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1 Audit Opinion

We have completed the audit of the financial statements of Kosovo Energy Corporation
JS.C. for the year ended on 31 December 2025, in accordance with the Law on the
National Audit Office of the Republic of Kosovo and International Standards of Supreme
Audit Institutions (ISSAls). The audit was mainly conducted to enable us to express an
opinion on the financial statements and conclusion on compliance with authorities?.

Qualified opinion on annual financial statements

We have audited the annual financial statements of the Kosovo Energy Corporation J.S.C
(hereinafter KEK), which comprise the statement of financial position for 2025, statement
of comprehensive income, statement of cash flow, statement of changes in equity,
explanatory notes to financial statements, including a summary of significant accounting
policies and other reports, for the year ended as of 31 December 2025.

In our opinion, except for the matters described in the Basis for Qualified Opinion
section of our report, the attached Annual Financial Statements for the year ended as
of 31 December 2025, give a true and fair view in all material aspects of the financial
position of the Kosovo Energy Corporation JS.C. as of 31 December 2025, performancés
its financial performance and its cash flows for the year 2025, in accordance with
International Financial Reporting Standards (IFRSs).

Basis for Qualified Opinion
Matters that led to qualified opinion are the following:

Bl The enterprise has not managed to finalise the update of the real estate register,
despite the actions taken during 2025. The register continues to include properties
that are not owned by the enterprise, including five properties transferred to
Infrakos worth €7,867,541, 11 parcels identified to be written off worth €866,223,
and the “Mali i pyllézuar” property in Podujeva worth €5,000,000. In addition, the
property in Prishtina has not been updated according to the ownership certificate,
while the one in Vasileva was only partially registered. Inadequacies in the property
register have also been identified, including incomplete descriptions and parcels not
transferred as a result of expropriation processes.

B2 During 2023, management carried out a revaluation only for the land category,
while other asset categories were maintained under the historical cost model
However, the asset register includes 472 assets with a net book value of
€7,744,723 that are not in compliance with this valuation model. The register
contains 5,376 assets recorded at historical cost, revalued amounts, and a net
book value of zero, including buildings, roads, railways, networks, transmission lines,
equipment, and machinery.

I Compliance with authorities - compliance with all the public sector laws, rules, regulations, and relevant
standards and good practices
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B3 The Enterprise had not fully accounted for the results of the asset inventory
commission and had not completed the reconciliation of inventory findings with the
accounting records, which includes a discrepancy in assets amounting to €135,501.

For more details, see sub-chapter 2.1 Issues with impact on the audit opinion

We conducted our audit in accordance with International Standards of Supreme Audit
Institutions (ISSAls). 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 from the auditee in accordance with INTOSAI-P 10, ISSAI
130, NAO Code of Ethics, and other requirements relevant to our audit of the budget
organisations’ AFS. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Compliance Conclusion

We have also audited whether the processes and underlying transactions are in
compliance with the established audit criteria arising from the legislation applicable for
the auditee as regards making use of financial resources.

In our opinion, except for the effects of the matters described in the Basis for
Conclusion section of our report, the transactions carried out at the Kosovo Energy
Corporation J.S.C. have been, in all material respects, in compliance with the established
audit criteria arising from the legislation applicable for the auditee as regards making
use of financial resources.

Basis for conclusion
Matters that led to qualified conclusion are the following:

Al During 2025, the enterprise signed supply contracts with commercial customers, of
which 32 did not meet the requirement for a bank guarantee or prepayment,
according to the contractual terms for credit risk management.

A2 The Enterprise, upon receipt of the report from KOSTT regarding energy surpluses,
was unable to document the decision-making process concerning the allocation of
quantities to be traded through the ALPEX exchange and/or other exchanges and
auctions, in accordance with internal procedures.

A3 The process of trading energy surpluses is based on internal procedures and is
carried out through exchanges and auctions. However, insufficient internal
monitoring and control mechanisms are in place. In particular, auctions are
conducted through an email-based system using Microsoft Exchange Server 2010,
which is no longer supported, does not receive security updates, and does not
provide audit trails, thereby preventing reliable verification of activities.

B4 During 2025, the enterprise concluded six contracts using the negotiated procedure:
three for hydrochloric acid (€240,030) and three for crude oil (€1,404,465). These

contracts were awarded due to the inability to complete open procedures as a
result of complaints and deficiencies in tender procedures, including errors in
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A5
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specifications and discriminatory criteria.

The enterprise failed to properly apply procurement criteria in three tender dossiers
in accordance with the requirements of the LPP, as the requirements related to
technical and/or professional capacity did not specify the values of previously
executed contracts.

In 12 cases of industrial gas supply, the enterprise was unable to demonstrate that
the contract manager had approved compliance of the supplies with contractual
terms and had not been part of the acceptance committee. Furthermore,
procurement files lack evidence confirming that the delivered goods were supplied
by the declared manufacturer and certified according to ISO standards, as required
in the tender dossier.

For more details, see sub-chapter 2.2 Issues with impact on the compliance conclusion

We conducted our audit in accordance with International Standards of Supreme Audit
Institutions (ISSAls). 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 from the auditee in accordance with INTOSAI-P 10, ISSAI
130, NAO Code of Ethics, and other requirements relevant to our audit of the budget
organisations’ AFS.  We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our conclusion.
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Information Other than the Financial Statements and Auditor’s Report Thereon

Management is responsible for the other information. The other information comprises
the information included in the management report and the corporate governance
statement but does not include the financial statements and our auditor's report
thereon.

Our opinion on the financial statements does not cover the other information and we
do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the
other information and, in doing so, consider whether the other information is materially
inconsistent with the financial statements, or our knowledge obtained in the audit or
otherwise appears to be materially misstated.

We have considered whether the information included in the management report is in
compliance with the information included in the financial statements and the corporate
governance statement, including the disclosures required in articles 7 and 10 of the Law
n0.06/L-032 on Accounting, Financial Reporting and Auditing.

If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that fact. As described
in the Basis for Qualified Opinion section:

1 Failure to update the asset register with changes occurring over the years in
respect of immovable properties.

2 Poor presentation of long-term assets, including inconsistent accounting of the
entity’s assets.

3 The Enterprise has not fully accounted for the differences identified during the
physical inventory process and has not reconciled the inventory results with the
accounting records.

Responsibilities of Management and Those Charged with Governance for the Annual
Financial Statements

The Management is responsible for the preparation and fair presentation of the financial
statements in accordance with International Financial Reporting Standards (IFRSs). The
Management is also responsible for establishing internal controls that management
determines are necessary to enable the preparation of financial statements that are free
from material misstatements whether due to fraud or error. This includes also the
application of Law no. 03 / L-048 on Public Financial Management and Accountability
(as amended), Law no. 04 / L-087 on Publicly Owned Enterprises (as amended), and
Law 06 / L-032 on Accounting, Financial Reporting and Auditing.

The Board of Directors is responsible to ensure the oversight of the Kosovo Energy
Corporation J.S.C’s financial reporting process.
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Management’s Responsibility for Compliance

The Kosovo Energy Corporation J.S.C's Management is also responsible for the use of
the Kosovo Energy Corporation JS.Cs financial resources in compliance with the Law on
Public Owned Enterprises and all other applicable laws, rules and regulations.2

Auditor General’s Responsibility for the audit of AFS

Our objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor’'s report that includes our opinion. Reasonable assurance
is a high level of assurance but is not a guarantee that an audit conducted in
accordance with ISSAls will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

Our objective is also to express an audit opinion on compliance of respective Kosovo
Energy Corporation J.S.C’s authorities with the established audit criteria arising from the
legislation applicable for the auditee as regards making use of financial resources. As
part of an audit in accordance with the Law on NAO and ISSAls, we exercise
professional judgment and maintain professional scepticism throughout the audit. We
also:

o Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide
a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

e |dentify and assess the risks of non-compliance with authorities, whether due to
fraud or error, design and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate to provide a basis for
our opinion on compliance with authorities. The risk of not detecting an incidence
of non-compliance with authorities resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to
design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Kosovo Energy
Corporation J.S.Cs internal control.

e Assess the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a
material uncertainty exists related to events or conditions that may cast

2 Collectively referred to as compliance with authorities
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significant doubt on the CERN’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in
our auditor’s report to the related disclosures in the financial statements or, if
such disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditor’s report.
However, future events or conditions may cause the Organisation to cease to
continue as a going concern.

e Assess the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements give a true and
fair view of the underlying transactions and events.

We communicate with management and those charged with governance regarding,
among other matters, the planned scope and timing of the audit and significant audit
findings, including any significant shortcomings in internal control that we identify during
our audit.

From the matters communicated with management, we determine those matters that
were of most significance in the audit of the financial statements of the current period
and are therefore the key audit matters. The audit report is published on the NAO’s
website, except for information classified as sensitive or other legal or administrative
prohibitions in accordance with applicable legislation.
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2 Findings and recommendations

During the audit, we identified areas for potential improvement, including internal control,
which are presented below for your consideration in the form of findings and
recommendations.

Findings that affected the opinion on the financial statements are: failure to update the
asset register with changes occurring over the years in respect of immovable properties;
poor presentation of long-term assets, including inconsistent accounting of the entity’s
assets; and deficiencies in the accounting, reporting and presentation of the results of
the annual physical inventory.

Findings that affected the compliance conclusion are: failure to apply bank guarantees
for a portion of commercial customers; lack of documentation for the evaluation and
allocation of energy surpluses for trading on the exchange/through auctions; use of
negotiated procedures without publication due to weaknesses in regular procurement
procedures; criteria not established in compliance with the Law on Public Procurement;
and deficiencies in the receipt of supplies and related documentation processes.

These findings and recommendations are intended to make the necessary corrections to
the financial information presented in the financial statements, including disclosures in
the form of explanatory notes, and to improve internal controls over financial reporting
and compliance with authorities regarding the management of public sector resources.

We will follow up these recommendations during next year's audit.

This report resulted in 12 recommendations, of which six are new and six are repeated.

For the status of the previous year's recommendations and the level of their
implementation, see Chapter 4.
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2.1 Issues with impact on the audit opinion

Issue B1 - Failure to update the asset register with changes occurring over the years in
respect of immovable properties

Finding

According to IAS 16, Land, buildings, machinery and equipment are
classified as tangible assets (property, plant and equipment (PPE))
held for use in the production or supply of goods and services, for
rental to third parties, or for administrative purposes, and are
expected to be used for more than one reporting period.
Furthermore, pursuant to paragraph 112 of IAS 1, an entity shall
disclose in the notes any additional information that is not
presented directly in the financial statements but is relevant to
users’ understanding of the financial statements and their purpose.

During 2025, the Company's management undertook actions aimed
at updating the fixed asset register and ensuring that it reflected the
actual status and balance sheet of immovable properties. However,
the update process was not completed in full, as detailed below:

e According to the property ownership certificate, the Enterprise
owns 1.72 hectares of land (159 Ares recorded) located in
central Prishtina, as well as a commercial premises of 140
m2. During the vyear, the Enterprise requested historical
ownership records from the institutions of the Republic of
Kosovo relating to the land. However, by the balance
reconciliation date, it had not updated the asset register to
reconcile this property with the ownership documentation. In
addition, the commercial premises remains subject to legal
proceedings due to partial unlawful occupation of the
property;

e The asset register includes five land assets with a carrying
value of €7,867,541 that are not owned by the Enterprise.
According to a Government of Kosovo decision issued in
2010, these assets were transferred to the public enterprise
Infrakos J.S.C. through an Asset Transfer Agreement between
the Ministry of Economic Development and Infrakos J.S.C.
signed in 2012;

e Based on expropriation decisions, the Enterprise is the owner
of 116.88 hectares of land located in the cadastral zone of
Vasilevé (Municipality of Gllogoc). However, only 61.1 hectares
are recorded in the asset register, the remaining is currently
subject to legal proceedings, and the Enterprise had not
updated the asset register accordingly;

e The Enterprise's asset register includes a land parcel of 1,250
hectares identified as “Forested Mountain” located in the
territory of Podujeva, with a recorded value of €5,000,000.
However, according to audit evidence obtained, the legal title
holder of this property is the Kosovo Forestry Agency.
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Impact

Recommendation
Bl

Furthermore, pursuant to a Government of Kosovo decision
dated 31 January 2025, part of this property was allocated
for use by the Kosovo Security Force;

e The asset register also includes 11 land parcels with a total
value of €866,223 which, according to the Kosovo Cadastral
Agency, are not owned by the Enterprise. These parcels had
been recommended to be written off from the asset register
since 2023 following the revaluation process;

During 2025, the Enterprise established a working group (task force)
to identify and verify all immovable properties. The task force
recommended the derecognition from the accounting records of the
“Forested Mountain” property and the 11 parcels that are not owned
by the Enterprise. Furthermore, the task force identified
properties/apartments with incomplete descriptions in the accounting
records, as well as instances where ownership transfers resulting
from expropriation processes over the years had not been properly
reflected in the asset register.

Incomplete and untrue presentation of immovable property occurred
due to the complexity of property issues related to third parties, as
well as the lack of effective actions taken by the enterprise over the
years.

Deficiencies in updating and reconciling the fixed asset register with
the actual physical and legal status of assets result in the
inaccurate presentation of assets in the financial statements,
increasing the risk of their overstatement or understatement. They
also create legal uncertainty regarding ownership rights and limit the
effective management of assets.

The Board of Directors should ensure that the asset register is
updated to reflect the current status of assets and that the
Enterprise’s non-current assets are presented fairly and accurately in
the annual financial statements.

Response of the Auditee’s management (Do not agree)

For more details see Annex |
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Issue B2 - Deficiencies in the presentation of long-term assets, including inconsistent
accounting of assets

Finding

According to the Conceptual Framework for Financial Reporting
(paragraphs 2.12-2.14), financial information should faithfully
represent the financial position of an entity by providing a fair and
reliable depiction of transactions, based on accurate and complete
accounting records.

In accordance with IAS 16 - Property, Plant and Equipment
(paragraphs 29, 37, and 51), an entity shall select either the cost
model or the revaluation model as its accounting policy and apply
that policy consistently to an entire class of non-current assets
rather than on an asset-by-asset basis. Furthermore, the residual
value and useful life of assets shall be reviewed at least at the end
of each annual reporting period to assess whether current
expectations differ from previous estimates.

In addition, under IFRS 1 (paragraph D5), where a reliable historical
cost is not available for an asset, the entity should determine its
fair value and use it as deemed cost to ensure fair and reliable
presentation in the financial statements.

During 2023, the Enterprise carried out a revaluation of the land
category, while the revaluation of other asset categories was not
performed, as management decided to continue accounting for
those categories under the historical cost model.

However, the Enterprise’s fixed asset register contains 472 assets
(excluding land), with a net book value of €7,744,723, that have
been revalued over the years and are not accounted for under the
cost model. These assets comprise various classes of property, plant
and equipment.

Furthermore, 69% of recorded assets (14,077 out of 20,316 items),
with an historical cost of approximately €229 million, remain in use
but have been fully depreciated (carrying amount of zero). Of these
assets, 35% comprise key operational assets, including energy and
coal production equipment, buildings, software, and mining land that
continue to generate regular revenue for the Enterprise, while the
remaining 65% consist of office equipment and stationery.

Additionally, the fixed asset register includes 5,376 assets with no
recorded acquisition cost, no revalued amount, and consequently a
net carrying value of zero. These assets include significant
operational categories such as buildings, roads, railways, networks,
transmission lines, equipment, and machinery.

Assets have not always been accounted for using a consistent and
uniform approach due to the large volume of assets, the difficulty of
performing  revaluations within a  specialised industry, the
maintenance of records across different systems, and the complexity
of reconciling accounting records with the final inventory report.
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Impact

Recommendation
B2

Discrepancies and inconsistent accounting of assets increase the risk
of material misstatements in the financial statements, as the
reported values may not reflect the true value of the assets.

The Board of Directors should ensure that the accounting policy for
non-current assets is applied consistently within each class of
assets, including the use of either the revaluation model or the cost
model under the respective standards. The Board should also ensure
that the residual value and useful life of assets are reviewed at
least at the end of each annual reporting period. For assets with no
reliable historical cost, the fair value should be determined as the
original cost in order to ensure that assets are fairly presented in
the financial statements.

Response of the Auditee’s management (Do not agree)

For more details see Annex |

Issue B3 - Deficiencies in the Accounting, Reporting and Recognition of Annual Inventory

Count Results
Finding

Pursuant to Article 12 of Law No. 06/L-032 on Accounting, Financial
Reporting and Auditing, business entities are required, at least once
a year, to verify the existence and valuation of assets, liabilities, and
equity through a physical inventory count and supporting evidence.
The results of the inventory count must be reconciled with the
accounting records.

We found that the Enterprise had not fully reconciled its accounting
records with the results of the inventory count process for all assets
and inventories, due to the criteria applied during the reconciliation
process.

The inventory commission identified a number of non-functional
assets, including assets with a net book value of €135,501, for
which further accounting was recommended in accordance with their
actual condition. However, these assets were not reconciled with the
accounting records. In addition, inventory balances relating to all
low-value inventory items acquired after 1 January 2021 were not
reconciled.

Furthermore, our sample testing identified additional deficiencies that
were neither addressed in the annual inventory report nor reflected
appropriately in the accounting records, as follows:

e 33 apartments listed in the inventory count sheets were
proposed for derecognition, with a combined net book value of
€25,428. Of these, two were recorded as having no identifiable
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Impact

Recommendation
B3

location, one was located in another country, three apartments
were recorded twice, and 15 were described only as
“Apartment 60 m?2”;

e Inventory recorded as “Solid steel, circular section @ 12X80,
Flak CL13” amounted to 2,551 units according to the inventory
count commission, whereas the accounting records reflected
1,701 units, resulting in a discrepancy of 850 units or
€116,271. The Enterprise corrected the inventory card after the
reporting date (4 May 2026); however, the corresponding
adjustment was not reflected in the financial statements.

Incomplete accounting of the inventory results and the failure to
reconcile them with the accounting records occurred as a result of
the deficiencies in addressing the identified discrepancies, as well as
from a Board of Directors’ decision, which did not provide any
justification thereon.

Differences between the accounting records and the inventory count
results result in the inaccurate presentation of assets and
inventories and increase the risk of misappropriation, loss, or misuse
of assets.

The Board of Directors should ensure that the inventory process is
carried out in compliance with the applicable legal requirements.
Following the evaluation of all inventory results and the approval of
the final inventory report, all necessary actions should be taken to
ensure the full reconciliation of the inventory results with the
accounting records, based on the actual physical condition
identified.

Response of the Auditee’s management (Do not agree)

For more details see Annex |
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2.2 Issues with impact on compliance conclusion

Issue Al - Failure to apply bank guarantees for a portion of commercial customers

Finding

Impact

Recommendation
Al

According to Law No. 05/L-085 on Electricity, Articles 32 and 37
establish the contractual nature of the supply relationship within the
liberalized electricity market. Furthermore, Law No. 04/L-077 on
Obligational Relationships guarantees the principle of freedom of
contract between parties. In accordance with ERO regulations and
the supplier's licensing conditions, the application of a bank
guarantee or advance payment constitutes a lawful mechanism for
managing credit risk and safeguarding the supplier’s liquidity.
Under KEK’s contractual terms and conditions, advance payment or
a bank guarantee is required to cover the period between the
supply of electricity and the settlement of the customer’s invoice, as
well as to secure outstanding obligations in the event of contract
termination.

During 2025, the enterprise signed supply contracts with commercial
consumers, with the number ranging from 128 to 166 contracts.
However, in 32 cases, no bank guarantee or advance payment was
applied, despite this requirement being defined in the contractual
terms as a measure for managing credit risk.

Failure to apply bank guarantees in these cases to all customers
was attributable to the lack of a consistent and controlled
implementation of contractual requirements, as well as the absence
of effective monitoring mechanisms by management.

As a result, the enterprise was exposed to increased credit risk in
relation to a portion of its commercial customers, creating a risk of
non-payment of invoices and the accumulation of uncollectible
receivables. This adversely affects the enterprise’s liquidity position
and may result in financial losses if outstanding liabilities are not
collected.

The Board of Directors should ensure that contractual requirements
regarding the application of bank guarantees or advance payments
for all commercial customers are fully and consistently implemented.
In addition, appropriate internal controls and monitoring mechanisms
should be established to ensure that any deviation from this practice
is properly justified, documented, and formally approved.

Response of the Auditee’s management (Do not agree)

For more details see Annex |
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Issue A2 - Lack of documentation for the evaluation and allocation of energy surpluses
for trading on the exchange/through auctions

Finding

Impact

Recommendation
A2

According to the Energy Trading Procedure No.8071/1, Article 17 -
Trading through exchanges (ALPEX), decision-making regarding the
allocation of quantities to be traded via the ALPEX exchange or
other exchanges and auctions should be based on the total tradable
volume, exchange liquidity, the enterprise’s economic benefit,
historical trading data, cross-border capacities, and other indicators
that may affect short-term and long-term trading requirements, while
respecting the mandatory deadlines for each trading platform.

During the audit, we found that following the receipt of the KOSTT
report on energy surpluses, the enterprise did not document the
decision-making process regarding the allocation of quantities to be
traded through ALPEX or other exchanges and auctions. According
to internal procedures, this decision should be supported by a
structured evaluation process based on criteria such as tradable
volume, exchange liquidity, economic benefit to the enterprise,
historical trading data, cross-border capacities, and other relevant
short- and long-term trading indicators.

The lack of documentation occurred due to incomplete
implementation of the Energy Trading Procedure requirements and
the absence of a structured process for documenting analyses and
decision-making within the established deadlines.

Lack of documentation increases the risk that decisions are not
based on complete and verifiable analyses, thereby undermining the
achievement of optimal economic benefits for the enterprise. It also
reduces the process transparency and traceability.

The Board of Directors should ensure that the process of evaluating
and allocating energy surpluses for trading is fully and properly
documented in a structured manner, including all relevant analyses
in accordance with the Energy Trading Procedure requirements.
Furthermore, adequate internal controls and clear deadlines for
documenting decision-making should be established to ensure
transparency, traceability, and full compliance with applicable rules.

Response of the Auditee’s management (Do not agree)

For more details see Annex |
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Issue A3 - Lack of Adequate Internal Control Provisions and Lack of Traceability for
Electronic Communications in the Energy Auction Process

Finding

According to Law No. 06/L-021 on Public Financial Internal Control,
Article 5, the Head of a public sector entity (including publicly-owned
enterprises) holds overall responsibility for establishing financial
management and control systems, as well as for drafting and
approving bylaws, policies, strategies, programmes, activities, and
related implementation processes.

In accordance with the Energy Trading Procedure No. 8071/1, Article
2 - Scope and Purpose, the enterprise is required to define general
principles for the sale, purchase, and exchange of electricity, and to
ensure efficient and practical trading mechanisms, cost-effective
procurement, promotion of competition, transparency, and equal
treatment of all participants.

Furthermore, in line with international standards and best practices,
systems supporting critical processes and transactions must ensure
reliable audit trails and operate on secure platforms supported by
the vendor. According to ISO/IEC 27001 (Annex A - Logging and
monitoring of events and access control), systems must enable the
recording and monitoring of activities, exceptions, and security
events, and ensure that access to critical information assets is
traceable and controlled.

The energy surplus trading process is based on the Energy Trading
Procedure (as referenced above) and is conducted through
exchanges and/or auctions. While this procedure defines the steps
and workflow of the trading process, it does not contain sufficient
provisions regarding systematic monitoring and internal control
mechanisms for these activities. However, during 2024, the enterprise
designated a dedicated trading location equipped with surveillance
cameras to prevent trading from unauthorized locations and to
restrict access to authorized personnel only.

During our testing, we found that the energy auction process is
conducted through an electronic mail address hosted on Microsoft
Exchange Server 2010, which has reached end-of-support and no
longer receives security updates. In addition, there is an absence of
audit trails, as the mailbox used for receiving bids does not have
user activity logging (audit logs) enabled. Consequently, the system
does not record the time an email is opened nor the identity of the
user, preventing verification of the exact official time of auction
opening.

Given the importance of the process, during 2022-2023 the
enterprise developed a new system, which was immediately put into
end user testing without prior technical testing by the IT department
and has never been fully implemented. During 2025, two
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Impact

Recommendation
A3

procurement procedures were launched to lease an alternative
platform; however, both procedures failed due to the absence of
received bids.

This situation has arisen due to the lack of a comprehensive
framework for monitoring and internal controls in the energy trading
process, combined with insufficient IT systems management and the
absence of sustainable technological solutions, including the non-
operational status of the new system and the failure to secure an
alternative platform through procurement.

The lack of adequate monitoring and internal control provisions,
combined with the use of an outdated platform without audit trails,
the non-functionality of the new system, and the failure to secure
an alternative platform through procurement, has resulted in the
continuation of the trading process under unchanged conditions,
without improvements in control, security, and traceability.

The Board of Directors should ensure that the Energy Trading
Procedure is revised, in order to include sufficient provisions
regarding systematic monitoring and internal control mechanisms for
energy trading activities.

In addition, IT-related measures should be taken to strengthen
integrity, transparency, and security in energy trading through the
use of a platform with audit trails, access control, and activity
monitoring. The existing IT system should also be assessed and
improved through independent testing and certification. If the current
system is not suitable, a sustainable and up-to-date alternative
solution should be developed or procured. Until such solutions are
in place, existing internal controls should be strengthened.

Response of the Auditee’s management (Do not agree)

For more details see Annex |
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Issue B4 - Use of negotiated procedures without publication due to weaknesses in
regular procurement procedures

Finding

According to Article 35.2 of the Law on Public Procurement, a
contracting authority may use a negotiated procedure without prior
publication only in cases of extreme wurgency caused by
unforeseeable and verifiable events, where the time required for
open procedures cannot be met. This provision does not apply
where the urgency results from negligent, intentional actions, or
omissions of the contracting authority.

During 2025, the enterprise entered into negotiated contracts as
follows: three contracts for the supply of Hydrochloric Acid (31-33%)
with a total value of €240,030, and three contracts for the supply of
Crude Oil (Mazut) with a total value of €1,404,465.

This situation resulted from the inability to conclude open
procurement procedures due to complaints submitted by bidders to
the Contracting Authority and the Public Procurement Review Body.
During the review process, we found the following weaknesses:

e In the procurement activity for Hydrochloric Acid (31-33%), the
procedure failed because, according to PRB findings, the
contracting authority had set a discriminatory criterion related
to the EN 939:2016 standard, which applies to hydrochloric
acid used for drinking water treatment and should not have
been required for industrial water treatment. Nevertheless, in a
subsequent negotiated procedure, the contracting authority
invited more than one economic operator for negotiations.

e In the procurement activity for Crude Oil (Mazut), multiple
complaints were identified during 2024-2025, including repeated
re-evaluations of the procedure by the PRB due to deficiencies
in the tender dossier (e.g, technical parameters such as
calorific value 9,500 kcal/kg, density 095 kg/dm3, and ash
content max 0.2% were defined without tolerances). The
contracting authority ultimately annulled the procurement
procedure on 03.12.2025. However, in two negotiated
procurement procedures, the enterprise still invited more than
one economic operator for negotiations.

These issues occurred because the tender dossiers were not fully
prepared in accordance with the LPP requirements. As a result, the
processes were subject to repeated complaints, leading to the use
of negotiated procedures without publication.
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Impact

Recommendation
B4

Failure to conclude contracts through regular procurement
procedures and the continuous delays in finalising procurement
activities for hydrochloric acid and mazut resulted in the enterprise
entering into six negotiated contracts without publication. Since these
procurement activities have not yet been fully concluded, there is a
real risk that additional negotiated procedures without publication
may be used in the future.

The Board of Directors should ensure a comprehensive analysis of
all circumstances that led to the current situation and take
appropriate measures to ensure that tender dossiers are prepared
fully in compliance with legal requirements, thereby reducing the risk
of repeated complaints and the use of negotiated procedures
without publication.

Response of the Auditee’s management (Do not agree)

For more details see Annex |

Issue A4 - Criteria not Established in Compliance with the Law on Public Procurement

Finding

According to Article 25.13 of Regulation No. 001/2022 on Public
Procurement, as amended, the Contracting Authority may require an
Economic Operator to demonstrate, in line with Article 69 of the
LPP, that it has previously completed contracts of a similar nature
with a value specified in the tender dossier and contract notice. This
value cannot exceed 1.5 times the estimated contract value. This
requirement implies that the Economic Operator may meet the
turnover/experience requirement through one or multiple contracts
of a similar nature, provided that their cumulative value meets the
threshold set by the Contracting Authority in the tender dossier and
the contract notice. It is not required that a single contract alone
meets the 1.5 times threshold.

In three procurement activities, the enterprise included technical and
professional capacity requirements in the tender dossiers, requesting
that economic operators present completed projects within the last
three years from the date of publication of the contract notice.
However, we found that this requirement was not applied in
compliance with legal provisions, as it did not specify the required
value of completed contracts, which should not exceed 1.5 times the
estimated contract value.

This requirement was applied in the following procurement
procedures: “Asphalting-repair of the road Mirash, entrance 09 to
the wardrobe in Grabovce”, “Complete repair of the circulation pump
and electric driving motor”, and “Supply of industrial gases”.
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Impact

Recommendation
A4

This occurred due to insufficient attention during the establishment
of evaluation criteria in the tender dossiers.

The establishment of criteria not in compliance with legal
requirements may result in an unobjective evaluation process of bids
and may even lead to the awarding of contracts to economic
operators that do not possess the actual technical capacity to
execute the respective contracts.

The Board of Directors should ensure that evaluation criteria are set
fully in compliance with the requirements of the Law on Public
Procurement, in order to ensure a clear and fair bid evaluation
process.

Response of the Auditee’s management (Do not agree)

For more details see Annex |
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Issue A5 - Deficiencies in the Receipt of Supplies and Related Documentation Processes

Finding

Impact

Recommendation
A5

According to Article 72A of Regulation No. 001/2022 on Public
Procurement, as amended, the Supplies Receiving Committee must
consist of at least three members, including relevant subject-matter
experts and the contract manager. The Receiving Committee is
responsible for determining the quantity, quality, type, and value of
the received supplies, which must be documented through the
minutes confirming compliance with the contract or purchase order.

While auditing the contract management for the procurement activity
“Supply of Industrial Gases” and the testing of 12 invoices with a
total value of €25,666, we found that in all sampled cases the
contract manager was not part of the Supplies Receiving Committee
and therefore did not approve their compliance with the contract or
purchase order. In addition, the supporting documentation lacked
confirmation that the delivered goods were supplied by the declared
manufacturer and certified in accordance with the ISO standards
required in the tender dossier.

This situation occurred due to negligence and non-compliance with
the legal requirements governing supply management and receipt
procedures.

These deficiencies reduce the reliability of the goods receipt process
and increase the risk that supplies are accepted without proper
verification of compliance with contract and required standards.

The Board of Directors should ensure that the composition of
Receiving Committees complies with legal requirements, including the
participation of the contract manager, and that all goods receipts
are properly approved and fully documented, demonstrating
compliance with the contract.

Response of the Auditee’s management (Agree)
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2.3 Other Financial and Compliance Issues

2.3.1

Operating expenses

Operating expenses for the current year amount to €202,010,704. These relate to
depreciation expenses, payroll costs, electricity and utility expenses, maintenance
expenses, materials and supplies, lignite expenses, provisions, deferred costs of energy
production, as well as other operating expenses.

Issue B5 - Frequent Use of Minimal-Value Procurement Procedure

Finding

Pursuant to Articles 16, 17 and 18 of the Law on Public
Procurement, contracting authorities shall not choose or use
methods of evaluation or structuring of requests that aim to reduce
the value of the contract for supplies, services or works, so that
they fall below the limits set out in Article 19 of this Law. It is also
prohibited to split the request for procurement for a given quantity
of products or services with the aim of circumventing these financial
thresholds.

During 2025, the enterprise carried out several separate procurement
procedures for the same categories of supplies within the same
fiscal year, as follows:

e Six contracts were signed for the supply of bearings with a
total value of €56,198, of which three contracts were below
€1,000, while four were concluded with the same economic
operator.

e For the supply of adhesives, although a single procurement
procedure was foreseen in the 2025 procurement plan, 10
separate contracts were signed with a total value of €84,972,
of which eight were awarded to the same economic operator.

e Regarding toner supplies, five contracts were signed with a
total value of €3,048, four of which were below €1,000, despite
the plan foreseeing a single consolidated procurement
procedure.

Furthermore, according to the contract register, the enterprise
implemented six additional categories of supplies through 28
separate procurement procedures, with a total value of €351,164,
including: excavator bucket teeth, Stihl MS 361 chainsaw engines,
brushes and brush holders, servicing, calibration and certification of
weighing scales, office supplies, and supply and installation of air
conditioners.

The non-strategic procurement approach resulted from a lack of
coordination and planning of needs by the requesting units.
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Impact

Recommendation
B5

Development of minimal-value procurement activities increases the
operational workload of the procurement unit and reduces its
efficiency. In addition, this practice may have an adverse impact on
the cost-effectiveness, as smaller-volume purchases typically result in
higher prices compared to consolidated procurement procedures.

The Board of Directors should ensure that the requirements of the
requesting units are grouped, in order to develop procurement
procedures that enable higher competition and achieve more
economical prices. To avoid duplication of procurement activities,
the enterprise should aggregate needs in order to improve efficiency
and cost-effectiveness.

Response of the Auditee’s management (Agree)

Issue A6 - Failure to Use the E-procurement System for the Contracts Module

Finding

Article 81 of the LPP stipulates: contracting authorities must, as part
of the preparation of the procurement activity, produce a contract
management plan, including in particular the issues of organizational,
economic, technical and legal aspects of contract management. The
management plan must be agreed upon between the parties to the
contract and signed by them before the initiation of the contract
implementation. Whereas, according to Article 70 of the Public
Procurement Regulation no. 001/2022, all officials/persons
designated/appointed as contract managers by both the CA and the
EO must administer and manage the implementation of contracts in
accordance with the manuals for the wuse of the contract
management module. Also, the assessment of the performance of
contractors will be carried out: i) in the electronic procurement
system through the contractor performance assessment module; ii)
by contract managers and the contract manager's direct supervisor,
and iii) in accordance with the manuals for the use of the
contractor performance evaluation module.

We found that the enterprise in three procurement procedures had
not established contract management plans in the electronic
procurement platform and in 12 other cases contract management
was not developed through the relevant modules of the electronic
procurement platform. Also, the contract evaluation process was not
developed through the public procurement module.

The identified deficiencies resulted from a lack of training of the
responsible staff and insufficient attention to the application of legal
requirements during 2025, despite the fact that at the end of the
year, the Procurement Office issued an instruction for the
commencement of their implementation.
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Impact Failure to upload the of contract management plans and to use the
contract management and contractor performance evaluation module
within the e-procurement system affects the ability to monitor
contracts in real time.

Recommendation = The Board of Directors should ensure that the preparation of

A6 contract management plans, contract administration, and contractor
performance evaluation are carried out through the e-procurement
platform, in accordance with legal requirements.

Response of the Auditee’s management (Agree)
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2.3.2 Information Systems

In this area, the initial focus included monitoring the implementation of prior-year
recommendations related to Information Technology at KEK JSC. However, based on the
assessment, the scope was expanded to include the identification of information security
within the enterprise’s core operational activities.

Issue B6 - User Access via Virtual Private Network (VPN)

Finding

Impact

Recommendation
B6

According to the Information Security Policy, prior to granting
employees access to the enterprise’s Virtual Private Network (VPN), a
specific VPN access application form must be completed. This form
confirms the identity of the applicants, supervisor'’s approval for
access, commitment to the use of company-owned and IT-managed
devices, and the safeguarding of the integrity of the enterprise’s
information and network.

From the comparison of accesses granted through the virtual private
network (VPN) with the specific forms for requesting access, out of
25 granted accesses, in two of them the 'Information Security Policy’
was not fully complied with, because in the forms certifying the
access requester, the supervisor's approval for access, the
commitment to use equipment owned and managed by the
enterprise’s IT, as well as the protection of the integrity of the
enterprise's information and network — even though the form had
been completed with the data for the officials who had VPN access
— the supervisor's approvals for these two granted accesses were
missing.

The accounts for which supervisory approval was not documented
belonged to senior management; therefore, approval was considered
unnecessary in practice, even though the wusers themselves
completed and signed the required access application forms in
accordance with the Information Security Policy.

Completion of the VPN access form strengthens control over access
to the enterprise’s internal network. However, any deviation from the
established access control procedures increases exposure to
information security risks.

The Board of Directors should ensure that the Information Security
Policy regarding VPN access is consistently applied to all employees,
without exception, and that VPN access is granted only upon
completion and full approval of the required access request forms
for all users.

Response of the Auditee’s management (Do not agree)
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For more details see Annex |

3 Issues resolved in the course of the audit

During the audit, several issues were identified that were communicated to management
and effectively resolved during the course of the current audit. They do not require any

further action

and

are reported solely for the purpose of documenting the

communication in question, the actions taken and results thereof. These were as follows:

Material matter that we identified and improved during the audit is the following:

Issue 1

Finding

Action required

Result

Misstatement of Bank Guarantee as Accounts Receivable and
Customer Deposits in the Financial Statements

Within the line item “Other accounts receivable,” the enterprise
had presented a bank guarantee amounting to €5,200,000, which
represents a restricted bank deposit and does not constitute a
receivable from KOSTT JSC. This resulted in an incorrect
presentation and inadequate disclosure in the accompanying
notes to the financial statements. In addition, the enterprise holds
customer deposits in the form of guarantees for payments and
trading purposes. These amounts represent restricted funds and
are not freely available for use; however, they were not
appropriately disclosed as restricted cash.

The Management is recommended to take corrective actions as a
matter of priority to address the above issues, in order to ensure
that the financial statements present a true and fair view of the
entity’s financial position.

Following receipt of our communication, the institution took the
necessary corrective actions, by adjusting and fully disclosing the
relevant information appropriately in the Annual Financial
Statements.
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4  Progress in implementing recommendations

The audit report for the 2024 Financial Statements resulted in eight (8)
recommendations. The enterprise had prepared an action plan, in which it had presented
the recommendations that it would implement, as well as the actions that it would
undertake. By the end of our 2025 audit, two recommendations had been implemented
and six recommendations had not been implemented.

For a more complete description of the recommendations and how they have been
addressed, see the following chart and table:

Chart 1. Progress in implementation of prior year's recommendations

3
2 —
1 —
] T T T )
Baza péropinion Baza pér konkluzion Shpenzimet operative  Sistemet Informative
I | zbatuar Muk ka filluar zbatimi

Table 1 Summary of previous year's recommendations

1. Basis for The Board of Directors should Management had |Implementation
opinion ensure that the asset register is not updated the has not started
updated with the current status, asset register, not

accurately and fairly presenting the |reflecting
enterprise's long-term assets in the |accurately and up-
annual financial statements. to-date the current
status of the
enterprise's real

estate.
2. Basis for The Board of Directors should In addition to the |Implementation
opinion ensure that assets recorded under |revaluation of the |has not started
the revaluation model are revalued |asset class "yard
at regular and reasonable lands" carried out
frequencies as required by the in 2023, the
standards, so that the value enterprise during

presented in the financial statements {2024 did not
and their remaining lives reflect the |implement a
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fair value at the end of each
reporting period, avoiding material
deviations. Furthermore, the value
and remaining lives of assets held at
zero original cost are determined.

revaluation for
other asset classes
that are held
according to the
revaluation model,
such as: lands and
forests for coal
extraction,
buildings, plants,
machinery and

production
equipment.
Basis for The Board of Directors should In reviewing the Implementation
opinion ensure that the stocktaking process |asset inventory has not started
is carried out in accordance with process and its
legal requirements. After evaluating |reconciliation with
all results and approving the final the accounting
inventory report, all necessary records, we found
actions are taken to reconcile the that the process
results with the accounting books. was not carried
out in accordance
with the applicable
legal requirements
this year either.
Basis for The Board of Directors should The Enterprise has |Implementation
conclusion ensure that a full analysis of all the |continued to has not started
circumstances that have led to the |develop
current situation is carried out and |procurement
identify the shortcomings that are procedures,
forcing the enterprise to conclude applying negotiated
contracts through the negotiated procedures without
procedure. It should also ensure that |publication in an
the evaluation of the offers by the [irregular manner
relevant committees and the review |and with
by the procurement office are shortcomings in
carried out carefully, guaranteeing a |accordance with
fair, transparent and impartial legal requirements.
process, with the aim of concluding
contracts through open procedures.
Basis for The Board of Directors should The Enterprise has [Implemented
conclusion ensure that, in the event of engaging |implemented the
the National Audit Office to audit recommendation
the Annual Financial Statements, given from the
unnecessary expenses for the same |previous year
services are avoided, respecting the
principle of efficient and economic
use of public funds.
Basis for The Board of Directors should Measures have Implemented
conclusion ensure that all expenditures are been taken to stop

made in full compliance with legal
provisions and that adequate
procedures are developed according

the continuation of
supply under this
agreement, and
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to the requirements of the Public
Procurement Law, guaranteeing
respect for the principles of
transparency, competition and fair
and efficient management of public
funds.

testing has not
resulted in any
repetition of similar
transactions.

Operating The Board of Directors should Through sample Implementation
expenses ensure that requests from requesting [testing, it was has not started

units are grouped in order to found that the

develop procurement activities that |Enterprise has

ensure higher competition and more |continued this year

economical prices. To avoid with the frequent

duplication of procurement activities, [use of minimally-

the enterprise should aggregate valued procedures,

needs in order to be more efficient |repeating previous

and economical. issues.
Information The Board of Directors should The Enterprise did [Implementation
Systems ensure the implementation of the not complete the |has not started

information security policy in the
enterprise, ensuring that before
allowing employees access to the
enterprise's virtual private network -
VPN, a special access form is
completed. Furthermore, the blank
forms should be completed for all
active accesses to the virtual private
network VPN.

approved forms for
all VPN accesses,
according to the
procedures
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Annex I: Letter of Confirmation / POE’s comments on
the audit report

Issue

POE’s comments

View of the NAO

User Access via
Virtual Private
Network (VPN)

KEK does not agree with this finding.
VPN access was granted in accordance
with the IT Security Policies and the
access forms. The VPN access forms
were approved in line with the
requirements of the form, whereby
approval is provided by the relevant
Division Director or Supervisor. For
members of senior management of the
Enterprise, a completed VPN access
request and signed by the management
itself is considered sufficient, as they
report directly to the highest governing
body of the enterprise (the Board of
Directors). Given their responsibilities,
management is entrusted with the
administration of the company and
represents its highest executive
authority, whereas the Board of
Directors does not make operational
decisions, which remain within the
responsibility of management.

Notwithstanding the
enterprise’s comments, the
finding remains valid, as the
process for granting VPN
access should be
standardized and
documented consistently
across all levels of the
organization, ensuring
adequate internal controls
and full traceability of
approvals in accordance
with IT security policies.
Furthermore, VPN access
forms are not intended
exclusively for senior
management; however, this
issue relates to isolated
cases.

Failure to update
the fixed asset
register for
changes affecting
immovable
properties over
the years

KEK disagrees with the interpretation
suggesting that assets recorded solely
in the Corporation’s legal name should
be recognized in the financial
statements regardless of the absence of
control and economic benefits. Such an
approach would be in direct
contradiction with the fundamental
principles of financial reporting under
IFRS.
According to the Conceptual Framework
for Financial Reporting (paragraphs 4.3-
4.6), recognition of an asset requires,
cumulatively:
- the existence of an economic
resource;
- control of that resource by the
entity; and
- the expectation of future economic

Despite the actions
undertaken by the Enterprise
and the explanations
provided, the finding remains
valid, as the immovable
property register continues
to not fully and accurately
reflect the actual legal and
physical status of the
properties, according to
requirements of IAS 16
regarding the proper
recognition and presentation
of assets, as well as the
requirements of IAS 1
concerning their true and
fair disclosure.
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benefits. Furthermore, the Enterprise’s
own explanations and
In the absence of control and future comments confirm that the

economic benefits, these criteria are not |property-related issues

met and, consequently, recognition of |identified in the finding are
such items as assets would not only be |acknowledged by the
inaccurate but would also constitute a |Enterprise itself.

direct departure from IFRS requirements.
In the present case KEK:

- does not exercise actual control over
these properties;

- has no effective right to use them or
derive economic benefits therefrom; and
- is unable to restrict access by third
parties;

Furthermore, under IAS 16, asset
recognition is not based solely on legal
ownership but rather on economic
substance and control. The mere fact
that an asset is legally registered in
KEK’s name does not automatically
justify recognition in the financial
statements where control and economic
use are absent.

It is important to emphasize that KEK
has consistently applied the principle of
substance over form by not recognizing
these assets in its accounting records
while providing full and transparent
disclosure in the notes to the financial
statements, thereby meeting the relevant
disclosure to other parties requirement.
KEK maintains that:

- non-recognition of these assets is the
only approach consistent with IFRS;

- the current accounting ensures fair
and reliable presentation; and

- this matter does not constitute
grounds and cannot be used as a basis
for, qualification of the audit opinion.

In addition, the Enterprise has disclosed
in detail, under Note 4 to the financial
statements, the property-related matters
and the actions undertaken by
management within its authority,
including matters involving third parties.
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Furthermore, for assets recorded in the
Enterprise’s fixed asset register where
uncertainties exist regarding the transfer
or disposal of ownership to another
party, Management and the Board of
Directors have assessed that such
properties should remain recorded in
the asset register until a final court
decision is issued.

Property-related matters:

Property in Prishtina (1.72 hectares): KEK
has obtained historical ownership
records from the Kosovo Cadastral
Agency (KCA) and the Public Housing
Enterprise (PHE), demonstrating that the
property belongs to KEK J.S.C. and was
acquired through expropriation
procedures in previous years. In 2025,
KEK filed a civil lawsuit, including a
request for an interim injunction, before
the Commercial Court of Kosovo against
"Prishtina Parking” and the Municipality
of Prishtina. Therefore, no concrete
action can be undertaken until a final
and enforceable court decision is
issued.

Commercial premises of 140 m2: The
premises have been partially recovered.
In 2024, KEK enforced a court decision
issued by the Commercial Court against
"Epoka e Re" newspaper, resulting in the
recovery of the office space occupied
by the defendant. However, the same
party subsequently occupied the
remaining portion of the premises, for
which KEK initiated additional legal
actions in 2024, including a criminal
complaint and a civil lawsuit. In 2025,
KEK was informed by the Basic
Prosecution Office in Prishtina that the
case is under review for the possible
filing of an indictment against the
occupier. Until a final resolution is
reached, the Company will continue to
disclose the asset as being outside its
full control. Court proceedings remain
ongoing, and no concrete action can be
taken until a final and enforceable court
decision is rendered.
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Five parcels in the Municipality of
Podujevé: The situation remains
unchanged. These assets continue to be
recorded in the Company's asset
register and ownership records dating
back to 2007. KEK remains involved in
court proceedings following a lawsuit
filed against two other parties and is
awaiting a court decision. The parcels
concerned are: Parcel No. 531,
Cadastral Zone Sallabajé; Parcel Nos.
404/2 and 418, Cadastral Zone Lower
Sibovc; Parcel No. 744, Cadastral Zone
Lower Sibovc; Parcel Nos. 1346, 2471,
2472, 2473, 2474 and 2475, Cadastral
Zone Gllamnik; and Parcel Nos. 2834,
2835, 2836, 2837 and 2839, Cadastral
Zone Podujevé. Consequently, no
concrete action can be taken until a
final and enforceable court decision is
obtained.

Land in Vasilevé (55.7 hectares): KEK is
engaged in legal proceedings against
the party currently recorded as the
owner in the title certificate. At the end
of 2025, KEK submitted an expedited
request to the Basic Court in Prishtina -
Gllogoc Branch, seeking acceleration of
the proceedings and prompt
adjudication of the case. Therefore, no
concrete action can be undertaken until
a final and enforceable court decision is
issued.

Deficiencies in the
Presentation of
Long-Term Assets,
Including
Inconsistent
Accounting of the
Enterprise’s Assets

The Kosovo Energy Corporation (KEK)
disagrees with the conclusion that there
is a material inconsistency or departure
from International Accounting Standards
regarding the accounting treatment of
property, plant and equipment. KEK’s
accounting policy for property, plant
and equipment is clearly based on IAS
16 - The Cost Model, which is one of
the two measurement models permitted
by the standard (IAS 16, paragraph 29).
The standard does not require entities
to apply the revaluation model; rather, it
requires the selected accounting policy
to be applied consistently within each

Despite the explanations
provided, the finding remains
valid, as the fixed asset
register contains assets that
have historically been
accounted for under
different models (excluding
the land category), which is
inconsistent with the
requirements of the
Conceptual Framework for
Financial Reporting
(paragraphs 2.12-2.14), 1AS
16 (paragraphs 29, 37 and
51), and paragraph D5 of
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class of assets, which KEK has complied
with.

The revaluation of the land category in
2023 represents a justified and
permissible exception under the
standard, as land constitutes a separate
class of assets with different
characteristics and is not subject to
depreciation (IAS 16, paragraph 58). For
all other asset categories, the decision
to continue applying the cost model is
fully compliant with the standard and
reflects a conservative and consistent
approach to financial reporting. IAS 16
does not require periodic revaluation
when the cost model is applied;
therefore, the absence of further
revaluations does not constitute a
departure from the standard.

With respect to fully depreciated assets
that remain in use, this is a common
and widely recognized situation in
international practice and is not
inconsistent with accounting standards.
Pursuant to IAS 16, paragraphs 55 and
56, depreciation is based on the
assessment of useful life and does not
necessarily imply that an asset no
longer has economic value or can no
longer be used. On the contrary, the
fact that these assets continue to
generate revenue demonstrates that
they remain operationally functional (for
which operating maintenance expenses
continue to be incurred). Their carrying
amount of zero merely reflects the full
consumption of historical cost and does
not indicate a misstatement in financial
reporting.

Regarding assets for which no
identifiable historical cost exists, it
should be emphasized that IFRS 1
(paragraph D5) applies only at the point
of first-time adoption of IFRS and does
not create an ongoing obligation to
revalue assets or determine fair value at
every reporting date. In KEK’s case, the
majority of these assets are historical
assets incorporated into the system

IFRS 1.

Specifically, a portion of the
assets is accounted for
under the cost model, while
another portion under the
revaluation model (other
than land). Despite the
Enterprise’s assertion that
the financial statements
have been prepared in
accordance with IFRS
requirements, a number of
assets have not been
assigned an original carrying
amount due to the absence
of supporting documentation.
Consequently, these assets
continue to be reported with
a zero-book value.
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through previous stocktaking and data
consolidation processes. The absence of
documented historical cost does not
automatically give rise to a mandatory
revaluation requirement.

With regard to the allegation of
inconsistent treatment, KEK emphasizes
that it has applied the same accounting
policy for property, plant and equipment
consistently and continuously since
2004. During the corporatization
process, the initial values of assets were
determined and recorded in the fixed
asset register based on the valuations
performed at that time. Since then, KEK
has consistently applied the
requirements of IAS 16 under the cost
model for the relevant asset classes.
There has been no selective application
of accounting policies or changes in
accounting treatment within the same
asset class.

The differences identified relate solely
to the differing nature and
characteristics of various asset
categories (e.g., land versus equipment
and infrastructure), which are treated as
separate asset classes under IAS 16. In
no case do these differences represent
a departure from the established
accounting policy or a lack of
consistency in its application.

On the contrary, the accounting
treatment of assets has remained
consistent over time and in accordance
with the applicable financial reporting
framework. KEK therefore considers that:
- the accounting policy applied is fully
compliant with IAS 16;

- maintaining assets at historical cost
and depreciating them to a nil carrying
value is a permitted and commonly
accepted accounting practice;

- the absence of subsequent
revaluations does not constitute a
departure from accounting standards;
and

- the matters raised do not relate to
material misstatements in the financial
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statements and therefore do not
constitute a basis for qualification of
the audit opinion.

Deficiencies in the
Accounting,
Reporting and
Recognition of
Annual Inventory
Count Results

KEK does not agree with the conclusion
that there are substantial deficiencies in
the accounting, reporting, and
recognition of the results of the
inventory process. We consider that this
finding does not fairly reflect the
operational reality and the complexity of
processes within an enterprise as it is
KEK.

The inventorying process at KEK has
been carried out in accordance with
applicable legal requirements and
internal procedures. The differences
identified by the stocktaking committees
do not automatically constitute
deficiencies in accounting records, but
rather form part of the normal physical
verification process in a system
characterized by a very large volume
and high complexity of assets and
inventories.

It is important to emphasize that the
reconciliation of inventory results is not
a mechanical or instantaneous process;
rather, it requires:

- detailed technical verification
procedures

- analysis of historical documentation
and

- structured decision-making at
institutional level

Any accounting entry performed without
completing these steps would pose a
higher risk of misstatement than the
delay in reconciliation itself.

Regarding the non-derecognition of
assets: the assertion that assets have
not been reconciled due to inaction is
unfounded. Asset derecognition is a
decision with a direct impact on the
financial statements and, as such, falls
under the exclusive competence of the
Board of Directors.

Despite the explanations
provided by the enterprise
and efforts undertaken to
address them, the inventory
process has not resulted in
full reconciliation between
the data contained in unit
reports, the final stocktaking
report (elaborate), and the
accounting records, as
required under Article 12 of
Law No. 06/L-032 on
Accounting, Financial
Reporting and Auditing,
including reconciliation with
the accounting ledgers.
Failure to complete the
stocktaking process in
accordance with legal
requirements affects the
reliability of financial
information and leads to
non-compliance with the
applicable legal framework.

Therefore, the finding
remains valid.
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The fact that the Board has not
approved derecognition cannot be
interpreted as an accounting or
stocktaking deficiency, but rather as:

- an exercise of its legal and
governance authority;

- compliance with internal control
principles; and

- avoidance of rushed decisions without
complete analysis

Any derecognition performed without a
formal Board decision would constitute
a serious breach of financial control
and corporate governance principles.
According to Law No. 06/L-032 on
Accounting, Financial Reporting and
Auditing, Article 12:

12.1 Entities subject to this Law shall, at
least once a year, verify the existence
and valuation of assets, liabilities, and
equity through stocktaking and
supporting evidence.

12.2 Stocktaking of assets and liabilities
shall be carried out under the
responsibility and in accordance with
procedures approved by the governing
body of the entity, and shall be
reconciled with the accounting records.
Accordingly, following the approval of
the annual stocktaking report (and
supplementary report) by the Board of
Directors, KEK has reconciled the asset
and liability registers with the inventory
report.

Regarding residential properties: the
issues identified in relation to housing
assets do not represent a lack of
accounting, but rather reflect the
historical and legal complexity of this
category of assets.

KEK has applied a consistent and
continuous accounting treatment for this
category; however:

- issues related to location

- standardized descriptions and

- historical duplications

are the result of legacy systems and
incomplete documentation over the
years, rather than any current failure in
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control or asset management.

The resolution of these matters requires:
- physical verification

- legal verification and

- inter-institutional coordination

and therefore constitutes a process that
requires time and cannot be addressed
immediately without compromising
accuracy.

Regarding steel inventory:

The alleged discrepancy in steel stock
is not sustainable, as the identified
difference has been analysed,
documented, and addressed through the
completion of the stocktaking report,
which was approved by the Board of
Directors. On this basis, the
corresponding accounting entries were
made, supported by evidence and stock
cards. Therefore, this issue does not
constitute an accounting deficiency, but
rather an identified difference properly
treated through established and
approved procedures, and as such
should not be presented as an audit
finding.

None of the issues raised constitute
evidence of a material misstatement in
the financial statements. They relate
instead to timing and process
considerations, which have been
managed in accordance with good
corporate governance practices and
internal control frameworks.

Misstatement of
Bank Guarantee
as Accounts
Receivable and
Customer Deposits
in the Financial
Statements

KEK does not agree with the way this
matter has been presented in the
report, particularly with the implication
that the correction made was a result
of an auditor recommendation.

We clarify that the accounting of bank
guarantees and customer deposits has
been addressed and corrected by
management as part of the financial
statement review process, within the
framework of continuous improvement of
presentation and disclosure, and not as
a direct consequence of a specific
auditor recommendation.

Despite the entity’s
comments, the issue remains
in the audit report, as the
corrections relating to the
accounting treatment of
bank guarantees and
customer deposits were
made at the request of
management, following
discussions of matters
identified during the audit
process.
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This matter was discussed with the
auditor during the audit process;
however, the auditor’s initial position
was not fully aligned with the
requirements of International Financial
Reporting Standards (IFRS), particularly
in relation to the classification and
presentation of restricted funds.
Management exercised independent
professional judgment and applied
accounting treatment consistent with the
economic substance of the transactions
and the requirements for true and fair
presentation.

Furthermore, the inclusion of this matter
under “issues identified and corrected
during the audit” may create an
inaccurate perception that a material
misstatement was identified by the
auditor and subsequently corrected as a
result of audit intervention. This does
not reflect the actual nature of the
process. In substance, this represents an
improvement in presentation and
disclosure initiated and implemented by
management. In this context, KEK
considers that this matter:

- should not be presented as an audit
finding;

- did not arise as a result of an auditor
recommendation; and

- should not be included in the report
as such, as it does not accurately
reflect management’s role or the nature
of the correction performed..
Accordingly, we request that this matter
be removed from the report or
reformulated to accurately reflect the
fact that the improvement was made by
management as part of an internal
review process and not as a response
to an audit finding.

Failure to apply
bank guarantees
for a portion of
commercial
customers

During the 2025 reporting period,
Central Electricity Supply Unit (CESU)
has finalised a high number of contracts
with commercial customers, driven by
developments in the liberalised
electricity market and tight operational

Despite the explanations

provided by the entity, the
finding remains valid. The
audit has determined that
bank guarantees were not
applied to all commercial
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deadlines. A significant number of customers, contrary to the
customers, due to their resistance to contractual terms

the market liberalisation process, did established between the

not submit contracts and confirmations |entity and its customers.
until the final day of the 60-day Furthermore, based on audit
deadline of Supplier of Last Resort testing performed, it was
(soLR), and that after 16:00 hours. At noted that customers with
the same time, there was strong no bank guarantees

pressure from all stakeholders involved |provided are not limited
to ensure continuity of electricity supply.|solely to publicly-owned

During this period, the primary focus enterprises. In addition, the
was on timely execution of supply contractual provisions
contracts and ensuring uninterrupted governing the requirement
electricity supply to customers. for bank guarantees do not

With regard to the impact on risk, there |provide for any exemption
is also a mitigation mechanism provided |for any category of
under the Rules on Supplier Switching |customers. Therefore, non-
issued by the Energy Regulatory Office |compliance with this

(ERO). Specifically, Article 4 on requirement is not justified
“Notification of Objection to Supplier under the applicable
Switching” provides protection to the contractual conditions, which

incumbent supplier and conditions the |are derived from Law No.
customer’s ability to switch suppliers 05/L-085 on Electricity and
upon fulfilment of the relevant Law No. 04/L-077 on
obligations. In this regard, Articles 4.1 Obligations.

and 4.2 stipulate the following:

4.1 Within five (5) working days from
receipt of the notification referred to in
paragraph 3.7, the incumbent supplier
may submit to the Switching and
Allocation Mechanism (SAM) a Notice of
Objection to Supplier Switching if the
customer has failed to fulfil its
obligations under Article 36, paragraph
5 of the Law on Electricity.

4.2 If SAM receives a Notice of
Objection within the specified timeframe,
it shall, within two (2) working days,
notify the new supplier of the
acceptance of the objection, including
the reasons provided therein.

Furthermore, a portion of customers for
whom bank guarantees were not
immediately secured include public
enterprises and institutions of public
interest, such as companies in the
telecommunications, water supply, and
public transport sectors. These entities
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have historically maintained continuity in
fulfilling their financial obligations to the
supplier, despite liquidity challenges,
which has directly affected their ability
to meet advance payment requirements.
In CESU’s operational and commercial
assessment, both payment history and
the public nature of these customers
have been taken into account in the
credit risk management process.

Lack of
documentation in
the assessment
and allocation of
surplus energy for
trading on the
exchange/auctions

The Kosovo Energy Corporation (KEK)
does not agree with this finding, as it
considers that appropriate
documentation of actions exists. During
2025, the allocation of surplus energy
for trading was supported by a “Trading
Analysis” document (sample attached).
The time available for allocating
quantities from the moment of receipt
of information from KOSTT is extremely
limited. Due to operational constraints,
the available timeframe is approximately
10-15 minutes, and in some cases even
shorter, which makes it challenging to
prepare more complete documentation.

Despite the explanations
provided by the enterprise
and the supporting evidence
presented, the finding
remains valid. The audit has
determined that the entity
has not documented the
process for the assessment
and allocation of surplus
energy for trading on the
exchange/auctions in
accordance with the Energy
Trading Procedure. Such
documentation is required to
include an assessment of
trading quantities, exchange
liquidity, expected economic
benefit for the entity,
historical trading data,
cross-border transmission
capacities, and other
relevant trading indicators.

Lack of adequate
internal control
provisions and
lack of audit trail
for electronic
communication in
the auction
process

It should be noted that KEK has taken
all other measures to restrict access
exclusively to a designated trading
computer by authorized users, and to
prevent access via ActiveSync, OWA,
POP3, and IMAP.

Regarding email system security, we use
Microsoft Exchange Server 2010 (mailbox
server), while the entire cybersecurity
framework is based on TSME (Trellix
Security for Microsoft Exchange), which
scans all incoming emails from outside
KEK, outgoing emails, as well as internal
email communication. TSME is licensed
and continuously updated.

The comment provided by
the enterprise does not
address the issue raised.
Regarding security, the issue
relates to Microsoft
Exchange 2010, which is no
longer supported due to the
lack of updates to newer
versions. Consequently,
updates of Trellix Security
for Microsoft Exchange are
not sufficient, as this version
is no longer supported by
Microsoft for security
updates since October 2020.




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

Therefore, the finding
remains valid.

Application of
negotiated
procedures
without publication
due to
deficiencies in
open procedures

Regarding the procurement procedures
highlighted in finding B4, it should be
noted that these procedures were
initiated in 2024. In both cases, other
relevant institutions were also involved,
such as the Procurement Review Body
(PRB), and in the case of the mazut
procurement procedure, the Commercial
Court as well. It should be emphasized
that the procurement activity titled
“Supply of Hydrochloric Acid” was
cancelled on 27.06.2025. This was after
two requests for review submitted by
two economic operators, as well as
complaints filed with the PRB; however,
the contracting authority’s decision
remained upheld.

Similarly, the procurement activity titled
“Supply of Oil for Boilers - Mazut” was
cancelled on 03.12.2025. In this case as
well, there was a request for review and
a complaint submitted to the PRB by
one economic operator; however, the
decision of the contracting authority
remained upheld.

During 2026, new procedures have been
initiated for both goods, in the form of
three-year framework contracts, and
these are currently in the procurement
process.

These two goods are essential for the
operation of electricity generation in the
thermal power plants, and any lack of
these supplies would cause an energy
crisis in the country.

Despite KEK having used the negotiated
procedure (as permitted under the LPP),
these procedures were initiated with
multiple economic operators in order to
ensure fair competition, including
cooperation with the MIET from which a
list of all EOs importing mazut in the
Republic of Kosovo was obtained, and
invitations to tender were sent to all of
them.

The explanations provided
are descriptive in nature
and do not address or
contest the issues raised.
Therefore, the finding
remains valid.
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Setting of tender
dossier criteria
not in compliance
with the Law on
Public
Procurement

The technical and professional
capacities criteria were set fully in
compliance with the LPP, specifically
Article 69, as well as the secondary
legislation on public procurement.

The establishment of these criteria
aimed to ensure inclusive participation
without restricting potential economic
operators, which is one of the key
principles of public procurement.
Therefore, the contracting authority’s
intention was to increase competition.
The NAQ’s assertion regarding the
requirement that the value should not
exceed 1.5 times the estimated contract
value is not mandatory, but optional
depending on the assessment of the
contract subject matter. The
procurement legislation clearly states
that it “may be used,” thereby giving it
a non-binding character for the
contracting authority.

Despite the explanations
provided, the finding remains
valid. According to the
applicable legislation, the
contracting authority may
(but is not obliged to) set
criteria related to technical
and professional capacity;
however, when such criteria
are applied, the authority is
required to comply with the
limitations established under
the relevant provisions.

*This Report is a translation from the original version in the Albanian language. In case of
inconsistency, the version in the Albanian language prevails.
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Endnotes

t Compliance with authorities - compliance with all relevant laws, rules, regulations, standards, and
good practices.

2 Collectively referred to as compliance with authorities
































































































































































