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SNISA 3000 Standards and guidelines for performance auditing based on INTOSAI’s Auditing Standards and practical
experience
2 Economy – The principle of economy implies minimising the cost of inputs. Inputs should be available at the right time,
quantity and quality and at the lowest price possible.
3 Efficiency - The principle of efficiency implies achieving the maximum from the available inputs. It relates to the relationship
between input and output in terms of quantity, quality and time.
4 Effectiveness - The principle of effectiveness implies the achievement of set objectives and the achievement of expected
outputs.
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Executive Summary
In 2017, the National Audit Office published the audit report on the Development Fund, the
purpose of which was to provide the Minister of Finance of the Republic of Kosovo and the
European Union’s Special Representative with an assessment on the management of capital
projects financed by the Fund especially appropriated for four northern municipalities and on
whether the intended purpose has been achieved, i.e, socio-economic promotion and
development.
Some of the findings in the report of 2017 were: The Management Board of the Development
Trust Fund did not install a process for reporting and project monitoring of municipalities,
which, as a consequence, was lacking information on the progress of projects, including cost,
progress made and municipal performance.
Ministry of Finance did not install the Kosovo Financial Management Information System in
the Municipality of Leposavic; it allowed the execution of payments for 14 projects that were
not part of the Law on Budget; and allowed classifying of expenditures into inadequate codes.
Municipalities benefiting from the Development Trust Fund have partly complied with the
applicable legislation in carrying out their activities; there were failures to incorporate projects
in the Law on Budget, allowed ceilings were exceeded in making advance payments, and
budget commitment after concluding the contracts. Execution of projects was at a low level –
as of September 2016 only two out of 21 projects, which indicated that municipalities have not
been efficient.
In order to assess the extent of implementation of recommendations given in the audit report
2017, the National Audit Office has carried out this audit which aims to assess, along with the
level of implementation of recommendations, whether the four beneficiary municipalities
have achieved the intended objectives. We have also tried to identify the causes behind the
declining trend of revenues designated for the Development Trust Fund.
The responsible for implementation of given recommendations were: Ministry of Finance,
Customs of Kosovo, Municipalities of Mitrovica North, Zubin Potok, Leposavic and Zvecan,
and the Management Board of the Development Trust Fund.
The follow-up audit conclusion is that only four out of 13 recommendations given were fully
implemented, five were partly addressed, whilst four were not implemented at all. There is
limited progress, yet there is still room for a better financial management and control during
the implementation of projects financed by this Fund.
The Management Board of the Development Trust Fund was not able to implement all the
recommendations concerning monitoring of the progress on implementation of projects,
review of requests at technical professional level and the requirement for municipal reporting
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on projects’ progress. It was unbale, amongst others, due to the resignations of mayors of
Leposavic, Zubin Potok, Zveqan and Mitrovica North Municipalities and subsequent local
elections, and meanwhile the extraordinary parliamentary elections.
The Ministry of Finance under Article 16 of the 2019 Budget Law, regulated the incorporation
of projects funded by the Development Trust Fund in the budget tables, and also managed to
install the Kosovo Financial Management Information System and provided relevant
trainings to respective officials. It has also partly implemented the recommendation regarding
the categorisation of expenditures under the adequate codes.
The Customs of Kosovo have taken into consideration whether customs agents were needed
to be deployed in border crossing points in Jarinjë and Bërnjak, but the analysis concluded
that there was no reasoning for doing that.
Municipalities have not implemented the recommendation regarding the public hearings.
Citizens had been invited to hearings but not regarding the projects financed by the
Development Trust Fund. Expenditures were classified partly according to the chart of
accounts. None of the Municipalities had conducted any analysis of the circumstances that
caused the prolongation of implementation or non-implementation of projects, and no
measures were consequently taken to increase efficiency.
Furthermore, the Municipalities were not sufficiently efficient in bringing projects to be
funded by the Development Trust Fund; in certain cases, they were ineffective. Citizens had
not benefited anything from some finalized projects as they were not made available to them.
Some other projects were not finalized within the specified or optimum time while there were
projects that had not started being implemented yet although the municipalities had available
budget.
Below, we have presented prioritized recommendations for audited entities that aim to
further improve the management of the Trust Fund. A full list of audit recommendations is
presented in Chapter 5 of this report.
Recommendations
•

The audited entities, in particular the municipalities, should prepare their respective
action plans for the implementation of audit recommendations which should include
actions for the non-implemented recommendations of the earlier report and
recommendations of this audit;

•

In order to ensure that projects are implemented effectively and efficiently, we
recommend the municipalities to appoint for each project one officer in charge, who
would be involved from the conceptual stage of project until its handover to citizens’
use; to develop complete projects and find ways for making projects, which are
finalized but not operational yet, available to citizens
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•

Whereas, the Management Board of the Development Trust Fund is recommended to
approve projects that are complete in all respects and to base its decisions for funding
new projects on the performance of municipalities.

Response from the auditees
The Management Board, the Customs, the Ministry of Finance and four northern
municipalities (Leposavic, Zubin Potok, Zvecan and Mitrovica North) involved in the audit
agreed with the audit findings and recommendations. We encourage the auditees involved in
this audit to make every effort to address the recommendations given.
(For more detailed conclusions and recommendations refer in the body of the report)
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1

Why is the audit of the Fund important?

The Development Trust Fund (the Fund) was established in 2013 under the agreement between the
European Union (EU) and the Government of the Republic of Kosovo. The Fund aims to promote
the social-economic development in the municipalities of Mitrovica North, Zubin Potok, Leposavic
and Zvecan where the local people of these municipalities would benefit from.
According to the Law on Budget 5, all public revenues collected from goods imported by businesses
registered in Mitrovica North, Zubin Potok, Leposavic and Zvecan, which are intended for
consumption in these municipalities, will be deposited to the Fund.
The Fund means shall be transferred to the beneficiary municipalities after approval of specific
projects by the Board consisting of three members: EU Representative, MoF Representative and
North Municipalities Representative.
According to the Terms of Reference6, 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 healthcare and transportation will be financed by the Fund.
Each of these projects is important for the citizens, therefore Municipalities need to carry out proper
analysis before making decisions about where to invest the available funds as well as in making
priorities about what project has more priority than the other.
In this context, Fund’s means should be spent economically, efficiently and effectively. The funds
should be spent in a transparent way, thus providing the potential Economic Operators (EOs) with
the opportunity to be informed on the projects in question and to compete with each other for
winning the contracts to implement the projects financed by this Fund.
It is in the interest of citizens that municipalities implement the projects as soon as possible in order
to offer them the conditions for social and economic development; two benefits that were envisaged
in establishing this Fund, while adhering to the procedures required by Kosovo laws.
Therefore, the audit of the Fund is important to all the involved parties, the MoF, the Board, EOs,
and the citizens in particular who are the users of the projects financed by the Fund.
The first objective of this audit is to assess the level of implementation of recommendations given
in the audit report on the Development Fund 2017. The second objective is to assess whether the
Municipalities have made the projects financed by the Fund available for the citizens and whether
they are benefiting from these projects.
This audit includes 29 projects amounting €11 million which were available for spending during
2016-2019 for the four northern municipalities (Mitrovica North, Zvecan, Zubin Potok and

5

Law on Budget 2016, Article 9, section 2
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Annex 1: Brussels Agreement
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Leposavic). Furthermore, the Board and MoF along with its agency, Customs of Kosovo are also
included in this audit.
The audit methodology, objectives and detailed scope as well as the audit criteria are presented in
Annex 1 of this report.

1.1

Process description

Before applying at the Fund Management Board (the Board) for the funds to finance selected
projects, Municipalities prepare the document in the Public Investment Program, which contains
information like why is the project necessary, how would citizens benefit from the project, what is
the calculated (estimated) cost of the project, what is the time foreseen for its commencement and
completion, when will the projects be ready for public use etc.
If the Board is satisfied with the information provided by the Municipality, it decides to approve
the project, otherwise it may give some warnings and return the project for correction or reject it.
The Board then approves the amount needed to implement the project and orders the assigned
commercial Bank to transfer the money from the Fund's account to the Treasury account of the MoF.
The Board informs the MoF and requires from it to allocate the newly-approved amount to the
Municipality’s account.
Having received the notification from the Board regarding the approved project, MoF allocates the
amount to the Municipality’s account.
The Municipality may then launch the procurement activity for the project in question by using the
E-procurement system.
After the contract winner is selected, the contract manager is appointed and. if possible, a contract
supervisory body as well, which reports on the contract implementation. The Project Manager keeps
a daily record of activities carried out and produces periodic reports for the Mayor.
Once the project is implemented, the Municipality makes the technical acceptance and, depending
on the nature of the project, it makes it available to citizens.
As presented in the report on Development Fund 2017, in this project there is no consultation of
municipality with the citizens regarding the projects that are most important to them, as an
important step in the process. Municipalities do not include projects in their budget requests they
submit each year to the MoF to be then incorporated in the Law on Budget. Municipalities do not
report to the Board whilst the latter does not report to the MoF on the progress of projects
implementation.
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Chart 1 Description of the process for projects financed by the Fund
How it should be

1

How it is

Responsible for activity

Step 1 does not
occur in current
practice

Public Hearings
Prioritisation of projects
Municipal Assembly

2

Approval of
Project
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3

Project
Design

Request for financing

5

Request
approval

6

Money transfer from
Commercial Bank to
Treasury

7

Request for inclusion in
the budget law and
allocation of funds in
relevant codes

10

11

12

13

Project
Design

Request for financing

No

Yes

9

Municipality (Mayor)

Municipality (Mayor)

4

8
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Project
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Review the
project

Review the
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Management Board
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Commercial Bank to
Treasury
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Steps 7 and 8 do
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current practice
Ministry of Finance
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Procurement activity
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No

Municipality

Procurement activity
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implementation
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practice

Project implemented
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2

Audit findings

In this chapter, we have presented the situation on the 13 recommendations given in the last report
and actions taken regarding the implementation of these recommendations.
Initially, we have presented the overall progress of implementation of recommendations and the
finding related to the lack of the action plans. The rest gives a description of the current situation
regarding the benefits citizens have obtained from the investments made in the projects financed by
the Fund.
Finally, we have described some of the causes/reasons behind the declining trend in the revenues
of the Fund.

2.1

Overall progress of implementation of recommendations

In the audit report on the Development Fund, the National Audit Office issued 13
recommendations. The institutions responsible to implement the recommendations were the MoF,
Customs of Kosovo, the four beneficiary municipalities and the Board.
This audit has disclosed that, out of the 13 recommendations, four were fully addressed (31%), five
were partially addressed (38%), and six were not addressed (31%) at all. Table 1 shows the progress
of implementation of recommendations by the responsible institutions.
Table 1: Overall progress of implementation of recommendations by responsible institutions
Progress of implementation
Partially
Not
Implemented
implemented
implemented
√

Recommendations
given in 2017

Responsible for
implementation of
recommendations

1.

Recommendation 1

Board

2.
3.
4.
5.
6.
7.

Recommendation 2
Recommendation 3
Recommendation 4
Recommendation 5
Recommendation 6
Recommendation 7

Board
Board
Board
MoF
MoF
MoF

8.
9.
10.
11.
12.
13.

Recommendation 8
Recommendation 9
Recommendation 10
Recommendation 11
Recommendation 12
Recommendation 13

Customs of Kosovo
Beneficiary Municipalities
Beneficiary Municipalities
Beneficiary Municipalities
Beneficiary Municipalities
Beneficiary Municipalities

√
√
√
√
√
√
√
√
√
√
√
√

The Performance Audit Report on the Development Fund was published in March 2017. The Law
no.05/L-055 on the Auditor General and the National Audit Office of the Republic of Kosovo,
Article 23 stipulates that within thirty (30) days of receiving the final Audit Report each audited
institution shall deliver a response (Action Plan) to the National Audit Office, which sets forth how
the institution will address recommendations given in the final Audit Report. This Action plan shall
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also be submitted to the concerned Assembly Committee. In case the audited institution is a
municipality, the response shall also be submitted to the concerned Municipal Assembly.
The Board and the MoF have submitted the action plan to address the recommendations given in
the initial report, whilst the four audited municipalities have not submitted this plan to the NAO.
Regardless of being a legal requirement, the four audited municipalities have not submitted an
action plan. Based on the interviews conducted in these Municipalities, no reason was given for the
failure to prepare such plans, but the municipal officials responsible for the implementation of
recommendations told us they were not aware of the 2017 audit report.
Failure to prepare an action plan for implementation of recommendations indicates the lack of
Municipalities’ responsibility and willingness to improve related processes and thus to provide
better services to their citizens.
Further in the report, in the text box below is presented the recommendation made in the Report on
the Development Fund for 2017. The colours in the boxes below indicate the level of implementation
of recommendations.
Implemented
Recommendation

Partially implemented
Recommendation

Not implemented
Recommendation

Recommendation 1: [The Board should] 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 improvement measures when setbacks in projects
implementation are identified.
The Board did not establish the Monitoring Results Working Group. This is because the Board had
advised municipalities to commence the procedure of establishing a group of expert with the idea
that NAO recommendation would be thereby implemented.
The Board agreed with audit recommendation on working group establishment and, according to
the action plan on implementation of recommendations, stated that it could be implemented by
engaging experts from EU Office, MoF, the Customs and Municipalities; however, during the
process it had recommended the northern municipalities to initiate the establishment of this group
(project teams).
Based on that the municipalities had submitted to the Board a request for project funding for group
establishment. The Board had approved the request for the establishment of the projects team which
according to the municipalities’ initial proposal, it would consist of 7 members; later on the
municipalities requested to have a team of 12 (one coordinator, four engineers, four assistants, and
three financial managers). The proposed budget for this project for a six-month period, according
to municipalities, was around €56,000; the staff’s salaries only reached the amount of €39,000, whilst
the Board had approved an amount of €27,000, which was allocated to the Municipality of Zubin
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Potok, hereby making it responsible for implementing the team’s establishment procedures. The
Municipality of Zubin Potok has7 not undertaken any activity to establish the team yet.
The reason for the failure to establish the working group is that the Board itself should have done
it, whereas it transferred this responsibility to northern municipalities. The Board however expected
that the project teams would report on the progress of projects under implementation although the
team had not been foreseen to be under the direct supervision of the Board.
Therefore, monitoring project implementation results by municipalities had not started yet. As a
consequence of failure to establish the projects team, the Board was not informed on the progress of
projects under implementation by the Municipalities.
The situation of projects financed by the Fund, in terms of spending, is the following:
Table 2 Progress on projects implementation, in financial terms (‘000 Euro)
Municipality
Zubin Potok
Mitrovica North
Zvecan
Leposavic
Total

Approved amount
2,529
3,416
3,015
2,062
11,019

Spent amount
2,027
2,779
1,879
1,945
8,628

Remaining
502
637
1,137
118
2,392

Progress
80%
81%
79%
94%
78%

Table 2 shows that, in financial terms, the projects implementation at municipal level ranges from
62% to 94%, whilst at overall level it is 78%.
Chart 2 Expenditures in relation to allocation of funds

Based on the Terms of Reference of the Brussels Agreement, the Board is obliged to provide MoF
with monthly reports containing Fund expenditures by categories.
Recommendation 2: [The Board should] Engage experts of respective areas in order to assess
specific projects given that the projects sent by the Municipalities were complex
The Board did not engage experts of relevant areas for evaluating the municipalities’ new projects.
The Board’s initiative was not in accordance with the NAO's recommendation because it had
recommended the beneficiary municipalities to establish a working group of experts with the aim

7

By September 2019
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of improving the quality of projects submitted to the Board for approval. In fact, the NAO
recommended the Board to engage experts who would be independent of the municipalities, work
for the Board, and review the projects for which municipalities apply to receive funding from the
Fund once they have been submitted to the Board and before they get approved.
The working group that municipalities are aiming to establish cannot serve this purpose because its
independence is not guaranteed as it is expected to be funded by the municipalities themselves
rather than by the Board. Therefore, there is the risk of not being objective in considering the
proposed projects. For this reason, the establishment of the group, including the number of
members and the related costs, should have been defined by the Board.
The requests for financing new projects that the Board receives from municipalities were not
reviewed at the professional technical level because the Board failed to provide such expertise on ad
hock basis, as needed. The Board had foreseen that the aforementioned working group that would
have monitored the implementation of projects would have also reviewed the new projects awaiting
the Board’s approval. Despite the lack of a working group, the Board was able to provide informal
expertise on some of the projects it had approved, meaning that project reviews were done on a
voluntary basis8.
Recommendation 3: [The Board should] Require from beneficiary municipalities to report on
regular monthly basis when it comes to the progress in implementing capital projects;
The Board has not established a reporting line, from the municipalities to the Board, regarding the
progress of projects financed by the Fund, although in response to the recommendations given in
the report on Development Fund for the year 2017, it was agreed that municipalities would report
on regular monthly basis on the progress of implementation of approved projects. The Board has
not developed any operating procedure that would instruct the municipalities to report to the Board
on the progress of implementation of the projects or outcomes of the project. According to the Board
Secretariat, when the municipalities report on the progress of implementation of projects or the
outcomes of the project, they do it on a voluntary basis. The reason not to ask for monthly reporting
from the municipalities was the approval of the municipalities’ request to establish the projects team
(see recommendation 1 above). The Board has considered that it would receive progress reports on
the capital projects financed by the Fund, but the team has not been established and the Board has
therefore not received such reports either from the group or the municipalities.
Lack of progress reports on projects financed by the Fund resulted in lack of information on the
status of projects. The Board has no information on what has been done and what has not been
done in the projects financed by the Fund. Due to lack of information, the Board has taken improper
decision in relation to the new request for funding a project in Leposavic Municipality, where the
approved funds were collected through the bailiff through Treasury. The allocated funds in 2018 to
finance the project on subsidising the raspberry cultivation were collected by the bailiff on behalf of
the debt for the 2016 project Construction and repair of local roads instead of being spent for the

8

Interview with the Board Secretary
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dedicated project. The amount that the EO had collected through the bailiff presented was only a
portion of the municipality’s debt (the debt of municipalities towards economic operators was
around €2.2 million).
Recommendation 4: [The Board should] 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.
The Board has not met on monthly basis as required in the Brussels Agreement (Annex of the Terms
of Reference). During 2017-2018, the Board met four times a year on average, whilst in 2019 it did
not meet at all. According to the Board Secretariat, some of the reasons were the political situation
(parliamentary and local elections in 2017), the extraordinary elections in the four northern
municipalities (the resignation of the mayors of the four municipalities for several months) or the
absence of Board members at meetings because they were engaged in other duties, health issues. In
addition, the Board agreed to meet as needed. Therefore, the rare meetings of the Board affected the
projects’ approvals; it took the Board up to 16 months to approve five out of 12 requests for financing
the municipality projects. The following chart shows the situation of how many months it took the
Board to approve requests.
Chart 3: The number of months the Board needed for approving the projects
7
6

4
3

projects

5

2
1

1

4

up to 1 month

up to 3 months

1

6

0
up to 9 months up to 16 months

As for the inclusion of projects in the budget law, this section is regulated by the budget law
allowing the incorporation/addition of Fund financed projects to the budget tables.
Recommendation 5: [The MoF should] Ensure that all projects approved by the Board are listed
in the Law on Budget/Revised Budget. Further, the budget from the Fund should not be allocated
to municipalities for projects which are not part of the Law on Budget.
In order to address the NAO’s recommendation regarding the placement of projects approved by
the Board in the Budget Law, the MoF included a paragraph in Article 16 of the Budget Law of the
Republic of Kosovo for 2019 under which new capital projects may be incorporated to the budget
tables ... when projects are funded by the Development Trust Fund”, i.e. funds for new projects can
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be allocated to municipalities even if this allocation is not made public, it is sufficient for the project
to be registered in the Public Investment Program system and in KFMIS. Therefore, this
recommendation can be considered implemented.
Recommendation 6: [The MoF should] 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 Leposavic Municipality, to enable
the processing of payments by the Municipality.
The MoF has installed KFMIS in Leposavic Municipality and provided trainings to relevant officials
who would be using the system. The cooperation between MoF and the municipalities was
excellent. The Municipal Budget Division within the MoF has been constantly available to municipal
officials in providing them with solutions to problems they faced while using KFMIS and other
systems related to budgeting and budget spending (Public Investment Program and Budget
Development and Management System).
Recommendation 7: [The MoF should] 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.
The MoF has partly implemented the recommendation regarding the categorisation of expenditures
under the appropriate economic codes. Out of a total of 12 projects that have been approved after
the audit report on the Development Fund 2017 was received, 10 projects corresponded to the
capital investment category where they were already registered. The two remaining projects that
did not correspond to the capital investment category were registered: one under the right code
(goods and services) and the other under the capital investment instead of subsidy. As a result, the
amount of €400,000 was wrongly registered in KFMIS.
The reasons for classification of project under the wrong category was because the chart of account
was overlooked by MoF and the recommendation made in the 2017 report on Development Fund
was neglected.
The inaccurate reflection of final destination of the budgetary funds is misleading to the reader of
the municipal financial statements.
Recommendation 8: [The Customs should] Cooperate with relevant institutions to consider the
possibility of creating the preconditions for appointing the customs agents in the two border
crossing points (jarinje and Bernjak) so that the customs officer would only make the assessment
of SAD.
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In regard to the recommendation of the National Audit Office, the Customs of Kosovo has
considered the possibility of creating the conditions to deploy customs agents in the cross border
points (Jarinje and Bernjak) and concluded that the deployment of the agents in these border points
was not necessary because:
•

Evaluation of goods is made in the Central Goods Receiving Office, which is managed at
national level;

•

The current way of operation does not have any impact on customs revenues;

•

The Customs terminal in Mitrovica for commercial goods provides all the services and trade
facilities as any other customs terminal; and

•

For importing goods, the operators may choose any customs terminal in Kosovo to complete
customs clearance procedures.

Recommendation 9: Project proposals undergo public hearings [in municipalities] and are
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.
Out of a total of 12 projects approved during 2017-2018 (following the publication of the report on
the Development Fund 2017), nine were new for which we found no evidence that municipalities
have previously consulted the citizens. All four municipalities have invited the citizens to public
hearings, but not to discuss especially about the projects financed by the Development Fund.
During 2017-2018, the Municipality of Zvecan has submitted to the Board four new projects
(Construction of Sewage Network, Power Supply Facility, Water Reservoir, and Rehabilitation of a Street)
for which we found no evidence that citizens have been previously consulted. According to the
interview with the Mayor, the municipality constantly receives different requests from citizens, 2-3
requests a day. These requests are sent to the respective departments, which then consider those
and the way of responding to them. In addition, the Municipality holds public hearings when
drafting the annual budget of the following year, however, we have found no evidence that the
projects financed by the Fund have been discussed in these public hearings.
During 2017-2018, the Municipality of Mitrovica North had requested funds in the amount of €3.5
million on behalf of the four municipalities for the cultural centre (as a replacement for the project
Construction of the Regional Institute for Culture) for which we found no evidence that it had
consulted with citizens. This project has not yet been approved by the Board.
The Municipality of Zubin Potok has applied for funds for three new projects (Medical Equipment,
Tourist Complex Via Ferrata and Aqua Sports Centre) and for continuation of works in one existing
project (Swimming Pool Construction). It did not hold public hearings with citizens to obtain
information on what projects they expect the Municipality to invest the funds that it may potentially
receive from the Fund.
Municipality of Leposavic has requested funds for one project only (support for raspberry
cultivation), which was approved by the Board at its 18th meeting on 15 June 2018. The municipality
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has invited citizens to the public hearing only after this project was approved by the Board and was
about to be approved by the Municipal Assembly instead of inviting them in advance to a meeting
to consult on their needs, requirements and viewpoints on the citizens’ development areas of
interest.
The municipal officials of northern municipalities provided no reason for not holding the public
hearings for the projects financed by the Fund.
Poor communication with citizens leads to disregard of needs, requests and viewpoints of citizen in
terms of municipality development. In absence of consultations with citizens, the municipality may
make decisions that are not to the best interest of citizens.
Recommendation 10: [Municipalities:] 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.
Out of a total of 12 projects approved during 2017-2018, nine were new, which were not included in
the Law on Budget 2018-2019.
Out of a total of 12 projects that were approved during 2017-2018, nine were new ones that were
included in PIP and KFMIS but were not published in the 2018 Budget Law. However, a new
paragraph was added to the Law for the 2019 Budget (see recommendation 5) which allows funds
from the Fund to be allocated to municipalities immediately upon approval by the Board, therefore
this recommendation may be considered implemented.
Recommendation 11: Municipalities in cooperation with MoF should classify projects under the
respective economic category in order to allow the processing in line with the chart of accounts.
Expenditures on projects financed by the Fund, which were approved after the publication of the
2017 Development Fund Report, were classified partly in compliance with the Chart of Accounts.
Out of the total of 12 projects approved during 2017-2018, two of them were non-capital projects of
which one of them (support for raspberries cultivation) in amount of 400,000 euros was recorded as
capital project. That should have been recorded under the Subsidies and Transfers category.
The reason for miss-classification of the project was because the chart of account was overlooked.
The municipality requested from MoF to change the source code in KFMIS in regard to this project,
which according to municipality was wrongly recorded, but it did not request to change the
economic code as well which was also wrongly recorded.
On the other hand, the other ten projects of the Municipalities approved after the audit of 2017 were
capital investment projects and all expenditures related to these projects were properly categorised
under the respective category.
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Recommendation 12: 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.
Three out of four northern municipalities had implemented the recommendation not to exceed the
value prescribed by law for advances. The only municipality that did not implement the
recommendation from the 2017 report on the Development Fund was Municipality of Zvecan which
issued two advance payments for the project Development of Small and Medium Enterprises in the
amount of €71,500 which represents 35% of the amount approved for the project/i.e. contract.
Moreover, for the project Development of Civil Society Municipality with an approved amount of
€79,648, Municipality of Zvecan has issued two advance payments, one in the amount of €11,950
and the other €7,965, which consisted of 25% of the contract value. Namely the Municipality has
exceeded the rate allowed by law by 10%.
Issuance of advance payments greater than the norms stipulated by law exposes the municipality
to risk; managing such risk may then require higher attempts by municipality should the EO fail to
execute the contract as per the terms already specified.
Recommendation 13: The reasons behind failure to execute the projects should be considered by
municipalities 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.
the Municipalities did not conduct any analysis of the circumstances that led to the prolongation of
implementation or non-implementation of projects, and no measures were consequently taken to
increase efficiency.
In order to find the situation regarding the recommendation in question, we have analysed the
projects financed by the Fund and the progress of their implementation ever since their approval.
The analysis has been conducted for the purpose of giving an answer to the objection no. 2 of the
present audit concerning the availability of projects to the citizens of the beneficiary municipalities.
Chart 4 Projects of the Municipality of Leposavic
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Municipality of Leposavic has spent 94% of the funds on the projects financed by the Fund. In light
of this, the municipality of Leposavic seems to be doing well, but we have found that the four
projects where funds were spent on have not started making the intended impacts.
The project Construction of facilities for cultural and sports purposes was largely ineffective,
because two facilities (football pitches) were not completed and were not operational. As a result,
citizens have had no benefits from these €95,000 spent from the fund for this project. Over €50,000
have remained unspent from the fund for this project, but according to the Municipality, it is not
sufficient to fully implement the project.
The project for Construction and rehabilitation of local roads in the amount of €414,650 was
ineffective because the EO left many works unfinished but at the same time they were invoiced and
even paid (through the bailiff).
The two abovementioned projects were based on two framework contracts where the Municipality
of Leposavic did not clearly specify its needs (bill-of-quantities of each project was missing). Based
on these contracts the municipality commissioned works whose value exceeded multiple times the
amount that the Municipality had available for these contracts. As a result, the Municipality was
plunged into debts that it was no longer able to pay off. One EO has, through the bailiff, collected a
part of the debt from the fund that the Board had allocated to the Municipality for the Support on
Cultivation for Raspberries Project of €400,000 out of which €336,000 were collected by the bailiff. This
becomes the third ineffective project of the Municipality.
The fourth ineffective project of the Municipality, in the amount of €200,000, relates to the
Equipment for kindergarten. The Municipality has accepted the equipment ordered, although it
considered them as not user friendly. The equipment is now located in the kindergarten facility
where only the facility's physical security officer is located.
The main cause of ineffective projects was the lack of control over the municipality’s processes.
The Municipality has made an analysis of the causes for making the project (Construction and
rehabilitation of local roads) ineffective. It has engaged an audit company which produced a report
based on which the Municipality has sued the former municipal officials. For the other three
projects, the Municipality did not take any measures to improve the situation.
The Municipality of Leposavic has not provided sufficient controls to ensure that the Municipality's
contracted projects would be successfully completed according to the agreement. As a result, the
Municipality was plunged into debts, on one hand, and the projects were not completed, on the
other.
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Chart 5 Projects of the Municipality of Zvecan
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During 2017-2018, the Board approved four projects of the Municipality, out of which one was fully
implemented, one was under implementation, whilst two were not being implemented to a
satisfactory level.
The fund designated for Construction of drinking water tank was not spent at all because the
procurement activity for this project had not started as the Municipality had not provided the
construction documentation (conceptual and main design of the facility). The tender for contracting
an EO to prepare technical-design documentation was cancelled twice because none of the
submitted bids was eligible.
Therefore, the project implementation has not even begun. The amount of €460,000 available to the
Municipality as of June 2018 (16 months) remains unspent and the odds for spending to incur in
2019 are low because construction is difficult to complete during the winter season.
The project for Rehabilitation and extension of sewage system has not started to be implemented
yet because the tender for this project has not been published yet. The Municipality has procured
the development of the main implementation project, which took more than three months to
complete. But the implementation has not started because it overlaps another project of the
Municipality and has to wait until the latter is fully implemented. The municipality conducted a
procurement activity for a tank truck as part of this project. Only 12% of the funds of around
€689,000 were spent, while this fund has been available to the Municipality since June 2018 (16
months).
Around 13% of funds of the project for Rehabilitation of Karagjorgjeva Street have remained
unspent due to the EO’s irresponsibility. The latter has not executed the works specified in the
contract. The Project Manager and the Procurement Officer, who have contact with the EO, have not
been given any date for the completion of remaining works. The remaining works were not
completed even one year after the last deadline for the works has expired.
The Mayor has not appointed the officials in charge for each project to conduct a formal analysis to
address the causes behind the projects stagnation and therefore has not taken any measures to
address the lack of efficiency when it comes to the projects financed by the Fund.
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During 2015-2016, the Municipality of Mitrovica North has applied for and the Board has approved
five projects in total (whereas during 2017-18 it has not applied for any new project), out of which
one was fully implemented (Support for small and medium enterprises), three others were about to be
completed, whilst one project was not completed. The overall implementation of projects is at 81%.
Chart 6 Projects of the Municipality of Mitrovica North
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The only implemented project was Support to small and medium enterprises, the implementation
of which was outsourced by the Municipality to an EO. Around €180,000 (45%) out of the total of
€400,000 was paid for operating expenses, thus remaining €220,000 were to be given as subsidies to
businesses.
The project for Expropriation for the construction of municipal building has been implemented but
the spending did not incur, i.e. the payment for a part of the expropriated land has not been made
because the legitimate owner was not defined. The property dispute was pending in the court
procedure and until the court renders a decision on the legitimate owner of the land, the
Municipality cannot make the payment. Until then, the amount of over €107,000 remains in the
accounts payable of the Municipality.
The project Construction of the firefighter brigade building was planned to cost around €600,000,
but the municipality had not properly identified the needs for this project although it spent €50,000
on its design, which was undertaken by the same company that was selected to implement the
project. Therefore, a need for additional funding arouse during the project implementation. The
municipality had requested and the Board had approved the amount of €174,544. By September
2019, an additional €133,000 has been spent to implement the project, thus €41,000 still remaining
unspent. The implementation of the project has stagnated because the provision of funds needed to
continue the works took time. The works started in September 2016, and now, 36 months after, the
project has not been implemented yet. Meanwhile, the building has started to be damaged due to
vandalising acts committed by unknown persons (power cables were stolen, etc.). The EO planned
to finish the uncompleted works within the two following months.
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For the project Construction of Sports Hall, the Municipality has not conducted a proper
identification of needs, therefore the fund of around €908,000, initially allocated for this project, was
not sufficient to fully implement the project. The Municipality has not properly calculated the cost;
all the constituent parts of the projects were not sufficiently included in the bill-of-quantities. The
Municipality asked for additional funds and the Board approved the amount of over €325,000
necessary to fully implement the project and is around 35% more than originally planned. This
project started to be implemented in October 2016, technical acceptance was made by the end of
October 20199.
The project for Construction of the Regional Institute for Culture has not started to be implemented
and its implementation is not expected to start because, according to officials of Mitrovica North10,
the funds allocated for this project were not sufficient to implement it. The municipality re-estimated
the project cost; according to them, the project is expected to cost much more. As a result, the
Municipality decided not to proceed with that project, and instead applied for a new project with a
similar name, the “Cultural Centre”, which, according to municipal officials, requires €3.5m, a
project which has been submitted to the Board for funding with the consent of the four Mayors. This
project has not yet been approved by the Board.
Municipality of Zubin Potok has fully implemented three projects approved in 2015. During 20162018, the Municipality of Zubin Potok has applied for and the Board has approved six project in
total, out of which one was fully implemented (Touristic Complex Via Ferrata), three other were under
implementation and about to be completed, whilst two projects 11 have not started to be
implemented at all.
Chart 7 Projects of the Municipality of Zubin Potok
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Construction of athletic arena was the project completed and put already into use.
Given that the implementation of the project for Construction of a swimming pool was divided into
phases, it was not put into use yet. Works in the first phase started in July and finished in December
9

Technical acceptance is made after the audit fieldwork was finalised,

10

Interview with the Director of Municipal Administration

11

Local Economic Development and the project Establishment of Projects Team
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2016. Whilst for the second phase, the Municipality made a request for funds in September 2017,
and the Board approved it in May 2018, i.e. it took 14 months to the approval of funds for the second
phase of the project. Works for the second phase started in September and were completed in
December 2018. Implementation of the project from the begging to the end lasted around 30 months.
The swimming pool is expected to be made available to citizens in the following weeks.
Due to lack of adequate funding, the Municipality of Zubin Potok has not been able to implement
the Construction of a swimming pool project within an optimal time. Given that the Municipality
had no other sources of funding available, it was unable to take any measures to implement the
project it started in 2016. The additional funding for this project was provided after 17 months (from
the day the works in the first phase ended). Once the funds were provided, the project works have
been completed in 4-5 months and part of the project was ready for use. In order to become fully
operational in all respects, the municipality needs, according to municipal officials, an additional
fund of around €250,000.
The funds allocated for Rehabilitation of Local Roads project, for which the Municipality of Zubin
Potok engaged 170 workers on service contracts for a period of up to 18 months, were spent entirely.
Out of the nearly € 400,000 of this project, 65% of these funds were spent on employee salaries while
only 35% were spent mainly on the maintenance of roads and other areas on the municipal territory.
The Municipality has not implemented the project Municipal Economic Development and has not
spent a dime of the total of €409,000 which have been available since 2016. The Municipality has not
given any particular reason on the failure to implement the project and it does not have any vision
on how or when the implementation will start either. As a consequence, the fund has remained
unspent for more than 48 months.
The project Establishment of Projects Team was not implemented at all. Municipal officials did not
provide any reason why the project was not implemented either.
The Mayor has not requested any reports from the officials responsible for initiating or
implementing the projects. Therefore, in the absence of information, no measures were taken to
increase the Municipality’s efficiency in implementing the projects.
The lack of an effective reporting system in the Municipalities of Zvecan, Zubin Potok, and
Mitrovica North regarding the progress, obstacles and difficulties in project implementation have
resulted in lack of information thus leading to project implementation lagging behind the defined
or optimal deadlines. Moreover, due to lack of information, the Municipality has not been able to
take measures to solve the project-related problems. Therefore, the funds allocated for some projects
have remained unspent and have been carried forward as underspending from one year to another.
Lack of controls in the Municipality of Leposavic at all stages of project development, has created
room for mismanagement.
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2.2

Projects’ impact on the improvement of citizens lives

According to good practices12, projects should be made available and citizens need to have easy
access in the Municipalities’ projects. They should meet the reasonable needs of citizens, i.e.
Municipalities should take the citizens’ proposals into account which are in line with the
Municipalities’ objectives for economic and social development. Information about availability of
projects should be clear and consistent, i.e. citizens should be informed through media, booklets, or
other forms of information on the dates these facilities are made available for certain activities, work
schedule, activities carried out there etc.
The following presents a summary of results of audit work regarding the efficiency in the
implementation of projects in the four municipalities.
Municipality of Leposavic
During 2015-2018, Municipality of Leposavic had made six applications for the funding of five
projects (one project was divided into two phases). The Board approved all the applications
amounting to over €2 million. The project for Construction and renovation of facilities for cultural and
sports activities (approved in February 2016) was financed by these funds, amongst others. The value
of the project was over €220,000, out of which, by the time of reporting, €170,000 or 77% of the total
amount of the fund was spent.
This project included the construction of the following facilities:
❖ Construction of sports pitches in elementary schools in four villages: (Ostrq, Belluqe, Dren
and Vuqa);
❖ Construction of two sports fields (mini football pitches); and
❖ Changing of windows, doors, and gutters in Culture Centre.
The Municipality has entered into a three-year Framework Contract where it did not specify the
facilities to be constructed, but requested the EOs to offer only the prices per unit of construction
materials. After the contract was signed, the Directorate for Infrastructure of the Municipality of
Leposavic issued a decision to build the abovementioned facilities, but not all of them were
completed and operationalised. Three of the four sports pitches in the elementary schools were built.
During the physical inspection of the sports pitches we found that the pitch in Dren Village was not
built.
For the construction of three sports pitches over €83,000 have been spent, i.e. the average cost of
construction for one pitch was €27,700.
In addition, there were two mini football pitches for which the municipality spent over €95,500
(around €47,000 each). Their construction has not finished yet; there are many unfinished works.

12

House of Commons Committee of Public Accounts, Delivering high quality public services for all, Sixty–third Report
of Session 2005–06
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Since 2016 their physical condition has significantly degraded, and the municipality may therefore
need to spend on works already executed and paid once.
Picture 1 Uncompleted mini football pitch in Municipality of Leposavic

As it can be seen, this project is neither fully completed nor made available to citizens. It is unknown
when the remaining works will continue. The two mini football pitches were not yet ready for use,
and the meeting of the citizens’ needs is out of discussion.
Windows, doors and gutters in Culture Centre have not been changed although the decision for that
was taken. The reason behind this was unknown to the Municipality’s officials.
Based on the same contract, the Infrastructure Directorate has issued a decision to build a monolith
worth €28,000, which has been completed and is now available to citizens. The monolith of is located
in a promenade area where it can be seen by citizens.
Municipality of Leposaviq, from the approval of this project (February 2016) until the time of our
audit (September 2019), has not managed to fully implement it and make it available to citizens.
Only three sports pitches and a monolith have been completed and put to public use, whilst the
other parts of the projects were not implemented at all. Around €50,000 have remained unspent
from this fund. However, according to municipal officials, this amount is not sufficient to complete
these projects.
Municipality of Zvecan
The Fund allocated over €3,000,000 to Municipality of Zvecan for the 11 approved projects. The
audit sample included three projects: Construction of youth centre and land expropriation; Urban
development of the new residential area-Korilje; and Construction of drinking water reservoir.
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The project for Expropriation and Construction of Youth Centre in the amount of €355,600 relates
to the expropriation of the land in area of 965m2 where the municipality is planning to build a youth
centre. The expropriation procedure lasted about a year and a half, the project was approved in
February 2016, whilst the expropriation was completed in July 2017. However, ever since the land
was acquired and up to date, the Municipality of Zvecan has not taken any step to proceed with the
construction of the youth centre. It has not allocated funds from its own budget for this project, nor
did it submit a funding request to the Board although it had already created the implementation
prerequisites. As a result, the main project which the Municipality planned to make available to
citizens was not even at the kick off phase of implementation. This shows that the Municipality was
not effective because the citizens currently have no benefit from it and they will have to wait a few
more years until the project is made accessible to them.
The Project for Urban development of the new residential area-Korilje in the amount of €290,000
relates to the rehabilitation of the area of previously built residential buildings (water supply,
sewage, power, and green areas). Following the completion of procurement procedures for this
project, the contract was signed in November 2016. In one month, around 90% of works have been
executed. The works for this project were completed in 2017. This project has reasonably met the
citizens needs because their houses are safer now (the risk of landslide has been addressed), but the
residents access to their houses was not at a satisfactory level because only the bed of the road was
paved and it needed three 13 more layers for the road to be completed. Moreover, some of the
completed works may need to be re-executed (road shoulders and sewage manhole covers) because
they were damaged in some places.
Investing in projects without sufficient budgeting leads to stagnation in the projects
implementation, i.e. the projects remain halfway. Such projects do not adequately meet the needs of
users (citizens).
The project for Construction of drinking water tank in the amount of around €461,000 was approved
in June 2018. Shortly after receiving the fund, the Municipality started with the procurement activity
for project design; this procurement activity was under review with the Procurement Review Body
(this finding is elaborated further under the recommendation 13). The project has therefore not
started to be implemented yet, whilst the whole amount for this project has remained unspent and
available to the Municipality for more than 15 months.
One of the three audited projects in the Municipality of Zvecan was not implemented and the funds
for this project were not spent at all. In regard to the other project, expropriation was completed but
the construction of the building has not started yet. The last project was completed and made
available to the citizens, although some of the completed works may need to be re-executed.
Whereas for the road where only the base of the bed is paved will need additional funding, either
from the Fund or any other financing source, to finalize the project. Therefore, the Municipality of
Zvecan has managed to make the project on Urban Development for public use, which is the only one
that has reasonably met the citizens’ needs (users of residences).

13

Interview with the Project’s supervisory body
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Municipality of Mitrovica North
The Municipality of Mitrovica North had five projects approved in the total amount of over €3.4
million. The audit sample included two projects: Construction of Sports Hall and Regional Institute of
Culture.
In regard to the project Construction of sports hall, the Board approved the request of the
Municipality of Mitrovica North in the amount of around €908,000. Following the singing of the
contract for the construction of the hall (August 2016), the Municipality of Mitrovica applied for
additional funds with the reason that the main project was not properly designed because the billof-quantities did not include sufficient construction materials (mainly construction fittings). The
Board therefore approved the second request for this project in the amount of around €201,000 or
22% more that the first amount. The request for additional funds, necessary to implement this
project, was made in February 2017. Additional funds were not made available until August 2018.
Therefore, the project had stagnated.
As a result, only four years after the approval of the project, the citizens would be able to use the
project, which has been completed which was fully operational by the end of October 2019.
Based on site observations (see picture 2 below), we ascertained that this project is ready for public
use as the hall has the predetermined space for spectators, a dressing room for athletes and, in
addition to basketball, it enables the development of handball and mini football as well as other
indoors sports.
Picture 2. Sports Hall in the Municipality of Mitrovica North
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Regarding the Project Regional Institute for Culture for which the Board approved a fund of
approximately €400,000 in June 2016, the municipality of Mitrovica North had submitted a request
as a concept document of the same value. Not a dime was spent from this fund because, according
to municipal officials, the approved amount was insufficient to cover the project cost.
The estimation of costs without developing a proper comprehensive project study resulted in
insufficient funds for project implementation being requested. Due to the lack of funding a proposal
for replacement of the first project with another was made. Therefore, the dedicated funds remained
unspent for more than three years.
Following a relatively long time (almost four years), the construction of the sports hall has been
completed, and was made available to citizens only after the audit field work was finalised.
Although municipal officials claimed that the latter was given for use to a sports centre, we were
not provided with any evidence which would confirm this.
Considering that it took four years to implement one project and the other has not started
implementation yet, the Municipality of Mitrovica North failed to operationalise the projects and
make them ready for public use within an optimal time. As a consequence, citizens cannot enjoy the
benefits from these projects yet.
Municipality of Zubin Potok
During 2015-2018, the Municipality of Zubin Potok submitted nine requests for funding eight
projects. The total amount of funds of over €2.5 million, that the Municipality of Zubin Potok
benefited, was inter alia spent on: Construction of a swimming pool, Construction of athletic arena, and
Construction of the Centre for marine and water sports on the Lake of Ujmani/Gazivoda.
For the project Construction of the pool, the Municipality submitted a request for an amount of
around €938,000, but the Board approved only a part (around €440,000) of the requested amount,
which was sufficient for completing the construction works. The contract for this project was
entered into about seven months following the approval of this fund, whilst for financing the rest
of the project (second phase) in amount of €498,000, the Municipality prepared the request14 two
months after the completion of works in the first phase. The second request for funds was approved
14 months following the preparation of the Municipality’s request. The implementation of this
project costed €934,000; it has been 36 months from the commencement of works (the singing of
contract on construction) until the time of our reporting and the project has not been completed yet
at all. Some of the premises were not furnished with the necessary equipment. According to the
officials, the Municipality is planning to submit another request for the third phase of this project;
that is supply with fitness equipment and repair of the premises around the swimming pool
building. The Municipality did not submit the request to the Board in this regard (as long as we
were on site).
Partial financing (in phases) of the project for Construction of a swimming pool by the Board was
the main cause behind the prolongation of the implementation of the project. Given that the

14

PIP form prepared on 16/02/2017
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additional funds were approved 14 months after the submission of the Municipality’s request to the
Board, it has been 32 months from the completion of the first phase to the completion of the second
phase, whilst from allocation of funds to the implementation of this project have passed 45 months
in total. Such performance in projects implementations does not provide an efficient projects
implementation.
Based on our site observations (as it can be also seen in the picture below), the swimming pool
project has reasonably met the needs of citizens that wish to use this facility. The pool with all the
supporting facilities necessary for the development of water sports activities could be used for
school competitions.
Picture 3. Swimming Pool in the Zubin Potok Municipality

The Municipality of Zubin Potok has not undertaken any step to appoint any administrator or sports
association that would manage the building and set a schedule on when the pool could be used by
those interested to.
The project for Construction of athletic arena, in the amount of €123,000 which has been available
to the Municipality since December 2015, was fully implemented after nine months. The reason for
this was the procurement activity, which was published six months after the allocation of funds for
this project. The winning EO implemented the contract within the deadlines stipulated in the
contract. The athletic trails were built within an existing sports complex, and are managed and
maintained by a Board. Athletic trails were put to public use and, based on our site observations,
they are being used by different athletes.
The funds of €178,000 for the project Centre for marine and water sports on the Lake of
Ujmani/Gazivoda have been available to the Municipality since November 2016. This project is not
completed yet because of the landslides occurred and works started in delay. Another reason for
the delays in the completion of works could be that the company contracted to implement the
abovementioned project was simultaneously engaged in other similar construction projects in other
municipalities (Mitrovica North in two projects and Zvecan in one project). Therefore, it could not
manage to finish the works in time. The municipal officials were unable to give another explanation
about the deferral of works in this project.
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Regardless of the delays in implementation of projects, the Municipality of Zubin Potok managed
to make available to citizens two of the three Fund-financed projects subject to our sampling. The
project for Athletic trails has been available to and is being used by the citizens, whilst the swimming
pool project was partly available to and cannot be fully used by the citizens given that it was not
completed with all the equipment planned by the Municipality. The project for Centre for marine
and water sports on the Lake of Ujmani/Gazivoda has not been operationalised yet.
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3

Collected revenues by the Fund through years

Since its establishment in 2013 until 19 September 2019, the Fund collected over €15.6 million of
which around €11 million were allocated and €8.6 million were spent.
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Chart 8 Revenues collected by the Fund 2013-2019
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The above chart presents the way revenues in this Fund declined constantly over the years. An
analysis of the data received from the Customs was made in attempt to find the potential reasons
for this fall.
Determining the source of revenues for 2014 has been impossible as the entities from which the
custom duties and the value added tax were collected had not been formally registered in the
business registry. From Customs records we have noticed that around €4.2 million were collected
from unregistered businesses. In 2015, there were collected around €770,000 from the unregistered
businesses, whereas in subsequent years the entities that paid custom duties and the value added
tax were formally registered in the business register.
Out of the total of 269 entities identified from Custom’s data, we noticed a business that contributed
with €1.5 million during 2015-2017. In 2018-2019 it did not appear as an importing business in these
two border crossing points (it appeared in other border crossing points with a symbolic amount).
Another reason for the decline is that the 75 entities which contributed with around €270,000 in 2015,
did not make any contribution in the following years.
Based on the interviews carried out with custom officers, the reason behind it might be that these
entities are now supplied by domestic trade instead of imports, because the prices are lower than of
imports; or they may have terminated their activities (not all of them are businesses, most are natural
persons). Whereas, the spending is as presented in the chart below.
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Chart 9 Expenditures of municipalities during 2016-2019
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The municipalities had started to spend the Fund in 2016, when there were over €8.5 million
available for spending. Over the following years, the Fund increased for around €7 million more; to
date (by September 2019) there have been spent €8.6 million. Currently, there are €7 million available
to municipalities, of which €3 million are already allocated; the municipalities must compete with
projects in order to get the funding from the remaining €4.6 million.
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4

Conclusions

Based on the findings for our follow-up audit on Development Fund, action plans, and actions
undertaken by the audited entities, we may conclude that the recommendations of the National
Audit Office have been partly addressed and that more than half of them remain to be fully
implemented. Having received the audit report, three out of seven audited entities have prepared
and submitted the action plans, whilst four entities (northern municipalities) have not submitted
the actions plan at all.
The Board needs to be informed about the progress of projects financed by the Fund, as it is the one
making the decisions to finance future projects. The decision on whether to finance projects needs
to be based on the implementation of current ones. The efficiency and effectiveness of beneficiary
municipalities, i.e. the implementation of projects within the agreed deadlines and approved
budgets and availability to public use, should be an element to be taken into account by the Board
when considering future projects funding requests. However, in absence of information on project
implementation, the Board may not be able to make appropriate decisions, therefore information in
this regard is indispensable.
The political situation as a result of parliamentary and local elections in 2017, the resignation of four
Mayors in the northern municipalities and extraordinary elections in four northern municipalities
were some of the external factors which led to the situation for the Board not to hold monthly
meetings as required by the Terms of References in the Brussels Agreement and NAO
recommendation (recommendation 4 in the report on the Development Fund 2017). Some of the
reasons for that were the had an impact of the Board but still had an impact on calling the Board
meetings. Rare meetings held was one of the causes of prolongation of projects implementation
because the request for re-funding of projects were approved in delay just because of the Board’s
failure to meet on regular basis. Had the municipalities developed adequate initial projects, the
needs for re-funding of projects would have not arisen and, at the same time, the Board would have
not approved them as such had it implemented the NAO’s recommendation to engage experts of
relevant areas for assessing specific projects submitted by the municipalities to the Board
(recommendation 2 in the report on the Development Fund).
Increased cooperation between the MoF and the Municipalities has resulted in improved financial
reporting because there was improvement in the process of recording expenditures into KFMIS and
categorisation into the economic categories. This is a must for proper financial reporting. The MoF
and the Municipalities have therefore addressed three recommendations of the NAO
(recommendation 6, 7 and 11 in the report on the Development Fund), however further attempts by
both parties are required to fully implement them.
The Customs have addressed the recommendation of NAO (recommendation 8 in the report on the
Development Fund) considering the possibility of deploying customs agents in the border crossing
points. Based on the analysis of circumstances, needs, and possibilities, the Customs has concluded
that the deployment of customs agents was not necessary.
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Although the municipalities did hold public hearings with the citizens, projects financed by the
Fund were not part of the discussions (recommendation 9 in the report on the Development Fund).
Failure to consult the citizens about the projects financed by the Fund makes the municipality not
open and more autocratic than democratic. Failure to be open to citizens leads to disregard of
citizens’ needs, requirements and views on the development of the municipality. It also leads the
municipality in making decisions that are not in the best interest of the citizens.
The issue of advance payments has been addressed by the municipalities, except for the
Municipality of Zvecan, which has continued to issue advance payments over the ceilings stipulated
by the law (recommendation 12 in the report on the Development Fund). This constitutes a risk for
the municipality, the management of which may then ask for more efforts being put by the
municipality, in case the EO fails to execute the contract as per the terms preciously specified.
Municipalities have not conducted an analysis of causes behind the failure in projects
implementation (recommendation 13 in the report on the Development Fund). The municipalities’
lack of an effective system for reporting on projects progress, setbacks and difficulties they face leads
to lack of information and due to lack of timely information, the Municipalities may not be able to
take measures to solve the project-related potential problems.
Lack of controls over all phases of projects implementation, from the idea over to all the other phases
of project development up to their complete implementation resulted in elongation of project
implementations beyond specified or optimum deadlines. Eventually, projects dedicated to citizens
are not made available to them in time or, although completed, citizens have no single benefit from
them.
Failure to address the recommendations or partly addressing them implies that processes were not
sufficiently improved and that management was poor in financial and operational terms.
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5

Recommendations

Based on the situation recommendations are addressed by the audited entities, we consider that the
action undertaken so far have not been sufficient to ensure the efficient and effective
implementation of projects financed by the Development Trust Fund. Therefore, we recommend:
The audited entities, in particular the Municipalities, should prepare the action plan on
implementation of audit recommendations and submit it to the National Audit Office no later than
30 days from the receipt of the final report of this audit. These plans should include actions for
unimplemented recommendations on the Development Fund 2017 report and recommendations
from this follow-up audit. All parties included, to increase cooperation among themselves and
undertake concrete actions to implement all the recommendations of the report on the Development
Fund for the year 2017.
In order for the projects to be efficiently and effectively implemented we recommend the
Municipalities to:
•

ensure that an official in charge (project manager) is appointed for each project from its
approval in conceptual phase until it is made available to citizens;

•

ensure that requests for financing projects, addressed to the Management Board are
complete;

•

find ways to make the completed projects, which are not operationalized yet, available to
citizens;

In order for the projects to be efficiently and effectively implemented we recommend the Board
to ensure that:
•

the requests for financing projects it receives from the municipalities are complete on all
respects and not approve them otherwise; and

•

the decisions for financing new projects are based on outcomes of previously financed
projects, namely performance of municipalities.
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Annex 1 – Audit criteria, methodology and scope
The primary objective of this audit is to assess the level of implementation of recommendations
given in the Audit Report on the Development Fund. Second objective is to assess whether
municipalities have made the projects financed by the Fund available for public use and whether
the citizens are benefiting therefrom.
This audit focused on the assessment of the measures taken by the responsible entities, Fund
Management Board, Ministry of Finance, Kosovo Customs and the Municipalities of Mitrovica
North, Zubin Potok, Leposavic and Zvecan to ensure that funds are spent in accordance with laws
and sound financial management principles.
We have assessed the measures taken by the Management Board to ensure that projects are properly
approved by reviewing them in all aspects before approval.
We have assessed the measures taken by the Ministry of Finance to ensure the incorporation of
approved projects into the Law on Budget.
We have assessed the actions taken by the Kosovo Customs to consider the deployment of customs
agents at border checkpoints.
We have assessed the activities undertaken by the four beneficiary municipalities to ensure that the
proposed projects are in the best interest of the citizens and implemented in line with national laws
and regulations.

Audit scope
This audit covers the period 2017-2019 (June 2019) to assess whether the recommendations have
been addressed, or to what extent the recommendations given in the 2017 audit report have been
addressed.
In regard to the second objective, the audit scope includes the period from the establishment of the
Fund until September 2019. A total of 29 projects of €11 million were financed by the Fund, out of
which 19 are infrastructure projects of over €8.3 million or near 76% of the total value of projects
financed by the Fund.
Table 3 Infrastructure projects and their number by municipalities
Municipality
Mitrovica North
Zvecan
Zubin Potok
Leposavic
Total

Value of projects Number of projects
3,016,000
4
2,427,000
7
1,998,000
5
916,000
3
8,357,000
19
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Out of these 19 projects, we have selected to audit 9 projects based on our professional judgement,
with a special focus on those related to sports and culture where citizens could benefit the most
from. The value of the sample is over €4 million.
Table 1 Sample of audited projects
Municipality
Zubin Potok
Zubin Potok
Zubin Potok
Zvecan
Zvecan
Zvecan
Mitrovica North
Mitrovica North
Leposavic

Name of the Project
Construction of the pool
Construction of athletic trails
Water sports centre – Lake of Ujmani/Gazivoda
Construction of drinking water reservoir
Development of urban area
Construction of youth centre and expropriation
Construction of sports hall
Regional Institute for Culture
Construction and renovation of culture and sports facilities

Transferred amount
(rounded) in €
938,000
123,000
350,000
461,000
289,000
356,000
908,000
400,000
220,000

Audit approach/Audit criteria
The key criteria for this follow-up audit are the recommendations given in the Audit Report on
Development Fund, against which the measures taken by the entities responsible for the
implementation of recommendations are assessed.
The factual situation compared to the desired one is the parameter that defines the level of
implementation of the recommendations given in the Report on Development Fund.
The criteria for the second objective are15:
1. Projects should be made available and citizens need to have easy access in the Municipalities’
projects (are they accessible, are they made available to the citizens);
2. Projects should meet the reasonable needs of citizens, i.e. Municipalities should take the
citizens’ proposals into account which are in line with the Municipalities’ objectives for
economic and social development
3. Information about availability of projects should be clear and consistent, i.e. citizens should
be informed through media, booklets, or other forms of information on the dates these
facilities are made available for certain activities, work schedule, activities carried out etc.

Audit methodology
In order to carry out this audit, we have conducted interviews with responsible officials, made an
analysis of operational and financial data of projects, inspected the implemented projects and those
under implementation and compared the past situation (2013-2017) with the current situation (20172019).

15

House of Commons Committee of Public Accounts, Delivering high quality public services for all, Sixty–third Report
of Session 2005–06
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The methodology applied for the first objective is the following:
•

Review of legislation;

•

Interview with the Board Secretariat;

•

Analysis of documents: projects presented by municipalities for approval by the Board;

•

Interviews with those responsible in MoF; Municipal Budget Director, Budget Analyst;

•

Analysis of the Law on 2016-2019 Budget;

•

Interview with the Director of Customs;

•

Analysis of the Customs data on the import in northern municipalities and import in general.

•

Interviews with municipal officials responsible for project proposals;

•

Analysis of relevant documents: prioritisation of projects, public hearings, project design
and cost estimation;

•

Analysis of the activities of projects managers and review of the reports produced;

•

Field inspections, locations where projects are implemented.

The methodology applied for the second objective is the following:
•

Analysis of project progress in financial terms (spending of funds allocated for each sample
project);

•

Analysis of the progress in projects implementation (physical inspection of buildings);
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Annex 2 Letters of Confirmations
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