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1 ISSAI 3000 – Standards and guidelines for performance auditing based on INTOSAI’s Auditing Standards and practical 
experience  

2 Economy -Principle of economy means minimising the cost of resources. The resources used must be available in a timely 
manner, in the right quantity and quality and at the best price possible. 

3 Efficiency - The principle of efficiency means getting the most out of the available resources. It has to do with the link between 
the resources involved and the outcome given in terms of quantity, quality and time. 

4 Effectiveness - The principle of effectiveness implies achievement of predetermined objectives and achievement of expected 
results. 

http://zka-rks.org/
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Executive Summary   

The National Audit Office has examined the process for setting tariffs for water, electricity 

and thermal energy. Tariffs are set by the relevant regulatory authorities and are applied 

by licensed public service providers. Utility tariffs are determined based on the applicable 

legislation where the key principle is to cover reasonable costs, sufficient to finance the 

activities of service providers.  

The purpose of this audit is to evaluate the tariff setting process and through 

recommendations to encourage orientation towards achieving accuracy, transparency and 

correct setting of utility tariffs. The main focus is to assess whether the tariff setting process 

is well designed and is functioning well and all tariffs are set in a transparent, accurate and 

fair manner.  This audit is conducted in line with International Standards of Supreme Audit 

Institutions (ISSAI).  

The audit concluded that regulators have achieved good results by designing a good tariff 

setting process and methodology based on regulations and procedures according to which 

utility tariffs are set, reviewed and applied. Regulators have also been able to set utility 

tariffs based on regular tariff reviews by analysing the revenues generated compared to the 

costs needed to finance the activities of these service providers. However, despite the 

progress made by regulators in the tariff setting process, the audit has concluded that there 

are some shortcomings which affect the accuracy of the approved tariffs and risk that tariffs 

may not be properly set. Specifically: 

The design of the tariff setting process is not fully implemented in some cases. Despite 

the good design of the process for setting up utility tariffs we have noticed that it has not 

been properly incorporated into this process. Regulators and public service providers have 

not developed a process of identifying the amount of services consumed by consumers who 

are exempt from paying utilities in order to be compensated by the relevant authorities. 

Fixed tariffs are the charges charged to consumers with regard to the acceptance of water 

and electricity services, while the variable tariff is applied to the volumetric amount spent.  

The tariff structure for utilities, in addition to the volumetric amount of water and electricity 

services, also charge customers with a fixed tariff, regardless of whether they use the 

services throughout the period. 

The methodology for setting up tariffs is not being applied properly. Despite efforts to 

apply properly the tariff methodology, the existing system has not ensured that tariffs are 

being properly set. Approval of technical losses to service providers is not based on a 

uniform methodology for all relevant service providing companies and not oriented toward 

motivating companies to reduce losses. Operating and capital costs are approved without 

documented justification and adequate analysis. Regulators have approved a higher level 

of bad debt than service providers’ real bad debt. Service providers have made higher profit 
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than approved by regulators, by overestimating the regulated asset base and generating 

higher revenues than approved. 

Public consultations of the regulatory authorities and public service providers in the 

process of setting up utility tariffs are not sufficient. The approach pursued by regulatory 

authorities for public consultations is mainly focused on limited communication rather than 

continues interactive consultation involving public participation actively in the tariff setting 

process. Communication and cooperation between regulators and service providers is not 

sufficient, which may hinder the interaction and exchange of information and experiences. 

This approach has resulted in a situation where public consultation - participation in tariff 

setting process in general is very limited. 

We recommend the Government to: 

 Fully identify and compensate the amount of services consumed by customers, who 

based on predetermined criteria, are exempt from paying utilities. 

We recommend the regulatory authorities to: 

 Fairly and accurately calculate utility tariffs based on real spending; 

 The methodology for setting utility tariffs should be uniform for all relevant service 

providers, oriented towards motivating companies to improve performance; 

 Determine operating costs, capital costs and other significant financial ratios based 

on relevant and documented analysis with sufficient and clear explanations; and 

 Establish procedural and technical preconditions for the satisfactory participation 

of citizens and civil society in the process of public consultation process throughout 

the tariff setting process. 

Response of auditees 

The Water Service Regulatory Authority, RWC “Hidroregjioni Jugor”, RWC “Hidrodrini” 

concurred with the audit findings and recommendations. The Energy Regulatory Office did 

not concur with some findings and comments are presented under Annex 7. We did not 

receive any response for RWC Mitrovica, District Heating (DH) Termokos Prishtinë and 

District Heating ‘Gjakova’. 
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1. Introduction    

Public services are activities serving the citizens to provide services or public goods that are 

deemed to be at the function of citizens. Good public services and efficient and effective 

approach to citizens enable a better welfare to all. However, citizens should pay a fee for 

the public services provided to them and the determination of their value should be in line 

with calculations made on the basis of real expenses and the nature of services.  

‘A tariff is a payment, a financial obligation that a natural or legal person makes in 

exchange for a specific service.’ 

Delivery of public services is regulated by laws and standards  

The tariff setting criteria are based on legislation, administrative 

instructions, regulations and standards regulating the 

administration and management of public services. 

Given the large impact of these services, the method of tariff setting, 

calculation and billing in general are issues that affect all citizens and 

businesses in the country.  

Protection of consumers for public services  

Based on the Law on Consumer Protection, sale of public services 

shall be calculated according to real expenses when the nature of 

services. Services provided to citizens influence the improvement of 

social life in general by providing access to meeting the essential 

needs for all.  

The efficiency and quality of public services as well as the entire 

process - from tariff setting to billing of services - should ensure the 

citizens that they are receiving services in line with the payment 

value. 

Public service consumers are divided into the following categories: 

 Household consumer; 

 Commercial/industrial consumer - the person; and 

 Institutional consumer - a legal entity classified by the Service 

Provider as a government authority. 

 

 



ZYRA KOMBËTARE E AUDITIMIT - NACIONALNA KANCELARIJA REVIZIJE  - NATIONAL AUDIT OFFICE  

 

6 

 

Public authorities are responsible for tariff setting  

Public services regulatory authorities are independent authorities, 

responsible for regulating the operations of service providers in 

Kosovo. 

Potable water is supplied by the Regional Water Companies (RWCs), 

whilst the Water Services Regulatory Authority (WSRA) as an 

independent authority, is responsible for regulating the operations 

of water service providers in Kosovo. 

The Energy Regulatory Office (ERO) is the institution responsible for setting electricity 

tariffs and it is in charge of regulating activities in the Energy Sector, including electricity, 

district heating and gas. 

Public service tariffs are proposed by publicly owned enterprises (POEs) 

Tariffs should be determined on the basis of revenues generated and 

reasonable cost coverage, sufficient to finance the activities of service 

providers in accordance with current legislation and regulatory 

accounting. Public service tariffs are proposed by service providers 

and approved by regulatory offices.    

Publicly Owned Enterprises, as service providers, except for KEDS, as a privatized POE, 

report to the Shareholder which reports to the Assembly of Kosovo for Central POEs, 

namely to the respective Municipal Assembly for Local POEs. The management of POEs 

reports to the Board of Directors (BoDs), whilst the Board reports to the Shareholders 

Committees. 

Chart 1 The management process system for public service providers

Source: Hierarchy of competent authorities of management structures of public services providers5 

                                                      

5 Law on Publicly Owned Enterprises (2008) and amendments (2012 and 2015); Law on Business 
Organisations. 

Central Authorities: Kosovo Assembly / 
Municipal Assemblies (POEs)

Ministry / Municipal Shareholders Committees

Board of Directors

Service Providing Companies
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The persons responsible for exercising the respective Shareholder rights under the Law on 

Publicly Owned Enterprises shall report any decision to the Assembly of Kosovo for Central 

POEs, or to the relevant Municipal Assembly.  

RWC Boards consist of members proposed by municipalities 

considering that the Government should appoint in the Board of 

Directors (BoDs) of each regional water company at least half of 

directors from the candidates nominated by the municipality where 

the regional water company delivers services to. Shareholder(s) will 

ask from the BoD to prepare and submit to shareholders a detailed 

report in case: 

 

 The POEs performance deviates from the targets set out in the Business Plan 

approved by the BoD for the relevant financial year;  

 The POEs assets’ value decreases;  

 

 The level of consumers’ satisfaction concerning the quality of services declines. 

This audit is important as the creation of a functional process of tariff setting for public 

services has a high public interest as well as social and economic impact. High quality 

public services but also the economic development of the country largely depends on the 

design and management of these services6. It is reasonable to evaluate this process in order 

to assess whether the supervisory - regulatory system is working as intended and whether 

it ensures that the applicable tariff setting is in place based on clear analyses, in accordance 

with applicable regulations, based on the current accounting standards and the best 

practices. 

  

                                                      

6 http://www.oegjk.org/nuk-ka-zhvillim-ekonomik-pa-energji-elektrike/ 

http://www.oegjk.org/nuk-ka-zhvillim-ekonomik-pa-energji-elektrike/
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2. Audit Objectives and Questions   

The objective of this audit is to assess the extent of effectiveness of the applied tariff setting 

system, to identify gaps and assess whether the tariff setting process for public services is 

made according to measurable criteria adjusting to actual and relevant costs.  

The purpose of this audit is to assess whether the tariff setting process is adjusted and based 

on criteria and principles. The audit will cover aspects of the evaluation as to what extent 

regulatory authorities of public services have applied proper processes of management of 

potable water tariffs, electricity and thermal energy.  

Through recommendations it will be encouraged orientation towards achieving accuracy, 

transparency and correct setting of utility tariffs.  

Key audit question: 

Is a functional tariff setting system for public services applied based on standards and 

appropriate analyses? 

Sub questions: 

Is the process appropriately designed and incorporated in the regulatory structure for tariff 

setting of water supply, electricity and thermal energy?  

Is there sufficient transparency in tariff setting process? 

Does the methodology in place for setting tariffs ensure accurate and fair tariffs? 

This audit will include an assessment of issues relevant for the period 2016 - 2018. The audit 

will evaluate the activities of the regulatory authorities (ERO and WSRA) depending on the 

public services that are the focus of this audit. 

The detailed audit methodology applied during this audit, the audit criteria, and the scope 

of the audit is set out in Annex 1, whereas a detailed description of the tariff setting process 

is set out in Annex 2 of this report. 
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3 Audit Findings  

This section covers the audit findings related to the Tariff Setting System for electricity, 

thermal energy and water. The findings are based on the analysis of relevant documents 

received from audited entities, from interviews conducted with relevant officials and from 

the analysis of applicable regulations.  

Audit findings in this audit report are presented starting from process design, application 

of methodology and transparency, as well as actions to address poor performance or other 

deviations from the tariff setting methodology.  

3.1 Process design for tariff setting of water supply, electricity and 

thermal energy services   

The established system for tariffs setting for water and energy is well-designed and 

incorporated by regulatory authorities. The methodology applied for setting these tariffs 

provides service provider companies with the opportunity to cover their costs and at the 

same time enabling their further development through allowed profit, while ensuring that 

consumers do not pay higher tariffs. 

The Water Services Regulatory Authority (WSRA) conducts annual audits to all water 

suppliers to confirm whether decisions on tariff process are implemented. The performance 

department of WSRA measures the fulfilment of set objectives including measurement of 

water losses, capital investments execution, etc.. WSRA also prepares reports on 

measurement of achieved targets, which contain lots of information regarding the water 

produced by water suppliers, billing, extent of water losses and the number of consumers.  

The Energy Regulatory Office (ERO) regularly monitors the implementation of decisions 

on tariff process. Regulatory offices carried out regular inspections which were focused on 

monitoring the service delivery in general, including reductions and tariff application.  

The WSRA and ERO, as regulatory institutions, have developed a very complex 

methodology and apply a well-designed tariff setting system starting from the application 

for tariffs by service providers and up to the adjustments at the end of the approved cost 

period. This process, based on predefined rules and regulatory accounting, sets out the 

methodology for calculating and approving operating costs, fixed costs which are the main 

components of the allowed revenues and tariffs, including new investments from various 

donors as well as capital investments from the service tariff. 

Regardless of good processes and design, in applying the tariff setting methodology we 

have noticed that it has not been properly implemented. During tariff reviews not all tariff 

setting factors have been taken into account and, as a result, regular consumers who have 
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paid a higher tariff than their consumption could have been charged. In the following 

subchapters are disclosed cases that have an impact on tariff setting.  

3.1.1 Social categories and other household consumers in special needs 

have not been addressed for water and thermal energy services   

Water supply, thermal energy and electricity7 service providers should identify persons who, due to 

their social status, are entitled to be supplied with these services on special terms and in co-operation 

with the relevant regulatory authorities, their bills should be paid by the competent social welfare 

authorities.  

Based on the report ‘Social Welfare Statistics, Second Quarter - 2019’ presented by the 

Kosovo Agency of Statistics, 24,767 families with a total of 100,995 members8 have benefited 

from the social assistance scheme, excluding other potential beneficiaries from other social 

schemes. 

Beneficiaries of social assistance were not reimbursed for the costs of water supply, 

electricity and thermal energy services, which in principle should have been exempt from 

the payment of these services. These beneficiaries may have paid their bills in the absence 

of an adequate solution, while regulatory offices have no evidence whether there are 

consumers from this category who have paid their bills. 

At the ninth meeting of the Inter-Ministerial Council on Waters (hereinafter: IMCW) where 

the proposal-decision was discussed on the treatment of social cases in the water services 

sector, where among others things, the Minister of Economic Development (MED) stated9 

that the Government allocated around €4 million to pay for social assistance cases directly 

to the energy company, and for water companies this liability would be around €2 million 

per year. 

Thermal energy service providers have not taken the necessary actions to identify in co-

operation with relevant institutions beneficiaries of social assistance – consumers who use 

heating services and are legally entitled to have their bills paid by social welfare competent 

bodies. This has caused difficulties in identifying costs for this category of consumers. 

Based on the applied tariff setting methodology, the regular consumers, in addition to 

                                                      

7 - Law no. 05/L-42 on Regulation of Water Services, Article 27, paragraph 3 
  - Law on Thermal Energy no. 05/L-052, Article 19 paragraph 1.6 
  - Law on Energy no. 05/L-081, Article 5, paragraph 1 
8 http://ask.rks-gov.net/sq/agjencia-e-statistikave-te-kosoves/add-news/statistikat-e-mireqenies-sociale-

tm2-2019 
9 http://www.kryeministri-ks.net/knmu: Notes from IX meeting of Inter-ministerial Council on Waters  

http://ask.rks-gov.net/sq/agjencia-e-statistikave-te-kosoves/add-news/statistikat-e-mireqenies-sociale-tm2-2019
http://ask.rks-gov.net/sq/agjencia-e-statistikave-te-kosoves/add-news/statistikat-e-mireqenies-sociale-tm2-2019
http://www.kryeministri-ks.net/knmu
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bearing the financial burden for losses of public service providers, also bear the burden for 

consumers from the social category that should be paid from the state budget. 

Regulatory offices could not prove whether there is a duplication of costs from these social 

categories by directly reflecting on tariffs paid by regular consumers. On the other hand, 

by recording the same values as accounts receivable, which are reflected in bad debt during 

the tariff setting process. From interviews with regulatory offices and from relevant 

supporting documents we have noticed that the WSRA made efforts to address the issue of 

spending of consumers identified as cases which due to their social status, are entitled to 

be supplied with services on special terms, and provided the list of current beneficiaries. 

The water supply and thermal energy services regulatory offices stated that covering costs 

of consumers entitled to be supplied with such services on special terms is a responsibility 

of respective institutions, while the audit found that to date the social cases have not been 

reimbursed.  

The failure to identify social cases and failure to draft social action plans causes difficulties 

to regular consumers who, based on the methodology applied, bear the costs for these 

particular categories, costs which are reflected in water supply, electricity and thermal 

energy tariffs by increasing costs - their costs. This has also caused difficulties to service 

providers by increasing their receivables for billed and uncollected value for consumption 

from categories of consumers, households with special needs, and an increase which has a 

direct impact on tariffs by increasing bad debt allowed as a separate item in the tariff setting. 

3.1.2 Fixed tariffs for electricity and water  

Public services are sold to consumers by calculating them at real costs when the nature of the services 

allows for it, while meter-reading service is free of charge, unless when requested by consumer. When 

expenses for services of additional reading are regulated by special regulation, then other provisions 

shall be valid. Billing for electricity, heating and water should be calculated based on the actual 

consumption read in the calibrated meter of the consumer10.  

The tariff structure applied to water and electricity services consists of fixed and variable 

tariffs. Fixed tariffs are the charges charged to consumers with regard to the acceptance of 

water and electricity services, while the variable tariff is applied to the volumetric11 amount 

spent. The fixed tariff is applied at the same value to all consumers for same categories and 

it has been a long time that this tariff has not been changed. This type of tariff has been 

approved by the regulatory offices on the grounds that consumers connected to the 

network have the option of not using or using the service without warning while they are 

active in the network and this obliges companies to keep the network active. Regarding the 

                                                      

10 Law no. 06/L-034 on Protection of Customer    
11 Variable tariffs are applied to the consumed volumetric amount.  
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water supply service, the fixed tariff is based on the law for regulation of water services, 

WSRA Rule No. 07/2016 and good practices of European Water Regulators - WAREG 

according to which the fixed tariff foe water services is applied. According to WSRA, taking 

into consideration that the cross-subsidisation for volumetric tariffs will be reduced over 

time, the cross-subsidisation for fixed tariffs component shall be reduced accordingly.  

The total number of consumers identified during 2018 in the seven water supply companies 

in Kosovo was 355,030 or annual revenues billed for a fixed tariff of €4,260,360. Fixed tariff 

revenues of companies during the period 2016 - 2018 are in the amount of €10 million, while 

only during 2018 over €4.6 million were collected from this type of tariffs as a result of the 

fixed payment obligation of one (1) euro per month (Annex 4). 

The fixed electricity tariff is applied without exception on a monthly basis to electricity 

consumers. The total number of electricity consumers by the end of 2016 was 561,809 and 

as a result of the fixed payment obligation, all household consumers are obliged to pay 

€1.88 per month as fixed tariff.   

Following the completion of the audit and prior to the publication of this audit report, the 

WSRA has approved a new regulation on water tariffs where the fixed tariff is not foreseen 

to be indispensable but the same under the new regulation, the tariff structures should 

include also fixed tariffs if needed.   

3.1.3 Failure to determine the bearers of water expenses for cases 

exempted from payment 

Cult objects in Kosovo have been exempt from paying for water services since December 201512 and 

at the country level it has been regulated in a manner that these objects will not pay for water supply 

services. 

The Law on Regulation of Water Services and other applicable regulations do not specify 

who should be the bearer of the costs of these services for cult objects in Kosovo. 

The WSRA and the regional RWCs have not been able to prove the amount of water 

consumed by cult objects which are exempt from the payment of services, but based on the 

auditing interviews conducted with the audited RWCs, it is estimated that the costs are 

about 1-2% of the total water consumed. Based on the methodology applied for setting 

tariffs, the total costs for these expenditures by the respective RWCs are reflected in the 

tariffs to be paid by regular consumers (Annex 6). Failure to determine the bearers of water 

                                                      

12 Law no. 05/L-42 on Regulation of Water Services, Article 20, para. 5 
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expenses for the period 2016-2018 resulted in regular consumers having higher water tariffs 

for the total amount of water consumed in these facilities. 

The WSRA requested the amendment of the law on regulation of water services to include 

determination of bearers of water expenses for cult objects. The law was amended in July 

2019, yet nothing has been defined in this regard; it has therefore left a gap by not knowing 

who the bearer of such expenses is.  

3.1.4 No lower tariff set for environmentally endangered areas 

The government in co-operation with ERO should provide a lower price quota for electricity to 

residents of the endangered zone of Obiliq13.  

The ERO has not established a co-operation with government or Municipality of Obiliq to 

identify the amount of electricity consumed in the endangered zone of this municipality 

and at the same time to compensate service providers with this price quota for electricity. 

The Municipality of Obiliq and other responsible institutions have not established the 

prerequisites yet for application of lower quota of price for electricity for residents of this 

zone. In September 2019, the Municipal Assembly of Obiliq drafted the regulation on 

subsidy and determine the lower quota for electricity in this zone, which was deemed by 

the MED as in conflict with the legal provisions. Such uncertainties resulted in residents of 

the environmentally endangered zone of Obiliq not receiving lower quota for electricity 

even three (3) years after the law is passed. 

Billing the residents of the zones identified as an environmentally endangered zones with 

similar tariffs with other zones is a high burden to be borne by consumers in this areas. 

3.1.5 Public consultation process for tariff setting not comprehensive 

A good and continuous communication process with all stakeholders would enable the tariff setting 

process to achieve broad stakeholder participation with a particular focus on costumers - service 

recipients. 

ERO in reviewing the data and information of the relevant tariff setting application has 

analysed all costs of the service provider enterprises. After reviewing all the costs presented 

in the tariff application by the service providers, ERO prepares a draft report on Maximum 

Allowed Revenues (MAR) and notifies the general public that this report has been 

published on its website and all Stakeholders have the opportunity to provide their 

comments by email within a three-week period. After analysing the comments, a final 

report as well as a brief report on the tariff setting is drafted. 

                                                      

13 Law no. 05/L-044 on the Environmentally Endangered Zone of Obiliq and its surroundings, Article 8 par.2 
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The audit has identified that the public consultation within the tariff setting process was 

not sufficiently developed and as a result public participation and comments received are 

relatively low.  

We have noticed that the comments received were mainly from licensed operators who 

applied for tariff review, while civil society and citizens as consumers - recipients of these 

services, provided very few comments. These are indications that the submission of draft 

reports to MAR and tariff proposals on the ERO website for three weeks for the purpose of 

public consultation and to receive comments via email are not sufficient actions to ensure 

public participation in this important process. Also, the invitations to attend ERO Board 

meetings have not shown that they are sufficient actions to ensure satisfactory stakeholder 

participation during the tariff setting process. Documents published on ERO's website for 

public consultation may be considered not sufficiently simplified to be understood by 

consumers and may be considered one of the reasons for the very low number of comments. 

According to ERO officials, the energy sector is quite complex and it is therefore difficult to 

make the reports simple. Regardless of this justification, the NAO considers these reports 

should be sufficiently understandable to all stakeholders in order to achieve the best results 

from this process.  

WSRA has established Consumer Consultative Committees (CCCs) in co-operation with 

municipalities and service providers with the aim of reviewing and resolving consumer 

complaints. CCCs are part of the regulatory process and their role in general is to ensure 

that the consumer’s voice is heard at the Regulatory through public hearings. In setting the 

three-year tariffs, the WSRA schedules public hearings in the seven regional centres where 

representatives from WSRA, RWC, CCC, SHUKOS14, representatives from the government 

and citizens participate and discuss on the proposed tariffs for the three-year tariff process. 

The low number of consultations is due to the fact that CCCs are established mainly in the 

larger municipalities where RWCs main offices are located and this has resulted in a 

number of citizens from other municipalities not having close access to these consultations. 

At public hearings, the participation of citizens and other stakeholders is at a very low level. 

The opportunity for citizens from other municipalities or regions outside the mayor 

municipalities to participate in such public consultation is of concern. They discuss various 

issues related to the services provided in general. As for the tariff setting process, citizens 

do not have much information about what costs are included in the tariffs and therefore do 

not even know how to approach the problem and the information provided is not 

simplified to be understood by consumers. The following chart presents the number of CCC 

meetings held, by years, number of consumer complaints and number of complaints 

resolved.  

                                                      

14 Water and Wastewater Works Association Kosovo (SHUKOS) is a non-for-profit organization 
established in 2001 dealing with water and wastewater issues in Kosovo. 
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Chart 2. Number of public consultation on water tariffs  

 
Source: Annual work reports, WSRA 

The practice of public consultations proves that the WSRA has not taken sufficient action 

to ensure the participation of all stakeholders during the tariff setting process. From the 

above chart, which presents a comparison of public consultations on water tariffs, we notice 

a relatively low number of complaints despite the wide range of service and Kosovo’s 

population of around 1.8 million, and not all complaints have been resolved. According to 

WSRA, not all the submitted complaint have been dealt with in line with the applicable 

legal provisions, but the complaints that were submitted after the legal deadline were not 

examined. 

3.2  Applied methodology for setting of tariffs 

Regulatory offices have developed a tariff setting methodology based on the legislation in 

force but also on good practice. This methodology is based on costs in order to cover the 

expenses of service providers; it also allows a profit rate to the companies. Despite the fact 

that the established methodology is based on good practice and is well adapted to the local 

circumstances of the country, some shortcomings have been noticed and they are presented 

as follows: 
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3.2.1 Technical and commercial losses of electricity have not been 

appropriately applied into tariffs  

Energy systems with losses means the difference between the electricity and thermal energy input in 

the system and the energy distributed to the end users15 consisting of technical and non-technical 

losses (commercial losses). 

Losses for each service are expressed as a percentage of service entering into the relevant 

network and include technical losses and unauthorised consumption (commercial losses). 

The applied tariff methodology, in addition to operating costs which consist of both fixed 

and variable parts, includes the cost of allowed losses including commercial losses and 

technical losses. Allowed costs of losses serve to cover the costs incurred by the service 

provider due to losses in distribution which are the costs charged to the tariff consumer. 

ERO has, in setting tariffs for electricity for two regulatory periods (2012 – 2022), set as 

strategic objective the reduction of losses from 33.50%, as it was in the last year prior to 

commencement of the regulatory period, to 13.2%, as the average realised in regional 

countries was in 2012. The first regulatory period started in 2013-2017, the second in 2018-

2022, while the year 2012 was a transitional year.  

Chart 3. Comparison of losses of electricity in the countries of South East Europe 2011-2015 

  
Source: USAID & USEA - Energy Technology and Governance Program:  South East European Distribution 
System Operators Benchmarking Study – 2nd edition (2008 – 2015) 

From the chart above we can see that all countries in the region have a level of losses, but 

the largest losses throughout the period have been recorded in Albania and Kosovo. 

Despite the continuous loss reduction, by the end of 2015 Kosovo still had a very high level 

of recorded losses. Except for Croatia, which is the country with the lowest percentage of 

losses in the region where during this period a slight increase is observed, in other countries 

of the region there is a trend of loss reduction observed. 

                                                      

15 End users are citizens, businesses and institutions as consumers.  
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As transmission and distribution networks in Kosovo have been operating as a regulated 

market, ERO has established incentive mechanisms16 to reduce losses. The purpose of loss 

reduction targets is based on the basic regulatory principle of providing consumers with 

effective service at minimum cost and for companies to benefit as a result of performance 

improvement.  

The values of MARs set for electricity service providers (TSO, MO and DSO) at each price 

review are prepared according to the 'building blocks'17 methodology. The cost of losses 

relates to the cost of electricity purchased by the TSO and DSO, respectively covering the 

allowed losses in the transmission and distribution network.  

Table 1. Allowed and realised losses in 2011-2016 (KEDS) 

  2011 2012 2013 2014 2015 2016 

Technical losses realised  16.80% 16.30% 16.10% 15.60% 15.40% 13.04% 

Realised percentage (%) of reduction of 
technical losses.  

 0.50% 0.20% 0.50% 0.20% 2.36% 

The realised percentage of reduction of 
technical losses compared to the previous 
year  

 2.98% 1.23% 3.11% 1.28% - 

Commercial losses realised  16.70% 15.90% 15.00% 12.90% 11.10% 11.41% 

The realised percentage (%) of reduction 
of commercial losses  

 0.80% 0.90% 2.10% 1.80% -0.31% 

The realised percentage of reduction of 
commercial losses compared to the 
previous year  

 4.79% 5.66% 14.00% 13.95% -2.79% 

Total of realised losses  33.50% 32.26% 31.03% 28.46% 26.55% 24.45% 

Total of losses allowed by ERO   30.40% 27.40% 24.40% 21.90% 19.40% 

The allowed percentage of reduction of 
technical & commercial losses compared 
to the previous year  

  3.00% 3.00% 2.50% 2.50% 

The realised percentage of reduction of the 
total of losses compared to the previous 
year  

 1.24% 1.23% 2.57% 1.91% 2.10% 

Difference between losses allowed and 
realised for PRR_1 

  1.86% 3.63% 4.06% 4.65% 5.05% 

Source: ERO based on KEDS18 data 

                                                      

16 Regulators apply incentive mechanisms to service providers by setting predetermined targets as incentive for 
performance improvement of service providers in terms of reduction of losses – performance improvement 
which are constantly followed up throughout the entire tariff process.  

17 Each entity is allowed to benefit from tariffs an amount equal to the sum of its efficient operating costs, 
depreciation of the Regulated Asset Basis (RAB) return to the RAB, cost of losses, License Tariff, and the cost 
of any public service obligation and other expenses incurred and non-returned.  

18 ERO consultative report for loss reduction 2017 
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Table 1 shows the allowed and realised losses in the distribution network (KEDS), including 

technical and commercial losses and the difference with the respective losses allowed by 

ERO. The table 1 shows that in the period 2011 – 2016, KEDS has had a continuous trend of 

decreasing technical and commercial losses except for 2016 when the commercial losses had 

a slight increase. 

The average annual loss reduction during the first regulatory19period was 1.81% of the total 

realised reduction of 9.05% from this five-year period. This average annual loss reduction 

indicates that in order to achieve a loss reduction of 30.4%20to the intended level of 13.2%21 

for two regulatory periods, KEDS will need an average loss reduction of about 2% on 

average annually. The intended reduction of losses during the first regulatory period of 

13.50%, or an annual average reduction of around 2.7%, is a reduction rate that might have 

caused difficulties to the service provider compared with the second five-year regulatory 

period, when the intended loss reduction was determined at 3.7%, or an annual average 

reduction of 0.74%. By the end of this ten-year period the impact might be the same. 

However, a not well-analysed distribution of allowed losses during the first regulatory 

period resulted in a higher burden to service providers, while in the second regulatory 

period a higher burden was borne by the consumer.  

The trend of reduction of total losses realised in 2014-2016 was 1.9% - 2.6% which presents 

much better results than previous years when the level of reduction of total losses was about 

1.2%. From the trend of decreasing total losses 2011 - 2016 we have noticed that despite 

numerous capital investments, technical and commercial losses have not decreased in 

parallel at the same level, but realising a level of 3.76% reduction of technical losses and 

5.29% level of commercial losses. 

The results of the above analyses for the first five-year regulatory period show that the 

percentage of losses realised was higher than the percentage of losses approved by ERO, 

whose cumulative level reaches a difference of about 5%. 

Table 2: Allowed losses proposed to KEDS for the second regulatory period  

  2018 2019 2020 2021 2022 

Allowed losses 18.8% 18.8% 17.6% 16.4% 15.10% 

Annual loss reduction target 0.0% 0.0% 1.2% 1.2% 1.3% 

Source: ERO Electricity Regulatory Reports  

                                                      

19 First five-year regulatory period (2012-2017) 
20 Total of losses allowed by ERO in 2012 
21 Level of intended losses which was the average realised in the countries of the region during 2012 
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Approval of losses at the same level for three (3) consecutive years may adversely affect the 

incentive applied to reduce losses and at the same time hinders the achievement of strategic 

objectives – average losses at regional level identified during 2012. This may cause 

difficulties in achieving the key objective of achieving by 2022 a reduction in total losses to 

the average loss level that regional countries had by 13.24% in 2012. 

For the second regulatory22 period, ERO considers it reasonable to expect that KEDS by 

2022 will be able to reach the regional average losses level identified during 2012. However, 

ERO has decided that for the first two years of the regulatory period, the allowed losses 

should be kept at the same level as the allowed value of losses for 2018 by 18.8% in order to 

allow KEDS sufficient space to reach the level of losses under the first regulatory period. 

This is because KEDS failed to reach its intended target in the first regulatory period. 

Therefore, by the end of this period the difference between the approval and realisation 

reached to 5.05% (Table 1). 

Chart 4. Level of technical and commercial losses of electricity 2011 – 2016 

 

Source: ERO Reports on losses reduction (2017) 
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From Chart 4 we can see that during the first period, the targets set by ERO have been very 

high for service providers charging them from 2.5 to 3% of approved loss reductions and 

there are higher percentages compared to the average to reach the strategic target of around 

2%.  While referring to table 2, ERO for the second regulatory period has decided that the 

level of allowed losses for the first two years to be maintained equal to the allowed value 

for 2017 of 16.9%. This is because in the first regulatory period it has not reached its 

intended goal. 

The allowed losses at variable levels indicate that, in some years, consumers will carry a 

higher financial burden on the portion of the allowed losses than in other years over two 

regulatory periods. 

Chart 5. Allowed and realised losses in the transmission network 2013-2017 (KOSTT) 

 
Source: KOSTT  

*Forecast for 2017 

Chart 5 shows the allowed and realised losses in the transmission network (KOSTT) for the 

first regulatory period where the realised losses were below the level of 1.8% of the allowed 

losses, whereas for the second regulatory period the level was 1.78%. The loss price 

projection is based on the forecast of the Hungarian Stock Exchange23 for 2018, 2019 and 

2020, while for 2021 and 2022 it has been considered the average of 2018, 2019 and 2020. 

ERO did not establish sufficient stimulating targets for loss reduction to KOSTT, like in the 

case of KEDS by setting targets for the medium or long term periods as an appropriate 

mechanism. 

Absence of motivating mechanisms to reduce losses affect the performance improvement 

and therefore may impact on higher tariffs. Approval of lower level of losses than realised, 

as presented in Chart 5 for years 2013, 2015 and 2017, impacts on higher tariffs. 

                                                      

23 ERO has selected Hungary as a good practice given that, according to them, there is similarity to our 
system.   
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Thermal energy  

Cost of approved losses for tariff purposes on thermal energy tariffs have been included in 

the allowed revenues with around 6% for the 2016/2017 and 2017/2018 seasons, while the 

share in the 2018/2019 season has been at about 4%. The process of setting thermal energy 

tariffs has not set any targets for reducing losses that have a significant impact on tariffs. 

According to ERO officials, targets were not set for a longer period because the tariff review 

is carried out annually. However, NAO considers that incentive target setting should be 

carried out in the form of analysed percentage to reduce such losses, which would impact 

on the maximum allowed revenue to the service provider and at the same time as a 

motivating measure to reduce losses.  

3.2.2  Water losses have not been appropriately reflected into tariffs 

The regulatory authority must create tariff policies for water services by taking into 

consideration also the targets for water loss reduction.  

The average of water supply losses of water continues to be around 57%24 at the national 

level, and at the same time water loss as one of the main components of the water tariff has 

affected the tariff level. Losses approved by the WSRA are reflected directly on the water 

service tariff and the higher the percentage of approved losses, the higher the water supply 

tariff for service not received by regular consumers. RWCs, despite large investments from 

the Kosovo budget, investments in significant value through tariffs - revenues from 

collection, as well as from large investments from external donors have failed to reduce the 

level of losses.   

Table 3. Water losses in countries of region (%)25 

Country  Year Water losses (%) 

Kosovo 2017 58% 
Albania 2017 65% 
Macedonia 2016 61% 
Montenegro 2016 78% 
Bosna and Hercegovina 2017 49% 
Serbia 2017 41% 
Bulgaria 2016 61% 

Source: Water and Wastewater Services in the Danube Region, A State of the Sector 2018 Report26 

Based on the level of the approved losses for 2017, the WSRA decided to approve (allow) 

losses reduced to 2% which is in line with the RWC individual strategy on water loss 

reduction for the three-year tariff process. This is a benchmark to all the RWCs, although 

                                                      

24 WSRA Annual Performance Report – 2018  
25 https://sos2018.danubis.org/files/File/SoS_Report-2018.pdf 
 

https://sos2018.danubis.org/files/File/SoS_Report-2018.pdf
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the starting point has been different taking into consideration the history and the specifics 

of the realistic losses of each RWC on previous years. However, the WSRA does not have a 

stimulating strategy on how to reduce these losses to the best possible level and it has not 

applied analysis-based motivational instruments for RWCs to increase their loss reduction 

performance. 

Table 4. Operational data of the amount of water lost and approved losses by WSRA  
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Prishtina m3 23,630,379 19,393,388 (4,236,991) (18%) 29,757,221 23,000,000 (6,757,221) (29%) 

Prizren m3 10,025,665 11,680,422 1,654,757 17% 10,115,569 11,246,980 1,131,411 10% 

Peja m3 16,556,768 14,722,250 (1,834,518) (11%) 16,390,122 15,000,000 (1,390,122) (9%) 

Mitrovica m3 15,703,746 11,501,113 (4,202,633) (27%) 19,135,593 11,354,594 (7,780,999) (69%) 

Gjakova m3 7,230,107 6,949,548 (280,559) (4%) 7,017,591 6,924,610 (92,981) (1%) 

Ferizaj m3 3,816,466 3,526,217 (290,249) (8%) 4,134,392 3,634,217 (500,175) (14%) 

Gjilan m3 4,699,450 3,737,000 (962,450) (20%) 4,874,666 3,767,000 (1,107,666) (29%) 

Total 
Sector 

m3 81,662,581 71,509,938 (10,152,643) (12%) 91,425,154 74,927,401 (16,497,753) (22%) 

Source: Data summarised from the WSRA annual report on the fulfilment of targets 2016/2017 

From Table 4 we can see that the percentage of approved losses compared to the 

implementation by the WSRA is different from one RWC to another and from one year to 

another. This proves that the WSRA has no well-defined and motivated methodology 

during the tariff setting process in order to improve the performance of RWCs. Approval 

of very high losses without setting measureable targets can adversely affect the motivation 

of RWC management in reduction of losses to the minimum possible. This methodology 

applied in the tariff setting process where some RWCs are allowed lower levels of losses, 

while other are allowed with higher ones in relation to production, can adversely affect the 

improvement of sector performance in general.   

Some of the RWCs have no clear strategy to improve the water supply and wastewater 

network through capital investments. We have noticed that capital investments in RWC 

Mitrovica in the last three years were at zero level and this could adversely affect the 

reduction of water losses. 

Approval of losses lower than realisation is a burden to the service provider. Setting loss 

reduction targets based on adequate analyses can serve as a motivation element to increase 

performance and reduce losses. Approval of losses higher than realisation is an additional 

financial burden on regular consumers who, in addition to paying for high losses, are also 

obliged to pay for the difference portion due to erroneous approvals. Approval of losses 

higher than realisation, as in the case of RWC ‘Hidroregjioni Jugor’, also influences on loss 

of management motivation to increase performance and vice versa in loss reduction. 
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Other than setting retail water tariffs, WSRU also regulates tariffs for bulk treated water. 

We have noticed that in setting bulk water tariffs, in general, analysis have been examined 

in detail except for insufficient evidence for distribution expenses.  

On behalf of water services for this part of consumers who do not pay currently for water 

supply services, the Government has allocated subsidies from the Kosovo Consolidated 

Budget in the amount of €580,000 for 2018, €987,201 for 2017 and about €817,000 for 2016. 

Despite the subsidy provided by the state for these services related to billing-north, the 

financial statements of RWC ‘Mitrovica’ still show accounts receivable-north, including the 

Roma Quarter and the village of Gojbula, which have increased from one year to another 

to the total value of around €14 million in 2018. 

The WSRA could not prove whether there is a doubling of the value of bad debts during 

tariff reviews for the bills - north which are subsidised by the Government and reflected in 

the calculation of the water supply tariff of RWC Mitrovica for which regular consumers 

are charged. 

3.2.3 Invoicing for water supply and thermal energy services 

occasionally with no meter 

Billing for electricity, heating and water should be calculated based on the actual consumption read 

in the calibrated consumer meter. Installation of the connections for services (connection pipe and 

water meter) is done by the service provider; in case of collective buildings, a joint water meter is 

installed. 

WSRA has constantly set deadlines to eliminate billing of water services without water 

meters. However, as this decision could not be implemented by water supply service 

providers, WSRA has extended the deadline for fulfilment of obligation regarding the water 

billing without a meter. Billing of water services without meters has been continuing also 

during 2019; this year in May the WSRA inspection identified the 13,728 consumers who 

have been billed without metering (Annex 5 – Table 1). Revenues from volumetric water 

tariffs collected without meters during 2016-2018 were around €4.3 million (Annex 4). We 

have noticed that RWCs record most of the sewage expenditures as water expenditures, 

while revenues from sewage services are much higher than the revenues recorded for these 

services. This inadequate recording results in overestimating water costs while 

underestimating sewage costs. The performance report of 2018 shows that the percentage 

of consumers without meter at sector level is around 5%, while the WSRU has, as of October 

2018, by regulation no. 05/2018 for amending and supplementing the regulation on 

minimum standards of service, stopped the billing without metering to all consumer 

categories.    

In addition to billing with meters, the public service provider companies continue to charge 

consumers even without a meter. Consumer billing for thermal energy supply, in 
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accordance with the tariff structure, is based on consumption metering and consumers’ 

heating surface (without metering). The tariff structure and thermal energy billing without 

metering was done because not all the substations are equipped with functional meters, 

and due to technical characteristics of the secondary network in collective residential 

buildings. Billing for thermal energy in the 2016/2017 season was around €5.9 mil, where 

metering billing was around €2.4 mil and without metering it was around €3.5 mil, while 

billing done in the 2017/2018 season was around €6 mil, where metering billing was over 

€2.4 mil and without metering it was over €3.6 mil (Annex 5 – Table 2). 

Chart 6. Billing according to metering for 2016/2017 and 2017/2018 season  

 
Source: ERO monitoring reports for 2016/2017 & 2017-2018 seasons DH ‘Termokos’ 

From the above chart, we can see that about 60% of thermal energy billing is done without 

metering, while the remaining 40% is done with metering. In absence of installation of the 

calibrated meters, the DH ‘Termokosi’ cannot meter thermal energy for the mayor part of 

its consumption. ERO has not mandatorily requested that billing be carried out solely by 

metering, as requested, with justification that the installation of thermal energy meters is 

costly and that DH ‘Termokosi’ expects to complete this project soon in the years to come 

with the committed donor funds. Unmetered billing effects on billing consumers for 

amounts of thermal energy that is not known whether it was spent and how much it was. 

This resulted with the service provider purchasing thermal energy from cogeneration27 in 

a metered amount while distributing about 60% to consumers without metering the amount 

consumed. 

In the 2017-2018 season, the amount of thermal energy extracted from cogeneration was 

223,738 MWhTh, while during the 2016-2017 season, the amount of thermal energy 

purchased from cogeneration was 225,438 MWhTh. 

                                                      

27 DH Termokosi has based the production of thermal energy from cogeneration plants in the power plant 
'Kosova B', so that during the period 2016-2018 it was not necessary to activate the boilers with fuel oil in the 
Termokos heating plant.  
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This type of billing has also had an impact on consumers who pay their thermal energy bills 

for the entire residential area, regardless whether they are interested in heating their entire 

residential area and with the same heating level. The service providers have not sufficiently 

prove and clarify why some residential units of some consumers have been billed for gross 

residential area as measured in square meters (new residential buildings) while some 

residential units (old residential buildings) have been billed for net residential area. This 

difference in the calculation of the heated area has damaged consumers in new residential 

buildings by making them pay higher bills for the same residential area as compared to old 

residential buildings. 

3.2.4  The level of approved bad debt for electricity and thermal energy 

tarifs is not well proven 

The bad debt is calculated as a reasonable percentage of enterprise revenues to the value of bills from 

sale of services by considering that some of it cannot be received objectively. Such debts should be 

calculated based on preliminary analysis that justify the ageing of receivable accounts.  

The rule for price setting to electricity and thermal energy public providers defines the basis 

and process for determining the MAR that can be collected by such service providers. This 

is done in order to allow them cover the reasonable costs from public supply with electricity 

and thermal energy through regular tariffs. The tariff setting methodology includes the 

component of bad debt which is part of the allowed revenues. In setting revenues for 

KESCO, the regulatory allows a certain level of bad debt based on historical data and 

expectations for performance improvement. The approved level of bad debt for 2018 was 

similar as in previous years, at 4% for electricity. The impact of this percentage to MAR was 

€8.57 million, which is quite a significant category and with material effect to tariff’s level.  

The ERO has no regulation on classification of receivables or with special focus on 

identification of bad debts. The bad debt at a level of 4% to KESCO, namely 5% to DH 

‘Termokosi’ was set with no detailed analysis which prove that this level applied in tariffs 

was justified. The ERO analysis on determining the acceptable bad debt level had not set 

clearly the requirements to be met in order to consider a bad debt as acceptable.    

3.2.5  Level of capital expenditures – eligible expenses for tariff 

purposes 

Capital investments are a very important part of the normal functioning of public service providers 

that serve for increasing assets or replace - renew existing assets. 

A portion of the capital investments to publicly owned enterprises is also made from public 

funds, another portion is funded from donors and some is funded through tariffs - 

collection of service bills. Financing capital investment through tariffs means that the value 

of assets planned for supply will be done by increasing tariffs to the value required by the 
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company and approved by the relevant regulatory offices. Approvals are mainly based on 

the rationale provided by the company in the form of clarifications and evaluation by 

regulatory offices, a value added to MARs, while in other cases the approvals are made 

through internal regulations of regulatory offices.  

Financing of capital investments through tariffs is not clearly regulated as to which 

investments should be considered eligible for tariff purposes; no threshold or percentage is 

set until the regulated asset base can be increased. The lack of regulations defining 

thresholds and the nature of assets that can be financed through tariffs has affected that 

some companies have higher investments in addition to the regulated asset base, total 

assets of the company financed through tariffs or from own source funds. According to 

ERO, setting investment threshold is not considered appropriate, as it cannot be 

generalized for all services/enterprises. According to NAO, absence of setting justified 

thresholds or unjustified changes from these thresholds could have been carried out with 

no clear analysis the result of which is unknown. In addition, capital investments need to 

continue as they provide for regular maintenance of network and reduction of losses.  

The result of non-execution of approved capital investments, with ‘Termokos’ and some 

RWCs tariffs as funding source, is that Regulatory Assets Basis (RAB) has lower value than 

planned. Failure to make capital investments from own sources implies that consumers 

have paid tariffs for investments that have not occurred in the current period/year 

although the adjustment for a period/year take place in the subsequent year. This has 

resulted in lower return on capital which has in turn resulted in lower profit for public 

service provider companies. 

The level of investments executed in relation to those approved for 2018 varies from 

realisation of 8% in RWC of Mitrovica and Ferizaj to 289% in RWC Gjakova and 548% in 

RWC Prishtina. Based on the WSRA, capital investments approved by the WSRA were not 

executed due to failure to achieve the planned collection and failure to expand the 

consumer base. 

Following the audit field work and prior to publication of the present audit report, the 

WSRU drafted the ‘capital investment analysis’ paper wherein it is foreseen the level of 

investment execution to be made. 

3.2.6  RWCs incomes not realised based on methodology  

Approved revenues for RWCs represent the amount of money needed to cover the costs of providing 

water and wastewater services or bulk water supplies as calculated through tariffs. Tariffs should be 

determined on the basis of revenues generated, as sufficient to finance the activities of service 

providers, in accordance with current legislation and regulatory accounting. 

The methodology applied for tariff setting determines only the revenues that are sufficient 

to cover costs for providing services and an approved return rate; it does not determine 
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higher revenues given that this is a regulated sector (Annex 5 – Table 3). Collection of higher 

revenues than approved, in case of collection of old debts, affects the RWCs’ cash flow, and 

at the same time, affects the level of consumers’ tariffs.  

Table 5. Approved and generated revenues of RWCs 2016 – 2018 (‘000€) 

RWC  

Revenues in Financial 
Statements 

Maximum allowed revenues 
WSRA 

Differences 

2016 2017 2018 2016 2017 2018 2016 2017 2018 

'Prizreni' 4,795 5,425 5,243 3,829 4,096 4,357 965 1,330 887 

 'Peja' 3,550 3,664 3,760 2,679 2,909 3,133 870 755  627 

'Mitrovica' 3,651 4,078 4,279 1,939 2,245 2,538 1,712 1,833 1,742 

'Prishtina' 14,089 14,402 14,311 11,498 12,163 15,056 2,590 2,239 (745) 

'Gjakova' 4,201 4,311 4,722 2,979 3,090 3,206 1,223 1,222 1,516 

 'Gjilani' 2,027 2,174 2,273 1,663 1,753 1,838 364 421 435 

'Ferizaji'  2,158 2,088  2,163 1,603 1,640 1,673  554 448 490 

Source: WSRA decision for approval and audited AFS of RWCs 2016 – 2018 

From the above table we notice that during the period 2016 -2018 the RWCs generated 

higher revenues than approved. That is due to collection of receivables from earlier periods, 

because RWCs have generated a higher level of water production which they sold, and due 

to unplanned increase of the number of consumers. Water tariff setting for (three-year) long 

term periods by not reviewing annually the key parameters made the planning quite 

inaccurate which has an impact on tariffs thereafter. 

3.3  Capital investments that have a direct impact on tariff settings 

Capital investments as an integral part of the normal operation of public service providers 

serve to increase assets or renew the existing ones. The objectives of service providing 

companies for capital investment to maintain and improve services including but not 

limited to depreciation expenses over the life cycle of any asset, property, plant or 

equipment are supported by fees of regulatory process.  

The methodology for addressing capital investments is well designed, yet some 

shortcomings have been noted that have affected tariff setting.  

3.3.1  Increase of capital investments in thermal energy sector through 

tariffs without sufficient analyses   

The ERO, for 2018/2019 heating season, approved to DH ‘Termokosi’ capital investments 

through tariffs in the amount of €1,130,000 which, compared to the value of €590,000 from 

the two previous years, presents an increase by 91.5%. These investments present an 

increase of approximately 14% from around €7.97 million as was the basis of the enterprise’s 

self-financed assets - the total of initial RAB. The total capital investments allowed through 

tariffs for the 2018/2019 season had an impact of 17.1% to the total tariffs, an increase of the 
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percentage of participation in total tariffs from 9.3% as it was in the two previous periods. 

Approval of such capital investments by increasing tariffs was based on incomplete 

analysis allowing capital investments to replace existing assets in use such as approval for 

the construction of a new facility of the Directorate and Administration of DH ‘Termokosi’ 

in amount of €530,000. This facility only represents about 8% of total of tariffs for the 

2018/2019 season. For approval of construction of the new facility for the Directorate and 

Administration, ERO did not make an assessment of the actual condition of the existing one 

as to whether it meets the needs or there is a need for a new facility. Thereafter it would 

assess the depreciated value accumulated over the years, which is allowed costs for tariff 

purposes in order for the enterprise to replace its assets, considering as first option for 

replacement, through accumulated depreciation expenses. 

Based on the audited Financial Statements, in the last three years (2016-2018) the DH 

‘Termokosi’ generated a profit of more than €5 million, which could be used to expand the 

asset base of the enterprise. A collection that is higher than 80% compared to billing 

indicates a good execution and possibility to reach objectives, including capital investments 

(Annex 5 – Tables 4 and 5). 

The approval for replacement of old assets was made without considering the depreciation 

expenses which for the 2018/2019 season only were approved in the amount of around  €1.6 

million, whereas for the last three years they were approved in the amount of €4.4 million, 

which in principle would have been an  opportunity for the enterprise to replace its assets. 

All this cost has been attributed to the tariffs paid by consumers for this heating season by 

increasing the tariffs. 

Approval of capital investments through tariffs including the construction of a new facility 

for the Directorate and Administration of DH ‘Termokosi’ without a detailed analysis on 

the investment needs, the funding sources and opportunities for self-financing may effect 

on high tariffs and unfair use of funds. 

3.3.2  Overestimation of depreciation expenses affects the tariff increase  

Depreciation expenses represent the opportunity for the enterprise to replace its assets after the 

expiry of its use, while allowed depreciation for the purpose of setting tariffs involves the depreciation 

of existing regulated assets. 

Handling of depreciation expenses by WSRA 

WSRA regulatory accounting guideline specifies that the assets funded by grants, 

donations, constructed by third parties and adopted by RWCs by no charge or capital 

contribution are not included in the RAB, whereas the assets funded in part are included to 

the extent funded by the company. Based on this guideline, there is no depreciation of such 

assets and consumers shall not pay the bills for assets the company itself did not finance.   
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Handling of depreciation expenses by ERO 

Based on the law on energy regulator, in approving or setting tariffs, the Regulator shall 

ensure that service providers are permitted to recover all reasonable costs, including the 

normal costs of depreciation in respect of the Regulatory Asset Base. At the same time, the 

ERO Rule on Thermal Energy Pricing defines that the allowed depreciation shall include 

depreciation of regulated existing assets (considered used and useful for the regulated 

activity), of new investments on assets, including assets financed by capital contributions – 

i.e. grants and subsidies. Whereas, according to ERO regulatory accounting guideline, the 

service provider shall disaggregate the assets financed from grants on concessionary terms 

with funds provided from the state budget and donors. The ERO conducts regular annual 

adjustments, however, based on our analysis, such adjustments have no effect on changing 

the tariff in cases when execution (spending) did not take place and when they were 

repeated every year.    

For the 2018/2019 season, DH ‘Termokosi’ had a total value of depreciation expenses of 

around €1.6 million which had an impact of around 23.6% on the total of tariffs. DH 

‘Termokosi’ for the 2018/2019 season has an RAB of around €8 million, while during tariff 

reviews, including donor funded assets, it has increased this basis to around €48 million. 

Based on the audit analyses, we concluded that the depreciation expenses of DH 

‘Termokosi’ for the 2018/2019 season should have been around €268,000, while they were 

overestimated by around €1.3 million hereby increasing the tariff by 20% of the total value. 

This overestimation was due to the fact that there were included assets financed by 

donations, of around €40 million, and new approved assets of around €8.5 million, circa 

87% of which are committed donations, while around 13% are assets expected to be 

financed through tariffs. Construction of the Directorate and Administration Facility in 

amount of €530,000 is one of the capital investments expected to be completed from 

financing through tariffs during this season, but although included in depreciation 

expenses and reflected in the tariffs, by September 2019 the construction had not started 

yet.  

As for the “District Heating” Gjakova, the heating tariffs for this district heating have not 

changed since the 2011/2012 heating season because it has been mainly operating by 

subsidies provided by the Government due to lack of self-financing. 

Application of different methods in handling depreciation expenses by regulatory offices 

created inconsistencies between regulators and difference in terms of calculation of tariffs 

for different services, causing thereby the following: 

 Merge of assets financed from donors or grants by state budget to depreciation 

expenses included in the tariff resulted in overestimation of tariff to be paid by 

consumers of such services.  
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 Calculation and application of costs in tariffs for depreciation expenses for assets 

that are planned to be invested in the following period overestimates these costs 

and increases thermal energy tariffs.   

3.3.3  DH ‘Termokosi’ has generated higher return in assets in relation 

to the approved rate  

DH ‘Termokosi’ has, based on audited AFS, realised a higher profit than the allowed return 

in assets as it was approved by ERO. 

Chart 7. Approved and realised profit of DH ‘Termokosi’ for the period 2016 – 2018 (‘000€)

 
Source: Data from ERO and audited AFS of DH ‘Termokosi’ 2016 - 2018 

From the above chart we notice that DH ‘Termokosi’ for the last three years has made a 

much higher than the approved profit - the return on regulated asset basis by ERO. From 

the audited AFS of DH ‘Termokosi’ it appears that the generated profit was not used for 

the acquisition of new assets - increasing the asset basis; it was rather used to increase the 

accumulated profit /decrease the accumulated losses. 

From these comparisons we noticed that the approved return on investment for the three 

audited years should have been in the amount of around €1.9 million while the actual profit 

realised for the period 2016-2018 was in the amount of over €5.1 million, which may be 

considered to have been exceeded for around €3.2 million or about 167%28. The allowed 

profit for the thermal energy sector has a significant impact on the total tariffs and for the 

2018/2019 heating season this impact was of 11.8%. 

                                                      

28 It should be taken into account that the approved return on investment includes the audit season from 15 
October of the relevant year to 15 April of the following year, while the profit generated on the basis of the 
audited FS includes the fiscal year 01 January to 31 December of the same year. 
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3.3.4  The rate of allowed return differs between regulators  

The tariff methodology presents the costs that an enterprise should cover the operating costs, the 

depreciation that represents the opportunity for the enterprise to replace its assets, the cost of network 

losses, and the return on RAB, which actually represents the profit for the enterprise. 

Determining the return to RAB is the key factor in calculating the annual depreciation and 

allowed return on assets, which actually represents the allowed profit from the regulated 

business activity. 

The allowed profit to RAB in the electricity and thermal energy sector is approved by ERO 

at the rate of 8.30%, the rate of return on capital. While in the water sector, WSRA has 

approved the return on equity by 4%. Public service sector in Kosovo as a regulated services 

is not a sophisticated market structure and lacks sufficient statistical data on risk premiums. 

Based on this and other factors, determining a risk-free rate of return in equity is considered 

impossible for Kosovo, as Kosovo is not a member of the Euro-zone although it uses the 

Euro as its sole official currency. However, Kosovo is likely to use statistical data from other 

countries including Euro-zone statistics in order to use them as a substitute list of 

parameters for determining the rate of return on capital for the regulated public service 

sector in Kosovo. The different rates of approved profit for the public service sector, as a 

sector operating in a regulated market, can effect on companies of one sector to make 

greater profit than companies in other sectors. 

3.4  Operating costs that have a direct impact on tariff setting 

Operating costs are the costs associated with the operation, maintenance and cost of customer service 

as well as those of the general administration of service providers. 

During periodic reviews the regulatory offices approve MAR based on an assessment of 

the reasonable costs of providing regulated services. Adjusted operating costs of service 

providers include total reasonable costs estimated for one year, covering all costs including 

distribution and supply (operation and maintenance, fuel, wages, common spending, etc.) 

plus a reasonable investment return in providing public services. 

Although regulators have set out methodologies on how operating costs should be handled 

in the tariff review process, in applying the tariff setting methodology we have noted that 

it has not been properly implemented. During the tariff setting reviews we have noted that 

the costs imposed were treated but not all were properly applied. 
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3.4.1 Unrealised operating costs may increase the tariff for energy 

consumers   

Operating costs represent the justified total costs foreseen for one year for DH ‘Termokosi’, including 

fuel costs, energy costs, spare parts, repairs and maintenance, personnel costs, and other operating 

costs including costs for crude oil as fuel. 

As far as the tariff review is concerned, it was planned that in case of any interruption with 

thermal energy supply from the power plant “Kosova B”, the heating supply for a period 

of two weeks should be provided from thermal power generation plants which use crude 

oil as a raw material. Based on the average costs of these plants which have an average daily 

consumption of crude oil of 72 tonne, it is considered that the sufficient quantity for two-

week supply of crude oil should be 1000 tonne.  

ERO had approved the crude oil supply for the heating season 2018/2019 in the amount of 

€450,000, namely for the heating seasons 2017/2018 and 2016/2017 by €230,000 each.  

Although DH ‘Termokosi’ already had stocks of crude oil and needed no new supply at 

such great amount, this planning still occurred. Since 2014 DH ‘Termokosi’ has had no 

interruption of thermal energy supply from cogeneration. Based on the accounting records 

of DH ‘Termokosi’ for the crude oil purchase and compared to the existing stocks, we 

noticed that the amount of crude oil stocks before October 2018/approval of heating tariffs 

was around 870 tonne. The latest crude oil supply of DH ‘Termokosi’ took place in April 

2018 and in order to meet the requirement of 1000 tonnes in stock it was needed a supply 

of 130 tonnes crude oil only. Planning the amount of 1000 tonnes crude oil, excluding the 

unused stock affected the unreasonable increase of the thermal energy tariff. 

The justification of DH ‘Termokosi’ concerning the request for approval  of these costs has 

been the potential use of crude oil for short periods in the event of unplanned interruptions 

(breakdowns) of plants at the ‘Kosovo B’ for short periods until the necessary repairs are 

carried out. 

The calculation of KOSTT maintenance costs for 2013-2017 has been higher than the costs 

incurred and thus has led to a higher tariff for electricity.  
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Chart 8. KOSTT allowed and delivered maintenance for period 2013-2017 

 
Source: ERO Periodic review for DST/MO for the second five-year period (2018-2022) 

ERO approved the amount of €7.5 million, while the executed costs for maintenance were 

around €4.5 million (Chart 8). From the above chart we can also see that the level of budget 

executed by KOSTT for maintenance compared to the budget approved for this purpose by 

ERO has been low. If we would take into account the real inflation rate, the execution 

performance is even lower.   

Table 6. KOSTT allowed maintenance for period (2018-2022) 

Maintenance proposal 2018-2022 2018 2019 2020 2021 2022 Total 

Allowed  1,456 1,762 1,439 1,337 1,447 7,441 

Difference  86 306 (323) (102) 110   

Source: ERO Periodic review for DST/MO for the second five-year period (2018-2022) 

Although the budget approved for this tariff category was not full spent over the first 

regulatory period, ERO had approved a budget increase for the second regulatory period 

starting from the first regulatory year, being 2018, of more than 6% and continuing on the 

following years (Table 6). ERO did not plan the operating costs for KOSTT based on that 

type of analysis which would approximate them to the incurred expenses; only then would 

the planning have been more realistic. Poor delivery of allowed maintenance could have 

impacted on reduction of KOSTT losses during the first regulatory period (Chart 5). Other 

than creating an impact on network quality maintenance, the under-execution of operating 

costs had an impact on overspending in personal costs (Chart 9).   

3.4.2  Approval of personnel costs with no sufficient analysis  

Operating costs of service providers should be based on and documented by detailed and justified 

analysis 

The DH ‘Termokosi’ personnel cost annual increase by 5% for years 2016, 2017 and 2018 

has been approved by ERO with the justification that it is based on the Kosovo Government 

decision public sector pay raise every beginning of the year based on the country’s 

economic growth. Regardless of the fact that the economic growth in Kosovo during this 
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period was less than the percentage of salary increase, and there was no government 

decision for regular pay raise in public sector, the increase was yet approved.  This increase 

in the cost of salaries for direct and indirect labour was approved although the tariff 

application did not contain the details necessary to justify the proposed increase and no 

significant expansion of DH Termokos operations was identified which would implicate a 

significant increase of the number of employees. 

The energy sector has planned annual salary increases by around 10% of total operating 

expenses for the second regulatory period (2018-2022). The total values of this planned 

salary increase for this period include the increase due to work experience, but there is no 

distinction to clearly to identify what the increase due to work experience is and how much 

the allocated salary increase is. 

Chart 9. KOSTT allowed personnel costs 2013-2017 

Source: ERO Periodic Review for OST/MO for the second multiyear tariff (2018-2022) 

From the above chart it appears that the operating costs allowed for KOSTT personnel costs 

and approved by ERO differ from the operating costs incurred for this category of operating 

expenses. ERO has not provided convincing justification as to whether any action has been 

taken in situations where regulated operators do not apply approvals for maximum 

allowed costs. According to ERO officials, for the PRR2 the increase of personnel costs has 

been considered as the reason for KOSTT’s awaiting for membership to international 

mechanisms such as ENTSO-E, awaiting to create common market with Albania, 

implementation of ITC mechanism, BRE fund management etc. This justification is deemed 

unsubstantiated as regardless of the expected workload increase, it has not been explained 

that the personnel cost increase is related to such expected workload increase only, or 

additional staff for completion of such works in line with difference to personnel cost total.  

Lack of functional mechanisms that regulate deviations from approved expenditures 

without convincing clarifications can undermine the tariff setting methodology and thereby 

affects the application of unfair tariffs. The 2018-2022 personnel costs proposal has also 

foreseen a continuous increase in these operating costs from around €5.84 million in in 2018 
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to €6.8 million in 2022. The amount approved for 2018 as the start year of the second 

regulatory period represents an increase of about €2.6 million or about 80% of the allowed 

amount of €3.23 million for the last year of the first regulatory period. This big difference 

of an immediate increase in approved personnel costs from one five-year regulatory period 

to the subsequent five-year period is an indicator of improper planning to ensure accuracy 

with small marginal errors. 

ERO‘s clarification of the TSO/MO's Periodic Review for the second five-year period (2018-

2022) regarding the level of these operating costs has considered the professional 

knowledge of the particular sector and the comparison with the average of other TSOs in 

the region yet by not comparing macroeconomic parameters of the country. This 

comparison may also be considered in contradiction with the approved tariff setting 

methodology given that the tariff setting methodology is based on the real costs of the 

service provider and not on a comparative methodology with the countries in the region. 

3.4.3  Inflation rate for tariff setting 

The methodology for setting the prices of water services during the tariff review is 

determined by calculating the inflation rate based on the inflation index by calculating the 

inflation rate adjustment factor for the conversion of expenditure calculated according to 

nominal prices based on prior year prices. The inflation rate is applied to readjustment of 

operating costs, depreciation costs and capital return. The setting of tariffs by calculating 

the inflation rate in the country adjusted for each year has been as follows for the periods 

2014-2017 and 2018-2020.  

Chart 10. Comparison of inflation rate applied for tariff purposes   

 
Source: WSRA regulatory plan/ERO’s consultative reports for MAR and KAS data  
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From the above chart we can see that the inflation rate projected by the WSRA and ERO for 

tariff projection purposes was higher than the Consumption Price Index based on the 

Consumption Price Index according to the KAS29 2018 calculations. In calculation on 

readjustments regarding the inflation rate, the ERO did not consider as reference the 

inflation rate of Kosovo but it did the one published by Eurostat for Eurozone countries30.  

Regulatory offices developed a cooperation with KAS for the purpose of sharing accurate 

data on inflation rate in Kosovo. Taking into consideration its specific industry in country, 

WSRA has not always applied the same inflation rate as KAS; in this regards they have not 

provided the required explanations in their reports. As far as energy is concerned, the 

inflation rate was set by taking into account the Eurozone rate.   

  

                                                      

29 https://ask.rks-gov.net/media/4369/statistical-yearbook-2018.pdf 
30 Consultative report for BRRE of KOSTT 2018-2022 

https://ask.rks-gov.net/media/4369/statistical-yearbook-2018.pdf
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4. Conclusions   

The WSRA and ERO as independent authorities responsible for setting the tariffs for water 

services, namely electricity and thermal energy in Kosovo have developed methodologies 

and within the tariff review have set the tariffs for the respective public services. However, 

despite the progress made by regulators, the tariffs for public services have not been set 

fully according to measurable criteria and in line with realistic and relevant expenses. 

Furthermore, regulators failed to ensure sufficient transparency and completely fair and 

accurate tariff setting.  

4.1  Process design for water supply, electricity and thermal energy 

service tariff setting 

The WSRA and ERO as regulatory institutions have developed a well-designed 

methodology for setting tariffs. The process is based on predefined rules and regulatory 

accounting that set out the methodology for calculating and approving operating costs and 

fixed costs which are the main components of the tariffs, including new investments from 

various donors as well as capital investments from the service tariff. 

Regardless of the good tariff setting processes design, it has not been properly 

implemented. Regulators and public service providers have not developed a process of 

identifying the amount of services consumed by consumers who are exempt from paying 

utilities in order to be compensated by the relevant authorities. The tariff structure for 

utilities, in addition to the volumetric amount of water and electricity services, also charge 

customers with a fixed tariff, regardless of whether they use the services throughout the 

period.  

The failure of responsible institutions to fully identify the social categories using public 

services and compensation thereof resulted due to failure of MLSW to inform the regulators 

and service providers about the persons deemed unable to pay for such services and 

entitled for payment of their invoices by the competent social welfare bodies.   

Due to the lack of identification of the beneficiaries of social services that live in social 

assistance and the failure of compensating their bills by MLSW, regular consumers are 

charged with higher individual tariffs. Besides directly affecting increase of utility tariffs, it 

also creates effects on increasing of bad debt, which is counted as a separate item in setting 

the tariffs.  

Mandatory application of fixed tariffs with no justified analysis may be considered an 

overload to public service consumers who in addition to the volumetric tariffs of 

consumption are obliged to pay also for this tariff. 
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The Government of Kosovo failed to determine the bearers of water expenses for cult 

objects. The amount of such water remains unbilled and has a cost that results in increase 

of tariffs for regular consumers of water-supply service. Furthermore, failure to apply lower 

electricity tariffs for environmentally endangered zones results in the citizens of these 

regions not receiving the quotas guaranteed by law.  

The regulatory authorities and service providers failed to provide sufficient public 

consultations on tariff setting process. The approach of regulatory authorities for public 

consultations is mainly focused on limited communication rather than constant interactive 

consultations involving active public participation in the tariff setting process. 

The level of public consultation by not using practical methods of communication with 

consumers is considered limited in form and in scope. Failure to involve information 

technology sufficiently and failure to simplify reports for the purpose of public 

consultations results in low participation of stakeholders and lack of added value of these 

consultations. 

4.2  Applied methodology for setting tariffs 

The applied methodology is based on good practices and adapted to the local circumstances 

of the country. The regulatory offices have generally conducted numerous analysis on 

setting the tariffs that started from application for tariffs by service providers up to 

adjustment of applied costs by the end of the period.  

The existing system, regardless of the efforts to implement properly the methodology for 

setting tariffs, failed to ensure that the tariffs have been applied properly. Approval of 

service providers’ losses is not based on a uniform methodology to all relevant service 

providing companies. The higher the percentage of approved losses, the higher the tariff, 

which includes all the costs for provision of service covered by regular consumers.   

The level of technical and commercial losses continues to be high among public service 

providers regardless of large investments from the Kosovo budget, donations, and capital 

investments through tariffs. 

Electricity commercial losses from the beginning of first regulatory period have reached an 

improvement compared to the technical ones which have a lower level of improvement 

even though the capital investment were about €100 million in KEDS and €130 million in 

KOSTT. 

Allowed electricity losses for three consecutive years at the same level for KEDS mean that 

consumers will have higher electricity tariff rates during this period for the difference from 

a standard trend of loss reduction. Losses allowed at variable rates over the two regulatory 

periods of electricity tariffs indicate that for some years consumers will carry a higher 

financial burden on the portion of allowed losses than in some other years.  
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The WSRA approved water losses in different percentages to the seven (7) RWCs for tariff 

purposes without a unique methodology. This resulted in accepting lower loss rated to 

some RWCs and higher to others, in relation to production. This might have a negative 

impact on improving the performance of the RWCs in terms of reducing losses. Approval 

of a smaller number of consumers than the number that can be actually achieved could 

affect the level of approved tariffs, while this can be considered as setting of easily achieved 

objectives for some companies. That is due to the three-year planning practice of WSRA 

while it failed to review the number of consumers on annual basis as an important 

parameter in the tariff setting process.   

The water billed for the untreated bulk water is not calculated properly. This resulted in 

tariffs for this service being not completely accurate, specifically the distribution expenses 

part.  

Water and thermal energy service providers have billed for public services without meters, 

which resulted in consumers being charged for the amount that was not known how much 

was consumed. This was due to the failure of public companies to install meters to all 

consumers.  

Approval of bad debts at a level of 4-5% for electricity and thermal energy services is quite 

high considering that old debts are included in the calculated principal. That is due to 

absence of relevant analysis that would fairly determine the age of receivables and justify 

the actuality of applied bad debt.  

The regulatory offices have not set limits on capital investment execution and regulated 

assets base which could be funded through tariffs; this effected with some companies 

having higher investments along this assets base.  

The service providers failed to execute the capital investments that were approved to be 

made through tariffs which therefore impacted on consumers paying tariffs for investments 

that have not occurred. 

Revenue collection at a higher level than those approved at a level of 20-30% for the entire 

audit period raises the concern that monitoring and control mechanisms are not operational 

in the water sector. Higher revenues than the approved ones in a situation where there is a 

steady increase in accounts receivable raises concerns even more about whether water 

tariffs are being calculated and applied correctly and properly.  

4.3  Capital investments that have a direct impact on tariff settings 

Approval of capital investments for DH ‘Termokosi’ through tariffs at a percentage higher 

than 14% compared to the total of regulated self-financed assets base represents a high 

annual increase percentage of assets base through revenue collection from tariffs of thermal 



ZYRA KOMBËTARE E AUDITIMIT - NACIONALNA KANCELARIJA REVIZIJE  - NATIONAL AUDIT OFFICE  

 

40 

 

energy. This conclusion is made considering the return rate of 8.3% in investments which 

creates sufficient profit to service providers for enhancement of activities.  

Regulatory offices in most of cases, apart from some brief clarifications, have not manage 

to clearly justify and document the financing of capital investments in publicly owned 

enterprises through approved tariffs as well as to relate the current needs for investment 

with strategic plans.  

Different addressing of depreciation expenses among regulatory offices led to inconsistency 

between regulators and differences in calculation of tariffs between different services. The 

ERO has included in the Regulated Assets Basis (RAB) of DH ‘Termokosi’ the value of 

donations for depreciation purposes, which increased the total value and depreciation 

expenses. The depreciation expenses for assets financed by donors or state budget grants 

effected on overestimation of tariff paid by consumers of such services. This increase is even 

more prevalent in DH ‘Termokosi’, whose more than 80% of the assets are funded from 

donations. 

The regulatory offices included in depreciation expenses the assets planned to be executed 

in the following periods which overstates the value of these expenses for tariff purposes 

and at the same time affects the tariff increase. While calculating depreciation expenses for 

assets still not supplied overstates depreciation costs and at the same time affects tariff 

increases. 

The regulatory process during tariff review by not properly considering the purpose of 

depreciation expense to replace old assets and approving the financing of the same through 

tariffs effects on increase of the enterprise’s profit more than the allowed profit rate. This 

increase of the profit also affects with higher tariffs for thermal energy.  

Generating higher profit than the allowed return on assets as approved by ERO for DH 

‘Termokosi’ means that the approved costs for setting tariffs may have been overestimated 

and this directly impacts in higher tariffs. Failure to use generated profit for the increase of 

the new assets base - the equipment with new assets to DH ‘Termokosi’ may affect the loss 

of opportunity for regular expansion of the business, reduction of opportunity to expand 

the asset base with own source funds. 

The approval of different rate of return among regulators in Kosovo (Allowed Profit), 

implies that there is no uniform approach based on proper analysis of sectors which are 

regulated in the country, even though Kosovo applies Euro as sole official currency which 

is considered a low risk currency. The financial sector of electricity, thermal energy and 

water services in Kosovo is not a sophisticated market structure and there is no statistical 

information available on risk premiums, therefore statistical information from other 

countries are used. This statistical information is used in order to serve as a substitute list 

of parameters for determining the rate of return for the electricity, thermal energy and 

water sectors in Kosovo. 
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4.4  Operating costs having a direct impact on tariff setting 

The ERO approved the amount of crude oil, which actually has not been used ever since 

cogeneration started. This led to an irrational increase of costs which is reflected in the 

tariffs of thermal energy. During its annual tariff reviews, ERO has in principle adjusted 

the costs; however, given that this expenditure is calculated annually and has never been 

used, the adjustment effects could not be achieved. The approval of these ongoing 

expenditures in the three consecutive years, which was the focus of our audit, has led to an 

unreasonable increase of thermal energy tariffs. 

The ERO has not established functional mechanisms for overseeing approved costs as the 

staff costs incurred for KOSTT during the first regulatory period were consistently higher 

than approved, while only during 2017 did they exceed by 67%. The reason for higher 

incurred costs than approved ones for a certain category of expenditures may be considered 

due to KOSTT investment in other categories that may have not been implemented 

properly. This impacts on improper tariff application.  

The annual increase of staff costs in the thermal energy sector has an impact on tariff 

increase by more than 1%, increasing the salaries cost participation to about 23% of total 

approved costs. ERO’s justification that the increase of salaries in DH ‘Termokos’ is based 

on public sector pay raise does not correspond to reality as there has been no increase of 

public sector salaries for several years now. This increase of salaried to DH ‘Termokos’ has 

led to increased costs which are reflected in the increase in thermal energy tariffs.  

The planned annual increase by 10% in personal incomes category of costs for the second 

regulatory period (2018-2022) in energy sector without providing a substantiated and 

convincing explanation implies an approval of such increase that is not based on analysis 

which will be directly reflected in the electricity tariffs. 

Inaccurate calculation of inflation rate when setting tariffs based on historical cost may 

cause difficulties in proper and accurate planning for the difference of approved inflation 

rate compared to real inflation. 
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5.  Recommendations    

The regulatory offices must ensure sufficient transparency in tariff setting process, 

undertake the necessary measures and upgrade their analysis; measureable criteria must 

be applied when setting tariffs for electricity, thermal energy and water services, and they 

must be based on realistic and relevant costs. 

The following recommendations are intended to ensure that the responsible entities, 

namely ERO and WSRA, implement effective practices based on sound and functional 

process management for setting tariffs for water, electricity and thermal energy services. 

The Government is hereby recommended to: 

1. In cooperation with relevant institutions, identify consumers that live through social 

assistance, and through the relevant authority to pay expenses for water, electricity 

and heating services. 

2. Determine the bearer of water supply expenses for cult objects and, in cooperation 

with relevant institutions, compensate the expenses.  

3. Ensure lower quota of electricity tariffs are applied to environmentally endangered 

zones in order to remove the unfair burden on residents of this area. 

The regulatory authorities are hereby recommended to: 

1. Exclude from the totals of bad debt the receivables, on behalf of consumers living 

through social assistance and offset by relevant institutions. 

2. Include the fixed tariffs for public utilities in the tariff structure only when 

considered reasonable based on preliminary and well documented analysis. 

3. Ensure a broad participation in public consultations of all stakeholders, in general, 

and citizen while expanding consultations via electronic media, in particular.  

4. Simplify draft reports on Maximum Allowed Revenues published for public 

consultation to make them better understandable by consumers – the general public 

to whom public consultation is dedicated. 

5. Base the approval of service providing companies’ losses on a unique methodology 

in the tariff setting process and base them on documented analysis so that the 

financial burden is spread over the years.  

6. Contain in the level of approved losses incentive mechanisms for performance 

improvement of service providing companies for the purpose of loss reduction.  
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7. Well analyse the approval of capital investment through tariffs aiming at specific 

results on expansion of services, reduction of technical losses. 

8. Particularly consider the distribution costs in calculating costs for bulk treated water 

by the WSRA, in order to set more accurate tariffs. 

9. Calculate the water supply and thermal energy service tariffs based on consumption 

measured through calibrated meters. 

10. Draft regulations which determine the amounts and nature of capital investments 

financed by tariffs and which are eligible and based on analyses taking into account 

the value of the existing assets and the need to increase the asset base. 

11. Approve the level of bad debts of electricity and thermal energy within the tariff 

structure by taking into consideration the participation of bad debt within the 

current receivables.  

12. Approve capital investment through the tariff only in situations where there is a 

clear explanation and when all funding opportunities from accumulated/generated 

profits, financing in old asset from depreciation expenses or other funds in which 

there is access are exhausted. 

13. Enclose relevant evidence that document the investment made and the need for 

those investments, for all the approved costs. 

14. Create clear segregation, by regulatory offices, of assets financed by donations and 

own sources creating norms to what level the own assets can be increased during a 

regulatory process.  

15. Calculate depreciation expenses only at the net value of existing assets which 

operate for generating services and consider them only for maintenance, namely  

replacement of old assets. 

16. Analyse once more the rationale of the decision on approval of capital investments 

through tariffs for construction of the new premises of the Directorate and 

Administration of DH ‘Termokosi’. 

17. Ensure that the profits made by public service providing companies are not higher 

than the approved profits - the allowed return on the regulated asset base. 

18. ERO must ensure that expenditures which have no clear justification and 

applicability in the service delivery process should not be approved. For expenses 

which in the past were attached to tariffs, as it is the case of crude oil in this audit 

which in fact did not occur, the consumers shall be compensated through future 

adjustments at the totals amount they paid for such costs.  
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19. Not approve increases in personnel costs that lack well-reasoned and grounded 

justification that increase service tariffs. 

20. Apply inflation rates, in tariff review process, based on relevant analysis by relevant 

institutions which reflect the inflation rate in country, namely based on 

substantiated clarifications if there are different actions.  
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6. Annexes 

Annex 1. Audit Problem, Criteria, Methodology, Scope and 

Limitations 

Audit problem 

In everyday life we encounter numerous complaints in the media and in various reports 

about the unfairness on the tariffs of delivered services as well as complaints that non-legal 

criteria for the tariffs of services31 have been established. In many cases billing is 

presumptive, bills are not calculated according to the amount of service delivered and cost-

based tariff of service are not fairly calculated while many expenses are linked to the service 

cost without relying on clear criteria and rights32.  

According to an article published in Fakte Plus portal33 in March 2019, the President of the 

Kosovo Chamber of Commerce said that the problems of energy supply and the increase in 

electricity tariff cost are key issues of concern to manufacturing businesses in Kosovo. 

According to a report of “Radio Free Europe”34 by the end of 2017, Kosovo citizens continue 

to express their dissatisfaction about the high electricity tariffs. 

Based on our research, the major problems in all the tariffs set relate to the tariff setting 

applied methodology. This methodology is linked with service costs which are calculated 

based on the expenditures of the service providing companies, including: 

 Capital Investments; 

 Operating costs; 

 Depreciation and amortization of assets (expense); 

 Return on investment. 

The problem indicators listed above lead us to the formulation of audit problem as 

follows: there are indications that the pricing methodology is not properly applied and 

not monitored and controlled by adequate mechanisms as intended. 

  

                                                      

31 http://ero-ks.org/2018/NQ/Komentet%20ne%20Raportin%20Rregullativ_Termokos_INDEP.pdf  
https://insajderi.com/keto-jane-cmimet-per-ngrohjen-qendrore-ne-prishtine/  
https://www.evropaelire.org/a/28427738.html  
https://kallxo.com/shtrenjtohet-uji/ 
32 Pre-study interviews with analysts tariffs ERO and WRC 
33 https://fakteplus.net/oek-bizneset-prodhuese-me-probleme-ne-furnizim-dhe-kosto-te-larte-te-energjise-

elektrike/  
34 https://www.evropaelire.org/a/tarifat-energjise-elektrike-/28762720.html  

http://ero-ks.org/2018/NQ/Komentet%20ne%20Raportin%20Rregullativ_Termokos_INDEP.pdf
https://insajderi.com/keto-jane-cmimet-per-ngrohjen-qendrore-ne-prishtine/
https://www.evropaelire.org/a/28427738.html
https://kallxo.com/shtrenjtohet-uji/
https://fakteplus.net/oek-bizneset-prodhuese-me-probleme-ne-furnizim-dhe-kosto-te-larte-te-energjise-elektrike/
https://fakteplus.net/oek-bizneset-prodhuese-me-probleme-ne-furnizim-dhe-kosto-te-larte-te-energjise-elektrike/
https://www.evropaelire.org/a/tarifat-energjise-elektrike-/28762720.html
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Audit Criteria 

To answer the audit objective, we have made audit questions and sub-questions. The 

criteria used in this audit stem from international auditing standards, best practices and 

applicable legislation in Kosovo. 

Public services tariff setting process design 

 

The tariff setting design should ensure that set tariffs are accurate, fair and transparent. The process 

and design of the tariff setting system for public services should be in full compliance with 

international and local standards, adjusted to the current circumstances of the country, and involve 

in tariff setting all the relevant stakeholders. The clear definition of the roles, rights and 

responsibilities of all the involved parties is of utmost important. Coordination between relevant 

stakeholders should be implemented specifically and effectively. Eventual gaps should be timely 

identified, causes be analysed and appropriate measures be taken. Responsible institutions have 

established a mechanism which ensures effective and overall functioning of the tariffs setting process 

for water and energy public services. 

 

Process ensures sufficient transparency 

 

The tariff setting process should be transparent and involve the users of these services including all 

stakeholders and transparency of subsidy by the Government. Regulations, plans and guidelines for 

tariff setting should be clear, simple and comprehensive to all stakeholders, in line with country's 

basic laws, in line with international standards and best practices. Relevant and coherent tools means 

whether the tariffs setting process meets the expectations of the environment where it operates. 

Currently, the responsibility for public services tariffs setting falls on the regulatory authorities for 

public services. The Publicly Owned Enterprises delivering services should be transparent in terms 

of the tariff components and performance indicator such as network loss, financial performance etc. 

 

Tariff setting methodology ensures accurate and fair tariffs 

 

The tariff setting methodology is determined based on smooth process that is based on sufficient and 

adequate analysis ensuring accuracy and fair tariffs to both service recipients and delivers. The 

methodology for tariff setting should be in accordance with the tariff setting standards, with a clear 

and simple structure understandable by all parties. The specific, measurable and achievable defined 

objectives should be achieved through the tariff. 

 

The service providers should provide reliable and adequate data on costs to be included in tariff 

setting and they shall carry out a performance impact assessment of overall rates in tariff setting. 

They shall clearly reflect what comprises the tariff costs which should also be reflected by regulators 

along with their analysis. The regulators should have set targets and intended norms for performance 
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improvement of service providers which are realistic, achievable and contain incentive targets for 

performance improvement, and are continuously followed up over the entire application process. The 

tariff setting process contains process-related realistic risk analysis; it has in place risk management 

mechanisms, provides for proper tools and mechanisms in addressing gaps, etc. 

 

Regular, comprehensive and harmonised monitor and control means regular and timely monitoring 

of an activity or information on the processes flow along with all relevant stakeholders in tariff setting 

process. Activities are controlled while results are compered as to whether they have been executed 

properly and in accordance with the circumstances. Fully executed reporting is regular and 

comprehensive to all parties involved in the tariff setting process. Monitoring mechanisms ensure 

the results will be clearly and transparently reported and reflected in practice into the service tariffs.  

 

Performance of all parties included in the tariff setting is at a level of ensuring an accurate, fair, 

transparent and timely process. Potential deviations from standards on tariff setting are identified 

and addressed in time to relevant authorities for the purpose of eliminating them. Actions undertaken 

due to identified irregularities, poor performance and potential deviations from plans and targets for 

tariff setting are effective.  

 Audit Methodology 

The audit adjustment in answering specific questions as to whether the process is 

contributing to the fair and accurate tariffs setting is made based on the goal of achieving 

the objectives of this audit. To ensure that the analysis stemming from this audit are aimed 

at achieving adequate audit conclusions, we considered it useful to create a design and 

audit approach that will lead to the identification of possible process shortcomings. 

Our tariff setting audit approach involves a range of techniques to obtain evidence and 

audit assurance such as:  

 Interviewing relevant officials in the ERO, WSRA, RWC, DH Termokos, DH 

Gjakova, and other relevant officials; 

 Analysis of relevant legislation and methodology; 

 Analysis of relevant documents; and 

 Assessment of potential risks to the process. 

In order to have a better view of the activities and results achieved against objectives, the 

team will consider the application of semi-structured interviews with stakeholders. These 

interviews shall be developed with the aim to clarify the process in terms of whether the 

process is being applied in the same way by all the stakeholders of the same field. Another 

assessment shall be done through independent control of available public documents and 

process analysis in order to see whether the process is being properly conducted. The 

regulatory analysis shall be in-depth analysis for the three audited years which involves a 

thorough research of the entire process starting from the call for application for tariffs, 
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application process including public consultations, tariff review with all relevant elements 

and decision-making on tariff setting.  

Audit Scope and Limitations  

This audit includes an assessment of relevant issues for the 2016 - 2018 period for electricity 

and water services tariffs, while as far as the thermal energy tariffs are concerned, it 

includes the heating season 2016-2017 until the end of season 2018-2019. The audit will 

assess the regulatory authorities’ activities subject to public services this audit is focused 

on. In regard to electricity tariffs, the scope will focus only on ERO regulatory authority, 

because KEDS is a private company and there might be access restrictions.  

In regard to thermal energy tariffs, the scope will focus on ERO regulatory authority and 

District Heating (DH) Termokos and DH Gjakova as the only heating companies that 

provide public services. As for the water service tariffs, the scope will focus on the WSRA 

regulatory authority, and when it comes to service providers we will focus on RWC 

Mitrovica because it is the only company that receives subsidies from the Government, 

RWC Hidrodrini – Peja due to low tariff price rates, RWC Hidroregjioni Jugor – Prizren 

because of geographic inclusion and high tariff.  
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Annex 2. System Description and Relevant Stakeholders 

Ministries and other regulatory authorities have a special role in public service policies, 

whilst the application of tariffs is made by Publicly Owned Enterprises. Public services 

regulatory authorities are independent authorities responsible for regulating the operations 

of service providers which ensure the delivery of qualitative, efficient and secure services 

on non-discriminatory basis to all consumers in Kosovo. Potable water is supplied by the 

Regional Water Companies (RWCs), whilst the Water Services Regulatory Authority 

(WSRA) as an independent authority, is responsible for regulating the operations of water 

service providers in Kosovo. The Energy Regulatory Office (ERO) is in charge of regulating 

activities in the Kosovo Energy Sector, including electricity, district heating and gas.  

The Regulatory Offices35 for setting public service tariffs are the main institutions 

responsible for setting public service tariffs. In addition to the basic laws on the relevant 

public services, each of the Regulatory Offices has issued secondary legislation in the form 

of regulations defining the maximum allowed revenues and tariffs for the services 

provided, under the powers allowed by the relevant law and within the tariff review. These 

regulations set out the bases and methodology for calculating the Maximum Allowed 

Revenues and Tariffs and set out the procedures for submitting the application, reviewing, 

adjusting and approving tariffs in the regulated sector in certain public services. 

Shareholder(s) will ask from BoD to prepare and submit to shareholders a detailed report 

in case: 

 The POEs performance deviates from the targets set out in the Business Plan 

approved by the BoD for the relevant financial year;  

 The POEs assets’ value decreases;  

 The level of consumers’ satisfaction concerning the quality of services declines. 

In these cases the shareholder(s) will consider the necessary adjustment measures. The 

POEs Boards should once a year measure the consumers’ satisfaction based on the relevant 

procedures through independent credible organizations. 

In tariff setting process for energy, the Board of Directors (BoD) of ERO is the highest 

decision-making body that reviews and approves the electricity and thermal energy tariffs 

based on analysis made form ERO analysts.  

                                                      

35 Water Services Regulatory Authority (WSRA) and Energy Regulatory Office (ERO) 
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In tariff setting process for water services, the Director of WSRA is the highest decision-

making body that reviews and approves the tariffs based on analysis made form WSRA 

analysts.  

Tariff setting process for water services 

Tariffs should be determined on the basis of revenues generated, sufficient to finance the 

activities of service providers in accordance with current legislation and regulatory 

accounting. The WSRA, as an independent authority, is responsible for setting water service 

tariffs in Kosovo applied by Regional Water Companies (RWCs). The role of the WSRA is 

to ensure the provision of quality, efficient, and secure services on a non-discriminatory 

basis to all consumers in Kosovo, with due regard to environmental and public health 

protection.  

The WSRA is responsible for ensuring that RWCs deliver quality and sustainable services 

at affordable tariffs throughout Kosovo, while ensuring that consumers do not pay more 

than necessary. The Authority should prepare for each periodic tariff review, a package of 

procedures for water service tariffs (Tariff Review Procedures and Regulatory Accounting 

Guidelines). Tariff setting should be done with the participation of: WSRA, RWC, 

Consumer Consultative Committees (CCC), and citizens through public hearings. There 

are seven RWCs in Kosovo and each of them has different tariffs, depending on the nature 

of their operation and certain specifications. 

Before 2009, water supply and wastewater tariffs were determined annually on the basis of 

historical financial data. While since 2009, a three-year tariff review has begun based on 

projections for spending, capital investment, and allowing sufficient return on capital to 

attract investors to this sector. WSRA is entitled to revise - correct the tariffs set for the 

following year during the three-year tariff period, especially in cases where it fails to 

execute approved capital investment projects with own source funding that are calculated 

as tariff costs. Water supply consumers are divided into the following categories:  

 Household consumer - the costumer that uses the services for household needs; 

 Commercial/industrial consumer - the person, legal entity or business organization 

that uses the services for or with relation to the exercise of its industrial or 

commercial activity; 

 Institutional consumer - a government authority, local authority, international 

organization or institution that performs activities of common or public interest and 

which is not registered as a business organization; 
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Process description for potable water price/tariff setting  
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Tariff setting process for electricity  

ERO receives written applications for approval of electricity tariffs based on the approved 

methodology for allowing Maximum Allowed Revenues in the process of electricity tariff 

setting. ERO conducts the Periodic Review for a five-year period, where it approves the 

Maximum Allowed Revenues for the Transmission System Operator-Market Operator 

(TSO/MO-KOSTT), Distribution System Operator DSO-KEDS) and the Universal Service 

Provider (USP-KESCO). In addition to the Periodic Review, ERO also conducts the Regular 

Annual Adjustments process at the end of each relevant tariff year. ERO does this based on 

an assessment of the reasonable costs of providing regulated services. Each year the 

revenues of the licensees (KEDS, KOSTT, KESCO) are determined and they are sent for 

application. These revenues are collected from the supplier and are transferable costs. ERO 

also determines the tariffs meant for the use of KEDS, KOSTT (TSO/MO) network and 

Universal Service Provider (KESCO). In this process, ERO takes the following steps: ensures 

that regulated tariffs for energy activities are reasonable and set on the basis of tariff 

methodologies. This should be done by including the provision of tariffs for transmission 

and distribution systems, adequate to enable the performance of necessary investments in 

the systems so that they can guarantee the investments sustainability. The process of setting 

electricity tariffs begins when the licensed companies submit a written application to ERO 

for approval of the Maximum Allowed Revenues and related tariffs based on their forecasts 

for a regulatory period. ERO verifies all data and, based on their professional judgment, 

determines the allowed revenues and tariffs. The calculation of the maximum allowed 

revenue includes: allowed operating and maintenance costs, allowed depreciation, allowed 

return on assets, cost of network losses and revenue adjusted factor.   

ERO conducts a regular monitoring process based on which it compiles reports on the 

performance of licensed operators. These reports reflect the analyses of billing and 

collection executed; the execution of operating costs, the execution of investments, the 

electricity production and supply, as well as other financial and technical data. Monitoring 

reports are needed to confirm planning, and if there are differences, they will be reflected 

in reviews for the following year. 
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Process description for electricity price/tariff setting  
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Tariff setting process for thermal heating  

The Energy Regulatory Office (ERO) is the responsible institution for setting tariffs for 

district heating, namely thermal energy. ERO receives written applications for the approval 

of maximum allowed revenues and related tariffs from licensed thermal energy enterprises 

together with the documents required to begin the process of setting thermal energy tariffs. 

These tariffs are set on the basis of the preliminary requirements of the district heating POEs 

for a 1-5 year regulatory period. ERO examines all data and information contained in the 

application and, based on professional judgment, it determines the allowed revenues and 

tariffs. The calculation of the maximum allowed revenues includes: allowed operating and 

maintenance costs, allowed depreciation, allowed return on assets, cost of network losses 

and adjusted revenue factor. After the review of all steps, ERO prepares a draft report on 

Maximum Allowed Revenues and notifies the general public that this report has been 

published on its website and all stakeholders have the opportunity to comment by email 

within a three-week period. After receiving the comments, they are analysed and then each 

comment is feed-backed in writing after which a final report on the Maximum Allowed 

Revenues is compiled as well as a short report on tariff setting. Following the analysis of all 

the documentation, the Board issues: 

 The Decision on Maximum Allowed Revenues to which the Maximum Allowed 

Revenue Report is attached; and 

 The Decision on the tariff structure to which the respective tariff setting report is 

attached. 

The decision shall enter into force on the date of its approval by the Board and shall be 

posted on ERO website. Depending on the metering infrastructure put in place, consumers 

should be billed based on metered or unmetered tariffs. Tariffs for thermal energy are set 

for a six-month period commensurate with the district heating service season (15th of 

October – 15th of March) which is not the same with revenues within a fiscal year.  
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Process description for thermal heating price/tariff setting  
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LEGEND:                                                                                                                     Final 
                                                                                                                                  document 

 

Notice on opening 
regulatory review 

Implementation plan and schedule, 
standard forms and the request for data 
and information is attached to notice  
 

ERO prepares a report on MAR and 
conducts Public Consultations  
 

D 

Decision on MAR and heating 
tariff structure 

The service provider submits the request 
(application) 

Comment
s for 
analysis 

Professional staff and Analysts for tariffs 
review applications and prepare the 
initial report 

ERO Board receives initial 
analyses/reports on MAR and reviews 
them  

D 

D 
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Approval 
from ERO 
BoD 

ERO prepares final reports on MAR and 
tariffs 

Start/End Process Decisio
n 

Document D 
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ANNEX 3. Operating data on production of potable water in seven RWCs 2016 - 2018 
R
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P
ri

sh
ti

n
a Produced m3     41,282,430      44,433,884      44,846,198     48,565,560      52,087,383     48,627,812     51,999,576  

Lost m3     20,899,398      19,393,388      23,630,379     23,000,000      29,757,221     24,800,000     30,158,371  

Billed m3     20,383,032      25,040,496      21,215,819     25,565,560      22,330,162     23,827,812     21,841,205  

Consumer No          113,848           110,785           122,403          129,082           127,635          133,426          131,576  

P
ri

z
re

n
i 

Produced m3     17,308,689      21,133,253      17,371,213     20,450,935      17,482,425     17,763,397     17,038,292  

Lost m3     10,010,227      11,680,422      10,025,665     11,246,980      10,115,569       9,500,000       9,690,479  

Billed m3       7,298,462        4,452,831        7,345,548       9,203,955        7,366,856       8,263,397       7,347,813  

Consumer No            42,761             45,639             44,633            47,345             45,997            48,252            48,591  

P
ej

a 

Produced m3     25,559,988      24,722,000      25,563,726     25,226,412      25,659,957     22,615,010     25,366,310  

Lost m3     16,776,858      14,722,250      16,556,768     15,000,000      16,390,122     13,000,000     15,703,602  

Billed m3       8,783,130        9,999,750        9,006,958     10,226,412        9,269,835       9,615,010       9,662,708  

Consumer No            43,199             40,862             45,207            44,567             45,495            46,169            47,516  

M
it

ro
v

ic
a 

Produced m3     23,154,548      22,874,000      25,199,252     22,874,240      27,833,955     20,048,274     28,347,492  

Lost m3     13,884,319      11,501,113      15,703,746     11,354,594      19,135,593     10,023,000     16,794,022  

Billed m3       9,270,229      11,372,887        9,495,506     11,519,646      10,698,362     10,025,274     11,553,470  

Billing 
South 

m3       4,562,790        6,693,387        5,052,184       6,840,146        5,840,894       5,581,952       5,933,263  

Billing 
North 

m3       4,707,439        4,679,500        4,443,322       4,679,500        4,857,468       4,443,322       5,620,207  

Consumer No            26,192             26,108             27,403            28,345             29,929            29,221            31,797  

G
ja

k
o

v
a 

Produced m3     13,721,967      14,466,772      15,247,974     15,053,502      14,981,619     14,994,903     14,992,458  

Lost m3       6,642,820        6,949,548        7,230,107       6,924,610        7,017,591       6,600,000       6,525,047  

Billed m3       7,079,147        7,517,224        8,017,867       8,128,892        7,964,028       8,394,903       8,467,411  

Consumer No            32,935             30,491             34,353            36,278             35,887            36,332            37,406  

G
ji

la
n

i 

Produced m3       7,481,265        7,640,917        7,275,462       7,986,427        7,469,234       7,022,641       7,793,097  

Lost m3       3,905,572        3,526,217        3,816,466       3,634,217        4,134,392       3,100,000       4,443,060  

Billed m3       3,757,693        4,114,700        3,458,996       4,352,210        3,334,842       3,922,641       3,350,037  

Consumer No            23,540             23,746             25,285            27,415             26,378            28,796            27,983  

F
er

iz
a

ji
 

Produced m3       8,535,394        7,713,960        8,232,750       8,000,014        8,705,458       8,365,221       8,464,519  

Lost m3       5,181,472        3,737,000        4,699,450       3,767,000        4,874,666       3,800,085       4,451,818  

Billed m3       3,353,922        3,976,960        3,533,300       4,233,014        3,830,792       4,565,136       4,012,701  

Consumer No            23,575             23,691             28,001            25,856             26,833            31,824            30,161  

S
ek

to
ri

 

Produced m3   137,044,281    142,984,786    143,736,575   148,157,090    154,220,031   139,437,256   154,001,744  

Lost m3     77,300,666      71,509,938      81,662,581     74,927,401      91,425,154     70,823,085     87,766,399  

Billed m3     59,925,615      66,474,848      62,073,994     73,229,689      64,794,877     68,614,171     66,235,345  

Consumer No          306,050           301,322           327,285          338,888           338,154          354,019          355,030  

Source: Reports on the fulfilment of targets of RWCs 2016-2018 
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ANNEX 4. Revenues from tariffs of Regional Water Companies (RWC for the period 2016-2018) 
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2
0

16
 

36,181,301 36,241,445 529,875 3,304,735 615,493 4,450,103 159,103 822,552 59,792 1,041,447 10,184 644,794 37067 692,045 
    
208,796  

            -    

2
0

17
 

39,034,780 38,636,955 3,529,302 15,416,872 1,644,501 20,590,675 1,220,386 4,038,439 101,695 5,360,520 79,139 3,376,162 40881 3,496,182 
    
435,443  

  987,201  

2
0

18
 

39,764,742 39,146,125 3,697,314 15,847,826 1,627,387 21,172,527 853,579 4,009,605 100,543 4,963,727 54,397 3,814,876 43647 3,912,920 
    
334,247  

  580,000  

Total of revenues per 
category 2016-2018 

7,756,491 34,569,433 3,887,381 46,213,305 2,233,068 8,870,596 262,030 11,365,694 143,720 7,835,832 121,595 8,101,147 978,486 1,567,201 

Source: Data collected from audit / verification reports from WSRA for the period from audited Financial Statements 2016-2018 

 

 

 

 

 

 

 

 

 



 

 

Annex 5 – Table 1. Number of consumers billed without metering - May 2019 

RWC  Houses  Apartments  Business Institutions  Total  Comments  

Prishtina 1,613 464 39 - 2,116   

Prizren 1,793 310 100 38 2,241 
Institutions are mainly public 
fountains, springs and their bills 
are paid by municipality.   

Gjakova 37 32  - 69   

Mitrovica 4,101 1,278 182 3 5,564   

Peja 587 651 47 4 1,289   

Gjilan 1,293 655 81 - 2,029   

Ferizaj 341 78 1 - 420   

Total Sector  9,765 3,468 450 45 13,728   

Source: Data of WSRA from RWC inspection reports  

Annex 5 - Table 2. Termokos - Billing by for 2016/17 and 2017/18 seasons 

Heating season Oct  Nov Dec Jan  Feb  March  Apr  Total % 

Billing with metering  
2016/2017 

   
114,390  

  
366,918  

   
431,525  

  
584,444  

  
410,808  

  
301,130  

  
186,112  

  2,395,327  
 

41% 
Billing without 
metering 2016/2017 

   
259,066  

  
566,258  

   
574,351  

  
574,738  

  
551,734  

  
575,892  

  
380,349  

  3,482,388  
 

59% 
Billing with metering  
2017/2018 

   
143,897  

  
356,389  

   
409,233  

  
519,398  

  
433,747  

  
399,623  

  
167,089  

  2,429,376  
 

40% 
Billing without 
metering 2017/2018 

  
293,033  

  
630,720  

  
587,400  

  
605,837  

  
573,592  

  
604,532  

  
317,172  

  3,612,286  
 

60% 

Source: ERO monitoring reports for the seasons 2016/17 & 2017-18 DH Termokos 

 

Annex 5 – Table 3. Comparison of RWC accounts receivables  

Regional Water 
Companies   

RWC accounts receivable  DIFFERENCE  

2015 2016 2017 2018 
Compar. 
2016-2015 

Compar.  
2017-2016 

Compar. 
2018-2017 

Hidroregjioni Jugor  2,938,713 2,999,526 2,901,077  60,813 (98,449) 

Hidrodrini 9,463,857 10,212,614 11,033,331 11,535,186 748,757 820,717 501,855 

RWC Mitrovica  18,833,000 20,474,000 22,396,024  1,641,000 1,922,024 

RWC Prishtina 12,303,740 12,362,911 13,621,326 14,023,536 59,171 1,258,415 402,210 

RWC Gjakova 8,517,015 6,691,596 7,258,597 7,573,121 (1,825,419) 567,001 314,524 

Hidromorava 3,667,862 2,896,269 3,158,596 3,411,872 (771,593) 262,327 253,276 

Bifurkacioni 3,853,845 3,787,717 4,347,956 4,924,206 (66,128) 560,239 576,250 

Source: WSRA data from RWCs monitoring reports  

 

Annex 5 - Table 4. Comparison of billing and collection of DH ‘Termokos’ (2014-2018) 

Year  2014 2015 2016 2017 2018 
Billing  2,321,664 5,815,840 6,142,659 6,412,998 6,502,252 
Collection  1,290,305 4,277,717 5,971,095 6,750,771 6,023,167 

Difference collection minus billing  (1,031,359) (1,538,123) (171,564) 337,773 (479,085) 

Source: Data from DH ‘Termokosi’ 

 

Annex 5 - Table 5 Percentage of collection in billing for period 2016 – 2018 

Year  2016 2017 2018 

Billing   6,142,659 6,412,998 6,502,252 

Collection  5,312,082 5,389,402 5,087,340 

Percentage of collection in billing  86.47% 84.03% 78.23% 

Source: Data from DH ‘Termokosi’ 



 

 

Annex 6. Water service tariffs  

Water service tariffs to household and non-household consumers  2014 2015 2016 2017 2018 2019 
P

ri
sh

ti
n

a 

Household 
Water  0.38 0.39 0.39 0.39 0.42 0.42 

Waste 0.05 0.05 0.05 0.05 0.05 0.05 

Total price 0.43 0.44 0.44 0.44 0.47 0.47 

Non-household 
Water  0.87 0.88 0.88 0.88 0.85 0.76 

Waste 0.11 0.11 0.11 0.11 0.11 0.11 

Total price 0.98 0.99 0.99 0.99 0.96 0.87 

P
ri

z
re

n
i 

Household 
Water  0.36 0.36 0.36 0.36 0.37 0.37 

Waste 0.05 0.06 0.06 0.06 0.07 0.13 

Total price 0.41 0.42 0.42 0.42 0.44 0.5 

Non-household 
Water  0.7 0.69 0.69 0.69 0.67 0.66 

Waste 0.09 0.11 0.11 0.11 0.16 0.29 

Total price 0.79 0.8 0.8 0.8 0.83 0.95 

P
e

ja
 

Household 
Water  0.23 0.24 0.24 0.24 0.25 0.25 

Waste 0.06 0.06 0.06 0.06 0.07 0.07 

Total price 0.29 0.3 0.3 0.3 0.32 0.32 

Non-household 
Water  0.47 0.48 0.48 0.48 0.46 0.45 

Waste 0.13 0.13 0.13 0.13 0.15 0.15 

Total price 0.6 0.61 0.61 0.61 0.61 0.6 

M
it

ro
v

ic
a
 

Household 
Water  0.35 0.36 0.36 0.36 0.36 0.36 

Waste 0.1 0.09 0.09 0.09 0.09 0.09 

Total price 0.45 0.45 0.45 0.45 0.45 0.45 

Non-household 
Water  0.7 0.73 0.73 0.73 0.72 0.64 

Waste 0.26 0.23 0.23 0.23 0.19 0.2 

Total price 0.96 0.96 0.96 0.96 0.91 0.84 

G
ja

k
o

v
a 

Household 
Water  0.36 0.36 0.36 0.36 0.37 0.37 

Waste 0.08 0.09 0.09 0.09 0.1 0.09 

Total price 0.44 0.45 0.45 0.45 0.47 0.46 

Non-household 
Water  0.7 0.71 0.71 0.71 0.67 0.67 

Waste 0.22 0.22 0.22 0.22 0.23 0.21 

Total price 0.92 0.93 0.93 0.93 0.9 0.88 

F
e

ri
za

ji
 

Household 
Water  0.32 0.34 0.34 0.34 0.35 0.35 

Waste 0.13 0.12 0.12 0.12 0.12 0.12 

Total price 0.45 0.46 0.46 0.46 0.47 0.47 

Non-household 
Water  0.64 0.69 0.69 0.69 0.71 0.63 

Waste 0.33 0.29 0.29 0.29 0.25 0.26 

Total price 0.97 0.98 0.98 0.98 0.96 0.89 

G
ji

la
n

i 

Household 
Water  0.33 0.33 0.33 0.33 0.34 0.34 

Waste 0.08 0.08 0.08 0.08 0.08 0.08 

Total price 0.41 0.41 0.41 0.41 0.42 0.42 

Non-household 
Water  0.65 0.65 0.65 0.65 0.69 0.61 

Waste 0.2 0.2 0.2 0.2 0.17 0.17 

Total price 0.85 0.85 0.85 0.85 0.86 0.78 

“Household” consumers tariffs average  
 Water 0.33 0.34 0.34 0.34 0.35 0.35 

Waste 0.08 0.08 0.08 0.08 0.08 0.09 

“Non-household” consumers tariffs average 
 Water 0.68 0.69 0.69 0.69 0.68 0.63 

Waste 0.19 0.18 0.18 0.18 0.18 0.2 

Water and waste tariffs average  
 Household  0.41 0.42 0.42 0.42 0.43 0.44 

N/household 0.87 0.87 0.87 0.87 0.86 0.83 

Source: WSRA Reports and Tariff guidelines on setting tariffs



 

 

ANNEX 7. ERO comments on audit findings  

Findings Agree  

yes/ no 

Comments from the Audited Institution in case of disagreeing  NAO point of view  

Finding 1 

for 3.3.1, p. 30, 
related to the 
investment of 
€ 530,000 for 
the 
directorate 
and 
administratio
n facility  

No 
Specifically the percentage of 8% is incorrect; the capital cost for the investment of 
530 thousand Euros represents only the depreciation component with an average 
annual rate of 2.47% and the return with a return rate of 8.3%. This capital cost in 
annual fees participates with approximately 1%. 

Approval of this capital investment in the amount of 530 thousand Euros is based on 
relevant analysis by allowing this investment for construction of the new facility of 
the Directorate and Administration of DH ‘Termokosi’. It should be emphasized that 
the capital cost for the heating season 2018/2019 for investing in this facility 
represents approximately only 1% of allowed revenues, respectively tariffs. The 
capital cost includes the depreciation component with an average annual rate of 
2.47% and a return on the rate of return of 8.3% as calculated on the investment 
amount (in this case 530,000 €).  

Regarding the process of allowing Investments in the tariff review, in general ERO 

has provided in some cases written explanations but also during interviews with 

the auditor. Thereof, we would like to provide the following brief summary of the 

earlier explanations that were provided in writing: 

As set out in the legislation and the methodology, new investments are included in 
fees in such a way that they are calculated for in the Regulated Asset Base (RAB) as 
a separate component. Any new investment included in the RAB is treated if it is an 
own investment (by loan or by enterprise funds) or donation. This is because the 
RAB serves for depreciation calculation which includes the whole RAB, and also for 
calculation of the Return (which practically represents the profit for the enterprise) 
but only the self-financed RAB (RABf) is calculated for the return. Normally the 
investment values increase the RAB and also the capital costs and therefore during 
the tariff review special care is paid about the assessment of the investment projects 
that should be included in the RAB with special emphasis on the assessment of the 
technical and economic reasoning as well about the benefits of these investments in 
terms of security and reliability of supply, increased service quality, energy 
efficiency - mainly loss reduction, cost efficiency, etc.    

The justification provided by ERO 

is not sufficiently proven. 

Therefore, the finding stands.  

With regard to approval for 

construction of a new facility of the 

Directorate and Administration, 

the ERO has not made/received 

any assessment of the actual 

condition of the existing facility if 

it meets the needs or there is a 

need for a new facility. The 

assessment would include the 

following: useful life (year of 

construction), technical and 

functional condition, the option for 

reconstruction or the necessity for 

construction of a new facility, 

construction of functional annexes, 

or other analysis from subject-

matter experts. Afterwards, it 

would be expected the assessment 

of the depreciation value 

accumulated over years, which are 

allowed costs for tariff purposes in 

order for the enterprise to replace 

its assets. According to basic 

principles of the recorded 

depreciation expenses purpose, the 

depreciation expenses should be 

considered as the first option for 



 

 

In accordance with legal and regulatory requirements, ERO pays attention to 
assessment of the reasonableness and benefits of these new investments which are to 
be included in the RAB and consequently in calculating the depreciation and return. 
Assessment is made based on the various studies, plans and different reports that 
are drafted for these investment projects. It should be noted that during the 
preparation of these documents, ERO, as an involved party, is always consulted and 
provides its inputs. Details of the investment development projects included in the 
tariff reviews and related documents, are the following: 
- Initially, a study supported by the German Development Bank (KfW) 

“Improvement of District Heating in Kosovo” was drafted in 2009-2010, for the 

entire central heating sector (DH Termokos, DH Gjakova and DH Termomit), 

key projects with an impact on sector improvement were identified and 

prioritized respectively the stages of the project development. They are normally 

accompanied by relevant financial and economic analysis (such as “Cost benefit 

analysis”) and technical analysis. This document has served as a basis for further 

development of separate projects.  

- Cogeneration project (supported by KfW) - a full Feasibility Study has been 

drafted for this project: “Improvement of District Heating Phase 2-CHP - Co-

generation of Heating and Electricity.” This study apart from elaborating the 

cogeneration (heat extraction and receiving plants and transport network TPP 

Kosova B - DH Termokos) also contained 2 other sub-components (package 3 

and 4): Rehabilitation of thermal substations and rehabilitation of some segments 

of distribution network. They are elaborated more superficially because they are 

set to develop in subsequent stages, i.e. after the completion of the cogeneration 

project. 

- Package 3 (supported by KfW): Project for Rehabilitation of 50 thermal 

substations - technical specification has been drafted by specifying the 

substations that are undergoing rehabilitation and detailing all needed works to 

be completed and the equipment to be installed respectively. 

- Package 4 (supported by KfW): Project for Rehabilitation of Distribution 

Network - technical specification has been drafted detailing all network 

segments as well as equipment (pipes and fittings) and works that need to be 

undertaken.         

- European Commission Project: Improvement of District Heating System in 

Pristina - a feasibility study has been drafted for this project and it includes 

replacement of old assets to allow 

the business to 

replace/maintain/repair old 

assets. 

We consider that, regardless of the 

fact that the ERO conducts regular 

annual adjustments, their effect on 

the tariffs’ level is low. Based on 

our analysis, these adjustments do 

not have the desired effect on 

regulating the tariffs, as, in the case 

at hand, where the execution 

(spending) did not take place and 

where the spending/costs are 

repeated every year yet not 

executed. 

The depreciation expenses for 

2018/2019 season for tariff 

purposes were approved in the 

amount of around €1.6 million, 

while for the last three years it was 

approved an amount of around 

€4.4 million which, in principle, 

should be the first option for the 

enterprise to consider for 

maintenance, repair and 

replacement of its assets. In case it 

is not possible to fully cover them, 

the next funding source to be 

considered as an option shall be 

through tariffs (or, as ERO calls it, 

‘self-financing).   



 

 

technical and economic-financial assessments for rehabilitation of thermal 

substations, certain network segments, and network expansion and relevant new 

substations.  

KfW has also recently drafted the Master Plan for system development of DH 

Termokos , and DH Termokos has drafted the Long Term Development Plan (10 

years) which has been approved by ERO. These serve as basis for assessment of 

future investment projects - i.e. in future tariff reviews. 

Finding 2 

3.3.3, pp. 32-

33 related to 

profit 

approved 

/allowed in 

the tariff 

reviews and 

generated in 

the Financial 

Statements 

No 
In Chart 7, the profit data (in red) obtained from Audited Financial Statements of DH 
Termokos have taken into account, among other things, grant revenues (in the 
amount of approximately 1.6 million € for 2018, 2017) and this has resulted in the fact 
that the profit value is so large in relation to the return allowed by ERO in the tariff 
reviews presented in the financial statements. As it was explained in the explanatory 
documents which we prepared for the auditor) in determining the return on assets, 
according to the Rule on pricing and methodology, ERO does not include any assets 
invested by donations.  

The following is an illustration of the financial statement of the comprehensive 
incomes from which the reference is made: 

 

The justification provided by ERO 

is not sufficiently proven. 

Therefore, the finding stands.  

This reasoning with reference to 

Financial Statements does not 

stand because in the accrual 

accounting the revenues recorded 

from grants are broken at the same 

value in depreciation expense in 

order to achieve a zero tariff-

related effect. For the period the 

ERO makes reference to, according 

to the audited financial statements, 

the revenues from grants were 

around €1.68 million in 2018, 

namely around €1.63 million in 

2017; the depreciation expenses 

presented in the same financial 

statements are around €2.3 million 

in 2018, same as in 2017 where the 

value of the regulated asset base 

was around €8 million. 

Additionally, the clarification 

(Clarification No. 4) has been 

provided in the same financial 

statement that the depreciation 

expenses were calculated to the 



 

 

 

                                                  Note                            2018                       
2017 

It is clearly noted from the financial statements of the comprehensive income that the 
revenues from grants have been considered, which as we have mentioned above 
have not been treated by the tariff reviews. 

Therefore, this graph should be improved by not taking into account grant revenues 
but only the operational profit, and then the allowed profit will result as being 
approximately the same with allowed return on investment that is approved by ERO.  

Or, 

To clarify that Chart 7 presents the revenues received from grants and not only the 
operational revenues (heating selling and other related services) that are actually 
treated in the tariff review, as it follows: 

“The difference between the allowed profit in the tariff reviews and the generated profit is the 
result of grants revenue in amount of approximately 1.6 million €. If reference is made only 
to Operational Income (from heating selling and other services) then the allowed profit during 
the tariff reviews is approximately the same as the profit generated according to the Financial 
Statements”    

total assets of the company. 

Similarly, in Clarifications 10 and 

14 it is described that this value of 

donations is for fixed assets.  

 



 

 

Finding 3 

for 3.4.1 pp. 

34-35 

regarding the 

operational 

cost for the 

heating oil 

No Regarding the heating oil cost, it should be noted that this permission/approval is 

mandatory because Administrative Instruction UD (MED) no. 022017 obliges having 

some reserve quantities of fuel for a certain period of time. In this sense, ERO is 

obliged to allow these costs in each tariff review. However, during the monitoring of 

the realization, when the non-realization is found, it should be reduced through 

adjustment mechanisms during the next tariff review. This is to ensure that there is 

no tariff impact and that the consumers are not overcharged. Also in the explanatory 

document dated 19.11.2019 are given the necessary explanations, which we 

summarize as follows: 

- Thermal energy generation facilities in the heating plant DH Termokos have not 

been decommissioned, i.e. they are left as reserve capacity to be activated in the 

event of cessation of thermal energy generation by the cogeneration plants in 

TPP Kosova B. For this purpose, a cost for the heating oil quantity, which is 

needed to generate thermal energy from the facilities in the heating plant DH 

Termokos should be recognized. Also the Administrative Instruction on fuel 

reserves issued by MED stipulates that a fuel reserve should be maintained. 
 

- As the determination of allowed revenues and fees becomes 'ex-ante', i.e. based 

on forecasts for a future period, the principle that this cost is recognized/allowed 

for each tariff review to reflect the reserve quantity of fuel – heating is applied. 
 

- We are aware of the fact that this amount of fuel has not been spent because there 

was no need to activate the reserve capacities in the heating plant DH Termokos, 

and therefore we apply the adjustment/coordination mechanism which is in fact 

a correction process between the planning and actual realizations for a tariff 

review period (season) which adjustment is then reflected in the future tariff 

review period. It should be noted that adjustment includes the following 

components: Operational Costs; Depreciation, Return on Regulated Asset Base 

and Revenues (actually billing). 
 

Specifically for the heating oil cost - this cost is adjusted within the operational costs. 

Therefore, non-realization of this cost is ascertained during the monitoring of 

realizations for the relevant period (season), and is included in the overall calculation 

The justification provided by ERO 

is not sufficiently proven. 

Therefore, the finding stands.  

Although no amount of crude oil 

has been used ever since 

cogeneration started, the ERO kept 

increasing the budget for this 

category which have consequently 

affected the tariffs.   

The required quantity for crude oil 

shall, according to the Instruction 

(MED) No. 02-2017, be of 1K tons. 

Based on the accounting records of 

DH “Termokosi” for the purchase 

of crude oil and comparing it with 

the existing stocks, we have 

noticed that the amount of crude 

oil stocks was around 870 tons 

before October 2018, when the 

heating tariffs for 2018/2019 was 

approved. In order to complete the 

stock of 1K ton, it was needed to 

plan only for the difference of 130 

tons of crude oil, but not more than 

500 tons as the tariff charges was in 

the case at hand.   

The justification provided by ERO 

to the adjustments effect is not 

sufficiently proven. Therefore, the 

finding stands. That is considering 

and regardless of the fact that the 

ERO conducts regular annual 



 

 

of the realization of the operational costs. Following are examples from the 

realization monitoring report for the 2017/2018 season and the adjustment which is 

reflected in the following tariff review - season of 2018/2019; tables extracted from 

the reports: 

 Table from the Realization Monitoring Report for 2017/2018 season 

The table reflects, among other operational costs, the 'own generation cost' 
(heating oil cost) allowed (230,000 €) and realization (0 €); the difference is 
included in the overall calculation of the operational costs.  
The table shows that operational costs have been realized at level of 93% 
compared to allowances, respectively the difference between allowances and 
operational costs is 254,840 €.  
 

“Table 17: Operational costs for  2017/2018 season” 

 

 

adjustments, they do not have any 

effect when such planned costs are 

repeated every year. 

Kostot Variabile

Kostoja e energjise termike nga Kogjenerimi 1,072,252   1,032,488     39,764       96%

Kostoja e gjenerimit vetanak 230,000      -                 230,000     0%

Uji i trajtuar dhe Kemikaljet për trajtimin e ujit 110,000      153,293        (43,293)      139%

Energjia elektrike (prodh. & Nënst. Distr.) 450,000      485,243        (35,243)      108%

Kost. e personelit (puna direkte) 786,734      761,422        25,312       97%

Të tjera variabile 274,464      -                 274,464     0%

Total kost. variabile     2,923,450       2,432,446       491,004 83%

Kostot fikse

Materialet, shërbimet 81,270         78,829           2,441          97%

Riparimet e mirëmbajtja 107,670      32,273           75,397       30%

Shpenzimet për administratë 55,000         67,365           (12,365)      122%

Shpenzimet e personelit (te ndryshme nga puna direkte) 642,000      703,447        (61,447)      110%

Kostot e shites dhe tjera administrative 75,000         315,190        (240,190)   420%

Total kostot fikse         960,940       1,197,104     (236,164) 125%

Totali i shpenz. operative     3,884,390       3,629,550       254,840 93%

NQ Termokos Kostot Operative per sezonin 

2017/2018

 Realizuar 

[%]
Diferenca Lejuar Realizuar 



 

 

 Tariff Review Tables  
 
The table below shows the adjustment of each component, including 
operational costs (which also includes change of heating oil cost)   

 

Then the adjustment value reflects in the calculation of the revenue allowed for the 
tariff review for the following 2018/2019 season *, as shown in the table below: 

The table shows that the total value of adjustment (€ 334,513) has been deducted 
from 'Allowances before adjustment', resulting in the final value of 'Maximum 
allowed revenues' for the 2018/2019 season   

Poz.

 Simb/Nr
Përshkrimi Njësia

Lejuar ZRRE Realizuar Diferenca Lejuar ZRRE Realizuar Diferenca

DIF('n-1')

DIF-MAR('n-1') Ndryshimi në të Hyrat e Lejuara Euro 6,319,200      5,968,596      350,604          6,319,200 6,036,808 282,392

DIF-OC('n-1') Ndryshimi në Kostot Operative Euro 3,884,390      3,492,932      391,458          3,884,390 3,629,550 254,840

DIF-D('n-1') Ndryshimi në Zhvlerësimin Vjetor Euro 1,501,414      1,337,546      163,868          1,497,735 1,347,170 150,565

DIF-RET('n-1') Ndryshimi në Kthimin në RABf Euro 566,321          548,022          18,299            585,821 597,342 -11,521

Vaxh Vlera e Axhustimit Euro (223,021)        -111,492

Sezoni 'n-2' - 16/17 

Modeli për Llogaritjen e të Hyrave dhe Tarifave të Energjisë Termike

Axhustimi i të Hyrave Maksimale të Lejuara (MAR)

Vlerësimi i shmangjeve mes planifikimeve dhe realizimeve në sez. 'n-1'

Sezoni 'n-1' - 17/18 



 

 

 

 

Recapitulation: As described above, we consider that the issues raised regarding the 
difference between planning (allowance) and the actual realization, which are 
addressed through the adjustment mechanism, have been sufficiently explained; 
This is in order for all changes to be reflected and corrected in the period under the 

Poz.

 Simb/Nr
Përshkrimi Njësia

Lejuar ZRRE Realizuar Lejuar ZRRE Realizuar Propoz. Nd. ET Lejuar ZRRE

MAR
OC Total Kostot Operative Euro 3,884,390         3,492,932         3,884,390         3,629,550         5,054,836         4,353,091         

Subs Subvencionet për operim (p.sh. L.djegëse) Euro -                     -                     -                     -                     -                     -                     

AOC Kostot Operative të Lejuara Euro 3,884,390         3,492,932         3,884,390         3,629,550         5,054,836         4,353,091         

OCv(Sh) Pjesëmarrja e OCv në Total OC % 56.26% 48.41% 56.26% 46.65% 45.83% 59.64%

OCf(Sh) Pjesëmarrja e OCf në Total OC % 43.74% 51.59% 43.74% 53.35% 54.17% 40.36%

D Zhvlerësimi Vjetor Euro 1,501,414         1,337,546         1,497,735         1,347,170         1,559,377         1,559,377         

RET Kthimi në RABf Euro 566,321            548,022            585,821            597,342            778,554            778,554            

DL Kostoja e Humbjeve në Rrjet Euro 367,361            215,237            367,361            178,055            269,869            263,465            

MAR(pa.Axh.) Të Hyrat Maksimale të Lejuara (para axhust.) Euro 6,319,486         5,593,737         6,335,307         5,752,117         7,662,637         6,954,486         

Axh Vlera e Axhustimit (+/-) Euro (223,021)           (223,021)           (111,492)           (111,492)           (334,513)           (334,513)           

MAR Të Hyrat Maksimale të Lejuara Euro 6,096,465         5,370,716         6,223,815         5,640,625         7,216,632         6,619,973         

Sezoni 'n-2' - 16/17 

Të Hyrat Maksimale të Lejuara (MAR)
Shqyrt. Tarifor - Planifikimet

 sezoni 'n' - 18/19

Të Hyrat Maksimale të Lejuara 

Modeli për Llogaritjen e të Hyrave dhe Tarifave të Energjisë Termike

Sezoni 'n-1' - 17/18 



 

 

following review and thus not to harm either the customers (from over-
planning/over-allowance) or the enterprise (from under-planning/under-
permitting). 

3.2.1 

 

No 
The auditor's finding: 
 
“The lack of motivational mechanisms to reduce losses impacts the performance 
improvement and may therefore result in higher tariffs. Approval of the level of losses lower 
than the actual losses shown in Chart 5 for 2013, 2015 and 2017 has an impact on higher 
tariffs. ” 
 
Comment 1: 
The auditor in the heading of finding 3.2.1 found that technical and commercial 
energy losses were not appropriately applied in tariffs. In this finding he did not 
argue which of the provisions of the Revenue Calculation Rules that include loss 
costs were not "appropriately applied" or what are the best practices for applying 
this component when setting tariffs so that this finding can be improved by the 
regulator during future tariff reviews. 
The legal basis related to the component of loss during the calculation of the 
revenues respectively tariffs has been presented as follows. Please concretely 
specify which of the following provisions has not been “appropriately applied” ?:  
 
Distribution Losses – DSO Revenue Rule 
Article 12: Allowed costs of losses  
 
1 The allowed cost of losses shall be the forecast cost of losses to be recovered from 
the DSO to compensate for losses on the Distribution System, calculated using the 
Loss Allowance which shall be set at Periodic Reviews.  
2 Distribution System Operator and Closed Distribution System Operator are 
market participants only for purchase of electricity for recovering the losses in the 
distribution network; as well as sale and purchase of balancing energy: Distribution 
System Operator shall provide the electricity for recovering the losses in the 
distribution network as well as for ancillary services in the distribution network, in 
accordance with principles of electricity market, transparency and non-
discrimination.  
3 Maximum Allowed Revenues shall be adjusted for changes in allowed cost of 
distribution losses at each Regular Adjustment, as per the formulae given in 
Schedule 1. This adjustment shall:   

The comment provided by ERO is 
rather a clarification on the 
situation established by the 
auditor. It does not provide any 
evidence showing that the 
situation is different from the one 
presented in the audit report. 
Therefore, the finding stands.  

 



 

 

3.1 Return under or over-recovered allowed costs of losses during the Relevant 
Year, taking into account the allowed level of losses, realized capacity of electricity 
entry into distribution network, in accordance with actual reasonable price as 
determined by the competitive market for purchase of losses;  
3.2 Share the difference between the allowed cost of losses and the actual cost of 
losses incurred during the Relevant Year, based on the Loss Sharing Factor which 
shall be set at Periodic Reviews; and 
3.3 Update the forecast allowed cost of losses for the forthcoming Relevant Year, 
based on the forecast of costs, according to the referent price in the electricity 
market, used for calculation of the cost of losses.   
4 In setting the Loss Allowance the Regulator shall take into account:  
4.1 the analysis of losses in the distribution system in annual basis, including the 
evaluation of technical losses and unauthorized consumption of electricity and 
progress in implementation of measures for reduction of losses;  
4.2 preparation, within the actual year, of distribution losses annual plan for the 
following year and submission for approval at the Regulator. The annual plan of 
losses includes the evaluation of technical losses and unauthorized consumption of 
electricity;  
4.3 any expected loss reduction that may reasonably be expected to be obtained 
based on the Allowed Investment Plan during the Regulatory Period; and 
4.4 The level of Distribution Losses in comparable distribution systems in countries 
elsewhere in Europe, taking account of the similarities between the electricity 
industry in those countries and that of Kosovo.  
5 The Loss Allowance and Loss Sharing Factor shall be sufficient to encourage the 
DSO to reduce Distribution Losses but not impose costs on the DSO such that its 
financial position is threatened.  
6 The loss sharing factor in a percentage rate determines the amount of surplus or 
deficiency of allowed losses is retained by DSO.  
7 The methodology used for measuring the outturn level of Distribution Losses can 
be changed by the mutual agreement of the Regulator and the DSO. In such cases, 
the Loss Allowance shall be adjusted to be consistent with the changed 
methodology, so as to leave the level of loss reductions (expressed in percentage 
points) expected over the Regulatory Period unchanged. 
 
Annex 1: 
2.4    The Loss allowance cost  (LSSCt) will be calculated during regular 
adjustments by this formula:  



 

 

LSSCt = LSSAt * REUEt * RWMPt + (LSSCat-1 – LSSCft-1) * (1+ It)+ (LSSCat-1 – 
LSACt-1)*LSSFt  
Where:  
LSSCt  Allowed cost of losses in Relevant Year t     
LSSAt  The Loss Allowance, which is a percentage of energy entering the 
Distribution System, in Relevant Year t  
REUEt   The energy units (in MWh) entering the Distribution System in Relevant 
Year t 
RWMPt The referent wholesale market electricity price t (in €/MWh) in Relevant 
Year t   
LSSCat-1 The actual allowed cost of losses in Relevant Year t-1 (calculated using the 
Loss Allowance”)  
LSSCft-1 The forecast cost of losses in Relevant Year t-1 (calculated using the Loss 
Allowance”)  
It The interest rate for the Relevant Year t calculated based on EURIBOR plus S%, 
where S is a value to be determined by the Regulator at Regular or Periodic 
Reviews and which reflects the premium payable by the licensee for short-term 
loans above the EURIBOR rate 
LSACt-1 Cost of losses actually incurred by the DSO in purchasing energy as 
compensation for energy lost on the Distribution System in Relevant Year t-1 (not 
calculated using the Loss Allowance  
LSSFt  The Loss Sharing Factor in Relevant Year t, which is set at Periodic 
Reviews”) 
 
Losses in the transmission network – Rule on TSO revenues 
 
Article 13 Allowed cost of losses 
 
 
1 The allowed cost of losses shall be the forecast cost of losses to be recovered by TSO 
to compensate for losses on the Transmission System, calculated using the Loss 
Allowance which shall be set at Periodic Reviews.   
2 Transmission System Operator is a market participant only for purchase of 
electricity for recovering the losses in the transmission network; as well as sale and 
purchase of balancing energy.  
3 Transmission System Operator shall provide the electricity for recovering the losses 
in the transmission network, balancing the system and ancillary services in the 



 

 

transmission network, in accordance with principles of electricity market, 
transparency and non-discrimination;  
4 Maximum Allowed Revenues shall be adjusted for changes in allowed cost of 
losses at each Regular Adjustment, as per the formulae given in Schedule 1. This 
adjustment shall:   
4.1 Return under or over-recovered allowed costs of losses during the Relevant Year, 
taking into account the allowed level of losses, realized capacity of electricity entry 
into transmission network, in accordance with actual reasonable price as determined 
by the competitive market for purchase of losses;  
4.2 Share the difference between the allowed cost of losses and the actual cost of 
losses in a relevant year, based on the Loss Sharing Factor which shall be set at 
Periodic Reviews; and  
4.3 Update the forecast allowed cost of losses for the forthcoming Relevant Year, 
based on the forecast of costs according to the referent price in the electricity market, 
used for calculation of the cost of losses.   
5 In setting the Loss Allowance the Regulator shall take into account:  
5.1 the analysis of losses in the transmission system in annual basis, including the 
evaluation of technical losses and unauthorized consumption of electricity and 
progress in implementation of measures for reduction of losses;  
5.2 preparation, within the actual year, of distribution losses annual plan for the 
following year and submission for approval at the Regulator. The annual plan of 
losses includes the evaluation of technical losses and unauthorized consumption of 
electricity;  
5.3 Any expected loss reduction that may expected to occur as a result of the 
approved investment plan; and 
5.4 The level of Transmission Losses in comparable Transmission Systems in 
countries elsewhere in Europe, taking account of the similarities between the 
electricity industry in those countries and that of Kosovo.  
6 The Loss Allowance and Loss Sharing Factor shall be sufficient to encourage the 
TSO to reduce Transmission Losses but not impose costs on the TSO such that its 
financial position is threatened.  
7 The loss sharing factor in a percentage rate determines the amount of surplus or 
deficiency of allowed losses is retained by TSO.  
8 The methodology used for measuring the outturn level of Transmission Losses can 
be changed by the mutual agreement of the Regulator and the TSO. In such cases, 
the Loss Allowance shall be adjusted to be consistent with the changed methodology, 



 

 

so as to leave the absolute level of loss reductions (expressed in percentage points) 
expected over the Regulatory Period unchanged.  
9 Losses in the North of Kosovo shall be incorporated in Transmission Tariffs, for a 
period of time, until political barriers are removed. 
 
 
Annex 1: 
 
2.4 The allowed cost of losses (LSSCt) will be calculated during regular adjustments 
based on the following formula:  
LSSCt = LSSCAt *REUE t *RWMP+(LSSCat-1 – LSACft-1) * (1+ It) + (LSSCat-1 – 
LSAC t-1)* LSSFt  
Where:  
LSSCt Allowed cost of losses in Relevant Year t 
LSSAt Loss Allowance, which is a percentage of energy entering the Transmission 
System, in Relevant Year t 
REUEt The energy units (in MWh) entering the Transmission System in Relevant 
Year t 
RWMP The referent wholesale market electricity price (in €/MWh) in Relevant Year 
t 
LSSCat-1 The actual allowed cost of losses in Relevant Year t-1 (calculated using the 
Loss Allowance) 
LSSCft-1 The forecast cost of losses in Relevant Year t-1 (calculated using the Loss 
Allowance)  
It The interest rate for the Relevant Year t calculated based on EURIBOR plus S%, 
where S is a value to be determined by the Regulator at regular or Periodic Reviews 
and which reflects the premium payable by the licensee for short-term loans above 
the EURIBOR rate 
LSACt-1 Cost of losses actually incurred by the TSO in purchasing energy as 
compensation for energy lost on the Transmission System in Relevant Year t-1 (not 
calculated using the Loss Allowance 
LSSFt The Loss Sharing Factor in Relevant Year t, which is set at Periodic Reviews”). 
 
Commentary  2: 
At the same finding the auditor has pointed out: “Lack of motivational mechanisms to 
reduce losses affects performance improvement and may therefore result in higher tariffs.” 
It should be kept in mind that this is not the case when setting electricity tariffs. 
Loss targets have a driving factor for loss reduction, and the loss reduction curve 



 

 

for the regulatory period takes into account annual loss reduction targets. In this 
sense, the necessary investments to achieve such targets for reducing losses were 
allowed. 
 
 
 

3.2.4 No 
It should be kept in mind that the collection of KESCO's debts also includes the collection 
of KEK's debts, thus artificially was increased collection. Actually, KESCO's bad debts 
are higher than the 4% allowed by ERO. The level of debt over the years has been 
presented to the auditor. 
Bad debt is a tariff component, and its level is determined during tariff reviews. This 
entry indicator is defined to the extent that it is reasonable for the company. Such a level 
is set to take account of the level achieved and by encouraging enterprises to be more 
efficient in debt collection. 

 

The comment provided by ERO is 
rather a clarification on the 
situation established by the 
auditor. It does not provide any 
evidence showing that the 
situation is different from the one 
presented in the audit report. 
Therefore, the finding stands.  

The auditors tried to divide the 
debts by age or otherwise, and 
understand as how and when are 
debts classified, however, in 
absence of data in the ERO it was 
impossible to deliver such 
classification.  

Until the time of audit, namely the 
meeting with ERO on 15/11/2019, 
the regulatory office had not been 
familiar in regard to the age of 
debts being used as basis for 
setting the value of bad debts. 
Additionally, to that date the ERO 
did not present any requirement a 
debt must meet to classify it as a 
bad debt (for tariff purposes).  

 

3.4.1 No In assessing/permitting the level of opex, ERO has taken into account the transmission 
network topology and standards/practices regarding the required level of opex in 
accordance with the structure of the transmission network. ERO conducts regular 

The comment provided by ERO is 
rather a clarification on the 
situation established by the 



 

 

monitoring of licensed companies. In this sense it has given remarks on the level of 
realization of OPEX compared to the permissible level that was ascertained during the 
monitoring process. 

As the level of maintenance costs incurred during PRR1 has been underutilized, the 
regulator has changed the rule to PRR2 to take into account differences between the 
permitted and implemented level and for these differences will be compensated 
customers. 

 

auditor. It does not provide any 
evidence showing that the 
situation is different from the one 
presented in the audit report. 
Therefore, the finding stands. 



 

 

ANNEX 8. Letter of Confirmation  

 

 

 



 

 

 
 

 

 

 



 

 

 
 

 

 

 



 

 

 
 

 


