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Quarterly Report

1 CHIEF OF PARTY REPORT

The highlights of the quarter activities include the launch of the Brezavica mountain resort
concession project, Route 6 motorway feasibility project and the dedicated assistance to the
Deputy Prime Minister/Minister of Trade and Industry in implementing the government’s
Economic Development Vision and Action Plan (EDVAP). While these projects are in their
initial stage, the project team achieved excellent progress in the planning and feasibility of the
two concessions and organization of the EDVAP initiative.

Within the fiscal agenda, the Assembly approved the Kosovo Consolidated Budget consistent
with agreement reached between the government and the IMF. The 2011 Budget execution
was also consistent with the IMF fiscal measures meaning the government is on track to rejoin
the IMF Stand-by arrangement following the next assessment mission in February.

Training in Municipality financial statements and follow up on the implementation of the 2010
Audit reports continued with excellent coordination and cooperation between Treasury and the
Auditor General’s Office.

Within Public Private Partnerships (PPP), the Pristina underground car parking request for
proposals was launched to four short listed bidders. The Peja urban transport project was also
tendered to a short list of three bidders and substantial progress was made on the development
of common guidelines and extensive training materials on all aspects of PPP that will be
delivered through the Kosovo Institute of Public Administration (KIPA).

The Government for the Ministry of Finance approved a new organization structure, reforming
the macro-economic department into the Macro and Public Policy Department (consistent with
an EDVAP recommendation), also converting the Information Technology and PPP units into
departments and modernizing their structures.

The six municipal PEFA assessments were concluded in the quarter and the final reports are
being prepared for PEFA Secretariat review in Washington. Action Plans were also finalized for
the initial five municipal PEFAs.

A review of the Property Tax department was conducted in the quarter, finding very positive
progress in the implementation of the modern IT system, but capacity in staff to assist municipal
collectors, and within the municipalities themselves, was lacking. Continued active support to
the municipalities in their collection efforts should yield positive results.

2 CROSS-CUTTING THEMES

New legislation governing PPP has been promulgated which will aid clarity and transparency.
Training material was also developed to cover all aspects of PPP for delivery through the
Kosovo Institute of Public Administration to the public sector, to enhance understanding
particularly of risk transfer and aid transparency. Planning is underway for the Brezavica
mountain resort project to maximize transparency in the forthcoming tender for a developer.

Administrative: International advisors, Scott Frisby (Brezavica, resident), Nineke Uli (Route 6
Motorway, resident), Alexei Alexsishvile (EDVAP, short term), Kirk Adams (Brezavica, short
term), Peter Fane and Bruce Reid (Budget, short term), joined the team during the quarter. Neli
Baeva (IT) and Peter Fane concluded their project by the end of the quarter.
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2.1 REPORTS AGAINST RESULT AREAS

2.2 OBJECTIVE 1

Support private sector participation through Public-Private-Partnerships and through support to
the Privatization Agency of Kosovo

A — Public-Private-Partnerships: Strengthen the ability and capacity of central and local
institutions to identify, develop and implement Public-Private-Partnership (PPP) projects
as an important private sector funding mechanism for meeting Kosovo's public
infrastructure investment priorities.

PROGRESS/SUCCESS AGAINST THE WORK PLAN

The Public-Private-Partnership component team continued to make progress against the work
plan during the reporting period:

Framework Strengthening: To strengthen the PPP program, GFSI advisors worked on multiple
fronts to strengthen the legal, institutional and policy framework for PPPs. A new PPP Law,
prepared with the assistance of GFSI advisors, entered into force in November 2011. The new
PPP Law improves the previous law by removing legal ambiguities which became apparent
during the implementation of the airport project. It also streamlines procedures and clarifies the
relationship between the PPP law and relevant sector laws, such as legislation on publicly-
owned enterprises, state aid, public debt and public financial management and accountability.

As part of the framework strengthening, GFSI is currently developing PPP Guidelines that will
be used by the PPP Department within the Ministry of Finance (MoF), the line ministries,
municipalities (when acting as contracting authorities) and ultimately private sector investors,
operators and technical/transaction advisors.

GFSI advisors also worked on the PPP Guidelines, which will be made up of four sections
(phases) that cover all areas from project identification to project management. The following
outlines the accomplishments for this quarter.

o Completed the drafts of Phase 1 (PPP Pre-Feasibility Study) & Phase 2 (PPP Feasibility
Study, Draft PPP Contract & Draft PPP Tender Docs) of the PPP Guidelines Manual.
The two phases which were reviewed and accepted by the PPP Department are
currently being translated and will be tested for comprehension selected line ministries
and municipalities.

e Completed preliminary draft of Phase 3 (PPP Tender Implementation) of the PPP
Guidelines Manual.

e Designed key principles of the PPP Training Program which are based on PPP
Guidelines Manual. (see training below)

¢ Organized plan for selection and drafting of relevant Kosovo and regional PPP case
illustrations & examples for each PPP procedure in the Guidelines Manual.

It is anticipated that the Guidelines will be completed in the next quarter.

Transaction Support: Through the last quarter, the GFSI Team provided support to several
municipalities in developing their PPP projects, as summarized below:

¢ Request for Proposals (RfP) (including 20-year BOT concession contracts) on the three
Pristina Public Underground Parking projects, with a value of between €2 and €7 million
each, were issued to four shortlisted companies that qualified through the Request for
Quialifications (RfQ) process. All four shortlisted bidders submitted proposals on the
largest underground parking project (University of Kosovo) and two of the bidders
submitted proposals on each of the two smaller projects (Municipal Building and Grand
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Hotel). Based on discussions with representatives of the Municipalities Project
Management Unit, it is anticipated that the concession contract on the largest facility
(University of Kosovo) will be awarded in the next quarter. The municipality has
expressed concern on the quality of the proposals submitted on the two smaller facilities
and anticipates reissuing an RfQ and RfP to a considerably larger potential investor
base in the next quarter. In light of political strain and the question of jurisdiction
between the Central and Pristina Municipal governments, the Municipality had issued
the RfQ to a limited number of potential underground parking Kosovo based construction
and operating companies.

¢ Following the approval of the Peja Urban Bus project by the PPP-ISC and the Municipal
Assembly in September, the Peja Municipality issued an RfQ. Qualifications were
submitted by three private sector parties that included two Pristina based companies and
one bank. Review of qualifications and the short listing of private sector services
providers is expected at the end of this quarter or the beginning of the next quarter. The
selection of the qualified bidders will be followed by the issuance of the RfP and 10 year
concession contract to the shortlisted companies. Contract award is expected in the
next quarter.

e Although the vote on the Suhareka Municipality 10-year solid waste collection and
sorting concession project was postponed by the PPP-ISC, the Municipality’s project
was automatically approved, per PPP Directive 3, upon the elapse of the 30-day period
following the filing of the project package, which includes the RfQ, RfP, draft concession
contract and feasibility study, with the PPP-Unit. Even though the project is approved,
the Mayor of Suhareka has asked that the project be resubmitted for vote by the PPP-
ISC at their next meeting.

e GFSI is assisting the Municipality of Pristina in recruiting transaction advisor for an
institutional and/or contractual PPP of the Pristina bus system. The GFSI team provided
a request for Expressions of Interest (RfEOI) and the terms of reference for the
transaction advisor to the Municipality. It is anticipated that the RfEOI will be issued in
the next quarter.

PPP_Contract Governance and Oversight: The GFSI Team assisted the PPP Unit in preparing
the following documents in compliance with local legal norms and international best practices:

e PPP-ISC Directive on the Negotiation of PPP Agreements;

e Memorandum of Understanding with the Kosovo Institute of Public Administration (KIPA)
on training activities with respect to PPP.

Training: The PPP Department, with the support of GFSI advisors, are finalizing a formal
relationship with the Kosovo Institute of Public Administration (KIPA) to develop a sustainable
institutional PPP training program that will focus on civil servants and private sector participants
engaged in potential PPP activities. In addition to supporting curriculum development, GFSI
advisors will develop PPP training modules based on the PPP Guidelines described above.
GFSI will also assist in the hiring and training of trainers.

Over the last year, 608 government (municipal and central) and private sector participants have
received targeted training designed for specific aspects of PPPs (some participants may have
been repeat participants on different PPP topics).

ISSUES/OBSTACLES

Although municipal and central government responsibilities are clearly set forth by law, mistrust
and misunderstanding of each other continues to exist at both levels of government. This
condition has resulted in the delay of one PPP project (Suhareka solid waste) and in a less than
optimal marketing of the Pristina Underground Parking projects to potential investors,
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construction companies and operators. The support of senior central and municipal government
management will be required to overcome this climate of mistrust.

The Transaction Advisors (IFC) on the Central Government landfill project have been asked to
cease work by the Ministry of Environment and Spatial Planning (contracting authority), pending
the development of national solid waste policy. Based on outstanding studies, the Pristina
landfill is in critical need of capital investment.

Lack of clarity for the issuance of Environmental Permits and a lack of a clear policy delineating
economic development and environmental protection goals are likely to result in delays for the
development and implementation of PPP projects and other capital project.

A PMU for the Pristina International Airport concession has still not been established, more than
year late. The PPP Unit is finally preparing the documentation required to procure PMU
services. The PPP-ISC appointed the PPP Unit as the interim PIA PMU. It should be noted that
an independent engineer has been hired to oversee the construction of the new PIA.

COORDINATION

GFSI coordinated activities with the European Commission and European Commission Liaison
Office, and the following USAID funded projects BEEP, SEAD and DEMI.

B — Privatization: Targeted technical assistance to the Privatization Agency of Kosovo
(PAK) will be provided with the intention of bringing the liquidation of the more than 600
privatized SOEs to timely closure, putting the nearly €440 million of privatization
proceeds currently held in trust and invested outside Kosovo to work in the Kosovo
economy.

PROGRESS/SUCCESS AGAINST THE WORK PLAN

In the quarter, the Project provided on-going assistance to the PAK leadership - in particular the
Chairman of the Board, the Managing Director, and the Chief Lawyer — in understanding and
beginning to implement the three new pieces of legislation adopted by the Assembly in
September. Revisions to the operational policies of the PAK required by the new legislation
were drafted by PAK consultants and reviewed and commented on by the project.

At the request of the Chairman and the Managing Director, the project began reviewing and
developing legal briefs on many of the recurring legal issues that PAK lawyers have to deal with,
in particular focusing on how the new legislation provides an opportunity for PAK to re-open
some of the more questionable decisions previously issued by the Special Chamber, and also
focusing on developing the basic legal arguments that PAK should employ to rebut arguments
that are likely to be raised by private claimants. Several of these arguments require strong
familiarity with the historical legislation of Yugoslavia and Serbia on a number of key issues
(e.g., socially owned property, associated labor, privatization, expropriation, transformation,
currency devaluation, creation of funds to act as custodians of shares), and the project began
researching and drafting a detailed review of these pieces of legislation.

The project also provided input to a new procedural time line chart, which graphically shows —
when compared with the old procedural time line chart - the substantial time savings that the
new legislation enables when liquidating SOE’s.

Finally, the project provided legal advice to the PAK and the MOF on the new provisions of the
PAK law that require PAK to transfer certain “surplus” funds from the trust funds to the Kosovo
Consolidated Fund. The project also provided advice to the PAK with respect to the provisions
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that authorize PAK to transfer a small percentage from the trust funds into a new dedicated
revenue account of the PAK, in order to compensate PAK for the costs it incurs in administering
SOEs (normal practice in Europe, the US and elsewhere). This new “dedicated revenue”
provision will not only assist PAK to become self-funded, it will also provide PAK with the
resources needed to engage a team of outside international professionals to assist PAK
implement the new legislation. In December, the PAK published its first tender soliciting
proposals from outside contractors for this assistance.

ISSUES/OBSTACLES

As noted in the previous quarterly report, substantial “capacity” issues continue to affect PAK’s
ability to operate professionally and efficiently. PAK currently lacks sufficiently qualified
professionals (legal and insolvency) to implement the new legislation effectively. The new PAK
Law and the new Reorganization Law have clearly anticipated this issue and require PAK to
procure the services of outside professionals: (1) to take over the leading role (from the ICO) of
each of the five regional liquidation committees; (2) to organize and review the thousands of
claims that have been received by PAK; (3) to provide leadership in PAK'’s litigation of claims
before the Special Chamber; (4) to represent Trepca before the Special Chamber and to
develop and advocate a plan of reorganization; and (5) to provide other expert advice to PAK as
needed.

Coordination

The Project closely coordinated its assistance during the quarter with the senior management of
PAK, and the team leader of the ECLO project at PAK providing liquidation assistance.

2.3 OBJECTIVE 2

A — Fiscal Stewardship: Build professionalism and expertise in sound public financial
management in municipalities so that they become institutions capable of autonomously
and efficiently stimulating local economic development while providing a high standard
of public services.

PROGRESS/SUCCESS AGAINST THE WORK PLAN

The Municipal PFM component continued to make progress against the work plan during the
quarter:

Local Government PEFA Self-Assessment: In this reporting period project team concluded the
work and field visits for PEFA assessment indicators in six Municipalities (Gjilan, Ferizaj,
Gjakova, Peja, Istog and Novo Berdo) that are part of the second round of PEFA municipality
assessments. Individual assessment draft reports (for each municipality) are ready for final
review by municipal counterparts and PEFA Secretariat - the beginning of next reporting period..
The assessment of PEFA indicators in six municipalities marked a successful cooperation of
GFSI dedicated team ,municipality advisors, as well as donor organizations such as DFID,
which provided two additional short term advisors throughout the process

The GFSI Team also conducted a series of meetings and consultations with key stakeholders in
the PFM area, to solicit input into the assessment process. Engaged parties included MoF
Treasury Department, MoF Property Tax Department, Procurement Review Body, The Office of
Auditor General, Ministry of Public Administration, and EU-PIP project under the EU Support to
Improving the Quality of Public Investments in Kosovo and Preparing the Ground for EU
Funding, .
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Local Government PFM Reform Action Plan: During this reporting period, GFSI team
incorporated comments from all relevant parties in the first draft of Municipal PFM Reform
Action Plan presented in the previous reporting period. The most relevant input came from
municipality counterparts who were part of first round of PEFA assessment. The Municipal PFM
Reform Action Plan intends to address weaknesses in public finance management revealed by
the assessments, while taking into consideration the National Government PFM Reform Action
Plan produced in 2009.

During this period GFSI dedicated resources to work with these five municipalities and their
dedicated teams appointed by respective mayors in the following areas: (i) Developing
individual action plans for all municipalities, derived from original general Municipal PFM Reform
action plan finalized during this reporting period, and (ii) Coordinating and monitoring the
implementation of given recommendations with individual municipalities according to given
schedule.

An official kick-off event for the Implementation of Municipal PFM Reform Action plan is
scheduled for the beginning of next reporting period.

Municipal MTEF: In anticipation of the 2013 budget cycle, the GFSI Team plans to start
coordination with the Municipal Budget Department in MoF during the next reporting period, in
light of MTEF preparation process and assistance to the Department and municipalities.

ISSUES/OBSTACLES

GFSl team did not encounter any major obstacles in implementing project activities during this
quarter. The cooperation with six PEFA counterpart municipalities was excellent and activities
progressed in accordance with the work plan. Municipal management and staff deserve credit
for their engagement, enthusiasm, and professional contributions.

COORDINATION

The GFSI dialog with other donors included EU Twinning project and DFID project supporting
the decentralization of social services. GFSI advisors contributed to a presentation, for the first
Sub National PEFA experience in Kosovo, at the annual Conference on Social Services
organized by Ministry of Labor and Social Policy with the support from Kosovo Social Services
Decentralization project (DFID). In addition, GFSI team shared MTEF plans for 2013 budget
cycle with DFID short term advisor who will be working in the social service MTEF area. Future
coordination between two projects is expected.

B - Assist the Office of the Auditor General (OAG) so that their ability to review and
assess the fiscal operations of the municipalities is strengthened and made more timely
and effective.

PROGRESS/SUCCESS AGAINST THE WORK PLAN

GFSI advisors participated in the drafting of a Financial Rule on preparation of Interim Nine-
Months Reports by budget organizations. It provides an opportunity for an interim audit of
municipality accounts in order to prepare them for the final audit of financial statements.

The GFSI team drafted the end-year Financial Rule on the preparation of financial statements.
The draft was discussed by the Treasury and approved by the Minister. This Financial Rule
represents an update of previous years Administrative Instructions on Preparation of Financial
Statements, taking into account recommendations by both Auditor General and the
municipalities, in order to simplify the Financial Statements templates to make them more
understandable for municipalities and the auditors.
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The GFSI team held a presentation on the issued Financial Rule with Chief Financial Officers of
municipalities, as part of a seminar organized by the Treasury on End-Year Procedures and
participated in a discussion regarding commonly identified issues. Auditor general staff were
present and participated as well.

ISSUES/OBSTACLES

There were no issues or obstacles in this area during this quarter.

COORDINATION

Extensive and very positive coordination occurred with the Auditor General and MoF Treasury in
the analysis and follow up with municipalities on their financial statements for the third quarter.

C — Assist the MOF to develop and implement an action plan to enable data sharing
among the various legacy IT systems in the ministry

PROGRESS AGAINST THE WORK PLAN

The IT activities during the reporting period focused on:

e Progressing with the implementation of proposed IT Organizational Structure aimed at
establishing single IT Department at the MoF HQ to provide all ICT Services to all MoF
Departments and Units, except Customs and TAK Agencies, and

e Preparing a location for Server Room / Shared Serviced Data Center.

During meetings with the Head of IT in November, final agreement was reached for the IT
Department to be established under Permanent Secretary and this organizational change will be
part of the overall organizational changes at the MoF. The Minister provided verbal approval
and now a formal procedure for making MoF Organizational changes lawful is underway.

Progress was achieved with Server Room (SR); the approval on the location by the MPA was
obtained. A procedure for procuring services for server room preparation was drafted as well as
requirements to bidders and their proposals and evaluation criteria. The procedure includes a
pre-selection process aimed at creating a short-list of companies qualified to do the work. The
notice for pre-selection is pending publication. GFSI also received confirmation by the Financial
Unit that funds for the server room are included in the approved budget for 2012. In summary,
all necessary documents for proceeding with pre-selection and tender are completed in both
languages (English and Albania) and agreed with all stakeholders (Managers of IT Division,
Customs, and TAK).

The GFSI IT advisor met with the new server delivery, configuration and installation vendor
“interAdria”, and IT Division team and provided guidance on organizing a working group and
planning the activities. The advisor recommended that training of IT Division staff take place
before the server configuration and installation, not as initially scheduled for the months after the
work is completed. Two employees are currently attended training in Zagreb during the period of
November 28-December 2, 2011.

ISSUES/OBSTACLES

Lack of IT leadership and key IT team, taking over the IT Transformation Program remains the
key obstacle, but a reorganization in the new year is expected to bring new intensity to the IT
reform program.

COORDINATION
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Attended e-Government event organized by DEMI project. Three Ministries were present as well
as most of the Municipalities. As part of this event, good examples from neighboring countries
for connected online services for citizens at municipalities were demonstrated. While the need
of e-services for citizens was recognized and agreed, no specifics projects were mentioned as
planned or ongoing.

D — Assist the MOF to assess remaining priority capacity building needs in the Ministry's
Budget and Treasury functions and design and conduct training programs to address
those needs ties.

PROGRESS/SUCCESS AGAINST THE WORK PLAN

This quarter the GFSI team focused on assisting and building capacity in the conduct of a
Public Expenditure Review. Over the last 10 years, the Budget of Kosovo has been produced
on an incremental basis, with new funding added for new functions and initiatives as these have
been approved (or in many cases the function transferred from UNMIK). This has been
possible due to the steady increase in revenues. However, as there are large deficits already
planned in coming years and revenue growth less assured, it will be more important for the
Government to re-align its expenditure profile to its current policy priorities. That is, new policies
cannot simply be implemented by adding to the size of expenditures — offsetting savings must
be found but cutting funding to lower priority areas. The conduct of this Strategic Expenditure
Review, which as a key action in the Government's economic action plan, is an essential
mechanism for realigning expenditures to better match government priorities.

The GFSI team conducted a review of Kosovo's historical and planned functional expenditure
from 2007 to 2014. Compared against OECD countries and regional countries (Slovenia,
Hungary, Germany, United Kingdom, Macedonia, and Albania, Montenegro), Kosovo allocates
a higher percentage of its budget expenditure to public order and safety, economic development
and education and less to environmental protection, health and social protection demonstrating
the Kosovo government’s commitment to investing in economic and human resource initiatives
that will stimulate grow and provide a strong base for funding increased expenditure in social
policy objectives in the future.

The preliminary results confirmed strong alignment with the economic policy priorities contained
in the Economic Development Vision Action Plan (EDVAP). However, the current budget
formulation process lacks a mechanism to prioritize new policy initiatives contained in EDVAP,
EPAP and sector strategies within the Medium Term Expenditure Framework (MTEF) that is
consistent with the Government’ medium term fiscal targets. For example none of the 277
initiatives contained in EVAP were prioritized against each other in terms of the expected
impacts on job creation, revenue generation, export generation and import substitution, FDIs,
and private sector development. The GFSI Team recommended a process to prioritize new and
existing policies into a Medium Term Policy Priority (MTPP) document. This particularly
important as Kosovo moves from a period of 21.5% annual average growth in Budget
expenditure over the period 2007 to 2011 to a planned annual increase of 2.91% over the
period 2011 to 2014.

ISSUES/OBSTACLES

Efforts to obtain the information on the cost of the individual EDVAP initiatives from the line
ministries proved a difficult task. While the SER process resulted in all 277 EDVAP initiatives
being costed it is clear that more guidance and training on how to perform this task prior as part
of the 2013 Budget process are required to be provided by the MoF to budget institutions.
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COORDINATION
Close coordination occurred with DFID, who provided advisors to the PER project team.

E — Assist the MOF to ensure that the Ministry's property tax department and supporting
systems remain robust and capable of meeting the own-source revenue needs of
municipalities.

PROGRESS/SUCCESS AGAINST THE WORK PLAN

GFSI Advisors continued efforts to enhance the capacity of Property Tax Department (PTD) and
property tax offices in the Municipalities. Training to improve the quality of data in the Property
Tax System focusing on correction of street names, reconciliation of individual payments, and
input of the system parameters for the 2012 mass taxation and other functions of the system,
was provided to 35 users of 32 municipalities.

The reforms on the inspection process continued as well and advisors have provided training on
the implementation of the recommendations deriving from the inspection reports. This training
was provided to all three municipalities who had undergone the new reformed inspection
process.

Other training and assistance on the use of the newly developed survey application was
provided to the pilot municipalities of Fushe Kosove and Shtime who had successfully
implemented the new appraisal model. The new application will allow for a semi automatic
registration of new and unregistered properties and include new fields related to the quality of
construction, the GIS coordinates and the photography of the properties from the beginning of
the registration process.

The GFSI team continued to assist municipalities in preparing for the implementation of the new
appraisal model. Training was provided to Finance Directors and Property Tax Managers of the
Municipalities of Degan, Gjilan, Kamenica and Novoberda.

In order to harmonize the fiscal and calendar year as well as increase the collection for the next
year, GFSI advisors have led the process of preparations for the 2012 mass taxation which
currently is in its final stages.

The GFSI advisors also assisted the MoF in the meetings with the IMF and the development of
the reports and analysis requested by the IMF. This analysis included the simulation on the
increase of the property tax rate base from 0.05 to 0.15%. The analysis show that such increase
property tax rate for the whole country will result in 20.06 million Euro, 22% increase in
property tax collection over previous year.

With respect to increasing the collection, in cooperation with the PTD and SIDA staff the GFSI
team has mobilized the municipalities in identifying taxpayers with large debts. During the month
of October and November final notices were produced and sent to the delinquent and large debt
taxpayers by the PTD.

The SIDA funding ended on December 31, and preparations had to be made for a smooth
handover of the project to the department. The GFSI advisors also assisted the PTD in the
closing of the project with SIDA. The current local SIDA funded staff will transfer to the ministry
contracts through special negotiated procurement procedures without a public notice. The
justification for this was clear as they are currently the only staff competent in the PTS source
code and the underlying development processes. The minister has also pledged his support in
the last project steering committee in retaining the IT staff.
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ISSUES/OBSTACLES

A review of the progress achieved in property tax was undertaken in the quarter by GFSI.
Impressive results were identified in the modern system implementation and re-survey effort.
However, the overriding issue is the inadequate and insufficient support for the property tax by
Mayors and Directors as well as the staff engaged in administration of property tax, including
the central department. This results in inadequate assistance and support by the Central
property tax department to municipalities in valuation, collection, billing and audit functions. It is
a vicious circle and the major road block to achieving an improved state in property tax
administration and collections in Kosovo.

A delay in the final approval of the new property tax law which increases the minimum tax rate
from 0.05 to 0.15% could have a negative impact on the projected revenues from property tax
for next year if not approved before legal deadlines for bill delivery currently set as 31* of
March.

2.4 OBJECTIVE 3

Economic Policy Assistance — Development and implementation of an action-oriented
Government strategy for profitable private sector growth and the attraction of foreign
direct investment through technical assistance provided to the relevant counterpart
institutions and closely coordinated with other USG-funded development initiatives.

PROGRESS/SUCCESS AGAINST THE WORK PLAN

An intermittent Economic Advisor joined the project during the quarter to assist the government
manage, monitor and implement the Economic Development Vision and Action Plan (EDVAP).
The advisor is located with the Deputy Prime Minister, Economic.

During the quarter, key issues surrounding the challenges in organizational structure and
management of the Ministry of Trade and Industry (MTI) were discussed including the
implementation of the new law on public administration and civil service. There is a view held
within MTI that the new law does not facilitate hiring, firing and rewarding good staff.
Nevertheless, MTI has committed to restructuration in the new year and GFSI support their
initiative.

The GFSI advisor attended and presented at the Liberal Forum organized by University of
Pristina. Professors and students from different universities of Kosovo attended the meeting
dedicated to the topic The Role and the Size of Government to Contribute to Growth and
Development.

He also presented at the donor coordination meeting for business environment, organized by
DFID. DFID proposed creating a Manifesto of Business Associations, but this may be difficult to
achieve.

The GFSI Advisor met with WB and IFC regarding business registration. Unfortunately, these
organizations are currently not supporting the idea of one unified tax number within TAK. Their
preference is to keep the number with MTI and One Stop Shops (OSS) in the Municipalities as
business registration agencies. This argument was used by MTI during Business Registration
Working Group, so that this reform has been postponed. A solution between TAK and the
municipality One Stop Shops concept should be further explored.

There is good progress with Customs procedures regarding development of required
documents to document export and import operations. The cost for these operations still

Kosovo | Growth and Fiscal Stability Initiative 10



Quarterly Report

remains very high (almost twice higher than in the region) but progress is being made to reduce
these costs. The next focus should be on cost reduction of trade operations.

Finally, the GFSI advisor attended an Inter-ministerial meeting about EDVAP implementation,
monitoring and evaluation. The meeting was held at MTI and was attended by the Ministers of
Finance and Infrastructure, by advisers to the Ministers of Agriculture and Economy, and by
advisers to the Prime Minister and Strategic Planning Office of the Prime Minister. The
Ministers decided to have an EDVAP evaluation process and prepare a follow up meeting in late
February or in March.

ISSUES/OBSTACLES

By far the biggest issue is the single business registration number. The WB/IFC support the
One Stop Shops under MTI (or municipalities) so an accommodation with TAK needs to be
developed.

COORDINATION

Close coordination occurred with the BEEP and ESTAK projects in relation to single business
number which also involved discussions with the WB and IFC.

2.5 TASK ORDER MODIFICATION # 1

A - Brezavica Support the Municipality of Strpce and the Ministry of Finance in
investigating transaction options for the Brezovica Ski Resort or other high-priority
tourist infrastructure.

PROGRESS/SUCCESS AGAINST THE WORK PLAN

The GoK, via Government Decision on October 10, 2011, established an Inter-ministerial
Steering Committee (ISC) chaired by Deputy Prime Minister Mimoza Kusari-Lila to develop and
implement the Brezovica project. The ISC will be supported by the Project Implementation Unit
(PIU) and will have the ability to procure a Transaction Advisor (TA). Initial activities during the
quarter included the following:

e Advertised, interviewed and recommended staff to fill the PIU positions. Deputy Prime
Minister Mimoza Kusari-Lila has begun reviewing recommendations for PIU staff.

e Prepared a scope of work for the implementation of the Brezovica project as well as
qualifications that will be required soliciting the services of a qualified TA. Began
preparations for an RFP that will be submitted to the ISC for approval in early February
2012.

¢ Evaluated options to enhance the concession attractiveness by increasing its value to
the developer by including additional land parcels than those designated by ECLO.

ISSUES/OBSTACLES

The GoK will need to institute proper control over land on Sharr Mountain in order to ensure the
potential concession has sufficient market value to compensate a quality investor for
developing, advertising and operating the mountain resort. A qualified operator with experience
in marketing of international resorts will be vital to ensuring the country receives the maximum
economic benefit from this development by attracting foreign visitors to the mountain.

It will also be important to clarify the permitting process for the development of the mountain.
Uncertainty around cost and criteria for project permitting will increase the required monetary
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returns demanded by a qualified investor to bid on the concession. Any risk in permitting would
require that the concession include more assets to offset the cost of this risk.

There is potential for conflict between work streams with ECLO that may need resolution.

COORDINATION

Regular meeting have been established between the Strategic Advisory team and the ISC
Chair. Visits have been made to the Municipal of Strpce. These will become regular going
forward. Important stakeholders relevant to the development of Sharr Mountain, including
Ministries that have rights, control or responsibility for issuing permits, have been identified and
outreach has begun. Given the high value of Sharr Mountain Assets, strong participation from
international agencies such as USAID and ECLO will be required to ensure the tender process
and concession development can move forward in the most fair and transparent process
possible.

B - ROUTE 6 MOTORWAY

To support to the GoK in identifying financing and transaction options for the
construction and/or operation, maintenance and tolling of new motorway infrastructure
and in procuring and managing transaction advisors through a Project Management Unit
(PMU) within the Ministry of Infrastructure (Mol).

PROGRESS/SUCCESS AGAINST THE WORK PLAN

In December 2011 a PPP strategic advisor joined the GFSI team to advise the GoK on the
financing of the proposed Lipjan to Hani | Elezet Motorway project (Route 6). An initial pre-
feasibility study together with financing options analysis is currently under preparation and is
due to be completed before the end of the next quarter. Project procurement options have been
defined and will be evaluated in a financial model.

Based on the outcome of the analysis, and if agreed by the government, a PMU will be
established within the Mol to manage the procurement and financing process of Route 6 and to
act as counterpart to the transaction advisor.

ISSUES/OBSTACLES

A number of studies of the Route 6 motorway, each with different results, were undertaken
between 2006 and 2009. Updated detailed traffic forecast are not available and no studies have
been conducted regarding tolls, pricing options and the impact on traffic. Cost estimates have
been determined on the assumption that the project will be carried out following traditional
public procurement procedures. Agreeing on base case data for the various options may
therefore take longer to determine than originally anticipated.

Due to the high costs related to the difficult terrain and the relatively low traffic levels in the
southern portions of Route 6, previous feasibility studies show that this part of the motorway
may not be economically viable. As a result, the financing options available in procuring the
motorway may be limited.

COORDINATION

The advisor is coordinating with the Ministry of Infrastructure and the Ministry of Finance. A
stakeholder map and stakeholder communication plan is under preparation.
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3 PROBLEMS, ISSUES AND PROPOSED ACTIONS/SOLUTIONS

Objective

Problem/Issue

Migration Plan

Status

Central Government
and Municipal
Government PPP
reform

Municipal vs. central
government
responsibilities are
clearly set forth by law,
however mistrust and
misunderstanding
continues to exist

The PPP Law and
resulting directives are
designed to clearly
support the segregation
of responsibilities where
appropriate.

The new PPP Law or
recently passed
Directives; a) provide
the municipality, as
contracting authority,
with a veto right on the
ISC; b) sets forth the
conditions to be
considered by the ISC
in reviewing municipal
projects; and c) a
project is automatically
considered approved
30- days after the
original filing of the
request for approval of
the PPP-ISC by the
contracting authority.
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4 MAJOR UPCOMING ACTIVITIES

Objective Upcoming Activity Counterpart(s) Planned Dates
Municipal PFM Local Government Six PEFA municipality January 18, 2012
PEFA Concluding counterparts
Retreat
Municipal PFM Local Government PFM | First five PEFA January 24, 2012

Reform Action Plan
kick-off

assessed municipalities;
MoF (Treasury,
Property Tax, CHU);
AKM; OAG;

Municipal Government

Awarding of one to

Pristina Municipality

December 2011/

PPP Transactions three Pristina January 2012
underground parking
concessions.
Short listing of qualified | Issuance of RfP Peja Municipality January 2012
potential bidders on the
Peja urban bus project
Approval of Suhareka December/January MoF, Suhareka January 2012
SWM project PPP-ISC meeting Municipality
Completion of the PPP Translation, printing/ PPP Department, line February 2012
Guidelines posting on PPP ministries, POEs,
Department website and | municipalities and
distribution of private sector
Guidelines (investors, operators
and transaction
advisors)
Launching of a module Signing of MOU with the | PPP Department, line March 2012

based PPP curriculum

Kosovo Institute of
Public Administration
(KIPA) for the
implementation of a
PPP program

ministries, POEs,
municipalities and
where possible, based
on space, private sector
(investors, operators
and transaction
advisors)
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