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Executive Summary  

The key objective of this document is to present an analysis of the development of municipal waste and 
water infrastructure in South Eastern Europe (SEE). This region includes Albania, Bosnia and 
Herzegovina, Croatia, the former Yugoslav Republic of Macedonia, Montenegro and Serbia (including 
Kosovo as defined by the United Nations Security Council Resolution 1244). The report analyses the key 
challenges in the development of municipal infrastructure and provides good examples from the SEE 
region on how these have been addressed. The timeframe of the analysis spans from 2001 to 2005, 
although developments after 2005 in the area of legislative progress are also outlined. The report also 
makes recommendations for local governments and other relevant stakeholders for development of 
infrastructure projects.  

The report is of primary interest to: 

• local authorities in the SEE region responsible for municipal infrastructure development in the 
waste and water sectors; 

• decision makers at the national level responsible for strategic environmental investment planning; 

• donors and international financing institutions providing assistance to the SEE region; and 

• other stakeholders interested in the development of municipal investment projects.      

Status and development of municipal infrastructure  
The countries of SEE are currently on their way to implementing political, administrative and legislative 
reforms to fulfil objectives associated with accession to the European Union (EU). EU integration is 
moving forward on a country-by-country basis. Progress towards meeting membership criteria varies and 
is in a more advanced stage in the EU candidate countries. Harmonising legislation with EU 
environmental acquis is a key priority and significant efforts have been made in these countries towards 
the adoption of new laws. Positive developments can be observed in the preparation of strategic 
documents and programmes describing objectives in the field of the environment and the means to 
achieve them. The adoption of strategies is followed by the drafting of more detailed plans, e.g. national 
waste management plans and water management plans, which serve to identify projects that help 
implement the broader goals.   

Implementation and enforcement of the environmental acquis requires substantial financial resources. 
When analysing the state of municipal environmental infrastructure for water supply, wastewater 
management and waste, major deficiencies reveal themselves. The situation is even more complex in rural 
areas. Targeting the environmental investment challenge is a complicated process, requiring the joint 
efforts of national and local authorities. There are certain pre-conditions which must be met at the 
national level for local project proponents to successfully develop and implement investment projects. 
The national level should focus on programming for compliance with national legislation, including 
continuing the adoption of relevant laws and bylaws; identification of projects; effective management of 
project pipelines; project prioritisation; identification and mobilisation of financing sources; and 
monitoring the implementation results. Local project proponents should focus on designing and 
implementing relevant projects which lead to compliance with legislation. This process includes 
identification of needs, concept development, project preparation, identification of sources of finance, and 
effective, efficient implementation of projects.  
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Small and medium-sized municipalities in SEE bear responsibility for environmental protection through 
the management of municipal waste and water infrastructure. Throughout the region municipalities face 
challenges related to their skills and capacities in strategic planning; prioritisation and financial 
management; involvement of the local community from the beginning of project design; knowledge of 
programmes in the country dealing with investment development and management; knowledge of 
financing sources available for infrastructure and how to access them; and identifying and managing local 
consultants. Many of these issues were addressed in years past through training and capacity-building 
initiatives at the local level. Even so, these efforts must be maintained along with the duplication of the 
positive practices throughout the region.  

Preparations for EU accession are also bringing regional development issues into the context of 
environmental infrastructure investment planning. Although targeting environmental problems through 
regional infrastructure projects is still limited, regionalisation has begun to be considered in the planning 
of new infrastructure. In many cases regional investment is the most effective solution as the 
municipalities are too small — technically, economically and politically — to efficiently construct and 
operate infrastructure, especially that needed for the management of solid waste and wastewater.     

Financing municipal investments 
Although the allocations for financing municipal environmental infrastructure are increasing they are still 
insufficient to cover the investment needs. As a result, municipal improvements required for EU 
accession are under-funded and existing facilities are deteriorating. There are differences among the 
countries in relation to applying domestic financing mechanisms for financing environmental 
infrastructure. Environmental funds are operational in Croatia and Serbia, while in the former Yugoslav 
Republic of Macedonia the fund has been replaced by an environmental investment programme. In the 
other SEE countries the process is at an early stage. Some progress was made in involving local capital 
markets in municipal infrastructure but their role is still limited. Municipalities may borrow in most 
countries, though in several of them approval and review of loan applications is subject to interference by 
various ministries, and in some cases by government decisions. This governmental control is sometimes 
overly stringent considering the size of the proposed investment projects. The debt service limit varies 
between 5 and 20 percent of revenue; however, the definition of available revenue and the context of each 
political system vary significantly, so direct comparisons of these limits should be made with great caution.    

In past years, municipal infrastructure projects have been financed through the EU programmes 
Community Assistance for Reconstruction, Development and Stabilisation (CARDS), bilateral donors and 
IFIs, and the Instrument for Structural Policies for Pre-Accession (ISPA), the latter applying only to 
Croatia. A new instrument that substitutes for these pre-accession programmes was made available from 
January 2007. Croatia and the former Yugoslav Republic of Macedonia will benefit from all five 
components of the Instrument for Pre-accession (IPA) while the other SEE countries will obtain 
financing from two components. A key challenge for the implementation of the IPA programme is the 
capacity of the SEE countries to absorb the funds. Bilateral donors’ assistance is important to bridge the 
financing gap between the resources of local project proponents and international finance institution (IFI) 
loans or IPA financing. Bilateral donors are especially relevant for small-scale infrastructure projects or 
technical assistance projects. A key challenge for municipalities when applying for a soft loan is reaching 
the relatively high threshold in relation to project size and presenting projects with economies of scale. 
Furthermore, the requirement for comprehensive technical, economic, social and environmental feasibility 
assessments of the proposed investment is also difficult to meet. 

Conclusions and the way forward 
In recent years, SEE countries have been moving towards the implementation of EU environmental 
acquis. EU accession requires environmental investments in many areas. At the same time, EU accession 
provides the opportunity to establish objectives and standards for the environment; to improve the 
planning process and management practices; and to give assistance in developing infrastructure. Municipal 
infrastructure development is a challenging process for local governments and national authorities. 
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Therefore, future technical assistance projects must be based on their needs, including knowledge gaps, 
weaknesses, the burden of outdated practices, and the constraints of the operating environment.   

Recommendations for national governments: 
• Progress in recent years in developing national strategic documents has been an important step in 

assisting municipalities in planning for their environmental infrastructure. In order to stimulate 
the development of infrastructure according to national strategies, there is a need to assist 
municipalities in translating the national strategies into local needs identification and 
implementation.  

• Fragmentation of environmental responsibilities among various ministries discourages 
municipalities from developing environmental investment projects. Further work is needed to 
streamline the communication between the ministries as well as define their specific roles and 
responsibilities in relation to support for environmental infrastructure development.  

• In some of the countries national authorities need to continue the efforts in developing 
environmental financing support mechanisms at the national level (e.g. environmental funds or 
expenditure programmes) to support financing of infrastructure projects and especially to assist 
the low-level income group in overcoming affordability problems.   

• The financial gap between the new responsibilities of local administrations (resulting from the 
decentralisation process) and existing financial allocations for the fulfilment of these obligations 
needs to be assessed by the national authorities. These processes would contribute to the 
identification of the financial gap and the scope of assistance necessary to bridge this gap. 

• National authorities need to look at government spending in the medium term and from a 
macroeconomic perspective. They need to see that investing (assisting) in financial investments 
brings benefits to the economy in general and society in particular (i.e. improved living 
conditions).  

• Environmental authorities need to maintain an active dialogue with the ministries of finance in 
order to discuss the upcoming investment challenge and the importance of the environmental 
infrastructure and national level support.  

• Economic incentives need to be developed to encourage polluters to invest in reducing pollution. 
For example industries could be charged for the use of environmental resources such as water. 
The national authorities need to develop a system of collecting charges and creating a system for 
reducing charges if environmental improvements (in infrastructure) are on-going or are planned.  

• Assistance from bilateral donors needs to be re-focused to their more active involvement in 
technical assistance/preparation for infrastructure projects. More project preparation facilities 
need to be developed so that, when the contributions of bilateral donors and the EC are available, 
projects can benefit from the leverage effect on provided assistance. There should be clear 
objectives set for bigger projects to be prepared (suitable for IFI financing) and smaller projects 
for grant financing.  

• Constructive dialogue is necessary between local project proponents and national authorities to 
ensure that local projects are part of existing strategies and programmes.  

• Private sector involvement in capital financing is needed in order to target the fiscal space 
problems. Commercial banks have to launch special credit lines for the private sector on capital 
investment borrowing to enable them to access capital.  
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• National authorities need to develop guidance and procedures on how to set up public-private 
partnerships and ownership issues must be clarified. Legal and institutional barriers to the 
establishment of public-private partnerships need to be removed. 

Recommendations for local governments: 
• Now that several successful projects have been implemented in the region, there is a need to 

promote their approaches and start up the process of a local know-how transfer.  

• As a result of decentralisation, environmental-services provision has been delegated to local 
governments in the most SEE countries. Local governments need a know-how transfer on how 
to identify, prioritise and prepare environmental infrastructure projects and, moreover, to be able 
to operate and maintain them properly. 

• Utility companies which are being established for the environmental-services provision need 
special training in relation to project preparation, financial management, client relations and 
public relations.  

• There is a need to reform the utilities so that they will be able to provide efficient services to the 
population, including maintaining and developing infrastructure; modernising waste and water 
management practices and addressing issues such as low tariff levels and collection rates. 

• Local governments need to work on public information programmes, especially to smooth out 
the process of increasing tariffs. 

• Holistic approaches towards the development of infrastructure could be proposed at the project 
formulation phase, and all alternatives to solve the problem should be considered. 

• Staff members could be appointed at an early stage of the project to support project development 
from the outset.  

• Ambitious plans to extend the coverage and level of infrastructure services need to be replaced by 
more realistic, modest capital improvement programmes tailored for essential repairs and 
rehabilitation of critical elements of infrastructure in order to maximise efficiency gains.  

• There is a need to provide guidance to local authorities on the benefits of designing regional 
solutions for environmental infrastructure management. 

• There is a need to provide substantial assistance to local governments in preparing technical 
documentation for investment projects, including feasibility studies, cost-benefit analyses and 
economic analyses.  
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1. Background and Objectives  
The overall objective of this document is to present municipal infrastructure development in the SEE 
region in the context of the EU accession process and highlight major challenges for further 
improvement. Based on recent analyses and the accumulated experience of SEE countries in 
implementing municipal infrastructure projects, the document outlines conclusions and recommendations 
for further development of municipal infrastructure in the form of specific courses of action for 
stakeholders.  

This document was prepared by the Ministry Environmental Protection of Serbia and the Regional 
Environmental Centre for Central and Eastern Europe and serves as a category II document for the 
Belgrade conference Environment for Europe, scheduled for October 2007 in Belgrade. It supports the 
ministerial debate on SEE perspectives during the plenary session of the conference. 

The Ministerial Conference which will be held in Belgrade is part of the Environment for Europe (EfE) 
process. The EfE process is a partnership for protecting and improving the state of the environment in 
Europe.1 Belgrade will be the sixth ministerial cognference of the series,2 with the first being the Dobris 
Conference in June 1991. Expanding the environmental investments in CEE as well as the need for 
strengthening the national and local bodies for preparation and implementation of investment was 
highlighted during the second conference in Lucerne 1993. During the Sofia Conference in 1995 the 
progress of CEE countries in developing and implementing the national environmental action 
programmes (NEAPs) was acknowledged and the need for continuation in developing economically 
viable environmental investment projects was emphasised. The need for increasing investments, especially 
in the municipal sector, was further outlined at the Kiev Conference in 2003. In order to achieve this, 
emphasis was put on strengthening local finance and investment capacity by improving fiscal 
arrangements with higher levels of government, better budget management and multi-year investment 
plans in municipalities. 

a) Target groups 
The primary beneficiaries of this document are decision makers from municipalities, environmental 
ministries of SEE countries, and donors who are active in the region (European Commission, bilateral 
donors, international financing institutions, etc.). The document may also be of interest to other 
ministries, including financial ministries and other stakeholders. The final version of the document was 
cross-checked and approved by SEE senior officials. 

b) Scope 
The document covers the countries of SEE, which in this text refers to Albania, Bosnia and Herzegovina, 
Croatia, Montenegro, the former Yugoslav Republic of Macedonia and Serbia (including Kosovo, which is 
under interim UN administration). The analysis focuses on municipal waste and water infrastructure 
investments in urban and rural municipalities. The timescale of the report is 2001–2005, although progress 
after this period has been outlined when information was available.  

                                                 
1 The partnership was formed between the United Nations organisations in Europe, member states within the 
UNECE region, regional environment centres, non-governmental and inter-governmental organisations and other 
groups. The secretariat to this process is the United Nations Economic Commission for Europe (UNECE).  
2 The Dobris (former Czechoslovakia) Conference in June 1991; the Lucerne (Switzerland) Conference, on April 28–
30, 1993; the Sofia (Bulgaria) Conference, on October 23–25, 1995; the Aarhus (Denmark) Conference, on June 23–
25, 1998; and the Kiev (Ukraine) Conference on May 21–23, 2003. 
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For the purposes of this document, a municipal environmental infrastructure project is understood as a 
sequence of coordinated and controlled activities leading to the construction of infrastructure aiming to 
provide municipal services such as waste management, drinking water supply, etc. The municipal 
environmental infrastructure project is undertaken to achieve a specific environmental objective in 
accordance with national priorities and EU accession requirements.  

c) Methodological approach 
The methodology used for the preparation of the document included desk research on available reports 
and documents and publications, and interviews with urban and rural municipalities in the SEE region. 
The experience accumulated by the REC in supporting the SEE countries as well as the respective project 
outcomes and products were also used extensively. 

The information gathered for the purposes of this document was cross-checked and approved by the 
ministries of environment of the countries concerned.  

Chapter II, which gives an overview of SEE infrastructure investments, was based in part on an analysis 
of documentation about municipal environmental investments at the country level. A detailed 
questionnaire was sent out targeting the development of municipal infrastructure investments from the 
municipal (local) and national perspectives. The questionnaire also included issues regarding each 
country’s legal and institutional framework for implementation of municipal environmental infrastructure 
projects. 

Chapter III, covering the challenges to infrastructure development, was based on practical examples of 
urban and rural projects, and information was gathered though interviews with selected municipalities. A 
detailed questionnaire was prepared for this task. In addition, desk research was conducted on available 
documentation and reports.  

Chapter IV, on good project examples, was based on interviews with authorities from municipalities that 
had carried out successful infrastructure developments.   

Chapter V, which presents conclusions and recommendations for overcoming the highlighted obstacles, 
was based on the analysis presented in the first four chapters. 

Information on Serbia and Montenegro was presented separately even though during the reporting period 
the state union called Serbia and Montenegro still existed. 

d) Limiting factors 
When analysing the status of environmental infrastructure the availability of separate data for urban and 
rural municipalities was a limiting factor. For example, precise information about the percentage of 
collection to sewerage facilities in rural areas was not available, while in relation to water supply 
connection data was missing for some of the countries. Information about the exact number of illegal 
dumpsites was not available for some of the countries.  
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2. Overview of Municipal Infrastructure Investments  
EU integration is a key driver of changes in the region and entails reforms related to political, 
administrative and financial decentralisation of municipal authorities. The EU integration process is 
happening on a country-by-country basis and depends on the individual progress of countries in meeting 
membership criteria. Consequently, municipal infrastructure development is directly affected by the 
process of reforms towards EU integration and infrastructure status varies from country to country. The 
primary responsibility for identifying, preparing, implementing and maintaining environmental 
infrastructure projects in SEE countries has been transferred to local governments — mostly 
municipalities. Despite the progress that has been made towards addressing environmental issues, it is 
apparent that many environmental problems still exist. This is especially true of municipal environmental 
infrastructure. 

This chapter highlights strategic, institutional and legal issues related to the development of municipal 
infrastructure projects. It also includes an overview of municipal infrastructure and investment needs.  

a) Legal, strategic and institutional frameworks 
There has been substantial progress in the adoption of environmental legislation in recent years though 
the situation varies across countries/territories depending on when EU membership negotiations started. 
A summary of the adopted environmental legislation relevant to the waste and water sectors’ 
infrastructure development is presented in Table 1. The subchapter also outlines recent country-by-
country progress and challenges in harmonising national legislation with EU law and establishing the 
relevant strategic and institutional frameworks.  
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Table 1.
Recent environmental legislation relevant to infrastructure development in the waste 
and water sectors
Country/Territory  Adopted environmental legislation transposing EU acquis  
Albania Law on Environmental Protection, 2002 

Law on Environmental Treatment of Solid Waste, 2003 
Law on  Environmental Treatment of Polluted Waters, 2003 
Law on Organisation and Functioning of Local Governments, 2000 
Law on Regulatory Framework in Water Supply and Collection and 
Treatment of Waste Waters, 1996, 2005 
Law for the Administration of Hazardous Waste, 2006 

Bosnia and 
Herzegovina  

Framework Environmental Law FBiH 2003, RS 2002 
Law on Waste Management, FBiH 2003, RS 2002 
Law on Eco Fund, FBiH 2003, RS 2002 
Law on Waters, FBiH 2006, RS 2006 
Law on Spatial Planning, FBiH 2002, RS 2002, 2003  
Law on Public Utility Services, FBiH 1990, RS, 1995, 2002 
Law on Basic Local Self-Governance, FBiH 1995, 1999, 2007 RS 
1999, 2001, 2004, RS 

Croatia  Environmental Protection Act, 1994,1999 (under amendment) 
Water Act, 2005 
Waste Act 2004, 2005  
Water Management Financing Act 1995, 1996, 1998, 2005  
Law on Local and Regional Self-Governance, 2001, 2005 
Law on Physical Planning 1994 

Former Yugoslav 
Republic of 
Macedonia 

Law on Environment, 2005 
Law on Waste Management, 2005  
Law on Waters, 1998, 2000, 2005 
Law on Water Communities, 2003, 2005 
Law on Drinking Water Supply and Urban Wastewater Drainage, 
2004 
Law on Local Self-Government, 2002 
Law on Financing the Local Self-Government, 2003 
Law on Concessions, 2002, 2003 

Montenegro Law on Environment, 1996 
Waste Management Law, 2005 
EIA, 2005 
SEA, 2005 
IPPC, 2005 
Law on Physical Planning 1995  
Law on Local Governance 
Law on Participation of the Private Sector in Performing Public 
Services 

Serbia Law on Environmental Protection, 2004 
Law on EIA, 2004 
Law on IPPC, 2004 
Law on Waters, 1996 
Waste Management Law, 2006 (under adoption) 
Law on Local Self-Government, 2002 

Kosovo (territory 
under interim UN 
administration) 
 

Law on Environmental Protection, 2002, 2003 
Law on Water Protection, 2004 
Waste Law, 2005 
Law on Nature Conservation, 2005 
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Albania 

Progress in legislation 

Transposition of EU legislation has been progressing, and is at a relatively advanced stage in the waste 
sector. A new law on hazardous waste management was transposed from relevant EU directives. Some 
existing laws were amended to achieve further alignment with the EU acquis. However, appropriate 
policies to encourage selection, collection and disposal of municipal solid waste are still lacking. Recycling 
of some solid waste by private entrepreneurs has started but measures and policies to encourage recycling 
remain to be adopted. In the water sector a comprehensive water management strategy is still needed, 
including approximation with European legislative standards, determination of investment needs, and 
improvements of ministerial and local capacities to manage water and sewage issues.3 Positive trends can 
be observed in transposing the requirements regarding public participation in environmental problems. 
Several laws were promulgated in relation to the introduction of economic instruments such as charges, 
taxes and non-compliance fines. A recently developed strategic framework is presented in Table 2. 

Table 2. 
Strategic documents in Albania providing guidance for municipal infrastructure 
development in the water and waste sectors 
Adopted: National Waste Management Plan (1996)  

National Water Strategy (1997)  
National Water Supply and Sewage Strategy (2004)  
Rural Water Supply and Sewage Strategy (2004) 

Institutions 

Responsibility for environmental policy at the national level lies mainly with the Ministry of Environment, 
Forestry and Water Administration (MEFWA) and the Ministry of Public Works, Transport and 
Telecommunications. These are in charge of developing strategies, drafting laws and setting tariffs in the 
waste and water sectors. The MEFWA has undergone restructuring, creating directorates for specific 
policies. This new structure gives it additional responsibilities and a greater focus on strengthening law 
enforcement, sustainably managing natural resources, and environmental integration and approximation 
of the environmental legal framework to EU standards.  

Waste management issues are also regulated by other ministries and institutions such as: the Ministry of 
Health (preparing of frame regulations together with the MEFWA on waste treatment methods); the 
Ministry of Economy (implementation planning with regard to chemicals and industrial and hazardous 
waste); and the Ministry of Agriculture, Food and Consumer Protection.  

In water management, key roles are played by the Ministry of Health (setting standards and quality values), 
the Water Regulatory Body (setting water and sewage tariffs), the National Water Council, the State 
Sanitary Inspectorates, and laboratories. However, clarification is needed of the respective responsibilities 
of the various institutions involved in environmental protection and the management of the waste and 
water sectors. 

At the municipal level, the obligation for urban waste collection as well as water-supply services and 
wastewater management lies with local authorities. Responsibility for tariff setting has also been 
transferred to local authorities. Bulk water metering was introduced and a computerised billing and 
collection system was set up. In many cases municipal waste collection is undertaken by private companies 
contracted by the local government. 

                                                 
3 Albania, 2006 Progress Report {COM (2006) 649 final} 
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The way forward  

Further steps are needed to strengthen horizontal coordination between the MEFWA and other relevant 
public institutions, and vertical coordination between national authorities and local governments. Efforts 
to transpose the acquis need to continue along with preparation of relevant implementation plans and 
programmes. Furthermore, integration of environmental issues in other sector policies and strategies 
remains a challenge. Activities related to the establishment of an environmental fund need to continue. 
The legal basis for generating revenues from eco taxes, tariffs and charges exist and the government 
programme for 2005–2009 foresees the establishment of a national environmental fund to be financed 
from environmental taxation. 

Bosnia and Herzegovina 

Progress in legislation 

Waste and water management issues in Bosnia and Herzegovina are handled at state and entity levels. In 
the period 2001–2005 steps were taken to harmonise waste-management legislation in both entities. A 
register of polluters was prepared but the polluter-pays principle was not applied.4 The progress continued 
after 2005 with the adoption of bylaws in the Federation of Bosnia and Herzegovina (FBiH), defining the 
legal obligations of the entity FBiH, and its cantons and municipalities. The importance of these legal 
documents from a municipal prospective is the incorporation of the polluter-pays and cost-recovery 
principles, and the definition of reporting requirements and technical standards. Preparation of similar 
bylaws is expected in Republika Srpska. In the water sector, the adoption of a water law in both entities 
creates the legal background for transposing the Water Framework Directive. The new water laws also 
envisage greater involvement of the local government units in project identification and preparation. 
However, the adoption of relevant bylaws is still pending. In the waste sector both entities have adopted a 
number of regulations concerning waste categorisation, hazardous waste transport, waste management 
permitting, and selective collection of special waste streams.5  

Progress can also be observed in the harmonisation of horizontal legislation. Although environmental 
fund laws have been on the books in both entities since 2003, environmental funds are not yet 
operational.    

Some development can be observed in relation to strategic documents but documents must be prepared 
to set criteria and standards for infrastructure development. For example, without implementation plans, 
problems identified in the national environmental action plan (NEAP) end up being addressed by projects 
without adequate preparation documents or feasibility assessment. The strategic documents are presented 
in Table 3. 

Table 3. 
Strategic documents in BiH providing guidance for municipal infrastructure 
development in the water and waste sectors 
Adopted: National Environmental Action Plan (2003), FBiH, RS  

Solid Waste Management Strategy (2002)  
Environmental Performance Review of UNECE (2004)  
Public Investment Programme (PIP), 2004–2006  
NEAP BiH Priority Action Plan with Project Abstracts (2004) 
Poverty Reduction Strategy Paper (PRSP), 2004–2007 (2004) 
Action Plan of Implementation of PRSP (BiH Mid-term 
Development Strategy)  
Action Plan for the period August 2004–November 2005 

                                                 
4 BiH 2005 Progress Report {COM (2005) 561 final}  
5 Commission Staff Working Document, Bosnia and Herzegovina 2006 Progress Report {COM (2006) 649 final} 
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Institutions  

Horizontally, the environmental administration is fragmented: part of it deals with physical/urban/spatial 
planning and part of it with water administration. An environmental agency (i.e. a central technical 
support body) has not yet been established in Bosnia and Herzegovina. The Ministry of Foreign Trade 
and Economic Relations (MoFTER) deals with the environment at the state level in Bosnia and 
Herzegovina. However, since the institutional responsibilities regarding environmental issues are 
concentrated at the entity level, MoFTER has a mere coordinating and communicating role without 
decision-making or enforcement responsibilities.  

In Bosnia and Herzegovina–Republika Srpska, a major role is played by the Ministry of Physical Planning, 
Civil Engineering and Ecology (MoPPCEE) which focuses on implementation planning, setting targets 
and strategies. MoPPCEE also supervises the work of the local administrative units of self-governance in 
the field of environmental protection. In relation to water management issues the key institution is the 
Ministry of Agriculture, Forestry and Water Management (MoAFWM). Some of its responsibilities include 
preparing relevant legal acts (water law and by-laws), issuing water guidance, consents and permits, water 
supply, etc. 

In Bosnia and Herzegovina–FBiH, targets and strategies affecting waste management infrastructure are 
developed by the Federal Ministry of Physical Planning and Environment. With regard to water 
management issues (preparation of legislation, strategy and policy documents, monitoring activities, etc.), 
the key responsibility is borne by the MoAWMF. The cantons are responsible for setting targets and 
developing strategies in compliance with the federal strategy for solid waste management. The Federal 
Ministry of Physical Planning and Environment is also involved in developing strategies affecting the 
waste management in the cantons. The Ministry for Agriculture, Water Management and Forestry is 
responsible for water management issues. 

Municipalities are responsible for organising and managing community services within their jurisdictions 
and therefore must identify priority environmental projects at the municipal level.  

The way forward 

Though progress has been made in harmonising legislation, uneven implementation of laws by the entities 
has been an issue.6 Another challenge is continuing the preparation of bylaws, strategies and plans for the 
implementation of legislation. Progress in strengthening administrative capacities of the institutions 
involved in environmental protection and implementing existing legislation has been limited.   

Finally, with three levels of autonomy and up to four levels of administration the institutional framework 
is in general very complex, including in the environmental sector. Consequently, the definition of 
competencies and functional responsibilities and the setting of standards and procedures are difficult to 
achieve. Moreover, limited coordination among municipalities and between cantons is a challenge for 
municipal infrastructure development.  

Croatia 

Progress in legislation  

As an EU candidate country, Croatia is in an advanced stage regarding harmonisation of the 
environmental acquis. Steps have been taken to further align horizontal legislation with the acquis. The 
existing Environmental Protection Act is under amendment and the new law will ensure further alignment 
with EU legislation. It will regulate all horizontal issues that have not yet been addressed in sectoral laws, 
including certain aspects of environmental impact assessment (EIA), strategic environmental assessment 

                                                 
6 Commission Staff Working Document, Bosnia and Herzegovina 2006 Progress Report {COM (2006) 649 final} 
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(SEA), provisions on access to environmental information, and integrated pollution prevention and 
control (IPPC).   

Significant efforts have been made to transpose waste and water management legislation. Horizontal legal 
frameworks (the Waste Framework Directive and the Hazardous Waste Directive) were transposed 
through the Waste Act, 2004. Basic requirements of an inspection and enforcement system are also in 
place. Transposition of the Water Framework Directive is at an advanced stage. Some progress was made 
in transposing the Dangerous Substances Directive.   

A relevant strategic framework has also been established. The key documents providing guidance for 
municipal infrastructure development are the National Environmental Strategy, the Waste Management 
Strategy and the Water Management Strategy. These documents focus on: 

• identifying the environmental problems and defining long-term objectives; 

• establishing the framework for waste reduction and sustainable waste management and setting the 
key waste management objectives; and 

• defining long-term strategic goals in water management. 

The relevant strategies and programmes are presented in Table 4. 

Monitoring of the implementation of the environmental investment programme was introduced in the 
NEAP 2002. The monitoring is carried out through the preparation of regular yearly reports analysing the 
implementation of environmental investment plans stated in the National Waste Strategy and National 
Water Strategy. The NEAP also outlines the integration of environment into other sectors.  

Table 4. 
Strategic documents in Croatia providing guidance for municipal infrastructure 
development in the water and waste sectors 
Adopted: Strategic Development Framework 2006–2013 (adopted in 

2006) 
National Environmental Strategy (NES) 
National Environmental Action Plan (NEAP) 2002  
National ISPA Strategy for the Environment  
Regional Operational Programmes (2003–2006) 
Croatian Tourism Development Strategy to 2010 (2003) 
Physical Planning Strategy of the Republic of Croatia (1997)  
Waste Management Strategy (2005)  

Under 
preparation/adoption 

Waste Management Implementation Plan (2007)  
Water Management Strategy 

 

At the municipal level the strategic framework includes local water management plans, local waste 
management plans, physical plans and general urban development plans, regional operational programmes 
at the county level and sustainable development plans for towns. Though not legally required, sustainable 
development programmes for towns have been developed in recent years in some municipalities using 
similar methodologies as regional operative programmes. These plans contain key guidelines for 
environmental protection at the municipal level. 

Institutions  

Responsibility for environmental policy at the national level lies mainly with the Ministry of 
Environmental Protection, Physical Planning and Construction (MEPPPC) and the Ministry of 
Agriculture, Water and Forestry Management (MAWFM). Other government bodies involved in 
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environmental protection are: the Ministry of the Sea, Tourism, Transport and Development; the Ministry 
of Health and Social Welfare; the Ministry of Economy, Labour and Entrepreneurship; the Protection and 
Rescue Service; the Meteorological and Hydrological Service; the State Institute for Nature Protection. 
Institutional structures for the environmental functions of permitting, monitoring, inspection, 
enforcement and reporting are in place and largely compliant with EU acquis. 

In waste management, the MEPPPC plays a major role at the national level. It deals with the development 
of environmental strategies and identification of environmental infrastructural priorities, preparation and 
implementation of legislation and standards, monitoring the Croatian Environment Agency (CEA) and 
Environmental Protection and Energy Efficiency Fund (EPEEF), etc. The Directorate for Strategic and 
Integration Processes in Environmental Protection within the MEPPPC is the managing authority for the 
IPA Component III, Regional Development – Environment. This body cooperates with the Ministry of 
Agriculture, Forestry and Water Management. The CEA performs tasks related to the development and 
coordination of the environmental protection information system. It prepares the report on the state of 
the environment (which includes a waste-management component) endorsed by the MEPPPC. 

Box 1. 
 
Environmental Protection and Energy Efficiency Fund, Croatia 
 
The EPEEF is involved in the management of financial resources for environmental 
infrastructure projects. The fund, established in 2003 and operational since 2004, is 
perceived primarily as an instrument that will enhance the capacity of the MEPPPC to 
secure co-financing for implementation of environmental infrastructure projects. The 
EPEEF is an extra-budgetary institution whose main purpose is to finance environmental 
protection programmes and projects. The revenues of the fund are accumulated by 
collecting different environmental charges, including charges for burdening the 
environment with hazardous and non-hazardous industrial waste. The financing for 
environmental projects is allocated through loans, grants or subsidies after conducting 
public tendering procedures. Presently, the main focus of activities is the remediation of 
landfills with a tendency for continuation during the EU accession process. 

The fund provided co-financing for 548 projects in 2004–2006, including 176 projects 
focused on remediation of municipal waste landfills and 139 projects targeting dump-site 
remediation. Selected examples of its main focus of activities include: financing aid 
amounting to HRK 1.5 billion which is to be disbursed for remediation of landfills until 2009 
(EUR 1 = HRK 7.37) and HRK 43.6 billion for dump-site remediation. The fund will also 
co-finance the remediation of nine hazardous waste disposal sites until 2009. Waste 
management centres in Bikarac (Sibenic), Lecevica (Split), Zadar County and Dubrovnik 
County were co-financed by the EPEEF. Support for 21 regional centres for waste 
management is planned. 

 

In the water sector, the MAWFM together with the public company Croatian Waters (CW) bears 
responsibility for water and wastewater infrastructure investments. The MAWFM is responsible for water 
policy in the country, activities related to EU accession, and implementation of internationally funded 
projects in the water sector. 

Croatian Waters is a state agency responsible for water management. It operates through five water 
management offices covering 32 catchments areas. Among its key responsibilities is the development of 
local water management plans, which are agreed with county assemblies for counties or the city council 
for the town of Zagreb, depending on where the catchment area is located.  

In relation to waste management issues at the municipal level, the key parties are counties and the City of 
Zagreb, towns and municipalities.  The counties and the City of Zagreb are regional self-government units 
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which are responsible for managing all types of waste in their respective areas, issuing of waste 
management plans, gathering and submission of data on waste, and the issuing of permits for non-
hazardous waste management.  

In the water sector at the municipal level, services are provided by municipal companies. A total of 143 
municipal companies are responsible for public water supply in Croatia. Similarly, public wastewater 
systems are managed by 130 public utility companies, some of which are also responsible for water supply. 
The large number of municipal companies operating in the water sector results in inefficient provision of 
services. However, there is a tendency towards transforming the companies into regional systems. This 
issue was identified in the Water Management Strategy. 

Box 2. 
 
Implementation of Instrument for Pre-accession Programme in Croatia 
 
The Environmental Operational Programme (EOP) is currently under preparation. The 
EOP will cover a rolling three-year period (2007–2009) and will build on previous 
investments and capacity-building initiatives funded by earlier EU pre-accession 
programmes. The policy framework for the Instrument for Pre-accession (IPA) for 
Components III and IV — Regional Development and Human Resources Development 
respectively — is the Strategic Coherence Framework (SCF), which sets out the 
procedures for allocation of IPA funding in Croatia. The EU assistance for environmental 
infrastructure projects will be allocated through IPA Component III – Regional 
Development. In order to obtain financing from the IPA, municipal authorities must 
submit project proposals to the Ministry of Environmental Protection, Physical Planning 
and Construction which is responsible for the preparation of a priority list of projects. 

 
 

The way forward 

Key issues in harmonising the legal framework are related to the adoption of secondary legislation and 
further transposing of outstanding directives. The distribution and fragmentation of responsibility within 
the administration is another challenging factor in aligning with the acquis. 

Organisational and institutional frameworks provide a sound basis for implementation of municipal 
infrastructure projects. Key strategic documents relevant to the waste and water sectors have been 
developed or are under preparation. However, further progress will significantly depend on the process of 
strengthening the coordination between the ministries and other relevant institutions and a clear division 
of responsibilities at the national and local levels. Efforts need to continue towards the integration of 
environmental issues of sustainable development in other sector programmes and policies (i.e. transport, 
energy, agriculture, etc.). 

Former Yugoslav Republic of Macedonia  

Progress in legislation  

As a candidate country, the former Yugoslav Republic of Macedonia has made rapid progress in 
harmonising its legislation with the EU acquis. The basic legal framework for environmental protection is 
provided by the Law on Environment (2005) but a large number of bylaws still need to be adopted before 
the law can be fully implemented.7 The key laws regarding waste and water management are also in force. 
However, further amendment of these laws is needed to ensure full compliance with the acquis. After 

                                                 
7 EC, Analytical Report for the Opinion on the application from former Yugoslav Republic of Macedonia for EU 
membership, November 2005 
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adoption of the new Law on Water Management, which will replace the current Law on Water, and 
finalising the National Strategy on Approximation (ongoing CARDS 2005 project), there will be both a 
regulation and implementation timeframe for infrastructural investments to be carried out by 
municipalities. The existing fragmentation of responsibilities between ministries is partially being 
overcome by the adoption of new environmental laws providing for greater integration of environmental 
management. With the aim of strengthening the legal basis for decentralisation, laws concerning local self-
governments and public enterprises have also been enacted. 

To implement the adopted legislation, progress towards establishing the relevant strategic framework has 
been made. The key strategic documents are presented in Table 5.  

Table 5.  Strategic documents in the former Yugoslav Republic of Macedonia 
guiding municipal infrastructure development in the water and waste sectors 
Adopted National Development Plan, 2006  

Public Investment Programme  
National Environmental Action Plan (NEAP II 2004-2005)  
National Wastewater Management Strategy (1999) 
Water Master Plan (1963, 1984, 2000) 
National Waste Management Plan (2006-2012), 2005 

Under Preparation Draft National Policy for Environmental Projects Preparation 
(2006)  
Operational Programme for the Environment as part of the IPA 
Strategic Coherence Framework 

Institutions  

In the water sector the responsibilities are shared among three ministries: the Ministry of Agriculture, 
Forestry and Water Economy (MAFWE), the Ministry of the Environment and Physical Planning 
(MoEPP) and the Ministry of Transport and Communication (MoTC). New institutional water 
management structures will be set in the forthcoming Law on Water Management. The MoEPP and the 
MAFWE have not yet mutually clarified exact responsibilities (the MAFWE already holds responsibility 
for water supply, irrigation, and flood protection). The only currently active water management 
institutions are the individual public enterprises, founded by local self-governments for the provision of 
service on behalf of municipalities. At present there is no authority to monitor and support single public 
utilities. The Communal Inspectorate, which is linked to the Ministry of Transport and Communications, 
used to act as the supervisory body of public enterprises. With the upcoming Law on Water Management, 
the authorities for monitoring/supervision should be further clarified. The most strategic issues are solved 
on a case-by-case basis.  

Responsibilities in the waste sector are clearly defined. The MoEPP plays the major role. However, the 
MoEPP has limited experience and capacity to develop bylaws and regulations in accordance with the 
acquis.8 Other ministries that deal with waste management are the Ministry of Health, which is concerned 
with regulations regarding waste separation, packaging, incineration, etc. and the MoTC and MAFWE. 
Waste collection at the local level is carried out by community enterprises. Private companies are also 
involved but their number is limited and they operate mainly in rural areas. Regular waste collection 
services are mostly limited to urban municipalities. In rural areas, just 10 percent of the population 
receives regular waste collection.9

The environmental fund was established in 1998 but has ceased to exist after recently integrating into the 
Department for Sustainable Development within the MoEPP. The ministry continues to collect charges 
and provides limited financial assistance in the form of grants to public enterprises, local authorities and 
private companies. 

                                                 
8 MEPP, National Waste Management Plan, 2006–2012 (Sept. 2005) 
9 MEPP, National Waste Management Plan, 2006–2012 (Sept. 2005) 
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The way forward 

The transposition of outstanding legislation will continue. At the local level, the upgrading of municipal 
solid waste management regulations is also pending. Further efforts are needed in relation to alignment 
with horizontal legislation, particularly concerning EIA and SEA. The Ministry of Environment and 
Physical Planning aims at full legal transposition of all EU directives by 2008.10 However, ensuring 
adoption and implementation of acquis requires strong and well-equipped administration at the national 
and local levels. For example, the MoEPP lacks specialised staff in areas such as EIA, monitoring and 
IPPC.11 Steps towards applying mechanisms for integration of environmental aspects into other sectoral 
policies and strategies are also needed.12  

Montenegro 

Progress in legislation  

Harmonisation of legislation continued with the adoption of the new Law on Waters. The Law on Water 
Management and Law on Wastewater are under preparation. The Law on Waste Management will be in 
force in 2008 and two bylaws have been prepared covering the period before its enforcement. Significant 
progress has been made in the establishment of relevant strategies and implementation plans giving 
guidance for the development of municipal infrastructure projects. 

Table 6. Strategic documents in Montenegro providing guidance for municipal 
infrastructure development in the water and waste sectors 
Adopted Wastewater Feasibility Study Coastal Region (2001) 

Republic-Level Waste Strategic Master Plan (2004) 
Solid Waste Strategic Master Plan (2004) 
Wastewater Strategic Master Plan (Central and Northern 
Region), (2005) 
Water Supply Master Plan for the Coastal Region of 
Montenegro and Cetinje (2006)  
Master Plan for Tourism Development in Montenegro (2000)  
Strategic Framework for Development of Sustainable Tourism 
in Northern and Central Montenegro, National Sustainable 
Development Strategy and Action Plan (2006) 
 

Under 
preparation/adoption 

Water Sector Action Plan 
National Spatial Plan up to 2020 (National Master Plan) 
Energy Development Strategy 
Transport Development Strategy 
Nautical Tourism Development Strategy 
Integrated Coastal Zone Management Strategy 
Revision of Tourism Development Strategy 
National Plan on Waste Management 

Institutions 

The key responsibilities for setting targets and developing strategies in relation to municipal infrastructure 
development in the water sector are undertaken by the Ministry of Tourism and Environmental 
Protection and the Ministry of Agriculture, Forestry and Water Management. In addition, analyses of toxic 
substances and preparation of relevant studies in the waste sector are the responsibility of the Centre for 

                                                 
10 MEPP, National Waste Management Plan, 2006–2012 (Sept. 2005) 
11 EC, Analytical Report for the Opinion on the application from former Yugoslav Republic of Macedonia for EU 
membership, Nov. 2005 
12 EC, Analytical Report for the Opinion on the application from former Yugoslav Republic of Macedonia for EU 
membership, Nov. 2005 
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Ecotoxicological Research (CETI). The Ministry of Health, Labour and Social Welfare plays an important 
role in the monitoring and control of drinking-water quality.   

The Environmental Protection Agency (EPA) is in the process of being established. It will aim at better 
coordination and management of environmental protection activities, upholding the principles of 
Montenegro as an ecological state, and the rationalisation of present structures in the environmental 
sector. It is envisaged that the EPA will support municipalities in carrying out a number of environmental 
tasks. Further efforts have been made towards strengthening public administration capacity regarding the 
development of environmental infrastructure projects. Work towards the establishment of a project 
implementation unit (PIU), which would be in charge of implementing communal projects at the national 
level, is also underway. 

The way forward  

Harmonisation of national legislation with EU acquis will continue. The relevant institutional framework 
dealing with environmental issues has also been established. However, the overlapping of institutional 
competences and coordination at the national level is still a challenge.   

Serbia, including Kosovo (territory under interim UN administration)  

Serbia 

Progress in legislation 

The country is pressing ahead with a legal reform programme in the waste sector on issues such as 
packaging waste,13 while limited progress can be reported in the field of water quality. Provisions 
concerning public participation in decision making have also been set in the legislation on EIA, SEA and 
IPPC. Decentralisation, including that of the financing sector, moved forward with extended competences 
granted to local self-governments (e.g. the possibility for establishing environmental funds at the local 
level, the procedure for receiving approval for an environmental impact assessment, the procedure for 
IPPC permit issuance, etc.).  

Progress has been also achieved in developing the strategic documents providing guidance for 
implementation of the legislation (Table 7). 

Table 7. 
Strategic documents in Serbia providing guidance for municipal infrastructure 
development in the water and waste sectors 
Adopted National Environmental Strategy (2004) 

National Sustainable Development Strategy and Sectoral Policies 
National Water Master Plan (2002) 
National Waste Management Strategy (2003) 
National Investment Programme (2006) 
Regional (Vojvodina) Investment Programme (2006) 
 

Under 
preparation/adoption 

National Programme of Environmental Protection 
National Environmental Action Plan 
National Strategy for Sustainable Use of Natural Resources and 
Goods 

Institutions  

The responsibilities for municipal water and waste management issues are undertaken by several 
ministries. The Directorate for Environmental Protection (DEP) within the Ministry of Environmental 

                                                 
13  Serbia and Montenegro 2005 Progress Report, {COM (2005) 561 FINAL} 
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Protection (MoEP)14 has a key role in programming and preparation of relevant strategic documents. 
Furthermore, in the waste sector the DEP is involved in implementation planning and financing of 
municipal projects for sanitation, remediation and recultivation of existing landfills/dumpsites. The 
projects related to construction of regional landfills as well as sanitation of existing waste dumps were 
supported by DEP until the establishment of the Environment Protection Fund (EPF) in May 2005. Since 
2005, the EPF has taken up responsibility for the management of these projects.  

Policy for water-resources protection and management is defined and implemented by the Ministry of 
Agriculture, Water Management and Forestry, Directorate for Water Management. In addition, certain 
aspects of the development of municipal infrastructure in the water sector are dealt with by other 
ministries such as the Ministry for Capital Investments (urban planning, issuing of construction permits 
and water traffic control, etc.) and the Ministry of Health (enforcement of sanitary regulations relevant to 
the environment).  

The Agency for Environmental Protection (SEPA) is also operational in the country. However, further 
strengthening of the capacity of both the agency and the EPF is needed.15 The Law on Environment 
provides for the possibility for establishing environmental funds at the municipal level. To date, such 
funds have been established in only a few municipalities (Aleksandrovac, Apatin, Bor, Kula, Sremska 
Mitrovica and Uzice).    

Box 3. 
 
Fund for Environmental Protection, Serbia 
 

The Fund for Environmental Protection <www.ekoserb.sr.gov.yu/fund> was established 
according to the Law on Environmental Protection (2004) and became operational in 
2005. The fund provides financing for preparation, development and implementation of 
programmes, projects and other activities in the area of protection and sustainable use of 
the environment, as well as in the area of energy efficiency and use of renewable energy 
sources. It is an intermediary in relation to the funds of other donors and maintains a 
project database. The fund operates in compliance with the Law on Budget. 
Currently, the fund collects money from two specified budget lines, one from the control 
of use and trade of wild flora and fauna and another from environmental pollution. Due to 
its relatively limited budget, the fund provides co-financing for projects which are further 
national priorities. Financing is provided primarily for the construction of regional sanitary 
landfills and remediation of existing landfills with an objective to extending activities to 
other types of projects. The total amount of allocated resources in 2006 was CSD 821 
million (EUR 10 million) for construction of regional landfills, preparation of project 
documentation, sanitation of waste disposal sites, documentation for sanitation of 
disposal sites and decreasing air emissions, air monitoring stations and research and 
development. The allocated resources for projects in 2007 amounted to approximately 
CSD 1.2 billion (EUR 15 million). 
 

 
In the waste and water management sectors, municipal authorities are responsible for the development 
and implementation of the relevant policy as well as collection, transportation and disposal of municipal 
waste. Water supply and wastewater collection is the primary responsibility of the municipal utility 
companies.   

                                                 
14 After elections in 2007 the DEP was transformed into the Ministry for Environmental Protection 
15 Serbia and Montenegro 2005 Progress Report, {COM (2005) 561 FINAL} 
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The way forward 

Key challenges are related to the continuation of transposing the EU legal requirements as well as 
implementing the legislation already adopted. On the basis of legislation, a significant number of bylaws 
and implementing strategies came into force after 2005, defining measures and deadlines for realisation. 
Steps were taken to integrate environmental issues in the energy field,16 but attention needs to be paid to 
other sectors as well. Implementation of legislative requirements will depend on the process of 
strengthening the capacity of the environmental administration both at the national and local levels.     

Kosovo (territory under interim UN administration)  

Progress in legislation  

In the waste management sector the process of harmonising legislation with EU requirements is in a more 
advanced stage compared to water management, where transposition of relevant directives is at an early 
stage. Further activities need to be taken towards the development of relevant strategic documents. 
Formulation of implementation plans targeting waste and water issues are still pending.  

Table 8. 
Strategic documents in Kosovo providing guidance for municipal infrastructure 
development in the water and waste sectors 
Adopted Environmental Strategy  

Environmental Action Plan (2006)  
Report on State of Waste Sector in Kosovo  
Strategy for Wastewaters of Kosovo 
 

Under 
preparation/adoption 

Sustainable Development Strategy 

Institutions 

The key body coordinating activities in the field of environmental protection at the national level is the 
Ministry of Environment and Spatial Planning. Its main responsibilities include: preparing the relevant 
policies and strategies in the water and waste sector, planning of environmental infrastructure 
development, preparation of norms and standards and issuing of guidelines. In addition, the Kosovo 
Trust Agency is responsible for managing public utility companies. Control over water quality is 
undertaken by the Institute of Public Health. The main activities of municipalities are focused on 
establishing standards in accordance with the Law for Municipal Service Providers, developing plans at the 
local level for environment protection, etc. Municipalities can apply for project financing through the 
Municipality Assembly to the Government of Kosovo, Ministry of Economy and Finance.   

The way forward 

Transposing the environmental acquis will continue and special attention needs to be paid to the 
development of the relevant strategic documents which are at an early stage in Kosovo. There is also a 
need to create a legislative basis for the establishment of an environmental fund.  

b) Municipal infrastructure  
This subchapter highlights the status of water supply networks and wastewater infrastructure as well as the 
situation with waste facilities. Priority investment needs in water and waste infrastructure are also outlined. 
An overview of infrastructure status in the waste and water sectors is presented in Table 9: 

                                                 
16 Serbia and Montenegro 2005 Progress Report, {COM (2005) 561 FINAL} 



 Table 9: Overview of selected environmental infrastructure identification in the SEE countries17 

  
ALBANIA  

BOSNIA AND 
HERZEGOVINA CROATIA 

FYR 
MACEDONIA  SERBIA   MONTENEGRO KOSOVO  

WASTE               
Landfills (specify number of 
illegal dumpsites) 

12 (dumpsites 
for counties) 

64 municipal 
dumpsites in 
RS  
50 municipal 
dumpsites in 
FBiH (plus 
many illegal 
dumpsites) 

257 
officially 
operating 
landfills. 
More than 
3,000 
illegal 
dumpsites 

54 (plus 
many illegal 
dumpsites) 

About 180 
disposal sites 
for community 
waste (plus 
many illegal 
dumpsites) 

21 municipal 
and 8 regional 
(planned) 

26 municipal 
landfills and 
dumpsites 

Landfills sanitary 0 6 (almost 
sanitary) NEAP 

65 0    6 (under
construction 
or re-
construction) 

2 8

Incinerators total (municipal, 
hospital, industrial) 

none      none none (see
note) 

 0 (1 for 
medical 
waste) 

n/a 0 5 small
incinerators 
(mainly used by 
hospitals) 

Incinerators: compliant 0 0 0 0 none 0 0 
WATER               
Sewage connection % of 
population 

40% (urban) 56% (urban)  
72% (bigger 
than 10,000) 
10% (small 
settlements) 

70–75% 
(urban) 

80% (urban) 60% (urban) 56% (urban) 28% 

WWTPs total 1 (under 
construction) 

8 (2 not 
working) NEAP 
 

82   5 (in
agglomera-
tions above 
10,000) 

28 4 (1 not 
working) 

0 

% of population connected to 
WWTP 

0% 4%  37%*** 6% (urban) 23% around 10% 0 

Drinking water connection 
rates % 

85% urban 
65% rural 

91% urban 
55–65% rural  

76%   100% urban 83% urban 
80% rural 49% rural 

90% 44%

                                                 
17 Based on REC, Targeting the Environmental Investment Challenge in SEE, Nov. 2005, updated in March 2007 
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Notes for the waste sector:  
Albania: Unknown number of illegal sites. 
BiH: Three landfills mixed with industrial; six illegal landfills; information from the Ministry of Environment and the National Environmental Action Plan (NEAP). 
Croatia: There are 65 landfills which are legal landfills or landfills in the process of legalisation; a well-developed data base exists; information from the National Waste Management Strategy, 
October 2005 and the Draft of the Croatian Waste Management Plan, June 2007.  
Incinerators: there are no waste incineration plants in the region. There are four hospitals with incineration facilities for their own use. Industrial cement facilities and some others are co-
incinerating specific waste (waste oil, tyres, etc.) as alternative fuel. 
Former Yugoslav Republic of Macedonia: Well-developed data base for municipal landfills. 
Kosovo: Information from the State of Waste Report, MESP, June 2005. 
 
Note for the water sector: 
Croatia: Of the total 290 settlements with sewerage systems, 37% have WWTs. 
 
 



Albania  

Water infrastructure 

Although the piped water-supply system covers the whole country and coverage reaches 85 percent, water 
supply is intermittent because of deficiencies in infrastructure. The level of water losses is estimated at 
greater than 50 percent in all cities18. Water is often distributed without any preliminary treatment. The 
percentage of population connected to the water supply network is lower in rural areas. The objective is to 
increase coverage to 98 percent in cities and 86 percent in rural areas by 2010. Many households in urban 
areas discharge their wastewater directly into the central sewage system without treatment.  The rate of 
connectivity to sewerage networks in rural areas is significantly lower and many households use septic 
tanks in their yards. It is envisaged that the collection rate to sewerage facilities will reach 25 percent in 
rural areas and 65 percent in urban areas by 2010. Most towns combine sewage and storm-water collection 
systems that discharge directly into surface water. The sewerage network is also in a bad state and not 
maintained. Urban wastewater is a key problem resulting from incomplete and ineffective collection, lack 
of treatment and lack of maintenance of existing facilities. Investments in recent years focused on the 
extension and rehabilitation of water supply and sewerage networks, which has improved the situation of 
municipal water infrastructure.  

Since 2001, progress has been made by reducing losses from the drinking water distribution system by 6 
percent and increasing the fee collection rate. Some investments are expected for the construction of the 
first sewerage treatment facilities in places such as Kavaja, Lezhe, Durres and Pogradec.  

Waste infrastructure 

The actual level of waste generation per capita is not known since most collection and disposal services 
are not equipped with weighing equipment. Little information is available on the amounts of waste 
generated in urban areas. The information that exists (for Tirana, Durres, Fier and Shkodra) suggests that 
Albania produces about half the average per capita volume of OECD countries and that this contains a 
higher proportion of organic matter than in OECD countries. Systems for the collection of urban solid 
waste are provided in most urban areas, but very little recycling of waste is undertaken. The main method 
of disposal is dumping on land. There are no properly designed landfill sites in the country. There are no 
collection systems in rural areas and small towns. Most waste from these areas is disposed of at illegal 
dumpsites. There is no system for the safe management of hazardous waste. Investments in the waste 
sector have been very limited. However, steps are being taken to modernise one of the main landfills, 
Sharra, which serves Tirana. 

Bosnia and Herzegovina 

Water infrastructure 

Performance indicators for the existing water supply systems are not satisfactory despite the significant 
investments over last decade. Major problems are physical losses in the range of 50 to 70 percent and a 
high rate of unaccounted-for water (UFW) in the range of 60 to 80 percent. The reason for this situation 
is the old and deteriorated network.19 Water-supply systems cannot meet the needs of consumers during 
the summer season when service interruptions are frequent. Connectivity to water supply networks in 
rural municipalities is much lower than in urban municipalities. Similarly, sewage collection systems cover 
about 56 percent of the urban population, while smaller towns and rural areas have much lower coverage. 

                                                 
18 Water Resources Management in SEE, Volume II, Country Water Notes and Fact Sheets; The Environmentally  and 
Socially Sustainable Development Network, World Bank 2003   
19 Assessment and Development of Municipal Water and Waste Water Tariffs and Effluent Charges in the Danube Basin, Volume 
2: Bosnia and Herzegovina, UNDP/GEF 2004 
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However, as a result of implemented and ongoing investments water connectivity is increasing 
continuously.  

The portion of the population connected to wastewater treatment plants (WWTPs) is very low. Out of 
122 industrial WWTPs, only six currently function.20 The WWTPs in operation are outlined in Table 10.  

Table 10. 
Wastewater Treatment Plants in operation in Bosnia and Herzegovina (status as of 
March 2007) 
Location  Maximum 

capacity 
(p.e.)*  

Capacity 
in use 
(p.e.)*  

Condition  Core technology  

Trebinje 30,000  25,000  Well maintained, in 
permanent operation 

Activated sludge 

Gradačac  30,000  20,000  Reconstructed, in 
operation since 1998 

Activated sludge 

Neum  5,000  5,000  Renewed, in 
permanent operation  

Mechanical treatment  

Ljubuški  5,000  3,000  In operation since 
1990  

Activated sludge  

Grude  2,500 2,000 In operation since 
1990 

Activated sludge 

Srebrenik  12,000  8,000  Newly constructed, 
2002  

Biological reactor  

* ‘person equivalents’ 

Waste infrastructure 

The existing sanitary landfills cannot meet the needs of waste management. A significant problem is the 
existence of illegal dump sites. At the country level there is no database on the number, size and regional 
distribution of illegal dump sites. At the local and regional levels basic data and information exist. An 
example of identified illegal dump sites in three regions is presented below:21

• Doboj-Tesanj Region    400 illegal dump sites 

• Livno Region     250 illegal dump sites 

• Trebinje Region      30 illegal dump sites 

Considering that these three regions include just 30 of Bosnia and Herzegovina’s 149 municipalities, it can 
be assumed the country has a very large number of illicit dump sites. Progress has been made in reducing 
environmental pollution through establishing regional landfills (e.g. Sarajevo, Banja Luka) and 
rehabilitating inadequate disposal sites. Activities regarding the establishment of other regional landfills are 
at different stages. The most advanced projects are the reconstruction of the Mostar and Neum landfills. 
Because solid waste management has been handled for many years at the municipal level, almost every 
settlement faces problems regarding reconstruction of its “official” landfill because it does not meet 
standards.  

                                                 
20 Water Resources Management in SEE, Volume II, Country Water Notes and Fact Sheets; The Environmentally  and 
Socially Sustainable Development Network, World Bank 2003 
21 EU CARDS Solid Waste Management Project in BiH 2002 
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Croatia 

Water infrastructure  

The water-supply network can be characterised by a high level of water losses (approximately 46 percent), 
a consequence of deficiencies in the system. Differences between urban and rural counties can be 
observed in relation to connection to public sewerage systems (e.g. from 31 percent in Bjelovarsko-
Bilogorska County, up to 95 percent in Istria and 96 percent in the City of Zagreb).22 Only 33 percent of 
wastewater is currently treated, mostly by mechanical treatment processes (primary stage), producing 
about 8,000 tonnes of sludge annually. This sludge is partly used in agriculture, partly discharged into 
watercourses and the sea, and partly placed in landfills.  

Future development of the public water-supply system will focus on increasing access from 76 to 85–90 
percent of the population by 2020. Activities are also envisaged in relation to improvement of drinking-
water quality and reduction of losses from the distribution network. Consolidation is planned in water 
utility management through the establishment of distribution/service areas as technologically and 
economically sustainable units.23  

Waste infrastructure  

There are 28 functional sanitary landfills and 3,000 small illegal dump sites24 in the country. After 2005 
funds were secured for 55 new sanitary landfills. Future steps will be towards the development of an 
integrated waste-management system; establishment of county waste-management centres (up to 21) and 
regional waste-management centres (up to four); remediation and closure of existing landfills; and 
remediation of sites highly polluted by waste i.e. ‘hot spots’.25

Former Yugoslav Republic of Macedonia 

Water infrastructure 

The percentage of the rural population connected to the water supply network is much lower than in 
urban areas,26 but both figures are higher than the SEE norm. This is also true of sewerage connectivity. 
Increasing water supply access in rural areas is expected as a consequence of recent investments. 
However, the key problems for the network are the deteriorated infrastructure and high level of water 
losses (30–60 percent). Improvements to the water infrastructure have focused on reconstruction and 
upgrade of the water supply network as well as construction of new water supply facilities. Treatment of 
wastewater is another issue that needs to be addressed, as currently only 6 percent of the population is 
connected to WWTPs, while 80 percent are connected to sewerage systems. Future investments will target 
reconstruction of the sewerage network as well as construction of WWTPs. The WWTPs currently in 
operation are outlined in Table 11. 

                                                 
22 Croatia, Draft Water Management Strategy 
23 Croatia, Draft Water Management Strategy 
24 Croatia, Draft National Waste Management Plan 
25 Croatia, National Waste Management Strategy (2005) 
26 NEAP II 
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Table 11. 
Wastewater Treatment Plants (WWTPs) in operation in Macedonia 
(status as of November 2006) 
Location  Maximum 

capacity 
(p.e.) 

Capacity 
in use 
(p.e.) 

Condition  Core technology  

Ohrid  120,000  60,000  Renewed, in permanent 
operation  

Aerated lagoons  

Resen  15,000  12,000  Renewed, in operation 
after a break 

Activated sludge 

Dojran  10,000  5,000  Renewed, in permanent 
operation  

Biological reactor  

Makedonski 
Brod  

5,000  4,000  Newly built, in operation 
since 2003  

Activated sludge  

Sveti Nikole  35,000  20,000  Renewed, but still 
shows malfunctions 

Biological reactor  

 

Waste infrastructure  

The main problems for waste infrastructure are related to insufficient coverage of waste collection, lack of 
separate collection and treatment of hazardous waste, and low standards for solid waste management.27 
About 60 percent of the capacity of these existing landfills is used. Drisla landfill in Skopje has an 
incinerator that burns approximately 35 percent of the sanitary waste, with the remainder going into other 
landfills. The high number of illegal dumpsites (over 1,000) is an issue addressed in strategic documents. 
There were developments to clean up illegal landfills and construct a temporary sanitary landfill in Rusino. 
There were also projects initiated to rehabilitate the Lojane mine and dispose of medical waste in an 
environmentally sound manner. Future activities in the waste sector envisage the closure/remediation of 
non-compliant landfills as well as the establishment of regional waste management systems.  

Montenegro 

Water infrastructure  
The percentage of the population connected to the water supply network in urban areas is higher than in 
rural areas. Water supply in rural areas is provided by public systems or individually. The poor condition 
of distribution networks, low reservoir capacity and lack of automated equipment for water-supply 
management result in huge losses from the water systems. Another major problem is the large number of 
illegal connections. Incentives for rational water use (including water tariffs) have not been applied for a 
long time, resulting in high net per capita consumption (293 litres per capita/day in 1996). From 2003 to 
2005 investments in the reconstruction of water-supply networks in coastal municipalities (EUR 5.1 
million) were carried out. The percentage of the population in rural areas connected to sewerage systems 
is substantially lower than in urban municipalities. Sewerage systems have been constructed in almost all 
urban centres, but these networks are rarely extended to suburbs or rural areas. In accordance with a 
master plan, the sanitation of existing facilities was carried out in Budva and Kotor. After 2005 
investments in sewerage systems started in Tivat and Kotor. Podgorica is the only town that has a 
functioning WWTP, which is under reconstruction. The plant is currently operating at reduced capacity, 
resulting in reduced treatment efficiency. The WWTP in Niksic is not currently operational. Preparation 
activities for the construction of a WWTP in the municipality of Niksic are underway. In 2003, a small 

                                                 
27 MoEPP, National Waste Management Plan 2006–2012 
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WWTP was constructed in Virpazar on the shore of Skadar Lake. A WWTP was also constructed in 
Rijaka Crnojevica.  

Waste infrastructure  

Only half of the 180,000 tonnes per year of municipal waste in Montenegro is collected and disposed of.28 
The remaining waste is dumped at illegal sites. Twenty municipalities dispose of their collected waste in 
their own disposal sites. None of these disposal sites, save for the temporary one in Lovanja, are equipped 
with technical features to mitigate environmental impacts, e.g. liners to reduce or avoid seepage into the 
soil. There is one sanitary landfill in Lovanja (used by the municipalities of Tivat, Kotor and Budva). The 
Podgorica sanitary landfill is under construction as is a regional recycling centre. Montenegro is planning 
24 municipal landfills and eight regional landfills. 

Serbia, including Kosovo (territory under interim UN administration)  

Serbia 

Water infrastructure  

At present, there are 153 public water supply systems serving about 60 percent of the population, while 
for an additional 15 percent of the inhabitants the water supply is inadequate. In rural areas the percentage 
of population connected to a water supply system is lower than in urban areas. The major problem of the 
water supply system is the obsolete infrastructure, which results in water losses and inadequate quality. 
The network of sewerage systems covers only about 33 percent of the population and about 87 percent of 
the total volume of municipal sewage is discharged untreated into the receiving waters. Insufficient 
maintenance and investments over the years has resulted in considerable deterioration of the sewerage 
infrastructure. Rural areas rely on septic tanks and just 13 percent of municipal wastewater is treated prior 
to discharge. The Sava River Basin receives about 80 percent of Serbia’s industrial wastewater. There are 
28 municipal and industrial WWTPs. However, these do not exist in the biggest towns Belgrade, Novi Sad 
and Nis. Some of the existing WWTPs have been abandoned; some only provide primary treatment and 
are not maintained properly.  

Waste infrastructure  

Hazardous waste is not collected separately; it is simply dumped in regular waste disposal sites. Between 
60 and 70 percent of solid waste is collected in urban areas and a smaller portion is collected in rural areas. 
There are illegal dumpsites of different sizes in rural areas and along riverbanks. Regional landfills have 
not been established, except in the Belgrade area where 12 municipalities use the Vinca landfill. Efforts 
have been made to prepare project documentation for the sanitary remediation of waste dumps for 31 
municipalities and the construction of 10 regional landfills. Local environmental action plans have been 
prepared in 14 municipalities, and the sanitation and remediation of waste dumps for four municipalities 
has been completed.  

Kosovo (territory under interim UN administration) 

Water infrastructure  

About 44 percent of Kosovo’s population is connected to the water-supply system while in rural areas the 
figure is just 9 percent. The water-supply network faces several problems, including obsolete facilities, lack 
of proper maintenance, water losses and low collection rates. There are no wastewater treatment facilities 
(only one is under construction, in the municipality of Skenderaj). Only a small part of the population is 
connected to sewerage facilities. In rural areas, wastewater is disposed of mostly in septic tanks. Kosovo 
plans to implement three pilot wastewater treatment plants in small villages.  

                                                 
28 Solid Waste Strategic Master Plan 
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Waste infrastructure  

Twenty-six out of 29 municipal dumpsites are rehabilitated. About 60–80 percent of all municipal waste is 
collected in urban areas, while rural areas have almost no waste-collection facilities. Nine sanitary landfills 
(Pristine, Zvecan, Podujev, Gjilane, Prizren, Dragash, Peje, Ferizaj Mitrovica) have been constructed.29

c) Investment needs in SEE 
Achieving compliance with EU environmental acquis in the water and waste sectors requires significant 
investments in infrastructure. In many SEE countries efforts have been made towards developing 
concrete and detailed investment strategies and programmes. These outline the scale and timing of the 
expenditure needed for accession-related infrastructure, administration, staff, and monitoring equipment. 
Efforts are still being made to estimate funding needs in the environmental sector. An overview of the 
funds needed to ensure compliance with EU environmental acquis is presented in Table 12. The data 
covers investments in municipal water and waste infrastructure.  

 

                                                 
29 EAR, KEAP, MESP 
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Source: `Environmental Financing trends in SEE` report, REC 2007 

Table 12: Assessment of funding needs to comply with EU 
environmental acquis 
Countries Estimated funding 

need to comply with 
EU environmental 
acquis ( in EUR 
million) 

Timeline of 
estimation 

Reference  

Albania 323 for 
environmental 
investments 
 
1,000  

until 2014 
 
 
until 2027 

draft National Environmental 
Strategy 

Bosnia 
and 
Herze-
govina 

Currently no overall 
estimation available 
 

 Some CARDS projects provide 
sectoral estimations 

Croatia 6,000 to 12,000   Estimation received from the 
Ministry of Environmental 
Protection, Physical Planning 
and Construction  

Former 
Yugoslav 
Republic 
of Mace-
donia 

2,400  
 

until 2030 CARDS 2005 Project  in 
Macedonia, “Environmental 
Management Strengthening” 
(Developing National Strategy 
for Environmental 
Approximation) 

Monte-
negro 

Assessment is 
ongoing 

 National Environmental 
Approximation Strategy is under 
preparation 

Serbia 4,000  2006-2015 However the National 
Environmental Strategy (NES) 
 

Kosovo 
(territory 
under 
interim 
UN 
adminis-
tration 

20  2007-2013 
 
2008-2010 

Kosovo Development Strategy 
and Plan-Draft 
Medium Term Expenditure 
Framework (MTEF) 

 

General observations 

• The process of adopting legislation varies from country to country and is most advanced in the 
EU candidate countries, while in Kosovo (territory under interim UN administration) it is still in 
the early stages.  
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• In terms of scope of legislation, the adopted approach can be illustrated as a combination of both 
sectoral and horizontal laws. The key principles of environmental protection are embedded in the 
Framework Environmental Laws, which provide the basis for the development of regulating 
procedures. 

• Positive developments can be observed in many countries in relation to the preparation of 
relevant strategies and programmes. The countries have integrated environmental infrastructure 
investments into national environmental action plans or implementation plans for water supply, 
wastewater management and waste. While these documents are based on various scenarios and 
timeframes, it is clear that the level of investments which will be implemented in the next 20 years 
exceeds the financial capacity of the countries. 

• Effective implementation of the legislation requires an appropriate institutional framework. 
Environmental concerns in the SEE countries must be considered alongside other priorities such 
as tourism, physical planning and science. However, frequent institutional changes sometimes 
make it difficult to coordinate the accession strategy in the environmental sector. The possibility 
of establishing environmental agencies and funds has been considered as the next step. 
Environmental funds are already in operation in Serbia, Croatia and the former Yugoslav 
Republic of Macedonia (as investment departments), while in other countries steps towards the 
establishment of such funds have been undertaken.     

• Administrative capacity is improving but remains insufficient to cope with the transposition and 
implementation of EU legislation. Special attention needs to be paid to the capacity of local 
environmental authorities, which is very limited except in the largest cities. The capacity of 
municipal utility companies to develop, secure financing and implement projects is also 
insufficient.  

• Municipal infrastructure in the SEE region suffers from major deficiencies which are especially 
visible in rural areas. For example, the percentage of the population connected to the water 
supply and sewerage network in rural municipalities is much lower throughout the region 
compared to urban areas. The existence of illegal dumpsites in rural areas is another major 
problem that needs targeted investments. 

• Improvements in the waste and water infrastructure have been made as a result of various 
investment projects undertaken in the region. Public spending on environmental infrastructure is 
increasing but is still too low to meet the needs for EU environmental compliance.  

3. Challenges in Municipal Infrastructure Development and 
Implementation 

The chapter begins with an analysis of the key challenges for municipal infrastructure development from a 
municipal perspective. Major difficulties in the early stages of project development are highlighted, 
followed by challenges in the project preparation and implementation phases. The chapter continues with 
a look at policy and financial issues of project development. In addition, major challenges are presented 
from a national perspective. A special focus is trained on the role and responsibilities of central 
governments in establishing the regulatory and policy framework for developing infrastructure projects. 
Finally, international perspectives are presented on the main problems in developing and financing 
municipal infrastructure projects.    

 32



 

a) Municipal perspective 

Project development and implementation 

 
Early Stages of Project Development  
 
The infrastructure development process at the municipal level depends on the existing framework of 
sectoral, national, regional or municipal strategies and plans for infrastructure development. At the 
programming stage the local project proponents often encounter difficulties in analysing their 
environmental problems and objectives in the context of these plans and strategies.  

Though the capacity of local project proponents is growing, they often face difficulties in analysing and 
prioritising the numerous environmental problems and objectives in the context of their country, sub-
region and municipality. This often results in searching for ad-hoc solutions to environmental problems 
instead of defining and verifying specific, realistic, measurable and time-related goals for the projects. 
However, in many municipalities this issue has been addressed through preparation of coherent multi-year 
investment plans and strategies. Bottom-up initiatives funded under various technical assistance projects 
in the region and targeting capacity building for local authorities has resulted in a better understanding of 
the strategic aspects of project development.  

Box 4. The role of local environmental action plans (LEAPs) 
 
A LEAP is a plan for managing local environmental and natural resources that 
addresses local sustainability issues, including identification of environmental 
investments. The LEAP as a management tool encompasses an assessment of the 
state of the community's environment (including social and economic aspects), 
setting environmental and other development priorities and creating an action plan 
to address these concerns over a given timeframe. The process of developing a 
LEAP provides a forum for bringing together a diverse group of stakeholders. 
These work in partnership with regional or local governments to agree on common 
priorities and activities for addressing environmental problems. These priorities are 
compiled in an action plan that serves to mobilise resources to begin to improve the 
state of the environment and quality of life in a given community. LEAPs are further 
incorporated into the management system of the local administration and linked to 
broader regional and national planning processes. 
 
There are several initiatives to develop LEAPs in SEE. One of the largest is a 
group of projects implemented in 20 communities across SEE by the REC with 
support from the Swedish Development and Cooperation Agency (SIDA). These 
projects focus on developing new tools for sustainable management, enabling 
regional cooperation and coordination and provision of funding for priority 
activities. The projects have resulted in improvements in the quality of life of 
approximately 65 to 75 percent of local populations, while the percentage of the 
country’s population benefiting from the results of these initiatives ranges from 
1.91 in Serbia to 5.31 in the former Yugoslav Republic of Macedonia and 7.52 in 
Albania. For example, in the town of Becej, Serbia, the priority environmental 
issues identified in the LEAP include communal waste disposal sites; industrial 
wastewaters; quality of drinking water; quality of water in lakes, rivers and canals; 
and sewage wastewater. Based on priorities identified in their LEAP, Becej, with 
the support of the REC and SIDA, implemented projects for the procurement of 
waste management equipment and the development of a plan for water 
supply systems in three settlements. 
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Box 5. Municipal development strategy in the municipality of Donji Vakuf, 
Bosnia and Herzegovina 
 
The preparation of the Development Strategy 2005–2015 in the municipality of 
Donji Vakuf was one of the results of the United Nations Development 
Programme’s project Municipal Assessment and Planning. The project was 
implemented with the involvement of local communities, minority and vulnerable 
groups, and other stakeholders (NGOs, businesses, etc). An essential part of the 
town’s development strategy was the setting of development goals and related 
priority projects, and identifying short-term priority activities. Infrastructure projects 
were analysed and assessed as the fourth development goal. Four groups of 
priority projects have been identified: water supply projects, wastewater projects, 
solid waste management projects, and street lighting and local road projects. The 
development strategy was adopted by the municipal council as an official city 
document which serves as a baseline for project identification and prioritisation. 
 

 

Project identification  

The next step, identification, is undertaken to assure that the project will be consistent with the goals as 
well as being feasible. The role of the municipal authorities in project identification at the local level is 
significant and is based on their ability to define the necessary environmental infrastructure improvements 
and to give them sufficient priority among other sectors’ needs, so that these projects can be financed. 
These improvements should be compatible with the existing legislation and national priorities.  

The concept of the environmental investment project as a unique sequence of specific coordinated and 
controlled activities undertaken to achieve a specific objective is often misunderstood in the SEE region. 
At the micro-level, people do not fully appreciate that a prudent project identification effort is the key to 
high quality project design and successful project financing in the future.  

Box 6. Successful project identification in Montenegro 
 
A good example of successful identification and prioritisation of projects at the local 
level is the USAID-funded Local Government Project. The project supported the 
preparation of participatory strategic plans in all 21 municipalities in Montenegro. 
These formed the basis for future development planning and budgeting and 11 
municipal assemblies formally adopted strategic plans. Another example of 
investment design through a participatory approach in Montenegro is the USAID-
funded Community Revitalisation through Democratic Action (CRDA) activity. The 
project engaged local people in decision making regarding municipal investment in 
their communities. The activity resulted in more than 1,100 implemented projects (a 
significant number of which are environmental infrastructure projects, amounting to 
USD 13 million). 

 

During the project identification stage, the project concept is analysed and elaborated. However, there 
are several challenges that local governments routinely face in the process of developing sound and 
consistent project concepts. 

• Involvement of the local community in the early stages of project development   

Although the local community is affected by various aspects of the investment project such as its 
environmental effect, location of infrastructure, operation and maintenance costs, etc., in many 
cases the relevant stakeholders are not involved in an efficient way or constructive dialogue is 
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missing. However, certain steps towards engaging the local community have been undertaken in 
many municipalities in the SEE region. 

Box 7. Public participation in Kavadarci, former Yugoslav Republic of 
Macedonia 
 
The municipality of Kavadarci gives an example of active public participation in the 
process of identification of environmental investments at the local level. Local 
development strategies which also target environmental infrastructure investments 
are developed through establishing local working groups composed of stakeholders 
from businesses, experts from municipal utility companies, NGOs, etc., who work 
together with the local government. 
 
• Project management gap 

In general, environmental investment preparation in many SEE countries suffers from a project 
management gap, i.e. a shortage of professional project managers who can take responsibility for the 
overall process. The responsibilities include not only the preparation of the technical documentation 
but also facilitation of smooth teamwork and consensus building across various groups of 
stakeholders. As the project managers in the SEE region usually do not undertake all these 
responsibilities, the projects that are designed and prepared often lack cohesion. This project 
management gap and the resulting inadequate project identification, design and preparation leads to 
lost opportunities for financial support. The possibility of political influence on the elaboration of the 
project concept can further hamper the process and with this in mind the lack of a project promoter 
can be considered a hindering factor. The project promoter is usually a designated person who is 
independent from political changes and assigned to develop the project further. However, there are 
many capacity building initiatives to tackle the project management gap in investment preparation.  
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Box 8. Local government capacity building in successful investment 
preparation (Municipal Infrastructure Agency Support Programme in 
Serbia) 
 
Local government capacity building in successful investment preparation 
(Municipal Infrastructure Agency Support Programme in Serbia) 
The Municipal Infrastructure Agency Support Programme (MIASP) is an EU-
funded project managed by the European Agency for Reconstruction (EAR). 
The programme provides technical assistance and grants to municipalities for 
identification, preparation, tendering and implementation of infrastructure 
projects in the fields of water supply, wastewater treatment, solid waste 
management, transport and district heating. In cooperation with the Municipal 
Infrastructure Agency (MIA), the Environment Protection Fund of Serbia (EPF), 
the Directorate for Water, the National Investment Programme (NIP), the 
European Bank for Reconstruction and Development (EBRD) and several 
Serbian banks, the programme has financed 11 projects with a total value of 
EUR 30 million. Nine projects are currently being prepared for financing or 
tender with a total value of approximately EUR 140 million. In addition, local 
government officials are being trained in project management techniques and 
preparation of viable investment projects. In close cooperation with the 
Standing Conference of Towns and Municipalities (SCTM/SKGO), special 
attention is given to the transformation of public utility companies.  
 
Croatian Association of Towns and Municipalities 
The Croatian Association of Towns and Municipalities has started to play an 
important role in capacity-building activities targeted at local authorities. These 
include trainings and assistance in project preparation and financing and 
developing project management skills. 
 

 
The project concept is usually elaborated in the pre-feasibility study report which is prepared in 
most cases by external consultants. Key challenges observed in the preparation of the pre-feasibility 
study relate to defining the size of infrastructure, inconsistencies in the formulation of alternative 
project solutions and lack of justification of these solutions to accomplish expected project results. In 
addition, the pre-feasibility study often omits proper assessment of risks and measures to mitigate 
them. In many cases it is difficult to identify the initial costs due to the lack of benchmarks at the 
country level. For example, when assessing the operational efficiency of the utility, benchmarks such 
as the number of connections per employee, number of administrative staff, number of inhabitants 
served per employee, level of breakdowns, response time for breakdown/accident reports, etc., are 
necessary for conducting a proper analysis and identifying reform measures.  

Preliminary assessment of project eligibility for financing is an important issue that can influence the 
development and implementation of the investment. In many cases it is not analysed in the pre-feasibility 
study due to limited knowledge about possible financing sources and the requirements for obtaining 
financing. An assessment of possibilities for co-financing from the municipal budget is rarely undertaken 
at this stage.  

Project preparation 
During the project preparation stage, a feasibility study is conducted to verify the relevance of the 
proposed environmental investment project in addressing problems in technical, environmental, financial, 
institutional, and social terms. In addition, it enables the local governments to determine at an early stage 
whether to seek financing for the full-scale implementation of the investment, or to suspend activities due 
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to a lack of clear benefits or unacceptable risks. It is an organised process for gathering and analysing the 
information required to assist the municipalities in making crucial decisions.    

At the project preparation the local project proponents usually engage external consultants to conduct a 
feasibility analysis. Key issues observed in a feasibility assessment process are divided into those 
encountered by local authorities and those encountered by local consultants: 

• Past practices in feasibility study development versus internationally accepted standards  

The established practice in feasibility studies in the SEE region is to focus on the preparation of a 
project plan while assuming that the project concept is feasible. This practice disregards the 
requirement to develop and compare two or three alternative solutions and it focuses only on the 
desired technical solution. This approach does not correspond to the internationally understood 
meaning of ‘feasibility study’, which is an inquiry that seeks to show the proposed project is the 
best possible alternative for solving an environmental problem. Furthermore, it does not provide 
the necessary information for an external reader or financing institution to make a reasonable 
decision about whether or not to provide financing.  

In many cases limited attention is paid to institutional, social or environmental aspects of the 
investments. For example, the capacity of the utilities is not adequately assessed and key 
organisational and managerial gaps are overlooked. Conducting a financial analysis according to 
international procedures is also difficult to achieve. In the past project preparation focused mostly 
on developing detailed engineering designs with a cost estimate and in some cases a rough 
estimate of operating costs and revenues. Currently, the major challenges in financial analysis are 
related to the preparation of projections of financial revenues and costs specifically related to the 
project investment. Presenting the financial viability of the project over its economic lifetime and 
analysing its financial effects on the utility is also problematic. Moreover, the financial analysis 
often lacks project socio-economic benefits (environmental pollution reduction, health issues, 
economic revenues, etc.) as well as properly conducted sensitivity and risk analysis.  

• Capacity of the local project proponent to contract, manage and cooperate with consultants  

In many cases municipal authorities face difficulties in managing consultants and monitoring their 
work closely. In addition, local governments in some SEE countries are not adequately prepared 
to cooperate with the consultants and provide the assistance needed for conducting the analysis.  

• Skills and experience of local consultants engaged in municipal environmental infrastructure 
projects 

Although many consultants from the SEE region are familiar with standard tools and techniques 
in developing environmental investment projects, they often lack practical experience in using 
these tools effectively. For example, the identification, analysis and justification of project 
alternatives according to technical, environmental, financial, and economic criteria is challenging 
for local consultants. The concept of multiple solutions to a single environmental problem is not 
well understood.  

Local consultants lack experience with infrastructure projects in a market economy. The feasibility study 
often omits essential information, fails to justify statements or lacks conclusions, and thus does not enable 
the external reader, usually a financing institution, to determine whether the project is feasible or not. 
Another issue inseparable from the market approach is a thorough understanding of the principles of 
financial management and practical understanding of project risks. Without this understanding there will 
be deficiencies in the financial analysis outlined above. In many cases a number of experts develop the 
various sections of the feasibility study but there is a lack of coordination between them. As a result some 
components of the study are incoherent.   
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Box 9. Good practice in project preparation – Public Water Utilities 
 
Key features of good project preparation for the reform and financing of water utilities 
are: 
 

• Assessment of the financial performance of the Utility that includes the financial 
standing of the Utility, which is important to assess its financial status and present an 
accurate picture of its revenues, liabilities, costs and financial efficiency. 

• Institutional and legal framework:  
- Autonomy and responsibilities of the Utilities must be assessed in order to 

establish the Utility’s level of financial and managerial autonomy for public 
service provision. In transition economies the institutional structure is not 
always clear and are subject to frequent conflicts which dissuade any 
external financer. 

- Specific legal issues affecting Utility operations should be assessed during 
project preparation and mitigation. 

• Operational efficiency to achieve cost savings. By identifying and implementing 
cost savings during project preparation the Utility can improve its financial standing. 

• Socio-economic/affordability analysis: tariffs and consumer affordability is 
important and can be reached through a socio-economic affordability study that 
assesses the need for tariff restructuring and the scope for tariff increases in 
relationship to fair market rates and customer affordability. 

• Technical evaluation of current utility service provision and development needs will 
assist in identifying both the short-term as well as the medium to long-term capital 
investment needs. 

• Long-term Strategic Plan is necessary to provide a framework within which the 
Utility and the local or regional government can agree on. This will identify the 
longer-term service improvement and investment needs. 

• Short-term investment programme should address the Utility’s specific short-term 
priority capital investment needs identified during the technical evaluation, move 
towards the development goal identified in the Long-term Strategic Plan and be 
affordable. 

• Project financial analysis should show that the Utility can afford both to finance its 
operations and maintenance costs and the short-term investment programme. 

• Project procurement and implementation should take into account local construction 
seasons, permitting and approvals requirement and it should outline the 
organisational structure for project implementation. 

• Project Environmental Assessment: all environmental impacts of the project should 
be assessed and an environmental action plan developed, according to the minimum 
standards acceptable to international institutions for financing. 

• Utility preparation is essential in order to implement the institutional reforms, as 
well as the financial and operational performance improvement measures. 

• Preparations for further technical assistance need ToRs to be developed as a 
component of the initial project preparation. 

 
Source: DABLAS Task Force 2005 

 

Project implementation phase  
At the implementation stage the local authorities often encounter difficulties in contracting, procurement 
and contract management. In addition, incomplete technical data and design omissions can lead to delays 
and additional costs. A common issue is unclear land acquisition procedures. At this stage external 
problems can also arise. These are related to risks or conditions beyond the control of the involved parties 
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(e.g. unexpected ground conditions; natural disasters such as earthquakes, floods, storms; wars; general 
strikes; etc.). Price changes for construction materials can also lead to additional costs.   

Policy issues 

Strategic planning in environmental infrastructure development  

Trying to meet environmental targets with insufficient financing, municipalities in SEE have recognised 
the necessity for improved strategic planning. This includes the preparation of a long-term plan providing 
a framework within which the public utility, the local government and the community can agree. The plan 
should include the investment needs for a sustainable improvement in public service provision and the 
restructuring of utilities. Although technical assistance projects have sought to boost the capacity of 
municipalities for the development of strategic capital investment plans, further efforts in this area are 
needed.  

 
Table 13. Investment planning involving the local community and 
municipality for improvement of water quality in Zvornik, Bosnia and 
Herzegovina  

Project 
Component Sub-component 

Rehabilitation and reconstruction of the water supply system in 
the town of Zvornik; from 2007 to 2010, in four phases 
Expansion of the water supply system in Zvornik; from 2008 to 
2035, in six phases 
Rehabilitation and reconstruction of the water supply system in 
the town of Kozluk; from 2009 to 2010 
Expansion of the water supply system in Kozluk; from 2009 to 
2035, in three phases 

Water supply 
systems 

improvement 

Expansion of the water supply system in Branjevo; from 2008 to 
2035, in three phases 
Construction of wastewater collector Divic-Zvornik; from 2008 to 
2010 
Construction of wastewater collector Zvornik-Karakaj; from 2010 
to 2024, in two phases 
Construction of WWTP for Zvornik; from 2026 to 2030 
Construction of wastewater collection and treatment system in 
Kozluk 

Wastewater 
collection and 

treatment 

Construction of wastewater collection and treatment system in 
Branjevo 
Phase 1: Separation of water supply and wastewater 
management service from other PE services  

Institutional 
measures 

(PE capacity 
building) 

Phase 2: Establishment of PE water supply and wastewater 
management as a separate entity/enterprise 

 

Integrated approach 

When developing municipal environmental infrastructure projects the local project proponents often take 
a narrow approach in addressing pollution mitigation. In many cases investment projects consist of 
controlling only one type of pollutant, rather than applying an integrated pollution prevention approach. 
For example, water sector projects often lack an integrated approach to developing a sewerage network 
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together with wastewater treatment plants. Effective solutions can be achieved if these policies are 
considered in a coordinated way.  

NIMBY (“Not-in-my-backyard”) syndrome  

The NIMBY syndrome is a key issue especially when regional projects are implemented which target small 
municipalities. The local communities support the building of the infrastructure in general but are against 
it when if it is sited in their own neighbourhood. For example, the concept of waste management in 
Bosnia and Herzegovina is based on a regional approach and envisages the establishment of several 
regional landfills on the basis of efficiency and economic viability. There are two regional landfills in 
operation so far. Activities regarding the establishment of other regional landfills are at different stages 
and the major problem is the NIMBY syndrome and problems with locations of future regional landfills. 
Mitigation of the NIMBY syndrome can be achieved through proper communication with the 
stakeholders and a persuasive justification of the selected site. 

Inter-municipal cooperation 

Joint development initiatives to solve environmental problems in the SEE region are limited. The reason 
is the prevalence of “local thinking” and competition instead of cooperation, as well as the lack of 
accumulated experience, best practices and know-how to design and implement successful joint projects 
with a regional character. In addition, the municipalities are usually too small in technical, economic and 
political terms to efficiently construct and operate environmental infrastructure in sectors such as waste 
and wastewater management. Limited cooperation between local project proponents is a major issue for 
rural municipalities and this can cause major difficulties in dealing with waste or wastewater pollution. 
Such environmental problems usually affect neighbouring municipalities, as well. Targeting the problem 
through regional investment projects with adequate economies of scale is in many cases the most effective 
solution. However, certain legal, accounting and ownership problems stand in the way of regional 
approaches.  

Box 10. Inter-municipal cooperation in Serbia – the Duboko Regional Solid Waste 
Management Scheme (Cacak/Uzice) 
 
The objective of this project is the improvement of the environmental conditions in nine 
municipalities (Cacak, Uzice, Bajina Basta, Pozega, Arilje, Cajetina, Kosjeric, Lucani and 
Ivanjica) by improving the municipal solid waste management system. JPK Duboko, a 
waste management utility company, was established for the purpose of constructing and 
operating a regional solid waste landfill for these municipalities. Most of the company’s 
shares are owned by the municipalities of Cacak and Uzice. 
The proposed EUR 11.9 million project will be financed by an Environment Protection Fund, 
an EAR grant (Municipal Infrastructure Agency Support Programme) and an EBRD loan of 
up to EUR 5 million to Duboko, secured by a municipal support agreement by the cities of 
Cacak and Uzice. Implementation is expected to start in September 2007. It will be the first 
regional landfill fully compliant with EU requirements and the national solid waste 
management strategy. It is an example of multi-municipal cooperation which can be 
replicated in other municipalities. It will be also be a good model for applying the cost-
recovery principle, achieving economies of scale and using modern management 
techniques and technology. 
The project includes a waste separation line, an administration and laboratory building, a 
facility for vehicle washing and disinfecting, a weight-bridge, a power substation, areas for 
communication and infrastructure (internal roads), and a protection zone around the site. It 
includes eight transfer stations and transport for and closure of existing dumpsites. After the 
closure of the existing dumps, purification and rehabilitation of the sites is also expected to 
be financed. 
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Legal issues 

 

Tariff collection rates – legal aspects 

A common problem for public utilities in the SEE region is a low tariff collection rate. This can have an 
adverse impact on the overall operational efficiency of the utility. In many countries the problem of low 
tariff collection cannot be addressed because there are no adequate legal procedures or mechanisms 
related to enforcement of payments and disconnection of illegal connections. Low collection has also 
financial implications that affect utility efficiency. These are elaborated in subchapter 2.3. 

Legal arrangements between public utilities and local governments 

In the process of decentralisation the institutional and legal arrangements between the public utilities and 
local governments are not always clearly defined, which often results in conflicting institutional and legal 
structures and interests. Political interference in decision making and management of the utility can result 
in lost financial opportunities because donors may not work with utilities that operate in an unstable, 
unpredictable environment. Thorough assessment of managerial autonomy at utilities should be carried 
out during the project preparation stage and the required institutional reforms need to be identified.  

Enforcement mechanisms and incentives 

There are differences between countries in how they apply incentives or enforcement mechanisms for 
municipalities that do not meet national standards and regulations related to municipal environmental 
service provision. The municipalities in many SEE countries are not required by law to start developing 
environmental infrastructure projects. The process of applying incentives is relatively advanced in Croatia 
while in other countries it is at an early phase. 
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Box 11. Example of Croatian incentives 
 
The Croatian general system of tax legislation applies to all investments, including 
provisions referring to environmental investments. A few examples are introduced below: 
The Act on State Aid (O.G. 140/2005) and Regulation on State Aid (O.G. 50/2006) 
prescribe assistance for environmental protection activities as follows: 
• remediation of polluted areas (100 percent of eligible costs, meaning cost of labour 

minus increased land value) if the person responsible for pollution is unknown or costs 
cannot be imposed upon that person; 

• current activities, if they significantly contribute to environmental protection; 
• adjustment to new obligatory environmental standards by small and medium-sized 

enterprises (SMEs) — up to 15 percent of eligible costs for three years from the 
acceptance of standards; 

• achievement of a higher level of environmental protection than is determined by 
obligatory standards or investment in environmental measures for the period when 
obligatory standards didn't exist: up to 30 percent of eligible costs to big enterprises, 
and up to 40 percent of eligible costs to SMEs; 

• energy efficiency and the production of electrical and thermal energy, as well as 
renewable sources of energy: up to 40 percent of eligible costs to big enterprises, and 
up to 50 percent of eligible costs to SMEs. 
 

According to the Value Added Tax Act (O.G. 47/1995, 106/1996, 164/1998, 105/1998, 
54/2000, 73/2000, 48/2004 and 82/2004), foreign donations, including donations in the 
environmental sector, are exempt from VAT provided that a contract between the donor and 
beneficiary or a statement of the donor exists, and that the beneficiary is a non-profit 
institution (e.g. national and local authorities, humanitarian associations). For example, the 
VAT relief is applied to the EU’s LIFE III–Third Countries, PHARE programmes and 
international agreements in environmental protection, including the VAT relief provisions. 
VAT relief is operationally implemented by the tax department of the Ministry of Finance. 

Financial issues  

Central budget allocations to municipal environmental infrastructure development  

Although the allocations for municipal environmental infrastructure are increasing they are still 
insufficient to cover the investment needs. As a result of sufficient capital expenditure proper 
infrastructure is not constructed and the existing facilities deteriorate. In addition, the fundraising capacity 
of the municipalities is limited or hindered by existing regulations. For example, municipal borrowing laws 
and budget laws impose significant restrictions in relation to municipal borrowing. This issue is further 
elaborated in subchapter 3.2.  

Tariff collection rate – financial aspects 

In addition to the legal aspects outlined in subchapter 2.2.2, low tariff collection rates and low tariffs have 
financial ramifications. Revenues are low and the tariff structure can hardly cover proper maintenance and 
operation of facilities and is not sufficient for capital investments. Low-cost measures to decrease further 
deterioration of the facilities are seldom undertaken. Typically, there is reluctance at the national and local 
level to increase the tariffs to full cost recovery because of social reasons. As a result, public utilities 
experience difficulties in developing short- or long-term organisational and public service provision 
reform plans. 
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However, certain measures towards improving the financial performance of utilities have been undertaken 
through donor- and IFI-funded projects focused on investments in municipal infrastructure. Some 
countries have made additional steps to increase the collection rate. For example, Albania launched its 
Summer Period 2002–Water Supply Action Plan (SP-2002-WSAP)30 to stabilise the size and quality of 
water supply. This action plan included various measures involving local governments, water utilities, and 
ministries dealing with the sector. The mid-term results were: a) out of 7,728 illegal connections, 1,475 
were cut off; b) out of 392 unlicensed car washing facilities, 180 were closed; c) city districts that formerly 
had water for barely one or two hours per day now receive significantly longer hours of water supply; and 
d) the revenue collection rate during June–July 2002 increased by about 30 percent on average. 

Limited capacity of local governments in financial aspects of project development 

• Insufficient knowledge about the available financing options  

Project proponents possess insufficient knowledge about the available financing opportunities (of 
either national or international origin), the eligibility criteria and the funding requirements. In 
order to obtain financing it is necessary that project proponents convey a thorough understanding 
of financing instruments and a comprehensive knowledge of projects and programmes in the 
country dealing with investment development and management, types of financiers and their 
requirements, and project submission and procurement rules. This is crucial for the creation of a 
sound project design, successful and constructive dialogue with donors or IFIs, and addressing 
and overcoming barriers early on in project development. 

• Obstacles in borrowing by municipalities  

It is often indicated that at the municipal level there is a fear of debt and a tendency towards 
grant-seeking, with borrowing not considered an option. This often results in developing projects 
that only aim to be compatible with donor requirements and support at the national level. It 
prevents the municipality from developing a project that will serve as a solution to existing 
environmental problems. In addition, full cost recovery taking into account all costs, repayment 
of loans, etc., is not applied. The unwillingness to take loans on market conditions often delays 
the achievement of environmental targets as the existing technical documentation becomes 
outdated and the environmental conditions are further degraded.  

                                                 
30Technical Assistance: Benchmarking and Monitoring the Water Supply and Sanitation Sector in Albania, Municipal 
Water and Waste Water Project, World Bank 
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Box 12. Construction of WWTP in Kumanovo under the Municipal and 
Environmental Action Programme, former Yugoslav Republic of Macedonia  
 
The programme aimed to improve the water supply network and construct WWTPs 
in five municipalities in the former Yugoslav Republic of Macedonia (Kumanovo, 
Stip, Veles, Strumica and Struga).  
 
Financing: 
EBRD loan of EUR 20.8 million allocated to the water supply network  
Local contribution of EUR 5.1 million 
EUR 6.9 million Switzerland (grant) for WWTP in Kumanovo 
EUR 3.6 million Germany (grant) for water supply in Ohrid/Struga 
EUR 4.2 million Portugal (loan) for WWTP in Stip 
EUR 4.8 million Greece (grant) for WWTP in Strumica 
EUR 7.9 million Portugal (loan) for WWTP in Veles 
 
In addition to this, grant funding of EUR 3.9 million was raised for the 
implementation of a public-awareness campaign. The money came from Japan 
(EUR 1.5 million), Denmark (EUR 0.75 million), Canada (EUR 1 million), 
Switzerland (EUR 0.35 million) and the United States (EUR 0.3 million). 
 
The construction of the WWTP in Kumanovo aimed to treat the wastewaters 
polluting the River Kumanovka. The project gave sewerage coverage to some 
100,000 inhabitants. The project was financed by an EBRD loan, government 
financing and a minor local government contribution. The Macedonian government 
provided guarantees for the EBRD loan. The municipality participated through in-
kind contributions (ground work was executed by the public utility company). The 
project was defined as a priority action in the local development strategy of the 
municipality. One helpful factor was the active involvement of the Roma population 
directly affected by the untreated waters polluting the river. The Roma population 
was encouraged to take appropriate action in terms of cleaning illegal landfills at 
the riverbank. Simultaneously, a public-awareness-raising campaign was launched. 
These activities contributed to securing financing for the project. 

 

• Inappropriate attitude of the project proponents 

Another hindrance that has been observed is the approach adopted by some of the local project 
proponents in communication with financing sources. Lack of experience in working with 
financing institutions often results in project organisers being secretive and not informing donors 
about potential risks in project development and implementation. This is a significant hindrance 
because if risks are not addressed at the beginning they may hinder project implementation at a 
later stage. Furthermore, some project proponents tend to give their consent to everything the 
financing institution proposes, regardless of its merit, which may also hinder implementation.   

It is often noted that the local project proponents fail to persuade the desk officer that the 
proposed investment project is a priority and cannot prove clear ownership of the project. This 
may mean the project proponents are too focused on fundraising and have submitted the project 
because of the funds available and not because it addresses existing environmental problems. 
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Box 13. Main criteria for successfully acquiring financing 
 
The main criteria for successfully acquiring financing are:  
 
• provide detailed cost estimates for the project; 
• present alternatives and justify the chosen solution, consider also low cost 

measures;  
• provide sufficient information on the applicant and project owner, using financial 

indicators to prove that there is a sufficient revenue base to return the loan;  
• provide information about current and planned tariff levels, about the plans for 

changes in the tariff policy, and the intended improvement of the collection 
rates;  

• include data on the ability of the households to pay the tariffs;  
• in case co-funding is needed, have a plan to cover the remaining part and how 

to allocate own sources;  
• if a guarantee is needed, plan ahead how long it takes to acquire it. 

 

b) National perspective 

Transposition of EU legislation  

One of the key challenges for the central government is transposing and implementing EU legislation. 
This is a complex process that requires harmonisation of the national legislation and a clear description of 
the roles and responsibilities of ministries and local authorities. Progress has been made in harmonising 
the legislation throughout the region, although the situation varies from country to country. However, the 
rapid transposition of EU legislation has left an implementation gap, an overlap of legal provisions due to 
the lack of cross-checking between laws and the need for bylaws and other provisions necessary to 
implement the new legislation. There is also a need for greater inter-sectoral coordination and a need to 
integrate environmental objectives into other sectoral policies, strategies and goals.  

Municipal borrowing: debt service limits  

Municipal borrowing for capital projects is regulated comprehensively in Serbia and Montenegro31 and 
Croatia. Regulations are less detailed in Albania and the former Yugoslav Republic of Macedonia. In 
Albania borrowing is permitted but regulations are not clear or not in place regarding most aspects of 
municipal borrowing. In Kosovo (territory under interim UN administration) municipal borrowing cannot 
exist. In Bosnia and Herzegovina, municipal borrowing was suspended following an agreement between 
the country’s government and the International Monetary Fund (IMF). Current budget laws in the country 
allow municipal borrowing provided that the municipal project proponents can meet a set of criteria that 
has yet to be issued. 

Notwithstanding the existing municipal borrowing laws, budget laws and other regulations needed for 
capital improvements at the local level, municipalities often encounter regulatory restrictions and strict 
oversight from various ministries when applying for a loan. These restrictions are sometimes too stringent 
considering the size of the proposed investment projects and do not take into consideration the lifetime of 
the investments. For example, in Bosnia and Herzegovina both entities have a law restricting municipal 
borrowing to 20 percent of the recurring revenues available to municipalities. In Serbia the debt service 
ratio is 15 percent of annual revenue. In Croatia the law on local and regional self-government determines 
possible municipality debt and if indebtedness is overdrawn the municipality cannot borrow.  

                                                 
31 Information refers to the former state union Serbia and Montenegro 
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Domestic sources of financing   

Financing from state and local budgets for municipal environmental infrastructure has been growing but is 
still unable to meet needs. Provisions for applying the various economic instruments, such as pollution 
and product fees, have been stipulated in laws, but in practice the instruments have met with limited 
success. 

Public environmental expenditure is based on multi-annual investment programmes set at the national 
level and managed by the relevant ministries. Although efforts have been made towards establishing 
environmental funds as specialised environmental financing institutions, the development of domestic 
environmental financing mechanisms is still in the early stages. Environmental funds are currently 
operational only in Serbia and Croatia. In Montenegro, there have been initiatives towards the 
establishment of an environmental protection agency and environmental infrastructure investment fund. 
Preliminary work has also been undertaken in Bosnia and Herzegovina. The Macedonian fund was 
replaced by a budget environmental investment programme. The possibility of financing environmental 
issues through eco-charges (the revenues of which are held in a separate account in the central budget) 
was introduced in Montenegro but never fully implemented.   

Despite the progress in involving local capital markets in infrastructure development, their role is still 
limited. However, differences can be observed between the various countries. In Serbia a number of 
commercial banks (i.e. Agriculture Bank, Yu-bank, Delta Bank, Vojvodanska Banka, HVB-Bank, Societe 
General Bank, Pro-Credit Bank) are active in the municipal sector. Commercial banks in Croatia also 
provide loans for municipal infrastructure projects.  

Box 14. Central budget funding for water projects, former Yugoslav Republic of 
Macedonia 
 
In the former Yugoslav Republic of Macedonia, three funds offer funding from the central 
budget for water sector projects: 
  
• The Ministry of Agriculture, Forestry and Water Economy administers a fund for water-

related investments. This fund is managed directly by the government and linked to 
the implementation of programmes.  

• The Ministry of Transport and Communication also has a fund from which water 
investment projects can receive support. 

• Within the Ministry of Environment there is an investment department to fund water 
infrastructure. The investment department formerly operated as an extra budgetary 
environmental fund.  

 
Despite the fact that three funds exist, they all operate with small budgets. Due to the lack 
of inter-ministerial coordination it sometimes occurs that a single proponent receives 
finance from all three sources which makes administration complicated. Thus it is 
recommended that the ministries coordinate the water-funding strategies of the three 
sources. 
 

c)  International perspective 
This subchapter analyses obstacles for municipal infrastructure development outside the SEE region. It 
focuses on the barriers from the EU perspective followed by selected aspects related to bilateral donors 
and IFIs’ assistance to the region. 
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EU assistance 

Financial assistance from the EU to the SEE countries in the period 2001–2005 was provided mainly 
through the CARDS programme. Between 2002 and 2004 it can be concluded that Serbia and 
Montenegro (including Kosovo) and the former Yugoslav Republic of Macedonia allocated about one-
fourth of total CARDS support to environmental projects. In terms of the amount of CARDS funding 
devoted to environmental projects, these countries are followed by Bosnia and Herzegovina, Albania and 
Croatia.32 Croatia also received financing for large-scale infrastructure projects from the EU’s ISPA 
programme. A new instrument was made available from January 2007 which substitutes for the previous 
pre-accession programmes. As candidate countries, Croatia and the former Yugoslav Republic of 
Macedonia will benefit from all four sections of the IPA programme, while the other countries will receive 
financing from two components. Finance for environmental infrastructure is channelled through a 
regional development component.  

A key challenge for the implementation of the IPA programme is the countries’ capacity to absorb the 
funds. In the former Yugoslav Republic of Macedonia the administrative structure is under development 
while in Croatia it has been established; in both countries the operational programmes are under 
development. In the other countries the establishment of the structures is still at an early stage. The IPA 
instrument provides financing for municipal infrastructure projects. One pre-condition for a project to 
obtain funding from the IPA is its national priority. Another issue is the maturity of the project, i.e. the 
availability of projects with required project preparation documentation.  

Bilateral donors’ assistance  

Bilateral donors are an important source of funding for the SEE countries. They often provide external 
aid in the form of grants and sometimes loans. Priority areas of involvement include capacity building, 
institutional strengthening and, in some cases, project preparation. Grant support is also provided for 
small-scale infrastructure projects. Bilateral donors also play an important role in bridging the financial gap 
between the municipality’s own financial source and IFI loans or IPA support. Bilateral donors are 
political institutions, which means they often aim to promote and disseminate the technology and skills of 
their home country. As a result, grant support can be tied to certain conditions such as using experts and 
companies of the donor country for project preparation and implementation.  

In conclusion, obtaining the assistance of bilateral donors depends on the compatibility of the projects 
with the priorities and objectives set by the bilateral donors themselves. Funds from bilateral donors are 
especially relevant for small-scale projects, co-financing or when technical assistance for project 
preparation is needed. However, the main obstacle to bilateral donors’ funding is its availability rather than 
applicability.  

International financing institutions’ assistance    

International financing institutions support the development of environmental infrastructure in SEE 
countries through the provision of soft loans, meaning that payback conditions are more favourable 
compared to loans taken out on commercial terms. They also provide credit guarantees and assist in 
project preparation. 

The requirement that the projects have sufficient economies of scale and a relatively high threshold for 
obtaining financing is often difficult to meet for local project proponents. Small-scale projects cannot 
comply with the threshold requirements and thus cannot obtain soft loans. Securing co-financing is often 
problematic as well. There are also stringent requirements in relation to the technical, economic, social and 
environmental feasibility assessment of projects. For IFI financing, the major challenge is not the 
availability of the funds but the ability of the project proponents to use them.  

                                                 
32 Targeting the Environmental Investment Challenge in SEE, REC, Nov. 2005 
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Box 15. EBRD loan for the Zagreb Solid Waste Programme (ZGOS) 
 

The EBRD provided funding for the Zagreb Solid Waste Programme (ZGOS) as well as for 
the completion of two landfill cells. ZGOS is a public company owned by the City of 
Zagreb. The company’s responsibility is to rehabilitate existing landfills into sanitary ones 
and to operate the Jakusevac landfill. The global objective of the project was to assist 
Croatia in complying with EU environmental standards linked to municipal solid waste 
disposal. The rehabilitation project is expected to result in the protection of the City of 
Zagreb’s groundwater sources. An EIA for the project was accompanied by an 
environmental awareness-raising programme. The public was involved via intensive 
consultation processes. 

The total project cost was EUR 66.5 million, and the EBRD loan to ZGOS amounted to 
EUR 40 million. The loan financed a part of the existing ZGOS municipal loan and the new 
investment component. Since the loan was not guaranteed by the City of Zagreb, this 
could be considered as the first non-guaranteed direct public utility loan by the EBRD to 
Croatia. Instead of a financial guarantee, a municipal support agreement was concluded 
that laid down the responsibilities of the city with regards to tariff policy, corporate 
governance and regulatory framework. In addition, a service and operational contracts 
were signed between ZGOS and the city as part of the overall waste management 
strategy. Technical assistance for the preparation and implementation of the contracts was 
also financed by the loan. 

 
Another hindrance is related to the on-lending schemes. Although some IFIs channel funds through on-
lending mechanisms targeted at local banks, the level of assistance is still limited. The insufficient on-
lending schemes are a significant barrier to the further involvement of local banks in financing municipal 
infrastructure. Furthermore, this hindrance prevents the banks from providing financial products to 
support private sector involvement in municipal infrastructure development. However, in some SEE 
countries (Croatia, Bosnia and Herzegovina, Montenegro and Serbia) steps have been taken towards 
developing such on-lending schemes.  
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Box 16. Council of Europe Bank’s cooperation mechanisms with the banking sector 
in SEE (Croatia, Serbia and Montenegro) 
 
Four on-lending schemes have been developed with the cooperation of Council of Europe 
Bank (CEB). First, the state acts as borrower or guarantor providing sovereign guarantee 
and then on-lends through the banking sector. Second, the CEB funds commercial banks 
directly without sovereign guarantee. Third, the CEB funds an EU financial institution, 
which subsequently finances projects in SEE. One example of this is the Municipal 
Finance Facility which supports municipal infrastructure projects in SEE countries, such as 
Croatia via KfW Bank Group. With the fourth on-lending mechanism, an EU financial 
institution can borrow directly from the CEB, then lend on to subsidiaries or an associated 
bank located in SEE (e.g. Croatia, Serbia and Montenegro) to finance the project. The 
above-mentioned operations are subject to credit-risk analysis incurred by the CEB. 
Whenever necessary, additional guarantees are set up in order to prevent solvency risks. 

 

Box 17. World Bank Local Development Pilot Project, Bosnia and Herzegovina 
 
One of the objectives of the local development pilot project was the development of a 
municipal credit market. Technical assistance and training to local private commercial 
banks was provided to improve their municipal credit analysis and project appraisal skills in 
order to ensure sound lending decisions. Five banks were selected for municipal lending: 
Raiffeisen Bank Bosnia and Herzegovina, Unicredit/Zagrebacka Bank, Univerzal Bank, 
LHB Bank and Nova Bank. The World Bank funds were provided to established project 
management units responsible for on-lending to the selected banks. A revolving loan fund 
was established from which funds were on-lent to the banks for financing municipal loans. 
Municipal lending transactions started two years after the project commencement. Twenty-
three loans have been approved and disbursed to municipalities via the selected banks, 
amounting to a total EUR 8.4 million. 

 
General observations 
 
The key challenges to effective implementation of municipal infrastructure projects can be divided into 
those at the local level, the national level, and outside the region. Some of the challenges need to be 
considered as a first step in order to expedite the municipal infrastructure development. These are: 

• insufficient domestic financing for municipal infrastructure development; 

• inefficient capacity for project identification and preparation; 

• unfavourable conditions for borrowing; and 

• inefficient operation of utility companies.  

Small and medium-sized municipalities in SEE bear the responsibility for environmental protection 
through the management of local waste and water infrastructure. Throughout the region municipalities 
that manage this infrastructure require expertise, training and especially capital to upgrade and repair the 
facilities. Often, the available capital remains unused due to the limited capacity of local project 
proponents to identify, formulate and prepare investment projects compatible with the requirements of 
financing institutions. This situation has improved recently as a result of technical assistance projects 
aimed at capacity building at the local level, but the efforts need to continue. 
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4. Showcasing Good Examples and Best Practices  

a)  Case study 1: Assisting local governments to prepare environmental 
infrastructure projects  

 
The project Cross-Border Cooperation through Environmental Planning and Investment is funded by the 
Dutch Ministry of Foreign Affairs and implemented by the Regional Environmental Center for Central 
and Eastern Europe (REC). Through combining capacity building and supervised preparation of 
environmental investments the project addressed the major gaps at a local level in investment project 
design — skills, experience and practical usage of project management tools. The project has identified 
three priority cross-border environmental problems in the SEE region: Site 1: Zvornik, Bosnia and 
Herzegovina and Mali Zvornik, Serbia; Site 2: Debar, former Yugoslav Republic of Macedonia and 
Peshkopia, Albania; and Site 3: Bileca, Bosnia and Herzegovina and Niksic, Montenegro.  

Selected obstacles that were address: 

• Involvement of the local community in the project design  

A series of workshops on identification of environmental problems and preparation of the 
investments to address these problems were organised at each of the three sites. Identified 
working groups of key stakeholders from both sides of the border (local authority decision-
makers and relevant specialists, managers and technical directors from utility companies) were 
actively involved from the beginning of project design.  

• Ownership 

The design of the workshops deliberately encouraged active participation and ownership of the 
process by all local participants. During the project formulation stage the key stakeholders 
presented and defended the project concepts at meetings with the wider affected community. The 
outcomes of the feasibility assessment were also presented to the local community. These 
meetings were an opportunity for collecting feedback and contributed to further formulation of 
the project strategy. They also strengthened the local ownership of the project process.  

• Project strategic context 

Various aspects of project strategy were discussed and analysed at the workshops for the key 
stakeholder working groups. These were further elaborated in the pre-feasibility and feasibility 
studies.  

• PCM tools in practice 

During the workshops the key stakeholders received training in project cycle management and the 
logical framework approach. In the workshops, small groups used these techniques to analyse all 
aspects of the environmental problem and determine those aspects which could be best addressed 
by the infrastructure investment project. They also agreed on the core project purpose and higher 
objectives that the environmental investment project should achieve, and formulated the key 
components of the proposed investment project.  

• Work with external consultants 

Four expert teams of local consultants were recruited to prepare a feasibility study for the four 
investment projects. These worked in close cooperation with local key stakeholders. A regional 
workshop was held to present and finalise the methodology for the feasibility study. It also 
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enabled experts and local stakeholders to develop working relationships from the beginning of 
feasibility study preparation.  

• Insufficient experience and skills of local consultants  

A regional workshop on feasibility study preparation brought together the external consultants 
and the local key stakeholders. The workshop explained the feasibility study approach, 
methodology and expected outcomes. A series of meetings were held during the feasibility study 
preparation providing guidance and assistance to local consultants and enabling them to apply 
international standards in investment preparation. 

• Efficiency of the utilities 

The need for improvement of utility efficiency was thoroughly discussed at the workshops and 
further analysed in the feasibility study, which also recommended reform measures. As a result of 
the discussion certain steps towards improving the collection rate were undertaken by local 
governments.  

• Insufficient knowledge about available financing opportunities and financing instruments  
 

As part of the capacity-building process the local stakeholders received training on financing 
options and requirements for obtaining financing for municipal investments. The project team 
also did comprehensive research into the environmental financing market with the aim of 
providing local stakeholders with a set of potential financing sources for their projects.  

b)  Case study 2: Water and wastewater programme in Karlovac, Croatia 
The Karlovac project has been identified by the Danube and Black Sea Task Force (DABLAS) as a 
priority project due to the inclusion of the town of Karlovac on the Danube basin emission inventory. 
The inclusion on the inventory indicates that the discharge from the town has a regional as well as 
national significance. In addition, due to the project fulfilling the established priority investment criteria, it 
is listed in the National ISPA Strategy for the Environment Sector as a priority undertaking contributing 
to the improvement of water quality in the tributaries of the Sava River.  

The city of Karlovac was concerned that the condition of many elements of the water supply and 
wastewater system meant a greater risk of non-compliance with the parametric limits set out in the EU 
Directives. Problems included high water losses and a significant risk of drinking water wells being 
contaminated by river water at times of high flow or flood and from ingress of polluted water into 
damaged distribution pipes. Because wastewater collection and treatment systems have not been 
completed in the city, water quality in wastewater receiving waters near Karlovac consistently fail to meet 
standards. Moreover, the pollution discharged into the River Kupa is one component of the pollution 
reaching the River Sava and thence the River Danube. The main objective of this project is to contribute 
to remedying these failures to comply with European Community legislation in Croatia.  

The EBRD in conjunction with the European Commission has been involved in the development of the 
Karlovac Water Supply and Sewerage Services (ViK) Development Programme. The EBRD has 
committed to a loan of EUR 10 million to Karlovac ViK. This can be used to provide part of the required 
co-financing for the European Union ISPA grant. As a first step, to assess the viability of the project and 
its impact on beneficiaries, the EBRD commissioned Jacobs to perform a feasibility study for the 
Karlovac ViK programme. The key objective was to eliminate the water and wastewater problems in the 
town, and thereby ensure a greater degree of compliance with EU directives through the most cost-
effective and sustainable means.  
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The project consists of five groups of investment items which are divided into three categories: 
 

• Water supply: water source works, network modelling, metering of the distribution network, leak 
detection programme, water distribution pipe replacement and refurbishment of reservoirs. 

• Wastewater: construction of main collector sewers, pump stations and secondary and tertiary 
sewers, replacement of damaged sewers and — the most important part — a new wastewater 
treatment plant with tertiary treatment, the first of its kind in Croatia.  

• Technical assistance and supervision.  

The value of the project is EUR 36 million, financed through an EBRD loan of EUR 10 million, an ISPA 
grant of EUR 22.5 million and a state budget allocation of EUR 3.5 million. It is anticipated that the 
project will be implemented by 2010. The city and water company set up a project implementation unit 
(PIU) to ensure the technical implementation and supervision of all measures in the ISPA Environmental 
Programme. Within the context of a major investment project, the EBRD is also assisting in the 
preparation of the Financial and Operational Performance Improvement Programme (FOPIP) through 
the Italian Cooperation Fund for Private Sector Development in the Western Balkans (ICF-PSD). One 
goal of FOPIP is to set tariffs which will make it possible to eliminate the cross-subsidy between industrial 
and household customers; provide a fair and equitable basis for charging both wholesale and retail 
customers; and maintain the affordability of water and sewer services for the company’s customers. The 
duration of this project is two years.  

c)  Case study 3: Bonds as a financing option for a municipal 
infrastructure project in Niksic, Montenegro 

In 2006 the municipality of Niksic entered into a loan agreement with the European Investment Bank for 
a 25-year loan with a grace period of six years. The loan amount is EUR 5 million with an annual interest 
rate of 4.2 percent. The financing will be used for the construction of a wastewater treatment plant. The 
construction of the WWTP is considered a high priority for the municipality. In July 2006 the municipality 
issued bonds with a nominal value of EUR 1.5 million to raise funds for the infrastructure project. This is 
the first time such an initiative has been carried out in a Montenegro municipality. The bonds have a 10-
year maturity period, a three-year grace period and a fixed interest rate of 3 percent annually. 

d)  Case study 4: Municipal finance facility in Croatia33 
For Croatia, the EBRD set up long-term credit lines within the framework of the Municipal Finance 
Facility. The funding was channelled to Croatian commercial banks as financing intermediaries. The 
facility provided long-term funds through local bank intermediaries for small and medium-sized 
municipalities (up to 150,000 population) to implement infrastructure projects.  

Technical assistance was also available for project preparation and through dedicated programmes, 
thereby enhancing the creditworthiness of small municipalities. Through the on-lending scheme, the 
capacity of local banks in municipal finance was also improved.  

The total contribution of the EBRD amounted to EUR 65 million, including credit lines of EUR 50 
million and the remaining EUR 15 million was allocated for risk sharing to two to four Croatian banks. In 
2003, EUR 20 million was committed to Zagrebacka Banka. The EC committed EUR 1 million from the 
CARDS Regional Programme, and the government of the Netherlands provided EUR 2.5 million. For the 

                                                 
33 Sources: CARDS Regional, PPC website, EBRD website 
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creditworthiness improvement programmes, EUR 0.4–0.55 million was allocated for small municipalities 
and an additional EUR 0.3–0.45 million was devoted to technical cooperation on advising local banks. 

The facility’s priority was to develop municipal infrastructure in line with environmental, health and safety 
standards. Investment projects addressed district heating, urban transport, solid waste, sewerage systems 
and the quality of drinking water. Each sub-loan was subject to environmental due diligence and the 
municipalities were required to conduct public consultations. 

e)  Case study 5: ADRICOSM-NERES: Neretva River Delta 
Environmental Requalification and Sustainable Development 

The Neretva River is a transboundary watercourse between Bosnia and Herzegovina and Croatia with a 
total length of about 220 km, with just 25 km flowing through Croatia. The Neretva River Delta is a vast 
area of wetlands but the level of environmental protection is inadequate.  

The ADRICOSM-NERES project was financed by the Italian Ministry for Environment, Land and Sea 
within the framework of the ADRICOSM Partnership34 and was coordinated by INGV (Italian National 
Institute of Geophysics and Volcanology) with the participation of institutes and private companies from 
Italy, Croatia and Bosnia and Herzegovina. Between 2005 and 2006 ADRICOSM-NERES partners 
working in coordination with local authorities performed research and development activities addressing 
the following issues: 

• salt water intrusion and mitigation systems; 

• nature conservation and protection of the ecosystem integrity of the Neretva River Delta and its 
wetlands; 

• River Neretva modeling and management; and 

• sustainable solutions for the economic development of Neretva Delta. 

ADRICOSM-NERES has ensured the development of an integrated approach in the management of 
natural resources with a view to the sustainable development of the entire area. ADRICOSM-NERES has 
improved the knowledge about the hydrology and ecology of the Neretva River Delta and has 
implemented a hydraulic modelling system for the Neretva River to evaluate the extent of salt water 
intrusion. Moreover, the project has defined monitoring and prevention measures to improve the quality 
of coastal aquifers and soil in the delta and has evaluated the impact of the river outflow and the evolution 
of the estuarine area. ADRICOSM-NERES partners have cooperated with local authorities to define 
possible solutions for the protection and restoration of sensitive environments and for the development 
of environmentally friendly economic activities. Finally, the project has defined a programme to support 
water resource management and has defined guidelines for surface water quality. 

f)  Case study 6: ADRICOSM – Pula Bay 
Pula is the main town of the Istria Province and has a deteriorated sewerage system and related 
environmental problems typical for an ancient town. Over the last 80 years the sewerage system has not 
been adequately upgraded. Therefore the coastal waters, especially those of Pula Bay, are polluted and the 
lower part of the town often floods during heavy rains. The main aim of the ADRICOSM-Pula Bay 
project was to improve knowledge about the problems related to the sewerage system and to set up a 
strategy for its development. ADRICOSM-Pula Bay has applied the ADRICOSM methodology in a 

                                                 
34 http://www.bo.ingv.it/adricosm-partnership 
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selected area of Pula Bay which attempts to integrate the marine coastal areas modelling systems and the 
wastewater management system.35  

The ADRICOSM-Pula Bay Project was financed by the Italian Ministry for Environment, Land and Sea 
within the framework of the ADRICOSM Partnership36 and was coordinated by the INGV (Italian 
National Institute of Geophysics and Volcanology). ADRICOSM-Pula Bay partners provided technical 
assistance to set up an integrated water management system for the coastal waters and related drainage 
basins in the framework of the Water Framework Directive. The project provided capacity-building 
activities to the local administration on management of the integrated system.  

5.  Conclusions  

a)  Role of the EU accession process 
Accession to the EU is the main strategic objective of the SEE countries. Through fulfilling the 
obligations of the Stabilisation and Association Process, SEE countries are moving towards commitment 
to implementation of the EU environmental acquis. Achieving compliance with the acquis is a financial 
challenge for the region as the countries need to invest in environmental infrastructure in many areas. 
Calculations from the European Commission show that expenditure of 2–3 percent of gross domestic 
product (GDP) per year is needed to achieve full compliance with EU legislation. For SEE countries, 
whose GDP levels are generally lower than in most new EU member states, this expenditure will be 
difficult to achieve.  

All the countries in the region have made steady progress towards transposing the EU directives but 
implementation is still at an early stage. Comprehensive strategies, programmes and plans for water and 
waste infrastructure development have been drafted and adopted, setting the strategic framework for 
development of municipal waste and water infrastructure.  

The EU accession process has also compelled SEE countries to decentralise environmental services and 
transfer competencies for municipal service provision from the national to local levels. Legal ownership of 
municipal infrastructure has been transferred to municipalities except in Serbia (including Kosovo). To 
meet their environmental responsibilities, municipalities have been given the ability to generate revenues 
by setting user charges and imposing fines and creating legal entities for service provision. The legal basis 
has either been set or is under development to establish public-private partnerships (PPP) that allow local 
governments to meet the demands for public services. However, there is a lack of accumulated experience 
and know-how in implementing such joint initiatives and innovative approaches. Consequently, their 
effectiveness varies across the region. 

b)  Development of municipal environmental infrastructure  
An analysis of SEE’s municipal infrastructure shows major deficiencies that are more acute in rural areas. 
The local authorities responsible for the improvement of solid-waste collection and disposal systems, 
water supply and wastewater treatment facilities still have insufficient capacity to target pollution through 
investments.  

The growing number of implemented investment projects along with the improving investment climate in 
the SEE region is paving the way for further development of municipal infrastructure.  Most of these 

                                                 
35 www.bo.ingv.it/adricosm 
36 http://www.bo.ingv.it/adricosm-partnership 
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projects have been financed from external sources but it can be noted that public spending for 
environmental infrastructure is increasing. However, it is still below the level needed to comply with 
legislation. Foreign sources can finance only a small portion of the necessary projects, meaning the 
majority of funds must come from domestic sources. Therefore, steps have been taken in applying 
domestic financing mechanisms in some countries. Environmental funds are operational in Croatia, Serbia 
and the former Yugoslav Republic of Macedonia (as an investment department), providing co-financing to 
municipal investment projects. The application of such mechanisms in other countries is still at an early 
phase.  

EU financial assistance plays a major role in implementing municipal infrastructure projects and 
reinforcing the institutional capacity in the accession process. Effectiveness and efficiency of funds 
channelled through the upcoming IPA instrument will largely depend on the administrative capacity for 
adequate programming, management, and implementation of investment projects. Financial assistance 
from bilateral donors will continue to play an important role in complementing the EU assistance and 
national co-financing for investments. Municipalities in the region face restrictions in borrowing money to 
finance the investments, and these vary between countries. Furthermore, cities often experience 
difficulties in preparing projects large enough to achieve economies of scale and cannot reach the 
minimum project size set by IFIs for soft loans. 

Reinforcing capacity through training, education and hands-on assistance to local and national authorities, 
as well as to local consultants, in project development and preparation is essential for implementation of 
future investments in the region. Numerous initiatives have been undertaken to strengthen capacities at 
the national and local levels to identify and prepare bankable environmental investments. Transferring 
good examples and practices from these technical assistance projects across the region can further 
strengthen administrations. The effectiveness of these activities will be increased if the technical assistance 
is accompanied by implementing concrete pilot activities for preparation of investment projects. 

6.  Recommendations 

a) Recommendations for national governments: 
• Progress in recent years in developing national strategic documents has been an important step in 

assisting municipalities in planning for their environmental infrastructure. In order to stimulate 
the development of infrastructure according to national strategies, there is a need to assist 
municipalities in translating the national strategies into local needs identification and 
implementation.  

• Fragmentation of environmental responsibilities among various ministries discourages 
municipalities from developing environmental investment projects. Further work is needed to 
streamline the communication between the ministries as well as define their specific roles and 
responsibilities in relation to support for environmental infrastructure development.  

• In some of the countries national authorities need to continue the efforts in developing 
environmental financing support mechanisms at the national level (e.g. environmental funds or 
expenditure programmes) to support financing of infrastructure projects and especially to assist 
the low-level income group in overcoming affordability problems.   

• The financial gap between the new responsibilities of local administrations (resulting from the 
decentralisation process) and existing financial allocations for the fulfilment of these obligations 
needs to be assessed by the national authorities. These processes would contribute to the 
identification of the financial gap and the scope of assistance necessary to bridge this gap. 
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• National authorities need to look at government spending in the medium term and from a 
macroeconomic perspective. They need to see that investing (assisting) in financial investments 
brings benefits to the economy in general and society in particular (i.e. improved living 
conditions).  

• Environmental authorities need to maintain an active dialogue with the ministries of finance in 
order to discuss the upcoming investment challenge and the importance of the environmental 
infrastructure and national level support.  

• Economic incentives need to be developed to encourage polluters to invest in reducing pollution. 
For example industries could be charged for the use of environmental resources such as water. 
The national authorities need to develop a system of collecting charges and creating a system for 
reducing charges if environmental improvements (in infrastructure) are on-going or are planned.  

• Assistance from bilateral donors needs to be re-focused to their more active involvement in 
technical assistance/preparation for infrastructure projects. More project preparation facilities 
need to be developed so that, when the contributions of bilateral donors and the EC are available, 
projects can benefit from the leverage effect on provided assistance. There should be clear 
objectives set for bigger projects to be prepared (suitable for IFI financing) and smaller projects 
for grant financing.  

• Constructive dialogue is necessary between local project proponents and national authorities to 
ensure that local projects are part of existing strategies and programmes.  

• Private sector involvement in capital financing is needed in order to target the fiscal space 
problems. Commercial banks have to launch special credit lines for the private sector on capital 
investment borrowing to enable them to access capital.  

• National authorities need to develop guidance and procedures on how to set up public-private 
partnerships and ownership issues must be clarified. Legal and institutional barriers to the 
establishment of public-private partnerships need to be removed. 

b) Recommendations for local governments: 
• Now that several successful projects have been implemented in the region, there is a need to 

promote their approaches and start up the process of a local know-how transfer.  

• As a result of decentralisation, environmental-services provision has been delegated to local 
governments in the most SEE countries. Local governments need a know-how transfer on how 
to identify, prioritise and prepare environmental infrastructure projects and, moreover, to be able 
to operate and maintain them properly. 

• Utility companies which are being established for the environmental-services provision need 
special training in relation to project preparation, financial management, client relations and 
public relations.  

• There is a need to reform the utilities so that they will be able to provide efficient services to the 
population, including maintaining and developing infrastructure; modernising waste and water 
management practices and addressing issues such as low tariff levels and collection rates. 

• Local governments need to work on public information programmes, especially to smooth out 
the process of increasing tariffs. 
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• Holistic approaches towards the development of infrastructure could be proposed at the project 
formulation phase, and all alternatives to solve the problem should be considered. 

• Staff members could be appointed at an early stage of the project to support project development 
from the outset.  

• Ambitious plans to extend the coverage and level of infrastructure services need to be replaced by 
more realistic, modest capital improvement programmes tailored for essential repairs and 
rehabilitation of critical elements of infrastructure in order to maximise efficiency gains.  

• There is a need to provide guidance to local authorities on the benefits of designing regional 
solutions for environmental infrastructure management. 

• There is a need to provide substantial assistance to local governments in preparing technical 
documentation for investment projects, including feasibility studies, cost-benefit analyses and 
economic analyses.  
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List of abbreviations 
ADRICOSM Adriatic Sea Integrated 

Coastal Areas and River 
Basin Management 
System Pilot Project 

BiH Bosnia and Herzegovina 
CARDS Community Assistance for 

Reconstruction, 
Development and 
Stabilisation 

CEA Croatian Environment 
Agency 

CEB Council of Europe Bank 
CEE Central and Eastern 

Europe 
CETI Centre for 

Ecotoxicological Research 
(Montenegro) 

CRDA Community Revitalisation 
through Democratic Action 

DABLAS Danube and Black Sea 
Initiative 

DEP Directorate for 
Environmental Protection 
(Serbia – until May 2007)  

EAR European Agency for 
Reconstruction 

EBRD European Bank for 
Reconstruction and 
Development 

EfE Environment for Europe 
EIA environmental impact 

assessment 
EPA Environmental Protection 

Agency (Montenegro) 
EPEEF Environmental Protection 

and Energy Efficiency 
Fund 

EPF Environment Protection 
Fund (Serbia) 

EU European Union 
EUR euro 
FBiH Federacija Bosne i 

Hercegovine (Federation 
of Bosnia and 
Herzegovina) 

FOPIP financial and operational 
performance improvement 
programme  

fYROM former Yugoslav Republic 
of Macedonia  

GDP gross domestic product 
ICF-PSD Italian Cooperation Fund 

for Private Sector 
Development in the 
Western Balkans  

IFI international financing 
institution 

IMF International Monetary 
Fund 

INGV Italian National Institute of 
Geophysics and 
Volcanology 

IPA Instrument for Pre-
accession 

IPPC integrated pollution 
prevention and control 

ISPA Instrument for Structural 
Policies for Pre-Accession 

kfW kfW Bank Group 
LEAP Local Environmental 

Action Plan 
MAFWE Ministry of Agriculture, 

Forestry and Water 
Economy (former 
Yugoslav Republic of 
Macedonia) 

MAWFM Ministry of Agriculture, 
Forestry and Water 
Management (Croatia) 

MEFWA Ministry of Environment, 
Forestry and Water 
Administration (Albania) 

MEPPPC Ministry of Environmental 
Protection, Physical 
Planning and Construction 
(Croatia) 
Ministry of Environmental 
and Spatial Planning 

MIA Municipal Infrastructure 
Agency 

MIASP Municipal Infrastructure 
Agency Support 
Programme 
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MoAFWM Ministry of Agriculture, 
Forestry and Water 
Management (RS)  

MoAWMF Ministry of Agriculture, 
Water Management and 
Forestry (FBiH) 

MoEP Ministry of Environmental 
Protection (Serbia – from 
May 2007) 

MoEPP Ministry of the 
Environment and Physical 
Planning (former Yugoslav 
Republic of Macedonia) 

MoFTER Ministry of Foreign Trade 
and   Economic Relations 
(BiH) 

MoPPE Ministry of Physical 
Planning and Environment 
(FBiH) 

MoPPCEE Ministry of Physical 
Planning, Civil 
Engineering and Ecology 
(RS) 

MoTC Ministry of Transport and 
Communication (former 
Yugoslav Republic of 
Macedonia) 

MTEF Medium-Term Expenditure 
Framework (Kosovo) 

NERES Neretva River Delta 
Environmental 
Requalification and 
Sustainable Development 

NDP national development plan 
NEAP national environmental 

action plan 
NERES Neretva River Delta 

Environmental 
Requalification and 
Sustainable Development 
Project 

NES national environmental 
strategy 

NIMBY “not in my backyard” 
syndrome 

PIP public investment 
programme 

PIU project implementation 
unit 

PRSP poverty reduction strategy 
paper 

REC Regional Environmental 
Center for Central and 
Eastern Europe 

ReREP Regional Environmental 
Reconstruction 
Programme for South East 
Europe 

ROP regional operational plan 
RS Republika Srpska 
SCF strategic coherence 

framework 
SCTM Standing Conference of 

Towns and Municipalities 
(SCTM/SKGO) in Serbia 

SEA strategic environmental 
assessment 

SEE South Eastern Europe 
SEPA Serbian Agency for 

Environmental Protection 
SIDA Swedish Development 

and Cooperation Agency 
SKGO Standing Conference of 

Towns and Municipalities 
(SCTM/SKGO) in Serbia 

UNECE United Nations Economic 
Commission for Europe  

UNMIK United Nations Mission in 
Kosovo 

USAID US Agency for 
International Development 

ViK Karlovac Water Supply 
and Sewerage Services 
(Croatia) 

WWTP wastewater treatment 
plant 

ZGOS Zagreb Solid Waste 
Programme 
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Annexes 

Annex 1: 
Recommended content of the feasibility study for wastewater 
projects 
Executive summary  

I. Introduction 
II. Project strategic context 

a. Environmental situation  
b. Legal context in which the investment project will operate 
c. Policy and planning perspective (municipal development plans and priorities, national 

policies, etc.) 
d. Socio-economic environment (economic conditions and trends, population growth 

projections) 
e. Financial considerations (affordability of the investment, available financing sources, etc.) 
f. Institutional and administrative considerations  

III. Technical / engineering analysis  
a. Description of the existing wastewater collection and treatment system status  
b. Design considerations: basis for design and basis for cost estimate 
c. Wastewater characteristics (separately for residential, commercial and industrial 

wastewaters): wastewater flow rates, wastewater composition, projected wastewater 
characteristics 

d. Development of wastewater collection project components 
e. Wastewater treatment: 

i. Description of potential wastewater treatment options/technologies 
ii. Engineering calculations 
iii. Identification, valuation and breakdown of project investment, replacement and 

O&M costs for all wastewater treatment technologies assessed (support to least-
cost analysis) 

iv. Least-cost analysis of life-cycle costs for wastewater treatment options 
f. Cost estimate for all investment and replacement costs  
g. Cost estimate for operation and maintenance (O&M) costs 
h. Environmental benefits of wastewater collection and treatment  

IV. Organisational assessment and institutional strengthening of the municipal public 
utility (PU) 

a. Description of the PU 
b. Assessment of the capacity of the PU to carry out the project implementation activities 

and operation and maintenance of the investment 
c. Key organisational and managerial gaps within the PU 
d. Measures proposed for organisational development and institutional strengthening (staff 

training needs, organisational restructuring needs, equipment, etc.) and cost estimate of 
the measures  

V. Analysis of project’s environmental impact 
a. Summary of the identified impacts on the different environmental components  
b. Description of affected environmental media and overall characteristics of the identified 

impacts 
c. Measures for reducing, avoiding and/or rectifying the effects of the impacts and their 

costs  
VI. Stakeholder analysis (identification of key stakeholders and stakeholder groups, 

evaluation of their expected benefits/losses)  
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VII. Financial and socio-economic analyses 
a.  Executive summary 
b.  Description of and basis for the methodology to be used; assumptions and approach 
c.  Schedule of project activities and costs, based on technical and other analyses 
d.  Assessment of project revenues: 

i. Overall approach to tariffs (current level, national regulations, household 
income, affordability and benchmarks) 

ii. Wastewater services — tariff for the new service determined and justified based 
on analysis of O&M costs 
e.  Project investment and replacement cost estimate and breakdown: 

i. Wastewater investment and replacement costs and schedule 
ii. Institutional strengthening costs 

f.  Assessment of project O&M costs 
g.  Project cash flow analysis: tariff analysis scenarios, water conservation component 

(tariffs collection efficiency scenarios, integral project cash flow summary and analysis 
h.  Project financing plan  
i.  Assessment of project financial viability 
j.  Assessment of project financial impact on the PU: 

i. PU’s ability to finance project investments based on at least three-year 
historical analysis of financial statements  

ii. Impact of the project on the PU cash flow  
k.  Analysis of project’s socio-economic benefits 
l.  Project Sensitivity and Risk Analysis 

VIII. Conclusions Summary of the analyses, schedule and strategy for project 
implementation.  
Project implementation plan (responsibility chart, procurement and contracting arrangements, 
licenses and documentation). 
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