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Introduction_

In the area of public sector audit, the 

government and other public sector 

entities are responsible for the use of 

resources deriving from taxation and 

from other sources deriving from services 

provided to citizens and other recipients.  

These entities are responsible for their 

management and operation, as well as for 

the use of resources, to those who provide 

such resources, and to those, including 

citizens, who depend on the services 

provided by means of these resources.  

The public sector audit helps to create 

appropriate conditions and supports the 

expectations that public sector entities 

and public officials will carry out their 

functions effectively, efficiently and 

ethically, in accordance with applicable 

laws and regulations.

In general, the public sector audit can be 

described as a systematic process of 

objective collection and assessment of 

evidence to determine whether the pieces 

of information or the actual conditions are 

in accordance with the established criteria.  

The public sector audit is essential by the 

fact that it provides information and gives 

independent and objective assessments 

concerning the management and 

effectiveness of government policies, 

programs or activities to legislative and 

oversight bodies, to those charged with 

management, as well as to the general 

public.  

All public sector audits start from a 

specific goal, which differs depending 

on the type of audit that is being 

implemented.  However, all public sector 

audits contribute to good governance 

through:

•  providing independent, objective and 

accurate information, conclusions 

or opinion to the users of the audit 

reports on the basis of sufficient and 

appropriate evidence in relation to 

public entities;

•  promoting accountability and 

transparency, encouraging continued 
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improvement and sustained confidence 

in the proper use of public funds and 

resources and the efficiency of public 

administration;

•  strengthening the efficiency of 

bodies that, within the constitutional 

arrangements, perform general 

monitoring and corrective functions of 

the government’s operations, as well 

as of those responsible for managing 

activities financed by public funds;

•  giving incentives for change by 

providing knowledge, comprehensive 

analysis, and sound recommendations 

for improvement.

The three main types of audit of the public 

sector are defined as follows:

• The financial audit focuses on 

determining whether the financial 

information of the entity is presented 

in accordance with the financial 

reporting framework and the regulatory 

framework.  This is achieved by 

providing sufficient and appropriate 

audit evidence that allows the auditor 

to express an opinion on whether 

financial information is exempt from 

material misstatement because of 

fraud or error.

• The performance audit focuses on 

whether interventions, programs, and 

institutions operate in accordance with 

the principles of economy, efficiency, 

and effectiveness, and whether 

there is room for improvement.  The 

results are examined in relation to 

appropriate criteria and the reasons for 

the established deviations from those 

criteria or other problems are analyzed.  

The goal is to give answer to key audit 

issues and make recommendations for 

improvement.

• The compliance audit focuses 

on whether a particular subject 

of auditing is in compliance with 

relevant laws and regulations set out 

as criteria.  The compliance audit 

is carried out by assessing whether 

the activities, financial transactions, 

and information are, from all material 

aspects, in compliance with the 

laws and regulations relevant to the 
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auditee.  These laws and regulations 

may include rules, budget decisions, 

policies, established codes, agreed 

terms, or general principles governing 

sound financial management in the 

public sector and the conduct of public 

officials.

When an audit opinion is used to convey 

the level of assurance, the opinion should 

be given in a standardized format.  Opinion 

may be unqualified or qualified.  An 

unqualified opinion is expressed when 

a limited or reasonable assurance is 

received.  Qualified opinion may be:

• Qualified (except for) / Opinion 

with reservation - when the auditor 

disagrees or is unable to provide 

sufficient and appropriate audit 

evidence about certain items within the 

scope of the subject matter of the audit 

that are, or may be, material but are not 

ubiquitous;

• Negative - when the auditor has 

provided sufficient and appropriate 

audit evidence, and concludes that 

deviations or misrepresentations, 

individually or collectively, are both 

material and omnipresent;

• Refraining from giving an opinion 

- when the auditor is unable to 

provide sufficient and appropriate 

audit evidence due to uncertainty or 

limitations in scope, which are both 

material and ubiquitous.  

When expressing a qualified opinion, 

the reasons for this should be given 

in an appropriate perspective, through 

a clear explanation, a reference to the 

applicable criteria, the nature and extent 

of the qualification.  Depending on the 

type of audit, the report may include 

recommendations for corrective action 

and include any deficiencies in the internal 

control that have contributed to the 

established situation.
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Analysis_

Audit	opinion_

This analysis aims to get insight into the 

performance of public administration, 

public accountability, and public sector 

audit.  The analysis was made by 

checking qualitative information in the 

audit reports by the State Audit Office.

The data were obtained from the publicly 

released documents by the State Audit 

Office (www.dzr.mk).  The analysis was 

made based on a sample of the audit 

conducted for all public enterprises in the 

past five years - a total of 16.  The reason 

for this limitation is the assumption that 

a survey of audit reports over a longer 

period of time assumes that public 

enterprises do not improve their internal 

work.  In contrast, the five-year interval 

provides a picture of the recent situation, 

which is the purpose of this analysis.

An analysis was made by separate 

consideration of several main areas of 

the audit report:

Audit opinions refer to giving the auditor’s 

opinion on two grounds:

- Audit opinion on the financial 

statements

- Audit opinion on compliance with laws 

and regulations

- Audit opinion

- Emphasizing an issue and issues 

pointed out by the auditor

- Findings

- Compliance with laws and regulations

- Comments from the auditee

- Auditor’s response to the comments 

from the auditee
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The analysis showed that the state auditor 

has not expressed a positive opinion about 

any of the audited public enterprises.  With 

regard to remaining analyzed enterprises, 

Audit	opinion	on	the	
financial	statements_

the auditor’s opinion ranges from an 

opinion with a reservation, all the way to 

refraining from expressing any opinion 

as such.

Figure	1.	 	 Types	of	audit	opinion	on	financial	statements

Opinion with reservation

Refraining to express any opinion

Unfavorable opinion
58%

17%

25%
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Expressing an unfavorable opinion for the 

audited entities is dominant in context of 

expressed opinions regarding compliance 

Audit	opinion	
on	compliance	
with	laws	and	
regulations_

with the laws and regulations.  On the 

other hand, there is a positive opinion for 

some of the entities.

Figure	2.	 	 Types	of	opinion	on	compliance	with	laws	and	regulations

Positive opinion

Unfavorable opinion

Opinion with reservation
67%

25%

8%
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In the audit report, in addition to the 

expressed opinion, the auditor can add 

a paragraph in which certain issues of 

interest to the readers of the audit report 

are pointed out:

• Paragraph on emphasizing an issue - 

A paragraph included in the auditor’s 

report concerning an issue that is 

adequately presented or disclosed in 

the financial statements that, according 

to the auditor’s judgment, is of such 

importance as to be fundamental to 

the understanding of the financial 

statements by the users.

• Paragraph on other issues - A 

paragraph included in the auditor’s 

Paragraphs	on	
underlining	an	issue	
and	paragraphs	
on	other	issues	in	
the	report	of	the	
independent	auditor_

report relating to other matters other 

than those presented or disclosed 

in the financial statements that, 

according to the auditor’s judgment, 

are relevant to the users to understand 

the audit, the auditor’s responsibilities, 

or the auditor’s report .

In analyzing the audit reports from the 

sample, it was found that in 42% of the 

reports, the auditors add a paragraph 

to emphasize the issue as well as a 

paragraph on other issues. 

Most often, the emphasis on issues 

includes the pointing out by the auditor 

to the existence of active litigation and 

non-compliance with legal provisions and 

regulations. 
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Findings_

Findings	related	to	
internal	controls_

The findings of the state auditor regarding 

the audit engagement conducted in a 

specific entity can be divided into four 

basic groups:

- Findings related to internal controls;

- Findings related to the operation 

Findings related to internal controls are 

present in almost every entity.  They 

refer to findings related to lack of written 

procedures, lack of software for material 

and accounting records, lack of controls 

compliance with laws and regulations;

- Findings related to the financial 

statements;

- Findings related to the use (spending) 

of the funds in accordance with the 

legal regulations.

for internal processes of operation, non-

compliance with IT standards in state 

institutions, or complete lack of internal 

control systems.

In context of other issues, the most 

frequently stated is the inconsistency of 

the accounting records and the non-

compliance with the legal regulations.
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Figure	3.	 	 Findings	on	internal	control

Findings	related	
to	the	operation	
compliance	with	laws	
and	regulations_

In all the analyzed audit reports of state-

owned entities, there is a finding related 

to the compliance of the operations with 

the laws and regulations.  This is a serious 

problem in the state, given that it is the 

very state institutions, i.e., legislators and 

regulators, that on one hand impose on 

the economic operators compliance with 

the rules, procedures, legal provisions and 

regulations, while on the other hand these 

state institutions do not respect such 

rules and even their operation is not in 

There is finding

No finding92%

8%
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compliance with these rules.

The findings in this section are of a wider 

range and include remarks by the state 

auditor in the following areas:

- Non-compliance with the Law on 

Internal Financial Control;

- Incompleteness of declared revenues;

- Inadequate records of the founding 

capital;

- Inactivity of the internal audit 

departments;

- Non-implementation of inventory 

procedures for assets and liabilities;

- Inadequate implementation of public 

procurement procedures;

- Inadequate records of cash;

- Inadequate records in the ledger and 

daybook;

- Lack of building permits;

- Failure to take measures to increase 

debt collection and loss due to 

inefficient and ineffective operations;

- Inadequate systematization of jobs and 

non-compliance with legal provisions;

- Inadequate payment of overtime work, 

payment of higher benefits than legally 

determined and lack of a rulebook on 

salaries;

- Lack of adequate record of investments 

in securities;

- Non-compliance with the provisions of 

the statute with the legal provisions;

- Inadequate keeping of the accounting 

records - non-compliance with the 

Law on Accounting for Non-profit 

Organizations and the Law on 

Accounting for Budgets and Budgetary 

Beneficiaries;

- Non-compliance with the Law on 

Trade Companies, the Law on Labor 
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Relations, the Law on Archival 

Material, the Law on Construction, 

the Law on Real Estate Cadaster, the 

Law on Use and Disposal of State 

Property and Municipal Property, 

the Law on Public Procurement, the 

Law on Securities, and other legal 

provisions.
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Findings	related	
to	the	financial	
statements_

The findings relating to the financial 

statements include those that directly 

relate to the statement of financial 

situation and the statement of 

comprehensive income (or, balance sheet 

and income and expenditure statement).  

These findings are listed in each audit 

report, except, of course, in the situation 

where the auditor refrained from giving an 

opinion (this in practice is an audit report 

of the worst kind, because it suggests 

that the documentation is to such extent 

inadequate, sloppy, incomplete and 

inaccurate, whereby the auditor is unable 

to form an opinion and quantify the 

finding).

The findings where the auditor expresses 

an opinion, which are related to the 

financial statements, relate to several 

areas, including:

- Inadequate records of tangible assets 

(real estate, plant and equipment);

- Lack of record of litigation and legal 

actions;

- Non-implementation of decisions by 

the founder;

- Non-compliance of accounting records 

with IAS;

- Inconsistency of material situation with 

financial situation;

- Non-recording of off-balance sheet 

exposure;

- Unrealistic and unobjective stating of 

expenditures in the given period;
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 Findings	related	to	
the	use	(spending)	
of	the	funds	in	
accordance	with	the	
legal	regulations_

Findings related to the use (spending) of 

funds are generally also findings that are 

also noted in the previous areas as they 

contribute to implications on internal 

controls, compliance with regulations 

and financial statements.

These findings mostly refer to:

- Non-observance of the Law on 

Public Procurement; creation of 

unequal position of bidders; lack 

of fair competition, publicity and 

transparency in procurement; risks 

of concluding a contract with a 

bidder who does not fulfill conditions; 

inappropriate use of funds; etc.;

- Inadequate stating of claims and 

income;

- Undefined founding capital and 

non-compliance of the accounting 

records with the Central Registry 

data;

- Inappropriate application of 

depreciation rates;

- Inadequate records and handling of 

small inventory;

- Records of intangible assets 

without analyzing whether they 

will contribute to future economic 

benefits for the entity;

- Inadequate assessment of 

the quality of claims and their 

collectability;

- No risk assessment;

- Inadequate records of ongoing 

investments.
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- Non-issuing of outgoing invoices in 

situations of performed works and 

services;

- Inadequate records of loans and 

grants awarded;

- Spending funds in higher amounts 

than prescribed by certain legal 

provisions (Law on Labor Relations, 

Law on Salaries and Other Benefits 

of Elected and Appointed Officials in 

the Republic of Macedonia...).

Reactions	on	audit	
report	by	the	audited	
entity	and	reply	from	
the	auditor_

It is customary audit practice for the auditor, 

upon sending the audit report to the audited 

entity, to receive from the management 

and employees of the entity a response on 

the audit whereby the entity would state 

whether and to what extent it accepts or 

does not accept the findings and what its 

reaction would be on those findings.  On the 

other hand, the auditor, now based on the 

submitted responses by the entity in the form 

of explanations, data and further provided 

information, gives a final answer whether he 

sticks to the defined and established findings 

or would make a change in the audit report.

From the analyzed sample of audited 

financial statements and the audit opinions 

and findings received, a significant part of 

the entities did not provide any response 
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Figure	4.	 	 Reactions	on	the	audit	report	by	the	audited	entity

No reactions

Received reactions58%
42%

to the auditor; this raises a concerning 

situation, since audit findings should be 

seriously taken and it is necessary with 

regard to them to draw a conclusion on 

the definition of future procedures for 

improving the operation.

On the other hand, reactions, in 

exceptional situation, are aimed at 

accepting the auditor’s findings and a 

statement is made that the audited entity 

would act upon the recommendations in 

the audit.  In context of other reactions, 

the entity does not agree with the 

auditor’s findings.
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In response to the reactions by audited 

entities, the auditor, on rare cases where 

appropriate supplementation of data and 

information is submitted to him, agrees 

with the reaction by the entity, while in 

Figure	5.	 	 Reaction	types	by	the	audited	entity

most cases, the auditor’s opinion and the 

findings do remain as no further evidence 

was provided to make change of the 

established state in the report.

 Accepts audit findings

 Does not accept audit findings

14%

86%
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Summary_

This analysis provides information on 

the types of audit reports carried out by 

the State Audit Office in state-owned 

and municipal entities and the types 

of findings that state auditors have 

established and disclosed in their reports.  

The analysis was carried out by checking 

the quality of the reports regarding several 

defined criteria and ways of extraction of 

the findings by the auditor.

The general principles which the auditor 

should follow in his work are:

- Ethics and independence;

- Professional judgment and reasoning, 

due attention, and skepticism;

- Quality control;

- Managing the audit team and 

necessary skills;

- Audit risk;

- Materiality; and 

- Documentation.

From the analysis of the sample, it 

can be concluded that the auditor 

when expressing a qualified opinion 

discloses the reasons for such opinion 

in an appropriate perspective, through 

a clear explanation, a reference to 

the applicable criteria, the nature, and 

degree of qualification.  Depending on 

the type of audit, the report includes 

recommendations for corrective measures 

and covers all internal control deficiencies 

that have contributed to the established 

situation.

Alarming is the fact that there is no 

positive audit opinion in any of the 

analyzed audit reports, while only 8% of 

the selected public enterprises have a 

positive audit opinion on their compliance 

with applicable laws and regulations.

The auditor’s practice with regard to the 

addition of a paragraph on emphasizing 

an issue and a paragraph on other issues 

(about 42% of the audited cases) provides 

a good basis that attention is paid to 

certain issues of interest to the readers of 

the audit report, but also that care is 
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This analysis provides information 

on the types of audit reports carried 

out by the State Audit Office in state-

owned and municipal entities and the 

types of findings that state auditors 

have established and disclosed in their 

reports.  The analysis was carried out 

by checking the quality of the reports 

regarding several defined criteria and 

ways of extraction of the findings by the 

auditor.

The general principles which the auditor 

should follow in his work are:

- Ethics and independence;

- Professional judgment and reasoning, 

due attention, and skepticism;

- Quality control;

- Managing the audit team and 

necessary skills;

- Audit risk;

- Materiality; and 

- Documentation.

From the analysis of the sample, 

it can be concluded that the auditor 

when expressing a qualified opinion 

discloses the reasons for such opinion 

in an appropriate perspective, through 

a clear explanation, a reference to 

the applicable criteria, the nature, and 

degree of qualification.  Depending on 

the type of audit, the report includes 

recommendations for corrective measures 

and covers all internal control deficiencies 

that have contributed to the established 

situation.

Alarming is the fact that there is no 

positive audit opinion in any of the 

analyzed audit reports, while only 8% of 

the selected public enterprises have a 

positive audit opinion on their compliance 

with applicable laws and regulations.

The auditor’s practice with regard to the 

addition of a paragraph on emphasizing 

an issue and a paragraph on other issues 

(about 42% of the audited cases) provides 

a good basis that attention is paid to 

certain issues of interest to the readers 
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of the audit report, but also that care is 

taken to pay attention to matters that are 

not disclosed within the framework of the 

audit report as such.

Regarding the specific findings related to 

internal controls, the compliance of the 

operations with the laws and regulations, 

the findings related to the financial 

statements and the use (spending) of the 

funds in accordance with the applicable 

legal regulations, it is positive that the 

auditor makes recommendations, but 

the reaction by the audited entities is 

unreasonable for not accepting the audit 

findings without an appropriate response 

to such audit.

There is encouraging fact that after 

receiving the reactions from the audited 

entity, in his reply the auditor does hold to 

his findings, except in rare cases where he 

receives a valid argument by the audited 

entity.

However, there is no information about 

the entity’s follow-up and the situation 

and information on subsequent events 

associated with the relevant audit report.

It is necessary to establish a procedure 

for follow-up of the measures / activities 

undertaken by the responsible party in 

response to the issues raised in the audit 

report.  The follow-up should focus on 

whether the auditee has appropriately 

solved the issues raised, including any 

wider implications as such.  In case of 

insufficient or unsatisfactory measures 

/ activities by the auditee, it may be 

necessary to prepare an additional report 

by the auditor and consequently an 

appropriate response by the competent 

institutions.
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