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The National Audit Office of the Republic of Kosovo is the 

highest institution of economic and financial control which, 

according to the Constitution and domestic laws, enjoys 

functional, financial and operational independence. The 

National Audit Office undertakes regularity and performance 

audits and is accountable to the Assembly of Kosovo.  

Our Mission is through quality audits strengthen 

accountability in public administration for an effective, 

efficient and economic use of national resources.  

We perform audits in line with internationally recognized 

public sector auditing standards and good European practices.  

The reports of the National Audit Office directly promote 

accountability of public institutions as they provide a base for 

holding managers’ of individual budget organizations to 

account. We are thus building confidence in the spending of 

public funds and playing an active role in securing taxpayers’ 

and other stakeholders’ interests in enhancing public 

accountability. 

The Auditor General has decided on the audit opinion on the 

Annual Financial Statements of the Municipality of Suhareka, 

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 Mirlinda 

Beqiri Team Leader and Naim Neziri Member, under the 

management of the Head of Audit Department Luljeta Morina. 

 

 

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

http://zka-rks.org  
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Executive Summary 

Introduction 

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

Statements of Municipality of Suhareka, 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 13/10/2017. 

Our audit focus has been on: 

 

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

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

of Suhareka. The National Audit Office acknowledges the Senior Management and Staff of the 

Municipality for cooperation during the audit process. 

Opinion of the Auditor General 

Qualified Opinion with Emphasis of Matter 

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

exception of misclassification of expenditures for subsequent wages of teachers on the occasion of 

their retirement in the amount €154,679, which, through court decisions, have been executed and 

reported from the capital investments and goods and services. 

Emphasis of Matter 

As Emphasis of Matter, we want to mention the fact that: 

 Expenditures for goods and services in the amount €482,818 were wrongly budgeted and 

executed from the category of capital investments; and 

 Non-capital assets (with value under €1,000) disclosed in statements as well as contingent 

liabilities were not correct and complete. 

For more, see Section 2.1 of this Report. 

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

The Annual Financial 
Statements

Financial Management 
and Control

Prior and earlier year 
Recommendations
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Key Conclusions and Recommendations 

 

 

 

 

 

Management response to audit 2017  

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

to address all given recommendations 

 

  

Financial Statements - The 
Qualification of Opinion and 

Emphasis of Matter reflect 
weaknesses in controls to confirm 

proper classification of 
expenditures, completeness of 

contingent liabilities and 
evaluation of assets.

The Mayor should analyze the reasons for 
the Qualification of Opinion and Emphasis 

of Matter and to ensure that the 2018 
Financial Statements production process 
incorporates a final review of responsible 
management, and the Financial Statement 
declaration only signed after all necessary 

controls have been applied (see sub-
chapter 2.1).

Evident weaknesses were noticed 
in  a number of  important financial 

systems, including revenues, 
expenditures, receivables and non-

financial asset.

The Mayor should apply a detailed 
assessment of areas of concern highlighted 

in this report to identify reasons for the 
appearance of weaknesses and action 

needed to address those (see issues 2 - 11).

The process of implementation of 
recommendations has not been 
addressed as required for the 

organisation's development and 
improvement.

The Mayor should apply a rigorous process 
to ensure that previous year's 

recommendations are actively addressed 
where key issues/progresses are reported 
to Management on a monthly basis. (see 

issue 21).

Governance arrangements related to 
accountability, risk management  

and mangement reporting should be 
improved.

The Mayor should ensure that issues raised 
from the area of General Governance should 

be addressed with an increased 
responsibility and care (see issues 13 - 14).
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1 Audit Scope and Methodology 

Introduction 

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

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

opinions on: 

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

affairs for the audit period; 

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

regulations; 

 The appropriateness of internal controls and internal audit functions; and 

 All matters arising from or relating to the audit. 

Audit work undertaken reflected our audit risk assessment for the Municipality of Suhareka. We 

have analyzed the Municipality’s business to the extent to which management controls can be relied 

upon when determining the overall testing required to provide the necessary level of evidence to 

support the Auditor General’s (AG) opinion. 

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

observations and recommendations in each area of review.  

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

substantive tests and related governance arrangements to the extent considered necessary for the 

effective performance of the audit. Audit findings should not be regarded as representing a 

comprehensive statement of all the weaknesses which exist, or all improvements which could be 

made to the systems and procedures operated. 
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2 Annual Financial Statements and other External 

Reporting Obligations 

Introduction 

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

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

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

AFS are submitted to the Ministry of Finance. 

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

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

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

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

2.1 Audit Opinion 

Qualified Opinion with Emphasis of Matter 

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

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

Disclosures and other accompanying reports. 

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

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

true and fair view in all material aspects, in accordance with International Public Sector Accounting 

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

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

Financial Reporting by Budget Organizations. 

Basis for the opinion 

During 2017, from Ministry of Finance  have been executed payments based on court decisions in 

the amount of €246,923. Out of them €154,679 were payments for subsequent wages for teachers 

who retire. As a result of non-planning of the budget for wages, those have been executed from 

other categories (from capital investments in the amount of €131,038, and from goods and services 

in the amount of €23,641). This has caused overstate/understate of economic categories. 
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Our audit was conducted in accordance with International Standards of Supreme Audit Institutions 

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

Responsibilities for the Audit of the Financial Statements” section of our report. NAO is 

independent of the Municipality in accordance with the ethical requirements that are relevant to 

our audit of the annual financial statements of Budget Organizations in Kosovo and we have 

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

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

Emphasis of Matter 

We draw your attention to the fact that: 

 The inappropriate planning and management of expenditures has caused overstate of 

expenditures in the category of capital investments in the amount €482,818. This relate to 

executed payments during 2017, for nine1 projects that by nature belong to goods and 

services; 

 The total value of non-capital assets under €1,000 was €230,000. The Municipality does not 

use the e-Asset program, for their recording, but those are kept in an Excel register. This 

register does not provide full assurance because of the opportunity for manipulation of data 

and because the depreciation of assets is done on manual way. Furthermore, purchases from 

capital investments in the total amount €32,140, were not recorded in the account register 

and disclosed in AFS; and 

 The Municipality in AFS had disclosed 20 cases as contingent liabilities in the amount 

€157,000. Through municipal lawyer we have confirmed that amounts of contingent 

liabilities disclosed in AFS are not complete, because have not been disclosed as liabilities, 

even in 17 other cases in the amount €121,000. Errors in initial balances of contingent 

liabilities, the Municipality was not in situation to reason them. 

Our opinion is not modified for these matters. 

Key Audit Matters 

The Municipality has presented the situation of accounts receivable of over 4 million euros. Out of 

them €484,000 belong to the category of giving in use the municipal property (land and facility), for 

which the Municipality has not applied sufficient controls or additional activities for their collection. 

                                                      
1 87963 – Maintenance of institutions facilities; 85728 – Vitalization of infrastructure for the functionalization of the project 

– home beds; 85704 – City Maintenance and Cleaning; 44501 – Decoration of the city for the end-year holidays; 40962 – 
Capacity building of youth counseling and action; 85731 – Adjustment of premises for cultural and festive of the 
Municipality; 40958 – Functionalization of the center “Handikos” for Health and other mechanisms for health; 85712 – 
Emergency fund for protection of agricultural crops; and 85695 – Winter maintenance of local roads. 
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In most of the cases, the rent contracts with operators had expired, for which the billing has not 

changed despite movements in the market prices. 

Further on, during 2017 but even in previous year, the Municipality of Suhareka was sued for 

significant amounts of liabilities by the economic operators and by the officials/employees. If the 

lawsuits are decided in favor of the plaintiff, the Municipality is expected to have serious financial 

consequences. The Municipality should give special importance handling of contingent liabilities, 

especially for their recognition and measurement. 

Responsibility of Management and Persons Charged with Governance for AFS 

The Mayor of the Municipality of Suhareka is responsible for the preparation and fair presentation 

of financial statements in accordance with International Public Sector Accounting Standards – 

Financial Reporting under the Modified Cash based Accounting and for such internal control as 

management determines is necessary to enable the preparation of financial statements that are free 

from material misstatement, whether due to fraud or error. This includes the application of Law no. 

03/L-048 on Public Finance Management and Accountability (as amended and supplemented). 

The Mayor of the Municipality is responsible to ensure the oversight the Municipality’s financial 

reporting process. 

Auditor General’s Responsibility for the Audit of the AFS 

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

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

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

are free from material misstatements. 

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

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

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

influence the decisions taken on the basis of these AFS. 

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

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

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

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

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

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

the entity’s internal control. 

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

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

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

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

requirements. We considered: 

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

Organizations; 

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

 Compliance with Financial Rule no. 01/2013; 

 Compliance with Financial Rule no. 02/2013; 

 Other requirements for budget reporting’s, such as monthly and quarterly reports including 

also nine-month statements in time, operational reports (of performance); 

 Procurement Plan and report of public signed contracts; 

 Action Plan on addressing of recommendations; and 

 Requirements of Financial Management and Control procedures. 

In the AFS submitted in January 2018 were presented errors, such as: 

 Article 14, Report of budget execution, the Municipality had presented even the indirect 

revenues from traffic fines and penalties, by overstating the executed revenues; and 

 Article 13, Report on AR, the property tax account was overstated for €46,000. 

However, the Municipality in the AFS submitted in March 2018 has corrected the above-mentioned 

errors. 

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

Officer, after the correction and submission of the last AFS version to the Ministry of Finance, can 

be considered correct, except the presented deficiencies to the qualification of opinion and emphasis 

of matter, which have impacted in the audit opinion. 

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 

For the above-mentioned issues is given the recommendation, as: 

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

causes of the Qualification of Opinion and Emphasis of Matter. Specific 

actions should be taken to address the causes systematically to eliminate 

errors in the classification of non-capital expenditures and to confirm the 

correct evaluation of capital assets and other disclosures. 

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

the 2018 AFS production plan addresses all issues related to compliance. This 

should also include the review of the draft AFS by management, with specific 

focus on high risk areas and/or areas where errors have been identified in 

previous years. The Declaration made by the Chief Administrative Officer 

and Chief Financial Officer should not be signed unless all necessary checks 

have been applied to the draft AFS. 
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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 

The Municipality of Suhareka had spent 93% of the final budget for 2017, that means a good 

execution in the general level, however it still remains challenge the budget execution for capital 

investments. In the context of financial systems, controls over revenues are generally appropriate 

and are being implemented effectively, however additional mechanisms are needed to increase 

controls on the revenues from property tax. Further on, controls over a range of expenditures areas 

require further enhancement, including procurement processes. Controls over wages in general are 

appropriate and are being implemented effectively, although the personnel management has space 

for improvements (recruitment processes). 

3.1 Budget Planning and Execution 

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

economic categories. This is highlighted in the following tables: 

Table 1. Sources of budgetary Funds (in €) 

Description 
Initial 

Budget 
Final 

Budget2 
2017 

Outturn 
2016 

Outturn 
2015 

Outturn 

Sources of Funds 13,783,632 14,599,396 13,606,775  12,773,770 13,587,676 

Government Grant -Budget 11,848,876 11,788,468 11,707,336  11,384,240 11,617,541 

Carried forward from previous 
year3 – 

- 841,814 682,570 221,439 564,518 

Own Source Revenues4 1,934,756 1,934,756 1,183,517 1,164,855 1,389,739 

Internal Donations - 45 - - 465 

External Donations - - - 3,236 15,413 

Financing from Borrowing - 34,313 33,352 - - 

                                                      
2 Final budget – the budget approved by the Assembly subsequently adjusted by the Ministry of Finance. 
3 Own Source Revenues of Municipalities unspent in previous year carried forward into the current year. 
4 Receipts used by the entity for financing its own activities. 
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The final budget in relation to the initial budget for €815,764. This change is as a result of the transfer 

of financing from borrowing and revenues carried forward from the previous year and the reduce 

of the Government grant. 

The Municipality has spent 93% of the final budget in 2017 or €13,606,775, similar as in 2016. 

However, the budget execution remains at an unsatisfactory level and explanations for the current 

position are detailed below. 

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 

13,783,632 14,599,396 13,606,775 12,773,770 13,587,676 

Wages and Salaries 8,027,679 8,014,730 7,921,189  7,940,567 7,759,732 

Goods and Services 1,075,337 1,123,649 1,028,221  965,003 913,344 

Utilities 262,000 271,550    211,604  249,143 209,235 

Subsidies and Transfers 280,999 281,081     278,401  298,137 286,746 

Capital Investments 4,137,617 4,908,385 4,167,361  3,320,920 4,418,619 

Explanations for changes in budget categories are given below: 

 Despite the increase of the Capital Investments budget for €741,024, only 85% of the budget 

was spent. The Public Investment Program includes several ongoing projects from the 

previous year and new ones for the current year; 

 The decrease of the Wages and Salaries budget for €12,949 had happened at the end of the 

year as a result of non-expenditure of funds from this category; 

 The increase of the Goods and Services budget for €48,312 is a result of revenues carried 

forward from previous year and financing from borrowing; and 

 The Utilities budget was increased for €9,550. The increase of the budget was as a result of 

revenues carried forward from previous year. 
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Issue  2 – Low budget execution for capital investments 

Finding  The budget execution reached the degree of 93%, meantime it remains 

challenge the unsatisfactory budget execution for capital investment in 85%, 

by making that some of determined objectives to not be achieved, and as such 

they charge the budget funds of the next year. If we decrease the expenditures 

through court decisions from this category (see the audit opinion) it results 

that the level of capital investments execution is even lower. This has 

happened because the management had not performed analysis on a regular 

monthly basis over the budgetary performances against the intended 

projects. 

Risk The low budget execution to the capital investments will result with 

inefficiency use of funds available. Inadequate budget planning and its low 

execution will result with less projects/supports for citizens or to risks the 

full achievement of the intended objectives by the Municipality. 

Recommendation 2 The Mayor should undertake a systematic evaluation of reasons for the low 

level of budget execution to the capital investment in 2017, as well as to 

determine practical options for the improvement of its execution for 2018. 

There where initial budget planning is incorrect, this should be completely 

reflected in the final budget position. 

3.2 Revenues 

Revenues generated by Municipality of Suhareka in 2017 were in the amount €1,532,604, the 

execution of revenues reaches the rate 79% of the final budget, that compared to previous year has 

a decrease for 14%. Those relate to revenues from property tax, revenues from construction permits, 

administrative fees, revenues from business activities, revenues from rent etc. 

Table 3. Own Source Revenues (in €) 

Description 
Initial 

Budget 
Final 

Budget  
2017  

Receipts 
2016 

Receipts 
2015 

Receipts 

Own source revenues 1,934,756 1,934,756 1,532,604 1,786,172  1,815,740  

Total 1,934,756 1,934,756 1,532,604 1,786,172  1,815,740  

Except the presented revenues in table, the Municipality had also indirect revenues in the amount 

€186,607 (€99,410 are from court penalties, and €87,197 from police fines). Own source revenues of 

this year of €1,183,517 have been spent for the Municipality’s needs, while the remaining part of the 

collected revenues in the amount €349,087 have been transferred as surplus to be spent in 2018. 
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Issue  3 – Deficiencies in verifying tax properties 

Finding  Based on AI 03/2011, article 13, the municipal office of property tax is obliged 

to perform the verification of 1/3 of recorded properties. Based on the annual 

plan, the Municipality during 2017 has delivered 14,309 invoices. The 

Municipality has not provided evidences regarding with surveys, 

respectively the executed verifications. The same recommendations have 

been given even in the last year, but also despite the commitment by the 

Municipality, this recommendation has remained unimplemented. 

Risk Failure to provide all required documents for audit is not in accordance with 

the legislation and disables the provision of a correct conclusion of the 

situation. Failure to verify the properties negatively impacts in the evaluation 

and real billing of the property tax, and can result even with understate of 

revenues from this category. 

Recommendation 3 The Mayor should confirm that the properties verification process is being 

applied based on rules, to reflect the real situation of the taxed properties. The 

update of data for the taxable properties through the verification of 1/3 of 

properties, results with correct municipal revenues as well as better budget 

performance. 

Issue  4 – Irregularity in the management of revenues from property tax 

Finding  The Municipality had not managed to ensure sufficient controls in the 

management of revenues from property tax. We identified the irregularities, 

such as: 

 The tax properties were not evaluated according the tax zones 

determined in the rule, such as: a) seven properties in the cadastral 

zone “Upper Krushice”, for the calculation of the tax is taken for base 

the fifth zone, while with regulation it belongs to the fourth zone; b) 

for eight properties in the cadastral zone “Budakove” the property 

should have been evaluated as the fourth zone, while the tax has been 

calculates as the fifth zone; c) for eight properties to the cadastral zone 

“Semitisht” have been evaluated according to the fourth tax zone, 

although they belong to the third zone; d) to one property in the 

cadastral zone “Leshan” the tax has been evaluated according to the 

second zone, while according to the regulation they belong to the 

third zone; as well as d) two properties, one in “Greikoc” and one in 

“Peqan” the tax was calculated by taking for base a more distant tax 

zone, and not as foreseen in regulation; 
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 In 20 cases, the Municipality has acted in accordance with the article 

9 of the Law on Immovable Property Tax. The same taxpayers, it have 

been recognized  two or more properties as main housing by 

benefiting of €10,000 deduction; and 

 In 33 cases, in the database for property tax, the taxpayers have been 

identifies with more than one identification number, because of the 

recording of two or more properties. This has made it difficult to 

confirm the €10,000 deduction for main housing, and has fictitiously 

the number of taxpayers in system. 

Risk The identified deficiencies impact in incorrect evaluation of the 

Municipality’s revenues and the lowest execution of projects that is expected 

to be financed from the municipal revenues. 

Recommendation 4 The Mayor should review the functioning of controls in this area, by ensuring 

that revenues from property tax are evaluated and managed based on 

respective regulations. 

Issue  5 – Errors in calculation of the fee for businesses 

Finding  The Municipality of Suhareka based on the regulation for Taxes and Fees, 

applies fees in businesses activities that operate in the territory of this 

Municipality. At one case, the Municipality has wrongly applied the fee in 

activities, by taking for base the owner address (rural zone) and not the 

address where the business operates in the center of the Suhareka “Craft 

Center-2”. As a result, the fee understate for one year was €199. 

Risk The identified deficiencies impact in the understate of Municipality’s 

revenues, unequal treatment of businesses and non-execution of projects that 

are expected to be financed from these revenues. 

Recommendation 5 The Mayor of the Municipality should ensure the placement of the control 

system in this area, by ensuring that the revenues are evaluated according to 

the respective regulations. 

3.3 Wages and Salaries 

Wages and Salaries are paid through a centralized system of payments managed by the Ministry of 

Public Administration and the Ministry of Finance. During 2017 have been spent €7,921,189 for 

Wages and Salaries, with an execution of 99% of what was planned to be executed. 

Recommendations 

We have no recommendations in this area. 
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3.4 Personnel Management 

The Human Resources constitute one of the most important instruments in the process of 

administration and direction of one budget organization, as such and the recruitment process, their 

administration or direction, should be built on a carefully drafted strategy. 

 

Issue  6 – Weaknesses in the recruitment process for the health staff 

Finding  The Municipality had not respected the legal requirements determined for 

the management of recruitment procedures: 

 Article 5, paragraph 2, of AI no. 14/2011 amended and supplemented 

with AI 05/2014 on Regulation of Procedures for the Establishment of 

Work Relationship in Public Sector, requires that for the initiating of 

procedures should be at least three applications that fulfill the terms 

according to the competition. In the announced competition for the 

position “Medicinal Nurse in RTG of CFMC” were only two 

candidates; and 

 It was not respected the complaints deadline of 15 days, request this 

of the article 6.6 of the same AI (contracts were signed after one week 

from the final report of the recommendation from the recruiting 

committee). 

Avoidance of regular recruitment procedures was as a result of the officials’ 

negligence. 

Risk Failure to respect the deadlines and requirements that derive from the 

respective regulations regarding the sufficient number of candidates, results 

with deficient competition when recruiting the new employees and irregular 

treating of competitors. 

Recommendation 6 The Mayor should review the causes for the weaknesses in the management 

of recruitment procedures, and to ensure that proper controls have been 

designed, in order that recruitments to be made through a transparent, 

competitive process and in compliance with legal requirements. 
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3.5 Goods and Services and Utilities 

The final budget for Goods and Services (including Utilities) in 2017 is €1,395,200. Out of them 

€1,239,825 or €89 of the budget were spent. Those relate to supplies with wood that participate with 

13% in the total expenditure, then electricity expenditures with 8%, supplies for office 8% and other 

smaller items. 

According to the annual report of contracts, have been signed 52 contracts for supplies and services 

in the amount of €1,075,112. Have been developed also 29 procedures with minimum values in the 

amount of €22,546. 

 

Issue  7 – Improper allocation of duties 

Finding  To the procurement procedure “Supply with wood and pellet – Lot 2” the 

contract manager has been appointed the same official that was also member 

of the tender evaluation committee. In this case, the Municipality has not 

applied the proper allocation of duties in order to avoid the conflict, based on 

the article 62.3, point 7, of the Regulations and Operational Guideline of the 

Public Procurement, respectively article 81 of the procurement law. This has 

happened because of non-application of effective controls. 

Risk Failure to implement the regulations and guidelines of the public 

procurement increases the risk of violating the principle of proper allocation 

of duties to avoid any possible conflict. 

Recommendation 7 The Mayor should ensure that all procedures and regulations of the public 

procurement are applied and controls are functional regarding the fair 

allocation of duties during the procurement process. 

3.6 Subsidies and Transfers 

For 2017, The budget for Subsidies and Transfers was €281,081 and until the end of the 2017 the 

Municipality had spent €278,401 or 99% of the budget. 

Recommendations 

We have no recommendations in this area. 
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3.7 Capital Investments 

The final budget for Capital Investments in 2017 was €4,908,385. Out of them €4,167361 or 85% of 

the budget were spent. Those relate to construction of local roads that participate with 39% in the 

total of expenditures, after the following investments with 13%, investment maintenance 6% and 

other items. 

 

Issue  8 – Failure to meet the requirements of the tender dossier (professional criterion) 

Finding  The Municipality to the procurement procedure “Repairing and maintenance 

of local roads”, had placed the professional criterion for securing a 

construction engineer based in the contract notification, while the wining EO 

has brought only a construction bachelor. The avoidance on fulfilling this 

criterion, it was the cause of the non-application of effective controls by the 

Municipality. 

Risk Failure to respect the placed criteria in the tender dossier can result with 

unequal treatment and evaluation of the bidders. 

Recommendation 8 The Mayor should ensure that in the procurement area are being 

implemented controls that have as aim the fulfillment and professional 

evaluation of placed criteria, with aim of achievement of objectives for the 

proper execution of contracts. 

3.8 Common Issues on Goods and Services and Capital Investments 

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

   

Issue  9 – Insufficient validation of the execution security 

Finding  For three contracts, the execution security did not cover the 30 days period 

from its completion. This has been identified to the contract “Supply with 

wood and pellet – Lot 2”; “Repairing and maintenance of local roads” and 

“Construction of tourism center in village Mushtisht – Amphitheater”. 

According to the article 30.6, of ROGPP5, that the execution security will 

remain valid for a period of 30 days after the completion of the contract. 

                                                      
5 Regulations and Operational Guidelines of the Public Procurement. 
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Risk The identified deficiencies result with non-application of regulations and lack 

of guarantee or security for the received works. In cases of the works/goods 

damage in lack of the guarantee, the Municipality can be faced with 

additional expenditures. 

Recommendation 9 The Mayor should place adequate controls and appropriate monitoring to 

ensure that all legal requirements during the procurement are being 

implemented and that the Municipality applies guarantee to ensure that the 

execution of works, goods or services is made in accordance with agreements. 

3.9 Capital and Non-Capital Assets 

The Municipality in 2017 AFS has disclosed capital assets (over €1,000) in the amount of €282,463,238 

(based on Freebalance) while the capital assets (under €1,000) in the amount of €230,179 (based on 

the internal register – Excel). 

 

Issue  10 – Inappropriate asset management 

Finding  The Municipality had not performed the inventory of non-financial assets for 

2017 based on the Regulation for Management of non-Capital Assets – no. 

02/2013. The lack of an inventory and evaluation process of the municipal 

assets, non-financial (with value over and under €1,000) before the 

preparation of AFS, do not provide assurance that assets that the 

Municipality has are being properly managed and disclosures in AFS provide 

fair and true information for the reader. 

Risk Ineffective controls and the lack of an inventory process result with incorrect 

recognition and evaluation of assets that the Municipality has. 

Recommendation 10 The Mayor should give priority the completion of a comprehensive 

inventory, in order to strengthen controls over the verification of accuracy 

and quality or the factual situation of the asset. Further on, the identified 

changes that are determined after the inventory should be reflected in the 

assets registers. 
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3.10 Receivables 

The Municipality of Suhareka in 2017 AFS has disclosed accounts receivable in the amount 

€4,047,000, in which the most participation have revenues from property tax with 60%, business 

activities fees 27% and the remaining part of revenues from the giving of immovable municipal 

property with rent. 

 

Issue  11 – Use of municipal property with expired contracts 

Finding  In five cases the contracts for giving of the municipal property in use/with 

rent had expired. The Municipality has not provided other evidences to 

ensure that with what base the persons/users of the property continue to use 

the municipal property. Further on, uncollected debts from this category have 

an increase tendency, only for three cases the total amount of the debt is 

€8,486. This was because there was no formal monitoring for the observation 

of outstanding liabilities and timeframes for payment. 

Risk The expiration of contracts result with irregularities in collecting and 

management of revenues, and the Municipality can lose the right of regular 

collection of revenues or collection of receivables in lack of a valid contract. 

Recommendation 11 The Mayor should ensure that all options including legal remedies are 

actively considered in order to ensure that the giving in use of the property is 

covered with contract being based on the applicable rules and laws. Further 

on, for all the municipal properties given in use, the Municipality should 

receive the agreed payment/rent based on valid contract or agreements. 

3.11 Outstanding Liabilities 

The statement of liabilities not paid to suppliers at the end of 2017 was €63,355. These liabilities are 

carried forward to be paid in 2018. The outstanding liabilities have been decreased for 38% 

compared to the same period of the previous year. 

Recommendations 

We have no recommendations in this area. 
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4 Progress in implementing recommendations 

Our Audit Report on the 2016 AFS of the Municipality of Suhareka has resulted in 11 

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

recommendations will be implemented. 

Until the end of our 2017 audit, only one recommendation has been implemented, two were in 

process and eight have not been addressed yet. 

Our Audit Report on the 2015 AFS has resulted with 14 recommendations. Out of these, in 2017 

been carried forward 10 recommendations to be implemented, out of which four recommendations 

are in process of implementation and six recommendations have not been implemented yet. For a 

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

 

Issue  12 – Low level of Implementing the recommendations from previous and earlier year 

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

monitoring of how Auditor General’s recommendations have been 

implemented, only a small part of previous year’s recommendations and 

those previously carried forward have been implemented. This shows a lack 

of concentration of responsible persons in application of specific measures 

regarding the addressing of these recommendations that come as a result of 

identified weaknesses in the Municipality. 

Risk Failure to fully implement the recommendations increases the risk of 

continuous presence of the same deficiencies and can result in continuous 

ineffectiveness of controls, difficulty in the management of challenges in the 

fulfillment of objectives or even in financial losses. 

Recommendation 12 The Mayor should ensure that the implementation of the action plan is 

continuously monitored and reported on a regular monthly or quarterly basis 

in relation with the progress achieved in this direction. The recommendations 

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

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

presented barriers during the implementation. 
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5 Good Governance 

Introduction 

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

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

governance with public assets. 

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

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

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

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

Ministry of Finance. 

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

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

Overall Governance Conclusion 

There is a number of governance weaknesses within the Municipality of Suhareka particularly 

related to accountability, risk management and the quality of management reporting. An effective 

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

in place. 

All Municipalities are obliged to prepare and submit strategic plans at organization level, such as: 

Urban Plans, Spatial Plans, Emergency Operations Plans, Anti-Corruption Strategic Plans, Regional 

Development Strategy etc. The Municipality of Suhareka has in place only Urban and Spatial Plans 

and the Emergency Reaction Plan, while other obligations, the Municipality aims to complete in the 

future. 

In general has put in place sound controls compared to its statutory obligations. The Financial 

Management and Control has proven a good review process and assurance in the implementation 

of the legislation and other control processes. 
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5.1 Internal Audit System 

The Internal Audit Unit (IAU) operates with one member of staff – the Director of IAU. To perform 

an effective audit requires a comprehensive work program that reflects financial and other risks of 

the audited entity and provides sufficient assurance over the effectiveness of internal control. The 

impact of Internal Audit outputs should be judged by the importance that management places on 

addressing recommendations and the support and challenge provided by an effective Audit 

Committee. 

From total 94 given recommendations, in seven audit reports from IAU, 63 have been implemented, 

23 are in process of implementation and eight have remained unimplemented. The Management 

has implemented the most part of recommendations, and has sufficiently benefited from the internal 

audit services. However, it should be engaged even further to implemented also the remained 

recommendations. 

 

Issue  13 – Incomplete function of the Audit Committee 

Finding  According to the article 7, of AI no. 11/2010 on Establishing and Operating 

of the Audit Committee in the Public Sector, the Audit Committee (AC) 

should prepare annual report for the Senior Management, when among 

others are discussed the internal control, the internal auditor independence, 

and the IAU effectiveness. AC had not submitted the annual report for the 

Management. Furthermore, from the minutes of the AC meetings, we have 

not gained assurance that all IAU reports6 have been discussed. 

Risk The lack of reports for the Management, decreases the credibility over the 

effectiveness of the IAU functioning and the Committee itself. 

Recommendation 13 The Mayor should ensure that the AC holds regular meetings and in the 

minutes of the meetings gives clear conclusions for the Management 

regarding the internal audit issues. 

  

                                                      
6 “Management of the processes of property tax and activity fees”; “Management of the expenditures in the Municipal 

Administration”; “Review of procedures related to identification, registration, classification, reconciliation and maintenance of 
municipal property in property books” and “Management of the procurement processes of medium, large and small value” 
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5.2 Management Reporting, Accountability and Risk Management 

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

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

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

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

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

threatening the Organization. 

 

Issue  14 – Weaknesses in management controls and risk management 

Finding  As a result of poor management controls, substantial amounts from the 

capital investment budget have not been spent. The problems in the 

management of revenues but even the misclassifications were not timely and 

property handled by the Management. As a result of this, some of the projects 

have not even started, while some contracts are subject to judicial 

proceedings. 

The Organization also has no written policies and procedures for managing 

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

register drafted according to FMC requirements, there is no risk management 

strategy, nor any report on their management has been prepared. 

Risk Poor accountability requirements and poor quality financial reporting reduce 

the effectiveness of financial management. This results in weaknesses within 

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

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

increases the risk of improper spending. Consequently, this may also result 

in providing poor quality services. 

Recommendation 14 The Mayor should ensure that a review has been carried through to 

determine the form of financial and operational reporting to Senior 

Management. Budgetary performances, including revenues and 

expenditures, and procurement plan should be subject to regular reporting 

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

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

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

 

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

Albanian version shall prevail. 
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Annex I: Explanation of the different types of opinion 

applied by NAO 

(extract from ISSAI 200) 

Form of opinion 

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

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

framework. 

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

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

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

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

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

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

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

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

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

Modifications to the opinion in the auditor’s report 

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

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

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

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

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

opinion. 
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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 emphasized and indicate where the relevant 

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

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

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

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

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

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

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

the opinion and any Emphasis of Matter paragraph. 
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Annex II: Progress in implementing recommendations of previous two years 

Audit Component Recommendations carried forward from 2015 Implemented 
during 2017 

Under implementation 
during 2017 

Not 
implemented 

2.3 
Implementation of 
previous year 
recommendations  

The Mayor should systematically monitor the 
implementation of the Action Plan and identify why it has 
not been implemented. A revised action plan should clearly 
set out a timetable for the implementation of AG’s 
recommendations with accountable staff members identified 
and with initial focus on those of greatest significance. 

 The Municipality has drafted 
an action for the 
implementation of 
recommendations, but their 
implementation level was 
low. 

 

2.4 Self-
Assessment 
Checklist 

The Mayor should ensure that a review of the processes for 
completing the self-assessment checklist and proactively 
addressing areas of weaknesses is implemented. A 
facilitating role on increase of quality and confirmation of 
assertions in the self-assessment questionnaire can be 
provided by the internal audit through final review. 

 The review of self-assessment 
checklist has been done, but 
the comprehensive strategy 
and the risks list have not 
been drafted. 

 

2.5.1 Risk 
assessment 

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

  No measures 
taken. 

2.6 Internal Audit 
System 

In order to gain maximum benefit from the Internal Audit 
services, the Mayor should consider the need to adapt 
internal audit plans to the requirements for internal audit 
activities focusing on current year activities and that action 
plans are drafted by all audited units, so that 
recommendations given are implemented. In addition, a 
more active role is required by the Audit Committee. 

 IAU has performed audits for 
the current year and has 
drafted the action plan, while 
the Audit Committee has not 
been active in addressing 
issues to Management. 
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3.5 Non-
Procurement 
Expenditure 

The Mayor has to ensure that are reviewed agreements 
between the municipality and NGOs, and that subsidies are 
given in line with municipality’s Regulation on subsidies, 
and that any deviation from this Regulation will be analyzed 
and mistakes corrected. Municipality’s regulations should 
be clear and define the criteria and allowed amount of 
scholarships. 

Yes.   

3.5.2 Subsidies 
and Transfers 

The Mayor should establish clear criteria regarding approval 
of subsidies, and ensure that upon awarding subsidies to 
request preparation of narrative reports, attached with 
evidence and invoices on the reasonability of expenditures, 
and to follow up activities for which the subsidies were 
given. 

Yes.   

3.6 Revenues The Mayor should ensure that enhanced internal controls 
over collection, reconciliation and reporting of own source 
revenues are put in place. In addition, the Property Tax 
Office should use all resources to verify properties in line 
with regulations and Administrative Instructions. Debts 
should be forgiven based on the applicable laws and 
Regulation-based decisions. 

 The Municipality has not 
managed to implement the 
part of recommendation for 
debt forgiveness, but still has 
not managed to verify the 1/3 
of properties. 

 

3.7.2 Handling of 
Accounts 
Receivable 

The Mayor has to undertake immediate measures so that 
with financial officials responsible are reviewed reasons why 
these Accounts were not presented in the AFS. The 
systematic monitoring process of balances, measures and 
policies for increase of collections, should also be part of the 
regular management reviews. In our following audit we will 
pay special attention to the measures taken by the 
management to address this problem and will issue the right 
conclusions. 

 Partially, as the Municipality 
faces with the high value of 
accounts receivable. This year 
also showed deficiencies in 
collecting of revenues for 
rent. 
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3.7.3 Handling of 
Accounts Payable 

The Mayor should ensure that all invoices are paid on time 
according to contracts, and that outstanding liabilities are 
accurately presented in financial reports of the municipality. 
The Mayor has to review the management system of 
outstanding liabilities in order to avoid direct execution of 
payments by the MoF and courts. 

Yes.   

Audit Component Recommendations given in 2016 Implemented In process of implementation Not 
implemented 

1. Financial 
Statements 

The Mayor should ensure that effective processes are in place 
to confirm that the 2017 AFS production plan formally 
addresses all issues raised in the report. This should also 
include Management review of the draft AFS with specific 
focus where errors in classification of expenditures and 
assets have been identified. 

 Despite improvements, even 
further the Municipality faces 
with weaknesses which have 
been presented to the audit 
opinion. 

 

2. Previous year 
Recommendations 

The Mayor should put in place and implement concrete 
accountability mechanisms against all persons in charge of 
implementing the recommendations. When receiving this 
report, we suggest to prepare an updated action plan to 
implement the recommendations of this year and prior years 
recommendations, clearly defining the timelines, actions and 
persons responsible for the implementation of this plan. A 
monitoring process should also be implemented. 

  No measures 
taken. 

3. Self-Assessment 
Checklist of FMC 
components 

The Mayor should ensure that a list of risks and a strategic 
development plan are in place. Strategy monitoring needs to 
be done on a continuous basis to ensure that strategic 
objectives are being achieved. The internal audit unit should 
be included in the review process to confirm the accuracy of 
the checklist. 

  No measures 
taken. 
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4. Strategic 
Documents 

The Mayor should ensure that a comprehensive strategic 
plan for the municipality is developed including the cost of 
the strategy, setting long-term objectives, and serving as a 
guidance platform for drafting annual plans. He should draft 
an action plan for monitoring the achievement of objectives, 
setting effective oversight functions. 

  No measures 
taken. 

5. Implementation 
of IAU 
recommendations 

The Mayor should ensure drafting and implementation of 
action plans by sectors and responding to the findings and 
recommendations given by the internal audit, and monitor 
them on a monthly basis. The audit committee in the minutes 
of the meetings should draw clear management conclusions 
on internal audit issues. 

 Has started the application of 
action plans for the 
implementation of 
recommendations, but the 
Committee has not managed 
to consider all IAU reports. 

 

6. Low spending 
of Own Source 
Revenues 

The Mayor should ensure that when budget is planned, a 
comprehensive assessment of potential resources is made 
and a set of practical options for improving the execution of 
the capital investment budget for 2017. A systematic 
monitoring of budget trends would increase opportunities 
for a more effective performance. 

Yes.   

7. Property tax The Mayor should provide a review of existing systems to 
confirm whether revenue collection mechanisms are 
adequate and may function effectively. Verification of 
municipal property should be done as foreseen by law 

  No measures 
taken. 

8. Poor controls 
over municipal 
rents 

The Mayor should ensure that rent contracts are revised and 
a plan of measures is set up in order to set additional 
timeframes for making payments and responsibilities for 
implementing the proposed measures in order to collect the 
outstanding debts and to collect current debts on regular 
basis. Otherwise, the use of public property should not be 
allowed. 

  No measures 
taken. 
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9. Evaluation of 
teachers 

A systematic review of personnel files in Education should 
be undertaken to ensure that all necessary documentation is 
included in the file. The appraisal of employees should be 
completed every school year, and all teachers who meet the 
legal requirements are provided with a permanent contract. 

  No measures 
taken. 

10. Management 
of assets 

The Mayor should ensure that E-assets system is operational 
and enforce the requirement that all assets under €1,000 are 
recorded in this system. If the system for technical reasons 
cannot be used, data on assets and stocks should be 
evidenced and updated in another software, not excluding 
the Excel spreadsheets. 

  No measures 
taken. 

11. Handling of 
receivables 

The Mayor should consider setting up a special working 
group to review debt collection. The municipality should 
make an analysis in order to identify the causes of the 
failure to pay off debts, adopt a strategy with concrete 
measures and utilize all available means, including legal 
actions. 

  No measures 
taken. 
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Annex III: Letter of confirmation 

 

 


