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1. INTRODUCTION !
1.1. Context

On 1 April 2016, the EtKosovo Stabilisation and Association Agreement (SAA) entered
into force. This is the first contractual relationship between the EU and Kosovo,
acomprehensive framework for closer political dialogue and economic relations.

Kosovo las faced serious domestic challenges, which have hampereeldet reforms in
some areas. It should now focus on implementing the SAA, guided by the European Reform
Agenda, to further strengthen its rule of law and reform its economy.

Kosovo has delivereon wideranging rule of law reforms, allowing the Commission to issue

a formal proposal in May 2016 transfer Kosovo to the Schengen vfisge list This is now

in the hands of the European Parliament and Council, pending Kosovo's fulfilment of the

remaining two requirements. Kosovo remains committed to the normalisation of its relations

with Serbia. It has met its remaining obligations on the establishment of the Specialist
Chambers and has extended the mandate of the European Union Rule of Law Mission
(EULEX).

1.2. Summary of the report

As concerns thepolitical criteria, the polarisation between government and opposition
continued. Normal parliamentary functioning was prevented for parts of the reporting period,
including through the use of violemheans by opposition members. All political parties
should show responsibility and-emgage in a constructive dialogue, with parliament as the
key forum for political debate. The recent return of opposition members to parliamentary
activities is a welcomstep.

Kosovo institutions fulfilled the remaining obligations on the establishment of the Specialist
Chambers and Specialist Prosecution Office to investigate allegations of international crimes
committed during and after the 1999 conflict. The procedarethe bilateral agreement with

the host country of the Specialist Chambers (the Netherlands) were finalised. The mandate of
EULEX was extended until June 2018.

The assembly completed most of the outstanding appointments to independent institutions
and a@encies. However, appointments were often subject to political influence. This
undermines the independent functioning and effective management of these bodies. Greater
efforts are needed to ensure that appointments are based on merit.

There is some levelf preparation in the area of public administration reform. Good progress
included the adoption of a comprehensive public financial management strategy and of the
law on general administrative procedures. The continued politicisation of the public
administation, however, remains a serious concern. The organisation of the state
administration is fragmented and does not ensure effective lines of accountability, and the
overlap of responsibilities of government agencies needs to be addressed. Parliamentary
oversight of government activities should increase. The recommendations of oversight
institutions should be followed, to ensure improved governance and accountability.

Kosovo's judicial system is at an early stage. Important positive steps have been taken dur
the reporting period with the adoption of amendments to the constitution and most secondary

! This report covers the period from October 2015 to September 2016. It is based on input from a variety of
sources, including contributions from the government of Kosovo, the EU Member States, European Parliament
reports and information from various intational and nofgovernmental organisations. As a rule, legislation or
measures which are under preparation or awaiting parliamentary approval have not been taken into account.



legislation necessary to implement the 2015 justice package laws. Kosovo has also appointed
most members of key institutions and continued to increase itsaotEamrate of cases.
However, administration of justice is slow and inefficient, and there is insufficient
accountability of judicial officials. The judiciary is still vulnerable to undue political influence
and rule of law institutions suffer from lack foinding and human resources.

Kosovo is at an early stage/has some level of preparation in the fight against corruption.
Kosovo has strengthened its institutional capacities to fight corruption and organised crime,
with the establishment of muldisciplinay investigative teams, the sep of a tracking
mechanism for high level corruption and organised crime cases, as well as the fostering of
serious crime department of basic courts. This has led to an increased numberl@fdligh
cases being investigateahd prosecuted. However, corruption remains prevalent in many
areas and continues to be a very serious problem. A stronger political will to tackle this in
acomprehensive manner is necessary.

Kosovo is at an early stage in the fight against organiseweciihe number of investigations

and final convictions remains low. Gaps in the legislation remain and enforcement needs to be
improved in particular for money laundering, confiscation and seizure of assets, and financial
investigation. Undue influence avenvestigations and the lack of strategic political
commitment hamper the fight against organised crime. Kosovo continued its efforts to fight
terrorism, but still faces challenges in this area.

Some progress was made in the area of human rights, withtateen to implement the 2015
package of human rights laws and declarations of support for the rights of LGBTI persons.
However, implementation continues to be hindered by a lack of resources and political
commitment, in particular at local level. Moreedls to be done to effectively guarantee
property rights and address the issues of return and reintegration of displaced persons,
protection of cultural heritage and against gesiziesed violence. The protection of the rights

of persons belonging to minags and persons with disabilities need to be significantly
strengthened. Kosovo has some level of preparation in the area of freedom of expression.
There have been worrying developments during the reporting period, including a number of
threats against jonalists. The assembly shows limited commitment to finding a solution for
sustainable funding of the public broadcaster, leaving it vulnerable to political pressure. There
were no legislative developments on the regulation of media ownership and traogparen

Regarding thenormalisation of relations with Serbia, Kosovo remained committed to the
implementation of the agreements reached in thefd€litated dialogue. Progress was
limited, also due to the electoral process in Serbia and the domestic situmati@sovo.
However, momentum was regained in August 2016 with the start of the work on the
Mitrovica/Mitrovicé bridge and freedom of movement. Continued efforts are needed to
implement the agreements already reached. The steps taken should have a podgitiv
concrete impact on the everyday life of citizens in both Kosovo and Serbia.

As regards theconomic criteria, Kosovo is at an early stage in developing a functioning
market economy. Some progress was made, particularly on supporting -@xeoied
businesses, improving contract enforcement, especially within the financial sector, and access
to finance. However, the fiscally unsustainable decisions related teeterans' benefits may

have a negative effect on the macroeconomic stability of Kosodoitanrelations with
international financial institutions. The persistent trade deficit reflects a weak production base
and poor international competitiveness. Reliance on remittances and the widespread informal
economy additionally decrease employmentemitves, resulting in low labour force
participation, especially among women, and high unemployment rates, in particular among
young and unskilled workers.



Kosovo is at an early stage in building the capacity to cope with competitive pressures and
marketforces within the Union. No progress was made on improving the quality of education,
which is a key driver for improving loagrm growth and competitiveness.

Kosovo is at an early stage of alignment witropean standards Legislative alignment

has contiued in some areas but implementation is weak. Some progress was made in the area
of public procurement and competition. Good progress was made in the area of customs,
especially in fighting corruption, collecting revenue and reducing the administratite afo
exports, but Kosovo should step up the fight against the informal economy and tax evasion.
The energy sector continues to face problems, with no progress having been made on
decommissioning the Kosovo A power plant or refurbishing Kosovo B, and litdey
progress made on renewable energy.

2. POLITICAL CRITERIA
2.1. Democracy

Since 2008, Kosovo has consolidated the functioning of its democratic institutions. However,
the past year brought serious challenges due to the ongoing deep polarisation between the
government and the opposition. Divisions over issues such as the bembarcdtion
agreement with Montenegro and the Dialogue with Serbia, dominated Kosovo's political
agenda, leading to a protracted political stalemate. Greater efforts by all actors are needed to
build consensus across the political spectrum to advance Kosdkey EUrelated issues.

Despite the difficult circumstances, BXbsovo relations have strengthened. The Stabilisation
and Association Agreement entered into force on 1 April 2016, establishing a first contractual
relationship between the EU and Kosokosovo has delivered on wiganging rule of law
reforms, allowing the Commission to issue a formal proposal in May @20tténsfer Kosovo

to the Schengen videee list

The situation in the north of Kosovo has remained largely calm and communicetveeen
mayors in the north and central institutions improved. Construction work on the Mitrovica
bridge, a highly symbolic issue, started in the summer with the aim of opening the bridge for
all traffic in January 2017. Kosovo met the remaining obligatiom relation to the
establishment of the Specialist Chambers and Specialist Prosecution Office to investigate
allegations of international crimes committed during and after the 1999 conflict. The mandate
of EULEX was extended until June 2018.

Elections

Kosovo's electoral framework is mostly in line with international standards, however electoral
reform, guided by advice from the Venice Commission, remains necessary. Independent
audits of political party financing and party electoral campaigns, as proadedthe law on
financing of political parties, have not been conducted for the last three years. This should be
done, by the latest, in advance of the next elections. The assembly needs to start an
institutional debate, involving all political partiesjth a view to ensuring transparency and

accountability of political parties’ finance



Parliament

The assembly must play a key role in guaranteeing proper checks and balances necessary in a
parliamentary democracy. It is tlhesponsibility of all parliamentarians to ensure that|the
assembly can fulfil this role. Boycotts and continuous violent obstructions of parliamentary
work have adversely affected parliamentary activities during parts of the reporting period.
Breaches oparliamentary procedures continue to be a concern.

Normal parliamentary functioning was prevented for parts of the reporting period by violent
means, including teargas, by some opposition members. This has led to tensions and the arrest
of a numberofoposi ti on parliamentarians at the ass
should show responsibility and-emgage in a constructive dialogue, with the assembly as the

key forum for political debate. The recent return of opposition members to parliaynenta
activities is a welcome step.

Despite the serious political polarisation, the European agenda remained a unifying element
across the political spectrunin November, the assembly ratified the Stabilisation and
Association Agreement (SAA) with the EUh May 2016, the first meeting of tligJ-Kosovo
Stabilisation Association parliamentary committee took place, in which members of the
opposition took partThe assembly elected two Constitutional Court judges in November
2015 and appointed the Auditor Gealan March 2016.

During the reporting period, the assembly completed most of the outstanding appointments to
independent institutions and agencies. However, appointments were often subject to political
influence. Appointments should be made on the bafsimeritbased and more transparent
selection procedures to ensure the independent functioning and effective management of these
bodies. The assembly failed to properly supervise independent institutions, regulatory
authorities and agencies, whose repostsre often adopted without, or without fully
considering the results of, debates. The absence of clear mandates, suitable reporting and
accountability mechanisms, as well as institutional fragmentation, continue to present a
problem for oversight and effeéxee reform.

Several important laws were enacted using thetfask procedure. Breaches of the rules of
procedure occurred frequently. The absence of parliamentarians often led to the lack of a
guorum and irregular plenary and committee sessions. Te®ggshat were held had very

heavy agendas. Such practices are not conducive to comprehensive parliamentary debate and
risk diminishing the assembly’s oversight ro

The regulatory framework for the assembly should be improved. Parliamentary checks and
balances and budgetary control need to be strengthened and there is still no mechanism to
ensure that recommendations by the public finance oversight committee are implemented.
The assembly needs to strengthen consultations with civil society, especiathpomant

laws. The assembly should take a stronger role in ensuring that reports and recommendations
of the Office of the Auditor General and Ombudsman are followed up by the government.

Assembly committees continued their work on monitoring the implementation of laws and
held regular public hearings with ministers. The capacity of the EU Integration Committee
should be increased to reflect its key role in advancingdtated reforms. B&gr screening

of draft legislation is needed to ensure alignment withatogliis

In March 2016, the assembly presidency adopted a strategic plar2@RQ&hat contains
concrete objectives to boost the assembly’s



Governance

The ongoing political polarisation between the governfmantd the oppositiohstrained
governance in Kosovo. There were also increased tensions in the governing coalition.
Challenges in strategic planning at the centre of government hindered deliveryretated
reforms and key areas of governance. Greater prioritisation, pariycin the context of
implementing the SAA, should help focus reform efforts.

Polarisation across the political spectrum in Kosovo has presented serious challenges to
governance. Following the electionldashim Thaci as President on Rébruary, herewas a
change in the government with the appointment of a new Deputy Prime Minister and Foreign
and Justice Ministers.

In December 2015, thgovernment adopted an ambitious legislative agenda and an annual
work plan for 2016. It also produced both a NatidDevelopment Strategy 206921 and an
Economic Reform Programme. In December 2015, the government adoptedioaal
Programme for the Implementation of tB&bilisation and Association Agreemeutlining

short and mediurterm priorities. The adoptioof these documents is a welcome step

they should guide Kosovo in its socioeconomic structural reforms. However, weak political
focus and lack of cooperation between ruling parties remain obstacles to making progress on
muchneeded reformsThe goverment continues to face difficulties meeting deadlines set
out in its strategies and work plans. Ad hoc decisions with significant budgetary impact have
undermined financi al sustainability and red
priorities. A strong focus on key priorities, especially on the European Reform Agenda, and
strong interministerial coordination are crucial in this regard.

The preselection of candidates for appointments to various boards made by the government,
and nominations to dependent agencies, are often based on political affiliation and not
sufficiently on professional criteria. Selection and appointment procedures need to be clearly
regulated and made more transpardifie recent allegations of political interference in
requitment to and decisiemaking processes in public bodies, based on leaked telephone

i ntercepts, rai se concern and s-htterddnce atbe f u
plenary sessions and failure to answer parliamentary questions underminesrdraryspa
accountability and communication with the assembly, in particular with the opposition. The
government should consistently follow up on recommendations contained in assembly
reports.

Care should be taken to ensure that laws are in line with Eurcperashards and meet SAA
obligations. Ministers need to follow up on each piece of legislation until it is adopted and
should provide timely explanations to the assembihe legislative agenda remains subject to
frequent changed.he practice of repeated andment of the laws undermines the stability of
the legislation and reveals shortcomings in planning and coordination at the heart of
government which weaken parliamentary oversight.

Progress has been madelooal government particularly on relations b&ten central and
local government, includingorthern Serbmajority municipalities.There has been further
improvement in municipal compliance with the law on local-gefernment. The Ministry of
Local SelfGovernance has spearheaded the drafting antememtation of municipal plans
concerning Elrelated obligations for the 38 municipalitie&doption of the law on the

> Governing coalition: Democratic Party of Kosovo (PDK), Democratic Leagu®sdvo (LDK), Serb Citizen's
Initiative 'Srpska’ and neBerb minority group '6+'.

* Opposition parties: Vetévendosje (VV), Alliance for the Future of Kosovo (AAK) and Initiative for Kosovo
(NISMA).



census for northern Serbajority municipalities has been postponed due to lack of support at
the central and local levels.

Municipalities | egi sl ati ve and executive bodi es
transparency and their public accountability, and the municipal assemblies need to strengthen
their oversight role. With 38 municipalities, a large number given the size of Kosove, step
should be taken to rationalise local governance, with the aim of encouraging efficient and
democratic service delivery and strengthening responsible governance.

During 2015, six municipalities, including the four northern municipalities, failed to approv
their 2016 budgets within the ceilings set by the Ministry of Finance. Instead, the
municipalities in the north adopted their budgets in line with the legal framework only in
February 2016, once they received assurances for an increase during 4yearntiddget
review 2016.

The Ombudsmanbegan implementing the 2015 law on the Ombudsman, with increased and
improved reporting, thereby strengthening the institution. Secondary legislation still needs to

be adopted. In 2015, the Ombudsman receiv@@5lcasesl0 % less than in 2014. While
folow-up to the Ombudsman’ s recommendati ons h ¢
institutions need to do so more consistently. The government provided adequate premises for

the Ombudsman Institution in August 2016. Theeasbly and government need to ensure the
financial, functional and organisational independence of the Ombudsman Institution, in line

with international standards on national human rights institutions. The Ombudsman still needs

to appoint deputies.

Civil society

Some progress was made in improving cooperation between government and civil society.
Minimum standards for public consultations were adopted and now need to be implemented
across all levels of government. Lack of political will means the partiompati civil society
in policy-making remains uneven. The lack of transparency in public funding for civil sgciety
remains a concern.

An empowered civil society is a crucial component of any democratic system and should be
recognised and treated as suchirstitutions in Kosovo. Civil society needs to continue to
play a crucial role in the democratic debate and in participating in the design and
implementation of public policy.

Under the current legal framework, the possibility of unwarranted interfeneribe internal
governance and activities of NGOs, including suspensions, remains an issue. Care should be
taken to ensure that decisions on suspension by an administrative body can be appealed in a
court of law in a timely and transparent manner. The iorent and assembly did not
adequately consult civil society with a view to ensuring that restrictive provisions affecting
money launderingand afttier r or i sm | egi sl ation do not wundu
to operate

Progress has been made with the adoption in April of minimum standards for public
consultations, which were designed in an inclusive and transparent manner. The lack of
engagement by many ministries and insufficient capacity and budgetary resourcestundercu
efforts to implement the strategy on cooperation with civil society and continues to cast doubt
on the underlying political will. The capacity of civil society in Kosovo to effectively engage
remains uneven.

A regulated model to ensure transparentmamisms for distribution for public funding for
civil society organisations has been identified. Information on all public funds disbursed to



civil society organisations should be made easily accessible to the public. Legislation and
administrative instrctions covering all relevant levels of government should be adopted. The
legal framework on tax deductions for donations remains ambiguous.

Civilian oversight of the security forces

Due to the political impasse and the boycotts in parliament, there éadiinged progress in
the work of the parliamentary committee on internal affairs, security and supervision of both

the Kosovo Security Forces and the oversight

The parliamentary committee organised hearingshenlaws pertaining to police and civil
registry but did not exercise any oversight on expenditure, including expenditure by the
Kosovo Security Forces. Close ties between individual parliamentarians of the relevant
committees and the leadership of the &ias Security Forces continue to hinder independent
oversight. The vetting process continued to improve, but is still carried out by the Intelligence
Agency rather than a separate body. In June 2016, the Security Forces published integrity
plans.

The KosovoSecurity Council met with increased regularity; its secretariat coordinates the
i mpl ementati on of Kosovo’' s strategy on t
radicalisation leading to terrorism for 262620.

2.2. Public administration reform

Kosovo hassome level of preparationin the reform of its public administratiolsome
progress was made with the adoption of a comprehensive public financial management
strategy and of the law on general administrative procedures. However, Kosovo did not

address th€ o mmi ssi on' s recommendat i on s-mearithasddh e ar

recruitment continues to adversely affect effectiveness, efficiency and professional
independence of public administration. The first monitoring reports on implementation|of the
public administration reform package indicate considerable delays. There are also |serious

concerns about the financi al sustainabijil ity

agenda, continued strong political commitment is essential to ensurepl&srientation. In
the coming year, Kosovo should in particular:

- review all independent bodies and start implementation of the recommendations| of the
review in order to enhance accountability, eliminate overlapping competencies and ensure a
more streamlinegublic administration;

- ensure that the planned legislative package covering civil service, salaries and
organisation of state administration is prepared in a coordinated way in an inclusiye and
evidencebased process on the basis of concept notes agfréeelgovernment level,

- address thassue of thegrowing backlog of administrative cases in the Basic Court of
Pristing by ensuring funding to increase the number of judges and by improving the wprking
conditions of the Court (e.g. facilitating implent@tion of the electronic case management
system).

Policy development and coordination

The legal basis and institutional structures for coherent and coordipateg-making
system including for European integration, are largely in place. Kosovo has adopted a
National Development Strategy and National Programme for the Implementation of the SAA,
but the | atter is only partially aligned
planning is inconsistent and is not given priority at central level. Sector strategies lack quality
control, are rarely aligned with the miedrm expenditure framework and are thus financially
unsustainable. Although all strategies and policies shoulthicobudget impact analyses,
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they are not always carried odtheir scope is limited to assessing whether expenditure is
within budget, not whether proposals are @ifftctive.

Some aspects ohclusive and evidencebased policy and legislative developnm are in

place. Regulatory and budget impact assessments differ in quality and are not yet used
consistently.Internal and external consultations are regulated, and progress was made with
the adoption in April 2016 of minimum standards farblic consultations. Effective and
systematic implementation is needed, especially because short timelines for public
consultationsinder effective civil society inputimited consultations on laws and strategies

of specific political or economic interest remains aaan geecivil society).

A | ack of detailed reporting on the i mpl emen
sector strategies hinders effectipeiblic scrutiny of government work. Parliamentary
scrutiny of the government is also insufficient.

Public financial management

In June 2016, Kosovo adopted a 2120 public financial management (PFM) reform

strategy.1't i s one of four strategies that form
reform. It is also complemented by the public ing# financial control and public
procurement strategies. The PFM system supports aggregate fiscal discipline, but
macroeconomic and revenue forecasting has to be improved. Public debt is comparatively
low, although domestic and international borrowing Hmesen increasing and budget
commitments need to be controlled to limit arrears. One of the main challenges for PFM
reform will be merging the tax and customs administrations. Improvements to the quality of
mediumterm budgeting, budget preparation and tadpnvestment information are being

given priority to boost the credibility of the budgséé financial control).

Budget transparencyis limited but improving. Bdgetinformation ¢he budget document,
monthly statements, quarterly repottse mid-year report and thannual financial reportis
available to thepublic on the Ministry of Financevebsite. The2015 budget document was
difficult to understandor the general publicBudget information needs to be more accessible
and comprehensive girengthen accountabilitiudget documents are often not comparable
as budgettemisationis notconsistent Scrutinyof public finances is the responsibility of the
Office of the Auditor General. Its reports are published regularhtlzeré isa mechaism for
assuring implementation of audit recommendations, but it doesvoidt properly. A key
weakness in transparencytigt there arérequent changes to the budget during the calendar
year without transparent disclosure or explanation of theseivagat

Public service and human resource management

The law on the civil service establishes a single, unitary system of public service at central
government and municipal levels. The current law formally providesnferit-based
recruitment, promotions and dismissalsbased on objective criteria but loopholes in the law
allow contradictory practices, notably on the conversion of temporary staff into permanent
civil servants without public competition. The Ministry of fha Administration does not

have sufficient capacity to actively supervise recruitment procedures, which are done on a
decentralised basis. Political influence over appointments and dismissals continues to be a
serious concern, especially on the seleatibsenior management. Nanajority communities

are still not adequately represented in central public institutions.

The Independent Oversight Board is not sufficiently used to monitor implementation of the
civil service law, and does not have sufficieapacity. Around 7846 of its recommendations

and rulings are implemented. Administrative judges are overburdened, which often leads to
delays in decisions.
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The Ministry of Public Administration is responsible for central coordinatiorwhan
resources mamgement but its resources are very limited. A job classification system is
being rolled out since January 2016 and is expected to lead to a more uniform application of
legislation and principles. Progress has been made in extending the human resource
management information system to all institutions, but the system is nti-date and does

not perform all the mandatory tasks set out in the legislation. There is generally a lack of
professional human resource management due to politicisation and liayikecity.

The remuneration system does not ensure equal pay for equal work. Different salary
coefficients are applied to similar positions. This undermines parity and does not provide
incentives for retaining and recruiting professional staff. Howeversubpension in 2016 of

the salary topups system is a step towards fair and transparent remunefrxtofessional
development of public servants has progressed, but training does not reach all of them.
Performance appraisals are still not systematicallylemented, and they have little impact

on career development.

Kosovo has adopted measures and mechanisms to prevent corruption and prizgoty
in the public service Little progress was made in setting up an information system on
disciplinary measw@s and in monitoring implementation of the code of ethics.

Accountability of the administration

The state administration is organised in a fragmented way which does not ensure effective
lines of accountability. The law on state administration has allowédyévernment agencies

to be set up, some of which have overlapping responsibilities. Furthermore, over 30
nonconstitutional institutions report directly to the assembly, which lacks the powers and
capacity to effectively supervise them. Many of thesetutgins and government agencies do

not comply with the civil service law, therefore contributing to further fragmentation of the
administration. Lines of accountability within many institutions are weak and there is no clear
delegation of responsibilitig® middle managemensée financial contrgl The government

has committed itself to developing the law on organisation of state administration in
conjunction with the law on civil service and the law on salaries, in order to ensure a more
accountable andepoliticised public administration.

Citizensd right ti®beiggoadddessaddbynaversighttinstiutionscsurch as
the Auditor General and the Ombudsman. Their recommendations are not systematically
implemented by all institutions, althoughere has been some improvement during the
reporting period. Theight to access public informationis regulated in the law on access to
public documents. Over the past two years the number of requests unanswered or refused was
low. The new law on generadministrative procedures, adopted in May 2016, aims to
improve theright to administrative justice, together with the planned new law on
administrative disputesThe increasing backlog in resolving administrative disputes is
damaging public confidence the court system. The backlog stood 88D unresolved cases

at the end of 2015, an increase @41l from 2014 Theright to seek compensations not

yet securebecause thdegislation is fragmentedand there is nospecific law on public
liability.

Service delivery to citizens and businesses

The government is committed taser-oriented administration. However, coherent
policy-making is often undermined by a lack of coordination and common vision between the
ministries responsible. The developmentesdervices is slowfor want of an appropriate
interoperability framework. Legislation on equal access to services existpiving itis a
challenge, particularly for persons with disabilities. Good progress has been achieved with the
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simplification of administrative procedures thanks to the adoption of the neaw on
general administrative rpcedures. Howeverimplementing the law requires a parallel
inventory of special administrative procedures, which need to be either abolished or brought
into line with thelaw.

Strateqgic framework for public administration reform

The public administration reform strategy framework , under the umbrella of the National
Development Strategy 204220, consists of strategies on better regulation, policy planning
and coodination, modernisation of administration and public financial management. The
2015 annual monitoring reports on the first three strategies indicate eitheambiious
targets or lack of appropriate indicators, which explain delays in implementatien. Th
government has agreed to address these shortcomings by the end ¢?@iditél support

for public administration reform and effective steering by the Ministerial Council continues to
be necessary to ensure an effective implementatimancial sustainability of the reforms
needs to be ensured in the 2017 budget and in the méeiomexpenditure framework.

2.3. Rule of law
Functioning of the judiciary

Kosovo is at arearly stagein developing a welfunctioning judicial systemGood progress
has been achieved over the past year by adopting amendments to the constitution and most
secondary legislation necessary to implement the 2015 justice package laws. Kosovo |has also
appointed most members of key institutions and continued to seligsa clearance rate pf
cases, thus partly meeting two of the 2015 recommendations. However, administration of
justice is slow and inefficient, and there is insufficient accountability of judicial officials| The

judiciary is still vulnerable to undue ptitial influence and rule of law institutions suffer fram
lack of funding and human resources. In addressing the shortcomings outlined below, Kosovo
should therefore in the coming year:

- continue to implement the justice package, including adoption of thaimang secondary
legislation;

- strengthen financial resources for the judicial sector and continue to strengthen the
capacity of judges, prosecutors and support staff, to ensure proper functioning of the jjudicial
system and the administration of courts;

- replace current provisions included in the laws on the Judicial and Prosecutorial Cpuncils
by adopting the law on the Office of the Disciplinary Counsel to strengthen accountability;

- step up efforts to reduce the backlog of cases, including by using alterdeapute
resolution tools.

Strategic documents

The implementation of th20142019strategic planf or Kosovo’' s [-201®i ci ary
communication strategy and the strategy for reducing the backlog of cases continues, with the

aim of improving theoverall functioning of the judiciary. The strategic plan of the Kosovo
Prosecutorial Council for 2018018 was adopted in February 2016.

Management bodies

Under the constitution, thKosovo Judicial Council (KJC) and theKosovo Prosecutorial
Council (KPC) are responsible for ensuring the independence and impartiality of the
judiciary. In February, following Venice Commission and European Commission
recommendationghe assembly adopted a constitutional amendment on the composition of
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the Kosovo Judicial Council, whereby the majority of its members are to be elected by their
peers-7 out of 13 members now being appointed by judges, and the other 6 by the assembly
The amendment strengthens judicial independence from political influangelcome step.

Out of the 6 members appointed by the assembly, 2 shall be from the Kosovo/Serbian
community and 2 from the other minority communities. One of the uuiaial members is

still to be appointed. Following amendments to the law on th@wwo®rosecutorial Council

in December 2015, 10 out of 13 members of the Prosecutorial Council were appointed by
prosecutors, while the other 3 still remain to be elected by the assekshbdy January, the
Prosecutorial Council controls its own budgetagaurces. The Judicial Council submits its
budget directly to the assembly. Meetings of both Councils continue to be open to both the
media and the public. Both Councils draw up and approve annual reports and publish them
online, but their reporting mechiams still need to be improved. The KJC issued its report
with a significant delay, while the KPC report has yet to be presented.

In line with the agreement between Belgrade and Pristina, the KJC and KPC published a
second vacancy notice in March 20164 amne recruiting 14 Kosovo Serb judges, 115 support
staff, 6 prosecutors, and 34 prosecution support staff. This is a major step forward.

The Judicial and Prosecutorial Councils continue to approve strategic documents, regulations,
decisions and other actwith significant delays. They still need to approve 9 ouBB%f
regulations and instructions, required under the July 2015 justice packagé hawSouncils

still lack capacity to draft regulations and take decisiorompliance with the hierarchy of
normative acts. They also lack capacity to monitor the implementation of their decisions.

The mandate of the current international judges of the Constitutional Court remains
unchanged within the framework of EULEX mandate.

Independence and impatrtiality

Legal safeguards on the independence and impartiality of judges and prosecutors are
enshrined in the constitution, the law on courts and the legislation governing the Judicial and
Prosecutorial Councils. Strong concerns remain with regard to public commgdrtgibevel
officials on ongoing court proceedings that are tantamount to interference with the judiciary.
There are manycorruptionrelated offences involving members of the judiciary and
prosecution service.

Court Presidents are responsible for the ag@ment and operation of their courts. Under the
March 2016 amendments to the law on the Kosovo Judicial Cojudgjes can be
transferred to other courts by the KJC with the approval of the Court President, for a
reasonable period of time, in order to @msthe efficient functioning of the courts and in
other extraordinary circumstances. They may appeal a transfer before the Supreme Court.
This allowed the understaffed serious crime departments in the Basic Courts to be reinforced.
The transferred judgeseceived a pay rise. A sustainable solution, by allocating the
appropriate numbers of judges to each Court, needs to be found.

Case allocationis managed by drawing lots. Urgent cases are allocated by the Courts'
Presidents. Sensitive cases are allocated, but not always dealt with.

The KJC and KPC are responsible for taking action if judges or prosecutors are threatened.
They should continue traise awareness of existing protection mechanisms and procedures,
in close cooperation with the police.
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Accountability

Implementation otodes of ethicgor judges, prosecutors and attorneys is weasciplinary
procedures are in place. The Judicial arRtosecutorial Councils are responsible tloese
procedures,while the Office of the Disciplinary Counsel (ODC) conducts preliminary
disciplinary proceedings and submits appropriate motions to the Councils. Certain procedural
aspects of the status and cens of the Office of the Disciplinary Counsel still need to be
clarified. Procedures for appointing and dismissing judges and prosecutors comply with
international standards. Judges and prosecutors may be dismissed by the President on a
proposal by th&KkJC/KPC for a number of criminal and disciplinary offences, and they are
entitled to appeal.

The law on the Office of the Disciplinary Counsel, replacing current provisions included in
laws on the Judicial and Prosecutorial Councils, is yet to be addjtecerformance of the

ODC needs to improve. From September 2015 to April 2016, it managed to process and
submit only 5 cases against judges and 10 cases against prosecutors to the relevant
Disciplinary Committees of the Judicial and Prosecutorial Cosu®d far, out of these cases,

none of the judges and prosecutors or their judicial officers has been dismissed. No judges
and 2 out of 4 prosecutors were suspended by the Councils following allegations of bribery.
The overall number of judges and prosecsitunder investigation by the ODC in 2015 was
high, exceeding 250. The Prosecutorial Council has terminated 7 cases and the Judicial
Council terminated 6 cases on the basis of expiration of statutory limitations. Judges and
prosecutors are obliged by lawdeclare their asset@and gifts received, as well as report any
possible conflict of interest to the Ariorruption Agency. In 2015, all Kosovo judges and
prosecutors timely submitted their assets declarations.

Professionalism and competence

The Presidet of Kosovoappoints judges and prosecutors for an initial thyesar term,
following a proposal from the KJC or the KPC respectively. The recruitment process and
entry exams for judges and prosecutors are organised by the Judicial and the Prosecutorial
Councils respectively and are mebpésed. The authority taking decisions onghkection of
judgesshould be independent of the executive and the legislative powers.

The Prosecutorial Council is required to carry petformance evaluationsfor prosecutcs

with a permanent mandate every third year, but this has again experienced significant delays.
The Judicial Council failed to adopt the regulation on performance evaluation of judges.
Judges continue to be eval uat eCmnutye. Toldate, J udge
most judges and prosecutors have passed the evaluation; only one judge was not proposed for
permanent appointment. Mebaised performance criteria and an evaluation system within

the initial term of appointment, including at the endrd initial training, are in place since

2015 to ensure professionalisithe level ofprofessionalism and competenceespecially of
prosecutors, is still a matter of concern; some are inadequately trained and some are unwilling
to apply the trainingeceived and to take full responsibility for their casBsining needs

should be assessed as part of addpth annual evaluation of judges and prosecutors.

Quality of justice

The Kosovo Judicial Institute (KJI) is responsible for delivering initial aondtinuous
training for judges and prosecutors based on the annual training curricula jointly prepared by
the KJC, KPC and KJI following a comprehensive needs assesshnaimings are funded

from Judicial Institute's own budget and by international dandhe new justice package

laws provide for an obligatory initial &onth training period for both judges and
prosecutors after they have been appointed. Both Councils have yet to conduct such training.
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The curricula, which are divided into training moekilaccording to the responsibilities of the
depart ments of courts and prosecutors’ of f i
including training on EU lawlf relevant, the KJI includes staff from other ministries and
agencies in specific traimg courses (e.g. Ministry of Interior and Customs Service on issues
concerning money laundering). TK&I also prepared an orientation training programme for

the judges and prosecutors from the Serbian commurotjurther strengthen the capacity of

judges, as well as prosecutors and support staff, training is needed, in particular in specialised
areas such as economic crimes and public procurement.

Kosovo currently has 19.5 judges per D00 inhabitants. In total, there are 350 local judges
and 39 EULEXudges.

The budget f or Kosovo’ s prosecution service and
EUR 30 million, excluding some other services such as mediation and legal aid. Compared to
2015, the total budget allocated to the justice system has increa2&8% of the overall

national budget. A comprehensive overview of public finances allocated to the judicial system
was made publically available in December.

A centralised criminal records registry, which is crucial for the quality of justice, is not in
place. There is no official court monitoring system in plaEejustice tools remain
underdeveloped. However, the Judicial Institute set up an online datddageslation with
jurisprudence and legal commentaries to assist judges and prosecutorsanethyay work.

This is particularly relevant for the publication of Supreme Court decisions. The database
needs continuous updating and promotion among legal practitioners.

A mediation system has been operational since 2008, with 7 regional mediativascand

163 active mediators licensed by the Ministry of Justice. In April 2016, 21 candidates for
mediator positions (17 from the Kosovo Serb community) passed the necessary training and
are awaiting certification. Public awareness and familiarity wittrrzative dispute resolution

tools remains low, but the number of cases are continuously increasing: between 2012 and
July 2015, 598 cases were dealt with through mediation. While notaries deal with more
cases, their professional skills need to be impdo Both the mediation and notary systems
require further strengthening.

Efficiency
Kosovo still needs to improve its efficiency in dealing with biaeklog of casesAccording
to the Judici al Council’s Department of St a

pending cases at court level was 440 627, the number of cases received was 400 982 and
cases solved was 397 059he clearance rate is increasing and d@scourts now have a
clearance rate of 99.02 % of cases received and resolved within a year.

There are no figures on thdisposition time (i.e. the average time taken from filing

i ndictment to a judgment) i n Ko#&westigatesasessour t s
of organised crime and corruption is too short, resulting in courts not having sufficient
information to come to an informed decision. There is no working electronic case
management syster.positive exception is the tracking mechanismHighlevel corruption

and organised crime cases set up recesdyg {ight against corruption

The efficiency of the judiciary is seriously hampered thg shortcomings of criminal
legislation; many provisions in the Criminal Procedure Code are too cumbersome and
formalistic to permit robust and successful investigation and prosecution. Due to insufficient
capacity and staffing and limited financial resour@swell as a heavy backlog of cases, the
judicial system is slow in delivering justice. Kosovo's size and social structure makes the
efficiency of the judiciary vulnerable to influence.
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Fight against corruption

Kosovo is at arearly stage/has some levadf preparation in the fight against corruption.
Good progress has been achieved over the past year. With the establishment] of a
multi-disciplinary investigative team, headed by the Special Prosecution Office and the
introduction of a tracking mechanismr foigh-profile corruption and organised crime cages,
Kosovo has fulfilled two of last year's recommendations. This has led to an increased humber
of hightlevel cases being investigated and prosecuted. However, Kosovo must continue to
strengthen its trackecord in the fight against corruption and organised crime. Corruption
remains prevalent in many areas and continues to be a very serious problem. The [political
will to tackle this in a comprehensive and strategic manner needs to be improved. The
efficiengy of investigations continues to be hampered by political influence. In the coming
year, Kosovo should in particular:

- amend the legal framework on conflict of interest bringing it in line with European
standards, including clear definitions of categoriesfbicials and regulating compatibilities
of functions during and after office;

- review and adopt legislation governing public officials charged or convicted for seripus or
corruptionrelated crimes;

- carry out independent audits of political party finader 20132016 and ensure the
financial reports of political parties are published as required by law;

- increase the number of prosecutors in the Special Prosecution Office investigating and
prosecuting higHevel corruption cases, and provide trainingsteengthen their capacity to
conduct financial investigation, confiscate assets and effectively protect witnesses,|with a
view to delivering results on the track record.

Track record

In December 2015, Kosovo established an advanced IT tracking mecharadinstafjes of

the criminal proceedings fohigh-level corruption cases and higkprofile serious
organised crime including asseseizure and confiscation casés.multidisciplinary team

was established to effectively coordinate efforts to deal with tbhases. Out of the 33
high-level cases currently in the system, there have been 21 indictments (17 for corruption
and 4 for organised crime) involving 150 defendants (including a number of political and
senior public officials).There have been convictionsthree cases for corruptioalated
offenses, including a case against a prosecuibe Anti-Corruption Agency (ACA)
continued to be active in conducting administrative investigations, checking asset
declarations, monitoring conflicts of interest and lpuprocurement activities and improving
awareness. Since it was established the Agency has sent 677 cases to the prosecution. The
prosecution offices have filed indictments on 87 cases, based on the ACA referrals. The
quality of the reports that the ACAllsmits to the prosecution needs to be improved, as does
the prosecutors' capacity and willingness to pursue cases. The ACA lacks tools to check assets
declarations. These checks would require closer cooperation with the police, the tax
administration, thé&inancial Intelligence Unit, the land registry and municipal authorities.

Undue influence and limited capacity still hamper the conduct of effedimancial
investigations Financial investigations are not yet systematically launched in cases of
corruption and organised crime. There are too few specialised prosecutors, especially in the
Special Prosecution Office, with the required level of training and competence to tteal wi
financial cases, including procurement cagesset freezing and seizurelBave increased but

final confiscations remain low. In 2015, the estimated total value of frozen, sequestrated and
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confiscated assets was EUR 20.6 million. The value of permapefis@ations increased

from EUR 130000 in 2014 to EUR 45000 in 2015From January to June 2016 the total
estimated value of temporary sequestered assets was EUR 1 million, whereas the total value
of permanent confiscations was EUR 236 000 (totalling BURmillion). There were also
pending requests for final court confiscation in the amount of EUR 25 744.

Kosovo law does not lay down any mechanism for automatic suspension or removal from
office of officials charged with and convicted of corruption,hwihe exception of a newly
amended law on public procurement and the law on the civil service.

Lack of trust hampers effective implementation withess protection mechanismsin
addition regional and international cooperation needs to be improved. Tieatciaw on
informants is not in line with international standards as it does not meet minimum
whistle-blowing mechanisms or protection requirements.

Independent audits of political parties finances have not been carried out since 2013. In 2016,
the assetnly failed again to conduct aaudit of the financing of political parties and most
political parties do not publish their financial reports as required byTlaevCentral Election
Commission also did not ensure that reports on political party finanaes published on

time. Transparency and accountability of funding for political parties and campaign financing
remains to be ensured.

Kosovo should also consider measures allowing effective investigationegplicable
wealth, i.e. byallowing the burden bproof to be reversed for asset confiscation, separating
the money laundering offence from the predicate offence, prohibiting the transfer of criminal
assets to third persons, and providing the -Adrruption Agency with more effective
inspection power® audit asset declarations.

Officials from the north of Kosovo do not meet their obligations regarding the submission of
asset declarations to the AC&orruption in the north of Kosovo is not being tackled
properly by law enforcement agencies.

In 2015, ait of 4 200 officials obliged to submit annwdsets declarations57 failed to do

so, which represents only 1.4 %. Twesty cases against 184 persons were sent for
prosecution by the ArCorruption Agency. Most concerned nrogporting or false reportg

of assets, abuse of official position or authority, or accepting bribes. In 2015, the Agency
handled 306 cases of conflicts of interest, of which 4 were submitted for the minor offences
procedure and 3 were sent to the prosecution service for crimuresdtigation. In 160 cases,

the conflict of interest was prevented and in 49 cases the Agency gave an opinion to the
institutions responsible. Most cases dealt with local governmental officials. The
Anti-Corruption Agency found 1 552 officials holding two more positions, thus creating

the situation of a potential conflict of interest. In 2015, the Agency handled 112 cases on
prevention of corruption in public procurement and issued 81 opinions, of which only 7 were
not considered.

Institutional framework

Anti-corruption work is fragmented in Kosovo and the main-emttuption bodies are not
well integrated, their remits overlap and the division of tasks is unclear. Kosovo needs to
strengthen intemstitutional coordination mechanism and bodies.

On the preventive side, the main body remains the independent and specialised
Anti-Corruption Agency. Other bodies with controlling and auditing powers are: the Auditor
General, who carries out financial audits of all public institutions at central and locaktevel

tax authorities, which gather and check financial information from individuals and various
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collective bodies; and the customs authorities, which check on customs procedures. The
Financial Intelligence Unit in the Ministry of Finance gathers and amalynformation on

and flags up suspicious financial transactions carried out for the purpose of money laundering
or terrorism financing. All these bodies appear to lack a proactive role in the fight against
corruption. Access to public information is gaareed by the law on access to public
documents adopted in 2010. Corruption risk assessments in the health, education, judiciary,
energy, and mining sectors were published in 20b&se areas remain particularly prone to
corruption and conducting risk &ssments in a more systematic manner is a first positive
step that should lead to further measures to effectively address corruftiere is no
particular public policy to prevent corruption in the private sector. In case of alleged
corruption instancegitizens in general report to police as most perceive this institution as the
first responder.

In law enforcement there are bodies specialised in fighting corruption: thecamtuption
coordinator nominated by the Chief State Prosecutor, and the Huleetorate for the
Investigation of Economic Crimes and Corruption, which maintainscantuption units at

both police stations and at headquarters. These units conduct preliminary investigations and
cooperate on a daily basis with the prosecutorsh Easic prosecution office has an anti
corruption prosecutor and two prosecutors are appointed by the Special Prosecutor to handle
high-l e v el corruption cases. Considering the c¢
downsizing, the number of prosecigon Special Prosecution Office dealing with corruption
needs to be increaseHligh-level corruption cases are dealt with by the serious crimes
departments of the Kosovo Basic Courts, wiiakie recently been allocated more judges and
support staff.

The apointment of a National Coordinator against Economic Crime in November 2015
helped improve coordination and cooperation between law enforcement agencies.

Legal framework

Criminal law provisions on corruption, mainly in the criminal code and criminal pooeed

code, are generally in line with relevant European standards. However, there are areas that
require urgent rectification such as the confiscation provisions, which are too cumbersome
and complex to use, and the unreasonably short deadlines for iatiesg The legal
framework has been further aligned with thequis with amendments tehe law on the
declaration, origin and control of the property of senior public officials and the declaration,
origin and control of gifts for all official persons

Reaulation of political party and campaign financesis hampered by the lack of effective
regulatory oversight and the lack of political will to enforce the legal framework. Reviewing
the legislation could help to increase transparency, accountability and effective auditing of
political party and campaign finances control

The law on conflict of interest needs to be amended to bring it in line with European
standardsCategories of public officials covered by the law are currently not clearly defined,
neither measures nor procedures to prevent and sandui@atiosns of conflict of interest.
Compatibilities and incompatibilities of functions during and after office are not regulated.
Suspension and removal of public officials indicted and convicted for serious or
corruptionrelated crimes is not foreseen.

The law onpublic procurement was amended in March 20X6yther aligning it with the EU
acquis(see 5.1.6 public procurement
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Strateqgic framework

Kosovo is implementing its 2013017 anticorruption strategy and action plan, monitored by

the AntiCorryption Agency. Most of the expected results have not been achieved. A revised
anticorruption action plan for the prosecution service and its role in combating corruption
was adopted in December 2015. Inadequate financing and a lack of any measurable impact
indicators are seriously undermining prospects of achieving the expected results.

Implementation of the 2012018 strategy and action plan for preventing and combating the
informal economy, money laundering, terrorist financing and other financial chiaselsegun
smoothly. Action plans are in place to fight corruption in vulnerable sectors such as customs,
the police, and the tax administration. Civil society is being involved in drafting
anticorruption policies. Regular and transparent consultationsldhze held to monitor
implementation.

Fight against organised crime

Kosovo is at arearly stagein the fight against organised crim@ood progresshas beer
made in the past year, notably with strengthening institutional specialisation and cases
tracking mechanism (cf. same as under box fight against corruption) and due to improved
coordination. This has led to an increased number ofleiggl casedbeing investigated and
prosecuted. The number of final convictions, financial investigations and final |asset
confiscations remains low, while asset freezing and seizures have increased. Organisgd crime
goes unpunished in the north of Kosovo. Overall, éhbas been little progress in the
fulfilment of the recommendations identified last year. Kosovo has stepped up its efforts to
fight terrorism, including measures to tackle radicalisation and prevent Kosovo terrorist
fighters joining conflicts abroad.

In the coming year, Kosovo should in particular:

- revise the Criminal Procedure Code and the law on extended powers for confiscation of
proceeds of crime with a view to making them effective tools to combat organised crime;

- increase the number of prosecutanstihe Special Prosecution Office investigating and
prosecuting higiprofile organised crime cases, and provide them with robust training to
strengthen their capacity to conduct financial investigations, confiscate assets and effectively
protect witnessesyith a view to delivering results on the track record,;

- develop an intelligeneed policing approach and strengthen capacity to collect
harmonise, analyse and use relevant criminal statistics, including through bettagertey
cooperation.

Track record

Organised crime in Kosovo is mainly human and drug trafficking, financial crime and money
laundering, and terrorisirelated activities. The main factors facilitating organised crime are
primarily Kosovo's geogr ap hiunemplaymemttandootheron t |
economic factors, and specific social and family structures. The IT tracking mechanism for
high-profile cases including organised crime is operationaé¢ fight against corruption

However, a tracking mechanism for all criminases still needs to be developed in order to
increase intemstitutional cooperation and information exchange between all rule of law

actors in Kosovo.

The success rate for investigations, prosecution and final convictions in organised crime cases
including human trafficking, drug trafficking, terrorism, money laundeiang other forms of
financial crime remains very lawinancial investigations are not effectiw&hile, overall,

20



the estimated value of frozen and temporarily confiscated assets has increased, the rates of
confiscation and final sequestration of criminal assatgin low.

Largescale usurpation of socialtywned properties is endemic in Kosovo, providing a huge
souce of illegal wealth. In April 2016, a Kosovo Police operation, assisted by EULEX, was
launched, during which 47 premises were searched and 8 suspects were arrested in relation to
organised crime usurpation scheme, including an assembly member.

The witness protection systemwhile having appropriate capacity, does not have currently
any witnesses under protection, due to lack of trust in the systaptementation and
international cooperation needs to be strengthened.

The involvement of armed groups inganised criminal activities, such as arms smuggling,
and the apparent impunity with which they are able to operate across borders is of serious
concern. The Kosovo police have been involved in severassborder operations
supported by Europol at thegwest of Member States leading investigations into such groups.
The government, law enforcement agencies and the judicial system need to take swift action
to dismantle these groups.

Since September 2015, there been no new reported cases of Kosovarsti@nimgr in
Syria. Over the past year, the police have arrested an increasing number of people joining
terrorist groups in conflicts abroad or intending do so.

Institutional framework

The main institutions involved in the fight against organised crimeosoko are the national
coordinator, the Ministry of Internal Affairs, the Ministry of Finance (customs, the Financial
Intelligence Unit, the tax administration), the Ministry of Justice, the Kosovo police, the
prosecution service, and the courts. TiNational Coordinator on Organised Crime
monitors the implementation of the strategy and action plan against organised crime.

An organised crime directorate in tipelice headquarters is complemented by specialised
units to combat drugs and human traffickingegional level, assisted by forensic units.

the prosecution service,the main role in fighting organised crime lies with the Special
Prosecution Office, which is staffed with prosecutors specialised in investigating and
prosecuting this type of criminality. It needs both training and staff reinforcements.

The customs, tle Financial Intelligence Unit (FIU) and the tax administration are
responsible for monitoring and controlling the internal and ebosder flow of goods,
materials and capital aimed at activities related to all forms of organised crime. The FIU
specificaly assists with analysing and disseminating information on money laundering and
terrorism financing, exchanging information with all law enforcement institutions. It also has
the capacity to freeze suspicious financial transactions.

Cooperation and coordiration among all these institutions in d&yday handling of
corruption and organised crime cases depends more on the individual capacity and
commitment of the officials responsible than the system as such, with the prosecution service
being the weakestrik.

Intelligence-led policing remains weakly implemented. The new analytical tool assisting in
exposing and investigating organised crime, the Kosovo Police Information System, is not yet
fully utilised. Kosovo regularly exchanges information with Euragoad Interpol via EULEX

or UNMIK. Kosovo applied to join Interpol in April 2016.

The Kosovo Forensics Agency and its laboratories have technical equipment capable of
conducting the relevant f or e n sSemwicedainmnpryds e s .
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assistance from EULEX. Its ability to ensure adequate forensic pathology remains very weak.
Continuous funding of the Agency must be secured.

Legal framework

Criminal code and criminal procedure code provisions for combating organised crime are
mostly in line with European standards. Nonetheless, some need to be revised, such as the
provisions on confiscation and on investigation deadlines, the provisions responsible for the
imbalance between the defence and prosecution at trial, the provision fortitudaubf

appeal possibilities, the unclear provisions on admissibility of evidence, and the search and
seizure provisionsThe newly amended law on money laundering and terrorism financing is
not fully in line with EU and international standards. The nik@ws are the unclear system

of FIU and central bank supervision of the financial sector; extensive reporting requirements
for NGOs; the lack of provision allowing the prosecutor or court to continue freezing of a
suspicious transaction in line with FIUders; and the narrower scope of the definitions
compared with those required by Financial Action Task Force recommendations.

Strateqic framework

The 20122017national strategy and action plan against organised crime is the main strategic
document in plae. Additional strategies and action plans are in place on prevention and
combating of the informal economy, money laundering, terrorism, radicalisation and
extremism, terrorism financing, human trafficking, cybersecurity and narcotics trafficking.

Fight against terrorism

Kosovo authorities stepped up effortsctmunter violent extremism and radicalisation by
implementing the law on foreign terrorist fighters, and the strategy and action plan on
prevention of violent extremism and radicalisation. Tinenber of Kosovo citizens engaged

in the Syria/lraq conflict is decreasing. Nonetheless, challenges remain with the lack of
programmes for deadicalisation and reintegration, considering the high number of Kosovo
citizens returned from the conflict zond@fie phenomenon of foreign terrorist fighters needs a
dedicated approach by the intelligence and law enforcement community and a coherent
judicial policy on offenders together with social, commuifised responses aimed in
particular at marginalised yourgeople.Improved cooperation among intelligence services,
especially between countries in the Western Balkans, could also help to counter the threat of
extremism and radicalisation.

Specialised training on investigation techniques for prosecutorpaice is needed. Kosovo
law enforcement agencies also lack expertise and equipment to investigate complex terrorism
cases.

2.4. Human rights and the protection of minorities

The legal framework broadly guarantees the protection of human and fundanggdrigain
line with European standardSome progresswas made in this area, for instance on data
protection and higlevel political support for the rights of LGBTI persons. However, |the
limited progress on the effective guarantee of property rightshenceturn and reintegratign
of displaced persons remain a concern, as is the protection of cultural heritage.
Implementation of human rights continues to be hindered by a lack of resources and political
commitment, including at local level. Some stepstaiag taken to implement the package of

human rights laws adopted last year but important challenges remain.

Shortcomings particularly affect the following areas:
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T Gendeshased violence and women’s | imiteld acc:¢
hamper w men’ s f ul | enj oyment o f t heir rri ght s
disabilities continue to be hindered by inadequate support and health services, and poor
access to existing services.

i Strategies and legislation on the rights of persons belonginginorities and theif
protection throughout Kosovo are not sufficiently implemented.

1 The protection of cultural heritage, including cooperation between the Serbian Orthodox
Church and Kosovo authorities, remaiaschallenge.Legislation to address il
construction needs to lbally implemented and enforced.

International human rights instrumentsf or m an i ntegr al part of K
and are directly applicable, as provided for in the constitution. Kosovo continued to align
legislation wth these instruments and maintained its practice of ad hoc reporting.

On promotion and enforcement of human rights progress needs to be made on effective
implementation of human rights legislation. Further efforts are needed in particular on
establishinga track record of taking discrimination cases to court. The Advisory Office for
Good Governance, under the Prime Minister’'s
and capacity to manage its workload effectively. It needs to focus on coordination and
monitoring of policy commitments; line ministries should assume responsibility for
implementation. The establishment of the I#t&nisterial Coordination Group for Human
Rightsin May 2016 is a first step in establishing higlhel coordination to devisena
overarching human rights strategy and to steer its implementation effectively. The
Ombudsman should play an important role in designing, monitoring and advising on this
work. Strong political leadership is required to ensure that the Group delivessmarntate.
Increased financial commitment to human rights protection at all levels is needed, while
donor dependency should be reduced.

As regardsprevention of torture and ill treatment, there were no reports of violations of
internationally recognised human rights standards. In January 2016, in compliance with the
Optional Protocol to the Convention against Torture, a National Preventive Mechanism
against Torturavas established. This ia separate body within the Ombudsman Institution
responsible for inspecting all places in which persons are deprived of their full liberty.

In theprison system compliance with the UN Standard Minimum Rules for the Treatment of
Prisoners and Europearrisdn Rules has continued. There is an urgent need to provide
inmates with meaningful activities and work opportunities. The issue of housing detainees
awaiting trial and those convicted of minor offences together with-temmg prisoners is a
concern. Thee is a need to establish separate accommodation serving the north of Kosovo to
ensure a longerm solution. No progress has been made concerning setting up a prison
complex in North Mitrovica. Recommendations stemming from the inspections of Kosovo
Corredional Service facilities by the Internal Inspectorate of the Ministry of Justice are not
systematically addressed. Serious concerns remain over privileges for certaprdifiigh
detainees In August, all cases of suspensions of sentence on medicak grevadevoked
resulting in all 8 prisoners, including 3 higinofile, returning to the prison. Inadequate
staffing levels, in particular at recently constructed facilities, remain a concern. The
authorities will need to address the forthcoming recommendatof the European
Committee for the Prevention of Torture and Inhuman or Degrading Treatment or
Punishment.

Some progress has been madedata protection. Public awareness of the right to the
protection of personal data has improved, resulting in erea@se in the number of complaints
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received by the National Agency for the Protection of Personal Data. Additionally, the
Agency has performed more inspections. The Agency needs to prepare for challenges in
implementing and enforcing the data protectiotesuas a result ofthe Stabilisationand
Association Agreement. It needs more financial resources and strengthened human capacity,
including the reappointment of its supervisor, to deal with the increasing number of
complaints. Amendments to the laws oatal protection and access to information are
necessary and the institutional framework is not yet clarified.

Legal provisions onfreedom of thought, conscience and religiomare in place and
interaction among religious leaders of all faiths continues. Mewé¢he draft law on freedom

of religion needs to be adopted and include
Orthodox seminary in Prizren continues to function well. The Ministry of Culture is engaging

with the Serbian Orthodox Church on waysstapport the reconstruction of its sitkedt

unfinished by the Reconstruction Implementation Commission. However, modalities need to

be clarified to ensure the Serbian Orthodox Church can exercise full discretion in the
management of its properties, whit@lowing legal procedures. Kosovo should demonstrate

that it respects this right in practice. In May 2016 the Constitutional Court issued a final
judgement on the | and dispute case involving
municipality confrming legal ownership of the land by the monastery. While the judgement
brings closure to this longtanding case, its implementation remains a challenge and local
resistance, including overt defiance by municipal officials, raises concerns. There were no
reports of serious incidents linked to the protection of historical and religious sites under the
responsibility of the Kosovo Police. Continuing incidents of petty theft and vandalism at
religious heritage sites need to be followed up effectively, inctudwift investigations into

the incident involving the placement of explosive materials at the mosque in Drenas/Glogovac
and the burning of a mausoleum in Pejé/ Pet
demonstrate full respect for the rights of redigge communities as stipulated by law, and need

to allocatdand for a graveyard for members of the Protestant community.

Freedom of expression

Kosovo hasome level of preparationin the area of freedom of expression. There has peen

no progressin this area. Threats and attacks against journalists have increased. The assembly
shows limited commitment to finding a solution for sustainable funding of the public
broadcaster, leaving it vulnerable to political pressure and influence. There weggstatil/e
developments on the regulation of media ownership and transparency. Implementation of
legislation remains a challenge, in particular with regard to the law on the public broadcaster.
The majority of | ast year e@essedecommendati ons

In the coming year, Kosovo should, in particular:

- continue to ensure that cases of physical attacks against journalists and other forms of
pressure are promptly investigated and adjudicated;

- ensure a sustainable financial solution for the pubbadcaster;

- implement measures to provide for transparent information on media ownership.

Intimidation of journalists

During the reporting period, 12 incidents were reported to the pdticelents involved a

physical attack on a journalist from South Mitrcé / Mitrovica, the police deleting
recordings of jJjournalistic materi al without
from court hearings, involving higprofile cases. In August 2016, a bomb exploded near the
public broadcaster Radio Telsion of Kosovo (RTK) premises and another one at the house
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of the RTK Director General. Both attacks were condemned by the government and all
political parties.

Investigations into these cases are slow and there were very few final convictions. A more
sydematic response, including prompt investigation and timely adjudication is needed to
strengthen the protection of journalists.

Legislative environment

Freedom of expression and the media are constitutionally guaranteed, and legislation on libel,
hatespeech and defamation is in line with the European Court of Human Rightkwase

The legislative and institutional framework in this area remains fragmented and ineffective.
Journalists’ right to conscienti awarectiobj ect i
remain unregulated?olice, prosecutors and judges need proper training on the standards
established by the Council of Europe and the European Court of Human Rights for dealing

with sources and journalistic materials. The right of access tdicpinformation is

under mined by the authorities’ fragmented an

Implementation of leqgislation/institutions

Effective implementation of legislation and ethical standards remains a challenge, with the
law on the public broadcaster presegtthe biggest challeng&he Independent Media
Commission failed to make preparations for the digital switchoveystematically monitors

the content of audiovisual media but lags behind in initiating cases and implementing fines for
legal breachesAs a result of budget cuts, it is facing difficulties in meeting its financial
obligations, including capital investment.

Freedom of expression online is not monitored by either the Independent Media Commission
or the Press Council of Kosovo. Although threates an unhindered environment for online
media, it also undermines the privacy of individuals, leading to many cases of alleged hate
speech, libel and defamatioBuch cases need to be thoroughly followed sge (5.2.6
information society and media

Public service broadcaster

RTK is directly state funded, which undermines its independence, weakens H®rong
sustainability and leaves it prone to political influence. The assembly has yet to find a
sustainable financing solution for the RTK, witie legal deadline having expired in April

2015. The tendency of the assembly to make state funding a permanent solution contrary to
the law is a concern. A solution for the premises of the public broadcaster is yet to be found.
In May, the Privatisation dency requested the RTK to pay for the public premises it is using

or face eviction. No such requests have been made to other media that use public premises
under similar conditions.

The RTK Board is complete but its performance needs to be improvedingedpaut in last
year'sperformance audit of the public broadcaster, carried ouh&ffice of the Auditor
Gener al at the assembly’s request.

The appointment of a new director of the Serbian language RTK channel in May 2016 was
later annulled becaustebreached relevant legal provisions.

Economic factors

The media are generally not economically sustainable. Information on media ownership
structures, in particular for online media, remains unclear and often fictitious, as most media
do not provide information on their finances or real ownership. The laekstfong private
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advertising industry makes private broadcasters dependent on other sources of funding and
few are able to operate without strong links to political and business interest groups.

Professional organisations/professional conditions

There areseveral associations and unions for journalists, divided along ethnic lines. They
generally do not enjoy wide support across the journalistic spectrum. Journalists often work
without contracts and they are vulnerable to corruption as well as prone-terssbirship.
Protection of professional standards in journalism is governed by codes of ethics but
implementation is weak. Neither thedependent Media Commissioor the Press Council

has brought any cases against the media for breach of the codessf eth

Freedom of assembly and associatiois guaranteed by the constitution and citizens have
been making ample use of their right, including by staging demonstrations and protests
against various levels of government. The law enforcement authorities aasked violent
protests professionally.

Responsibility for overall coordination pfoperty rights lies with the Ministry of Justice. A
strategy for property rights is being developed. The law on the establishment of the Kosovo
Property Comparison and Vecation Agency, the successor to the Kosovo Property Agency,
adopted in June, is now being challenged before the Constitutional Court. Lack of funds
continues to hinder the i mplementation of
private propdy constructions. There are currently 29 capesding and the total cost
involved is around EUR 5000. This also seriously affects the rights of displaced persons.
Following the identification of over 350 000 constructions built without permit, the
Government is revising its policy and the law on treatment of constructions without permit.
lllegal reoccupation of properties, on which the Property Agency has already ruled, continues
to be a concern. The strategy on legalising informal settlementsohgst been adopted. The

government has not allocated the funds to set up a compensation scheme related to socially

owned residential property. There has been limited progress in the adoption of-getiree
social housing plan by municipal authoritiesigfhin turn prevents central authorities from
concluding a Kosowwide strategy on social housing.

As regardsnon-discrimination, legislation to implement the law on protection from
Discrimination has not been adopted. In the reporting period, the Omhudsstaution
received complaints in similar numbers to previous years and more than doubled the number

t

F

of ex officio investigations on discriminat|

tracking mechanism still needs to be extended to cover casdkkinds of discrimination,

not only those based on ethnicity. The performance of institutions in processing and
investigating discrimination cases remains poeollowing the example of the Police
Academy, which already has a specific ahsicriminaton module in its training for newly
recruited police officers, the government should take forward the Training of Trainers
programme and involve licensed adiscrimination trainers from key institutions such as the
judiciary, the prosecution service,etlpolice, the public administration and the education
ministry.

Kosovo’ s | e g aeéqualityr batweewwomén aridanens broadly in line with
international standards. Efforts to align existing legislation by drafting a unified civil code are
an oppotunity to bring it fully into line with European standards. Implementation of the law

on gender equality is slow and secondary legislation has yet to be adopted. The fact that the
vacancy for the Head of the Agency of Gender Equality has not been fiketamapered
implementation of the action plan to implement UN Security Council Resolution 1325 on

wo men, peace and secur ity ,malkng deeds lnebe fArthern c y ' s

strengthened.
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Genderbased violence, including domestic violence, is @lehge with severe limitations in
protection systems for victims of domestic violence highlighted by the tragic death of a
woman in Suhareké/Suvareka in October 2015. A positive development is tiraffinking

and domestiwiolence helpline which isaw also providing assistance to Serbian speakers in
the north. The new Strategy and Action plan 28080 on Protection from Domestic
Violence needs to be adopted. The lack of a system of regular data collection across
institutions undermines the ability tcrosstrack and monitor cases in investigation and
judiciary proceedings. Units for gendeased violence need to be set up in the northern
municipalities. Authorities need to improve reintegration programmes for survivors of
domestic violence. The Comssion dealing with survivors of sexual violence during the war
needs to start verifying the status of survivors to enable and ensure access to individual
benefits. In March 2016, measures were adopted to regulate the registration of joint
immovable propeyt in the name of both spouses, thereby strengthening legal protection of
women’s right to inheritance. Il n practice,
under mines women’s economic empower ment .

On therights of the child, K o slegal drameworkis largely in line with international
requirements but implementation remains a challeAg#horities must ensure an adequate
budget for the new draft law on child protection to be effective, once adopted. Data and
monitoring mechanisms to assess progiesmplementing child rights need to be improved.
While Child Rights Officers have been appointed in most municipalities, their impact is
limited. The Ministry of Labour and Social Welfare must ensure adequate financing for
shelters housinghildren whoare victims of violence and traffickingflhe Ombudsman
Institution should further engage in promoting the rights of children.

TheJuvenile Justice Code is guided by the p
enshrined in the UN Convention on thegRis of Child. The foundations of a justice system

for children are in place and juvenile departments have been set up in all Basic Courts and
prosecutor officeshAs regards children’s access to just
legal and capaty development for proper implementation of chitgbndly proceedings in

civil and administrative cases. Good progress has been made through a referral protocol to
ensure free legal and professional services for child victims and witn&ghkés. current

provisions in the Juvenile Justice Code are not in line with the UN Committee on the Rights

of the Child concerning prial detention (12 months instead of 6), in practice in the last 2

years no juvenile has been detained for more than 6 months. Aslg deprivation of full

liberty has become a measure of last resort and is used for the shortest appropriate time.

On therights of persons with disabilities,implementation of the strategy for 202823
remains limited and the government now needs &ft drnew action plan for 20142019. The
Ministry of Labour and Social Welfare still needs to find a solution to address the situation of
the more than D00 members of the deaf community who were removed from the disability
pension scheme in 2013. The law paraplegic and tetraplegic persons was adopted in May
2016. The National Disability Council appointed the President of the Kosovo Disability
Forum as its Cahair, making the Council more inclusive and transparent. It should meet
regularly and take a one proactive role to improve the wellbeing and promote the rights of
persons with disabilities. The authorities need to improve the inclusion of children with
disabilities in the education system by increasing the number of professional staff and
personahssistants. Access to public buildings and public transport remains problematic.

There has been some progress on the rightgshiian, gay, bisexual, transgender and
intersex (LGBTI) persons On 17May, for the third year in a row, a peaceful march was
organised in Pristina to mark the international day against homophobia, transphobia and

27



biphobia with senior politicians in attendance, including the President. Cases of verbal and
physical assaults against members of the LGBTI community should be propedyigated.

The advisory and coordinating group for the rights of LGBTI persons needs to take a more
proactive role by providing concrete advice and recommendations to relevant institutions.

Issues ofabour and trade union rights are covered in sectioh1.8

Regardingprocedural rights, personsuspected or accused or victims of crime have the right
to solid protection under the Criminal Procedure Code, the law on police, the law on the
Kosovo Police Inspectorate, the law on crime victim compensatidrthe law on free legal

aid. They have the right to interpretation and translation, the right to information about their
rights, the right to legal advice before and during trials and to legal aid, and the right to
communicate with family members, empérg and consular authorities. There is strong
political will to apply these rules, but financial resources and more training is ndaded.
April, the Kosovo police, the Judicial and Prosecutorial Councils and the Kosovo Bar
Association signed a memorandwihunderstanding to create a coordination mechanism for
providing criminal defence free of charge.

Implementation of the legal framework aninorities continued to be challenging. The
institutional setup and mechanisms for protecting minority communiaes in place at
central and local level. In the north, Municipal Offices for Communities and Return and
Community Committees have been established and have started to work. Municipal Safety
Councils, introduced in 2009 to improve community safety andligyalalso need to be
established in the north to further strengthen the protection of minority communities. Kosovo
institutions must assume ownership and focus more on implementation by increasing
interaction between the Kosovo central and local ingitgtand minority communities. The
Office of Community Affairs needs to be fully involved in developing and taking forward
policy-making on the protection of national minorities.

In May 2016, a technical working group published a report on the implententati

recommendati ons of the Council ofFramdéwvork ope’ s

Convention for the Protection of National MinoritieShe report is incomplete, data is
limited, and indicators for monitoring progress are lacking.

In March 2016 the send round of an internship programme for minority communities in
public institutions was implemented. However, the employment of members of minority
communities in the civil service and public enterprises remains very challenging. Progress
was made with aegulation enabling graduates of the UniversityMafrovicé/Mitrovica to

have their diplomas certified for the purposes of employment, professional licensing and
admission to professional exams in Kosovo institutions. As a result of affirmative measures
and quotas, more students from minority communities were able to enr@uldic
universities. This represents a positive step towards effective inclusion of minority
communities in Kosovo.

Stronger commitment and support by government institutionshamstreaming language
policies is needed. Implementation of the law on official languages remains low.
Kosovo/Serbian language interpretation and translation, including translation of laws, is often
substandard. The Office of the Language Commissiondinc@s to work in a satisfactory
manner and is now also starting to work in the northern municipalities. However, it needs
political and financial support.

The Consultative Council for Communities has further strengthened its role and has seen
increased interest in participation from the Serbian community. To put this body on a firm
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footing, increased budget is needed and its recommendations need to hettakecount by
ministries.

The overall security situation for minority communities remains relatively stable and largely
unchanged. However, there are recurring incidents of property theft, damage and related
crimes targeting Kosovo Serb returnees an@rothembers of minority communities. Such
incidents increase the feeling of insecurity, negatively impact on their livelihood and society
as a whole, and deter other potential returnees. Law enforcement and judicial authorities
should make every effort torihg the perpetrators to justice and counter a perception of
impunity in order to restore confidence among victims and in society as a whole. Hate crimes
targeting minority communities need to be more resolutely dealt with. Further work is
required to takeaccount of Article 147 and 74 § 2.12 of the Criminal Code. Additional
recruitment of police officers from minority communities in affected areas, in particular in the
west of Kosovo, is needed.

The situation of theRoma, Ashkali and Egyptian communittesemains challenging.
Following up on the 2002015strategy, the government aims at finalising the new policy
commitments, focused on the inclusion of these communities in society, before the end of
2016. While the consultation process was inclusive, goipe recommendations by civil
society and international organisations were taken on board. Municipalities are encouraged to
renew, approve and implement Local Action Plans. Recommendations from the November
seminar on Roma, Ashkali and Egyptian Communitiesd to be implemented.

Learning centres continue to play an important role in reducing the significantly high number

of school dropoutand i n all owing for the Roma, As hkal
integration in the education system. The gawsnt continues to provide free textbooks in

the Romani language. The Roma, Ashkali and Egyptian communities continue to enjoy the
same access to healthcare services as other citizens. Budget for housing needs to be allocated.
Some municipalities have comtied to allocate land to these communities. Kosovo has
continued to take affirmative measures with Montenegro and with the former Yugoslav
Republic of Macedonia to ensure access to civil registration for displaced Roma, Ashkali and
Egyptian communities. é&tive measures to include these communities are needed to combat
exclusion in the labour market. Child marriages and child labour continue to be prevalent.
Kosovo should take full ownership of the measures needed to support the Roma, Ashkali and
Egyptianscommunities with a view to reducing donor dependency.

The pace of the return and reintegratiomedfigees and internally displaced persondDPs)

is slow and returns are decreasing year on year. Return figures for this year are the lowest
figures to dateSustained efforts are needed to collect and maintain data on numbers and

locations of IDPs and returnees. Usurpation of properties belonging to displaced populations,
coupled with illegal construction on their land and the-arecution of the Constitutial

Court decision from April 2014 related to these matters, is hindering the return process. In the
absence of an effective response by municipal authorities on this issue, stronger central level
supervision and inteministerial cooperation is required.

On cultural rights, relations between Kosovo authorities and the Serbian Orthodox Church
were strained during the reporting period,
membership. The church withdrew from regular coopamnatiith the Implementation and
Monitoring Council (IMC). On several occasions the authorities called for cooperation to
recommence and, following a-tBonth period of inactivity, a meeting was held in April. It is
important that the IMC is used to resoMlifficulties in co-operation between the Ministry of

4 All these groups are considered under the wider "Romabirella term under the EU framework for National Roma
Integration Strategies.
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Culture and the Serbian Orthodox Churdihe government should increase its efforts to
ensure the sustainable functioning of the IMC's secretariat. The Religious and Cultural
Heritage Unit of the Kosovodghice fulfils its mandate in four regions, to protect Serbian
religious and cultural heritage sites with 205 officers. Improving communication with the
resident Serbian Orthodox clergy remains a challenge.

Kosovo authorities have begun to take stepsdtapt legislation to reinstate all the substantive
provisions included in Annex V of the Comprehensive Status Settlement Proposal (CSP),
regarding the management and protection of Serbian religious and cultural heritage in
Kosovo. The governmergroactivey liaised with the EU in drafting the National Cultural
Heritage Strategy and treame is expected for the drafting of the law on amending and
supplementing the law on cultural heritage, which should take place without delay and
accurately reflect all of 8sovo's commitments under Annex V of the CSP.

The Village Counci l of Veli ka Hoca / Hogcé e
law. The Cultural Heritage Council in Prizren has been integrated into municipal structures
and is functioning in accordae with the law on the historic centre of Prizren. The
government increased its cooperation with civil society on the management of cultural
heritage. In June 201 izren municipality assigned two additional inspectors for the Historic
Centre of Prizrenincidents of illegal demolition of cultural heritage have continued and
sanctions against perpetrators have not been enforced. The systematic degradation of heritage,
particularly in Prizren, is of great concern and poses an increasing risk to pulilyc Taée

task force set up in 2014 to deal with illegal construction in Prizren has had minimal impact.
Intensified efforts to ensure adequate protection and management of cultural heritage
throughout Kosovo are needed.

2.5. Regional issues and internatinal obligations

Kosovo continued working to fulfil the remaining obligations related to following up on
allegations ofinternational crimes committed during and after the conflict in Kosovo, laid

out in the 2011 Council of Europe Parliamentary Assemblprtehe constitutional and
legislative amendments needed to create the conditions for the establishment of the Specialist
Chambers and Specialist Prosecution Office have been adopted. The Chambers are subject to
Kosovo law, but are located outside Kosoun. February, the President finalised the
procedure related to the bilateral agreement allowing the Specialist Chambers to be hosted in
the Netherlands, thus completing Kosovo’s o0b

Kosovo has set upwar crimes department within its Special Pexzition Office. However,

the department has only two local prosecutors for a workload which will further increase
when more EULEX cases are handed over. The Kosovo police war crimes investigation unit
has received additional staff, vehicles and computéosvever, the limited experience, and

the lack of investigators with an ethnic Serb background, criminal intelligence analysis staff
and language and translation capacity, has an impact on the work of the unit. EULEX is
supporting Kosovo in building up theapacity to effectively take over war crimes
investigations and prosecution. In cases where the suspects are ethnic Serbs, residing mainly
in Serbia, mutual legal cooperation with Serbia is effectivelyaastent. There is an overall
concern about capdgiand willingness to handle war crimes cases involving former KLA
members.

The unresolved fate ahissing personsfrom the 1990s conflict remains a humanitarian
concern, the resolution of which is vital for reconciliation and stability in the region. As of
July, a total of 193 persons were still missing according to the International Committee of
the Red Cross (IRC). Of these, B65 relate to the 1999 conflict. The appointment of the
head of the Pristina delegation to the IGR@ working group on missing persons is a
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positive step. The working group faced serious challenges, with only four cases solved in
2015, he lowest number since the end of the conflict. The government needs to appoint a file
holder for the issue of missing persons and show greater political commitment and renewed
efforts. Lack of information on gravesites yet to be uncovered remains arclebsia
resolving the issue. Kosovo needs to engage more proactively and provide information from
its own sources. Politicisation of the process, including unhelpful statements in the media and
a further weakening of the process due to interinstitutiospludés, needs to be avoided.

The Kosovo Institute of Forensic Medicine continues to have insufficient capacity to meet the
required standards for sustainable forensic practice, including forensic anthropology and
archaeology. The authorities need to adglrékis issue urgently. Coordination and
cooperation with the government’s commissi o
need to allocate resources and resume data entry in the central register of missing persons,
which stopped in August 2014. The kaof progress on this issue prevents the government
from assuming its obligation to establish and manage the list of missing persons. The
authorities need to adopt secondary legislation on the establishment of a central register, and
on the closure of caseto support the implementation of the law on missing persons. No
progress has been made regarding the unidentified human remains stored at the Pristina
morgue, for which forensic action has been exhausted. When developing a strategy for
dealing with thepast, the inteministerial working group on dealing with the past needs to
conduct agender and victimsensitive and transparent transitional justice consultation
process, which would includdl communities and marginalised groups. The process requires
increased active engagement by the Ministry of Justice as well as a financial contribution
from the government.

Regional cooperation and good neighbourly relaton§ or m an essenti al pa
process of moving towards the EU. They contribute toilgtglreconciliation and a climate
conducive to addressing open bilateral issues and the legacies of the past. Kosovo applied for
Interpol membership and applied for, but failed to achieve, membership in UNESCO. Kosovo
took a more active role in severabional organisations, notably in the Regional Cooperation
Council. Kosovo is still not represented in all regional organisations that fall within the scope

of the agreement on the arrangements on regional representation and cooperation as agreed
with Belgrade in 2012.

The impetus given through tiigerlin processand the Western Balkan Six initiative, notably
regarding the connectivity agenda, has continued to foster increased regional cooperation.
Building on the results of previous Summits the June 2@t& Bummit saw further advances

on the connectivity agenda but also openedmeration in new areas, notably through the
establishment of the Regional Youth Cooperation office (RYCO) to be established in Tirana.
Kosovo has participated actively. The pergdmeasures in the area of transport include
improvement of the implementation of the IBM guidelines and mutual recognition of train
driver licenses among others. On energy, Kosovo should phase out price regulations, finalise
discussions with Albania tonk with its power exchange, finalise the technical procedure to
establish a functioning and balanced market and adopt a compatible energy law, which will
allow progress on a number of other measures. Kosovo's Electricity Transmission Company is
not in a sition to take full advantage of the regional electricity market as agreed in Paris.

Kosovo remained constructively committedbibateral relations with other enlargement
countries and neighbouring EU Member States

Kosovo has continued to deepen its relations witlania. In May, the Ministry of Trade and
Industry signed a bilateral agreement with the Albanian counterpart on enhancing and
protecting investment, to intensify economic cooperation and create favocwoakligons for
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investment. In June 2016, the two governments signed cooperation agreements on
environment, energy, transport, public administration reform, customs, taxation and joint
training.

There are no official relations between Kosovo &u$nia andHerzegovinaas the latter
does not recognise Kosovo’s independence. A

Relations withthe former Yugoslav Republic of Macedoniaontinued to develop. In

February 2016, a Partnership Agreement on the managevhdechnical assistance was

signed, as was an agreement on cooperation on EU integration. An agreement on the use of
personal identification documents for citizens crossing the joint border became effective in
April 2016.Some tensions resulted frompd i ci ans’ statements about
from Kosovo in the Kumanovo incident in 2015.

Relations betweerMontenegro and Kosovo remained good. In September 2015, the
agreement on police cooperation entered into force. The Agreement on coopazatiean

the two parties’ Commissions for Missing Persons was signed in October. There were no
developments concerning the constitutional recognition of the Montenegrin minority in
Kosovo. The border demarcation agreement Wittntenegrowas ratified by Poglorica in
December 2015, but is facing resistance in the Kosovo Assembly.

Kosovo has maintained friendly relations withrkey. A readmission agreement was signed
in December 2015, in the context of visa liberalisation for Kosovo.

3. NORMALISATION OF RELATIONS BETWEEN KOSOVO AND
SERBIA

Work under the EWacilitated dialogue has continued throughout the reporting period.
Overall progress in the implementation of the 25 August 2015 agreement has been slow. This
is partly due to respective internal circumstances, with parliamentary etetitowed by a
lengthy government formation process in Serbia and the domestic situation in Kosovo. During
the last higHevel dialogue in January 2016, both sides had asked for political space to
operate in, address these domestic challenges and catsajiovernment and governance.

EU frequent bilateral contacts and discussions with both sides helped maintain the political
engagement at highest level, aneergage both sides to resume work on the implementation

of past agreements.

Since the formatiof the Serbian government in August, both sides engaged in acceleration
of the implementation of th25 August 2015 Agreementdmplementation of the agreement

on the Mitrovicé/ Mitrovica Bridge commenced in August and works on and around the
bridge, including turning the North Mitrovica municipality's main street (King Petar Street)
into a pedestrian zone, are to be completed by January 2017. Progress has been made when it
comes to bridging diffrent views on the arrangement omletoms while final
implementation is still outstanding. Little progress has been made othe
Association/Community of Serb majority municipalities in Kosovo After the official
appointment of the management team, adas needs to be given to it by Kosdwodraft

the statute of the Association/Community. Serbia needs to register and license the two Serbian
energy companies to be established in Kosovo to gltogressn the field ofEnergy.

Further progress hagén made on the implementation of e r i | 2013 O6First a
principles governing t heKosowrSeradolices and icialn of
protection personnel are now fully integrated into the Kosovo system. The dismantling of the
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Serbian suictures orjustice continues as scheduled and all former Serbian judicial personnel
are expected to be into the Kosovo system by autumn 2016. In the contextliafsthre
arrangements, official visits are directly arranged by Liaison Officers in line witke
relevant agreement.

Most agreements from th&echnical Dialogue (20112012) are now implemented and
functioning. In the fieldof cadastre the scanning of documents pertaining to Kosovo was
completed in June, as scheduled but the documents haveenatidlesered to the EU Special
representative in Kosovo, in line with the agreement on cadastre. Both sides agreed on new
modalities for the implementation of thdniversity Diploma agreement in April. An
agreement was reached in September on the implatrmntof thelicence plate related
remaining elements of the agreement on freedom of movement. Requddigdal Legal
Assistance are being processed. Serbia needs to remain committed to the continued
implementation of the agreement on representationpanticipation of Kosovo imegional

forums. Serbian official statements have at times interfered with the judicial process led by
EULEX. Serbia has yet to address the issue dbcated Serbian administrativaistoms
structures with Kosovo denominatiohat operate from within Serbia, and to cease the
issuance of documentation or affixing of stamps with denomination that contravenes to the
related agreement. QBM , while the interim crossing points are fully operational, there has
been no progress in ablishing the three permanent crossing points to be hosted by Serbia.
lllegal crossing roads/ bgasses, in particular in the north of Kosovo, continue to be regularly
used to smuggle substantial amounts of goods. Additional measures need to be taken by
Seabia to close illegal crossings.

Overall, Kosovo has remained engaged in the dialogue and committed to the implementation
of the agreements reached. However, Kosovo needs to make further efforts and contribute to
the establishment of circumstances congeidd the normalisation of relations with Serbia.
Further progress in this area remains essential for advancing the European future of Kosovo.

4. ECONOMIC CRITERIA

Key economic figures 2014 2015
Gross domestic product per capita(% of EU28 in N/A

N/A
PPS)
GDP growth (%) 1.2 4.0*
Unemployment rate (female; male) (%) 35.3 (41.6; 33.1) 32.9 (36.6; 31.8

Economic activity rate for persons aged 2064:
proportion of the population aged 2064 that is| 47.7 (24.2; 71.4) 42.8 (20.4; 65.1
economically active(female; male) (%)

Current account balance(% of GDP)* -7.9 -9.3

Net Foreign direct investment (FDI)(% of GDP)* 2.2 5.1

* Based on aggregated quarterly GDP data
Source: Eurostat

In line with the conclusions of the European Council in Copenhagen in 188% EU
accession requires the existence of a functioning market economy and the capacity to cope
with competitive pressure and market forces within the Union.

33



The monitoring of these economic criteria should also be seen in the contextcehttad
importance of economic governance in the enlargement process. Each enlargement country
prepares an Economic Reform Programme (ERP) annually, which sets out a ftexdium
macraofiscal policy framework and a structural reform agenda aimed at ensuring
competitieness and inclusive growth. The ERPs are the basis for cepscyfic policy
guidance jointly adopted by the EU and the Western Balkans and Turkey at ministerial level
in May each year.

4.1. The existence of a functioning market economy

Kosovo is atan early stagein developing a functioning market econan8ome progress
was made, particularly on supporting expamented businesses, improving contract
enforcement, especially within the financial sector, and access to finance. The pursuit of
economic eforms is ongoing, but decisions related to-weterans' benefits can challenge
fiscal sustainability and affect Kososeelations with international financial institutions. The
persistent trade deficit reflects a weak production base and poor inteahabonpetitiveness.
Reliance on remittances and the widespread informal economy additionally decrease
employment incentives resulting in low labour force participation, especially among wpmen,
and high unemployment rates in particular among young andlledskorkers.

In line with the ERP policy guidance and in order to support-teng growth, in the coming
years Kosovo should pay particular attention to:

- ensuring fiscal sustainability, especially by establishing an independent fiscal body and
strengthening independent forecasting;

- improving the efficiency of capital spending, particularly through improvements in project
preparation and management capacities at central and local government levels;

- improving bankruptcy and insolvency procedures.

Economic governance

The governments strategic documents show a strengthened commitment to pursuing
economic reforms. However, Kosovo's : : :
economic policy is characterised by ad hoERP policy guidance: To improve forecas
decision makig and slow policy| accuracy enhance technical capacities of
implementation. The Economic Reformservices preparing the macro fiscal framewg
Programme (ERP) and the Nationaftrengthen parliamentary oversight capaci
Development Strategy both reflect |dN evaluating budget planning and executiorn
commitment to pursue a stable fiscal po“ :y\/e” as fescal risks and take first StepS towa
and structural reforms. However, the ERPStablishing an independent fiscal body.
policy guidancefrom 12 May 2015 has
only been prtially implementedThe second Interntional Monteray Fund (IMF) disbursement
has been delayed due to the underestimated costs stemming from the introduction of new
benefits for war veterans, which represent a significant risk for Kosovo's fiscal ptaltk
Stabilisation and Association Agreement between Kosovo and the European Union entered
into force and establishes a permanent free trade arrangement with the EU. If complemented
by specific reforms, it will facilitate economic development in Kosovo.
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Macroeconomic stability

Kosovo®s economy is showing signs of recovery, albeit insufficient to close the
development gap with the

Figure 1 Kosovo GDP growth countries in the region and to

increase the level of employment.
9,0 - Preliminary data show that
8,0 - ——GDP growth economip growth p!cke_d upto4 %
7,0 - of GDP in 2015 which is above the
0 60 - average annual growth of 3 % over
O 50 - the last five yearsConsumption
"§ 4,0 - and investmentare the largest
> 30 - contributors  to  growth while
2,0 - exports remained weakStronger
1,0 - private consumption was fuelled by
0,0 — higher remittances, higher
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 consumer lending, and increased

pensions and wages in the public
sector. The recovery of investments was supported by thegaing construction of the
highway to Skopje and doubled foreign dir@otestment (FDI) inflows. Kosovo's growth
model still mainly relies on consumption and investments in infrastructure as mitacion
capacities are underdeveloped. Growth remained strong in the first quarter of 2016, at around
3.8 %.

External imbalances worsened in 2015, despite a slight improvement in the trade deficit.

The current account deficit increased to 9.1 % of GDP in 2015, the highest since 2011. A fast
growing inflow of remittances (13 % of GDP in 2015) and a slightly decreasing trade defici
(30.4 % of GDP in 2015) were not enough to offset the large outflow ofréiBXed profits

and a continuation in the decline of transfers to the government. However, FDI inflows more
than doubled, amounting to 5.6 % of GDP, after recording a historioi@®vw/ % in 2014.
Almost 60 % of all FDI went into real estate and only 7.1 % to the manufacturing sector. The
real estate, financial intermediation and construction sectors attract most FDI, reflecting a
weak business environment and few 'greenfieldestment opportunities. Kosovo's gross
external debt remained relatively low at 33.4 8 GDP, and is not a cause for immediate
concern.

As a small open economy, price developments are dependent on import prices,
specifically food and energy pricesThe consumer price inflation in Kosovo has been on a
downward trend since 2011, resulting in deflation of 0.5 % in 2015. Inflation stabilised in the
first half of 2016 at around 0 %, despite a slow pick up in core inflation. Import prices
decreased 1.2 % 2015 and further by 4.2 % in the first half of 2016.

The fiscal situation improved in 2015 but | ERP policy guidance: To improve forecas
ad-hoc decision making still affects| accuracy enhance technical capacities of
public finances negatively. Budget | services preparing the macro fiscal framewg
revenues rose 8.9 % in025 driven by | strengthen parliamentary oversight capaci
strong growth in tax revenueBoth VAT | in evaluating budgetlanning and execution
and corporate income tax increased du€ {gell as fiscal risks and take first steps towa
higher turnover and profitability of establishing an independent fiscal body.

5 Central Bank of Kosovo data
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Kosovo's 10 largest companies.

Expenditure freezes and cuts WeIgRP policy guidance: Identify offsetting
complemented with the VAT rate increaseneasures for recent increases in catego
to 18 % and the introduction of a newhenefts while preserving the share of capi
lower rate of 8 % for some essential goodgpending and address persistent under sper
Furthermore VAT exceptions for importedaf the capital budget by improving proje
capital goods were introduced to stimulatgreparation and management capacities

domestic productian central and local administration levels.
Figure 2 Kosovo fiscal developments The overall budget deficit amounted to
14 - 3s 2% of GDP (or 1.5 % of GDP when

adjusted by the provisions in the fiscal
rule, well below the 2 % limit). Capital
10 - - 25 expenditure was utilised at 95 % of the

12 A -3

% g . é planned amount, but mainly due to the
P .5 5| advanced payments for mstruction of the
= ~ 8|  Route 6 highway.

4 - -1

, e The execution of the 2016 budget is

characterised by higher than expected
0 - -0 revenue, but it could be jeopardised by a

2010 2011 2012 2013 2014 2015 substantial increase concerning the
s Public debt {LHS) === Budget deficit (RHS) expenditure on war veterans' benefits.

Stronger economic growth, gheffect of a full year VAT and excise changes, and improved
collection of tax arrears substantially increased budget revenue. While most of the
expenditure items stayed in line with the budget expectations, reflecting increases due to the
implementation bthe collective agreement for public sector employees, increase in social
assistance, implementation of the law on stat@nced pension schemes, and maintenance of
higher subsidies for agriculture, te&pected significant increase whr-related benefs is a

cause for serious concern. This increase also reflects poor budget planning and a lack of
budget impact assessment. The 2016 budget aims at a fiscal deficit of 1.6 % of GDP, well
within the fiscal rule limit.

Kosovo has a relatively low level of phblic debt. Total public debt continued to increase,
reaching 13.5 %in 2015, with an increasing share of domestically issued treasury bills.
Prudent fiscal policy is crucial given Kosdgaeliance on shoterm domestic financing and
loans from internatinal financing institutions, and its inability to issue international debt in
the absence of a credit rating.

Fiscal rule enforcement and monitoring mechanisms need to be strengthenesd hoc

fiscal decisioamaking is the main risk to public finance. Bedglanning procedures have

not been transparent, and budget spending programmes are not joined up with identified
policy priorities.The newly adopted wage rule aligning salary increases in the public sector
from 2018 with the nominal GDP growth rate witovide some stability to the current
expenditure. A new exemption to the fiscal rule was adopted increasing fiscal space for
capital investment projectmanced by international institutions.

Due to Kosovo's unilateral adoption of the euro, the aJailgblicy mix comprises only
fiscal policy and structural reforms. Kosovo's economy has been continuously growing since

® Public debt figure does not include Kosovo's share of the Paris and London Clubs debt of the former
Yugoslavia.
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2003, but it is difficult to establish any causal relation between growth and fiscal policy.
Fiscal policy has been dominated by ricamsparent, athoc decisiormaking, with little long

term planning. This has resulted in continuous increases in current spending. Nevertheless,
budget deficit and public debt remain low. Implementation of structural reforms is currently at
an early stage.

Functioning of product markets

Business environment ERP policy guidance: Implement the actiot
plan of the strategy for the fight against {
informal economy. In particular, speed up
: risk assessments focusing on the sectors
q . "

procedures. The establishment of 29 branches most vulnerable to informalities

one-stop shop_s has reduced the UMGrder to identify and apply apppriate
needed to register eompany to 3 days corrective measures
S :

The announced online registration has
however, still not been fully implemented. The main obstacles include a weak and
unaccountable administration, underdeveloped infrastructure (especially an unreliable
electricity supply), weak rulef law, corruption; a widespread informal economy and poor
education outcomes. There was an increase of 4.6 % in the number of newly established
enterprises mainly in the agricultural sector. A newly adopted law on bankruptcy is expected
to improve markeexit and speed up payments to creditors.

Some progress was made in simplifying
business registration and insolvency

Despite some progress made on the legal rules governing businesses, they are still
insufficiently implemented. The \ery weak institutional capacity to enforce the law,
combined with widespread corruption, continués negatively affect the business
environment. The judicial system suffers from poor accessibility, inefficiency and delays.
Little progress was recorded in terms of clearing court backlogs of unresolved cases (400 000
in July 2015). The adopted changedhe law on enforcement procedures should contribute

to the efficiency of commercial cases and improve contract enforcement and collections.
Further work is needed on reviewing the civil code on business lawsuits and practices and on
developing property @dastre) databases. The Office of the Auditor General's annual report
identifies numerous legal violations in ministries, municipalities and other public institutions
but those responsible are rarely prosecuted.

State influence on product markets

There was no progress on developing institutional capacity to control state aid and
subsidies are still being provided without a proper strategy and evaluationAmong
centrallymanaged enterprises, only two, the Kosovo Energy Corporation and Post and
Telemmmunications Kosovo, continued to generate a profit in 2015. Appointment procedures
of publicly-owned enterprises management are often subject to political influence.
Merit-based management selection procedures anec@mtiption mechanisms need to be
strengthened. Thgovernment continued providing EUR 46 million worthsafbsidies and
investment grants to the agricultural sector but the link to productivity gains remains weak.
Tax and customs exemptions continueddertain sectors (raw materials, IHpwever these

had a limited impact on investments and exports in 2015. The assembly adopted a law on
strategic investment with the aim of facilitating decision making regarding private sector
projects deemed strategic by the government. Financial sujgptite economic zones and
industrial parks continued, but without a clear plan or a transparent impact and gap analysis.
Government influence on price controls for utilities and postal and telecommunications
services continued.

Privatisation and restructung
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Overall, very limited progress was achieved in the privatisation and liquidation of
socially-owned enterprises and in the restructuring of publiclyowned enterprises.
Although the board of the Privatisation Agency was appointed in December 2015, the
privatisation agenda was put on hold and no new privatisations took place. With the
appointment of a new management board some progress has been made in the
functionalisation of the Agency, but undue interference adversely affects institutional
credibility and efficiency. The unresolved status of property rights and lengthy legal
proceedings in dealing with financial claims on privatised assets hinder the privatisation
process and delay disbursement of privatisation revenue held at the central bank.

Functionng of the financial market

Financial stability ERP policy guidance: Further address th
Financial sector stability Was underlyi_ng legal and_ institutional fa_cto
maintained. The banking sector is sound'€SPonsible for both high cost of credit g
with robust capital and liquidity buffers, difficulties in access to finance so as
Regulatory capital to riskveighted assets INcrease financial  intermediation in t
stood at 18.1 % in August 2016, above theconomy, whileestablishing a reliable measy
regulatory minimum. Credit risks are low ’of private secto_r inflation expectations so ag
as the proportion of neperforming loans,| Petter gauge price developments.

which are fully covered by bank

provisions, is the lowest in the region and fell to 5.1 % by August 2016, due in part to private
loan enforcement agents' activities.

Access to finance

Kosovods financi al mar kets rely on traditio
financing remain underdevelopedKosovds financial system is dominated by the banking

sector which takes up 69.0 % of the total financial sector assets. The banking sector remains
largely foreignowned (89.9 %). Total assets in the financial system grew1$68 standing

at 86.0 % of GDP in 2015 andnding activities accelerated compared to the previous year

(7.3 % growth in total loans)Although total lending grew, the low lodo-deposit ratio

increased only slightly to 74.8 % from 74.2 % in 2014 shovéngple room for stronger

banking activity. The average interest rate on loans decreased in 2015 to 7.7 % from 9.3 % in
2014 but remains above the regional average.

The insurance sector is dominated by nofife insurance companies and the industry
continuesto generate lossesThe cost of car insurance is artificially high, due in part to
Kosovo not being a member of the 'green card' system, but also to it not having fully
liberalised third party liability insurance prices. A new law on insurance was adwopted
December 2015, but supervision in this sector is still weak. Transparency needs to be
improved by publishing annual reports, improving the reliability of audits of qualified
financial statements, and by applying strict standards for licencing new c@®spa

Functioning of the labour market ERP policy guidance: Set up an action pla

Employment is extremely low and efforts | for tackling youth unemployment based on
to improve labour market conditions so | @ssessment of the challenges and focussin
far have been limited and ineffective so| Improving education outcomes  includii
far. Moderate economic growth overthrough improved teacher training a
recent years has not translated into beft&HPPOrting schoelo-work transitions. Ensure
performance in the labour marketthat the Employment Agency has sufficig
According to the 2015abour force survey, capacity. Take measures to increase laf
the labour participation rate remaindnarket participation of women.
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exceptionally low at 37.6 %.

Figure 3 Unemployment in Kosovo (% of Active Figure 4 Participation rates in Kosovo (% of

population) Labour Force)
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Unemployment decreased to 32.9 %, and remains among the highest in Europe. The labour
market outcomes for women are particularly weak (only 18.1 % of women are active and
36.6% of these are unemployed). The share of unskilled workers among the totalaysemp

(57.1 %) and high youth unemployment (57.7 %), demonstrate the urgent need for more
active labour market policies, prequalification schemes and vocational training programmes.
The narrow production base offers limited employment opportunities, aBpedn
combination with poor education results mismatched with the demands of the labour market.
On the other hand, Kosovo does not have a problem with labour protection legislation,
taxation or a social welfare system disincentivising work. There iseveny evidence that

ahigh reliance on remittances discourages employment.

Funding for employment services and vocational training remains insufficient and is also
fragmented across several entities. The announced plan to merge them under the new Agency
for Employment has yet to be implement&tatistics regarding the labour market are
inadequate and outdated, hampering a sound analysis of the labour market.

4.2. The capacity to cope with competitive pressure and market forces within
the Union

Kosovo isat anearly stagein building the capacity to cope with competitive pressures|and
market forces within the UnionNo progress was made on improving the quality of
education, which is a key driver for improving letegm growth anadompetitiveness.

In line with the ERP recommendations and in order to supporttemg growth, in the
coming years Kosovo should pay particular attention to:

- securing a stable energy supply, reducing distribution losses and improving energy
efficiency neasures;

- closing the skills gap in the labour market;

- implementing the action plan of the national strategy for the fight against the informal
economy;

- setting up an action plan for tackling youth unemployment and focusing on improving
education outomes.
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Education and innovation

Education, research and development are hampered bisufficient public spending,

poor cooperation between vocational schools and enterprises, as well as delays in the
implementation of policies to bridge the skills gapIn 2015, total public spending on
education declined to 3.9 % of GDP, from 4.1 % of GDP in 2014, which is broadly in line
with middle income countries with similar age profiles. However, considering the large
number of studentd{osovo spends considerably dethan some neighbouring countries per
student in primary and secondary educatiBarthermore, 75 % of overall spending on
education is for salaries andcreases in education spending are used almost entirely for
salary increases rather than educaticaliguimprovementgnly 0.2 % of education spending

was appropriated for training of teachers). The attendance rgiessohool and prgrimary
educationare still very low 8.7% and 7%% respectively) undermining efforts to create a
level playingfield for the beginning of primary schodkosovo participated in the PISA
assessment for the first time in 2015, but results will only be available at the end of 2016.
Public spending on research and innovation amounted to only 0.05 % of GDP out of which
only one fifth was allocated to scientific research and grants.

Attempts to address the evident skills mismatch in the labour market have so far not

been effective in producing resultsThe implementation of the adopted 2eE@20 strategy

for quality assrance in prauniversity education in Kosovo will depend on stable and
adequate financial and committed human resources. Some 40 % of graduates with a
vocational diploma and 35 % of graduates with a university degree do not have the necessary
skills demandd by the labour markeWocational education and training programmes are
poorly coordinated, lack appropriate strategies and priordied,do not reinforce Kosovo's
economic development strategies.

Physical capital and quality of infrastructure

Kosovo made some progress inERP policy guidance: Increase energ
improving its physical capital, but | security by reinforcing the planned ener
bottlenecks in the energy sector remain| efficiency measures to include incentives
unaddressed.In 2015, Kosoveestablished| the private sector and households and
the National Investment Committee arl(hdopting a plan for the gradual adjustment
prepared a Single Project Pipeline (SRP) energy tariffs to reflect actual costs.
prioritise  future major infastructure
projects.The SPP should become a key planning tool for Kosovo's public investrirents.
2015, the share of investment spending in the budget continued to decrease, reaching 25.8 %,
down from 38.2 % in 2011. Most capital spending was on roads, the Route 6 project

taking up 35.1 %. The weak implementation of donor financed projects highlights
institutional deficiencies and capacity constraints at both central and local government level.

Kosovo's unreliable energy supply is the biggest obstacldevelopment. High distribution
losses in the electricity network and low energy efficiency further undermine energy security.
Although investments in the electricity network have improved its stability and reduced
technical losses to some extent, thag behind initial plans. The construction of the new
400kV transmission interconnector with Albania was finalised on the Kosovo side.
Negotiations for the construction of the new lignite power plant are stgbamg.

The railway sector is plagued byethveak administrative capacity of regulatory institutions
and the poor state of infrastructure. The project to rehabilitate the railway from Pristina to

" OECD's Programme for InternatiarStudent Assessment
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Mitrovica has now been confirmed. Investments in large highways to Tirana and Skopje
deprived local rods of funding needed for proper maintenance and improving safety
standards. This could cause infrastructure to deteriorate faster, and generate higher
maintenance costs in the future. The planned EUR 409 million investment in the Brezovica
ski resort faile due to the inability of the investment consortium to secure the required
investment fundsThe digitalisation of the economy is slowly advancing: internet penetration
per household reached 75.5 % and internet penetration per user increased to 12.35 %
conmpared to 10.51 % in 2014.

Sectoral and enterprise structures

There was no progress in addressing the st
sector, which continues to be fragmented and unable to improve its efficiencyhere

have been no significant structural changes in Kosovo's economy since 2008. The agriculture
sector contributes 13.5 % of the gross value added (GVA) (compared to 17.5 % in 2008), is
responsible for 26.7 % of total employment and provides about b2 e total value of
exported goods. Productivity gains in agriculture are limited by the relatively small size of
land plots, poor access to broader markets and a lack of investment in new technologies. The
share of mining, manufacturing and construcgentors is stable at around 28 % of GVA, but
exports are dominated by low vatadded basic processed metal products and scrap metal.
The share of the services sector rose to 59 % of GVA (compared with 55 % in 2008), centred
around the trade, finance ahd sectors. However, compared with the average of developed
countries Kosovo's economy is still lagging in terms of sector diversification.

Micro, as well as smalland mediurrsized enterprises (SMESs) continue to account for 99 %
of total employment. Th&argest number of enterprises operate in the trade sector (29.9 %),
followed by accommodation, food services and industryanuary 2016, the new law on the
Credit Guarantee Fund entered into force with the aim of improving access to finance for
SMEs. Acredit guarantee scheme was launched in April 2016 with a contribution from the
Kosovo budget of EUR 3 million.

Economic integration with the EU and price competitiveness

The recent adoption of the SAA will substantially improve Kosovs trade and
investment integration with the EU. Kosovo's economy is still relatively unintegrated in
global trade flows, with a trade openness of 71.4 % of GDP. The majority of Kosovo's exports

consist of raw materials, basic metal products and scrap rmietae E U i sbiggests ov o’
trade partner with 41.9 % of overall trade in 2015, followed by the Central European Free
Trade Agreemet CEFTA (30. 2 %) . I n spite of the 1inc

with the EU remains very limited, reflecting the low competitiveradsts products and poor
access to bigger markets. The implementation

n of the SAA offers significant opportunities to improve access and competitiveness of
Kosovo's firms in the EU single market. EU Member States are the biggest foreign investors
in Kosovo (50.9% of overall FDI since 2007). Most of the FDI coming from the EU is
concentrated in the financial, trade and real estate sectors.
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Figure 5 Kosovo trade integration with the EU
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5.  EUROPEAN STANDARDS
5.1. Internal Market
5.1.1. Free movement of goods

Kosovo is at ararly stagehassome level of preparatiorfor the free movement of goods, It
made some progressin further aligning with the Elhcquisduring the reporting period;
however, capacity and resources also need to be reinforced to ensure implementation,.

Q

In the coming year, Kosovo should in particular:

- ensure alignment with the Elcquis, and start implementing it, on accreditation,
standardisation, metrology and market surveillance as well as the amendments to the law on
technical requirements for products and conformity assessment;

- reinforce the capacity of the National Standardisation Body, the National Metrology
Institute and th National Accreditation Body;

- strengthen market surveillance and improve the -imi&rtutional coordination to ensure
that legislation is enforced.

General principles

Regardinggeneral principles, the framework for the free movement of goods needs to be
further aligned. The March 20Mational Programme for Implementing the SAA also covers
theacquison thefree movement of goods.

Non-harmonised area

Kosovo hasadopted legislation with the aim ofaligning it with Articles 3436 of the Treaty

on the Functioning of the European Union. A strategy, with an action plan for the
norntharmonised areas, is still needed. Tdl#digation to notify regulations is not fully
operational.

Harmonised area: Qualityfrastructure

The legal basis for technical regulations, standards, conformity assessment, accreditation,
metrology, and market surveillance needs to be further aligned and the administrative
structure further strengthened. A strategy and action plan {202®) envisaging alignment
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with the EUacquisin this area exist, but some of the deadlines for full alignment have not yet
been met. Moreover, most of the relevant quality infrastructure bodies have insufficient
capacity to properly implement it.

Kosovo is not a member tie International Organisation for Standardisation (ISO) nor of the
European Committee for Standardisation/European Committee for Electnoical
Standardisation (CEN/CENELEC). Kosovo has one associate member in the European
Telecommunications Standards Institute (ETSI). Kosowbndardisation agency is in

place, but lacks staff and adequate resources. The Agency is not fully able to implement
European and international standardsndeds further institutional development amdre
resources, particularly if the new law creates the legal basis for it to expand its activities and
services. Obstacles for tlexpansion of the onlinsale of standards {@®mmerce function)

need to be addressed by the banking selct@015, approxnately 1400 European Standards
were adopted as standard references. The standards are adopted by the cover page method (by
adding a cover page in the official languages of Kosovo).

There are currently 39 accreditetbnformity assessmentbodies in Kosovo: 30 test
laboratories, 1 calibration laboratory and 8 inspection bodies. Three more bodies are in the
process of being accredited but their capacity needs to be strengtheresxtr&iitation, a

policy and strategy is in place, but the limited resourcescapacity of these bodies and the
General Directorate of Accreditatigut implementation at risk.

The Kosovo Agency for Metrology became an associate member of the European
Cooperation in Legal Metrology (WELMEC) in May 2016 but still faces challengds asia

lack of qualified staff and necessary equipment. Kosovoadagpted legislation with the

aim of aligning it with the Directive on NosAutomatic Weighing Instruments. The
alignment with the Measuring Instruments Directive needs to be completedatatas for

time, frequency, length and forces are not fully operational due to lack of equipment and staff.

On market surveillance, Kosovo’' s | egal framework for enf
of products is largely provided by the law on techniequirements for products and
conformity assessment, which lays down the emgsng framework for market surveillance.

Market surveillance faces problems in enforcement due to lack of resources and
competencies. Market inspectorates in Kosovocareently established at municipality and

central level, which continues to lead to coordination challenges. In May 2016, the Market
Oversight Coordination Body was established by the Ministry of Trade and Industry to ensure

the safety of products on thearket.

In 2015, 273product safety inspections were performed in Kosovo, a 20 % increase from
2014. These inspections identified 3 dangerous types of product, and as a result, 255 products
were permanently taken off the market.

Harmonised area: Sectoragjislation

For Neme and GI| obal A p pr o aseveréahew reguldtionddve Heeng i s | a
drafted designed to increase the level of alignment with thadgjuisin these fields, but to

dateonly the regulation on lowoltage equipment has been pthl. Construction represents

a large business sector in Kosovo, but alignment with the EU Construction Regulation is still
needed. The quality infrastructure capacity issues mentioned above also mean that the
complete implementation of aligned legislatismot yet in place.

There has been no pr®gd elAspspacmsicehidnggwtmegard t o t
to the Registration, Evaluation, Authorisation and Restriction of Chemicals (REACH)
Regulation. Kosovo should continue to work on strengthening its administrative capacities to
ensure an effective implementation of REACH.
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Procedural measureson footwear and three blaws on textiles have been adopted in order
to further align with the Eldcquis but they have not been systematicathplemented.

5.1.2. Movement of persons, services and right of establishment

Kosovo is at arearly stageof preparation for the free movement of persons and servicess and
the right of establishment. Notwithstanding some alignment witltatleis particularly on
postal services, overatio progresswas made in this area during the reporting period. In the
coming year, Kosovo should in particular:

- further align with the EU Directives on services and professional qualifications;

- ensure progress towards fulfilling requirements under the EU Seioedive, such as
simplifying administrative procedures and preparing to establish the point of single contact;

- align its rules with international and EU accounting, auditing and financial reporting
standards and best practices.

On movement of personsin February 2016 the Ministry of Labour and Social Welfare
signed a pilot agreement with the Swiss Federal Agency for Social Insurance which, if
implemented successfully, would facilitate the opening of negotiations for a bilateral
agreement. No new agreent on the movement of workers was concluded.

As regards thdéreedom to provide servicesalignment with the EU Services Directive has
begun but is at a very early stage. The Mini
services has been furtherproved.

On postal services the legal framework is gradually being aligned with the d&fdduis.In

2016 Kosovo lowered the weight limits for the reserved services market, but this has had
limited impact on the market so far. Further reductions to less20B grams per letter are still
required, since 8% of postal volume is below this threshold. International postal services are
provided by all postal administrations except Serbia.

Regarding themutual recognition of professional qualifications only four professions
(accountants, architects, engineers and lawyers) are currently regulated by the law. Alignment
with the acquisin the area of recognition of professional qualifications and professional
training programmes is at an early stage. Mumin training requirements based on Directive
200/36/EC for regulated professions aimed at automatic recognition and a roadmap for
harmonising professional qualifications legislation with thedequis are still needed.

In the area offinancial services the Central Bank continued to review existifigancial
servicedegislation. The financial services market and the supervision of the insurance sector
are still at an early stage of development. The standardised approach for credit risk and the
basic indiator and standardized approach for operational risk according to Pillar | of Basel Il
standards are in force. The legal requirement for core capital ratio is 12 % but the actual ratio
is around 16 %. Capital requirements for market risk according withstdwedardised
approach and harmonise the capital definition with Basel Il still need to be introduced.
Transparency in the insurance sector needs to be improved by publishing annual reports,
improving the reliability of audits of qualified financial statems, and by applying stricter
standards for granting licences to new companies. Additional vehicle insurance continues to
be required for foreigmegistered vehicles entering Kosovo and for vehicles with Kosovo
registration plates leaving Kosovo, excepttihe case of countries with which Kosovo has
bil ater al vehicle insurance arrangements. Ko

On company law;, the law outlining the role and responsibilities of the Kosovo Business
Registration Agency has y&i be adoptedAs regardsorporate accounting and auditing
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amendments to the draft law on accounting, financial reporting and audit must be adopted.
The capacity of the institutional audit oversight structures needs to be strengthened
considerably. Kosav still needs to align its rules with international and EU accounting,
auditing and financial reporting standards and best practices.

5.1.3. Free movement of capital

There issome level of preparationfor free movement of capital. Capital movements remain

largely free, with no restrictions on foreign ownership or investment in the financial sector,
and the Central Bank’ s capacit Somemogesxaner vi s e
be noted, espedlly in the supervision of payment systems and infrastructure for domestjc and
international payments. In the coming period, Kosovo needs to:

-increase the regulatory body’s focus |[on th
practices and a levelaying field;

- increase efforts to fight economic and financial crime;

- ensure equal treatment for EU nationals acquiring real estate in Kosovo, in line with the
SAA provisions.

Movement of capitalremains largely free in Kosovo. The law on generalrgusce, covering

iIssues such as minimum capital, solvency and propebaskd supervision requirements for
insurance companies, was adopted in December 2015. The new law requires insurance
companies to publish their annual reports, which is a positivelai@went. Nevertheless, the
supervision of insurance companies by the Central Bank needs to be increased, specifically on
transparency and the quality of annual reports.

The law on the prevention of money laundering and terrorist financing, adopted i20Uay
is still not fully in compliance with theacquis and the Financial Action Task Force
recommendations. Increased efforts are needed to improvenstieutional cooperation and
achieve concrete results in the fight against economic and finanomd. @gee 5.3.2 money
laundering

There was no progress on the acquisition of real estate by foreign citizens. Provisions in the
relevant laws, implementing acts and administrative practices continue to be an obstacle to
equal treatment.

On the payment system several regulations including on the bank account standards
numbering system and international payments were approved. The Central Bank continued to
strengthen the supervision of payment systems and to improve the SWIFT infrastructure for
internatonal payments as well as IBAN for international and domestic payments.
Implementation of IBAN for domestic payments was completed in June 2016. Further efforts
are still needed to continue alignment with #tguison payment services.

5.1.4. Customs ad taxation

Kosovo is moderately prepared in the area of customs and is at aarly stage of
preparation on taxation. There has begood progress especially in fighting corruption in
customs, collecting customs revenue and reducing the administratiwgeofoskports. Or
taxation, measures have been taken to introduce electronic services. Initial steps have
continued with a view to merging the customs and tax administrations. This should be

planned and handled carefully to preserve budgetary stability.clisimms legislation is
| argely compliant with the EU’s customs <co
particular:
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- implement customs legislation in line with EU practice;

- strengthen the tax administration’s i|ntern
and the fight against corruption;

- step up the fight against the informal economy and tax evasion and prevent|undue
influence on the work of the customs and tdmanistrations.

The customsservice has further improved its legislative and organisational capacity. Despite
an overall fall in imports, revenue collection in 2015 increased b$69ah 2014. Kosovo
Customs collected more revenue (f27until March 2016) than in the same period 012.

The increase is mainly attributed to the fight against corruption and to organisational and
procedural reforms. Kosovo Customs operate throughout Kosovo, although to a limited extent
in the north. In March 2016, a simplified procedure for exportsimtasduced, significantly
reducing the cost and time of administrative procedures. A numbesaf/iees have been
introduced to facilitate and simplify administrative procedures for businesses. The fight
against the smuggling of narcotics and hazardaatemals has intensified.

Kosovo is not a member of the Common Transit Convention. It exchanges automated
pre-arrival information with its neighbours. Regular joint crbssder operations with
Montenegro against illegal cressrder activities have beeonducted.

Inconsistencies between the customs and excise code and the criminal code continue to hinder
the fight against customelated crime. The informal economy and smuggling continue to
harm the economy.

On taxation, there was some progress in impenting the 2012018 strategy and action
plan for preventing and combating the informal economy, money laundering and the
financing of terrorism. The strategic plan for tax administration was approved in January
2016. In September 2015, with the aim torgase revenue and legal certainty for tax payers,
Kosovo adopted a new law on Value Added Tax, which is largely in line withddpgisand

two laws on income tax, based on OECD principles.

Progress has been made in introducing electronic services imglodiine tax returns, a
verification and payment system and business registration centrest¢pnghop). However,

tax evasion and the high level of informality continue to hamper the economy. No progress
was made i n moder ni s irmaldT platforen arddhecapacity to enfotce 0 n
tax collection in northern Kosovo. Rates of collection remain very low. There is a growing
backlog of complaints against the customs and tax administrations. A double taxation
agreement with Austria has beenngd.

S

Some preparations have been undertaken on a planned merger between the customs and tax
administrations. The law on the new tax and customs administration was approved and the tax
administration adopted a new organisational structure to reflect ttgem&he appointment

of senior management in the new agency should be-beséd and free of political influence.

5.1.5. Competition

Kosovo is at arearly stagein the area of competition. There wasme progressn this field
as the members of the KasnCompetition Commission (KCC), a decisioraking body of
the Kosovo Competition Authority (KCA), have finally been appointed. However, both the
KCA and the KCC face substantial challenges to their respective investigative and
decisionmaking capacity. ignificant efforts are needed to improve legislative alignment and
enforcement in the area of state aid and competition.

In the coming year, Kosovo should in particular:
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- ensure the law on competition is enforced effectively;
- adopt the new law on staaéd and align the secondary legislation;

- ensure the operational independence of the State Aid Commission and imprave the
effectiveness of its control on state aid at all levels.

Antitrust and merger

The legislative framework is broadly in line with theacquis The law on competition is
largely aligned with Article 101 of the Treaty on the Functioning of the European Union
(TFEU) on restrictive agreements and with Article 102 on abuse of a dominant position. The
legal framework which provides a basis ftetKCA to control mergerss in place. The
secondary legislation still needs to be further aligned with thadgjuis

On theinstitutional framework , the KCA is responsible for the implementation of the legal
framework. TheKCA is governed bythe KCC,a collegial decisiormaking body appointed

by the assembly. Formally, the KCA is an operationally independent authority with powers to
initiate investigations, conduct eite inspections, impose fines and remedies and prohibit
anticompetitive mergers. Aftealmost three years, in which the KCC had not been able to
fulfil its mandate due to the lack of a quorum, its five board members were finally appointed
by the assembly in June 2016. The appointments were made, however, against the
recommendation of thelevant assembly committee.

On enforcement capacitythe KCC has 13 staff, but their expertise is very limited. The KCA

has finally been allocated new premises, but its operational budget has decreased and it still
lacks internal procedures and ttegpacity to conduct investigations. Furthermore, judges and
staff of national courts, dealing with competition cases and merger control, lack adequate
competences in this field.

Regardingmplementation, due tothe failure to nominate its members from 262316, the
KCC was not able to take any decisions anadtsvities were very limited, focusing mainly
on judicial representation of previous casAgvocacy activities need to be significantly
strengthened

State aid

Thelegislative framework is partiall in line with theacquis,but it still needs to be aligned

with the EU secondary legislation on state aid control. The existing law on state aid, in place
since 2012, broadly reflects Articles 107 and 108 TFEU and is in the process of being
amended.

As regards thanstitutional framework , the State Aid Commission (SAC) is responsible for
the implementation of the law on state aid:cording to the law, the SAC is a decision
making body, consisting of five members, who are independent experts in thef fetédeo

aid. It is assisted by a State Aid Office (SAO), which is part of the Kosovo Competition
Authority and has the powers to control notified aid measures, prohibit aid, carry out ex post
control of aid and the recovery of incompatible aid.

The SAC'ssnforcement capacityis insufficient, with only one staff member employed out of

the six planned for its secretariat. As a result, the effectiveness iofiplementation of the

law on state aid remains to be demonstrated. Sihéaactivities of the StatAid Office have

been limited to distributing notification forms to potential aid granters. It does not have the
capacity to screen existing aid schemes as required by the SAA&rtain number of aid
measures, granted at central or local level, in particular to large companies in different sectors
such as telecommunications, are not notified or properly investigated. Awareness of state aid
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rules among aid grantors is very weakd advocacy must be significantly increassd.
decisions issued on state aid have been issued in the last three years.

Liberalisation

The law on competition and the law on state aid are applicable to public undertakings in
Kosovo. The rules on finanarservices of general economic interest are partially in line with
theacquis

There are no monopolies of a commercial character within the meaning of Article 37 of the
TFEU.

5.1.6. Public procurement

Kosovo hassome level of preparationin the area of public procuremer@ome progress
was achieved in this area, with further approximation with theaBdiisand elimination of
preferential treatment for domestic bidders, adoption of first steps towards an electronic
procurement platform ahfurther expansion of centralised procurement. The Procurement

Review Board is also finally operational following the appointment of the board members.

However, effective implementation remains a major challenge and procurement remains
vulnerable to cormption.

In the coming year, Kosovo should in particular:

- improve transparency at all stages of public procurement, in particular by systematically
monitoring the implementation of public procurement tenders, strengthening the remedy
system and ensuring@ocurement functions properly;

- address the capacityritations of the Central Procurement Agency;

- increase the professionalism and accountability of public procurement institutions and
ensure adequate training and certification for procurement officers.

Institutional setup and legal alignment

K o s o \egal framework is largely in line with theacquis The law on public procurement

was amended in March 2016, further aligning it with the EU Directives on classical
procurement and to some extent on utilities. In line with the SAA, the law eliminates
preferemnial treatment of domestic bidders and includes provisions for defence and sensitive
security procurement. However, further alignment on these issues is still needed. The price
quotation procedure has become more transparent by making publication attaotices
mandatory. Secondary legislation still needs to be updated to reflect the recent changes. The
law on concessions and pubpdvate partnerships is partially aligned with EU legislation but
requires further adaptations to incorporate the piavssof the new Concessions Directive.

The strategy (20162021) and action plan (204018) for strengthening the public
procurement system still need to be adopted.

The public procurement administration is in place and consists of three main bodies. The
Public Procurement Regulatory Commission is responsible for the overall operation and
supervision of the public procurement system and training. The Central Procurement Agency
Is in charge of central andoordinated purchases. The Procurement Review Body (PRB)
examines all allegations of breaches of the public procurement law. In March 2016, the new
members and the chairman of the PRB Board were appointed, making it formally operational
at last. However, yblic procurement bodies still face major challenges to exercise their
functions and duties effectively and efficiently.
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Implementation and enforcement capacity

In 2015, 10895 contracts with dotal value of almost EUR 401 million were awarded
(around 7 % of GDP)Of these, almost 7% were awarded using an open procedure%a 3
increase from 2014. Highalue contracts account for 84 of all contracts and the average
number of bids per tender fell to 518 2015 from 6.1 in 2014. The cancelation of contract
notices in 2015 substantially decreased to just undeés,fdom 30% the previous year.

On central procurement, a new list of common items to be procured centrally, including
seven categories for thecal level and three categories for the central level, was approved in
March 2016.However, the transition between the old and new public procurement laws
caused significant delays in the signing and implementation of the three awarded contracts
totalling more than EUR 14 million. The capacity limitations of the Central Procurement
Agency to address increasing central procurement needs, are of concern.

In March 2016 the government introduaadndatoryelectronic procurementfor all budget
organisations as of January 2017 andribeessary platform has been developéavever,

the actual implementation of electronic procurement faces delays because of weak oversight,
as well as weak human and technical capacities of the mabp® government agencies.
Adequate resources need to be ensured to support the implementation and maintenance of e
procurement, including the recruitment and training of the necessary technical/lIT experts. In
this context, six additional staff were retlgnapproved for the Public Procurement
Regulatory Commission.

Risks and shortcomings continue to exist at all stages of public procurement. The plethora of
entities (174 contracting authorities) brings an increased risk of corruption. In addition to an
overall weak planning, implementation and enforcement remain major challenges.
Contracting authorities should base the award of public contracts also on the most
economically advantageous tender.

In 2015, ex antemonitoring of public procurement was extendéa all contract notices,
which should reduce irregularities. Howevex, postmonitoring has been reduced to ad hoc
cases where specifically requested by either the contracting authorities or the economic
operators.Systematic monitoring and auditing thighout the public procurement contract
implementation process would further improve protection against corruption.

Regar di ng t bapacitg to tmanage ipublic @®curement the law provides for
obligatory training for public procurement officersoever, the certification system and the
capacity to manage public procurement still need to improve. Additional funds are required
for the Kosovo Institute for Public Administration to complete the retraining and
recertification of all public procuremeafficers by the end of 2016, as envisaged in the law.

The recently amended law on public procurement puts new mechanisms in place which aim to
strengthenintegrity in the public procurement systerilevertheless, hie perception of
corruption in public proagment remains prevalent and the enforcement of integrity rules
remains insufficient. As in 2014, budgetary institutions are failing to take into consideration
the opinions of the Kosovo ArGorruption Agency and the National Audit Office.

Cooperatonbt ween the Kosovo Police and the Prose
the number of properly skilled prosecutors and police officers is insufficient. The lack of
harmonised IT infrastructure remains a challenge.

Efficient remedies system

Theright to legal remedyis set out in the laws on public procurement and concessions. On
remedies, in 2015 therocurement Review Bodgceived 592 appeals and reviewed 567 of
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them. Of these, 196 cases were returned fevetuation, while in 129 cases tteview panel
decided to cancel the procurement contract awarded. The highest proportion of irregularities
continues to be in the eligibility and award criteria of the tender dossiers and the evaluation of
bids. The new law introduced a tvitstance proceda for filing complaints and endorsed a

new fee system. There are some concerns however that this could limit the access of SMEs to
the review process. A contentious decision of the Procurement Review Body to limit the
reviews of complaints to the two higét bidders, has been withdrawn. Cooperation between
public procurement, antiorruption, audit and other law enforcement bodies needs to be
improved further. It remains essential to focus on increasing the quality of services and the
transparency of therBcurement Review Body's activities relating to economic operators and
the public.

5.1.7. Intellectual property law

Kosovo hassome level of preparationin this area andome progresswas made in further
approximation with the EUacquis. However, signiftant efforts are needed to increase

implementation, including effective means of enforcing intellectual property rights, in line
with SAA obligations. In the coming year, Kosovo should in particular:

- amend the secondary legislation in line with the new intellectual prepeated laws;

- ensure customs enforcement of intellectual property rights by strengthening the market
inspectorate, increasing the capacity building of all relevant stakeholteseauring a more
active role for the State Intellectual Property Council,

- address the remaining backlog of applications at the Industrial Property Agency, not least
by ensuring it receives sufficient resources.

On copyright and neighbouring rights, the law amending and supplementing the law on
copyright and related rights was adopted in October 2016. Implementing provisions on
private copy schemes and digital piracy, essential for enforcement, are still to be developed.
Mechanisms for determining theefe for usage of copyrighted materim@tween collective
management organisations and broadcastest be determined without any further delay.

On industrial property rights , secondary legislation still needs to be amenidelthe with

the 2015 changes tthe laws on patents, trademarks, industrial design and geographical
indications and design of origifhedirector of thendustrial Property Agency wagppointed

in early 2016. Despite progress in addressing the backlog of intellectual property rights
apgications, the Agency continues to face many challenges, such as insuffagpeity and
resources Cooperation between institutions and law enforcement agencies remains weak.
Awarenesgaising among holders and users of intellectual property right$csimouease.

As regardsenforcement in 2015, Kosovo Customs carried out 230 operations targeting
goods that breach intellectual property rights; 212 of these interventions followed requests for
action by rights holders. The value of the goods seized W& E3 million. However, the
capacity ofthe market inspectorate remains limitédspecialised police unit for intellectual
property rights is still needed. The legal framework on customs measures remains unaligned
with the relevant EU regulation.

5.1.8.Employment and social policigsyblic health policy

Kosovo is at arearly stageof preparation in this area. There has beeme progressin
employment, social and health policidss mo st of | ast year'’
been addressed, in theming year, Kosovo should in particular:

- implement the 2012020 employment sector strategy, monitor the results and ensure that
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the new employment agency is operational;

- amend and enforce the law on labour and legislation on health and safety aamabrk,
implement inspection legislation with the aim of reducing the number of accidents at work;

- put in placesustainable financial provisions to reform the public health sector| with
adequate primary health care services and mandatory health insurance;

- adopt the amended law on the Economic and Social Council.

On employment policy, the 20152020 employment sector strategy and the 208 7Action

plan need to be adopted and implemented, focusing on youth unemployment and active labour
market measures. The Public Employment Services currently comprising municipal
employment offices hae improved their performance, but efforts are still needed to ensure
that the Employment Agency becomes fully operational.

Though still at a very high level, unemployment decreased to 32.9 % in 2@bhtihues to

be higher among women 86.6 % compaed to 31.8 % for men. The overall employment
rate is 25.26, but only 11.%9% of women are in formal employment, against 38.6f men.

Only 28.4 % of the employed have permanent work contracts, whereas 71.6 % work-on short
term contracts. Unemployment msost prevalent among young people -@b years), with
57.7% unemployed (down from 6% in 2014). Although tw«hirds of the population are of
working age (154 years), labour force participation is very low at 5.6

As regards labour related legistati Kosovo still needs to amend thebour law to align
with theacquis and to improve its implementatio@hild labour is a concern, with 10.7 % of
children involved in work while 6.8 % work in hazardous conditions.

The implementation of the law dmealth and safety at workis ineffective. In 2015, 56
workplace accidents were reported, of which 9 were fatal. The Labour Inspectorate needs to
target the informal part of the construction sector more effectively and to be given adequate
resources to fulfil @ mandate without further delay, above all by increasing the number of
inspectors, at least from the 47 currently registered, to the 65 allowed.

On social dialogue the implementation of the General Collective Agreement, which is
fundamental to lay downhé rights and obligations of employers and employees, is still
pending since 2014. Collective bargaining takes place mainly at two levels: at the central
level, through the Social and Economic Council and at sectoral level. The law on the Social
and Econont Council needs to be amended to strengthen the capacity of the Council and to
improve the quality of social dialogue. Trade Unions' representation is limited due to
fragmentation of trade unions and minimal representation of the private sector, which
represents a big challenge to a meaningful social dialogue bargaining at the central level
Trade unions are free to form and register, and a number did so during the reporting period.

As regardssocial inclusion Kosovo needs to ensure that municipalitiesehaufficient
resources to deliver the social services under their responsibility. Municipalities do not have
accurate data on the population number disaggregated into gender, age groups, ethnicity,
ability or vulnerability, which has a negative impact planning and implementation of
activities. There was no advancement in the inclusion of Roma, Egyptian and Ashkali
children and familiesRegarding persons with disabilities, Kosovo needs to ensure that
children with disabilities go to public schamhd learn alongside their peers. Guocial
protection, Kosovo needs to implement the necessary changes in the law on local finance to
ensure the transfer of competencies for management and the delivery of social and family
services to the municipalitie. lack of clarity among municipalities in relation to the local
budget available for social services resulted in a considerable variation in the levels of support

51



to social service delivery. Therefore, the specific funding of social services from the general
grart should be included in the upcoming draft law on local finance. Budget constraints have

delayed the introduction of the new pension scheme.

As regardshon-discrimination, secondary legislation for the implementation of the law on
the protection from digonination has not been adopted. The authorities must address
discrimination against women, especially during hiring processes in private sector. During the
reporting period, the Ombudsman Institution received a similar amount of cases as in previous

yearsand initiated more than double the number ab#icio investigations on discrimination

grounds. The Kosovo Prosecutori al Counci

to cover cases of all kinds of discrimination, not only those based oncigthnihe

performance of institutions in processing and investigating cases related to discrimination

remains poor.

On equality between women and menKosovo should consider a reform of the system of
maternity and parental leave, which in its current fpmasents an obstacle to the hiring of
women. Limited access to child care and to flexible work arrangements are also found to be

related barriers to women’s employment,
are limited, and famihfriendly schelules are often not available.

On public health policy, Kosovo adopted the law on mental health and the law on
breastfeeding. The new health sector strategy and action plan2@@@5has not yet been

approved by the government.

Low public spending ohealth remains a concern. Public health spending is heavily focused
on capital investment and hospital care; spending on primary care and goods and services
needs to be increased. As a result, overall utilisation rates of both public primary care

facilities and hospitals remain low.

Preparations to implement mandatory health insurance have been slow. Plans to introduce
outpatient medicinal product benefits are considerably behind schedule and will not be in

operation by the proposed start of premium calecin January 2017.

The law ontobacco controlneeds to be enforced. Themmunicable diseasemfrastructure
and reporting system need to be further developedl@od, tissues, cells and organshe
law on transplantation of tissues and cells neetle implemented.

The nutrition action plan 2013020 to support implementation and addressing nutrition

issues has been finalised but still needs to be endorsed by the government.
5.1.9. Education and research

Preparations in education and research are aady stage During the reporting period,
there has beeno progressin the area of education armbme progressin the area df

research. The quality of education still needs to be considerably imprased. s t year
recommendations have not been addressed, in the coming year Kosovo should, again, in

particular:

- improve the quality of education at all levels and improve access to quality education for
marginalised groups, especially children with disabgitand Roma, Ashkali and Egyptjan

children;

- ensure the autonomy and independent operation of higher education institutions and adopt

a new law for higher education based on international standards;

- strengthen research and innovation capacity throbghréform of higher education

institutions and increased investment in research, both in the public and private sector

1Y
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On education implementation of the core curriculum is continuing, with 92 schools
participating in its pilot implementation. Howevenplementation was hampered by outdated
textbooks and learning materials, lack of necessary skills among teachers and an
underdeveloped student assessment system. A teacher training system for improving the
quality of pre and inservice education is ingte but has yet to bear results. The draft law on
inspectorate of education was adopted by the government in July 2016 in line with European
legislation and international standards, but efforts are needed to improve its implementation,
as well as to monitcand support teacher performance.

Expenditure per student is declining anftastructure in schools is still podRates of school
enrolment are comparable with countries in the region, with the exception of access to
pre-school education or early ctilood education. Only 3% of children attend prechool
education (age-8) and 74% of children aged b attend prgrimary education, both rates

are increasing but well below the 95 % EU benchmark for 2020.

The government continued implementingeasure t o | ower early schoo
particularly for children from the Roma, Ashkali and Egyptian communities. More efforts are
needed to provide access to quality education for children with disabilities, and more teachers
and assistants need to bmited. The Ministry of Education and Science adopted an
administrative instruction on measures and quotas for the enrolment of students from minority
communities in public universitiedfter the firstround of admissions, 96 minority students

who have successfully completed the admission exams were enrolled in six public
universities, which is higher than in the previous school year.

Around half of all students in upper secondary choose vocational emueaiil Kosovo has
received EU support to reform this sector. However progress remains slow, the link to the
labour market remains weak and programmes lack practical and applied courses with only a
few being accredited by the National Qualifications AutiyorThe role and future of the
Agency for Vocational Education and Training and Adult Education remain unclear. The
government needs to ensure the implementation of the quality assurance strategy and establish
guality assurance mechanisms at the munidgel.

The Accreditation Agency for Higher Education has revised its criteria, taking into account
EU standards. This resulted in the reduction in the number of higher education institutions
and accredited study programs, which gives a clear message wohpbrtance of quality.
However, the accreditation of higher education institutions and study programmes is only
starting.

Kosovo needs to improve transparency in the operation of higher education institutions to
address politicised recruitment. Alatabase containing all academic staff and their
appointments could prevent the practice of university teachers holding multiple full time
positions. There has been some progress in implementing the 2011 agreement on diploma
recognition between BelgradedPristina and the parties agreed to extend the scope of the
agreement to praniversity education. Education remains a high risk sector for corruption
and political influence, especially in higher education.

Kosovo has taken limited action to developrésearch and innovationcapacity.The quality

of postgraduate programmes is very limitedhélbudget for research remains insufficient and

is still below 0.2 of GDP. The law on scientific research activities is not being properly
implemented due to lackf funding. Kosovo should also strengthen its administrative
capacity on research and innovation. Concerning participation in the EU research and
innovation programme Horizon 2020, Kosovo bodies were involved in more than 50
proposals, of which 9 have beeaetained for funding. This is a positive development
compared to previous years.

53



5.1.10. World Trade Organisation issues

Kosovo’' s pr epar eatlyismgedNo progresawas madd in thinarea during
the reporting period.

Kosovo is not anember of the WTO and has not yet taken any formal steps to join.
5.2. Sectoral policies
5.2.1. Industry and SMEs

Kosovo hassome level of preparationon industry and SMEs policysome progress was
made in this field, notably with the creation of aditguarantee scheme to support SMEs| As
already recommended last year, Kosovo should in particular:

- foll ow up on the recommendations from the
- i ntroduce regulatory i mpact &asnsoeSMEments t o
As regardsindustrial policy and SMEs, i mpl ement at i o+#0l7%drivatk 0 s o v o

sector development strategy is progressing slowly, while the industrial strategy still needs to

be finalised. Bothhave to be aligned with the 202620 natimal development strategy

adopted in January 2018here has beennofollewp si nce | ast ydhwer’ s co
EU s * Smal l B us i Recersnendlatidns such assthe expangon of collection

of SME statistics, @ammunication and coordinatn between the Kosovo Investment and
Enterprise Support Agency (KIESA) and relevant ministries have seen no improvement. In
March 2016 the Ministry of Trade and Industry, with support from several donors established

a Credit Guarantee Scheme, which witbyide partial coverage for collateral requirements on

SME loan portfolios of banks participating in the scheme.

The lack of regulatory impact assessments, including SME tests remains a key factor in the
administrative burden impacting SMEs, while the fa&lto monitor and time strategies and
action plans undermines Kosovo’s ability to
be enhanced to be able to implement its mission and objectives. Special attention should be
given to professionalising the stitution and applying meribased hiring procedures. The
development of an export promotion strategy and aftercare programme for foreign
investments needs to be prioritised. The sildsamnsent principle for business registration

and online company resiration have not yet been introduced. The main obstacles to SME
development and further growth remain limited access to finance, weak legal enforcement of
contracts and business regulations, administrative barriers, unfair competition from the
informal sctor, an inefficient judiciary, and corruption.

5.2.2.Agriculture and fisheries

Kosovo hassome level of preparationin agriculture and rural development and in fpod
safety, veterinary and phytosanitary policy. Concerning fisheries, the preparation is at @n early
stage. With the increase in budget allocation to the agricultural sector, there hasineen
progress However, as most of last year's recommendations were not implemented, in the
coming year, Kosovo should in particular:

- improve and extend the area covered by land consolidation schemes and prepare and
implement an action plan to tackle illegal changes atafjural land use;

- increase the capacity and staff of #hgriculture Development Agency, set up payments,
accounting functions and its internal audit unit;
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- transfer inspection responsibilities to the Kosovo Food and Veterinary Agency, thereby
makingpossible an integrated food control system as provided for by the food law;

- establish a fish inventory.

On agriculture and rural development policy, the government has continued to increase
spending on agriculture. In 2016, the budget alloctdesigrialtural investment grants rose
from EUR 20 million to EUR23 million whereas the amount for direct payments remained at
a similar level (EUR 23 million)However, staff shortages continue to undermine the proper
processing of applications and the monitgrof grants, subsidies and execution of payments.
In addition, the Agriculture Development Agency still lacks payments and accounting
functions and an internal audit ur@verall, transparency and planning of agricultural support
should be improved.

lllegal changes in agricultural land use remain an obstacle to developing the agricultural
sector and undermine the effective implementation of the law on spatial planning. There is no
information on how much agricultural land Kosovo loses on an annual basiss, there any
strategy or action plan to address these illegal changes. Little is being done to implement land
consolidation schemes to help ensure the economic viability of agricultural holdings and to
create conditions for farmers education as oneth® prerequisites for sustainable
development in the agriculture sector. An irrigation plan is still missing.

The 2015 agricultural census confirmed the previously identified structural problems of a
large number of small subsistence and ssuisistencdarmers. Kosovo should use the
agricultural census data to ensure eviddvased policy development. Discrepancies between
Eurostat and Kosovo's statistics remdinsovo should increase its efforts to establish a fully
functional agricultural market, ingpticular by stepping up support for producer groups and
marketing of agricultural products.

Implementation of the law on organic production is weak. A supervisory authority and a
commission on organic production were established, but there is veryelitdence of
activity. In the forestry sector the volume of illegal logging is still too high for sustainable
forest management.

In the food safety and veterinary sectors, further efforts are required to establish the
conditions for proper management of tlemdering plant and collection system for animal
by-products. The revision of the laws on food and veterinary control are not finalised. The
Kosovo Food and Veterinary Agency should ensure that annual and multiannual control plans
are prepared and implemted.

Kosovo lacks minimum standards and crosmpliance measures in the areas of food safety,
animal health and welfare, and environment. The Food and Veterinary Agency should step up
its efforts by identifying and proposing basic cross compliance meEsasuibe introduced in

the 2017 agriculture support programme. Transfer of responsibility for inspections from
municipalities to the Agency is overdue for many years therefore hampering the
implementation of an integrated food control system. The contitasd of reliable and
systematised data management for animal identification, movement and registration
undermines evidendeased policymaking. Without sufficient surveillance of livestock
markets and slaughter, current data remains unreliable. llleghd, tparticularly in animals

from Serbia, continues to be a problem. The process of upgrading food processing
establishments to EU standards should continue. Capacity to deal with communicable animal
diseases is quite weak.
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In the phytosanitary sector,the plant disease surveillance programme is still lacking, as is a
data recording system and an early warning system for quarantine plant diseases. The
Ministry of Agriculture, Forestry and Rural Development and the Food and Veterinary
Agency need to develapeir capacity as well as plans to prevent the entry and/or spread of
plant pests and plant diseases.

5.2.3. Environment and climate change

Kosovo is at arearly stage of preparationin this areaSome progresshas been achieved,
with the planning of infrastructure projects in the environment sector. However, signjficant

efforts are needed to implement and enforce legislation in all environment and climate change
areas.

Since most of | ast wereermtr immementede ishe oenimgl getirf o n s
Kosovo should paparticular attention to:

- ensure realime measurement and reporting of air quality;

- ensure the establishment of a river basin management authority and preparation |of river
basin management pla and completing the water resources monitoring network, including
ground water monitoring;

- implement theClimate Change Adaptation and Low Emissions Development Strategy,
consistent with the EU 2030 framework for climate and energy palicies

Environment

Regardinghorizontal legislation, the strategy on environment is in place but needs to be
updated and implemented. Implementation of priority measures at the central and local levels
needs to be secured through sufficient funding and admiistrand technical skills.
Implementation of environmental impact assessments needs to be strengthened considerably,
especially fomplans, programmes and projects in all industrial sectors with significant effects
on the environment including meaningfukatvement of the public and civil society. More

work is needed on effective public participation and consultation in the deaisikimg
process, particularly at local level. Further progress is needed to align with and implement the
remaining crosgutting environmental directives.

The national strategy f@ir quality and the law on ambient air quality were adopted but need

to be enforced. However, uncontrolled pollution from traffic, incineration of waste and other
toxic materials remains a serious perl The air quality monitoring system equipment is in
place but still not fully operational. Kosovo institutions need to undertake immediate
measures to improve air quality assessments, particularly in affected areas. Financial
resources and the capacitysupport the maintenance and calibration of equipment need to be
ensured, as does support for the automatic air quality monitoring networktirReal
measurement of air pollution needs to become operational so that immediate action can be
taken to reducemissions if limits are exceeded. Air quality plans for zones where the levels
of pollutants exceed limit values by a wide margin, especially in winter, still need to be
prepared and adopted.

Onwaste managementthe legal framework is partially alignedtbwaste remains one of the

most visible problems in Kosovo. The draft master plan has been finalised, defining the
concept of prevention, reuse and recycling of waste. However, the Ministry of Environment
and Spatial Planning should begin implementatioth iagrease opportunities for investment

in this sector. Basic waste management definitions and concepts, such as recycling and
recovery of different waste streams, are not sufficiently supported by current legislation,
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limiting opportunities for private stor involvement. The high number of illegal landfills
needs to be addressed urgently. Most existing landfills are at the end of their storage capacity
and faced by considerable Ilotgym environmental risk, especially groundwater
contamination.

In the ara of water quality, the level of alignment is limited. A strategy and action plan on
water protection have not yet been adopted and urgent efforts should be given to the
establishment of the river management authority in order to start-nasxted work ornhe
preparation of river basin management plans. Untreated sewage remains the main source of
pollution and a serious threat to groundwater. Work needs to begin on identifying
groundwater resources and establishing the groundwater monitoring system. t€he feys
monitoring surface water quality and quantity needs to be reinstated. ldentification of
agglomerations and the definition of sensitive areas are required, in line with the Urban Waste
Water Treatment Directive. There have been some improvemerttdl inollection and
reductions in technical water losses, but more efforts need to be done.

Alignment with the acquis on nature protection, in particularthe Habitats and Birds
Directives, has only begun. In February 2016, the assembly passed an ameadment
international trade in endangered species of flora and fauna. However, effective protection for
designated protected areas is not in place. Combating illegal construction in protected areas
needs to be enforced effectively. Planning of investments frastnucture such as
hydropower plants, tourism and the industry sector need to ensure that nature protection
obligations are respected. This applies especially to protected areas and areas of high natural
value that could potentially become protected Kaf2000 sites.

On industrial pollution and risk management, alignment with most of the relevant EU
directives and regulations (IED, Seveso lll) is at an early stage. Insufficient enforcement of
legislation is hampering progress in preventing industrial elneémical accidents. The
procedures to nominate an operator for management of hazardous waste have been launched.

Onchemicals the alignment with thacquisis at an early stage.

The prospective steps towards achieving full transposition anchilementation plan of the
Directive on the use of animals for scientific purposes have not been provided yet.

Kosovo is not party to the Stockholm Convention and there is no progress towards the
implementation of the Persistent Organic Pollutants Regulaty developing concrete plans
for establishing a legislative framework governing persistent organic pollutants.

Kosovo is not party to the Rotterdam Convention, but a regulatory framework on export and
import of hazardous chemicals was provided by tden#istrative Instruction No. 23/2015,
which now needs to be implemented.

The new law omoisestill needs to be adopted. The strategic noise maps and action plans still
need to be developed, as well as effective action to implement the law.

Kosovo contines to participate actively in thEU Civil Protection Mechanism and in
several regional projects aimed at strengthening cooper#tiannched a disaster inventory
management system and approved the regulation for assessindispsgtr damage.
However,significant progress is needed in important areas such as flood protection.

Climate change

The level of alignment is limited. The strategy on climate change has been finalised but
remains to be adopted. Its implementation should be consistent with tA@3Uramework
of climate and energy policies and well integrated into all relevant sectors. In addition to
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mitigation, efforts need to be made to adapt to climate change. The National Council for
Environment and Climate Change should take more conceisures to mainstream climate
action. Although Kosovo is not a signatory to the UN Framework Convention on Climate
Change and therefore has not prepared an Intended Nationally Determined Contribution to the
2015 Paris Agreement, full implementation ofdtsnate change strategy would help Kosovo
reach the low emissions and climaésilient objectives of the agreement. Regarding the
transparency of climate action, responsibility for compiling greenhouse gas (GHG) inventory
reports lies with the Kosovo Emenment Protection Agency. The GHG report for 22023

has been submitted to the European Environment Agency. Partial alignment with the
Monitoring Mechanism Regulation has been achieved through twawsy Legislation has

yet to be drafted and adopted GHG emissions monitoring, reporting and verification in
order to align with the EU Emissions Trading System. Urgent actions should be taken in the
field of emission standards and control of pollution from transport, on enforcing the
legislation on techial control of vehicles, on fuel quality, as well as on ozone depleting
substances and fluorinated gases. Administrative capacity and awaEsEss activities

need to be considerably strengthened.

5.2.4. Transport policy

Kosovo is at anearly stagehas some level of preparationin transport policy.Some
progress has been achieved especially in the area of aviation and railways during the
reporting period but more work is needed to strengthen administrative capacity in all sectors.
With the entry intoforce of the new law on road traffic provisions, Kosovo has partjally

fulfilled one of last year's recommendations.

In the coming year, Kosovo should in particular:
- implement and enforce road safety legislation, in order to reduce fatalities;

- strengtlen the capacity of the railway regulator and ensure its financial and operational
independence;

- make further efforts towards mutual recognition of train driver licences and to review
technical rules and safety rules in rail transport.

As regards thgeneral transport acquis the key strategic documents for the transport sector
and its suksectors have been adopted, but the legislation is not aligned widtdéson
summertime arrangements or on public service obligations. There is a need tchetrengt
administrative capacity for all modes of transport. The legislation on air and railway accident
investigations has been adopted but not implemented yet, while the accident investigation
body is not yet fully staffed.

On road transport, legislation on nland (road and rail) transport of dangerous goods is
partially aligned. Access to the market for goods and passenger transport for both national and
international operators needs further alignment, as do the criteria for access to the occupation
of road tansport operator. To reduce fatalities, Kosovo needs to continue aligning with the
social and safetyacquisin this area and to monitor enforcement capacity. Maintenance of
road infrastructure is still insufficient. Regarding the enforcemensaoafial legislation
improvements are needed in the area of roadside checks. Legislation on clean and
energyefficient road transport vehicles and on the deployment of alternative fuels should be
gradually aligned with thacquis

Regardingail transport , Kosovohas made some progress in implementing the 'Connectivity
reform measures'. More specifically, Kosovo's Railway Regulatory Authority has licensed the
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first private operator in December 2015, the safety certificate pen&abway safety

legislation has beeadopted but efforts should be made to implemenriuither efforts are

needed on railway safety and interoperabilithe capacity of the Railways of Kosovo
(INFRAKOS) needs to be strengthened in view of the upcoming significant investments in

the secto . The regulator’”s independence in enfor
ensured and its financial independence upheld. Ndased appointments in accordance with

the law to the board of railways regulator need to be ensured. With a view tiskstgldair

and transparent access conditions to rail services facilities, Kosovo should proceed to
transpose and implement Directive 2012/34 on a Single European Railway Area. Upgrading

the railway infrastructure is at an early stage of implementation.

On aviation, Kosovo has made substantial progress in aligning with thadgisand has
implemented nearly all the requirements under the first transitional phase of the European
Civil Aviation Agreement (ECAA), with the exception of a few provisions ia #rea of
economic regulation. On 'single European sky' (SES) legislation, Kosovo has completed the
alignment and implementation of the SES | legislation and made progress on SES II. Working
arrangements with the European Aviation Safety Agency are raiilisbed yet. There was
some progress on implementing the law on the Air Navigation Services Agency. However
implementing legislation still needs to be completed including the criteria for management
positions. The air navigation service provider has loeetified.

There is no national legislation yet oombined transport.
5.2.5. Energy

Kosovo madesome progressn legislative alignment with the adoption of the Third Energy
Package but remains at aarly stageof implementation in many areas. Since most of| last
year''s recommendati ons were not I mpl ement ed
particular:

- dtart implementing theacquison security of supply and make a final decision on new
generation capacity, decommissioning the Kosovo A power plant, and ownership
arrangements for Kosovo B;

- strengthen institutional capacity for the energy market, in particular by ensuring the
reguabr ' s f ul | independence and financi a stab
to adjust energy prices;

- include a cluster for temporary storage of radioactive waste in the construction of the EU
funded hazardous waste storage while work consinoidéind a permanent site;

- implement energyelated 'Connectivity reform measures';

- adopt the law and blaws transposing the directive on the energy performance of
buildings.

The energy sector continues to face problems even if progress was nspaeifit areas, in
particular with the adoption of legislation transposing the Third Energy Package. Electricity
cuts are infrequent, although they continue to disrupt people's daily lives and the regular
operations of businesses. Kosovo is still laggiebibd in implementing commitments made
within the connectivity agenda.

On security of supply, investment and maintenance continue to improve the reliability of the
power transmission system. Movember 2015 Kosovo completed the construction of its
sectionof the 400kV transmission line with Albani&Vhile distribution losses are slowly
dropping, the speed of investment in the distribution network is not satisfactory. Combined
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commercial and technical losses in 2015 were still high at%®1There was no nogress in

aligning the legislation in the area of compulsory oil stocks and obliggietsoleum

reserves. Current oil stocks are estimated to last only four days. There is no progress in the
Energy Community’s di sput e s euties oreimgorist of pr oc €
petroleum products. The import of two petroleum products (lubricants and petrol coke) is still
subject to customs duties of 10 %.

Kosovo did not sign the ‘' Western Bal kans 6’
electricity market deelopment and on establishing a framework for future collaboration,

which was signed by all other parties in April 2016. The parallel management that Serbia
installed at the Gazivode/Ujmani hydropower plant continues to interfere in its operation,

with a risk to water management.

As regards thenternal energy market, four laws onenergy, electricity, the energy regulator

and natural gagimed at aligning Kosovo's legislation with the Third Energy Package, were
adopted in June 201@hese laws remain to be implemented. Negotiations with the single
bidder for building the new lignite power plant are ongoing and the contract has not been
signed. No progress was made on decommissioning Kosovo A or refurbishing Kosovo B.
Kosovo needs talecide urgently on the ownership arrangements for the latter in order to
prepare the investment plan needed for its refurbishment. Kosovo has submitted its emissions
reduction plan to the Energy Community in time, but it is highly unlikely it will meedirts
quality obligations. No request for an extension of operating hours for either Kosovo A or
Kosovo B has been submitted.

In terms of energy prices, Kosovo remains the most regulated market in the region. No
progress has been made in deregulatinggtreeration price ophasing out crossubsidies
between different categories of customers. Whilarket opening is envisaged in the
legislation, it is not implemented in practice and customers do not have the possibility to
switch between different suppige The three remaining members of the Energy Regulatory
Office Board were appointed in November 2015, but there are serious concerns over their
independence and expertise. Important decisions for the electricity market have been delayed
for a long time keady, including the approval of licenses for suppliers wishing to compete
with the incumbent, or the adoption of switching and imbalance rules. The capacity and
independence of the Office have been undermined by political interference, low
administrativecapacity and lack of human resources.

There was very little progress in tmenewable energysector. Alignment with the 2009
Renewables Directive was targeted with amendments to the laws on energy, electricity and
the energy regulator adopted in June 20BileKosovo’' s renewabl e and
action plan for 2012020 envisages a very ambitious 2%4 tenewables share by 2020, it

has now become very unlikely that Kosovo will meet even the mandatory target éba 25
share. This is in particularué to years of neglect in the sector, the inefficient regulatory
framework (in particular lengthy administrative procedures in issuing different permits and
licences) and poor administrative capacity in managing renewables. No progress has been
made on buding the Zhur hydropower plant, which is instrumental in reaching the 2020
mandatory target. Any further development of hydropower should be in line with EU
environmental legislation. Poor capacity of the grid to manage inputs from renewables
contributeseven further to the likelihood of failing to respect these commitmé&htxe was

no progress in meeting the requirements for the use of biofuels in transport. Sustainable
criteria have still not been implemented.

The law onenergy efficiencyneeds to beraendedin order to align the legislation with the
acquis Kosovo has not yet adopted the law on the energy performance of buildings. While the
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20102018 energy efficiency action plan envisages an energy savings targ#t, edf@ovo is

now in the process of preparing its third energy efficieatjon planKosovo has not yet set
up its own energy efficiency fund. It is important to do so as ssopossible to ensure more

investment in energy efficiency measures, ideally combined with other environmental
measures, in the public as well as the residential sector. The Kosovo Agency for Energy

Efficiency is understaffed and has low capacity to nopievaluate and verify progress

towards targets.
Kosovo is at an early stage of preparing the legal and regulatory framewurkl@ar safety

and radiation protection. The law on radiation protection and nuclear safety still needs to be

adopted. While siffing at the regulatory agency has increased in recent years and the new
CEO was appointed in 2015, the agency’' s |
Funding for the agency is insufficient for it to implement its mandate. There is no radiation
monitoring (for example of depleted uranium), no control of radioactive waste and no

radiological emergency plan. The procedures to nominate an operator for the management of

all hazardous waste have been launched in August this year. The constructienEdj t

funded hazardous waste storage should include a cluster for temporary storage of radioactive

waste while efforts to find a permanent site need to stepped
5.2.6. Information society and media

Kosovo hassome level of preparationin this area. The legislative framework is mostly|

n

place but there waso progress.In particular, the assembly failed to ensure the financial

independence of the public broadcaster and the Independent Media Commission did not move

forward with the proess of digital switchover. Some progress was made in the area of

electronic communications. However, efforts are still needed to complete the
framewor k. As | ast year’' s recommendat.i
Kosovo should in parctular:

- ensure telecoms and media regulators are given adequate capacity and resources and enjoy

independence;

- urgently implement the digital switchover;

- develop a solution for sustainable funding of the public service broadcaster.

In electronic communications and information and communication technologiesthe

legal
ons

assembly appointed a new board to thegiatory Authority of Electronic and Postal

Communications (RAEPC), but there has been no improvement in its financial

and

organisational independemncThe Authority has allocated additional frequencies to the two
incumbent mobile operators, PTK and IPKO Telecommunications, for better quality 4G
services. Mobile telephone penetration has reaché&d 6% active users. Internet penetration
per householdhas increased to 75% whereas internet penetration per user increased to

12.35 %. Although the national computer emergency response team was set up in 2014, it still
lacks sufficient and trained staff. Plans to introduce the European emergency number 112

presented in previous years, have not been implemented.

The action plan agreed between Kosovo and Serbia to implement the 2013 Brussels telecom

arrangements, including arrangements for the allocation edigit3dialling code for Kosovo
by the Internabnal Telecommunications Union, has not yet been implemented.

On theinformation society, the national cybersecurity strategy and action plan for 20

16

2019 was approved in January 2016 bdequate budgetary resources need to be made

available to implemerthis and the @overnment strategy.
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On audiovisual policy, the Independent Media Commissitailed to make any substantial

progress in implementing the digital switchover, even though the International

Telecommunications Union deadline expired in June 520Ihe Independent Media

Commission, stattunded since 2009, has yet to finalise theldws needed for the

digitalisation process to take place. No funds have been allocated or identified to implement

the process. Kosovo needs to accelerate its effadseasure that the digital switchover i
carried out in full transparency and in line with EU standards.

The public service broadcaster RTK remains dependent on state financing, which undermines
its editorial i ndependen the finantidl depeaderscyeom®TKY * s

S

is particularly worrying, ashis weakens its lonrterm sustainability and diminishes its

capacity to carry out its public service remit.
5.2.7. Financial control

Kosovo is at arearly stagein this area.Some progresswas made during the reporting
period, especially in the area of external audit with the appointment of the National Auditor
and adoption of the law on national audit. However implementation of the public internal
financial control (PIFC) strategy and acth pl an i s | agging behi
recommendations from last year on PIFC have not been addressed. Significant efforts are
needed to implement PIFC at all levels of the administration and in publicly owned

enterprises. In the coming year, Kosohowsld:
- intensify implementation of the activities set out in the 200%7 PIFC strategy;
- adopt the new PIFC law and related implementing legislation;

- ensure more systematic follewp to external audit recommendations by the assembly
auditees.

Public internal financial control

and

Kosovo is implementing its 2018019 PIFC strategy and action plan, which are
complemented by the 20220 public financial management reform strategy and action
plan. However, only half of the activities planned for 20Hve actually been completed.

This is mainly caused by delays in finalising the new PIFC law. In addition the PIFC Council,
which is intended to monitor and report on implementation of the strategy, has not been set

up. The strategy envisages a wide ranfections on managerial accountability and risk

management.

The Central Harmonisation Unit (CHU) continues to organise training for financial officers

and internal auditors, but methodological guidance on internal control is still weak. For the
first time, the 2015 annual report on implementation of PIFC was based on internal control
benchmarks. The report was also reviewed by the assembly Committee for Oversight of
Public Finances, which issued recommendations to the CHU. However recommendations for

individual budget users were lacking.
The current legal framework dmancial management and controlis largely in line with

the internal control framework of the Committee of Sponsoring Organisations and the

guidelines of the International Organisation afpSme Audit Institutions (INTOSAI). The

planned new PIFC law aims to ensure full compliance. Implementation within budget users

continues to lag behinddministrative budget classification and the subordination of entities
and officers makes implementati of managerial accountability and delegation very difficult.

Budget users do not fully understand the practical application of internal control and
managerial accountability. The focus is mainly on financial compliance of the annual budget
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execution, andhot sufficiently on strategic financial managemdtitk management is rarely
applied and generally not used as a management tool. Many budget reallocations also occur
outside the budget review process.

The legislation onnternal audit is partially complnt with the international standards. Only
72 % of the organisations required by law to set up an internal audit function have done so. Of
these, 326 have only one auditor. A scheme for certification of internal auditors has been
established, with 100 vl servants to undertake the new certification programme in the
coming year. So far 70 out of 115 auditors have international certification. The
implementation of internal audit still faces challenges, as findings and recommendations are
not systematicaflimplemented.

External audit

A new law on the National Audit Office (NAO) was adopted in May 2016. It defines the
functional, operational and financial independence of the NAO in line with the INTOSAI
standards. The role of the NAO is recognised irctimstitution.

A new National Auditor General, for the first time a Kosovo citizen, was appointed in April
2016. Concerningnstitutional capacity, the NAO is fully staffed with 146 staff, of which

120 are auditors. Training is provided systematically, bathtlee job and externally.
Regarding thequality of audit work, the NAO continued to implement the certification
programme for regularity audit and to undertake audits in line with the financial and
performance audit manuals, which are regularly updatedlitQunanagement of audit work

is carried out by an audit support department with six staff. They conduct quality assessments
and quality control as part of the audit processes.

The impact of audit work needs to be further improved. The annual activity report is
discussed by the Assembly Committee for Oversight of the Public Finances, but the assembly
does not ensure systematic parliamentary follgpnof the audit report. Budgetary institutions
shoud follow up on SAI recommendations. The NAO makes all its reports available online
and proactively informs the media about important reports.

Protection of the EU's financi al i nterests

Alignment with theacquisi s | i mi t ed. Pr ot e cinterestsirequires case e E U’
by case cooperation with Kosovo authorities.
to EU funding is a crime. The Ministry of Finance is responsible for supporting aundt and
anticorruption activities in public adminigttion institutions and for raising awareness of

fraud in general. A special regulation is in place that sets out the responsibilities and duties of
ministries in this regard.

Kosovo does not have amti-fraud coordination serviceor related network, but the Special
Prosecution Office has supported the European Commission during investigations. Policy
documents, such as a strategy and action plan to prevent and combat fraud have yet to be
developedCooperation with the European Conmissionis limited to ad hoc cooperation

with Commission investigators during their-the-spot missions. There are still no basic
procedures for risk assessment, reporting of irregularities and suspected fraud cases. An
irregularity management system Istieeds to be set up.

Protection of the euro against counterfeiting

Concerningacquis alignment, the legislation establishes the competent authorities and
procedures for dealing with counterfeit money. Medals and tokens similar to euro coins have
not yet keen regulatedTechnical analysisof counterfeit money, including euro banknotes
and coins, is mainly performed by the forensic agency within the Ministry of Internal Affairs.
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The analysis is carried out in line with the international stand@ifds CentraBank does not

do technical analysis, but it provides guidance to the financial institutions on what to do with
suspected counterfeit money. There are faonal cooperation agreementswith the
European Commission and the European Central B&sovo paircipates in the Pericles
2020 programme and the Balkan Network for Euro Protection initiative.

5.2.8. Statistics

Kosovo isat anearly stagehassome level of preparationin the area of statisticSome
progresswas made, most notably with thpplication of the European standards in producing

and publishing agricultural census results in November 2015. The Kosovo Agency of
Statistics (KAS) continues, however, to suffer from poor administrative capacity which often
results in publication delayand lack of accuracy in some statisticggnicant efforts are
needed especially to ensure the alignment of macomomic and business statistics with
European standards the coming year, Kosovo should in particular:

- adopt the amendment of the law statistics;

- make more sector statistics available: e.g. macroeconomic and business statistics,| statistics
on energy, income and living conditions;

- ensure sufficient human and financial resources as well as the professional capacity of staff
to alow KAS to fulfil its mandate.

On statistical infrastructure, the legal framework is broadly in line with the European
statistics Code of Practice. The law on statistics needs to be amended as a priority to further
enhance the professional independenc&A% and ensure timely access to administrative
data. Nevertheless, thamacity of KAS to carry out surveys and data analysis independently
continues to be limited and its weakministrative and professional capacity as well as the
lack of financial resonces hamper the timely production of statistics. The shortcomings are
particularly visible in the area of national accounts. All KAS's staff need additional training,
both on quality issues and on statistical methods. The current premises of KAS are
inadegiate. Data transmission Eurostat has improved, and KAS improved its wbhased
dissemination by upgrading the website for disseminating statistics. The European
classification of economic activities (NACE Rev.2) is now applied in all relevant statistical
areas. The statistical business register was improved by introducing an electronic platform for
an automatic updating of the register and local units were introduced. Enterprise Groups are
not yet introduced.

On macroeconomic statistics further alignment with the European System of Accounts
2010 is ongoing 2016. KAS currently compiles annual and quarterly national accounts.
However, shortening of the production period for national accounts and improvements in
quarterly accounts are remaining ¢eagies. A framework for producing supply and use is in
place, but data for 2013 and 2014 are not yet published. While preparations for producing
annual sector accounts started, fiscal notifications are not yet available. Monthly trade in
goods statisticsra submitted to Eurostat. Balance of payments data are compiled by the
Central Bank and are broadly in line with the BOdquis; annual and quarterly data are
submitted to EurostaGovernment finance statistics are published annually. In January 2016
the Harmonised Index of Consumer Prices was published based on the European
Classification of Individual Consumption, with 2015 as base year.

Structuralbusiness statisticaand some shoiterm statistics are partially in line with the EU
acquis but the availaitity of short term statistics is limited. Industry and construction
statistics are produced broadly in line with the relevant regulation, while statistics on the
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service sector need to be developed. No dleomh statistics are produced on construction
adivities as the Agency does not have access to information on building permits. PRODCOM
(list of products of the European Union) statistics was introduced in 2015. Tourism statistics
and transport statistics are not yet compliant with theaEquis Statisics on research and
development, innovation, and use of information and communication technology statistics are
not produced on a regular basis.

In the area ofocial statistics only demographic statistics are broadly in line with the EU
acquis The poplation census in the four northern municipalities, planned for 2016, was not
carried out. A regular survey on income and living conditions was launched in 2016. Some
social protection statistics are produced, but those on the unemployment scheme dull need
be added and the quality of data needs to be improved. In July 2016, KAS and the Ministry of
Education, Science and Technologyointly published education statistics based on
international education classification standards (ISCED), but not yet awgai@ilSCED

2011. An annual Labour Force Survey (LFS) is carried out but the 2015 results were
published with delay. Preparations for a quarterly LFS started in 2015. Furthermore, the
labour cost index, structure of earnings data and job vacancy stargtissll not produced.
Public health and crime statistics are not yet in line with theaBdjiis There is a need to
co-ordinate and harmonisscial statistics between KAS, line ministries and municipalities.

In addition, KAS should consider permanemterviewers for key surveys in this sector, such

as the LFS.

In agricultural statistics, the agriculture census results were published in November 2015,
although without participation of four northern municipalities. Agricultural price indices and
economicaccounts for agriculture are produced on a regular basis. Pilot surveys on milk,
dairy and slaughter statistics were launched in 2016. The results of the crop and livestock
survey carried out in December 2015 have not yet been published. Supply batsiseasd

the agriculture labour index are not yet produced.

Energy and environment statisticsare partially in line with thacquis Some annual energy

data and energy prices are provided to Eurostat but further improvements are needed.
Monthly data andhe monthly share of renewables are not provided to Eurostat. The lack of
energy efficiency indicators continues to be an obstacle to reporting on energy savings. Waste
and water statistics are produced, whereas greenhouse gas emission statisticsodecedntr

in 2016 but have not yet been published. Environmental accounts are not produced.

5.3. Justice, freedom and security

Kosovo is at arearly stagehassome level of preparationin this area, but has madeod
progressover the reporting period. Ingggations into money laundering, drugs and human
trafficking, terrorism and cybercrime haveen initiated however,resulting in few fin
convictions and limited final confiscation of assets. Prosecution services are understaffed and
lack training. Theinvestigative capacity of the police is generally good but the use of
intelligenceled joint investigations remains limited. Kosovo is actively cooperating in
international and regional police investigations, although its formal cooperation is limited for
statusrelated reasons. Legislation on migration, asylum and border/boundary management
matters is largely in line with Elacquis however further efforts is needed on sound
enforcement.

In the coming year, Kosovo should in particular:

- implement the intdigenceled policing approach and making full use of the potential of
the National Centre for Border Management;
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- revise the Criminal Procedure Code and the law on extended powers for confiscation of
proceeds of crime with a view to making them effectoas to combat organised crime;

- strengthen intemstitutional cooperatiorby increasing the capacity of the existing| IT
system taall organised crime and corruption cases towards building an initial track record of
proactive investigation, prosecuticimal convictions and criminal assets confiscations, with
a view to delivering results on the track record.

5.3.1. Visa, border management, asylum and migration
Legal and irregular migration
Institutional setup and legal alignment

Thelegal framework is largely in line with thecquis Amendments to the law on foreigners,
aiming at alignment with the latest EU directives on the employment of third country
nationals and family reunification are pending.

The nationalstrategy and action plan on migratm for 20132018 is being implemented
smoothly. In January 2016, the government appointed a national coordinator on migration
responsible for monitoring and reporting on its implementation. His role and resources need
to be strengthened. The 2014 countngnaion profile was finalised in December 2015. It
contains an extensive analysis of migration
recommendations and policy guidance which need now to be taken into consideration in
practice. The Departme of Citizenship, Asylum and Migration (DCAM) in the Ministry of
Interior is in charge of overall coordination of migration policy. The Directorate for Migration

and Foreigners in the border police deals with irregular migrants.

Implementation and enforoeent capacity

There are some gaps in enforcement, in particular due to lack of coordination between
government agencies. Thstaffing level of DCAM remains inadequate in particular for
divisions and centres facing a larger workload. Over the reportingdpespecialisation of

staff has been strengthened with training courses on migration management, procedures and
standards for the treatment of unaccompanied minors, special interviewing techniques,
identification and referral of asylum seekers with spewégds, and on rights of applicants in

need of international protection. Kosovo has a reception facilityrfegular migrants in
Vranidoll/Vrani Do, which can host 70 persons, including appropriate accommodation of
vulnerable groups. Legal provisions arigg the fundamental rights of irregular migrants or
foreigners hosted in the centre are in place; however, adequate and specialised supervisory
resources are lacking to ensure basic rights and needs. Measures are in place to prevent the
infiltration of peoplesmugglersin the centre and there are no reported cases of attempts. In
2015, 12 people were arrested on charges of migrant smuggling and irregular migrants were
intercepted, mostly from Albania. The overall number of irregular migrants detairtbd in
reception centre between September 2015 and August 2016 is 99. Out of 99, 83 were
returned to their country of origin (78 forcibly, 5 voluntarily, 15 persons applied for asylum,

1 is in the process of being returned). Most of the irregular migraramedtin the reception

centre were returnedithin a reasonable period of time. In December 2015, Kosovo signed a
readmission agreement with Turkey, bringing the number of such agreements to 23. An
agreement with the former Republic of Macedonia is unohedi$ation. Thereadmission
agreements with EU Member States and Schengen Associated countries are being
implemented smoothly. The overall number of Kosovo nationals readmitted from September
2015 to end of July 2016 is 13,671 (6,747 forced and 6,92taily returned).
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The number of asylum requests by Kosovo citizens in both EU and Schengen Associated
countries has fallen from 73 215 in 2015, to 6 655 in the first half of 2016. The regulation on
reintegration has been amended in March 2016, allowingdhed returned Kosovo citizens to
benefit from the assistance for sethployment, financing of business plans and housing.
During the period September 203526 August 2016, 1 506 persons have benefitted from
sustainable assistance services provided byRa&integration Fund. This is a considerable
increase compared to 336 persons in 2015 and 628 persons in 2014.

Asylum
Institutional setup and legal alignment

The legal framework on asylum is largely in line with thacquis The law on asylum is

under rewvsion to further align it with theacquis on asylum procedures and reception
conditions. The Department for Citizenship, Asylum and Migration is theifistince body

in the Ministry of Interior. The National Commission for Refugees reviews appealsalA fin

judicial appeal can be lodged with the Supreme Court. After rejection of request for asylum or
cessation of procedure, the Department’'s Diyv
for enforcing the decision. Intention to apply for asylum mayeo@ested at the borders.

Implementation and enforcement capacity

As regardsaasylum procedures t he competent authorities’ cCa
based on the merits of the application is still weak and more training is required. Staffing
levels are inadequate given the increasing number of asylum requests. In 2015, 70 people
lodged asylum requests, while between January and August 2016, 154 people lodged asylum
requests. Kosovo is still a transit country. Most applicants disappear without tagphe

procedure. The Centre for Asylum Seekers in charge ofréiception, registration,
accommodation, and movement of asylum seekers within and outside the centie
understaffed. The competent authorities, with the support of relevant international
organisations, drafted a contingency plan in case of an influx of migrants/refugees to Kosovo.

There have been no reported casesetidulementat the borders. Although provided by the
by-law on admission and initial treatment of asylum seekers, a resgst@m at the border,
including access to legal aid, is not yet in place.

Visa policy

Kosovo has yet to align its legislation with the EU visa positive and negative lists. The
number of Kosovo consulates issuing visas increased to 14, leading tonathellnumber of
visas issued at borders (only six during the first half of 2016).

Schengen and borders
Institutional setup and legal alignment

The legislative framework for the management of the borders/boundary of Kosovo is largely
in line with theacquisand international standards. Draft legislative amendments to the law on
the state control and surveillance aiming at further aligning the legal framework with the EU
acquis in particular Regulation 2016/399, are under preparation. The NationakeGent
Border Management has a joint intelligence risk and threat analysis unit in charge of
collecting data and information from the Integrated Border Management (IBM) agencies
(police, customs and the food and veterinary agency). The IBM-2013 stratgy and
action plan are aligned with the 2006 EU concept on IBM and implementation resumed with
the appointment of a new coordinator for IBM matters.
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Implementation and enforcement capacity

The infrastructure of border crossing points remains poor; hoveengpment and databases
access is relatively good. The Border Department of the Kosovo Police is well staffed, with a
total of 1318 officers and receives continuous trainings. The border police receseevine
training on border managemenmiter -ageng cooperation is good but should be further
improved at local level. A border police anbtrruption strategy is in place but no cases of
corruption at the borders have so far been detected.

On cooperation in the region Kosovo has concluded 23 IntegratBdrder Management
agreements. Ratification of the border/boundary agreement with Montenegro is pending in the
Kosovo Parliament. Infrastructures of the trilateral joint centre between Montenegro, Albania
and Kosovo have been finalised, however, the opeatiprotocol is pending signature. In
May 2016, Kosovo signed a working arrangement for setting up operational cooperation with
Frontex which alsa@overs irregular migration. Exit checks were reintroduced at the border
with Albania, both countries agreegirio undertake joint border controls, with one Albanian
and one Kosovo border police officer sharing one booth.

Interim IBM crossing points with Serbia continue to be fully operational. However, there has
been no progress in establishing the permanent tBddsing points with Serbia, and in
establishing the additional interim common crossing points in Kapi and Izvor.

5.3.2. Money laundering

The 20142018 action plan for the national risk assessment on money laundering and
combating financing of terrorism continued to be implemented without issuelaivhen

money laundering and terrorism financingis in place, and was amended in 2016 butilis s

not fully compliant with the Elhcquisor Financial Action Task Force recommendaticsee(

section 4.1.31 free movement of capijalCertain gaps in the system remain, including a lack

of proper checks on seni ornhewaalband patchg fregoitigi al s’
systems of entities covered by the Financial Intelligence Unit (FIU), and inefficient seizure

and confiscation mechanisms, unclear system of supervision of the financial sector, lack of
provisions concerning the steps to Bken in case of freezing of financial transactions by the

FIU, insufficient regulation on international-operation and excessive sanctioning powers of

the FIU. Cooperation between the FIU and the law enforcement authorities needs to be
further improved particularly in the area of handling suspicious financial transactions. The
number of prosecutors in the Special Prosecution Office dealing with economic crimes,
including money laundering, should be increased. In additiesenvice training should be

provi ded, especially in view of EULEX's downs
reports from controlling and reporting entities remains low. In 2015, there were 39 cases
(against 110 defendants) registered for melaeymdering (9 new cases in 2046d 30 cases

anterior to 2015)These cases resulted in 6 indictments, compared to 18 in 2014. In 2015, one
person was convicted for money laundering compared to zero in 2014.

5.3.3. Drugs

The police directorate for investigating trafficking in narcotmsntinued to focus on
prevention and supply reduction. The 2@IP17 strategy and action plan against illicit
narcotics continued to be implemented and several criminal groups were dismantled. Further
implementation of intelligeneked policing remains roessary. Compared with police
services, the prosecution remains understaffed and not sufficiently trained to prosecute
drugrelated offences efficiently. The lack of secure storage for seized drugs and precursors
prior to destruction is an issue of concefm appropriate process for handling, storing and
destroying precursors has yet to be set up.
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Kosovo cooperates with the European Monitoring Centre for Drugs and Drugs Addiction. A
national focal point has been nominated. Special attention needs tadke pasing public
awareness on the consequences of drug abuse. Training for police community safety officers
and selected teachers on the dangers of drug abuse continues. Addiction treatment and
methadone therapy is being offered, strengthening drusegimevention and harm reduction
strategies. Kosovo continues to be a storage and transit country for heroin and cannabis, but
seizures remain low. Kosovo needs to intensify its fight against drug cultivation and
trafficking.

5.3.4. Police

The Kosovo police is perceived as the most trusted rule of law institutidras grown
steadily to 00 in 2016, of whom approximately 84 are Kosovo Albanians and ¥b are
Kosovo Serbs, with the remainder coming from other communities. Therg3@argolice
officers per 10@0O0 inhabitants, a similar ratio to other countries in the region.

The police are relatively well trained and equipped. The police force has several specialised
units both at central (e.g. the antrruption task force) and regiorialels (e.g. the drugs and
human trafficking units). Clearly defined career paths and evaluation systems are in place for
its members. The Kosovo Academy for Public Safety provided a good levatialf and
continuous trainings to police and public secity bodies such as correctional or customs
services.

In November 2015, itsode of ethicswas improved. Nevertheless, police is still subject to
corruption and political pressure hindering investigation on organised crime. Cooperation
between the Indepdent Police Inspectorate (PIK) and Kosovo Police is good; however,
cooperation with the prosecution is hampered by prosecutor's reluctance to open cases against
high-ranking police officers. In 2015, PIK open&degional complaints offices and received
anincreasing number of complaints237 in total, of which 161 were sent to the prosecution
service, which resulted in 108 indictments and 4 verdicts.

Despite being properly staffed and financed, there are no witnesses under the witness
protection programm as citizens have little trust in the locally run protection system.

Cooperation between the police and Europol is currently facilitated by EULEX. The police
have already contributed to successful joint investigations supported by Europol, including
the largescale dismantling of a Eurog@de migrant smuggling network in early 2016.

The community policing strategy and action plan for 22026 and the community safety
strategy and action plan for 202016 are coming to an end, with successful resuls.
police still need to make progress on linking intelligetexe policing with the concept of
community policing and they also need to improve communication and set up official
municipal safety forums in the north.

5.3.5. Fight against organised crime
Institutional setup and legal alignment

Some progress has been made and Kosovo has established the key components of the legal
framework necessary for the fight against organised crime. The criminal code and criminal
procedure code are mostly in lingth relevant European standards. Nonetheless, a number of
provisions in the criminal procedure code and the law on extended powers for confiscation of
assets seriously impede effective investigation and prosecution, such as complex and
cumbersome provisis on confiscation, the short investigation deadlines set, the multitude of
appeal possibilities, and the unclear provisions on the admissibility of evidence and on search
and seizure. A law on the interception of telecommunications was adopted in May 2015
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A new strategy against humarafficking (20142019) was adopted in May 2015, but the
action plan has yet to be developed and imtstitutional coordination has not yet been
strengthened.

Implementation of the 2012017 strategy and action plan agaioigfanised crimeontinues.
79 % of the activities were reported as fully implemented%l&s partially implemented and
8 % as not implemented. In January 2016, the Ministry of Interior presented aseyioeity
strategy and action plan 2026019 addressg issues such as critical IT infrastructure
protection, institutional development and capacity building, pybiate partnership,
incident response and international cooperatiBased on the law on preventing and
combatingcybercrime the police depgément for investigating organised crime set up a sector
for cybercrime investigations and staff received specialised training and equiprhent.
Kosovo police also developed a human resources strategy2PQ06to enable an effective
and efficient respomsto criminal trendsA new central coordinator against trafficking in
narcotics should be appointed

Implementation and enforcement capacity

Kosovo’'s prosecution service conducted 17
from the beginning of 201 September 2016. These investigations have not yet resulted in
convictions.Kosovo has made progress in sequestering assets, but this has resulted in few
final asset confiscations. The number of financial investigations increased and nine
antrorganiseccrime financial experts were trained and certified to further increase capacity in
conducting investigations. During 2015, &@of heroin, 21.kg of cocaine and 7221gy of
marijuana were seized, with 17 criminal gangs being identified and havingjltbi¢iactions
disrupted. The rate of convictions in cases against human trafficking remains low, despite
Kosovo being a source, transit and destination for trafficked women and children.

Kosovo put an advanced IT tracking mechanism into operation @brpnofile organised

crime and corruption cases, including confiscation and sequestration of assets and final
conviction of perpetratorsée 2.3 fight against corruption Police capacity for combating
organised crime is good, whereas prosecutiapacity remain weak. Training focused on
investigation techniques continued. Kosovo needs to further increase the level of expertise to
tackle complex criminal investigations, such as financial crime and procurement fraud, as this
Is essential to countelyg organised crime and corruption effectively. Specialised training
sessions and international cooperation need to be increased.

The existence of armed groups and their involvement in organised criminal activities such as
arms smuggling and the apparenpumity with which they are able to operate across borders

is of serious concerrKosovo police have been involved in several crbssder operations
supported byEuropolat the request dEU Member States leading investigations against such
groups. Thegovernment, law enforcement agencies and the judicial system need to take swift
action to dismantle these networks.

Kosovo institutions need to have a zéoterance approach in the fight against organised
crime and corruption; both in practice and in all ideermaking processes. Fighting
organised crime and corruption remains fundamental to countering criminal infiltration of the
political, legal and economic systems.

5.3.6. Fight against terrorism

Kosovo has been affected by radicalisation and foreigworist fighters with around 300
nationals reported as active fighters in conflict zones in the Middle East. However, the
numbers are decreasing and since September 2015 there have been no new reported cases.
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Institutional setup and legal alignment

K 0o s 0 \egal fsamework is in line with the EUacquisand international instruments on
antiterrorism. Kosovo has legislation criminalising the phenomenon of foreign terrorist
fighters in line with UN Security Council Resolution 2178 (2014). The offeficermrism
financing is included in the law on combating money laundering and financing of terrorism.
The legal framework for seizure and confiscation of assets lacks specific provisions on
terrorism financing, but these assets are confiscated like dgy otiminal assets under
general confiscation rules. There is no mechanism for seizure and confiscation of terrorist
related funds or other assets without delay on the basis of the relevant UN resolutions.
Consistent efforts are needed to identify, prévamd disrupt the flow of foreign terrorist
fighters travelling to conflict areas such as Iraq and Syria.

Ko s o v o ‘tesrorisenrsttategy and action plan are not yet in line with the EU
counterterrorism strategy, as they do not provide enough focuseneption. To dateh7 %

of the action plan activities have been fully implemented%3®ave been partially
implemented and 1% have not been implemented at all.

The main institutions involved in combating terrorism are the Ministry of Interior, the
Ministry of Justice, the Ministry of Foreign Affairs, the intelligence services, the police and

the prosecution service. An at@rrorism coordinator was appointed within the Prime

Mi nister’s Office and is in c¢har paeterrorism,devel
evaluating strategic intelligence and ensuring coordination. Since 2010, a counterterrorism
high-level interministerial coordination body has overseen coutggorism activities.

Implementation and enforcement capacity

In September 201% strategy for 2022020 and an action plan on the preventioniofent
extremism and radicalisation were adopted. The strategy was developed in close
cooperation with religious communities, social and frontline workers, educational authorities
and youthorganisations. Challenges remain with the lack of programmes on prevention,
deradicalisation and reintegration, considering the high numbetefed foreign fighters

from conflict zones

Improved cooperation among intelligence services, especially between countribs in
Western Balkans, could help counter the threat of violent extremism and radicalisation.
Europol, Interpol and Frontex should be used more as facilitators for this dompera

Kosovo law enforcement and judicial institutions continue their robust response to terrorism.
The police have arrested a substantial number of people who joined terrorist groups involved
in conflicts abroad or intended to do so. In 2@04.6, prelimnary investigations against 78
suspects were launched; formal investigations against 50 defendants were carried out,
judgments were issued against 36 defendants and 33 defendants are currently on trial. In May,
an imam was sentenced to 10 years in prisondcruiting for a terrorist organisation (I1SIS)

and inciting religious hatred. In July, 5 defendants were convicted of planning to shoot a
video declaring their allegiance to ISIS. They were sentenced to between 4 and 13 years in
prison.

The Financial mtelligence Unit (FIU) is a crucial element of the system of combating
terrorism financing. However, it lacks the staff and resources to effectively tackle this
phenomenonKk o sovo’ s expertise in tackling compl ex
and more coordination and cooperation between the law enforcement bodies involved in day
to-day case handling is needed. The FIU lacks the staff resources to effectively tackle
terrorism financing.More training is needed for prosecutors and police on specif
investigation methods (including financial analysis) in relation to extremist religious groups.

71



Kosovo lacks expertise and cuttiedge technology to perform IT investigations and
expertise, both of which are vital in countering terrorism.

5.3.7. Judicial cooperationin civil andcriminal matters

While Kosovo is not party to most multilateral treaties governing judicial cooperation in
criminal and civil matters, it does unilaterally apply internationally recognised treaty
standards. With regard to ti®80 Hague Conventions on the Civil Aspects of International
Child Abduction, the relevant cases are dealt with by the Ministry of Justice. In June 2016,
Kosovo acceded to the 1961 Hague Convention on Abolishing the Requirement of
Legalisation for ForeigPublic Documents.

Judicial cooperation in criminal matters is governed by the 2013 law on international legal
cooperation in criminal matters, and 19 bilateral agreements with other countries. In March,
Kosovo concluded a bilateral extradition agreemeith the US. A legal framework for
judicial cooperation in civil matters would help clarify rules and procedures. Cooperation is
based on the principle of reciprocity with countries with which Kosovo does not have a
bilateral agreement in place. The 201®d&dures on Mutual Legal Cooperation agreed
between Belgrade and Pristina form the basis for judicial cooperation between judicial
authorities in Kosovo and Serbia. Other wienognising countries voluntarily accepted the
EU' s facilitating role.
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ANNEX | T RELATIONS BETWEEN THE EU AND KOSOVO

On 1 April 2016, the EtKosovo Stabilisation and Association Agreemen{SAA) entered

into force. The SAA constitutes the first contractual relationship between the EU and Kosovo.
It is a comprehensive agreement thaivides a framework for political dialogue and covers
co-operation in a wide variety of sectors, including justice and home affairs, trade, education,
employment, energy, environment and a range of other policy areas. The inaugural meeting
of the first Sabilisation and Association Council will take place in late 2016 and the first
cycle of subcommittee meetings will start, replacing meetings ofStailisation and
Association Proces®ialogue.

To guide reforms under the implementation of the SAA, the Commission and Kosovo started
work on aEuropean Reform Agendafor Kosovo. The Agenda outlines priority actions in

the fields of good governance and the rule of law, competitiveness and inveslimatg,c

and employment and education.

Kosovo has continued to address the priorities set out in last year's Report. In particular, it has
implemented wideanging rule of law reforms to fulfil the remaining requirements ovita
liberalisation dialogwe. Since 2012, the Commission has issued four reports on Kosovo's
progress towards visa liberalisation (the most recent in December 2015 and May 2016) and
submitted a legislative proposal to lift visa requirements for Kosovo citizens to the Council
and Euopean Parliament on 4 May 2016. The proposal is currently being considered by the
European Parliament and the Council, pending fulfilment of the two remaining requirements
by Kosovo.

As regardsfinancial assistance the IPA 2015 programme, under the IPAfihancial
framework, was approved by the IPA Committee on 25 November 2015 with an EU
contribution of EUR 78 million, complemented by-fieancing from Kosovo for an overall
budget of EUR 81 million. In 2015, the EU Office signed 111 contracts for psojec
Kosovo for a total of EUR 55.29 million. It continued to ensure therdmation of donors
active in Kosovo by organisingtogether with the Kosovo Ministry of European Integration

— regular donor cardination meetings. The 2016 IPA programme Kmsovo is being
prepared.

The Commi ssi on
under discussion in Council.

s 2013 pr opos aUniomplgrammesishe par

Kosovo institutions fulfilled the remaining obligations relating to the establishment of the
Specialist Chambers and Specialist Prosecution Officeto investigate allegations of
international crimes committed during and after the 1999 conflict. In February 2016, the legal
framework was completed by ratification of the bilateral agreement with the Netherlands,
allowing for the Specialist Chambers to be located in The Hague.

To date, according to the government, Kosovo has been recognised by 110 UN Member
States, including 23 EU Member States.

During the reporting period, the UN Secret@gneral continued to providegular updates

on the implementation of the UN's mission in Kosovo (UNMIK). He congratulated Kosovo
on the signing of the SAA agreement. He expressed concern for the polarisation of the
political landscape and called for strong leadership by the autkantieristina and Belgrade

for the implementation of the Efacilitated dialogue agreements, in particular on the
establishment of the Association/Community of Serb majority municipalities.

The NATOled Kosovo Force (KFOR) has continued to help ensusafa and secure
environment in Kosovo. During the reporting period, it had approximately 4 600 personnel.
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ANNEX Il T STATISTICAL ANNEX

STATISTICAL DATA (as of 5.10.2016)
Kosovo

Basic data

Note

2003

2011

2012

2013

2014

2015

Population (thousand)

1)

1985

1799%

1816

1821e

1 805e

1772p

Total area of the country (km?)

10 887

10 887

10 887

10 887

10 887

National accounts

Note

2003

2011

2012

2013

2014

2015

Gross domestic product (GDP) (million euro)

4815

5059

5327

5568

GDP (euro per capita)

2700

2800

2900

3100

GDP (in Purchasing Power Standards (PPS) per
capita)

GDP (in Purchasing Power Standards (PPS) per
capita), relative to the EU average (EU-28 = 100)

Real GDP growth rate: change on previous year of
GDP volume (%)

4.4

2.8

3.4

1.2

Employment growth (national accounts data), relative
to the previous year (%)

Labour productivity growth: growth in GDP (constant
prices) per person employed, relative to the previous
year (%)

Unit labour cost growth, relative to the previous year
(%)

**3 year change (T/T-3) in the nominal unit labour
cost growth index (2005 = 100)

Labour productivity per person employed: GDP (in
PPS) per person employed relative to EU average
(EU-27 = 100)

Gross value added by main sectors

Agriculture, forestry and fisheries (%)

15.6

14.8

14.4

14.3

Industry (%)

19.7

19.9

20.3

19.4

Construction (%)

9.2

8.2

7.9

7.3

Services (%)

55.5

57.1

57.4

59.0

Final consumption expenditure, as a share of GDP
(%)

103.4

105.2

104.0

105.2

Gross fixed capital formation, as a share of GDP (%)

30.7

26.0

24.8

23.2

Changes in inventories, as a share of GDP (%)

3.3

2.9

2.8

2.6

Exports of goods and services, relative to GDP (%)

19.6

18.2

17.4

19.6

Imports of goods and services, relative to GDP (%)

Gross fixed capital formation by the general
government sector, as a percentage of GDP (%)

56.8

52.4

49.0

50.6

Business

Note

Industrial production volume index (2010 = 100)

2003

2011

2012

2013

2014

2015

Number of active enterprises (number)

35897

36 886

34 235

34 962

39 815

Birth rate: number of enterprise births in the
reference period (t) divided by the number of
enterprises active in t (%)

12.7

9.4

8.5

9.0

11.7

Death rate: number of enterprise deaths in the
reference period (t) divided by the number of
enterprises active in t (%)

4.7

55

4.4

6.6

People employed in SMEs as a share of all persons
employed (within the non-financial business
economy) (%)

64.2

65.1

65.9

67.6

67.8

Value added by SMEs (in the non-financial business
economy) (EUR million)

Total value added (in the non-financial business
economy) (EUR million)
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Inflation rate and house prices Note 2003 2011 2012 2013 2014 2015
Consumer price index (CPI), change relative to the 2) 1.3 7.3 25 1.8 0.4 -0.5
previous year (%)

**Annual change in the deflated house price index

(2010 = 100)

Balance of payments Note 2003 2011 2012 2013 2014 2015
Balance of payments: current account total (million 3) -204 -658 -380 -339 -437 -528
euro)

Balance of payments current account: trade balance 3) -941 -2 047 -2 050 -1 996 -2 059 -2 109
(million euro)

Balance of payments current account: net services 3) -14 256 324 312 336 354
(million euro)

Balance of payments current account: net income 3) 152 111 154 122 114 78
(million euro)

Balance of payments current account: net current 3) 599 1021 1193 1222 1172 1149
transfers (million euro)

of which government transfers (million euro) 3) 490 329 402 342 292 203
**3 year backward moving average of the current 3)4) 12.0 114 9.5 7.3 7.2e
account balance relative to GDP (%)

**Five year change in share of world exports of

goods and services (%)

Net inward foreign direct investment (FDI) (million 3) 387.0 213.3 250.2 123.8 287.3
euro)

Foreign direct investment (FDI) abroad (million euro) | 3) 5.0 15.8 30.0 27.3 37.1
of which FDI of the reporting economy in the EU-28 3) 0.0 5.2 21.5 10.1 11.2
countries (million euro)

Foreign direct investment (FDI) in the reporting 3) 392.0 229.1 280.2 151.2 324.4
economy (million euro)

of which FDI of the EU-28 countries in the reporting 3) 205.3 123.2 172.2 92.5 112.5
economy (million euro)

**Net international investment position, relative to 3) 2.9 5.0 7.0 5.5 2.8p
GDP (%)

Year on year rate of change in gross inflow of 3) 0.1 3.6 25 11.7 8.5
remittances (in national currency) from migrant

workers (%)

Public finance Note 2003 2011 2012 2013 2014 2015
***General government deficit / surplus, relative to 2.2e : : : : :
GDP (%)

***General government gross debt relative to GDP 5) 0.0 5.3e 8.3e 9.0e 10.5 12.8
(%)

Total government revenues, as a percentage of 27.1 30.4 26.8 26.3 29.6
GDP (%)

Total government expenditure, as a percentage of 28.8 29.0 28.2 27.1 28.0
GDP (%)

Financial indicators Note 2003 2011 2012 2013 2014 2015
Gross foreign debt of the whole economy, relative to : 29.7 30.0 30.2 32.3 :
GDP (%)

Gross foreign debt of the whole economy, relative to

total exports (%)

Money supply: M1 (banknotes, coins, overnight 891

deposits, million euro)

Money supply: M2 (M1 plus deposits with maturity up 1111

to two years, million euro)

Money supply: M3 (M2 plus marketable instruments,

million euro)

Total credit by monetary financial institutions to 233 1841 1841 1878 1957 2153
residents (consolidated) (million euro)

**Annual change in financial sector liabilities (%)
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**Private credit flow, consolidated, relative to GDP
(%)

**Private debt, consolidated, relative to GDP (%)

Interest rates: day-to-day money rate, per annum (%)

14.14

13.42

12.36

10.70

Lending interest rate (one year), per annum (%) 6)

Deposit interest rate (one year), per annum (%) 6) : 3.49 3.57 3.39 1.07 :
Euro exchange rates: aver 1 1 1 1 1 1
national currency)

Trade-weighted effective exchange rate index (2010

=100)

**3 year change (T/T-3) in the trade-weighted

effective exchange rate index, 42 countries (2005 =

100)

Value of reserve assets (including gold) (million euro) 491 760 724 746 861
External trade in goods Note 2003 2011 2012 2013 2014 2015
Value of imports: all goods, all partners (million euro) : 2437 2 462 2421 2538 2635
Value of exports: all goods, all partners (million euro) 306 267 272 325 325
Trade balance: all goods, all partners (million euro) -2131 -2 195 -2148 -2214 -2 309
Terms of trade (export price index / import price 97 87 97 107 107
index * 100) (number)

Share of exports to EU-28 countries in value of total 455 41.1 435 30.2 32.6
exports (%)

Share of imports from EU-28 countries in value of 41.5 42.6 44.7 42.6 42.2
total imports (%)

Demography Note 2003 2011 2012 2013 2014 2015
Crude rate of natural change of population (natural 12.8 11.4b 11.3 : 13.2e 12.4be
growth rate): number of births minus deaths (per

thousand inhabitants)

Infant mortality rate deaths of children under one 151 131 114

year of age (per thousand live births)

Life expectancy at birth: male (years)

Life expectancy at birth: female (years)

Labour market Note 2003 2011 2012 2013 2014 2015
Economic activity rate for persons aged 20i 64: : : 42.5 46.4 47.7 42.8
proportion of the population aged 207 64 that is

economically active (%)

*Employment rate for persons aged 2071 64: 29.7 33.0 31.3 29.1
proportion of the population aged 201 64 that are in

employment (%)

Male employment rate for persons aged 20i 64 (%) 46.6 51.5 48.4 44.9
Female employment rate for persons aged 20i 64 12.4 14.9 145 13.2
(%)

Employment rate for persons aged 55i 64: proportion 201 25.8 30.8 29.8 27.2
of the population aged 551 64 that are in employment

(%)

Employment by main sectors

Agriculture, forestry and fisheries (%) 17.3 4.6 5.9 2.6 23
Industry (%) 15.4 19.0 16.8 17.7 18.7
Construction (%) 11.3 9.5 114 10.9 9.5
Services (%) 56.0 65.0 64.1 67.2 68.3
People employed in the public sector as a share of : 35.0 315 31.4s 32.6
total employment, persons aged 201 64 (%)

People employed in the private sector as a share of 65.0 68.5 68.6s 67.4
total employment, persons aged 207 64 (%)

Unemployment rate: proportion of the labour force 49.7 30.9 30.0 35.3 32.9
that is unemployed (%)

Male unemployment rate (%) 40.3 28.1 26.9 33.1 31.8
Female unemployment rate (%) 71.9 40.0 38.8 41.6 36.6
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Youth unemployment rate: proportion of the labour
force aged 15i 24 that is unemployed (%)

74.9

55.3

55.9

61.0

57.7

Long-term unemployment rate: proportion of the
labour force that has been unemployed for 12
months or more (%)

21.2

18.5

20.7

26.1

23.8

Unemployment rate for persons (aged 25i 64) having
completed at most lower secondary education
(ISCED 0i 2) (%)

43.9

37.3

44.0

45.5

Unemployment rate for persons (aged 25i 64) having
completed tertiary education (ISCED 5 & 6) (%)

12.8

13.4

17.1

17.4

Social cohesion

Note 2003

2011

2012

2013

2014

2015

Average nominal monthly wages and salaries
(national currency)

Index of real wages and salaries (index of nominal
wages and salaries divided by the inflation index)
(2000 = 100)

GINI coefficient

Poverty gap (%)

*Early leavers from education and training:
proportion of the population aged 181 24 with at most
lower secondary education who are not in further
education or training (%)

Standard of living

2011

2012

2013

2014

2015

Number of passenger cars relative to population size
(number per thousand population)

Note 2003

111.2

111.3

124.7

160.1

193.0

Number of mobile phone subscriptions relative to
population size (number per thousand population)

158.7

543.7

532.5

487.8

464.3

Mobile broadband penetration (per 100 inhabitants)

Fixed broadband penetration (per 100 inhabitants)

Infrastructure

Note 2003

2011

2012

2013

2014

2015

Density of railway network (lines in operation per
thousand km?)

30.6

30.6

30.6

30.6

30.6

Length of motorways (kilometres)

38

60

80

80

80

Innovation and research

Note 2003

2011

2012

2013

2014

2015

Public expenditure on education relative to GDP (%)

4.1

4.0

4.4

*Gross domestic expenditure on R&D relative to
GDP (%)

Government budget appropriations or outlays on
R&D (GBAORD), as a percentage of GDP (%)

Percentage of households who have internet access
at home (%)

57

Environment

Note 2003

2011

2012

2013

2014

2015

*Index of greenhouse gas emissions, CO;
equivalent (1990 = 100)

Energy intensity of the economy (kg of oil equivalent
per 1 000 euro GDP at 2010 constant prices)

563.2

504.7

473.5

432.2

Electricity generated from renewable sources relative
to gross electricity consumption (%)

Road share of inland freight transport (based on
tonne-km) (%)

Energy

Note 2003

2011

2012

2013

2014

Primary production of all energy products (thousand
TOE)

1407

1795

1749

1792

1605

2015

Primary production of crude oil (thousand TOE)

Primary production of hard coal and lignite (thousand
TOE)

1236

1545

1496

1532

1342

77




Primary production of natural gas (thousand TOE)

Net imports of all energy products (thousand TOE) 534 700 650 506 523

Gross inland energy consumption (thousand TOE) 1998 2542 2384 2314 2138 :
Electricity generation (thousand GWh) 3.2 5.7 5.9 6.2 5.3 5.9
Agriculture Note 2003 2011 2012 2013 2014 2015
Agricultural production volume index of goods and : : : : : :
services (at producer prices) (previous year = 100)
Utilised agricultural area (thousand hectares) 7) 8) : 243e 276 295 414be 421p
Livestock numbers: live bovine animals (thousand 8) : 362e 314 321 270e 259
heads, end of period)
Livestock numbers: live swine (thousand heads, end 8) : 5le 56 49 44e 41
of period)
Livestock numbers: live sheep and live goats 8) : 247e 123 160 233e 218
(thousand heads, end of period)
Production and utilisation of milk on the farm (total
whole milk) (thousand tonnes)
Harvested crop production: cereals (including rice) 8) : 435e 442 540 464e 444
(thousand tonnes)
Harvested crop production: sugar beet (thousand : : : : 0
tonnes)
Harvested crop production: vegetables (thousand 8) : 247e 117 185 202e 146
tonnes)

: = not available

b = break in series

e = estimate

p = provisional

s = Eurostat estimate

* = Europe 2020 indicator

** = Macroeconomic Imbalance Procedure (MIP) indicator

*** = The government deficit and debt data of enlargement countries are published on an "as is" basis and without any
assurance as regards their quality and adherence to ESA rules.

Footnotes

1) 2011: data are based on 2011 census data and estimates that the Kosovo agency of statistics (KAS) have for 3 northern
municipalities who did not participate in the census and natural growth for the period April 157 31 December 2011.

2) Since January 2015 consumer price indices (CPI) are harmonised and are published as harmonised indices of consumer
prices (HICP).

3) 20117 15: based on balance of payments manual edition 6 (BPM6).

4)  2015: estimated for the first nine months of 2015.

5) 20117 15: the value of GDP is obtained from the Medium Term Expenditure Framework.

6) Includes disbursement fee charged by banks.

7) 2014 and 2015: including agriculture common land.

8) 2014: source of data is the 2014 agriculture census done in 34 (of 38) municipalities in Kosovo; data for the four non-
participating municipalities in the north of Kosovo are estimated.
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