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The Auditor General of the Republic of Kosovo is the highest institution of 

economic and financial control, which, according to the Constitution and 

domestic laws, enjoys functional, financial and operational independence.  

The National Audit Office undertakes regularity and performance audits 

and is accountable to the Assembly of Kosovo. 

Our Mission is to contribute to sound financial management in public 

administration. We perform audits in line with internationally recognized 

public sector auditing standards and good European practices.   

The reports produced by the National Audit Office directly promote 

accountability as they provide a base for holding managers’ of individual 

budget organisations to account. We are thus building confidence in the 

spending of public funds and playing an active role in securing taxpayers’ 

and other stakeholders’ interests in enhancing public accountability. 

Performance audits are carried out to assess whether Government 

programs are managed appropriately, are cost-effective, efficient, and 

whether the systems for measuring and reporting their efficiency are 

functional.   

This report assesses the management of capital projects financed by the 

Development Fund and whether or not the intended purposes for certain 

projects have been achieved. The Auditor General has decided on this audit 

report on “Development Fund” in consultation with the acting Head of the 

Division for the Audit of Performance and Public Owned Enterprises, 

Vlora Mehmeti, who supervised the audit.  

The report issued is a result of the audit carried out under the management 

of the acting Head of Department, Myrvete Gashi, supported by 

Mazlumsha Sejfadini (Team Leader) and Ardiana Miftari (Team member)  
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Executive summary 

Brussels Agreement on Customs Revenue Collection foresaw the establishment of the Development 

Fund. Based on the agreement, the Fund aims at promoting economic and social development and 

benefits to the local population in the municipality of Mitrovica North, Zvecan, Zubin Potok and 

Leposaviq.  

The Assembly of Kosovo adopted the Law on Budget for 2013 -20161 whereby a budget to the 

Development Fund is appropriated. This Fund is financed by customs revenues collected at the two 

northern border crossings points of the Republic of Kosovo.  

The Brussels Agreement and the Terms of Reference afterwards have stipulated for the Fund to 

finance projects related to the construction and maintenance of public infrastructure (roads, schools, 

hospitals etc.), support to businesses, farmers and civil society, promotion of rights, education, 

access to health care and transportation. 

Taking into account that public expenditures and public revenue collection should be based on the 

accountability, efficiency and transparency principles, the National Audit Office has conducted a 

compliance and performance audit of the Fund. This audit covers the period from the establishment 

of the Fund in 2013 until September 2016. The audit objective is to provide stakeholders with an 

assessment on the management of projects financed by the Fund and whether the Agreement’s 

intended purpose has been achieved.  

This audit aims at promoting transparency, enhancing accountability of responsible authorities 

regarding the management of the Fund and giving recommendations on the fulfilment of goals 

foreseen with the Agreement.  

National Audit Office paid attention to the specific safety circumstances existing within the 

benefiting municipalities and their fragile absorptive capacities and which have caused difficulties 

for administrative institutions responsible for project implementation. 

Overall conclusion  

The municipalities benefiting from the Fund have conducted their activities partially in compliance 

with the applicable legislation. Shortcomings identified during the audit indicate that the 

management of Fund by the Municipalities leaves room for improvement when it comes to securing 

full compliance with the applicable legislation.  Execution of projects by the Municipalities is low 

because approval of the projects by the Board commenced in the end of 2015 and most of the projects 

are multi-year projects. Only 2 of 21 projects were executed until the end of September 2016 and 

achieved the intended purpose under this fund. 

                                                      
1 http://gzk.rks-gov.net/ActDetail.aspx?ActID=8893  

http://www.kuvendikosoves.org/common/docs/ligjet/Ligji%20per%20Buxhetin%20e%20Kosoves%202014.pdf 

http://gzk.rks-gov.net/ActDetail.aspx?ActID=8893
http://www.kuvendikosoves.org/common/docs/ligjet/Ligji%20per%20Buxhetin%20e%20Kosoves%202014.pdf
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Furthermore, Kosovo Customs have installed an operational revenues collection system in border 

crossing points in Jarinje and Bernjak. Goods have been imported in compliance with the Brussels 

Agreement and the domestic legislation on revenues. It is worth mentioning that there is an 

increasing trend of businesses fiscalisation in municipalities. However, failure to appoint customs 

agents in the two border crossing points and completion of documentation by the customs officer 

leads to conflict of interest because it is the same institution that fills out and evaluates the 

documentation of goods clearance. 

The Fund’s Management Board has discharged its functions in accordance with the Agreement and 

the Terms of Reference.  The projects proposed by the municipalities were reviewed and analysed 

by the Board. However, local elections and the institutional vacuum have led to a delayed review 

of projects. In addition, the monitoring of projects, following the Board approval, has been 

insufficient.  In this regard, the Board has not installed a reporting process from the municipalities 

yet. This has not enabled the stakeholders and the Board itself to get informed on the progress of 

the project including costs, progress achieved and performance of municipalities. 

The Ministry of Finance managed to provide the municipalities with the prerequisites to allow 

payments being processed through KFMIS with the exception of Leposaviq Municipality. However, 

the main concern is the budget allocation to the Municipality and allowing to proceed with payment 

for 14 projects which were not part of Law on Budget. Further on, budget for this Fund was allocated 

only for the Capital Investments whilst projects approved by the Board were also of the nature of 

goods and Services and Subsidies. All these have led to uncertainties and difficulties for the 

municipalities and have weakened the financial reporting on the Fund spending.  

Municipalities have drafted their proposals in line with the Brussels Agreement objectives as they 

all were prepared to meet the socio-economic needs of the community living in these municipalities. 

Nevertheless, the low budget execution nearby 14% indicates that municipalities have not been 

efficient in projects implementation. By the time of our audit, only two projects were fully 

implemented, whilst the others were in the preparatory stage of tendering. Failure to include these 

projects in the Law on Budget, exceeded advance payments and commitment of budget after the 

signing of contracts indicate that financial controls need to be improved.    
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Key recommendations  

We recommend the Management Board to:  

 Establish a working group in order to ensure that the monitoring produces the desired 

outcomes on the projects’ progress and time of implementation. This would help the Board 

to undertake measures for improvement if it notices setbacks in projects implementation.  

 Engage experts of respective areas to assess specific projects given that the projects sent by 

the Municipalities were complex;  

 Require from beneficiary municipalities to report on regular monthly basis when it comes to 

the progress in implementing capital projects;  

 Meet on regular basis to timely review the project proposals from municipalities. Further on, 

in order to include projects in the Law on Budget of the following year, is should consider 

approving projects before budget review and in the end of the year. 

We recommend the Minister of Finance to: 

 Ensure that all projects approved by the Board are listed in the Law on Budget/Revised 

Budget. Further on, the budget from the Fund should not be allocated to municipalities for 

projects which are not part of the Law on Budget; 

 Enhance cooperation with municipalities to ensure that municipal officials understand the 

legal requirements and rules for financial management and control. Further on, ensure that 

KFMIS is installed within the Leposaviq Municipality, to enable the processing of payments 

by the Municipality; and 

 Consider the possibility of allocating the budget for the Fund based on the type of projects, 

depending on whether they belong to capital investments, goods and services or other 

economic categories. This would enable municipalities to process payments in compliance 

with the chart of accounts and give a more accurate overview of expenditures.  

We recommend the General Director of Kosovo Customs to:  

 Cooperate with relevant institutions to consider the possibility of creating the preconditions 

for appointing the customs agents in the two border crossing points so that the customs 

officer would only make the assessment of SAD.  

We recommend the Mayors of Beneficiary Municipalities that:  

 Project proposals undergo public hearings and reviewed in the Municipal Assemblies  

ensuring that projects are in line with the interests of citizens which would have an impact 

in enhancing transparency to the public; 

 Capital projects approved by the Board are part of budget requests sent to the Ministry of 

Finance enabling to list projects in the Law on Budget; 
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 Municipalities benefiting from the Fund, in cooperation with MoF classify projects under the 

respective economic category in order to allow the processing in line with the chart of 

accounts; 

 Municipalities should make advance payments to the contractors for capital investments 

and goods and services up to a maximum of fifteen per cent (15%) of the contract value and 

ensure that funds are committed before the contracts are signed; and  

 The reasons behind failure to execute the projects are considered and that they should take 

adequate measures in order to enhance efficiency in the use of Fund and improve the socio-

economic welfare of the population in these municipalities. 

Response of the parties involved in audit  

Office of the European Union, Minister of Finance and Mayors agreed with the audit findings and 

conclusions, and committed themselves to make every effort to address the recommendations. 
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1 Introduction 

The Development Fund (hereinafter the Fund) is established based on the European Union 

agreement with the Government of the Republic of Kosovo in 17th of January 2013.    

The National Audit Office decided to conduct this audit in order to hold responsible actors into 

account on how public money is used and reported while preserving the citizens’ interests. This 

Fund aims at promoting socio-economic development and for the benefit of the local population in 

Mitrovica North, Zveçan, Zubin Potok and Leposaviq 

This Fund will finance projects for the construction and maintenance of public infrastructure (roads, 

schools, hospitals etc.), support to businesses, farmers and civil society, promotion of rights, 

education, access to health care and transportation.  

Since the establishment of the Fund in December 2013 and afterwards, printed and electronic media 

have raised concerns about its establishment and the way it is managed2. Therefore, our reliance on 

the audited institutions will provide preventive actions to address identified weaknesses and 

further development for the overall management of the Fund. 

The direct responsibility for managing these funds lies on Mayors, the Minister of Finance, Office of 

the European Union etc. The projects and financial management process involves other accountable 

stakeholders such as the governing bodies, managers and staff of budget organizations. 

 Audit Objectives  

Our audit objective is to provide the stakeholders with an assessment on the management of projects 

financed by the Fund and whether or not the intended purpose has been achieved.   

This audit aims at promoting transparency, enhancing accountability of responsible authorities 

regarding the management of the Fund. Financial means have been given to this Fund for socio-

economic development and for the benefit of the local population in the said municipalities.  

  

                                                      
2 http://www.kosovaonline.info/arkiva/ballina/fondi-i-veriut-tipik-paralel#.WEU5oU1AQhc, 25 November 2013 

 http://www.kosovapress.com/sq/ekonomi/fondi-i-veriut-prej-51-milione-euro-nuk-menaxhohet-38723/, 28 March 
2015 
http://www.kosovapress.com/sq/ekonomi/fondi-i-veriut-ne-rritje-deri-tash-jane-mbledhur-11-milione-euro-89461/, 
15 October 2016 

http://www.kosovaonline.info/arkiva/ballina/fondi-i-veriut-tipik-paralel#.WEU5oU1AQhc
http://www.kosovapress.com/sq/ekonomi/fondi-i-veriut-prej-51-milione-euro-nuk-menaxhohet-38723/
http://www.kosovapress.com/sq/ekonomi/fondi-i-veriut-ne-rritje-deri-tash-jane-mbledhur-11-milione-euro-89461/
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 Audit Questions  

In order to reach accurate conclusions and give implementable recommendations, we will answer 

the following audit questions:  

 Have the Fund’s means been used in line with the applicable laws and regulations? 

 Has the Fund’s intended purpose been achieved?  

 Audit Criteria  

The audit criteria used in this audit derive from the ToR stipulated in the Fund establishment 

agreement and national legislation. We will also assess the reporting and monitoring of the 

beneficiary Municipalities. 

We used the following criteria based on which the Fund would function on:  

 Revenues should be collected based on the Customs and Excise Code of Kosovo and other 

rules; 

 Projects proposed by municipalities and approved by MB should be in line with the intended 

objectives; 

 Approved capital projects should be included in the Law on Budget and the Public 

Investment Program ( hereinafter PIP);  

 Projects should be implemented in accordance with the Law on Public Financial 

Management and Accountability (hereinafter LPFMA), the Law on Public Procurement 

(hereinafter LPP) and the Treasury Rules on spending public money; 

 Law on Expropriation of Immovable Property and Administrative Instruction on 

Expropriation;  

 Monthly and quarterly reporting at the municipal level and by the Management Board 

(hereinafter MB) should be done in accordance with the ToR; and  

 Monitoring of projects in order to provide sufficient data that would serve for the 

implementation and evaluation of projects 
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 Audit scope and methodology  

This audit covers Ministry of Finance (MF), Kosovo Customs (KC) and municipalities Mitrovica 

North, Zubin Potok, Leposaviq and Zveçan as well as the period from 2013 to September 30, 2016.  

To conduct the audit and answer audit questions, we: 

 Analysed the basic agreement on the establishment of the Fund; 

 Analysed the existing legal framework;  

 Interviewed responsible officials;  

 Analysed the existing processes and procedures put in place for the Fund management as 

well as other developments (both internal and external); 

 Reviewed key controls applied by MF and responsible officials on the municipalities 

Mitrovica North, Zubin Potok, Leposaviq and Zveçan regarding the Fund management;  

 Looked into the minutes of MB meetings;   

 Reviewed and analysed different documents related to the Fund; 

 Assessed whether funds are used for the intended purpose; and  

 Whether the purpose of implemented projects has been achieved.  



ZYRA E AUDITORIT TË PËRGJITHSHËM – KANCELARIJA GENERALNOG REVIZORA 
OFFICE OF THE AUDITOR GENERAL 

 

12 

2 Description of the Development Fund System  

According to the Brussels Agreement, revenues collected by the two border crossing points 

(hereinafter BCPs) Jarinje and Bernjak from goods imported by the businesses registered in 

Mitrovica North, Zveçan, Zubin Potok and Leposaviq shall be designated for the Fund.  

The Fund is managed by the MB which consists of the Minister of Finance, EU Special 

Representative and one representative of the community residing in one of the municipalities. 

Furthermore, the Government of Kosovo together with the EUSR have prepared the Fund’s ToR to 

serve as the criteria for the implementation of the Brussels Agreement.  

Municipalities apply with their draft projects, which are then considered by the MB. Funds are then 

transferred to the benefitting municipalities after the approval of specific projects by the MB. While 

approving the projects, MB decides by consensus, but in case when consensus in not reached the 

EUSR may use the casting vote.  

The management of the Fund is mainly regulated by the Law on Budget, 2016 Article 9- Other 

Budget Appropriations. According to this law, all public money collected in these two BCPs from 

goods imported by businesses registered in Mitrovica North, Zubin Potok, Zveçan or Leposaviq 

which are intended for consumption in these municipalities shall be appropriated for Development 

fund. 

Other laws and regulations applicable for the management of the Fund are: the LPFMA, LPP, 

revenue collection legislation, Kosovo Customs and Excise Code, the Law on Expropriation of 

Immovable Property, Administrative Instruction on the Evaluation of Expropriations, and Financial 

Rule no.01/2013 on the Spending of Public Money.  

Revenues collected by the two BCPs Jarinje and Bernjak are deposited in the bank account of the 

Fund opened in a commercial bank by EUSR on behalf of the Fund. The depositing of funds in the 

commercial bank is stipulated in the Brussels Agreement. 

The following Chart presents the revenues cycle in order to give a clearer view on turnover of 

revenues collected for the Fund. 
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Chart 1. 

 

 

Step 1 and 2 – Revenues collected by BCPs in Jarinje and Bernjak are deposited in the sub-account 

in CBK for customs revenues;  

Step 3 – Money deposited by the Customs sub-account are transferred to the Treasury Single 

Account (hereinafter (TSA) in the Budget of the Republic of Kosovo on a daily basis;  

Step 4 – Having received the information by KC and verified the revenues registration in KFMIS 

under the source fund 10 (hereinafter SF) and program code 13301, Treasury transfers the means 

from the TSA in CBK to the Fund’s bank account in NLB;  

Step 5 – After the approval of projects by the Fund’s MB, EUSR authorises the transfer of financial 

means from the NLB account to TSA (Fund’s means are returned to Treasury); and  

Step 6 – Based on the decision of the MB Chairman, the Minister of Finance authorises the execution 

of Fund’s means transfer to the respective municipalities for each of the approved project. 
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3 Audit Findings  

In this section we presented the findings related to revenues, projects approved by the Managing 

Board, monitoring and reporting as well as management of the Fund by the Treasury, use of funds 

by the Municipalities and execution of projects. 

 Revenues Collected by Kosovo Customs  

According to the Law on Budget, all revenues collected from goods imported in the two BCPs in 

Jarinje and Bernjak by businesses registered in Mitrovica North, Zveçan, Zubin Potok and  

Leposaviq and are intended for consumption in these municipalities shall be designated for the 

Fund.  

The following table presents revenues for the Fund collected by KC over the years (in €): 

Table 1.  

Years December-2013 2014 2015 30.09-2016 Total  

Revenues 142,180 4,609,046 3,853,274 2,826,188 11,430,688 

The table shows that revenues collected for the Fund from 2013 to September 30, 2016 have totalled 

to €11,430,688.  

During customs clearance of goods, KC applies the same procedures as in other BCPs. Imported 

goods are recorded in a Single Administrative Document (hereinafter SAD) in a system called 

“ASYCUDA” based on the Kosovo Customs and Excise Code and other rules. Customs duties are 

paid to the commercial bank “Raiffeisen Bank” with the inscription “To the Development Fund”. 

The officer in charge of these two BCPs reports about the revenues collected for the Fund on 

monthly, quarterly, semi-annual and annual basis. The businesses registered in the beneficiary 

municipalities import small quantities of goods such as foodstuffs, various clothing, construction 

materials, etc. through the two BCPs, Jarinje and Bernjak. 

Businesses fiscalisation – Based on our tested samples, there is an increasing trend of businesses of 

beneficiary municipalities getting equipped with fiscal numbers. In December 2013, when the goods 

clearance in these two border BCPs began, there was no company equipped with a fiscal number. 

In 2014 and 2015 there were around 80% of businesses equipped with fiscal numbers, whilst in 2016 

almost all businesses are fiscalised. 
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Despite the Customs functional system and businesses fiscalisation, during the audit we identified 

the following shortcomings:  

 Lack of segregation of duties – Since the goods clearance started in December 2013 in the 

two BCPs, the customs officer fills out the SAD and performs as a customs agent. In this case, 

the same institution fills out the SAD into the system and evaluates the imported goods. 

According to the information obtained from the responsible officer3, SAD is filled out by the 

customs officer given the lack of sufficient infrastructure/space in the BCPs where the 

customs agents would be accommodated. However, by December 2015, cases /SADs are 

received and assessed by the Central Admission including the delivery. 

 Projects’ Approval by the Management Board  

Based on the Brussels Agreement, the Fund means have started to be collected from December 2013. 

Municipalities benefiting from this Fund have applied with project proposals by mid-2015. The MB 

has managed to approve the first projects by the end of 2015, whilst the implementation of projects 

started in early 2016. 

The following Chart presents the number of approved projects for each municipality. While Annex 

1 shows the details on the types of projects. 

Chart 2 

 

                                                      
3 Interview held with the Head of Regional Department in Mitrovica on 24.10.2016 

0

1

2

3

4

5

6

Mitrovicë e Veriut  Zvecani Zubin Potok   Leposaviq

Project approval by MB

2015

2016



ZYRA E AUDITORIT TË PËRGJITHSHËM – KANCELARIJA GENERALNOG REVIZORA 
OFFICE OF THE AUDITOR GENERAL 

 

16 

In 2015, four projects have been approved for Mitrovica North and one project in 2016. For Zveçan 

three projects were approved in 2015 and three others in 2016; for Zubin Potok three projects were 

approved in 2015 and only one project in 2016; for Leposaviq has approved one project in 2015 and 

five others in 2016. 

The first meeting of MB was held in December 2013. According to the Board Secretariat4, the board 

has not held regular meetings until March 2015 because of local elections and institutional vacuum. 

Based on the minutes, the Board has not meet on a monthly basis even after that date to assess the 

municipalities’ projects as stipulated by the Terms of Reference.   

When it comes to the drafting of projects, municipalities are assisted by professionals hired and 

financed by UNDP, which are accommodated in each municipality. 

While looking into the minutes, we found some cases when the draft projects were not approved by 

the MB in the amount requested by the respective municipalities. The MB had concluded that the 

projects were overvalued and the same were returned to municipalities for reconsideration. 

Namely, for the first project proposal by Zveçan Municipality on the development of Small and 

Medium Enterprises, the MB assessed that the project was overvalued compared with other similar 

projects of municipalities for SMEs and therefore it returned it for re-evaluation.  

As, the project proposals from Municipalities consisted big amounts of operational expenditures, 

the MB asked from municipality to ensure that operational and management costs do not exceed 

20% of the project’s total value.  

The municipalities’ project proposals are quite complex and require a thorough analysis, therefore 

they need to be previously reviewed by a group of experts. This would allow MB to take proper 

decisions on the approval of projects.  

3.2.1 Fund Reporting and Monitoring  

Monitoring should serve as an integral part of the assessment thus providing the basis of the 

assessment analysis to help draw conclusions about the activities’ measured outcomes in physical 

or monetary units (e.g. length of constructed road, number of financially supported firms, etc.) and 

performance reporting5. Such assessments help strategic decision-making, thus improving future 

projects.  

 Projects monitoring from the MB is not functional yet, therefore the MB could not make any 

assessment analysis and interpretation of outcomes, effects and overall impact of these 

projects in the beneficiary municipalities. 

                                                      
4 Based on the meeting held with responsible persons of MB Secretariat on 28.10.2016 
5 PMP Certification All-In-One Desk Reference for Dummies 1st Edition 
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Respective municipalities should submit final reports to the MB for each project. These reports are 

required to be approved before each final payment is executed.6 

 Progress reports on the projects implementation in the four beneficiary municipalities have 

not been submitted to the MB as required by the ToR. The MB had not requested projects 

progress reports based on which they would allocate the funds. Initially, the transfer of 

funds was made by the Commercial Bank to the TSA for total amount of the project. Most 

projects are at the inception stage whilst payments have been executed by Treasury based 

on the documentation prepared by beneficiary municipalities, according to the progress 

payments, and in some cases payments have been made in advance. 

3.2.2 Fund Management by the Ministry of Finance  

The Brussels Agreement and the ToR have stipulated for the Fund to finance different projects 

aimed at promoting social and economic development of beneficiary Municipalities. This implies 

that investment of public money in municipalities will be made in the area of capital investments, 

subsidies and delivery of goods and services.  

 However, MoF, i.e. Budget Department, allocated the budget for the Fund only for the 

capital investments category. Projects approved by the MB were related to the nature of 

subsidies, goods and services which would promote the socio-economic development of 

population in these municipalities. Although all projects were not of the capital investment 

nature, Municipalities were obliged to make all payments from this category. The nature of 

projects and findings on the misclassification are detailed in Section 3.4 on the Use of Funds.  

According to the ToR, following the project approval by the Board, municipalities should include 

these projects in the following year’s budget or the budget of the year in accordance with the Law 

on Budget and LPFMA. Further on, based on the requirements of the Municipality, the Ministry of 

Finance in accordance with the Law on Budget shall transfer the funds from the Treasury to the 

respective municipalities. According to Article 9 - Other Budget appropriations within the Law on 

2016 Budget, all trust funds are to be duly recorded in KFMIS and accounted for as part of the 

Kosovo Fund in accordance with the LPFMA and the Treasury financial rules. Such Trust Funds are 

hereby appropriated for the use by or on behalf of the designated beneficiaries.  

 None of the projects approved for 2015 have been included in the Law on 2016 Budget, whilst 

project of 2016 have been partially included in the reviewed 2016 Budget. This occurred 

given that Fund MB approves projects during the entire fiscal year and not through a regular 

budget process. For more, please refer to Annex 1 attached to this report; and   

 Until 30th of September 2016, MB approved 21 projects totaling €7,555,641, out of which, in 

the revised Law on Budget for 2016, only seven (7) projects of €2,382,549 were included. 

Whilst 14 other projects in the amount of €5,173,092 were not included in the Law on Budget 

(2015/2016). Until 30th of September 2016, municipalities spent €701,940 for projects which 

                                                      
6 ToR for allocation of funds  
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were not included in the budget. This is due to the fact that Ministry of Finance allocated the 

budget to municipalities and allowed payments despite that these projects were not included 

in the Law on Budget. 

Payments in beneficiary municipalities are mainly processed based on Treasury rules, through 

KFMIS. In Mitrovica North and Zubin Potok, KFMIS was installed within the municipality and 

payments were processed by the responsible officials. In Zveçan, KFMIS was in the process of being 

installed and payments have so far been processed in Mitrovica South Municipality. In regard to 

Leposaviq Municipality, payments were processed by the Treasury. 

Ministry of Finance, i.e. Budget Department, has created the identification code under the fund 

source 08 (hereinafter SF) for the Fund’s budget recording and allocation. However, while analysing 

the data in KFMIS, we found that:  

 The budget for municipalities was allocated in two different SF in KFMIS. The budget for 11 

projects of 2015 which was not spent at the same year was carried forward to be spend in 

fiscal year 2016 was recorded under the SF-08, whilst the 10 other projects of 2016 were 

allocated under the SF-10, which is the overall government grant. According to MoF, this 

was done in order to distinguish the approved budget for the current year from the unspent 

budget of the previous year. 

 Use of funds by municipalities  

In order to achieve the purpose of developing socio-economic areas, municipalities should use 

public funds efficiently and in accordance with the applicable laws. The Brussels Agreement and 

the Terms of Reference stipulate a number of criteria to be implemented by municipalities in using 

public funds. 

Beneficiary municipalities have partially adhered to the provisions of LPP. Shortcomings identified 

during the audit indicate that management of the fund leaves room for improvement when it comes 

to securing full compliance with applicable legislation. 

As mentioned in the section above, the Brussels Agreement has stipulated public funds in 

municipalities to be invested in capital investments, subsidies and in the delivery of goods and 

services. However, the budget allocated to the Fund just for capital investments forced the 

Municipalities to pay for goods and services and subsidies from inadequate economic categories. 

Shortcomings of municipalities in processing payments for non-capital projects and other 

shortcomings in the processing of payments are the following:  
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Budget classification and registration of expenditures in the wrong economic categories/codes   

 In Mitrovica North, the project for “Support to Small and Medium Enterprises (SMEs)” 

amounted to €399,490 was classified, as a budget, under the category of Capital Investments 

(EC 33200). In addition, the payment of €175,776, or 44% of contract’s total amount, was 

made from Capital Investments category. Based on the project type, these expenditures 

belong to goods and services and should be classified as such. 

 In Leposaviq, it is the same situation when it comes to the project “Support to SMEs Start-

Ups and Development of Agriculture”. Budget and payment of €14,236, or 2.6% of project’s 

total amount of €544,985, was executed from Capital Investment category.  

 In Zveçan, the budget for the Project “Development of SMEs” amounted to €410,200, of 

which €61,530 paid (or 15% of the total) was misclassified under the Capital Investments 

category (KE 31910). The budget for the Project “Support to NGOs through sports and 

culture activities” amounted to €79,648 and the payment of €11,950 (or 15 % of the total) was 

budgeted and executed from the Capital Investments category.  The contract was signed on 

10.08.2016 whilst pro-invoice dates 09.07.2016, one month before the contract is signed. 

 In Zubin Potok, the amount of €14,488 or 3.4% of the total of the project for “Rehabilitation 

of local roads” of €426,233 was spent for the salaries of August covering 160 employees. This 

payment was also made from the Capital Investment category, whilst evidences on the 

works performed by these employees were missing. It is worth mentioning however that, 

payments for August were processed through Treasury’s assistance in the payroll form as 

well as the withhold tax and pensions contributions were applied. In order to pay for 

pension contributions, engaged employees were provided with ID cards of the Republic of 

Kosovo.  

Contract signed without the project being approved by the Board 

 Leposaviq Municipality h signed a three-year framework contract in October 2015/2018 

amounting to €655 – price per unit on “Construction and repair of local roads” without 

approval of the project by the MB of the Fund. The contract was signed on 27.10.2015, and 

the project was approved by MB on 11.02.2016 meaning that the contract is signed three 

months before the project is approved. Further on, in the Audit Report on the Financial 

Statements of Leposaviq municipality for 2015, the Auditors identified shortcomings in the 

procurement process for the project. Municipality carried through a preliminary needs 

assessment when it comes to supply, respectively work, did not notify the Central 

Procurement Agency for the procurement activity which was not planned and the Statement 

of Availability of Funds contained estimated values of contracts but details were not listed 

in Annex 1 as required. 
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Limits of advance payments exceeded 

 Mitrovica North made an advance payment of €175,776 or 44% of the total value of the 

project for “Support to SMEs” amounted to €399,490. According to the Law on 2016 Budget, 

budget organisations may make advance payments for capital investments and goods and 

services up to 15% of the contract value. This was exceeded by 29% from the percentage 

allowed with the Law on Budget. According to the responsible officials, this advance 

payment was made for executing the initial stage, based on the EU’s request and decision of 

the Mayor. There was no reporting of the works done for the time the payment was made. 

However, later on we received two reports on the executed works which were produced in 

October and November 2016. 

Contract signed without commitment of funds  

 According to the Financial Rule no.01/2013, funds should be committed before the 

procurement process starts. In Zubin Potok, the funds for two contracts were committed 

after the contract was signed. Commitment of funds for the contract “Construction of the 

Pool” amounted to €436,339 was made six days in delay. Commitment of funds for the 

contract “Construction of the athletics tracks” amounted to €119,815 was made 14 days in 

delay.  

Budget allocation and payments from inadequate economic categories have caused uncertainties 

and difficulties in the projects implementation by municipalities. It also weakens the quality of 

financial reporting by overstating one category and understating the other category. Moreover, it 

does provide the public and other stakeholders with an accurate overview on the amount of money 

the Government of Kosovo has invested in improving capital infrastructure in these municipalities.  

 Projects implementation  

The overall goal of projects in beneficiary municipalities is defined in written. Their implementation 

aims at resolving any specific problem or meeting any need of these municipalities. It also serves 

for promoting socio-economic development and for the benefit of the local population in beneficiary 

municipalities. 

The implementation of project activities implies the implementation of project’s prepared plans. At 

this stage of the project, it is all about good management and coordination amongst the project’s 

implementation group. We also need to take monitoring of activities into consideration.  

An overall analysis of the projects implementation level is based on a comparison of data between 

projects and their implementation. The following Chart shows the projects implementation.  
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Chart 3 

 

The chart above shows that out of 21 projects approved by the time of our audit, only one was 

implemented at 100%, 11 are not implemented at all, whilst nine other projects are implemented 

from 2.6% to 44%. Delays in implementation of projects by municipalities mainly are as a result of 

their late approval by the MB and the allocation of funds from the Treasury. Projects’ 

implementation in percentage and monetary value for each municipality are presented in Annex 1. 

The project for “Construction of athletics tracks” in Zubin Potok and “Construction and repair of 

local roads” in Leposaviq Municipality are the only completed project that has fulfilled the socio-

economic needs. We were not able to assess other projects because they are in the initial stage of 

implementation and most of the projects are multi-annual ones. 

In order to assess whether approved projects were in line with the Agreement’s goals, we identified 

that out of 21 projects: 16 related to capital investment, i.e. public infrastructure (construction and 

maintenance of roads, construction of the pool, athletics tracks, expropriations of land for the 

construction of Mitrovica North Municipality building, purchase of equipment for kindergarten); 

three (3) projects related to the support on the establishment and development of Small and Medium 

Enterprises as well as development of Agriculture; and two (2) projects related to the welfare of the 

population as for example, the project for cleaning the industrial landfill.  

Municipalities have drafted their proposals in line with the Brussels Agreement objectives as they 

all were prepared to meet the socio-economic needs of the community living in these municipalities. 
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4 Conclusions and Recommendations  

The municipalities benefiting from the Fund have conducted their activities partially in compliance 

with the applicable legislation. Shortcomings identified during the audit indicate that the 

management of Fund by the Municipalities leaves room for improvement when it comes to securing 

full compliance with the applicable legislation.  Execution of projects by the Municipalities is low 

because approval of the projects by the Board commenced in the end of 2015 and most of the projects 

are multi-year projects. Only 2 of 21 projects were executed until the end of September 2016 and 

achieved the intended purpose under this fund. 

Furthermore, Kosovo Customs have installed an operational revenues collection system in border 

crossing points in Jarinje and Bernjak. Goods have been imported in compliance with the Brussels 

Agreement and the domestic legislation on revenues. It is worth mentioning that there is an 

increasing trend of businesses fiscalisation in municipalities. However, failure to appoint customs 

agents in the two border crossing points and completion of documentation by the customs officer 

leads to conflict of interest because it is the same institution that fills out and evaluates the 

documentation of goods clearance. 

The Fund’s Management Board has discharged its functions in accordance with the Agreement and 

the Terms of Reference.  The projects proposed by the municipalities were reviewed and analysed 

by the Board. However, local elections and the institutional vacuum have led to a delayed review 

of projects. In addition, the monitoring of projects, following the Board approval, has been 

insufficient.  In this regard, the Board has not installed a reporting process from the municipalities 

yet. This has not enabled the stakeholders and the Board itself to get informed on the progress of 

the project including costs, progress achieved and performance of municipalities. 

The Ministry of Finance managed to provide the municipalities with the prerequisites to allow 

payments being processed through KFMIS with the exception of Leposaviq Municipality. However, 

the main concern is the budget allocation to the Municipality and allowing to proceed with payment 

for 14 projects which were not part of Law on Budget. Further on, budget for this Fund was allocated 

only for the Capital Investments whilst projects approved by the Board were also of the nature of 

goods and Services and Subsidies. All these have led to uncertainties and difficulties for the 

municipalities and have weakened the financial reporting on the Fund spending.  

Municipalities have drafted their proposals in line with the Brussels Agreement objectives as they 

all were prepared to meet the socio-economic needs of the community living in these municipalities. 

Nevertheless, the low budget execution nearby 14% indicates that municipalities have not been 

efficient in projects implementation. By the time of our audit, only two projects were fully 

implemented, whilst the others were in the preparatory stage of tendering. Failure to include these 

projects in the Law on Budget, exceeded advance payments and commitment of budget after the 

signing of contracts indicate that financial controls need to be improved.    
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Key recommendations  

We recommend the Management Board to:  

 Establish a working group in order to ensure that the monitoring produces the desired 

outcomes on the projects’ progress and time of implementation. This would help the Board 

to undertake measures for improvement if it notices setbacks in projects implementation.  

 Engage experts of respective areas to assess specific projects given that the projects sent by 

the Municipalities were complex;  

 Require from beneficiary municipalities to report on regular monthly basis when it comes to 

the progress in implementing capital projects;  

 Meet on regular basis to timely review the project proposals from municipalities. Further on, 

in order to include projects in the Law on Budget of the following year, is should consider 

approving projects before budget review and in the end of the year. 

We recommend the Minister of Finance to: 

 Ensure that all projects approved by the Board are listed in the Law on Budget/Revised 

Budget. Further on, the budget from the Fund should not be allocated to municipalities for 

projects which are not part of the Law on Budget; 

 Enhance cooperation with municipalities to ensure that municipal officials understand the 

legal requirements and rules for financial management and control. Further on, ensure that 

KFMIS is installed within the Leposaviq Municipality, to enable the processing of payments 

by the Municipality; and 

 Consider the possibility of allocating the budget for the Fund based on the type of projects, 

depending on whether they belong to capital investments, goods and services or other 

economic categories. This would enable municipalities to process payments in compliance 

with the chart of accounts and give a more accurate overview of expenditures.  

We recommend the General Director of Kosovo Customs to:  

 Cooperate with relevant institutions to consider the possibility of creating the preconditions 

for appointing the customs agents in the two border crossing points so that the customs 

officer would only make the assessment of SAD.  

We recommend the Mayors of Beneficiary Municipalities that:  

 Project proposals undergo public hearings and reviewed in the Municipal Assemblies  

ensuring that projects are in line with the interests of citizens which would have an impact 

in enhancing transparency to the public; 

 Capital projects approved by the Board are part of budget requests sent to the Ministry of 

Finance enabling to list projects in the Law on Budget; 



ZYRA E AUDITORIT TË PËRGJITHSHËM – KANCELARIJA GENERALNOG REVIZORA 
OFFICE OF THE AUDITOR GENERAL 

 

24 

 Municipalities benefiting from the Fund, in cooperation with MoF classify projects under the 

respective economic category in order to allow the processing in line with the chart of 

accounts; 

 Municipalities should make advance payments to the contractors for capital investments 

and goods and services up to a maximum of fifteen per cent (15%) of the contract value and 

ensure that funds are committed before the contracts are signed; and  

 The reasons behind failure to execute the projects are considered and that they should take 

adequate measures in order to enhance efficiency in the use of Fund and improve the socio-

economic welfare of the population in these municipalities. 
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Annex 1- Projects Approved and Implemented as of 30.09.16 

Table 1 

Municipality of Mitrovica North (MN) 

no. Year 
Board 

approval 

Authorisation 

MF 
Project Name  

Project 
value  

Contract 
value 

Implementation 
in € 

Implementation 
in %  

Planned in the 
Law on Budget  

1 2015 26.10 17.11 

Expropriation for the 
construction of the 
building of MN 
Municipality   

604,000   / 138,121 22.90 No 

2 2015 26.10 17.11 
Construction of fire-
fighters building   

603,900 594,481 49,996 8.30 No 

3 2015 04.11 18.11 
Support to Small and 
Medium Enterprises   

399,490 399,490 175,776 44 No 

4 2015 08.12 

 

 

29.12 

02.02/16 

Construction of Sports 
Hall 

 -First year (€424,229) 

-Second year (€483,670) 

907,899 / / / 41815 

5 2016 11.02 22.02 
Regional Institute for 
Culture  

399,900 / / / 41823 

        Total: 2,915,189 993,971 363,893 12.50   
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Table 2 

 Municipality of Zveçan  

no. Year 
Board 

approval 

Authorisation 

MF 
Project Name  

Project 
value  

Contract 
value 

Implementation 
in € 

Implementation 
in % 

Planned in the 
Law on Budget  

1 2015 17.12 29.12 
Support to NGOs with sports 
and culture activities   

79,648 79648 11,950 15 no 

2 2015 17.12 22.12 

Support to SMEs (€206,500) 
and support to small farms 
for the development of 
agriculture (€203,700) 

410,200 410,200 61,530 15 no 

3 2015 12.11 18.11 
Expropriation of land for the 
construction of the road  to 
the landfill “Shkëmbi i Savës”  

350,000 18,679 18,679 5.30 no 

4 2016 11.02 22.02 
Expropriation of land  for 
construction of Youth Centre 

355,600 / / / 41824 

5 2016 11.02 22.02 
Cleaning of illegal industrial 
landfills “Hendeku” 

97,000 / / / 41825 

6 2016 22.07 30.09 
Development of the new 
urban residence area  
“Korilje” 

289,190 / / / no 

        Total: 1,581,638  508,527 92,159 5.80   
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Table 3 

Municipality of Zubin Potok 

no. Year 
Board 

approval 

Authorisation 

MF 
Project Name  

Project 
value  

Contract 
value  

Implementation 
in € 

Implementation 
in % 

Planned in the 
Law on Budget 

1 2015 17.12 29.12 Construction of the pool  439,695 436,339 111,585 25 no 

2 2015 17.12 29.12 
Construction of the 
athletics tracks  

122,604 119, 815 119,815 100 no 

3 2015 17.12 29.12 
Rehabilitation of local 
roads  

426,233 
Employment 

contract  
14,488 3.4 no 

4 2016 22.07 03.10. 
Local economic 
development  

409,000 / / / no 

        Total: 1,397,532 436,339 245,888 17.50    
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Table 4 

Municipality of  Leposaviq 

no. Year 
Board 

approval 

Authorisation 

MF 
Project name   

Project 
value  

Contract 
value  

Implementati
on in € 

Implementation 
in % 

Planned in the 
Law on Budget 

1 2015 17.12 29.12 
Equipment for kindergarten  - 
Part I 

140,000 / / / no 

2 2016 11.02 22.02 
Support for SME start-ups 
and agriculture development   

544,985 
1). 94,985  

2). 149,860 
50,226 9.2% 41826 

3 2016 11.02 22.02 
Construction and 
rehabilitation of buildings for 
sports-culture purposes    

220,497 / / / 41827 

4 2016 11.02 22.02 
Construction and 
rehabilitation of local roads 

280,897 
Three year 
framework 

contract 
278,900 100% 41828 

5 2016 23.08 27.10 
Equipment for kindergarten  - 
Part II 

60,253 / / / / 

6 2016 23.08 27.10 
Construction and 
rehabilitation of local roads 
not categorised  

414,650 / / / / 

        Total: 1,661,282 244,845  329,126  19.80    

 


