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INTRODUCTION 
 
The meeting of Stabilisation-Association Process Dialogue on Economy, Financial Issues, 
and Statistics took place in Pristina on 1-st of June, 2011. 

The meeting was opened by Bedri Hamza, Minister of Finance and Gëzim Kasapolli, 
Deputy-Minister of European Integration of Kosovo. The meeting was co-chaired by 
Demush Shasha and Rajmonda Kukalaj, Ministry of European Integration, and Carole 
Garnier, Head of Unit, DG ECFIN for the European Commission side. 

The Kosovo authorities were represented by Ministries and Agencies of the Government; 
The Commission was represented by Directorate General for Economic and Financial 
Affairs, UROSTAT, and European Commission Liaison Office in Kosovo (Please see 
Attachment 1 for a detailed list of participants). 

 

Recent Economic Developments and Outlook 

⇒ The Government presented key figures of actual macroeconomic developments for 
2010: 

o Real GDP growth was estimated to be 4%, driven mainly by substantial 
public expenditure, consumption and exports. 

o The annual average CPI inflation in 2010 was 3.5%, which was largely 
driven by food and oil prices. 

o Imports totalled 2.1 billion € (an increase of 11% over 2009), whereas 
exports reached 294 million € (an 80% increase over the previous year). 
The trade deficit reached 40% of GDP. 

⇒ Total revenues were €1,126 million, total expenditure €1,202 million. Hence, the 
primary deficit was €76 million (-1.8% of GDP) and the end of year cash balance 
was €244 million 

⇒  Government presented its macroeconomic projections for 2011 including: real GDP 
growth of 5.3%, an official estimate of 5.3% for CPI inflation (the internal inflation 
projection is 8%); an investment increase from 28% in 2009 to 31% in the current 
year, and a primary deficit of -4% of GDP for 2011. 

⇒ Authorities presented the state of play with IMF relations: 
⇒ On the 7th of July 2010 the IMF and Kosovo agreed on a programme supported by 

a Stand-By Arrangement of about €109 million for a period of 18 months. 
⇒ After the fulfilment of the preconditions set by the SBA, the first disbursement of 

the amount of €22 million was made, while the other 5 disbursements were 



planned to take place after quarterly reviews. At the end of 2010, data showed that 
the fiscal performances during the second half of 2010 were in full compliance with 
indicators defined in the SBA program.  

⇒ The SBA quantitative benchmarks were met but the Budget for 2011 (set as 
structural criteria) was not approved as envisaged before the end of 2010 and this 
obligation was not fulfilled. Moreover, the structural obligation of privatization of 
the Post and Telecom of Kosovo (PTK) was not fulfilled either. The SBA went off 
track in 2011, notably because of the government decision, later on incorporated in 
the 2011 budget, to increase substantially (by 30 to 59%) public sector wages. 

⇒ Kosovo considers that, given the political circumstances and the accumulated 
social needs, as well as the simultaneous increase of international prices of food 
and oil, the Government was forced to raise wages in the public sector and to 
increase the benefits for social categories. 

⇒ Currently negotiations are ongoing with IMF with a potential of agreeing on a Staff 
Monitored Program (SMP) for the next six months as a program that will pave the 
way for another SBA program. 

EC Comments: 

⇒ The Commission noted that Kosovo has been through some turbulent months since 
last year's political crisis. The adoption of the 2011 budget was delayed and some 
other processes with important economic and budgetary implications lagged behind 
their original schedules. At the same time, there were a number of ad-hoc measures 
approved without prior consultations and budgetary impact evaluation. 

⇒ Kosovo's 2010 Stand-By Arrangement with the IMF was very much welcomed 
by the Commission because it was an attempt to rationalise and bring predictability 
in economic policy. The Commission also saw it as quite favourable to Kosovo, 
allowing sufficient room and time for adjustment of the significant fiscal 
imbalances. Therefore, it was very regrettable that the programme had been 
derailed and challenged by lack of commitment. The plan to enter into and 
implement a Staff Monitored Programme with the IMF is therefore an important test 
and attempt to regain some of the credibility of economic and fiscal policy. 

⇒ The economic situation is challenging. The significant fiscal expansion of the last 
two years did not manage to spur significantly economic growth and reduce the 
high unemployment. Indeed, the 2.9% growth in 2009 looks rather 
disappointing. The 2010 outcome is still unknown, although whatever growth there 
was, it was driven by the public sector and must have come at a high price – 
increasing external and fiscal imbalances. 

⇒ The Commission took note of the authorities' intention to revise their macro-
economic framework in the coming months in order to take into account the 
higher-than-expected inflation and noted that this would have clear implications for 
the envisaged real growth rates and GDP composition. The Commission also invited 
the Ministry of Finance to present more details on the assumptions underlying its 
future macroeconomic estimates, in particular, as regards deflators and real growth 
rates of GDP components. 



⇒ Since August 2010, and especially at the beginning of 2011, inflation has been on 
the rise. By the end of April it reached 10.6%. Although international prices of food 
and fuels explain its jump to a large extent, the government decision to increase 
significantly public sector wages may have contributed to further inflame 
inflationary dynamics. 

⇒ On the external side, the Commission noted that about half of the FDI are attracted 
to the sectors of financial services, real estate and construction, which does not 
represent a sustainable and growth-enhancing profile. 

Financial Sector Developments and Reforms 

⇒ The Central Bank presented an overview of the financial sector structure. Banks 
remain the dominant financial intermediaries with 77% of the total financial sector 
assets, followed by Pension Funds and Insurance companies with 15% and 4%, 
respectively. 

⇒ Credit growth accelerated to 13.2% y/yin the first quarter of 2011. Growth of bank 
deposits was at 8% y/y in Q1 2011. Household deposits represented the majority of 
total deposits, with a share of 60%. The loans to deposit ratio increased to 78.8% in 
the first quarter of 2011, from 75.2% in Q1 2010. Non-performing loans have 
increased from 4.6% in March 2010 to 6.2% in March 2011. This increase is 
partially due to the “base effect”, caused by the slowdown of the growth rate of total 
loans in the recent periods. In addition, the reflection of the global crisis in the real 
sector of Kosovo’s economy, especially during 2009, has also affected the debt 
servicing ability of borrowers in Kosovo. 

⇒ Capital adequacy ratio stood at 18.1% in March 2011. The interest rate spread 
between loans and deposits stood at 11.3% by end-March 2011. Banks’ profits 
reached €5.4 million in Q1 2011-23% less than the same period of last year. 

⇒ 11 insurance companies operate in the insurance industry-10 of which offer non-
life insurance services and one provides life insurance. The insurance sector is 
composed of private-owned capital with 75% foreign and 25% domestic owned. 

⇒ CBK reported that the new law on Central Bank and the law on Deposit Insurance 
have been approved and the Deposit Insurance Fund has become operational. The 
law on Compulsory MTPL Insurance has been sent to the parliament for approval.  

⇒ Open Market Operations Unit has been set up within CBK and will be fully 
functionalized in the first quarter of 2012. 

⇒ CBK published the first issue of the Financial Stability Report in December 2010. 
⇒ CBK marked a significant progress in advancing the banking sector stress-test.  

Follow up actions: 

⇒ Approval of Law on Compulsory Motor Third Party Liability (MTPL) Insurance (Q4 
2011)  

⇒ Approval of Law on Pension Funds (Q3 2011) 
EC Comments: 

⇒ Despite the recent increase in non-performing loans (6.2% at end-march 2011), the 
banking system remains stable and profitable, with increasing loans and 
deposits. Almost all of the increased lending went to the sector of services, in 



particular, to wholesale and retail trade, and partly to the construction sector. 
Lending exposure to manufacturing decreased over the last year. 

⇒ The Commission enquired about the competition in the banking system and the 
state of play regarding supervision of micro-finance institutions, and in particular, 
of the one currently under administration. It took note of the upcoming legislative 
changes to improve micro-finance institutions supervision and corporate 
governance.  
 
 

I. FISCAL FRAMEWORK AND BUDGETARY DEVELOPMENTS 

Recent Budgetary Developments and Outlook (central and local budget) 

⇒ Total revenue in 2010 was 26% of GDP. Revenue collection completed at the rate 
100% of the plan. Execution rate of 2010 budget was 94.2%. Total expenditure 
reached 28% of GDP. 

⇒ Local budget revenue collection rate was 91.5% of the plan for year 2010, while the 
budget execution rate was 90.1% 

⇒ Authorities reported that performance of capital expenditure at local level was 98% 
⇒ Commencement of construction works in the Morinë-Merdare Highway. 
⇒ The budget financed the completion of 76 school facilities (204,530 m²) as well as 

the accommodation of institutions in government facilities. 
⇒ Supply of Regional Hospitals and Family Health Centre with essential drugs and 

consumables. 
⇒ The central budget also provided the transfers to social program schemes and 

pension contributions. Authorities noted that more than 15% of population has 
access to one of social programs. 

⇒ The government presented its 2011 budgetary plan which included among others, 
the continuation of motorway construction, financing of judicial system reforms, 
advancing the quality of education, efficiency of public administration and 
enhancing the efficiency of customs and tax administration. 

⇒ The 2011 Budget amounts to €1,414.9 million with total revenues planned to reach 
27% of GDP and total expenditure 31% of GDP. Capital expenditure amount to 
572,4 million or 12% of GDP. 

⇒ Authorities reported that in January 2011, the Government of Republic of Kosovo 
has taken a decision to increase the Public Sector wages at the rate of 30% -50% 
for the following categories: civil service, law enforcement sector, education and 
health sector employees. 

⇒ Kosovo authorities also noted that expenditure-increasing initiatives come from 
implementation of new legislation, demands for new capital projects, staff hiring, 
and social assistance scheme pressures. 

⇒ Concerning the budget transparency, MTEF 2012-2014 has been drafted in 
cooperation with central and local budget organizations and published on the 
Ministry of Finance website. 



⇒ Budget has been drafted in cooperation with budget organizations, the Government, 
The Assembly Budget and Finance Committee, Ministry of European Integration 
and the Office of the Prime Minister. 
 

Challenges: 

⇒ Macro fiscal stability- sustainability of intergovernmental financial system 
⇒ Budget execution in accordance to the plan, particularly the capital projects 
⇒ Implementation of reforms in education,  judicial system, and health system both 

at central and local level 
⇒ Addressing the transfer of competencies at the local level 

 

Future plans: 

⇒ Performance-based budgeting starting 2011  onwards 
⇒ Preparing the ground for EU funds 
⇒ Project Monitoring via BDMS system (2012) 
⇒ Elimination of Memorandums of Understanding on Own Source Revenues collected 

by Central Level Institutions. 
⇒  Budgeting and budget management at the school level for all municipalities (2012) 

 

EC Comments: 

⇒ The Commission noted that in 2010 the underlying budget deficit (excluding grants 
and one-off dividend receipts) was much higher – EUR 225 million (5.5% of GDP) 
and is almost unchanged in comparison to 2009 (EUR 227 million or 5.8% of GDP). 
In addition, the amount of unpaid invoices, both at municipal and central 
government level, increased significantly in 2010 to reach EUR 28.5 million (0.7% 
of GDP) from EUR 4.2 million in 2009. The Commission expressed its concerns 
about the level of expenditure arrears and welcomed the government's intentions to 
start monitoring them on a monthly basis. 

⇒ The Commission took note of the government's intention to bring down the planned 
2011 deficit of EUR 227 million (4.7% of GDP) by taking consolidation measures 
amounting to EUR 35 million in 2011 (EUR 12 million in expenditure reductions 
and another EUR 23 million in additional revenue). 

⇒ The Commission strongly advised the government to undertake additional upfront 
consolidation measures already in 2011 and to be very cautious about the actual 
release of the EUR 60 million in unallocated expenditures for 2011, which is 
currently linked to the announcement of the winner of the PTK privatisation bid. A 
more prudent strategy would be to link the execution of this spending to the actual 
transfer of PTK privatisation receipts to the government accounts, which in view of 
the risks surrounding the timing of the operation would require that the whole 
expenditure-based reserve is effectively saved in 2011. 



⇒ The Commission also indicated its support for an expenditure-based consolidation, 
which does not rely exclusively on non-highway expenditures (the most productive 
and growth-friendly) but is broad-based and includes other expenditure categories. 

⇒ The Commission welcomed the good budget revenue performance in the first 
quarter of 2011 but voiced its dissatisfaction with the recent decision to increase 
wages in the government sector and the series of ad-hoc measures with potentially 
high expenditure-increasing impact. In particular, the lack of proper analysis of the 
economic and budgetary impact of new legislation and economic policy 
unpredictability continued to hamper the budgetary process, undermining the 
strategic value of the Medium-term expenditure framework (MTEF). 

⇒ The Commission recommended that the current situation whereby municipalities 
have to seek the permission of central government for transfers of funding for 
capital projects be changed to allow these projects to proceed without reference to 
the centre, as provided for in the law. 

⇒ The Commission noted that budgetary transparency could be further improved. 
After being interrupted for more than four months, in 2011 the Ministry of finance 
resumed the uploading of preliminary monthly information on budgetary execution, 
although in a reduced format. This practice could be expanded, in line with 
standard international practices, to include more detailed information and 
additional indicators covering debt levels and servicing, government bank balances, 
arrears, etc. 

Follow up actions: 

⇒ Keep €60 million of expenditures unallocated as a contingency, until the actual 
receipt of PTK privatisation proceeds 

⇒ Undertake an expenditure-based consolidation, which does not rely exclusively on 
non-highway expenditures 

⇒ Project Monitoring via PIP system (Continuous/to be started in 2011) 
⇒ Further increase budgetary transparency by regularly uploading information on 

budgetary execution, government debt and bank balances. 

Medium-term fiscal sustainability 

⇒ Kosovo presented an updated MTEF 2012-2014, a performance-based document 
reflecting the Government Program and the Statement of Government Policy 
Priorities. Authorities noted this revision of MTEF aims to incorporate all Sectorial 
Strategies in a single document. 

⇒ The 2012-2014 macro-fiscal framework based on two scenarios: a) the baseline 
scenario updated with the recent policy changes (public wage increase, 
continuation of motorway, and increased benefits for war invalids and martyrs’ 
families). The average GDP growth for period 2012-2014 in this scenario is 
projected to be 5.5%. And b) the scenario based on Kosovo’s Vision of Economic 
Development aimed at achieving an average economic growth of 7.8% during 2012-
2014 



⇒  Authorities outlined the expected major policy implications of the revised MTEF: 
Capital expenditures to be kept at about 40% of the total budget throughout the 
period 2012-2014, Subsidies to POE’s projected to decline throughout the period in 
line with the Government commitment for privatization of POEs, Government did 
not foresee any new loans designated for publicly owned enterprises, and prudent 
revenue projections of more effective collection by respective authorities. 

 

EC Comments: 

⇒  The MTEF should be a more strategic and policy-oriented document. It should 
concentrate on fiscal policy, structural reform and evaluation of budgetary impact 
of policies and reforms and focus on interactions between macroeconomic scenario, 
fiscal medium-term scenario, and structural reforms. The Commission suggested at 
the next MTEF in 2012 authorities take a look at the existing pre-accession fiscal 
and economic programs of candidate and potential candidate countries in order to 
be able to bring the MTEF closer to a fully-fledged economic strategy. The 
Commission expressed its readiness to assist in this exercise. 

⇒ As regards the latest MTEF, the Commission noted that despite its optimistic 
macroeconomic scenario, the revenue forecast is rather realistic. After a sharp 
increase in the deficit in 2011, the MTEF foresees an expenditure-driven budgetary 
consolidation. The overall deficit is expected to gradually decline to EUR 31 million 
in 2014. Although commendable in itself (targeting 0.5% of GDP in the medium 
term), the credibility of this strategy of reducing the budget deficit would benefit if 
consolidation is brought forward and is underpinned by a detailed analysis of the 
policy measures behind it. 

⇒ The Fiscal Surveillance Mechanism foresees a discussion of the MTEF prior to its 
adoption. Therefore, the Commission invited the authorities to share the draft 
MTEF in a timely manner, so that the Commission is able to comment and discuss 
it before its adoption. 

 

Government debt strategy 

Achievements: 

⇒ New adequately qualified staff recruited in the debt unit. Staff training has been 
provided for different areas of debt management. 

⇒ Vendor for Central Securities Depository software selected in order to prepare the 
market for issuance of debt securities. 

⇒ Draft of the Market Regulation framework has been prepared. 

Challenges: 

⇒ High staff turnover 



⇒ Public Debt Management is a new sphere for the government of Kosovo 
⇒ Implementation of the Central Securities Depository software (CSD) according to 

the plan. 

Future plans: 

⇒ Designing a Medium Term Debt Strategy which will meet the government financing 
needs at the lowest possible cost consistent with a tolerable level of risk. 

⇒ Preparation of the domestic market for issuance of Government debt 
instruments.(planned for Q1 2012) 

Follow-up actions: 

⇒ Approval of Debt Strategy (Q4 2011) 
⇒ Start the international market credit rating services (S&P) Q3 2011 
⇒ Finalize the Market Regulation Framework for Government Securities (Q4 2011) 

 

EC Comments: 

⇒ The Commission took note of government plans to publish a debt strategy by the 
end of 2011 and refrain from non-concessional borrowing, with the exception of a 
test-issue. 

 

Public investments 

Achievements: 

⇒ Applications are now submitted via Public Investment Program (PIP) 
⇒ Kosovo reported that PIP is now linked-up with Kosovo Financial Management 

Information System (KFMIS) and Budget Development Management System (BDMS) 
⇒ Kosovo has developed Project Monitoring via PIP Module 
⇒ Project review done by the Public Investment Commission (PIC) for 2 ministries 

(Ministry of Infrastructure and the Ministry of Environment and Spatial Planning) 

Challenges: 

⇒ Follow-up on use of PIP System by budget organizations due to numerous 
movements of staff trained to use the system. 

⇒ Continuous training of current and newly recruited staff 
⇒ System maintenance by local staff. 

 Future plans: 

⇒ Further development and advancement of Project Monitoring Module. (2011-2012) 



EC Comments: 

⇒ Welcomed the announcement that the Public Investment committee will meet very 
soon 

⇒ Municipalities’ use of PIP and BDMS system is mandatory and should be enforced 
⇒ Commission recommends that authorities fill the vacancies of a Systems 

Administrator and Analyst in the PIP unit. These positions are crucial for the 
functioning of the system. 

Follow up action: 

⇒ Expanding the number of users of PIP System (Q4 2011) 

⇒ Enforce the use of PIP (Q1-Q4 2011 ) and BDMS System  by all municipalities 

(2012) 

⇒ Inclusion of more budget organizations in the Public Investment Committee (PIC) 

Q4 2011 

 

II. STRUCTURAL REFORMS 
Economic vision and action plan for economic development 

Achievements: 

⇒ Kosovo Government presented the Economic Vision for Economic Development: 
o Action plan  has been prepared 
o Economic vision is incorporated into the MTEF 
o Doing business long-term Task Force established and the initial reform 

package was adopted by Parliament in May 
Future plans: 

⇒ Main objectives: Economic growth rate of 7-8% per annum;  Reduce the number of 

the registered unemployed by 8-10 %; Privatization of public assets ; Reduce 

barriers to doing business; Revitalize agriculture; Develop infrastructure through 

PPP and private capital; Favourable fiscal policies; Transition from informal to 

formal economy; Develop financial markets; Maintain macro-fiscal stability. 

 
EC Comments: 

⇒ The Commission welcomed the government initiative to prepare an Economic vision 
and Action plan of economic reform, which would stress the importance of the 
private sector for sustainable economic development. It also underlined the need of 
prioritising and sequencing the various measures foreseen in the plan and invited 
the authorities to streamline them with the actions under the Government's 



European Partnership Action Plan as well as with the other strategies affecting 
employment and economic activity. 

⇒ The measures themselves need to be assessed against possible negative side effects 
and their fiscal impact appropriately analysed. The Commission advised the 
authorities to consult the private sector organisations and seek its advice on 
prioritising the measures, especially with regard to planned improvements in the 
business environment. 

⇒ The Commission noted that the draft Action plan relies on an overly optimistic 
macroeconomic scenario and targets a budget deficit of about 2% of GDP over the 
medium-term, which is inconsistent with the MTEF target of 0.5%. 

⇒ The plan focuses excessively on large infrastructure projects, while it could benefit 
from a more elaborate analysis and measures aimed at improving the functioning of 
the labour market and reducing unemployment, especially among the youth. 

⇒ The Commissioned welcomed the authorities' commitment to develop the 
agriculture sector and noted that the stress given to direct payments may be 
detrimental to the achievement of this goal, as it would create stimulus for 
consumption and less so for increasing production. A set of more structural 
measures to support the sector, like targeting modernisation, rural and market 
infrastructure would stand better chances of succeeding in promoting agricultural 
development. 

⇒ The Commission also advised the authorities to carefully prepare the project for 
launching the construction of Route 6 highway and to ensure that it is 
economically viable, protects public interests and is well integrated into the 
budgetary framework.  The Commission does not see enough fiscal space to 
accommodate this project until the work on the Route highway is still ongoing. In 
addition, the Commission noted that Public-private partnerships entail a delicate 
balance of responsibilities and obligations between the private and public sectors. 
There have been cases elsewhere where the result has been unbalanced for the 
public sector. 

Privatization Agency of Kosovo 

Achievements: 

⇒ Approximately 414 SOE are candidates for privatization but all 600 will have to 
undergo liquidation 

⇒ A total €520 million has been generated to date by privatization 
⇒ Overall number of PAK cases proceedings in SCSC is 658 
⇒ 20% proceedings;  Up to date the 20% scheme has touched 292 SOE’s; 20,195 

employees of SOE have benefited from the 20% scheme;  The total amount paid to 
employees is €62,363,136 

Challenges: 
⇒ PAK’s research has indicated that while privatization has been successful, the 

liquidation process has proved to be too slow. 



⇒ All aspects of liquidation have been examined including: the legal framework; 
liquidation procedures and processes; the roles of Liquidation Committees; 
interaction of the Agency with the SCSC 

Future plans: 
⇒ Planned changes that will accelerate the liquidation process: 
o The roles of International Civilian Office (ICO) in Liquidation Committees (LCs) and 

Liquidation Review Committees (LRCs) have been reviewed and will be restructured. 
(Q1 2012) 

o Management of liquidations will be partly privatized through the appointment of 
framework contractors with the objective of speeding up liquidation case closures. 
(Q1 2012) 

o The SCSC will be overhauled to bring it under the mantle of the Constitution of 
Kosovo and, at the same time, eliminate excessive time allowances for appeals.  
 

Follow up actions: 

⇒ New PAK Law - paving the way for a faster liquidation process and a reorganization 
of the Agency. ( Q3 2011) 

⇒ Substantially overhauled SCSC law – SCSC will be made fit for purpose thus 
speeding up the resolution of claims. (Q3 2011) 

⇒ New Reorganization Law to deal with large cases such as Trepca (Q3 2011) 
 
 
Publicly-owned Enterprises (POE) Performance, Progress, and Challenges 

Achievements: 
⇒ Corporate Governance is now in place, 185 Board meetings held and 82 Decisions 

were approved to enhance the performance of POEs in Kosovo. 
⇒ Operational performance has shown a positive trend: Increased energy production 

of 5% ; Increased collection of energy bills by 8% ; Decreased overall energy losses 
from 18% to 17% ; Production of coal increased by 4% ; Decreased commercial 
energy losses from 20% to 15%; Decreased transmission losses of energy by 18% ; 
Increased energy production from Hydro Plant Ujmani by 18% ; Increased 
passenger number by 6% in Prishtina International Airport; Increased number of 
landings in PIA by 9.5%; Increased of freight transport in Kosovo Railways by 24% ; 
Increased of production of potable water by 4%; Increased of water bill collection by 
3% 

⇒ Financial Performance in Positive Direction compared to 2009; Increased revenue in 
the energy sector by 11% compared to 2009; Increased revenue in the transport, 
telecommunications sector by 3.5% compared to 2009; Increased revenue in water 
sector by 10%; Increased revenue in irrigation companies by 45%; Reduction of 
costs by 3%; Increased revenue in water sector by 10%; Reduction of costs by 3%. 

 
 
 



Challenges: 

⇒ Despite increased performance, water companies face lower collection rate. 
⇒ Minority issues (North Mitrovica), No access to company assets and inability to 

provide services in this part of the country 
⇒ Inadequate capacities by the judicial system 
⇒ Decreases of water losses 

 

Future plans: 

⇒ Private capital participation in POEs 
⇒ Strengthening corporate governance and monitoring mechanisms by the 

shareholder 
⇒ Increase the public awareness and improve collection by companies 
⇒ Increasing the level of control by the Internal Auditor 

EC Comments: 
⇒ The Commission took note of the improved performance of the POEs. It enquired 

about the sectoral distribution of the enterprises according to their financial results 
and noted that the energy sector continues to be loss-making, representing a heavy 
burden for the state budget. In this regard, the Commission enquired about future 
plans to align electricity prices with cost-recovery levels (excluding state subsidies). 

 

Follow up actions: 

⇒ Amending the POE law (Q4 2011) 
⇒ Training of POE professional staff (Q4 2011) 

 
Privatization of POEs: PTK and KEK 
PTK privatization 

Achievements: 
⇒ On the 2nd of March, 2011, Government re-established the Inter Ministerial 

Committee on privatization of PTK, and set-up the Government Privatization 
Committee (MED, MTI, MI, MLSW, MF)1. These decisions were approved by the 
Assembly on 31 March. 

 
Challenges: 

⇒ Managing workers expectations 
⇒ POST separation 

 
Follow up actions: 

⇒ Due Diligence and Data Room  (Week 2 of June 2011) 
⇒ Company Valuation (Week 4 of June 2011) 
⇒ Preparation of Information Memorandum (IM) Week 3 of  June 2011 

                                                            
1Ministry of Economic Development, Ministry of Trade and Industry, Ministry of Infrastructure, Ministry of Labor 
and Social Welfare, and Ministry of Finance 
 



⇒ Prepare and decision on harmonized regulatory strategy - Government and TRA 
(Week 3 of June 2011) 

⇒ Preparing, filing and approval of the Plan for Post Separation (Week 4 of June 2011) 
⇒ Completion of the Transaction Strategy and Structure (Week 1 of July 2011) 
⇒ Tender Management/decision on the winning bid (Week 2 of October 2011) 
⇒ Signing and closing of the transaction (Week 2 of December 2011) 

 
 
Privatization of KEK Distribution and Supply 

Achievements: 
⇒ August and November: Conducting further rounds of Market Sounding with 

potential investors. 
⇒ September - May: Due Diligence of the company, distribution network and legal 

framework 
⇒ January 13th 2011: Pre-Qualification Criteria and Pre-Qualification Document 

approval by Privatization Committee. 
⇒ 18 March 2011 – deadline for Pre-qualification Application Submission 
⇒ Application Submission - 4 companies/consortiums have submitted applications 
⇒ “Classification” – has been carried out on “pass” and “non Pass’ basis. 
⇒ 6 April 2011 – Privatization Inter-ministerial Committee has announced the Pre-

qualified bidders to be:  ”Limak”; ”Çalik” ; ”TAIB” & ”Yildizlar”; “Elsewedy” 
 
“Kosova e re Plant” 

Achievements: 

⇒ Four qualified investors have been short-listed 
⇒ Draft Request for Proposals with Draft Project Agreements submitted to pre-

qualified bidders for commenting 
⇒ Comments submitted by deadline now being reviewed 
⇒ Project has continued strong support of IFIs and donor organizations 

 

Challenges (Distribution and Supply): 

⇒ High Technical Losses;  High Commercial Losses; Low Collection Rates; Increasing 
Demand; Limited Financial Capacity in the System for Imports;  Minority Enclave 
Customers; Workers  Issues; High Government Subsidies 

⇒ Approval on the outlines of the Bulk Supply Agreement (contractual agreement 
between the future private KEDS and public KEK) 

⇒ Approval of the revisions to the “Private PPA” 
⇒ Approval of the tariff methodology and regulatory statement 
⇒ Approval on recommendation regarding key issues including: Receivable portfolio; 

North Enclave; Environmental liabilities; Employees; Legal transfer of assets 
mechanism, and list of distribution assets 
“Kosova e Re Plant” 



⇒ Coordinate with privatization of KEDS to ensure success of both transactions 
⇒ Finalize the Electricity Market Model Design 
⇒ Clarify remaining legislative issues 
⇒ Initiate IFIs support for the project 

 

Future plans (Distribution and Supply): 

⇒ Working Group on the PPA’s and Comments from Bidders & Completion of the 
Market Model  

⇒ Draft contractual agreements and invitation for comments & Invitation for Bid’s 
submission.  

⇒ Approval of the revisions to the “Private PPA” 
⇒ Approval of the market model  

“Kosova e Re Plant” 

⇒ Announce winning bidder at beginning of 2012 
⇒ Achieve Financial Close and Transfer of Assets by end of 2012 
 

Follow up actions: 

⇒ Preparation of the Tariff Methodology (Q2 2011) 
⇒ “Kosova e Re” power plant Project will Finalize the ‘Request for Proposals’ and 

‘Project Agreements’ and submit it to bidders (Q2 2011)  
⇒ Approval on the outlines of the Bulk Supply Agreement (contractual agreement 

between the future private KEDS and public KEK) (Q3 2011) 
⇒ Approval of the tariff methodology and regulatory statement (Q3 2011) 
⇒ Approval of bid submission documents (Q4 2011) 
⇒ Announcement of the winning bid for KEDS (Q4 2011) 
⇒ Financial closure-KEDS (Q4 2011) 

 
EC Comments: 

⇒ The Commission enquired about the correct balance of risks in the long term power 
purchase agreements between the future electricity generation company and the 
distribution/supply company, as there is a danger that too much risk would fall on 
the future distribution/supply company. 
 
 
 



 
III. STATISTICS 

Achievements: 

⇒ Law on Population, and Housing Census No 03/L237 approved in October 2010; 
⇒ Census was held from 01 - 15 April, 2011 in all municipalities of Kosovo (except 

Leposavic, Zvecan and Zubin Potok). In seven municipalities the census was 
completed on April 19, 2011. 

⇒ PES post enumeration survey has started on April 18, and ended on April 28, 2011; 
⇒ Last year, several MoU are signed with the line ministries to exchange statistical 

data such as with:  MTI (Agency for Business Registration and Department of 
Tourism), MI, MIA (for statistical data of transport), PTK, Kosovo Railways  

⇒ 96 publications were published during last year: Department of economic statistics 
and national accounts 51, Department of population statistics 6, Department of 
agriculture and environment statistics 12, Department of social statistics 16, 
Department of IT and methodology 11; 

 

Challenges: 

⇒ Due to the lack of funds it was impossible to realize the “Labor Force Survey (LFS) 
for 2010” and “Agricultural Household Survey (AHS) 2010“; 

⇒ The switch from NACE Rev. 1 to NACE Rev. 2; 
⇒ Implementation of Statistical Strategic Plan 2009-2013; 
⇒ Frequent change of executive director of SOK; 
⇒ Limited resources (human resources, premises, funds); 

 

          Future Plans: 

⇒ Continuation of the publication of qualitative data within the time limits in 
accordance to EUROSTAT methodology; 

⇒ Increasing the number of surveys 
⇒ Increasing cooperation with all relevant national and international institutions 
⇒ Codification of registered material from the population census (starts on the second 

week of June) 
⇒ The preliminary population census results are expected to be published by end 

June, whereas the final results have a deadline of end of 2013; 
⇒ Increasing the level of compatibility with EU regulations of all components of 

statistics; 
⇒ The revision of the actual strategy, after the adoption of the Law on Official 

Statistics of the Republic of Kosovo; 
⇒ Development of new areas for statistics and improvement of the methodology, e.g. 

introduction of quarterly accounts, plans for agricultural census 2013 and other 



commitments foreseen in SOK agenda (Depends on factors outside the scope of 
SOK such as additional financing and other resources).  

 

EC Comments: 

⇒ Commission welcomes that the population census was carried out in April as 
planned, however, a great deal of work remains regarding the data entering process 
and preparation of dissemination in line with national standards; 

⇒ Lack of resources is a serious concern. As a consequence of the lack of resources 
the concentration of the work was directed to the population census, whereas in the 
last year, progress in other areas of statistics has suffered. This resulted with the 
cancelation of “Labor Force Survey (LFS) for 2010” and “Agricultural Household 
Survey (AHS) 2010“. This is very unfortunate because it creates a gap in the time 
series which are essential to have analysis of trends; 

⇒ SOK has to develop new areas for statistics and also to improve the methodology in 
many areas. This includes further improvements to business statistics and national 
accounts, introducing short term statistics and quarterly accounts, plans for 
agricultural census and other commitments foreseen in SOK agenda 

⇒ The Commission noted that significant challenges remain. The Government must 
provide sufficient infrastructure for SOK to be able to progress in statistics. 

⇒ There are 3 key issues which need to be addressed which are outside the scope of 
SOK: 
“Law on Official Statistics” needs to be adopted; frequent change in management 
(acting CEOs) causes instability and; SOK lack resources to carry out its activities.  

⇒ European Commission raised the issue of the implementation of the Action Plan for 
the national accounts and whether the resources are allocated for the 
implementation of this action plan. 
 

             Follow up action: 

⇒ Preliminary data from the population census on municipal and national level will be 
published by June 30, 2011 

⇒ Adoption of the “Law on Official Statistics” (Q4 2011) 
Stabilization of the management structure of SOK by the Government; (Continuous) 



 
IV. FINANCIAL CONTROL 

Development of Public Internal Financial Control 

Achievements: 

⇒ Establishment of Central Harmonization Unit/ Financial Management and Control 
(CHU/FMC) under the Law for Public Financial Management and Accountability 
(LPFMA) within the Ministry of Finance- Treasury Department. 

⇒ Approval by the Government of the Internal Control Policy of the Public Finance 
Document  and the Manual of Procedures for FMC 

⇒ Annexes of FMC performance evaluation and description of the duties and 
responsibilities of the CFO’s 

⇒ The necessary legal infrastructure for functioning of Internal Audit has been 
enacted: 

⇒ Drafting on time of annual report on the functioning of internal audit system for 
2010 for Government, Assembly and the Office of General Auditor. 

⇒ Increase of independent units of IA for 8.47% ; Increased number of internal 
auditors  for 8%, currently there are 122 internal auditors; 64% of budgetary 
organizations are covered by audit committees;  Functional independence of 
auditors is defined by Law and is supported by IA statute and Audits Committees;  
56 of 63 IAU( Internal Audit Units) have prepared strategic and annual plans and 
364 audits were conducted in 2010 

⇒ During 2010 all IA of the public sector were trained including quality evaluation 
programs 

 

External Audit 
⇒ The audit season 10/11 goes towards its finalization, 85 reports to be published 

before the end June; ( External Audit) 
⇒ AAR based on 85 audits: 80 Regularity Audits; 4 Management Audits; 3 

Performance Audits 
⇒ Third APR (in time)Health Checks Introduced, SNAO Cooperation (bilateral gap 

filling for at least audit season 11/12) 
 

Challenges: 

⇒ Gap Analysis in secondary and tertiary legislation, 
⇒ Performance measurement of the Financial Management and Control in pilot 

organization 
⇒ Encourage CAO, CFO (Chief Administrative Officer and Chief Financial Officer) and 

decision makers as Ministers, Secretary Generals and Municipality Mayors and 
budget organizations to implement Financial Management and Control in their 
Organizations, and Coordination of policies and actions to achieve the objectives for 
the proper functioning of risk management 



⇒ Analysis of FMC functionality gaps and their fulfillment and drafting the action 
plan on implementing the PIFC policy documents 

⇒ Certificates for public auditors in compliance with internationally recognized 
standards  

⇒ Upgrade the database to the needs of the CHU-IA (Central Harmonisation Unit for 
Internal Audit) to a more secured technical platform, and Increase the audit quality 

⇒ Analysis of Performance objective  achievements 
⇒ Capacity building including delivery of continuous professional education to 

licensed auditors.   
⇒ Not all Internal Audit Units are supported by Audit Committees     

External Audit 
⇒ Finalizing the audit season with high quality 
⇒ AAR in time with sufficient quality, higher audit coverage, relevant and readable 
⇒ Addressing the legal framework 
⇒ Staffing as per EPAP agreement 

 
Future Plans:  

⇒ Establishment of a high-level co-ordination structure covering all Public Finance 
Reforms2 

⇒ Preparation of the FMC Consolidated Performance Report (Q1 2012) 
⇒ Extend certification program to remaining internal auditors (needs  Financial 

support)  (Q3 2012) 
⇒ Availability of Professional training and certification (PT&Ç) to locals of CIPFA in 

order to continue PT&Ç; 
⇒ Integrate the CHU-IA databases to a secure technical platform; 
⇒ Continue to encourage establishment of effective Audit Committees and  identify 

ways to support small budget organizations 
 

External Audit (Future plans)  
⇒ The National Audit Office of Kosovo established; (2014) 
⇒ A  Supreme Audit Institution carrying out its business in accordance with 

international recognized auditing standards and good European practices (2014) 
⇒ Adding value in the accountability processes, the budget processes and in 

strengthening transparency and efficiency in the public administration; 
(Continuous) 

⇒ A sustainable institution with Kosovo’s full ownership and with sufficient means for 
carrying out the mandate (2014)  

⇒ 25 more auditors to be certified (Q3 2012) 
 

                                                            
2 In the input we’ve received from DG Budget, this was put as a Follow up action. However, the role of this 
structure was unclear to the Ministry of Finance since there are mechanisms in place already such as the 
Ministerial Body for Public Finances, and Public Expenditure and Financial Accountability. Please note, further 
clarification is needed on this point. 



EC-Comments: 

⇒ The Commission notes the progress made relating to PIFC: the policy and legal 
framework is now in place. The main challenge is now the proper and full 
implementation of that legislation. 

⇒ The CHU/FMC is encouraged to play a strong and proactive role in coaching budget 
organizations in implementing the legislation. The PIFC Project is due to deliver a 
"Change Management Plan" which will likely be very useful for the CHU/FMC in 
steering implementation. 

⇒ Individual budget organizations are advised to adopt their own (tailor made) 
Implementation Action Plans – based upon an analysis of their existing internal 
control environment compared to the legislation.   

⇒ The current organizational set-up for managing PIFC implementation should be 
reviewed, with a view to ensuring an appropriate coordination structure, at senior 
level, of the management of change for all public finance reforms. Under such 
approach, the status of the CHU/FMC should be upgraded. 

⇒ There remain many Internal Audit units with less than 3 auditors and is not in line 
with international standards. DG Budget recommends consideration be given to 
creating a semi-decentralized Internal Audit model in Kosovo, where these small 
budget organizations are serviced by an independent pool of internal auditors. 

⇒ About half of the Internal Auditors currently in post are to receive training, with a 
view to passing a 'certification examination'. Consideration should be given to the 
development of a sustainable training program for future trainee Auditors and 
continuous professional training for certified auditors. 

⇒ The Commission notes the OAG's commitment to modernize and encourages it to 
continue its reform efforts – in line with its Corporate Development Strategy. 

 

Follow up actions: 

⇒ Development of specific PIFC implementation plans in each budget organization. 
(Q4 2011) 

⇒ Development of a Change Management Plan to guide implementation of PIFC 
legislation. (Q4 2011) 

⇒ Preparation of the Training Plan (Q3 2011) 
⇒ Decentralization of Expenditure for the Municipalities in North part; Monitoring the 

Budget Organization in Decentralization of Expenditures and Creating standard 
dictionary of FMC terminology (Q4 2011) 

⇒ Analysis of the Financial Management and Control performance through Self 
Assessment lists (Q4 2011) 

⇒ Review of secondary legislation: Financial Rule 02- Expenditure of public money, 
Financial Rule 03 Revenues, Regulation 04- Reporting of unpaid obligations, 
Regulation - Annual performance,   Regulation – Financial Statements (Q4 2011) 

⇒ Development of a sustainable training program for Internal Audit staff (Q2 2012) 
⇒ Timely submission of the 2011 AAR to Parliament.(Q3 2011) 
⇒ Completed review/revision of the OAG legal framework. (Q4 2011) 
⇒ A slight increase in the number of audits;  (audit season 2011/2012) 
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