,865 Total – Liabilities 

and Equity 
21,682,141 20,672,910 

 

                                                      
1 IAS has changed the term “Balance Sheet” into “Statement of Financial Position” according to IAS, but as long as the 

company has named it the Balance Sheet, we have referred to this designation in order to be consistent with the 
designation in AFS we are auditing. 
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Issue  3 – Lack of a Regulation on Management of Assets  

Finding  According to the Section 7.2 of the Statute of the Company, Hidroregjioni 

Jugor, must issue Regulations which contain provisions on the administration 

and functioning of the company. We have noticed that the company had no 

asset management regulations, which should be tailored to the needs and 

requirements of the company, based on applicable Standards and 

Regulations. This happened due to insufficient evaluation of the significance 

of regulation of non-current assets management. 

Risk The lack of a Regulation on Asset Management leads to improper asset 

management, and this may produce incorrect presentation of assets in 

financial statements. 

Recommendation 3 The Chairman of the Board should as soon as possible prepare an internal 

regulation on the management of non-current assets, which contains 

description of all procedures for use of assets (the rights and responsibilities 

of staff). 

3.3 Statement of Income and Expenditures 

Publicly Owned Enterprise Hidroregjioni Jugor has all types of revenues it has generated during 

the year, expenses, and financial outcome presented in the following statement. 

Table 3: Statement of Income and Expenditures as of 31st of December 2017 

Revenues 2017 2016 

Revenues from sales/services 4,171,108 4,159,372 

Other service revenues  89,433 58,232 

Other business revenues 1,164,930 577,297 

Gross Profit 5,425,470 4,794,901 

Wages and Salaries and Pension Contribution 1,995,391 1,861,057 

Other Business costs 1,933,162 1,412,269  

Depreciation costs 1,254,423 1,255,668 

Interest on Bad Debts 212,000 473,300 

Total Costs 5,394,976 5,002,294  

Profit/Loss before taxes 30,494 -207,393 

Tax on Profit 02 0 

Clean Profit/Loss 30,494 -207,393 

                                                      
2 According to the law 05/L-29 on Corporate Income Tax, Article 23 Tax losses, The amount of the tax loss determined 

under this Article may be carried forward for up to six (6) successive tax years and shall be available as a deduction against 
any income in those years.  
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Based on the above table, it is noticed that despite a loss from previous year that was accrued from 

earlier years, it is observed that in 2017 the company has operated with profits. 

 

Issue  4 – Purchase of Goods and Services without procurement procedures 

Finding  When Publicly Owned Enterprises purchase Goods and Services, they are 

required to respect all procedures of the Law on Public Procurement (LPP). 

Article 16.3 of the Law on Public Procurement (LPP) states that: The value of 

each contract should be foreseen and the procurement procedure is 

determined according to the value. Contracting Authority (CA) will not 

allocate the procurement request for a certain amount of products in order to 

reduce the value of the supply contract below the limit set in Article 19 of this 

law. “Any public contract whose estimated value is equal to or greater than 

or is reasonably expected to be equal to or greater than one thousand (€1,000), 

but less than ten thousand (€10,000) are considered “minimal value 

contracts”, as well as any public contract the estimated value of which is less 

than or is reasonably expected to be less than one thousand (€1,000) is 

considered as a “Minimal Value Contract”. 

From the tested payments we noticed that the enterprise had made direct 

purchases by the economic operators disregarding the procurement 

procedures. 

The reasons, according to the enterprise were because they were of small 

value. However, in our analysis of the enterprise spending base we have 

noticed that there were made several purchases of Goods or Services from the 

same company, most of which were made with petty cash, with value under 

€100. The total value of the payments exceeds the limit set by the LPP; 

therefore the CA should have used one of the types of contracts of the 

abovementioned article of the LPP. These purchases have occurred due to the 

lack of proper functioning of internal controls. The identified cases are 

presented as follows: 

 64 payments with 4 (four) different economic operators for vehicle 

servicing, the total value of which was €4,885; 

 17 payments for Household Supplies, the total value of which was 

€1,558; 

 16 payments for Spare Parts, the total value of which was €1,583; 

 26 Payments for Technical Check, the total value of which was €865; 

 12 Payments for Machinery Cleaning, the total value of which was 

€673; and 

 19 payments for Supply with Fuel, total value of which was €404. 
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The identified weaknesses were present due to insufficient internal controls. 

Risk Purchase of Goods and Services without procurement procedures risk for the 

company to sustain budget loss by not getting value for money and limits 

competition. 

Recommendation 4 The Chairman of the Board should ensure that all actions are undertaken to 

strengthen internal controls, to perform an assessment and planning of 

company's needs, similar items to be grouped, and to use procurement 

procedures according to the LPP requirements, avoiding distribution of the 

same purchases into several of them. 

Issue  5 – Major losses of produced and distributed water 

Finding  Water losses in 2017 were about 58% of the water produced and distributed. 

During 2017 the total amount of water produced and distributed was 

17,482,425m3, and out of this quantity were invoiced 7,366,856m3, while the 

quantity of 10,115,569m3 was a loss of distributed and unbilled water. These 

resulted from ageing network, illegal connections to network, non-functional 

water meters, and inadequate controls to avoid defects and misuse. 

Risk The Major losses in quantity of distributed water directly affect the costs of 

water production, especially the electricity that is used for pumps and 

chemicals, and will subsequently affect the company's loss/profits. 

Recommendation 5 The Chairman of the Board should ensure that all causes of water losses are 

established and undertake appropriate measures to reduce them by 

improving the ratio between production and billing, minimizing losses and 

improving financial situation of the company. 
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Issue  6 – Calculation of three rewarding wages, including other allowances 

Finding  According to the Collective Agreement of Kosovo dated 18.03.2014, article 53, 

the employee, upon retirement, is entitled to a subsequent payment of three 

(3) gross wages according to the contract, for the last three (3) months. 

With the retirement of the four employees at Hidroregjioni Jugor, three 

rewarding wages were calculated with all allowances of the last three months 

received by the workers, including meal allowances, bonuses and so on. In 

this case the expenditures for these four cases were understated in the amount 

of €568. This is a result of poor controls in calculation and management of the 

payroll list. 

Risk Calculation of the last three wages on the occasion of retirement, including 

meal allowances and other bonuses may result with budget loss for the 

company.  

Recommendation 6 The Chairman of the Board should ensure that upon retirement of employees, 

the three wages are paid according to the gross salary contract for the last 

three months, excluding any other allowance. 

Issue  7 – Recruitment of employees with Contracts for specific task and duties without 

recruitment procedures 

Finding  According to the Law on Labour 03L / 212 Article 8 requires the employer to 

announce the vacancy every time an employee is recruited or establishes a 

working relationship. Hidroregjioni Jugor in 4 cases has recruited employees 

with a contract for specific task and duties (cashier), not developing 

recruitment procedures for duration of 120 days (4 months). They were 

employed with a single application, being rewarded with a company fixed 

minimum wage of €312 per month. 

This is a result of inadequate controls in the process of establishing 

employment relationship. 

Risk Failure to implement recruitment procedures does not ensure transparency, 

competition and equal treatment when establishing a working relationship. 

These situations institute legal non-compliance and increase the risk that 

employees are not competent and accountable, as if they would have been 

selected through the competition. 

Recommendation 7 The Chairman of the Board should ensure compliance with legal 

requirements at any time and for any position, providing competition and 

transparency, in order to select adequate employees who will provide 

quality, and good performance for the work and duties required. 
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Issue  8 – Weaknesses in reading water meters and in billings 

Finding  Household, businesses and public institutions billings are made according to 

the applicable tariff established by the Water and Waste Regulatory Office 

(WWRO), while the lump sum invoicing is based on the WWRO R-03/UeK 

Regulation dated 31 May 2011 31.5m3/month. To these billings is also added 

the VAT of 8%. 

From tested samples we found some irregularities, due to insufficient internal 

controls, and they are as follows: 

 The billing of a consumer was overstated. He was billed with 23m3 of 

water, while he/she had to be charged with 10m3 of water.  

 Although a business consumer have had water meter in place, his 

previous water consumption status was missing from March 2016 

until July 2017, whereas the water meter was changed from this 

month and the billing started with 2m3/a month. 

 At a business consumer, based on the Consumer’s Status 

Identification Card, the cashier has found the premise closed from 

November 2016 to August 2017, billing the consumer with zero water 

consumption. The customer in August 2017 changed the water meter, 

but the landlord only did the reading of the water meter, and had to 

notify the other teams for sealing and verifying the water meter, there 

was also no evidence that the customer had applied for changing the 

water haemorrhage. 

 In absence of a consumer water meter, the cashier has made a lump 

sum billing from August 2014 till June 2017 with only 3 m3/a month, 

while, according to the regulation should have been  billed with 31.5 

m3/a month. 

 In two cases, the cashier has billed with zero (lump sum) not reading 

the water meter since 01.01.2016. There is no evidence or remark on 

provided services, that these consumers do not use water supply 

services. 

 Invoice no. 082-2017 for un-blocking was not billed with VAT of 18% 

as it should, but with 8%, producing understatement of the bill by 

€246. 

These errors have occurred due to the lack of internal controls. 

Risk Inaccurate reading of water meters and billing with lower VAT rates 

institutes financial loss for the company and loss for the citizens. 
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Recommendation 8 The Chairman of the Board should consider the reasons behind identified 

error, both in reading of water meters and in the billing process, and should 

undertake specific measures to prevent reoccurrence of such errors. 

3.4 Statement of Changes in Equity 

In the Annual Financial Statements of the Company, capital is presented under the following 

structure: 

Table 4: Capital of the Publicly Owned Enterprise on 31.12.2017                                             in € 

Description 31 December 2017 31 December 2016 

CAPITAL 8,295,734 8,265,240 

Charter Capital 25,000 25,000 

Reserve Capital           14,974,725           14,974,725  

Profits/Losses carried forward -6,734,485 -6,527,092 

Current Year Profits/Loss 30,493 -207,393 

Recommendations 

We have no recommendation in this area. 
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3.5 Cash Flow Statement 

Cash Flow Statement provides data on changes in cash during the reporting periods presented and 

classifies the cash flow achieved through business, financial and investment activities. Company 

cash flow information is useful to provide reviewers of the financial statements with a cash flow 

estimate. 

Table 5: Cash Receipts and Spending                                                                                                in € 

Description 31 December 2017 31 December 2016 

Net cash from operating activities 367,811 (162,045) 

Increase in Cash 428,194 469,358 

Decrease in Cash (60,383) (631,402) 

Net cash from investing activities (2,949,826)          (1,443,681) 

Increase in Cash 0 0 

Decrease in Cash (2,949,826)          (1,443,681) 

Net cash from financing activities 2,909,051 1,712,900  

Increase in Cash 2,909,051 1,712,900  

Decrease in Cash 0 0 

Increase/Decrease in cash during the year 327,036 107,174  

Cash at the beginning of the year 109,431 2,258 

Cash at the end of the year 436,467 109,431  

 
 

Issue  9 – Cash in bank, and non-settlement of liabilities 

Finding  According to the Cash Flow table, the company ends the year with €436,467 

of cash, which is used to make payments to reduce its various liabilities. From 

the balance sheet it is observed that the company has outstanding liabilities 

to the Economic Operators, for taxes and contributions, for the borrowing and 

syndicate with a common value of €3,730,778. The company did not reduce 

its liabilities although it had available money to pay a part of them. This is a 

result of inadequate internal controls in management of liabilities.  

Risk Failure to settle liabilities in time risks for the company may put up with 

additional liabilities for delays such as for fines, interests, or even covering of 

expenditures to the private enforcement agents. 

Recommendation 9 The Chairman of the Board should ensure payment of liabilities when there 

is cash available, in order to prevent eventual additional costs and penalties.  
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3.6 Handling of Explanatory Notes 

Explanatory notes provide information on the basis of preparing the financial statements and 

accounting policies required by the IFRS and provide additional information that is not disclosed in 

the Balance Sheet, Income Statement, Cash Flow Statement or Statement of Changes in Equity, but 

are important to understand each one of them. 

Issue  10 - Incomplete presentation of explanatory notes 

Finding  Under IAS 1, explanatory notes should be disclosed in systematic manner to 

a possible extent. Each item of the financial statements, statement of income, 

statement of changes in equity, should be referred to the relevant information 

in the notes. When analysing the notes, the following weaknesses were 

identified: 

 Have not disclosed if there are courts proceedings which may 

produce cash outflow if the court decides in the favour of the parties 

to the dispute. While the company has three cases in court 

proceedings, two of them are for disputes on employment 

relationship and indemnity is not fixed, while the other indemnity 

lawsuit is in the amount of €25,754, which was not disclosed; and 

 Have not disclosed if there were events after the balance sheet date, 

and did not disclose the principle of continuity (if there are plans to 

continue with business activity in the next years). 

This has occurred due to the lack of consultation with IAS, and the 

functioning of the internal control system to identify errors in time, to 

perform necessary corrections. 

Risk Incomplete presentation and lack of information in explanatory notes, affect 

the quality of the financial statements, and prevent the reviewer of the 

statements to understand the true and fair status of the financial and business 

outcome of the enterprise. 

Recommendation 10 The Chairman of the Board, when preparing the AFSs, should ensure that 

explanatory notes provide all the information for each item that needs to be 

disclosed in the financial statements, and other information that is required 

to be presented in the AFS. 
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4 Progress in implementing recommendations 

External Audit Report on the 2015 and 2016 AFS of Hidroregjioni Jugor was produced by a private 

audit company that has given the Unmodified Opinion with Emphasis of Matter, and has resulted 

in two (2) same recommendations for both years. Hidroregjioni Jugor did not prepare an Action 

Plan stating how given recommendations will be implemented.  

These two recommendations related to determination of real value of assets through re-evaluation 

process and failure to perform analysis of the statutory limitation of receivables. 

At the end of our 2017 audit, one recommendation was in process; and one has not been addressed 

yet. 

For a more thorough description of the recommendations and how they are addressed, see Annex 

II.  

 

Issue  11 – Poor Implementing of Prior and Earlier Year Recommendations  

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

of how external audit recommendations will be implemented, two 

recommendations from previous year, and two carried forward from earlier 

year have not been fully implemented so far, however one recommendation 

was under implementation. These recommendations relate to the 

determination of the real value of assets through the re-evaluation process for 

the category “Property, Basin and Equipment” which is in the process of 

being addressed by the enterprise in cooperation with the Ministry of 

Economic Development (MED), and the other recommendation is related to 

“Analysis of the Statutory Limitation of Accounts Receivable”, continuous 

actions are expected to be performed due to the law on debt forgiveness.  

Risk Failure to implement recommendations from previous years increases the 

risk of continued presence of the same weaknesses related to AFS and to 

internal controls. 

Recommendation 11 The Chairman of the Board should ensure that the action plan for 

implementation of the recommendations is prepared, and that it contains the 

actions, deadlines and responsible staff, and updated every three months, to 

monitor the implementation of the recommendations. 



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

 

 24 

5 Good Governance 

Introduction 

Specific areas of our governance related reviews have been the internal audit, accountability and 

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

subchapters above.  

Overall Governance Conclusion  

Governance in the Hidroregjioni Jugor in terms of managerial reporting and accountability, as well 

as strategic planning, reflect a positive situation. The company has implemented the 

recommendations of the internal auditor. Internal Audit provided a clear picture of the level of 

assurance of internal controls and provided recommendations for their improvement. However, the 

company needed to strengthen controls on operational risk management and prepare a plan for 

identifying and managing potential risks. 

Hidroregjioni Jugor is trying to implement the external audit recommendations of the previous year, 

strengthening internal controls and effective operation of the internal audit system according to the 

required standards. 

5.1 Internal Audit System 

The Internal Audit Unit (IAU) operates with one member. An effective audit requires a 

comprehensive work programme that reflects financial and other risks to Enterprise Hidroregjioni 

Jugor and provides sufficient assurance over the effectiveness of internal control. The impact of 

Internal Audit output should be judged by the importance that management places on addressing 

recommendations. 

IAU had prepared the annual audit plan for 2017. The plan was prepared based on the level of risk 

for the systems and processes involved in the audit such as revenues, expenditures, procurement, 

billing and collection process, etc. There were 13 planned and completed audits for 2017, as well as 

4 audits at the request of the Audit Committee (execution of the contract “Rehabilitation of the water 

supply system in rural areas”, Managing the process of expenditures in Suhareka and Malisheva, 

Management of the expenditures for wages and procurement procedures about on execution of 

investment projects). 

The internal audit approach was based on the risks and the assessment of the company's internal 

controls. Through the reports, IAU provided management information on how effective internal 

controls and how functional they are. The Audit Committee convened regularly and reviewed all 

IAU recommendations. 
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We acknowledge the work performed by this unit, there were quality reports and adequately 

proven, they have covered on-going activities, identifying some of the weaknesses in the company’s 

internal control systems. The Management had made action plans for implementing the findings of 

the IAU upon our intermediate stage given instructions. 

Recommendations 

We have no recommendations in this area. 

5.2 Management Reporting, Accountability and Risk Management 

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, the Management have implemented a number of internal controls to ensure that our 

systems operates as intended, we have noticed that the measures applied are poor and ineffective 

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

 

Issue  12 – Insufficient controls on Risk Management  

Finding  Some of the company’s intended objectives were not achieved as a result of 

insufficient management controls, such as: Avoiding procurement 

procedures when purchasing Goods and Services, split-up of invoices, were 

not timely and properly addressed by management, which may result in 

budget loss to the company, and not reaching  the value for money spent, and 

restriction of competition. Further on, major water losses, water meter 

reading, and inadequate VAT billing were not timely and properly handled 

by the management, these have a direct impact on revenues of the company 

and subsequently on its profits. This was a result of insufficient accountability 

and internal controls. 

Risk Poor accountability requirements and financial reporting reduce the 

effectiveness of financial management.  This leads to the increase of risk for 

improper spending and providing of low quality services. 

Recommendation 12 The Chairman of the Board should ensure that necessary actions are taken to 

identify managerial weaknesses, potential operating and financial risks to the 

company. Further on, should draft a plan that will identify all potential risks, 

assess their impact in case they occur, and determine preventive and 

subsequent measures as response to them. 



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

 

 26 

Issue  13 – Some of the received invoices were not protocoled 

Finding  It is a good practice in internal controls if received invoices are protocoled, to 

better manage them, by determining the time of their receipt up to their 

payment, in order to avoid delays in the deadline set for payment. We have 

observed poor control over the management of invoices. Out of the 68 tested 

payments for Goods and Services, in 57 cases the company had not 

protocoled received invoices. Upon our instruction given at the intermediate 

audit stage, the company had started protocolling invoices, but not for the 

invoices received by the regional units still (by April 2018). This is a result of 

inadequate controls in the process of invoice receipt. 

Risk Failure to protocol invoices increases the risk for the company will have 

budget loss by making payments for fictive bills, or delaying in payment, 

beyond the set deadline. These have a direct impact on the quality of 

payments to suppliers and affect the Company’s reputation. 

Recommendation 13 The Chairman of the Board should ensure that upon receipt each invoice is 

protocoled before executing its payment. 
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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 

Property, Water 
Basins, and 
Equipment 

To perform evaluation of asset damage on annual 
basis, in order to determine recoverable asset value, 
or to hire independent and professional evaluators 
who will determine real asset value. 

  Not implemented. 

Analysis of the 
Statutory Limitation 
of Accounts 
Receivable  

In order to have better control of request, we 
recommend the Company to conduct regular 
analyses on statutory limitations. This would help 
the Management to improve Accounts Receivable 
and reconciliation with consumers. Further on, 
analysis of the statutory limitation would assist the 
company in having better feedback and more 
accurate assessment on bad debts interest. 

 They are in making efforts to 
address this recommendation, 
performing debt forgiveness 
according to the law no. 05/L-043 
on forgiveness of public debts 
(amended) for consumers who 
have old debts, and recognition of 
bad debts, or collection through 
the enforcement procedure. 

 

Audit Component Recommendations given in 2016 Implemented Under Implementation Not implemented 

Property, Water 
Basins, and 
Equipment 

To perform evaluation of asset damage on annual 
basis, in order to determine recoverable asset value, 
or to hire independent and professional evaluators 
who will determine real asset value. 

  Not implemented. 
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Analysis of the 
Statutory Limitation 
of Accounts 
Receivable  

In order to have better control of request, we 
recommend the Company to conduct regular 
analyses on statutory limitations. This would help 
the Management to improve Accounts Receivable 
and reconciliation with consumers. Further on, 
analysis of the statutory limitation would assist the 
company in having better feedback and more 
accurate assessment on bad debts interest. 

 They are in making efforts to 
address this recommendation, 
performing debt forgiveness 
according to the law no. 05/L-043 
on forgiveness of public debts 
(amended) for consumers who 
have old debts, and recognition of 
bad debts, or collection through 
the enforcement procedure. 
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Annex III: POE Comments to findings from audit report  

Findings/Issues Agree Yes/No Comments from the BO in case of disagreement NAO view  

Basis for Qualified Opinion 

IAS 16 requires performing 
re-evaluation of non- 
current assets once in three 
or once in five years.  Based 
on the AFS, the value of 
non-current assets (land, 
constructed facilities, 
equipment & machinery, 
tools & inventory and 
transport means) was 
€17,880,383, which for the 
company has not 
performed the evaluation 
since 2007. For this reason, 
we could not establish if 
this value is accurate, or 
over/understated; 

No When it comes to the issue of property valuation and re-evaluation, 
RWC “Hidroregjioni Jugor” Prizren, as a public company, consistently 
made efforts to reassess assets. There are written minutes of meetings 
held with the Boards of Directors, especially in Annual General Meetings 
with the Shareholder, but so far, as described in the following comment, 
this was not done by the Shareholder - namely the owner of the assets 
which is the Ministry of Economic Development (MED). 

Further on, we have filed a written request and sent the same to the 
Shareholder in order to allow us to establish a committee from the 
company, respectively to engage independent and professional 
appraisers to determine the real asset value. But so far we are awaiting a 
response from the Shareholder. 

In this regard, we have your recommendations regarding the 
determination of the real value of assets through the re-evaluation 
process for the category of property and plant and equipment, which 
means that it is in process of being addressed by the Company in 
cooperation with MED. (your assessment-auditor, but, nevertheless, the 
same has affected your opinion as Issue 11). 

Despite the efforts made by the 
Company to make revaluation 
of non-circulating assets, and 
the shareholder’s promises of 
support in this matter, we still 
failed to re-evaluate them. 
Therefore, the assets are not re-
evaluated since 2007. The 
company also claims it under 
its comments. Therefore, the 
auditor’s finding for non-
revaluation of the assets 
remains. 
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Despite this, RWC “Hidroregjioni Jugor” Prizren established an internal 
Committee that will carry through an Asset Evaluation (decision no. 
2230, dated 14.11.2017). The Committee has started its work. Committee 
on 22.02.2018 and no. Protocol 300/1, has submitted a Report and List of 
Assets whose value in the accounting books are zero and that the same 
are still in use, these being mainly office equipment and IT equipment. 
In the future, the committee will continue to work on identifying and 
evaluating other asset categories such as water, sewage and other 
networks so that the condition of these Assets is presented in more 
realistic manner in accounting books. 

(see attached - scanned) 

1. minutes of the meeting of BoD at the Annual Shareholder Meeting dated 
13.06.2017, page 2). 

2. Request for asset assessment to the PMU-MED - date 12.02.2018, as well as 

3. Decision on establishment of the Committee, as well as the report of the re-
evaluation commission, carried out by our company.  

 

 


