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DATE: 15 MAY 2014
Ministers
TO: Heads of Budget Organizations
Officials of Budget Organizations
FROM: Besim Begaj, Minister at Ministry of Finance
Budget Circular 2014/01.
SUBJECT: Preliminary preparations and initial ceilings of the Budget

2015 from Central Budget Organizations

Honoured Ministers,
Honoured Budget Heads and Officials

Please allow me that in the beginning of the preparation process of the budget 2015, to thank
you for the joint work carried out on preparation of Medium Term Expenditures Framework
(MTEF) 2015-2017. I hope that this joint work on preparation of MTEF, will serve to be also
more successful in another very important process for us that is related to drafting of budget
2015.

Minister of Finance is authorized and responsible that in accordance with Article 20 LPFMA
to issue a budget circular on all or any budgetary organisations, setting forth instructions on
preparation of Kosovo Budget.

In support of this legal provision, Minister issues the Budget Circular 2015/01, which
provides initial instructions for drafting of Budget on 2015, indicative timetable calendar as
well as initial funding ceilings for preparation of the budget 2015 and assessments for the
years 2015-2016. This Circular will facilitate budget organisations during the forthcoming
months. Other additional circulars will follow after this one, as needed.



Context on preparation of Budget 2015

Budget 2015 is prepared at a time when the document of MTEF 2015-2017 has already been
adopted by the Government on 29 April 2014 contains mid-term priorities of the
governments and indicative ceilings of expenditures 2015-2017. Government of Republic of
Kosovo is committed that in first place to maintain fiscal and budget sustainability and within
the framework to support requirements of budget organisations and priorities deriving from
the documents “Government Work Plan” and “Economic Development Vision and
Priorities”.

In line with the priorities set by the Declaration of Mid-Term Policy Priorities (DMPP's),
during the 2015-2017 MTEF, we will also have to take into account our obligations in
relation to international institutions. In this context, the Budget Circular as a continuation of
the 2015-2017 MTEF will be drafted in accordance with budgetary fiscal policy - for which
the Government has discussed with the International Monetary Fund (IMF).

However, in order to ensure that the profile of the expenditures is adjusted to Government
priorities, it may be necessary to have movements of priorities within one budget
organization or sector in order to enable necessary fiscal space for increment of financing of
priority programmes and projects.

Medium Term Expenditure Framework (MTEF)

Based on the obligations arising from the Law on Amendment and Supplementing the Law
No. 03/L-048, on Public Financial Management and Accountability, Article 5, the
Government of Republic of Kosovo submitted to the Assembly of Republic of Kosovo the
Medium Term Expenditure Framework (MTF) 2015-2017.

Medium Term Expenditure Framework 2015-2017, presents one of the most important pillars
of planning and budget process.

Medium Term Expenditure Framework throughout the years advanced by not being
presented with only one budget framework, but now became an important instrument of
prioritisation and implementation of Government policies, foregoing to the budget
preparation.

This Framework, as on 2014, is drafted based on a new police incorporated in supplementing
and amending the Law on Public Financial Management, the one of limiting budget deficit to
2% of the National Gross Product. In such context, assumptions in the beginning of the
implementation of fiscal rule from 2014 and on, have conditioned measured planning of
public expenditures by limiting the increase of budget deficit to 2% of the National Gross
Product. In this context the assumptions for the implementation of the fiscal rule from 2014
onwards, have determined a prudent planning of public expenditures. Moreover, part of the
general expenditures determined by this Framework is also the value of foreign loans for
specific projects during this period.

As mentioned above, projections of budget revenues are based on medium term estimations
of key macro-economic indicators, including here fluctuations of import, prices as well as
estimations on performance growth of respective institutions for narrowing the tax barriers
and expanding the tax base for generation of revenues.



Medium Term Expenditure Framework is approved by the Government of Republic of
Kosovo and is in disposal of budget organisation as guidance for their budget development.
MTEF Document is a document that reflects the relation between the government policies
and the budget process. This document aimed to define the specific objectives for each
budget organization in order these objectives to assist in achieving the priorities of a budget
organization. In addition, this document will serve in drafting the budget because through the
budget process now it is requested that specific measurable objectives from the MTEF
document are developed into specific activities and individual projects that are developed in
the level of programmes and sub-programmes to be funded. All these objectives should be
developed within macro fiscal projections during a three years period for the next budget and
two following years.

It’s an obligation of all budget organization during preparation of the requests shall act within
budget frames allowed within the MTEF document and the Declaration of Medium Term
Priorities of the Government.

Now through the budget process (First Circular) it is requested that budget organizations
reflect on preparation of financing in the level of programmes and sub-programmes,
individual activities and projects.

For the period of 2015 — 2017 the Government of Republic of Kosovo is committed to
increase the appropriation for salary and allocate more funds for subsidies and transfers by
increasing allocations for social and pension schemes as well as support for the agricultural
sector. Moreover, in the medium term the government intends to continue with further
funding to support investments in road infrastructure, including the construction of Route 6
(road Pristina-General Jankovic) and strengthening of safety and security, all of which are
integrated into a sustainable medium-term budgetary framework.

In order to implement these policies, along with increasing of budget revenues, the
Government aims to reduce appropriations for the category of goods and services compared
with appropriations for 2014.

Medium Term Expenditure Framework will include total planned budget expenditures and
funding sources of general expenditure such as: regular budget revenues, funding loans,
donor grants and other funds.

Budget Process 2015-2017

The budget process for 2015-2017 as explained through 2015-2017 MTEF document, unlike
previous years, this year has been designed taking into account the base scenario of
expenditures. The general rule for medium-term assessments for the base scenario of
expenditures represents the continuity to fund the current level programmes of services and
the implementation of policies already adopted by the Government. This base scenario based
on budgetary organizations implies approved level of employment and wages, reducing costs
in the economic category of goods and services and utilities according to new government
policies and capital projects which are on-going projects from 2014 and more earlier. All of
this in order to implement the Government’s decisions and creating fiscal space to finance the
new policies ( increase in wages, pensions, subsidies for agriculture growth , the



implementation of the Law on health insurance and other policies dealing Sector of order and
security ) that the government has provided in the Statement of Policy Term Priorities 2015-
2017 .

Budget Organizations should consider that during preparation of their requests to give
priority to the following:

- Projects that facilitate implementation of Government priorities,

- Projects that are continuation from the previous years,

- Government Commitment for Action Plan on Negotiation of Stabilization and
Association Agreement and the programme — Pre-Membership Instrument (PMI),

- New Legislation or amendment supplementation of the existing one,

- To include within budget allocations also the obligations for foreign funding of
individual projects

- Budget Organizations shall take care to enter co-funding obligations up to the level that

is allowed by their budget framework.

First Budget Circular 2014/01 contains ceilings for operation expenditures and capital
expenditures in the level of budget organization (see Annex 1) for commence preparation of
Budget 2015 and estimations of the years 2016 and 2017 reflected in the MTEF. These
budget ceilings may change depending on fiscal fluctuations or Government Decisions which
will be reflected through the following circulars and the quality of budget requests which
need to be prepared based on the performance indicators (expected results and products).

Expecting that during budget preparation process the Government will request to modify
expenditures profile for purposes of achieving its priorities, i.e. to re-educate financing of non
priority projects for the best of the programmes or projects that facilitate meeting of strategic
objectives of the government. This may require change of the ceilings within budget
organization programmes, but such change may be requested also between budget
organizations.

Budget requests shall support government priority policies set forth in the MTEF, which will
create pre-conditions for sustainable economic growth, improvement of the environment
where are developed increased activities in the private sector, support of rule of law, fight
against corruption, institutional reforms, improvement of social position of vulnerable social
categories. Implementation of these priorities will contribute to European Integration of
Kosovo.

Budget Organizations are recommended to set up working groups for drafting budget
requests with participation of civil and political staff aiming to ensure that the budget requests
support the Programme of Government and other strategic documents of the Government.

-Changes within the operative expenditures for the year 2015 to save from the category of
goods and services and the increase of salaries are a priority of the government. Budget
organizations should provide their requests within the budget possibilities. It is essential that
all budget organizations stick to the ceilings given in the MTEF and the attached annex for
the years 2015-2017. These are the maximum amounts that the fiscal framework allows based
on the present policies of the Government.

Operating expenditures for 2015 and estimates for 2016 to 2017 will undergo an increase
compared with 2014. This will occur with the purpose of implementing the Government's



decision to increase salaries and pensions, a decision that has begun to be implemented this
year for the nine month period compared with that next year will include a full year budget.
Also from 2015, is expected to commence the implementation of the Law on Health
Insurance, which legislation is expected to be an additional cost of about € 18.3 million for
the year. These funds are planned for now within the Ministry of Finance (MoF) and at the
beginning of its implementation, these funds will be transferred to the budgetary
organizations.

Employment and Salaries and Wages- according to the projections in the Macro-Fiscal
Framework 2015-2017, the economic category which will mostly increase compared with
2014 will be the category of wages and salaries. This, as well as noted above, will be so in
order to implement the Government's decision to increase salaries. These funds are currently
planned within the MoF , as a contingency for salaries , amounting to around € 55.4 million
for the foreseen increases at the Central level. Funds from municipal allocation are foreseen
for the municipal level. Upon receipt of the notes for distribution of wages and salaries from
the Ministry of Public Administration (MPA), these funds will be transferred to the budgetary
organizations through the budgetary process. However, this does not mean to have an increase
of the current number of employees, which in principle remains at the same level of the
previous year, thus suffering an increase during the implementation of Security Sector
Reform.

Goods and Services- will be followed by a decrease compared to the approved budget of 2014.
Such decrease occurs in order to continue the implementation of the Government's decision to
cut the economic categories of goods and services and utilities which aims to create the fiscal
space to finance the new policies of the Government and in order to increase the efficiency of
expenditures.

Subsidies and transfers - this category in total will have a significant growth due to the
implementation of the Government's decision to increase pensions by 25% besides the
pensions for Trepga pensioners which will be increased by 50%; continuation of
implementation of schemes relating to war veterans and the former political persecuted and
the natural increase of number of pensioners. Also, this growth is impacted by the on-going
support for the agriculture sector from subsidies through the government policies. It is worth
mentioning that subsidies for public enterprises will decrease in appropriations because some
of them are expected to be privatized, while other companies have a better performance in
managing expenditures and increasing revenues.

Capital Expenditures- this category of expenditure even during the projected period will
continue to represent a significant part of total expenditures. Under the assumption of full
execution of these expenditures, this category is expected to account for nearly 27 % of total
expenditures or about 8.1 % of GDP on average for the period 2015-2017.

This category of expenditure within the regular budget expenditures has the greatest potential
to stimulate economic growth. The main sectors that will continue to be supported are road
infrastructure, construction of facilities for education, important projects for development of
the energy sector and other sectors

Within capital expenditures and presented fiscal framework is also integrated the project for
construction of Route 6 Pristina - Skopje and the funding of other important projects in
infrastructure as in road M2 and M9 will continue.



Capital projects have to be planned on multi-year basis based on given budget ceilings.
Capital projects should contain also the part of the operation expenditures which is part of
that project and shall be presented through the standard PIP Forms.

Ministry of Finance is working with all sectors to increase the care on planning and
efficiency in spending public money, in order to have better provision of public services to
the citizens of Kosovo.

Proposed capital projects will be estimated in the context of the following elements:

Advantage for financing will have the on-going projects and those that are in full harmony
with priorities given by the Government of Republic of Kosovo, strategic objectives reflected
in the MTEF and presented through standard PIP forms that declared full financing
justification.

All capital projects have to be prepared based on budget performance by presenting the cost-
benefit analyses for each capital project above the amount of €400,000 for the projects of
year 2015. This means that all capital projects, both the on-going or new projects that exceed
the annual amount of €400,000, should have the cost-benefit analysis. Budget ceilings for
capital expenditures should be considered as estimated ceilings and depending on the
reasonability of the requests these ceilings may differ during the budget cycle.

Based on the above-mentioned, the focus of presenting budget requests should be the
reasonability of financing capital expenditures based on project feasibility and cost-benefit

analyses.

Performance Indicators

For each program and each project, the budgetary organizations shall present a draft of the
performance indicators. Specifically, for each programme should exist the following:

e At least one specific result indicator,
e At least two product measures,
e One efficiency measure for each product.

“Results” are objective of the policy for which there is a programme, for instance the
programme for children immunization exists to uproot an illness. The proper performance
indicator of such result for this programme would be the diagnosed number of the illness
cases during that year.

“Products” are products or services provided by a government programme. Using above-
mentioned immunization example, products are giving vaccines to the children. A good
amount of the product for that programme of immunization would be the number of the
vaccines provided during the year.

“Efficiency” measures are statistical measures of the level of inputs for each product unit.
Using the above-mentioned immunization example, as efficiency measure would be the
average cost of each vaccination (that includes the cost of the vaccine and the other direct and
indirect costs such as staff costs etc.).



You are encouraged to contribute to increasing effectiveness and transparency of spending
public money by providing as specific performance indicators as possible. One way to do so,
is to disaggregate indicators and measures related to individuals by women and men
wherever meaningful and possible.

For instance, the results indicator “number of jobseekers employed after training” can be
disaggregated into “number of female jobseekers employed after training” and “number of
male jobseekers employed after training”.

Equally, product measures can be made more specific by disaggregation, using the above
mentioned example a measure of the product would be “number of jobseekers participating in
training” and can be disaggregated into “number of female jobseekers participating in
trainings” and “number of male jobseekers participating in trainings”.

Also, efficiency measures can be more informative in certain instances, if cost is
disaggregated by women and men, especially if there is differences in products delivered to
women and men, e.g. if women and men do not participate in exactly the same labour market
training programs. In this case, a disaggregated efficiency measure would be “average cost of
labour market training for women” and “average cost of labour market training for men”.
Allow me to inform you that as for budget preparations 2015, the Ministry of Labour and
Social Welfare has committed itself to put a special emphasis on making visible its efforts
towards equality of women and men in the budget context (Gender Responsive Budgeting).
Other budget organizations are encouraged to do the same. Based on the pilot experience in
the MLSW, in subsequent years, work in support of Gender Responsive Budgeting will be
extended to other budget organizations.

Some of performance indicators that enable that all budget allocations are reasoned would be
the following:

Indicators for measuring the quantity

Indicators for measuring the quality

Indicators for measuring the effectiveness

Indicators for measuring the production

Indicators for measuring the value in money

Indicators for measuring equality between females and males

® © ¢ @ @ @

Allow me to inform you that the requests for presentation of performance indicators through
such indicators are a constant requirement of IIF and EC for measuring the overall
performance of budget process.

Please submit the performance indicators summarised by objectives that each budgetary
organization has.

Annex 2: contains the timetable and the calendar of the budget process 2015, which is
attached to this circular.



Publi¢c Investments Programme (PIP)

Budget planning for capital investments made through the electronic system of PIP. It is
important that strategic government priorities as presented in the “ declaration of Government
Policy Priorities 2015-2017” within the MTEF document to be the base for preparation of
budget requests and identification of capital projects.

All budget organizations shall fully justify their budget requests for their projects through the
PIP system.

You are encouraged to use PIP manual which provides instructions on estimation and project
planning, budgeting of capital funds and monitoring project implementation. PIP manual can

be downloaded in our web site: www.pip-ks.org

Budget Development and Management System (BDMS

As it is known, the System for Budget Development and Management is a financial system
that deals with the budget formulation and expenditure planning for all the operational
economic categories (such as the number of staff and their expenses, wages and salaries,
goods and services, utilities, subsidies and transfers and the category of contingency funds).

From now the BDMS system is in disposal for use by your budget organization. First requests
will be incorporated in the current standard forms.

Budget organizations are obliged to respect ceilings issued in the first budget circular.
Electronic systems BDMS and PIP are not going to allow in any case exceeding the ceilings
issued in the first budget circular.

BDMS User’s Manual can be downloaded from the web site: www.bdms-ks.org

While filling out the PCF2 on the staff, the fields with current multipliers will be filled out
whereas the officials that cannot find their position in the present multipliers shall fill out
those fields that are added under the description, “Uncategorized Personnel 1%, and after that
based on the ordinal number. These fields should be filled manually.

All these planning for the staff should be done within the budget ceilings.

If any question arises regarding the instruction given in this Circular, the budget
organizations should feel free to consult their analysts of the Budget Department of the
Ministry of Finance (MF).

Budget organizations shall submit their requests the latest by 20 June 2014 to the Budget
Department in three official languages, Albanian, Serbian and English. The materials shall be
delivered in hard copy and electronically.

Formal Budget Request

All budget requests shall be submitted in a printed form to the Ministry of Finance,
Government Building.



The Budget Request shall include:

Table 3.1 printed from BDMS system
Table 3.2 printed from PIP system
Request paper (accompanying document) signed by the Secretary General or the Agency CEO

With respect,
Besim Beqaj

Minister
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Annex 2.

Budget calendar for budget preparation 2015

The budget calendar for the next seven months is presented below - right now is the
"best estimate” and may be subject to changes.

- April 29 — approval of the Medium Term Expenditure Framework 2015-2017 by
the Government and the MTEF submission to the Assembly of the Republic of
Kosovo.

- May 15 — Issuance of the Budget Circular 2015/01. This circular contains guidance
on the budget process, budget ceilings, and budget calendar.

- June 20- Budgectary organizations submit to the MoF budget requests according to
relevant documentation, by program and economic categories. Budget requests
must be fully justified using BDMS and PIP system.

June 27 - Macroeconomic Department presents a new macro-fiscal framework.

July 2 - Budget Circular 2015/02 will be issued as necessary and will address only
new specific issues which resulted following the releasc of the first Budget
Circular.

July 14 - If additional information is required according to the second Budget
Circular, than this information should be submitted from Budget organizations in
the Ministry of Finance — Budget Department to this date.

- August 20 — September 02 - Budget hearings (after receipt of materials from
budgetary organizations). Hearing participants will be representatives of agencies,
MoF staff, Office of the Prime Minister of Kosovo, representatives of the
Parliamentary Committec on Budget and Finance. The budget hearing schedule
will appear in the Budget Circular 2015/02. If it is possible in these hearings, the
possibility of reaching an agreement on the total amount of your organization's
budget for 2015 will be considered.

- September 8, Macroeconomic Department presents cstimates of recent macro-
economic indicators, especially indicators related to the 2015-2017 budget
process.

September 10 — September 17, consultation in the Government to detcrmine the
final budget ceilings.

September 19, issuance of third Budget Circular with the final budget ceilings.

September 24 — September 26 — Complaints by Budget Organizations.

September 29 — October 01 - Government meetings to review complaints of
budgetary organizations.



- October 13, the first draft of the budget in MoF and delivery of the draft to the
Government.

- October 14 - October 29 - final approval of the draft budget by the Government.
- October 31 - Submission of Draft budget 2015in the Assembly of the Republic of

Kosovo for Approval by the date specified in the Law on Public Financial
Management and Accountability.



