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|. Executive Summary

The Office of the Auditor General (OAG) has perfedran audit of the Financial Statements of
the Municipality of Prizren (The Municipality) fahe year ended 31 December 2009.

Our audit was carried out in accordance with iragomal auditing standards issued by
INTOSAI and included such tests and procedureseadeemed necessary to arrive at an opinion
on the financial statements.

In our opinion the financial statements in all miatleaspects presengstrue and fair view of the
financial position and the results of operatioralties for the year ended 31 December 2009,
in accordance with the International Public Seétocounting Standards (IPSAS) for “Financial
Reporting under the Cash Basis of Accounting”. WM like to draw your attention to the fact
that the following is not disclosed in the finan@tatements:

« Payments made by third parties and additional m&tion for payables, receivables or
other assets designated as non-financial assets; an

» Within Note 27 of the Financial Statements, the Mupality was not able to disclose an
comprehensive register on its non-financial assets.

(ISSAI 400Unqualified Opinion with an Emphasis of matter).

Our audit of financial statements, underlying fio@h transactions and financial management
have identified weaknesses within all major aredsch should be addressed urgently by the
management in order to improve the effectivenedsefficiency of the organization.

The audit performed has resulted in the followimglihgs:
1. Improper and insufficient control related to tven source revenues of Municipality;
2. Advances for official travel are managed inadeely;

3. Shortcomings noticed within internal controlgasding the procurement, are extremely
serious which considerably increases the risk ofrement process within Municipality against
fraud, loss and misuse;

4. Outstanding liabilities in amount ow&2,000,000 are not paid within the specified tinmeitj
5. The amount 05,108 paid in 2009 was contingent liability;
6. The register of fixed assets si not completed; a

7. The functioning of Internal Audit needs to beesgthened.
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Based on identified weaknesses within this repegtreached the overall conclusion, that further
efforts are needed, improving the Financial Manag@nand control within the Municipality
Prizren.

A specific revitalization program should be orga&tizspecially addressing strengthening:
* The external reporting;
* The internal reporting;
» Clear and transparent and delegation and segregatiuties
* Management follow up; and
* The IA functioning.

The Management of Municipality of Prizren has bgemn the possibility to give comments on
a draft of this report. A number of subsequentlsiredes have been made in this report.

Outstanding questions were we as auditors and utiged body still have different views are
given in Annex 2:

The Management has committed themselves to makey eeffort to address the
recommendations given.

[l. Introduction

The Office of the Auditor General (OAG) is respdmsifor carrying out annual regularity audits
of the public institutions of Kosovo.

It is the responsibility of the Municipality of Rren (the Municipality) to prepare financial
statements in accordance with the Internationali®@ector Accounting Standards (IPSAS) for
“Financial Reporting under the Cash Basis of Actmgi, in compliance with Administrative
Instruction 20/2009, and to present it on time.

[1l. Audit Objective and Scope

This audit of the Municipality of Prizren relatesthe financial statements for the year ended 31
December 2009.

A Regularity Audit is defined as an attestationfinbncial accounting, involving examination
and evaluation of Financial Statements and othemftial records and expression of opinions
on:
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= Whether the financial statements give a true airdviaw of the accounts and financial
affairs for the audit period;

= Whether the financial records, systems and traisectomply with applicable laws and
regulations;

= The appropriateness of internal controls and irtieandit functions; and

= All matters arising from or relating to the audit.

[V. Audit Approach

Our audit approach has developed this year. We hdopted a new manual for our regularity
audit better conforming with internationally recared auditing standards. We have analysed
our audit approach under four main areas as follows

» Understanding the Entity — gaining a full underdiag of the entity, including the
operation of the framework of authorities and ofy k&/stems, in order to gain an
understanding of the key issues which may havengact on the financial statements;

= Identification of Risk — by gaining an understarglof the entity and from the results of
previous audits, we identify risks that could leadanaterial misstatement in the financial
statements or non-compliance with legislation;

» Internal Management Controls — where risks are tifled, we look to identify the
management and monitoring controls in place whigy mnitigate against those risks;
and

= Use of Substantive and Analytical Procedures —rtwige the required audit assurance
with particular attention to areas where weaknesgsesntrols have been identified.

We are required to obtain an understanding of matecontrol sufficient to assess the risk of
material misstatement. In line with this requiremend our work under the internal
management controls heading indicated above, wandect the management and monitoring
controls to help us inform our judgement of th&sisf material misstatement.

We plan and perform our audit to be able to provatesonable assurance. We apply materiality
to help us plan our audit and evaluate our auddifigs. In general terms (as set out in auditing
standards) we consider that a matter is materiéd mon-disclosure, misstatement, inclusion or
omission would be likely to distort the overall wiggiven by the financial statements to their

intended users.

Under our revised audit approach we undertook terim audit during the year. Interim audit
should be understood as an audit starting alreadynglthe financial year under audit with the
aim to give recommendations on how:

= earlier recommendations can be handled;
= the Annual Financial Statement should be addressel;
= how financial management issues can be addressew) dioe current year.
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This year we reported our conclusions and recomaténts from interim audits in audit memos
in January 2010.

In order to fulfil our responsibilities, we havedertaken the following activities:

1. Reviewed the Municipality financial statements agathe approved budget for 2009;

2. Determined whether the Municipality Financial Staémts were prepared in accordance
with IPSAS “Financial Reporting under the Cash BadiAccounting”;

3. Established a materiality level of 1% as a thredHol assisting in determining the type

opinion to render on the financial statements;

Used a combination of judgment and random samptirsgelect transactions for testing;

Undertaken extensive substantive testing of fir@ncansactions;

Relied on a combination of interviews, analyticaviews, document reviews, and

physical verification to assess the validity andgprety of financial transactions; and

7. Assessed the quality of work of Internal Audit vintlthe Municipality.

o gk

In this report we summarise this year’s audit aivé @ formal opinion on the Annual Financial
Statement 2009.

In regard our audit opinion for the Municipalitjpéincial statements, the international standards
set out specific criteria that govern the type apirthat can be rendered. Audit opinions can be
unqualified, qualified, adverse or a disclaimer aginion. These are set out more fully in
Appendix 1.

V. Audit Opinion

In our opinion the financial statements in all miatleaspects presengstrue and fair view of the
financial position and the results of operatioraities for the year ended 31 December 2009,
in accordance with the International Public Seétocounting Standards (IPSAS) for “Financial
Reporting under the Cash Basis of Accounting”. Wil like to draw your attention to the fact
that the following is not disclosed in the finan@tatements:

* Payments made by third parties and additional mé&tion for payables, receivables or
other assets designated as non-financial assets; an

» Within Note 27 of the Financial Statements, the Mupality was not able to disclose an
comprehensive register on its non-financial assets.

(ISSAI 400Unqualified Opinion with an Emphasis of matter).
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VI. Status of Prior Years Recommendation

Our audit report of financial statements for 2088ulted in 7 key recommendations. Our current
audit noticed that the Municipality of Prizren haertially implemented two of them, while five
others still remained unimplemented.

Important areas which need to be addressed are:

* Monthly reconciliations between the data of Direates and Finance Directorate data;

* Procurement procedures in accordance with appédalils;

» Management of advances for official travel andlangentation of financial rules;

» Complete registration of financial liabilities atiekir timely reporting within financial
statements; and

* Recommendation for fixed assets registration imatance with Al no.21/2009.

Failure to fully implement our recommendations Hesliwith same problems as earlier years.
We raise our concern for all unimplemented recondagans.

VIl. Key Audit findings and recommendations

VII. 1 Financial Outcome against the approved budget
Analysis of financial outcome against the Budget ggoved shows
Table 1: Overview on budgetsaand spending for 2009, 2008 and 2007

Budget 2009 Execution Execution Execution

Initial Reviewed Final 2009 2008 2007
Government
Grant and
Donations 18,534,00( 18,875,000 19,348,000 19,083{013,801,000, 12,144,00
Own source
revenues 3,948,000 3,948,00( 5,456,000 4,667,000 393400 4,457,000
Total 22,482,000 22,823,000 24,804,000 | 23,800,000 | 18,194,000 | 16,601,000
Wages and
Salaries 9,627,000 10,249,000 10,284,000 10,112|0@)671,000 7,733,000
Goods and
Services 2,074,000 2,009,000 2,589,000 2,145,000 369400 2,056,000
Utilities 612,000 546,000 598,000 543,000 657,000 93,0800
Subsidies and
Transfers 316,000 316,000 371,000 347,000 314,000 293,000
Capital
Investments 9,853,000 9,703,000 10,962,000 1683, 6,183,000 5,526,00(
Total 22,482,000 22,814,000 24,804,000 | 23,800,000 | 18,194,000 | 16,601,000

ota
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! Budget within the Table is presented based on round numbers

The Municipal budget consists of Government granty source revenues, donations and other
revenues. During 2009, the Municipality sp€88,799,656 or 95% of the approved budget. The
above table shows that most of the budget is egdciar capital investments and wages and
salaries. In comparison with 2008, overall expendd of municipality have increased for
30.8%.

According to analysis and analytical procedures, shurces of expenditures for 2009 were: the
Government’s grant in the amount €i8,744,727 own source revenu®s667,359, internal and
external donations in the amount&®87,570.

The unspent budget in the end of the year 2009e¥894,343. Out of this, funds were not spent
out: from the budgei130,273, own source revenu#s8,640 and donatiorg85,430.

Conclusion

According to our evaluation, the Municipality hgsest the general budget for 2009 as foreseen
and ceilings set out by the Assembly of Kosovo. gaidexecution rate was 95%. However,
about two million of outstanding liabilities presenburden andregularity for the budget 2010.

VII. 2 Financial Statements

2.1 Information Quality

Despite the use of an internal accounting programnrdgistering of revenues and expenditures,
the main source of information based on which thenidipality prepares financial statements is
Free Balance.

Although, the Chief Financial Officer has signe@ theclaration on presentation of financial
statements, the Municipality has failed to prepamraft of financial statements in English and
Serbian language before the commencement and durmg audit period.

The following inaccuracies have not been corredtgdmanagement and we are therefore
reporting them to you in accordance with ISSAI 1260

 The Statement of Cash Receipts and Payments habeeot prepared according to
Administrative Instruction 20/2009. The Article 9) (of this Administrative Instruction
requires: the amount presented as receipt is ti@laamount of payments made through
TSA and presents the source of spent funds antbtheamount of receipts should be
equal to the total amount of payments in the Stateraf receipts and payments”;
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* In note 27 of Financial Statements, the Municigalias not disclosed any amount on
property, premises and equipment.

» Changes within own source revenue in amoun€h608,000 in Article 17 are not
disclosed; and

« The payments made by third party as well as amuditi information for payables,
receivables or other assets designated as norcialassets are not disclosed.

Conclusion

A weakness in internal controls related to finahoggorting systems introduces improper and
inaccurate presentation of financial data.

Third party payments due to non-registration witkiree Balance and the possibility of other
payments from foreign donations and their non-preg®n within financial statements has an
adverse impact when it comes to complete, accuaate reliable presentation of financial
statements.

Recommendation 1
We recommend the Mayor to ensure that:

» The financial statements are prepared in line Witissued in the end of each year by
MEF and are in accordance with International PuB&ctor Accounting Standards
(IPSAS) for Financial Reporting under Cash basi8afounting; and

* The financial statements contain all relevant infation and those information are
presented properly within the financial statements.

2.2  Compliance regarding the external reporting

1. The Municipality failed to prepare FS totalyaccording to Al no. 20/2009 on Annual
Reporting of Budget Organizations;

2. FS are signed on8f February 2010 by Chief Administrative OfficexcaChief Financial
Officer,

3. FS are prepared in accordance with IPSASFKoardncial Reporting under Cash Basis of
Accounting”;

4. FS were submitted to MEF / Treasury 8hd? February 2010;

5. FS are prepared only in Albanian; and

o

No quarterly financial reports were submittedite Minister of MEF during 2009.
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VII.3 Budget Execution
3.1 Revenue Management

According to the Treasury records, own source negenof the Municipality for 2009 were
€4,117 million while according to financial statenewere€4,342 million.

Presentation and disclosure of revenues is notnaadording to Al no. 20/2009 on Annual
Reporting.

Tests for Municipal own source revenues have redulith the findings presented in the
following points:

3.1.1 Improper Control regarding the calculation of compensation of construction land
regarding the construction licenses

While testing two samples related to the requestoofstruction licenses, the calculation of
compensation regarding the arrangements of comstnuéand under same conditions,
different prices were calculated.

a) In the first case, based on the conclusion 4.883-850 the so called “Terrace” is
calculated under price of10/nt and the amount is deducted for 75%, and the final
calculated amount is deducted once again for 14 8686t the value for payment.

b) In the second case, under conclusion no.04/48383so called "Terrace" is calculated
according to the price in first case, but with Hedence that from the obtained amount, the
amount of 7.5% is deducted and not the 75%.

c) In the three other premises according to thelasion no. 04/4-353-40, 04/4-353-808 and
04/4-353-874 are, amounts calculated for paymerd jplain paper by not including the
calculation within the contents of the conclusitmthese premises, 1 m3 per basement is
calculated under a price 68/ n and a discount of 50%.

3.1.2 Supporting Documentation of own source revenues are not properly maintained

International Public Sector Standards require ¢laah own source revenue should be supported
by a source document and be presented and maithtaigetails. We noticed that the
Municipality of Prizren does not maintain the sugimg documentation.

A receipt is requested and not provided, as wetilagequest for a detailed register of revenues
was not executable.
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3.1.3 Non-reconciliation between the Directorate of Finance and Treasury

We noticed that despite the monthly reporting efereies, there is non-reconciliation between
the Directorate of Finance and the Treasury. Theusminof€855,416 was presented by DUSP
while according to the Treasury, this amount v&17,398. Therefore, we have a non-
reconciliation of€8,018. Such a situation related to the non-reci@aticihs was betweethe
Directorate of Finance of Family Medicine Centrad &reasury data.

3.1.4 TheControl over thereceivablesis not functioning properly

Despite the registration of contracts within thgister and accounting records, we have found
that the annual amount regarding two contractsrnioumt of€35,436 were not registered within
the relevant account. Within the accounting regishkee amount 0o€29,504 was registered, while
within the register of Directorate of Public Sers¢ was the amount 628,332.

3.1.5 Debtisnot collected within specified time limits

We reviewed unpaid invoices for property taxes Whace related to Premises in use and debt in
the end of 2009 wai301,631 while the debt carried forward for 201thigeased for 26%.

The Municipality was not able to prepare accuratd eeliable reports related to the level of
collection or to follow-up the collection of revesaiin a timely manner.

It is a practice of the Municipality to charge {h®perty tax in the current year for all properties
registered by February of the concerned year. &sting, we took 10 samples from the asset
register and in this case we noticed that the tregien of assets was made, however these assets
were not taxed in 2009.

Conclusion

Lack of adequate analysis of fees, inadequateraudficient controls in relation to revenues and
invoicing system increase the risk of presentirggrdvenues improperly or even to be misused;

The Municipality has not applied proper control im@tisms on revenues. In such a situation, is
not possible to carry out reconciliations on revenaccording to the accounting registers and
invoicing system;

The low level of collection rate may impact in aspibility that the Municipality could carry out
current activity and the development plan in therfe.
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Recommendation 2
We recommend the Mayor to ensure:

» The adequacy and applicability of the Regulationtamiffs and charges by Municipal
Services and Activities, and clearly specify thepansibilities;
» That appropriate steps are undertaken to ensuneduetion of potential risk that comes
from not protecting the original documents andl#wok of registers. Information between
the invoicing department and the one of accouritingconciled;
* Regular reconciliations between the two systemsssigned period for all types pf
revenues. In cases where there are differencegstimild be investigated and resolyed
within the assigned time limits; and
» That Municipal authority undertakes measures taei@ee the collection rate to an
acceptable level.

3.2Expenditure Management
3.2.1 Wages and Salaries

The Budget for category - Wages and Salaries f@920as€10,284,000, while the current
payments for salaries during 2009 we&®¥0,112,000. The number of employees within the
Municipality in the end of 2009 was 3,127.

The expenditures for salaries paid in 2009 accgrtbrthe Payroll system wa9,522,025. The
payments made for salaries presented within ttenéial statements we€d0,112,310.

Based on our analysis of data within the finansiatements, we have found a limited number of
payments of wages and salaries, performed diréatitside the payroll system).

The Municipality has paid, although under a regelamtract, 28 Teachers through the category
of “Goods and Services”.

With aim to verify if the salary expenditures andline with supporting documents, we tested 10
dossiers within the Personnel office. Based onngsif the amount of contracted amounts and
amounts paid, we have noticed a differencé40576.

Conclusion

This way of handling the additional payments is tnahsparent. In our opinion, finding other
technical solutions for these types of paymentsishioe taken into account. Although the above
findings have no material effect on financial sta¢ats, lack of timely communication and
approval from relevant authorities or the lack otdmentation within the dossier may lead to
discrepancies with legislation and Regulatory regjuents.
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Recommendation 3
We recommend the Mayor to ensure that:

» Payments for all employees within the Municipabtg made according to legal
requirements and personnel dossiers are updatechely manner; and

» The practice of paying the salaries from goods serdices should be stopped. Salafies
should be processed through the payroll systempaidifrom the Category Wages and
salaries.

3. 2.2 Goods and Services

The category of Goods or Services by populatiorsmount 0€2,688,220- we tested 10
samples in a total &467,883. From the tested samples, we have notese tfindings

3.2.2.1 Demolition of premises constructed without licensesin Prizren

Transport services are calculated by working howtsije these works as per the technical
specifications are foreseen in m3. We did not fthdt works carried out with excavator
(dredger) are recorded in any register.

3.2.2.2 Supply with fuel for schools of Prizren in amount of €139,190

e Commitment of funds is made in the amoun€b®7,000, while the value of the
contract i£139,190;

» The Procurement manager participates within theEauation Committee and at
the same time he was a Chairman of the Committek; a

* There is no evidence, why the Economic Operatdn thi¢ lowest price than the
winner of€8,990 was eliminated. The Evaluation Committeedrdg mentioned the
contract award for EO without providing any commentthe other eliminated EOs.

Conclusion

Non functioning of internal control system in th@jper level resulted in the execution of
payments without any evidence for the working haurservices performed by the entity. This
however does not justify the expenditure of pubiney.

In general, internal controls are assessed as togalovide assurance the Management that
procurement processes and payments are in accerdatiicLaws and Regulations.
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Recommendation 4
We recommend the Mayor to ensure that:

* Public money is being spent in a rational mannériamo case to make payments
without justification for the works carried out;

» Selection and signing the contracts with most ecooally advantageous operators
and EOs with lowest price;

» There are sufficient funds to implement projectd Bnno case to allow the signing of
contracts without cover of funds; and

» Controls on the work of Evaluation Committees aadedopment of procurement
processes are strengthened in general.

3.2.3 Advances for Official Travels

In 2009, €81,460 is paid on official travel expenses. In ltotee have reviewed 9 cases of
advances and in no case we have found that durenggproval of requests for official travel an
agenda for any visited country was attached.

Conclusion

Lack of agenda for official travels and other evides on the justification of travels do not
provide assurance that all official travels aredrarted in terms ofapacity buildingor other
benefits from these travels.

Recommendation 5
We recommend the Mayor to ensure that:

Proper policies and procedures have been develegadding the approval of requests for officjal
travels and abroad travel itself has a positivaltes gaining knowledge and taking best practiges
which would be implemented by the Municipality perael.

3.2.3.0 Capital Investments

In 2009, the Municipality of Prizren has signeduard 290 contracts with various EO. The total
amount of signed public contracts wd$,219,681 while paid for the Capital expenditwes
€10,652,420.

As part of our audit, from the category of capitalestments, we tested 38 samples or contracts
covering the amount &#4,555,416
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3.2.3.1 The Project on Renovation of the building of the Prizren Municipal Assembly in the
amount of €385,214

The performance security and tender security weteaguested.

The works are not finalized yet and no penalty apglied as foreseen by the Contract special
conditions. The second payment was made on 18.03,20date when the works should have
been finalized. According to the claims of procuesmofficer, the project was not finalized on
time due to the change of bill of quantity regagdgeverapositions.

3.2.3.2 Construction of the Road starting from Employment Office up to Benaf in amount of
€986,089

A contract was signed in amount&$#86,089, while funds committed for this project aver
€200,000 implying that the project had no financiaver.

The bidder with the lower price than the winneamount 0f€19,000 is eliminated. Further on,
the Procurement officer participated within the Bdaluation Committee and the performance
security and tender security were not requested.

The firm did not execute the project according® dynamic plan and in no case the penalties
for delays were applied when it comes to projegil@mentation.

The value of planning for this project was the antaf€838,000.

3.2.3.3 The Construction of the Elementary school in the village Nashec- Prizren- phasell in
amount of €332, 017

An economic operator when it comes to the consbmgbroject for the Elementary School in
Nashec has bided in the amount €541,658 while the contract was signed in amount of
€332,017. Within the tender dossier, there is naestiand bill of quantity for the project and
according to statements of procurement officer régeiction of the tender price has incurred as a
result of lack of funds committed for this proje€he contract foresees that the amount available
for this project will be£208,000. In this project we found that there igppdormance security as

it required by LPP. The same officer signed theorefor receiving of goods and service of
goods and also carried out the certification ofrpast.

3.2.3.4 The Construction of Health Centrein Zhur in amount of €295,141

The contract specifies that the works may be cdwig up to the amount €1.00,000 while the
rest of work after the commitment of funds is madweler the written order of the Director
regarding the work continuance. The contract waisezl under the value of commitment.

The performance security and tender security weteaguested from the winning company.
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3.2.3.5 The construction of Elementary School annex - village Zhur in amount of €121,622

This project is funded by the Municipality (57%)da€HF donor (43%). By reviewing the
payment 0¥€70,000 paid by the Municipality, we have not foumdork receipt report from the
oversight body.

In the second project regarding the constructioilefnentary School Annex in the amount of
€149,450 which was also a joint- financing with theeign donor- CHF - we have not found the
work receipt report from the oversight body.

3.2.3.6 Supply with vehiclesfor the needs of Municipality

The contract for the supply with vehicles for theeds of the Municipality was signed on
30.10.2008 in the amount 690,000. The commitment of funds for these vehialas€45,000
which means that the Municipality had insufficieioinds for these supplies. We have not
reviewed the procurement procedures for 2008; tbexrewe cannot give assurance that
procurement activities are conducted in accordanttethe LPP regulations. We have not found
minutes of meeting of the Committee for receivifigehicles.

3.2.3.7 The Construction of the road Kojush - Gorozhup in the amount of €1,392,221

We could not find the agreement of the Municipadithhd MTPT on joint-financing in which the
Municipality participated with onl¥120,000 while the rest of funds were provided byPMT

The economic operator was eliminated, whose prias Wwwer than the winner f&153,303.
The Bid Evaluation Committee has awarded EO onirsgdrasis, where the winning EO scored
88 points, one point more than the EO with lowektep which scored 87 points.

3.2.3.8 The Construction of the road with concrete paving blocks within village Lubizhda in
the amount of €120,417

Also, in this project the Municipality has not regted the tender security and performance
security. Despite the delays in execution, the lpesaon the delays were not applied.

The Procurement Manager participated within thelleateon Committee.
The commitment of funds for this project was oély,000.

3.2.3.9 The Construction of the road and infrastructure of " Bajram Curri neighbourhood and
Marash Bridge"

The Evaluation Committee has awarded the economerator which had a higher price for
€50,000 comparing to other Operator.

The performance security and tender security weteaguested as foreseen by LPP.
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The value of contract wag1,032,030 while the commitment of funds for thiojpct was
€69,297.

Conclusion

The findings identified above are a result of weadntrols by the Management of the
Municipality. The abovementioned procurements oé tNlunicipality have violated the
procurement regulations. Deficiencies noticed reigar the internal controls in terms of
procurement, are extremely serious and in a lacgkesincrease the risk of Municipality
procurement to fraud, loss and misuse.

Recommendation 6
We recommend the Mayor to ensure that:

* Procurement procedures are conducted in accordatitéegal requirements and
regulations and to take necessary steps for qegtésrmance of procurement activities;

* When establishing an Evaluation Committee, to agpodividuals who have certain
profile and meet professional standards in termevafuation of bids;

» There is sufficient funding for implementationspobjects and in no case the Municipalit
should not enter into obligations without finanaaler;

» All companies which shall be awarded with the caett to provide performance security
before signing the contract;

* The controls on the work of Evaluation Committeled development of procurement
processes are strengthened in general and awdraavitracts more competitive and
economically advantageous operators;

» The penalties on delays are applied for non-congpletf works within the time limits
foreseen by all EO according to the terms of th@remt;

» Actual actions were undertaken to complete thereoteéd works. The Control on
certification of payment should be strengtheneprévent such actions. Also, not to allow
execution of any payments without ensuring thattbeks are completed.

« All decisions on awarding the contract are documeim regard to the basis for selectior
of the winning economic operator and if the biddéh the lowest price is not selected,
clear reasons for elimination should be given.

<

3.4 Subsidies and Transfers

The total amount of expenses for subsidies andsfiees in 2009 according to the FS were
€346,705. We tested 10 samples, in valu€ldf,696.

Expenditures from this category were made primdoilyassistance to the martyrs’ families,
scholarships for students, Non- Governmental Omgioins (NGOs) and support to certain
individuals.
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Subsidies paid to a certain individual or a privatgerprise should be based on a formal
(official) agreement between the budget organiragiod the beneficiary.

Findings

* 100 scholarships for students were planned in amoi650,000 while the amount
paid for these scholarships weé6,740;

* When it comes to, assistance for NGO, the termscamdlitions for selection of the
beneficiaries were missing. As a winner, within twntract is specified an NGO for
organizing the celebration, without having a troenpetition;

» The amount of€10,000 awarded to a beneficiary in relation to thaditional
manifestation “A week of Remzi Ademaj” was madehwiit any foreseen criteria.

Conclusion

Exceeding of payments on scholarships represestficient planning of the Municipality on
one hand, and decisions on payment of an orgaoizatithout any real competition may have
subjectivity and unfair transparency in the othandh Non- implementation of financial rules
and criteria does not provide assurance that pubbioey is being spent on the best possible
way.

Recommendation 7
We recommend the Mayor to ensure that:

» Appropriate plans are prepared and all subsidizepgts have a justification and do not
discriminate eventual competition;

« The Municipality establishes professional commgtee evaluation, monitoring and
supervising of executed projects financed by futhelsgnated for subsidies;

« The Municipality establishes adequate assessnii@fitrojects’ applicants and not
violate basic principles which are determined agdicay to prescribed criteria, however
the beneficiary of these to be the project thattmak the requirements and criteria set
forth by the Municipalities.

3.5ProcurementManagement

Findings reported in the previous sub-chapters destnate that the Municipality of Prizren has
undertaken procurement procedures, which are rextéordance with Regulation 2007/20.

Conclusion

The Municipality of Prizren has inadequate apprdadis procurement processes, increasing the
risk for bad business, misuse and losses. We fawegdularities in almost every procurement
audited.
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Recommendation 8
We recommend the Mayor to ensure that:

» A specific program is developed securing internatiglines on procurement including
clear segregation of duties, combined with efftrding applicable officers for a better
implementation of the procurement processes; and

» A strengthen managerial control of the implemeatatf procurement processes.

VIl.4 Asset Management
4.1. Current Assets
The unspent money of own source revenues in theead09 was874,070.

According to analytical procedures, we have foumat the amount of unspent funds from own
source revenues w&388,640 and unspent donatic#&b,430. Outstanding liabilities within the
financial statements were presented in amoufiR@82,724.

Conclusion
The outstanding liabilities in the end of the yeapresent a serious problem for the

implementation of plans and achieving of objectif@@s2010 and at the same time irregularities
of projects planned for 2010.

Recommendation 9
We recommend the Mayor to ensure that:

The budget appropriated for each fiscal year coatigbligations and that there would be no
initiation and planning of project before the furade available.

4.2. FixedAssets
No disclosure of fixed assets in financial statetm&as made.

The Municipality did not disclose the required imf@tion for premises, property and equipment
in the financial statements. The Municipality hataelished an Inventory Committee which was
under process of asset registration and evaluatidixed assets such as: land, premises and
roads. Also, the Municipality has no detailed ammimprehensive register yet, including
documentation on real estate in the name of theidvhality.
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Conclusion

The lack of a comprehensive registry of propertgngses and equipment makes it impossible
to have controls on Municipal property. This colddd to misuse of assets and non-
identification of these misuses on time.

Recommendation 10
We recommend the Mayor to ensure that the Municipaty will consider the following:

» To maintain a comprehensive register of propentgnyses and equipment;

* To include additional resources within the regitm and assessment of municipal
assets; and

* To make regular physical inventory to ensure thstemce of assets and their condition
and reconcile the counting results with the dataccounting register.

4.3. Liabilities Management

The amount 0€5,108 paid in 2009 flowed as a contingent liabisityce 2005. This liability paid
based on the Court decision was not presented @&ulosked in the prior years financial
statements.

Therefore, the financial statements have not bearistent from 2005 till 2008.

According to data presented within Financial Staets 2009, The Municipality has disclosed
unpaid liabilities according to the categories:

Goods and Servic €501,381
Utilities €51,980
Subsidie €20,003
Capital Investmen €1,509,36!

Department of Finance and Accounting Service wittlie Municipality are responsible for
verifying the accuracy of the received document®ttner departments, registration, monitoring
and reporting.

According to the information aboviie analysis and review of payments regardingi#ilities
were not carried out.
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The Administrative Instruction no. 02/2002 spedfiéill invoices received for goods and
services to be paid on time. The standard datgpdyment is within 30 calendar days from
receipt of the invoice submitted appropriately.

Conclusion

Lack of appropriate policies on liabilities redudde ability of management for control and
proper and effective decision-making in regard éngities when there are delays of payments.
Moreover, contingent liabilities may bring the Maipality in the unexpected financial trouble.

Recommendation 11
We recommend the Mayor to ensure that:

* The Accounting has all information for outstandiiadpilities and actions to be taken in
case of delays of payments;

» These liabilities are presented fairly and acclyatéthin financial statements, as
required by Al 20/2009 or other instructions in fbkowing year; and
» Outstanding liabilities should be disclosed, estedand budgeted for the coming yeay.

VIL5 Internal Control Systems

We have identified weak management and contrdlsarfollowing areas as set out in the
sections above,

« Prior years recommendations were not implementéiderexpected level;

« Managerial shortcomings associated with many ulagies are being repeated from
year to year;

« Improvements in public financial management arg géww;

« Development of procurement procedures by violatirggrules arising from LPP and
signing contracts with operators without securimgds;

« Application of fees with double standards in deteing the value for construction
license; and
« Inadequate systems for registering and monitorfrfcxed assets.

Conclusion

There are deficiencies within the internal consgstems of Municipality. There is a need to
carry out a system functional review. Consequeimkgrnal controls established by management
of the municipality for prevention, detection amatrection of errors, irregularities and potential
fraud have not operated sufficiently.
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In general, we consider that the level of financi@trol is inadequate and must be improved by
addressing the recommendations raised togethenmlementing those outstanding from the
previous year.

5.1. Internal Audit

Within the Municipality of Prizren there is an IAtbnsisting of one Director. The main role of
Internal Audit Unit is to provide assurance for rmagement that internal control system is
functioning as intended.

IAU did not draft an audit plan for 2010. During@Dthere were four reports completed, out of
which, two include the period of 2009. The repowhjch are carried out by IAU as objective

had the assessment of revenues from property taxemuitment procedures. In its scope are
not included the high risk areas for audit, suchih@sprocurement sector. We noticed that the
IAU has no independence in the scope of work. A@aitnmittee is established, but we didn’t

noted any important contribute on developing oéiinal audit.

Conclusion

We evaluate that while IAU does not prepare auldih® based on a detailed analysis of the risk
assessment and does not focus the audit on ardasigier risk, we could not rely upon the
results of this unit for purposes of our audit. Blorer, neither the management of municipality
could expect the internal audit to provide assuanmtthe functioning of controls.

Recommendation 12
We recommend the Mayor to ensure that:

* |AU plans and performs its annual activities foalsa the current year and to use a risk
based approach.

* Internal Audit should submit regular reports to Mgament give advices, and
recommendations on identified shortcomings in thelémentations of the ICS..

VI1.6 Overall conclusion on the Management of the Minicipality of Prizren

Overall conclusions are that the management sheitédgthen general controls. Compared with
the previous year, when 7 recommendations are gifuetings and recommendations of this
year (12) are higher, indicate that controls regjfurrther substantial improvement. It should be
paid a special attention to the improvements padity in compiling financial statements,
development of procurement procedures, findingnleehanisms to collect debts from property
tax and strengthening controls on assets.
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Based on identified weaknesses within this repegtreached the overall conclusion, that further
efforts are needed, improving the Financial Manag@nand control within the Municipality
Prizren.

A specific revitalization program should be orga&tizspecially addressing strengthening:
* The external reporting;
* The internal reporting;
» Clear and transparent and delegation and segregatiuties
* Managemnet follow up; and

* The IA functioning.
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Annex 1

Different types of Audit Opinions applied by OAG inthe Annual Audit Report 2009 (extract from
ISSAI 400)

8§ 9. An audit opinion is normally in a standardnfiat, relating to the financial statements as a &hblus avoiding
the need to state at length what lies behind itcbawveying by its nature a general understandingrgnmeaders as
to its meaning. The nature of these words willdfeuenced by the legal framework for the audit, the content of
the opinion will need to indicate unambiguously e it is unqualified or qualified and, if thetkat, whether it is
gualified in certain respects or is adverse (panaigrl4) or a disclaimer (paragraph 15) of opinion.

10. An unqualified opinion is given when the auditor is satisfied in all mialerespects that:

(a) the financial statements have been prepared) wiceptable accounting bases and policies whaele been
consistently applied;

(b) the statements comply with statutory requiretmend relevant regulations;

(c) the view presented by the financial stateméntonsistent with the auditor's knowledge of thdited entity;
and

(d) there is adequate disclosure of all materidtensrelevant to the financial statements.

11. Emphasis of Matter. In certain circumstances the auditor may condidat the reader will not obtain a proper
understanding of the financial statements unlenton is drawn to unusual or important matters. aAgeneral
principle the auditor issuing an unqualified opmidoes not make reference to specific aspects eofitlancial
statements in the opinion in case this should EEomstrued as being a qualification. In order toichgiving that
impression, references which are meant as "emplo@gsisatter" are contained in a separate paragregh the
opinion. However, the auditor should not make ufero emphasis of matter to rectify a lack of appiap
disclosure in the financial statements, nor asl@nretive to, or a substitute for, qualifying thginion.

12. An auditor mayot be able to express an unqualified opinion wheany of the following circumstances exist
and, in the auditor's judgement, their effect isnary be material to the financial statements:

(a) there has been limitation on the scope of titit;a

(b) the auditor considers that the statementsrax@mplete or misleading or there is an unjustifieparture from
acceptable accounting standards; or

(c) there is uncertainty affecting the financiatetnents.

13. Qualified Opinion. Where the auditor disagrees with or is uncersdiaut one or more particular items in the
financial statements which are material but notdamental to an understanding of the statementsjadifigd
opinion should be given. The wording of the opinimrmally indicates a satisfactory outcome to thditasubject
to a clear and concise statement of the mattedésafjreement or uncertainty giving rise to the ifjedl opinion. It
helps the users of the statements if the finardfact of the uncertainty or disagreement is qti@atiby the auditor
although this is not always practicable or relevant

14. Adverse Opinion. Where the auditor is unable to form an opiniortlem financial statements taken as a whole
due to disagreement which is so fundamental thatdermines the position presented to the extexttah opinion
which is qualified in certain respects would notdskequate, an adverse opinion is given. The wordfrguch an
opinion makes clear that the financial statemergsat fairly stated, specifying clearly and coetysall the matters

of disagreement. Again, it is helpful if the findaceffect on the financial statements is quantifighere relevant
and practicable.

15. Disclaimer of Opinion. Where the auditor is unable to arrive at an apirmegarding the financial statements
taken as a whole due to an uncertainty or scopiateen which is so fundamental that an opinioniethis
qualified in certain respects would not be adequatisclaimer is given. The wording of such a ldisecer makes
clear that an opinion cannot be given, specifyilegudy and concisely all matters of uncertainty.

16. It is customary for SAls to provide a detaitedort amplifying the opinion in circumstances ihigh it has been
unable to give an unqualified opinion.
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Annex 2

Management of Prizren Municipality was given theapunity to give comments on this draft report. fdgement has given a
number of comments which have clarified some ofrtiged issues and then some of these issues hanged. Unfinished issues,
for which we as auditors and the audited entitylstive different point of view, are presentedhe following:

Comnterof Prizren Municipality and OAG concl

usions

No

Reference

Comments of Prizren Municipality

Final caclusions of OAG

2.1 Information
Quality

a) In recommendation no. 1, that Financial States
should be prepared according to article 9 poinf 3lo
20/2009 where its stated that all receipts shoal@dpal
with payments, whereas in this table are preseate
receipts until the end of the year, but also atinpked
payments. Therefore, regarding this recommendavi®
will be more cautious and we assure you that wé
provide data according to Al 20/2009.

b) Regarding the recommendation for registration
fixed assets and evaluation of assets accordinglt
21/2009, we notify you that the committee for fix
assets evaluation was established in 2009.
Committee is working and this data by the commi
will be presented in the following Financial Statsits
(page 10).

c) On page 10 is stated that the amdin508,000, was

ellunicipality’s Management agrees that weaknesseés, ¢
therefore, has started undertaking actions to n
necessary corrections. In our next audit we willofg-up
don the level of implementation.

5
wil

We concluded that the Municipality has not disctbsete
#F of Financial Statements, which requires thatnalh-
Dfinancial assets in possession of Municipality d$tiobe

E'§hmmarized.
The

ithn-disclosure and non-presentation in  Finan
Statements means that Financial Statements doontdio
all relevant information and this data was not pnésd
properly in the Financial Statements.

D

BX
nake

cial

not disclosed, explanations were clear, however| we
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notify you that this amount present®©wn Sourc
Revenues carried from 2008 in amount€df 114,00
and the increase of Own Source Revenues from
planned in amount c8394,000 which totally add up
€1,114,000€393,000€1,508,000, values are rounded

d) On page 25. Contingent liabilities paid on 2089
amount of€5,108, this amount was as a result of 2@
and this liability was not presented at the enthefyear
in our office.

Audit findings remain unchanged.

hose
0]

05,

3.1.1 Improper Control
regarding the
calculation of
compensation of
construction land
regarding the
construction permit

Regarding the testing of two samples related taest
on construction licenses, for calculation of congaion
regarding the arrangements of construction landey
calculated different prices for this reason:

In the first case, conclusion No: 04/4-353-850,
investment is the construction of lodge house ev&ita
in cadastral plot No. 144/4 with plot size S=270ras
deducted from the final amount 14,55%, accordm
the abovementioned party it was taken from posses
respectively from property 14,55%, this is accogdio

the decision of Municipal Assembly with No. 01/041

of date Dec 28 2006. Whereas in the second

according to the conclusion with No. 04/4-353-849
construction of lodge house in Prevalla in the stdd
project No. 150/5 with a cadastral size No. 271was
deducted from the total amount 7.5% because thiiei

a) Responsible Officials, even with the attac
documentation they have not provided evidence asdhe
veecision of the Municipal Assembly which is mengdnn
the report of the Department for Spatial Plannirg

evidence for verification.
as

b) Decisions are fully effective and they will
vimplemented when approved by the competent bodies.
y t
S

Municipality’s comments do not change our conclasio

Case,
f

hed

OFFICE OF THE AUDITOR GENERAL — Str. Gazmend Zajmi. 59,
Tel.: +381 (0)38 2535 217 — FAX: +381 (0)38

10000 Prishtina, Kosova
253892

27



size that was taken from the ownership respectifrein
the property.

b) Whereas when it comes to calculations of 50%,7
25% authorities of this body made a proposal
amendment and supplement of Regulation on ta
charges and fines from services and Municipal diets/
for the part of Department of Urbanism and sps
planning, respectively to fulfil article 6.3 sectid.3 and
4 in order to include surface for attic 50%, 7!
balconies, and terraces 25% of the price on us
construction land on a zone that belongs to thiglimgj.

5
for
[iffs,

itial

%

e of

3.1.2 Supporting
Documentation of own
source revenues is not
safeguarded

Each own source revenue has to be supported hyrees
document, this source document is a Bank State
where all revenues are recorded based on a docu
that is presented by the parties in the Bank. Baseithis
document the Bank records revenues in the state
based on the name of the client and based on pleedty
revenue-Bar-code (UNIREF according to M
guidelines). This document for recording- B4g
Statement is presented to us on daily basis byrtae-
balance system where revenues of all banks
specified. These documents are archived in MA fq
(seven) years as foreseen by Law of Public Finatg.
information that was requested by you related
recording of revenues was presented in time.

Audit team was knowledgeable about the system ywe

M&fthmented, so the issue here is that you werengck
MEMN and detailed register of source documentst

R{sherate revenues, as basis for attestation thaicijality
IS in possession of its Own Source Revenues.

_nq;omments do not change our conclusion.

are
7

to

3.1.3 Non-

Reconciliation between the Department of Financg

dn relation to non-reconciliation we have concludbat

Treasury is done on monthly basis, whereas, qupite

I there were not reconciliations between departmetish
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reconciliations between
the

Department of Finance
and Treasury

Justification related to
auditing of revenues of
2009 in MFMC in
Prizren

drafted the reconciliation process between the r@engenerate revenues and the Finance Department.

Office of Treasury and Finance Department, Econom

and Development. This is a report which we presk 1 erefore, recommendations given in this report \wé
before and we will attach it to this response useful so that the municipal officials will takeeth into

consideration and implement them.
Non-reconciliation between some of our codes amd th

Treasury codes is because we could not decodg/pee t

of revenue on time. These corrections on our si
done in the MA, while in Free-Balance we do notéav
access to correct them. However, despite all baddtal
of revenues completely reconciles with Treasury.

Reason behind non-reconciliations of Own Source
Revenues of MFMQGn Prizren in 2009 deposited
Municipality’s account and the transfer from the
Municipality to Treasury is discontinuance befohe ft
end of the month and the same difference was darrie
regularly for few months, however in the end of ylear
this difference is being reconciled which indicatésa
technical failure. We will be careful in the futuse that
this occurrence does not happen again, sinceislirths
presented from all the above reasons as unintetion

We ask for your understanding and our given
explanations to be accepted as justifiable. Wetgree
and thank you.
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3.1.4 Control on
receivable accounts is
not functioning

properly

We do not have information regarding which consat
concerns, therefore we cannot give clarificatiormyWe
do it is, the charges are done based on the basendmt
of the respective Department presented at the E&
Department (in this case was mentioned Public Ses
Department). Some explanation, it does not con
property tax invoices, but for rent of premises.

I Issue was discussed and it concerns contractemsing of
premises in the Public Services Department.

an

iComments do not change our conclusion.
cern

3.1.5 Debts are not
collected within set
time frame

Debt on the end of the 2009 for renting of premisas
301.631.00. Carried debts on 2010 were 301.63012
difference between liabilities of 2009 registerad2D10
is 1.30 and not 26% as stated in the report. Ag
attachment we send you the list of liabilities fjoemises
for 2009.

Reports for collection of revenues are preparediaity
basis and are accurate because they have to beciledc
with Bank Statement, under these conditions thenmoi
possibility for non-reconciliation not even in cenet
alone in Euro’s, this issue was presented durirg
control, where is also seen the reconciliation repdth
Treasury for each period and in the end of the.year

It is true that properties that are registered| trgbruary,
of the respective year are taxed.

Permanent Office of property tax in MA of Prizreor
2009 has registered new properties, regardles$isf
these properties are not entered into the system
taxation.

Carried debts from 2008 in 2009 wef238,844,39
whereas carried debts from 2009 in 2010 v&3@1,631,42

which indicates a tendency of increased debts %4.26
an

Municipality’s Management does not disagree withoré
findings, however, they are explaining under w
circumstances they have occurred.

th

We expect the implementation of recommendation
regard to this issue.

fo

OFFICE OF THE AUDITOR GENERAL — Str. Gazmend Zajmoi. 59, 10000 Prishtina, Kosova
Tel.: +381 (0)38 2535 217 — FAX: +381 (0)38 253592

30

hat



Reason behind this is that the program was nottitumed
because Property Tax Department in cooperation

with

Swedish SIDA have developed a new software

(program) for property tax and as of 12.02.2009! time
end of May of 2009 due to the transferring procefs
data from the old software into the new software,

were unable to enter any type of data into theesys

This data was transferred as from the month of.June

Article 9.1 of Regulation on taxes of immovab

property No0.2003/29, states that all propertieg Hra
registered until the first of March or before th® df
March are subject to taxation.

[92)

—+

e

Therefore, due to above mentioned obstacles some

properties that were entered into the system frben
June were not taxed for 2009 because the legalidead

has passed, therefore properties are taxed for.2010

Efforts are permanently made so that all revenues

controlled and recorded properly, in the future wi#
also consider Auditor's recommendations.

Department of Economy, Finance and Developn
have made continuous efforts so that the collectso
done in full compliance with Tariffs Regulatio
Charges, and Fines from Municipal Services
Activities and every time the collection level w
reached and exceeded based on the set objectivibeg
MA.

In the future we will consider Auditor

t

nent
n

n,
and
as

by

S
ith

Recommendations by acting in full compliance W
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applicable laws and Administrative Instruction isgiby
MEF.

3.2.1 Wages and
Salaries

Salary increase in value &#4,576 was done after th
request approval of the Department of Education

Science No. 504/2009 of date 21.05. 2009, whichesy
by the Municipal Assembly in their session heldlidy
2009, has approved this increase and as such
difference does not have a decreasing affect on
Municipal budget, since the increase is also apmdwy
the Ministry of Finance and approved by the Miryisif

Public Administration. Also this increase is appgdwy
two ministries, based on official works volume.

relation to payments of 28 Teachers executed thg
the code (subprogram) of Goods and Services
sometimes by the suggestion of an agreement bet
the Ministry of Finance and Treasury departmeng tiu
impossibility for payment from the salaries codeotigh
the Ministry of Public Administration. By the deita of
the Government of Kosovo this number of Teachers
legalized and regulated in Teachers payment acupi
to the payroll.

,,_%ﬁicers and salaries that were paid through thgrdfa

wveen

e

aWg have reviewed 10 personnel files and the primary

objective was to find out whether these files contall

possible changes of salaries or of multipliers.

this

Dhweing the comparison of salaries expenditure gaidugh
payroll and the contracts, the tested samplestezsulith a

difference of€4,576. When auditing we have not concluded

IR reconciliation between the contracts signed bg

Sikstem. Therefore, our conclusion remains unchanged

wa
di

3.2.2.1 Destruction of
buildings built without
permit in Prizren

Respective Department has carried out paymentd
and the procurement sector did not have accessese.
The procurement sector in the future will resp
recommendations of Auditor General.

tBach payment for work or services which derivedir

th

o

[ procurement procedures should be signed by theopers

egssigned by the procurement for preparation of hase]
order based on terms of the contract.

Audit conclusions remain unchanged.
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3.2.2.2 Supply with
Fuel(heating purposes)
for Prizren schools

Based on a conclusion given by the Office of Pnz
municipality No. 3616 of date 02.06.2009 relateduel
supply, when the Auditor General has presented

remarks related to fuel supply (page 15 No. 3.2.2.@vidence of all EO eliminated from the competitioith a

First committee has evaluated in accordance
procurement rules, whereas by suggestion
procurement office was established another comen
which has re-evaluated certain tenders and thestenals
awarded to EO with a higher price than the oneuatat
by the first committee.

réVe repeat once more that it has become a routiheon
have evidence of EO that were eliminated from
dsnpetition. It was verified that you have no veniti

wigason behind the elimination. We have not fourad the

safcond committee was for re-evaluation, therefdine,
itecommendation given in this report remains unchdrgy
hoping that the given recommendation is clear.

10.

3.2.3.3 Construction of
premises for
Elementary school in
village of Nashec,
Prizren- phase Il

Point a.

Pursuant to article 60.1. of LPP promulgated

Regulation No.2007/20 is stated: Contracting auty1or pp. that is:

shall require an economic operator that has been
awarded a contract to post performance security[@e-
condition to the signing and

entry into force of such contract if (i) such caatris a|
works contract, (ii) such contract

is a service contract for software developmentisesy
(iii) there is a risk that a breach of

such contract ? would cause substantial damagaet
contracting authority

Point b.

Request for performance security is not conditiongith
giving of advance to the EO, however we will qupéet of

Article 60.2 of LPP states: A contracting authordiyall
require an economic operator that has been

awarded any other medium or large value contragiotdt
performance security as a precondition

ote the signing and entry into force of such corttrac.

b ,c ) Municipality does not disagree with findingonly
gives a reason for it. Furthermore, conclusionsunreport
intend to find shortcomings in internal control &gyss and
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l.
whenever entering a contract,

2. Economic Operators after they start executing
project, actually they have already entered
performance security since the contracting authdrés
not given advances for execution of project,

3. Contracting Authority of Prizren Municipality thi

any Economic Operators that has entered into aadntfinancial without cover, which can lead to losscoitrol

so far had no problem in execution of a contract.

4. For clarification of article 60.1 of LPP we agbu to

contact PPRC in Prishtina and to clarify that iz

Municipality has not violated public procurementvl
and has acted conform LPP.

Since we as contracting authority cannot stimu
economic operators to give advances and we have not

requested works performance security.

Point c.

Based on remarks given by Auditors that in nonéhef
cases was noticed that the Municipality has managed

finish a project according to the dynamic plan

specified in the Contract. We as a procurementosect

were never asked by the respective Department
have executed projects that dynamic plans were
respected and should apply penalties towards
economic operators under the terms of the contract.

We as contracting authority never gave advandks risks these shortcomings might bring. We erageithe

Mayor of Municipality to initiate the preparatiomgezess of
jpglicies and formal procedures of how is informatgwing
tg flow within departments.

We also re-emphasize our recommendation that f{
should be sufficient funds for execution of progeend
Municipality in no case will have liabilities witl having

over liabilities, as well the penalties in case pafyment
delay.

' Audit findings remain unchanged.
A

late

as

who
not
the
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Point d.

Why were contracts signed without having all mefans
execution of project: we as a contracting authowntsh
quite a large budget and with participation ofzatis in
most of the projects, we could not allocate means
completely, therefore this was the reason why wered
into contracts for as many means as alocaledhe
contracting authority did not enter into contraetgen
without insufficient allocated means, then most| of
projects would not take place.

3.2.3.4 Construction of | We gave our response on point A and B Our conclusion remains unchanged.
Culture House in Zhur

3.2.3.5 Construction of | This project was enabled by CHF and MA Prizrewe have ascertained that participations in these
sanitary accessories in | However procurement sector does not have any typemjects were co-financed between the municipalitg the
village Zhur document concerning this project. external donor. However, in these two cases we Inaw¢
found any type of report prepared by the supergitiady

Regarding the construction of sanitary accessanies for executed works and payments based on this tepor

the Elementary and High School "Dé&shmoret e
Zhurit" in Zhur, who was supervised by CHF, also
an investor of a portion of means and receiving
report exists in the case 390/ 09 paid on 12.1®.200
and this is a report in english language, whiclorep
was not consulted by the auditor the day they
reviewed documentation in MDES. We atach the
report to our response.
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13

3.2.3.6 Supply with
vehicles for
Municipality needs

Payment was not processed through the procure
sector and as such, we have no information of vede
vehicles.

NWet re-emphasize conclusions in our report, thegnition
lis to identify deficiencies in the internal contgystems
and the risks that these deficiencies might bring.

This moment is a paradox that the procurement sééts)
no information of this, where we know that procuesr
procedures are guided by two sectors

14.

3.4 Subsidies and
Transfers

a) In relation to scholarship expenditures theyengven
under the decree No. 01/011-1827 of date 10.03,2
based on which was established a committeg
consistence of five (5) members where the schadfzss
amount €50,000 was specified. One additiof
scholarship was awarded for minorities by the dewoi
of Department of Education in amount&400, while the
other amount 0€6,240 by suggestion of Municipality
Mayor and the decision of Ministry of Education g
Science they were awarded to the twins of littleista

and to several other kids which were cases of e

poverty.

b) The amount of€10.000 was given based on
conclusion No. 01/06-2709, of date 21.04.2009 signe
the Mayor of the Municipality and the decision takey
the Department of Education towards the firm "Bogda
whose intention was easement of procedures for
payments that were supposed to be given to sctioo
organizing this celebration. Department of Educatad

Municipality does not disagree with the finding, dnly
(fi9es the reason behind it.
in
;rpur conclusion remains unchanged due to the faxtith
]érpe scholarship plan were only 100 scholarships
Ss;tudents, whereas, were awarded more than planned.

S
nd

We re-emphasize our conclusion that; failure topees
financial rules and criteria does not provide siguhat
the public money is being spent at its best.

a

cash
[
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Science, as host of this celebration has also ledted a
committee to supervise this celebration and
assessment of financial cost, and each expense

documented with respective invoices. We also reatifi

the audit committee, which are archived in MDES,
suggestion are in compliance with audit off
recommendations of No 7 page 21.

These expenditures were incurred from subsidiebtlan

payment was carried out through the respective, firm

order not to fail in organizing of this tradition
celebration.

for
was

ce

al

15.

5.1 Internal Audit

Even though more solid comments would be given

Wie did not state that you do not have Audit plart, ere

the respective Department where the recommendatinosprepared Audit plans based on detailed anabfsisk

were given by the Auditor General, where in coraidh
with the senior management was given the assutaat
it will increase the efficiency in form of internabntrol
by the Department office along with internal audgq
office, even though this office has insufficientmoer of
staff, only one auditor (1).

In relation to the finding that IAU does not have
internal audit plan for 2010-in your document relijag
to audit for fiscal year 2009, in point 12 you ha
requested Audit Plan for 2009 and that was delo/éne
us, regarding to audit plan of 2010 | had no infation
that it was requested by your officials since IA&klihat

assessment and you were not focused in auditinget
efields with high risk,

Audit focus on the fields with high risk by the émnal
Auditor it is a recommendation that should

ig1p|emented, and we Dbelieve that this will 3
Municipality’s management, where the efficiency Iw
l\}@crease as well the form of internal control ofe
respective Department.

ho

be
aid
il
th

=
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plan drafted based on which has carried an audit
(management of municipal assets) and is in [the
completion phase of second audit (municipal revenue
Although | hope that there was a misunderstanding o
misinformation when it comes to your request.

Furthermore, Municipality’'s Management has comrdite make all efforts for addressing all of ouregiwvecommendations.
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