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1 Audit Opinion     

We have completed the audit of the financial statements of Viti Municipality for the year ended on 

31 December 2021 in accordance with the Law on the National Audit Office of the Republic of 

Kosovo and International Standards of Supreme Audit Institutions (ISSAIs). The audit was mainly 

conducted to enable us to express an opinion the financial statements and conclusion on compliance 

with authorities1. 

Unmodified opinion on annual financial statements 

We have audited the annual financial statements of the Municipality of Viti, which comprise the 

statement of cash receipts and payments; budget execution report; and explanatory notes to 

financial statements, including a summary of significant accounting policies and other reports2, for 

the year ended as at 31 December 2021. 

In our opinion, the annual financial statements of the Municipality of Viti give a true and fair view in 

all material respects, in accordance with International Public Sector Accounting Standards under 

cash-based accounting. 

Basis for Opinion 

We conducted our audit in accordance with International Standards of Supreme Audit Institutions 

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

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

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. 

Conclusion on Compliance 

We have also audited if the processes and accompanying 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 matters described in the Basis for Compliance Conclusion section of 

our report, transactions carried out in the process of execution of the Municipality of Viti’s budget 

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. 

                                                      
1 Compliance with authorities – compliance with all the public sector laws, rules, regulations, and relevant standards and 

good practices 
2 Other reports are required under Article 8 of Regulation no.01/2017 on Annual Financial Report 
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Basis for the Conclusion 

Issues with impact on the compliance conclusion are as follows: 

A1     The Municipality had incorrectly deducted primary residence tax for its taxpayers 

A2      The Municipality had twice subsidised an NGO with €2,000 each, without announcing a Public 

Call. 

A3      Shortcomings in funds availability and commitment in three signed contracts 

C1      The Municipality did not manage to verify 20% of the taxable properties. 

B1      During 2021, the Municipality had made delayed payments in the amount of €182,941. On 

the other hand, there were direct payments from the Treasury based on court/enforcement decisions 

for jubilee and farewell salaries amounting to €892,822. Whilst 11 other direct payments from the 

Treasury in the amount of €28,323 were for Goods and Services. 

B2      The Municipality employed 79 officials with special services agreements for whom it did not 

conduct procurement procedures as required by the law on public officials. 

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 

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

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

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.  

Responsibilities of Management and Those Charged with Governance for the Annual 

Financial Statements 

The Mayor is responsible for the preparation and fair presentation of financial statements in 

accordance with the International Public Sector Accounting Standards – Financial reporting under 

the cash basis of accounting. In addition, the Mayor is responsible for establishing internal controls 

which he determines are necessary to enable the preparation of financial statements that are free 

from material misstatements, whether due to fraud or error. This includes the fulfilment of 

requirements of the Law no.03/L-048 on Public Finance Management and Accountability and 

Regulation no.01/2017 on Annual Financial Reporting of Budget Organisations.       

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

process. 
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Management’s Responsibility for Compliance 

Viti Municipality’s Management is also responsible for the use of the Municipality’s financial 

resources in compliance with the Law on Public Financial Management and Accountability, and all 

other applicable rules and regulations3 

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 ISSAIs 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 Municipality of Viti’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 ISSAIs, we exercise professional 

judgment and maintain professional scepticism throughout the audit. We also: 

 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. 

 Identify 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. 

 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 Municipality of Viti’s internal control. 

 Assess the appropriateness of accounting policies used and the reasonableness of 

accounting estimates and related disclosures made by management. 

 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. 

                                                      
3 Collectively referred to as compliance with authorities 
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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 deficiencies 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. 

2 Findings and recommendations  

During the audit, we have identified areas of possible improvement on Financial Management and 

Control. Weaknesses were identified on important financial areas, such as: revenues, subsidies, 

failure to comply with procurement procedures, entry into liabilities without having sufficient funds 

available, receivables, failure to truly present contingent liabilities in AFS and failure to record non-

financial assets, that are presented for your consideration below in the form of finding and 

recommendations. These findings and recommendations are intended to make necessary 

adjustment to the financial information presented in the financial statements, including disclosures 

in form of explanatory notes, and improve internal controls relevant to financial reporting and 

compliance with authorities in connection to the management of public sector funds. We will follow 

up these recommendations during next year’s audit.    

This report has resulted in 13 recommendations, of which nine (9) are new recommendations, three 

(3) repeated and one (1) partly repeated. 

For the status of previous year’s recommendations and the extent of their implementation, see 

Chapter 4.



2.1 Issues with impact on the compliance conclusion  

Issue A1 - Taxpayers unlawfully benefiting from the Primary Residence Deduction 

Finding  Law no. 06/L-005 on Immovable Property Tax, Article 11 – Primary Residence 

Deduction, provides, inter alias, that the natural person who owns or 

possesses two (2) or more residential object units may declare only one of 

those objects as his/her primary residence and shall be allowed a deduction 

of fifteen thousand Euros (€15,000) from the appraised value of the object 

unit.  

In analysing the property tax database, at least nine (9) cases of taxpayers 

who have declared two or more residential buildings as their primary 

residence were found. Moreover, the situation is even more severe as the 

personal numbers of more than 1,000 taxpayers are not presented in this 

database and potentially could be multiple beneficiaries of the allowed 

deduction.  

This was due to negligence of officers and system shortcomings that allows 

multiple benefit of taxpayers and entry into the system without an identification 

number. 

Impact Implementation of allowed deductions for taxpayers without personal number 

and without stating that the taxpayer’s residency is a primary residence, may 

lead to incorrect calculations of property tax deductions and consequently 

less revenues. 

 The Mayor and his subordinates should take immediate actions to 

identify all multiple beneficiaries of the primary residence deduction and 

initiate legal procedures and that the database is completed with all the 

personal numbers of taxpayers so that all cases could be verified. 

Response of entity’s management (agree)



Issue A2 – Subsidizing beneficiaries in violation of the Municipal Regulation and the NGO 

Public Financing Regulation 

Finding  Municipal Regulation on Subsidies, Articles 6, 13, and 23 stipulate that a 

natural or legal person may receive subsidies from the Municipality only once 

a year. An agreement defining the beneficiaries and Municipality’s rights and 

obligations, as well as the beneficiary’s financial and narrative shall be 

concluded in the case of subsidy. 

Whilst the Regulation on Public Funding of NGOs stipulates that the 

provisions of this Regulation are implemented by every Budget Organisation, 

with the exception of direct financial support to NGOs, which does not exceed 

the amount of €500 for an NGO. 

The Municipality had twice subsidised an NGO with €2,000 each, only by the 

Mayor’s decision, without announcing a Public Call. This is contrary to the 

Municipal Regulation on Subsidies as well as the Regulation on Public 

Funding of NGOs. 

This occurred due to inconsistent implementation of the requirements of the 

regulations in question. 

Impact Granting subsidies to the same beneficiaries more than once, deprives other 

beneficiaries of receiving subsidies at least once a year. Whereas, by not 

announcing a Public Call, the principles of competitiveness, equal treatment, 

transparency, accountability, and reporting on the use of public funds by the 

beneficiary of the subsidy are ignored, as there are no agreements between 

the Municipality and the beneficiary regarding the terms of spending funds 

and the reporting method. 

 The Mayor should ensure that beneficiaries receive subsidies only 

once a year as defined by the regulation. For each NGO qualified for a subsidy 

according to the Regulation on Public Financing of NGOs, a Public Call 

should be announced and the regulation’s requirements should be 

implemented.  

Response of entity’s management (agree) 
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Issue A3 – Shortcomings in concluding procurement procedures and signing of contracts 

Finding  Rules and Operational Guidelines for Public Procurement (ROGPP), 

paragraph 61.4 stipulates that after a contract has been signed by both parties 

the responsible Procurement Officer shall inform the Chief Administrative 

Officer “CAO” and the CAO shall, in writing, appoint a Contract Manager 

responsible for the management (supervision) of the specific contract and a 

direct supervisor of the Contract Manager. Further, paragraph 8.7 of ROGPP 

defines that the persons having authority to sign a contract are obliged, before 

the publication of the “Notice on the Contracting Authority Decision”, to 

reconfirm that the financial information (SNDAF) has not materially changed. 

In the contract “Regulation of sports fields in the Municipality of Vitia” in the 

amount of €424,176, the CAO had appointed a contract manager, but not the 

immediate overseer of the Contract Manager; the commitment of funds was 

done in the amount of €50,000, which was done after signing the contract (the 

contract was signed on 11.05.2021, while the commitment of funds was done 

on 14.05.2021), while for 2021 was foreseen spending of €170,000. 

In the contract “Construction of bridges in the villages of Pozheran and 

Buzovik” amounting to €74,888, the review of funds availability was done on 

the same date as the contract notice and not before the award notice. In 

addition, the funds were not committed prior the signing of the contract. 

In the contract “Construction of sidewalks and public lightning” amounting to 

€820,153, the funds availability was signed and reviewed by the responsible 

people, but the commitment of funds prior to contract signing was made in the 

amount of only €50,000, whilst the budget for 2021 was €370,000. 

Expenditures for this project in 2021 were 97,493.  

This occurred due to failure to correctly implement legal requirements. 

Impact Failure to comply with the requirements regarding the funds availability and 

commitment prior the signing of contracts may lead to entry into liabilities 

without available sufficient funds and create difficulties in project 

implementation.  

 The Mayor should ensure that that the legal requirements regarding 

the availability and commitment of funds are strictly implemented throughout 

the process of conducting and concluding procurement procedures and 

signing contracts. 

Response of entity’s management (agree) 

1 – Shortcomings in inspection of municipal facilities 

Finding  Law No. 06/L-005 for Immovable Property Tax, Article 15, stipulates that the 

Municipality shall carry out inspection activities each year for at least 20% of 

all property within the territory of the Municipality and may engage private 

inspectors to assist in inspecting activities. 
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During the review of conducted inspections by the Municipality, significant 

efforts were noticed for property inspections, where surveyors managed to 

inspect 2,006 facilities or about 14%. However, the required legal quota of 

20% has not been reached. 

This occurred due to lack of sufficient staff to carry out the inspections. 

Impact Failure to inspect 20% of the properties may lead to an excessive or 

insufficient tax burden on taxpayers, in which case either party is potentially 

harmed. 

Recommendation C1 The Mayor should ensure that 20% of the immovable property is 

verified so that eventual property changes are recorded in the database to 

present the correct tax liability. 

Response of entity’s management (agree)



Issue B1 – Delays in payment of invoices/liabilities and additional expenses of enforcement 

procedures 

Finding  Pursuant to Law No. 03/L-048 on LPFMA, Article 39.1, every valid invoice and 

demand for payment for goods, services and/or works supplied to the budget 

organization is paid within thirty (30) calendar days after the budget 

organization receives such an invoice or demand for payment.  

While, under Article 40, the invoice can be executed by the Treasury after 

receiving the final decision from court/enforcer.  

In analysing the suppliers’ database, we found that during 2021 the 

Municipality had made payments of €182,941 or 1,224 cases of payments 

exceeding the legal deadline for payment. These payments are mainly related 

to goods and services. Delays range from (1) month up to 2.5 years. For 11 

payments amounting to €28,323 for goods and services, executed directly by 

the Treasury according to court/enforcement decisions, the principal interest 

was €22,265 whilst €6,058 were for court/enforcement expenses. In addition, 

as a result of court/enforcement decisions the Treasury executed payments 

for jubilee and farewell salaries totalling to €892,822. The Municipality did not 

provide us with information on the amount spent for the principal interest and 

enforcement fee. 

Failure to timely pay liabilities regarding the salaries occurred due to lack of 

funds to pay the liabilities of the collective contract, whilst delayed payment 

of invoices was due to late receipt of invoices at the yearend, delays in funds 

commitment in the following year, and partly due to untimely submission of 

invoices from other departments to the finance department. 

Impact Failure to pay invoices and liabilities on time exposes the Municipality to 

potential lawsuits from Economic Operators, thus causing additional 

expenses for court/enforcement procedures as well as interest expenses. 

Recommendation B1 The Mayor should ensure that liabilities are planned/budgeted and 

paid within the legal deadlines so that the Municipality’s budget is not 

damaged with additional enforcement expenses. 

Response of entity’s management (agree) 
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Issue B2 – Engagement of employees with special service agreements without conducting 

adequate legal procedures 

Finding  Article 84 of Law No 06/L-114 stipulates that special service agreements are 

made according to the relevant public procurement legislation. Whilst, 

according to paragraph 4 of the amendment of PPRC rules for special service 

procurement (consultant/individual contractors) these rules apply only to the 

special service procurement which cannot be provided through recruitment 

procedures. 

The Municipality of Viti engaged 79 officials with Special Service Agreements 

during 2021 for which it had conducted recruitment procedures in accordance 

with the Law on Civil Services. In the tested cases for these engagements 

after entry into force of the law on public officials, we found that the contracts 

were signed without performing any procurement procedure as required by 

the law on public officials. Most of these officials were engaged on regular job 

positions such as: the directorate of finance, administration procurement, 

geodesy and cadastre, education, health etc. The same have been paid from 

the category of goods and services (including pension contributions and 

income tax).  

According to the management, the engagement of employees with special 

service agreements was due to lack of job positions approved in the Law of 

Budget. 

Impact Departure from the procurement procedures in regards to staffing positions 

for special services, in addition to violation of legal procedures it also 

increases the risk of the engagement of unfit people for certain positions and 

tasks, which may affect their work performance as well. 

Recommendation B2 The Mayor should ensure that all procurement procedures and steps 

have been followed in engaging individual contractors for special services 

making sure that the engaged staff will be able to fulfil the required tasks. 

Regular positions should be planned by the Law of Budget and their 

engagement should be done through regular recruitment process. 

Response of entity’s management (agree) 

 

 

2.2 Findings on financial management and compliance issues   

2.2.1 Subsidies and Transfers 

The final budget for Subsidies and Transfers was €424,046, of which €251,801 were spent in 2021. 

Those mainly relate to subsidizing the agricultural sector, culture, NGOs etc. 
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Issue A4 – Evaluation of subsidies’ applications in violation of the regulation 

Finding  In the Public Call for application for egg hatching incubator, among other 

criteria are defined the ones where priority is given: families in poor economic 

conditions, single mothers, farmers with a tradition in this activity, living in the 

highest mountain villages, and those who have favourable conditions for the 

establishment of the incubator. Whilst in the Public Call for the application for 

greenhouses, among other criteria are defined the criteria where priority is 

given to: female farmers, willingness to participate in training etc. The 

Municipal Regulation on Conditions, Criteria and Procedures for Granting of 

Subsidies, Article 8, stipulates that the Commission reviews and evaluates 

the requests for granting of subsidies after the end of the Public Call deadline, 

for which process the commission keeps minutes and by a majority of votes 

recommends to the Mayor the list of beneficiaries. 

In analysing the 11 applications that were part of these two public calls, we 

found that the evaluation commission, in addition to not providing written 

evidence regarding the evaluation of applications, did not keep minutes to 

understand how the subsidy beneficiaries were selected and others 

eliminated. Moreover, five of these 11 applicants were eliminated from the 

subsidy process, but in terms of evidence all have provided the same 

evidence, therefore, it is difficult to assess on what criteria the selection was 

made. 

The evaluation commission claims that they were not aware that an 

evaluation form had to be prepared and minutes kept. 

Impact Subsidizing farmers not in compliance with the criteria set in the Public Call 

and lack of written data regarding the evaluation process shows ambiguity to 

applicants about the whole process. At the same time this may lead to the 

elimination of potential beneficiaries of the subsidy. 

 The Mayor should ensure that his subordinates who are part of the 

evaluation commissions, should follow the set criteria in the Public Call and 

comply with all applicable requirements set by the Municipal Regulation of 

Subsidies when evaluating the applications. 

Response of entity’s management (agree) 

2.2.2 Capital Investments 

The final budget for Capital Investments was €2,468,736, of which €2,301,197 or around 93% of the 

budget were spent in 2021. Those relate to construction of local roads, public lightning, water supply 

and sewerage, renovation of facilities, construction of sports’ fields, green spaces etc. 
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Issue A5 - Expiry of performance security before signing the contract 

Finding  According to paragraph 31, section 3 of the ROGPP-Tender Validity, the 

required tender validity period shall be no longer than necessary, and shall 

be long enough for the CA to evaluate the received tenders and to award and 

sign the contract.  

In the contract “Construction of the road Viti-Këbliç-Kaçanik” stage two, in the 

amount of €1,952,821, due to prolongation of procedures, the performance 

security had expired around two week prior to the signing of the contract and 

the Municipality did not request for a reconfirmation or extension of 

validity/performance security. 

This occurred due to poor controls in the termination of the procurement 

procedure. 

Impact Lack of tender validity may lead to the Economic Operator withdrawing from 

the bid and causing failure of procurement procedures. Likewise the timely 

project implementation may fail. 

 The Mayor should ensure that the duration of the performance security 

in all cases is valid until the signing of the contract. When delays occur, it 

should be requested from the EO for the performance security to be extended 

for as long as needed.  

Response of entity’s management (agree) 

2.2.3 Capital and non-capital assets 

The net value of capital assets presented in the AFS is €84,200,545, non-capital assets €362,575, 

and stocks €1,342.  
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Issue A6 – Incorrect recording of on-going investments  

Finding  Regulation 02/2013 on the Management of Assets of Budget Organizations, 

determines the manner of recording, maintenance of asset registers, 

depreciation, inventorying process, etc. 

Many items in the assets register (such as renovations, asphalting and road 

repairs, mending of green spaces, etc.) were recorded in assets register as 

on-ging investments, which should have been recorded as assets on use, 

whereby calculating their depreciation. Only from purchases of 2017 and 

2018, we have identified that 32 items in the value of €700,327 were recorded 

in assets register as on-going investments.  

According to the Municipality, this has occurred due to delays in the technical 

acceptance of projects, and due to changes in the position of assets officer. 

Impact Since mentioned items remain in the assets register as on-going investments, 

assets are not depreciated on time, and leads to potential overestimation of 

assets value. 

 The Mayor should ensure that assets register is revised in order to 

determine all assets that are recorded as on-going investments that are 

finalised as projects and technically accepted, and make changes in the 

accounting register, so that classification of assets is changed, and apply 

depreciation according to norms defined in the Regulation. 

Response of entity’s management (agree) 

Issue A7-Shortcomings in the asset inventory process 

Finding  Regulation 01/2013 on Assets Management of Budget Organisations, inter 

alia, defines the asset inventory process and harmonisation of inventory 

report with the asset register prior to the preparation of the AFS as a 

requirement.  

The Municipality did not manage to harmonise the inventory report with the 

asset register prior to the preparation of the AFS and the inventory process 

was not in compliance with the requirements set by the Regulation 01/2013 

on Assets Management of Budget Organisations as it had not included all 

Municipality’s assets. 

This occurred due the inventorying commission’s inconsistent implementation 

of the requirements set by the regulation on assets management. 

Impact  Failure to harmonise the inventory report with the accounting registers leads 

to lack of true information in regards to asset balance and value and unfair 

presentation of information in the AFS. 
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 The Mayor should ensure that the asset inventory is conducted in 

compliance with the requirements of the regulation on asset management and 

that harmonisation of the inventory report with the asset accounting registers 

is done prior to the preparation of the Municipality’s AFS for 2022. 

Response of entity’s management (agree) 



2.2.4 Receivables 

The Municipality of Vitia in the AFS of 2021 had disclosed accounts receivable in the amount of 

€2,569,469. This value consists of receivables from property tax, land tax, receivables from business 

permits, and receivables for the use of public spaces. Compared to the previous year, accounts 

receivable have increased by €255,040. 

Issue B3 – Lack of actions for collection of Accounts Receivable 

Finding  Law on Immovable Property Tax, Article 26 stipulates that the Municipality 

and competent enforcement bodies have the authority and competences to 

collect outstanding tax liabilities which exceed the amount of ten (10) Euros. 

Whilst, in the contracts concluded between the Municipality and the users of 

municipal properties it is foreseen that payments for use of municipal property 

are done on monthly basis. 

While testing samples of Accounts Receivable, we have found that in nine (9) 

cases for the use of municipal property the outstanding debt was around 

€51,000, whilst in seven (7) samples for property tax, the outstanding debt 

was around €56,000. Based on the value of Accounts Receivable and tested 

samples, it is noticed that the Municipality had not undertaken any legal 

actions to collect these debts.   

The increase of these debts was due to Municipal officials’ unwillingness to 

undertake actions for the collection of these debts. 

Impact Lack of specific actions for collection of these revenues leads to decreasing 

of revenues, thus undermining the achievement of objectives planned by the 

Municipality, and also increases the risk of aging of debts and thus not being 

able to be collected. 

Recommendation B3 The Mayor should ensure that are taken all necessary measures for 

collection of Accounts Receivable, by taking into account each available 

measure for collection of debts. Moreover, to take immediate measures 

against the users of municipal property, who do not pay their financial 

liabilities, by returning the properties under the care of the Municipality, so 

that they are leased to responsible users.  

Response of entity’s management (agree) 

2.2.5 Contingent liabilities  

The value of contingent liabilities disclosed in the AFS of 2021 was €257,325. 
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Issue A8 – Incorrect presentation of contingent liabilities in the AFS 

Finding  Regulation MoF – No. 01/2017, on Annual Financial Statements of Budget 

Organisations, Article 6, Budget Organisation Accounting Registers stipulates 

that budget organizations keep accurate, complete, up to date accounting 

records and in compliance with applicable law on all financial information and 

other non-financial information. Whilst Article 10 stipulates the structure of the 

AFS and among other things defines those contingent liabilities are part of the 

AFS. 

The amount of contingent liabilities disclosed in the 2021 AFS was €257,325 

whilst it should have been €169,440. Of which, an invoice of €87,885 was 

incorrectly registered in both the contingent liabilities register and outstanding 

liabilities register.  

This occurred due to the negligence of officials in comparing and verifying the 

contingent liabilities register and outstanding liabilities register. 

Impact Failure to present a true view of the contingent liabilities leads to their 

overstatement and may affect the decisions of the users of the information 

disclosed in the AFS. 

 The Mayor should ensure that during the preparation of the AFS, the 

contingent liabilities and outstanding liabilities/invoices registers are reviewed 

in order to prevent duplication from occurring and that a true and fair view of 

information is presented in the AFS.  

Response of entity’s management (agree) 

 

2.2.6 Internal Audit Function 

The Municipality of Viti established the Internal Audit Unit (IAU) which operates with only one (1) 

member, the unit director. In addition, it has established the Internal Audit Committee (CA). IAU had 

prepared the strategic and the annual plan based on which five (5) audits and one (1) audit upon 

request were planned to be carried out. 
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Issue A9 – Shortcomings in Internal Audit System  

Finding  In the annual audit plan, it was foreseen that the planned audits would have 

a scope of the activities of 2020 and partially the activities of 2021. Whilst 

according to the Standard Operating Procedure “Handling of Findings and 

Implementation of External and Internal Audit Recommendations” approved 

by the Ministry of Finance, it is required that an action plan on the 

implementation of recommendations given by the IAU is prepared and the 

same should be monitored. In addition, Article 8 of the Administrative 

Instruction No. 01/2019 on the Establishment and Functioning of the Audit 

Committee in the Public Sector Entity, stipulates that the CA should hold at 

least four (4) meetings per year. 

The IAU has not fulfilled the annual audit plan as only two (2) of the five (5) 

planned audits were carried out during 2021. The audits carried out cover the 

procurement activities as well as the property tax department only for the year 

2020. Of the 9 recommendations given by the IAU during 2021, only three (3) 

have been implemented, two (2) were in the process of implementation and 

four (4) others had not been addressed. Whereas the CA had held only one 

(1) meeting during 2021. 

Failure to fulfil the plan was due to lack of sufficient staff within the IAU as the 

Director of the unit had retired and the unit was left with only one Auditor, 

whilst the failure to address the recommendations was due to the negligence 

of the staff involved in the audited departments. Due to negligence and 

ambiguity regarding the compensation of members for engagement in the 

Audit Committee (CA), there were no activities in accordance with the 

administrative instruction.  

Impact Failure to meet the audit plan and failure to include the current year's activities 

in the audit may lead to shortcomings not being identified and addressed in 

time by the Municipality's management. Failure to prepare action plans for the 

implementation of recommendations hampers their monitoring and the 

evaluation whether those recommendations are being implemented. Failure 

to hold regular meetings leads to non-coordination between the Mayor, IAU 

and audited departments in regards with the issues identified by the audit. 

 The Mayor should provide sufficient funds for the IAU so that audit 

plans are fully implemented and the audits include also activities of the current 

year. Each internal audit report should be followed by an action plan for the 

implementation of the recommendations and the same should be monitored 

on a regular basis. Likewise, the CA should hold regular meetings in order to 

provide its contribution in accordance with the obligations defined by the 

applicable rules. 

Response of entity’s management (agree) 



3 Summary on budget planning and execution  

This chapter presents a summarised information on the sources of budget funds, spending of funds 

and revenues collected, by economic categories. This is highlighted in the following tables: 

Table 1. Expenditures by sources of budgetary funds (in €) 

Description Initial Budget  Final Budget4 
2021 

Outturn 
2020 Outturn 2019 Outturn 

Sources of Funds   12,490,686 13,440,607 12,674,794 12,548,840 11,327,761 

Government Grant -

Budget  
11,629,436 12,347,542 11,984,960 11,686,792 10,151,478 

Funding through 

borrowing  
0 30,437 29,091 82,934 6,236 

Carried forward from 

previous year 
0 189,721 71,516 143,324 101,676 

Own Source 

Revenues  
861,250 861,250 589,227 613,442 999,349 

Domestic Donations 0 10,197 0 3,960 0 

External Donations 0 1,459 0 18,389 69,023 

The final budget was higher than the initial budget by €949,921. This increase is a result of budget 

review and Government’s decisions in the amount of €718,106, revenues carried forward from 

previous year in the amount of €189,721, donations in the amount of €11,657 and funding through 

borrowing from MEST in the amount of €30,437. 

In 2021, the Municipality spent 94% of the final budget, a decrease of 3% compared to 2020. 

Explanations for the current position are detailed below.

                                                      
4 Final budget – the budget approved by the Assembly and subsequently adjusted for by the Ministry of Finance 



Table 2 – Spending of funds by economic categories - (in €)  

Description Initial Budget Final Budget  2021 Outturn 2020 Outturn 2019 Outturn 

Spending of funds 

by economic 

categories 

12,490,686 13,440,607 12,674,794 12,548,840 11,327,761 

Wages and 

Salaries 
7,437,105 

8,212,373 
8,211,491 7,575,624 7,295,881 

Goods and 

Services  
1,918,949 

1,985,451 
1,674,384 1,740,445 1,383,762 

Utilities 320,000 320,000 235,921 303,997 220,631 

Subsidies and 

Transfers 
350,000 

424,046 
251,801 251,600 211,323 

Capital Investments  2,434,632 2,468,736 2,301,197 2,677,175 2,216,164 

Reserves 30,000 30,000 0 0 0 

 

Explanations for changes in budget categories are given below:  

 The final budget for Wages and Salaries compared to the initial budget was increased by 

€775,268. This was as a result of the Government’s decisions to pay the jubilee and farewell 

salaries and allowances for employees of the health sector and education due to the 

pandemic. The budget outturn for this category was nearly 100%. 

 The final budget for Goods and Services compared to the initial budget was increased by 

€66,502, whilst the budget outturn for this category was 91%. This budget change is due to 

the decrease of the Government Grant for the same amount. 

 The final budget for Utilities was the same as the initial budget whilst the budget outturn for 

this category was 84%. 

 The final budget for Subsidies and Transfers compared to the initial budget was increased 

by €74,046 as a result of own source revenues, donations and Government’s decision.  

 The final budget for Capital Investments compared to the initial budget was increased by 

€34,104. The increase was initially from own source revenues amounting to €63,778, funding 

through borrowing from MEST €5,320, and donations €6, whilst at the yearend there was a 

budget decrease by Government’s decision amounting to €35,000. The budget outturn in 

this category was 93%. The rest of the fund from borrowing amounting to €25,117 was 

planned for salaries in healthcare, and goods and services. 

 The funds spent in 2021 for Economic Recovery totalled to €251,268 of which €233,367 

were spent for allowances and €17,901 for supplies and disinfection of facilities. 

Chart 1. Expenditures by economic categories in 2021 
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Revenues collected by the Viti Municipality in 2021 amounted to €936,236. They relate to property 

tax, construction permits tax, administrative fees, business tax, rent tax, etc. Funds presented in the 

table below as other revenues in the amount of € 3,371, are funds returned from revenues and this 

transaction / correction was made by the Treasury in March 2022. In addition to the revenues 

generated by the Municipality, presented in the table below, the Municipality has also received 

indirect revenues generated by the central level (court, forest and traffic fines) totalling to €221,006. 

Table 3. Revenues (in €) 

Description Initial budget  Final budget 
2021 

Receipts  
2020 

Receipts 

2019 
Receipts  

Total of revenues  861,250 861,250 936,236 623,749 963,308 

Tax revenues 439,589 439,589 475,146 331,346 434,109 

Non-tax revenues 421,661 421,661 457,718 292,403 507,378 

Other revenues 0 0 3,371  21,820 
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4 Progress in implementing recommendations  

Our audit report on 2020 AFS of Viti Municipality resulted in 6 key recommendations. The 

Municipality prepared an Action Plan stating how all recommendations will be implemented whilst 

the 2020 audit report was not discussed in the Municipal Assembly. By the end of our 2021 audit, 

one (1) recommendation has been partly implemented, three (3) have not been addressed yet, and 

one (1) recommendation was closed as not implemented as it was included in the issue B2. For a 

more thorough description of the recommendations and how they are addressed, see Table 4 (or 

the recommendations table).  

Chart 2. Progress on implementation of prior year’s recommendations  

 



Table 4. Summary of prior year’s recommendations and of 2020 

No. Audit   
area 

Recommendations of 2020 Actions undertaken  Status 

1 Revenues The Mayor should ensure that 20% of the 
immovable property is verified so that 
eventual property changes are recorded 
in the database to present the correct tax 
liability. Improvement in revenue 
collection from this source will directly 
affect the implementation of projects that 
have an effect in increasing the quality of 
services for the citizens of the 
Municipality. 

The Municipality has 
put more efforts to 
implement this 
recommendation, 
however in 2021 it 
has not managed to 
inspect 20% of 
properties as required 
by law (see Issue C1). 

Partly 
implemented 

2 Goods and 
services, 
and 
utilities 

The Mayor should ensure that all 
procurement procedures and steps have 
been followed in engaging individual 
contractors for special services making 
sure that the engaged staff will be able to 
fulfil the required tasks. The management 
should pay attention so that 
engagements for regular positions should 
be done through regular recruitment 
process. 

No action has been 
taken to implement 
the recommendation. 
Employees on SSA 
are still employed 
according to the 
previously conducted 
procedures, although 
according to the law 
for public officials, 
those contracts 
should be terminated, 
and the 
engagement/purchas
e of contracting 
services should be 
done through 
procurement 
procedures. 

Implementation 
not started 

3 Common 
Issues 

The Mayor should ensure that payment 
of invoices is done in accordance with the 
deadlines set by the regulation. 

Recommendation has 
not been 
implemented. In the 
audit report for 2021 
this recommendation 
was included in Issue 
and Recommendation 
B2.  

No longer 
applicable 

4 Common 
Issues 

The Mayor should ensure that all invoices 
are paid within the legal deadline, and 
that goods, works or services are not 
ordered until the Municipality provides 
sufficient budget funds for payments. 

Delays in payment of 
invoices and 
payments from the 
Treasury through 
court/enforcement 
procedures resulting 
in additional expenses 
were found in this 
year too. 

Implementation 
not started 

5 Assets The Mayor should ensure that concrete 
measures are taken for the provision of 
source documentation by MEST. 
Evaluate assets when no information is 
received and document the asset 
recording with the respective evidence. 

The recommendation 

has not been 

implemented as the 

transfer of property to 

the Municipality has 

not been formalized, 

despite the request 

Implemented 
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from the Head of the 

Municipal Directorate 

of Education for the 

provision of 

documentation from 

MEST. Following our 

2020 

recommendation, no 

serious effort has 

been put to address 

this recommendation. 

6 Accounts 
Receivable 

The Mayor should ensure through 
responsible officials that concrete actions 
are taken regarding the collection of 
receivables from the rent of Municipal 
properties by even applying enforcement 
and court proceedings against operators 
who do not fulfil their obligations. 

No actions have been 

taken to address this 

recommendation. 

Implementation 

has not started 
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Annex II: Explanation regarding different types of opinion 

applied by NAO and other parts of the Auditor’s Report 

Auditor’s Report on the financial statements5 should contain a clear expression of opinion referring 

to financial statement, based on conclusions drawn from the evidence obtained during the audit. 

Where the audit is conducted to assess also conformance with legislation and other regulations the 

auditors have an additional responsibility to report on compliance with authorities6. Such opinion 

should be separated from the opinion whether financial statements are true and fair, i.e. the opinion 

may be modified with respect to compliance issue(s) but still be unmodified in reference to credibility 

of the financial statements (or vice versa). 

For the purpose of concluding whether an opinion on the financial statements is modified or 

unmodified an auditor should assure himself/herself whether audit results include or not (a) detected 

material or pervasive misstatement(s) or potential one(s) presumed in the event of a limitation of 

scope.  

A misstatement is a difference between the reported amount, classification, presentation, or 

disclosure of a financial statement item and the amount, classification, presentation, or disclosure 

that is required for the item to be in accordance with the applicable financial reporting framework. 

Misstatements can arise from error or fraud. 

(Extract from ISSAI 200)  

Forms of opinion  

Unmodified opinion 

It is formulated when no misstatements or non-compliance were detected or misstatements and/or 

non-compliance were detected, a single one or aggregate, that do(es) not equal or exceed the level 

of materiality for the financial statements as a whole or (a) misstatement(s) and/or non-compliance 

detected within a certain class of transactions do(es) not equal or exceed the level of lower 

materiality established for this class of transactions. It is also formulated if there is no limitation of 

scope or a limitation of scope may not lead to omission of (a) material misstatement(s) and/or non-

compliance). 

Limitation of scope occurs when an auditor is unable to obtain sufficient appropriate audit evidence 

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

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

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

Modifications to the opinion in the auditor’s report   

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

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

                                                      
5 Financial statements in the public sector include also the statement(s) of budget execution 
6 Compliance with authorities: compliance with laws, rules, regulations, standards, or good practices. 
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and/or non-compliance, or is unable to obtain sufficient appropriate audit evidence to conclude that 

the financial statements as a whole are free from material misstatement and/or non-compliance, the 

auditor should modify the opinion in the auditor’s report. A modified opinion may be: 

- Modified (qualified) 

- Adverse, or  

- Disclaimer 

Qualified opinion 

It is formulated when misstatement and/or non-compliance were detected, a single one or 

aggregate, that equals or exceeds the level of materiality for the financial statements as a whole or 

(a) misstatement(s) and/or non-compliance detected within a certain class of transactions equals or 

exceeds the level of lower materiality established for this class of transactions. It is also formulated 

if there is a limitation of scope that may not lead to omission of (a) material misstatement(s). 

Adverse opinion 

It is formulated when misstatement and/or non-compliance were detected, a single one or 

aggregate, that pervasively exceeds the level of materiality for the financial statements as a whole 

or (a) misstatement(s) and/or non-compliance detected within a certain class of transactions 

pervasively exceeds the level of lower materiality established for this class of transactions. 

“Pervasive is a term used, in the context of misstatements and/or non-compliance, to describe the 

effects of misstatements and/or non-compliance on the financial statements or the possible effects 

on the financial statements of misstatements and/or non-compliance, if any, that are undetected due 

to an inability to obtain sufficient appropriate audit evidence. Pervasive effects on the financial 

statements are those that, in the auditor’s judgment: 

a) Are not confined to specific elements, accounts or items of the financial statements 

b) If so confined, represent or could represent a substantial proportion of the financial 

statements; or 

c) In relation to disclosures, are fundamental to users’ understanding of the financial 

statements. 

Disclaimer of opinion 

It is formulated when limitation of scope, i.e. inability to obtain sufficient appropriate audit evidence, 

is material and pervasive.  

Emphasis of Matter paragraphs and Other Matters paragraphs in the auditor’s report 

If the auditor considers it necessary to draw users’ attention to a matter presented or disclosed in 

the financial statements that is of such importance that it is fundamental to their understanding of 

the financial statements, but there is sufficient appropriate evidence that the matter is not materially 

misstated in the financial statements, the auditor should include an Emphasis of Matter paragraph 

in the auditor’s report. Emphasis of Matter paragraphs should only refer to information presented or 

disclosed in the financial statements. 

An Emphasis of Matter paragraph should: 
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 be included immediately after the opinion; 

 use the Heading “Emphasis of Matter” or another appropriate heading; 

 include a clear reference to the matter being emphasised and indicate where the relevant 

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

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

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

or disclosed in the financial statements, which, in the auditor’s judgement, is relevant to users’ 

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

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

Matter,” or another appropriate heading. This paragraph should appear immediately after the opinion 

and any Emphasis of Matter paragraph. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


