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Summary

One of the main functions of municipalities, as defined by national legislation, is the function associated
with the implementation of the state policy for economic development locally. In this regard, the establishment
and maintenance of technical infrastructure and other relevant commitments of the municipalities should be in-
cluded in their investment activity. Identification and inclusion of investment intentions in key planning and op-
erational documents, however, should comply with the financial capacity and capabilities of each municipali-
ty. Limited financial resources of EU Structural Investment Funds put rural areas municipalities in the complex
situation to tailor their investment activity to the limitations of their municipal budgets. At the same time, the fi-
nancial status of municipalities in rural areas is characterized by significant indebtedness, decapitalisation pro-
cesses, poor financial performance indicators and weak financial discipline.

The main objective of the survey is to identify the main features of municipal finances in rural areas, which
are key for the development of the rural areas. For this purpose, the calculated financial and fiscal sustainabil-
ity indicators are compared with average value for the country and non-rural municipalities. The comparison is
used benchmarking techniques and the descriptive statistical tools.

The main results show a serious lack of financial and fiscal discipline which suggests that the financial prob-
lems of municipalities in rural areas are results of the general economic and financial conjuncture in the coun-
try and of the shortage of management capacity of the municipal budgets.
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DUHAHCOBA YCTONYUBOCT B CeJICKUTE paiioHu HAa bbiarapus

CTE®AH IIETPOB
Vnusepcumem 3a nayuonanno u céemosno cmonancmeo — Cogpus, bvaeapus

Pe3rome

HaunoHanHoTo 3akoHo4aTeNCcTBO ONpeaenst OCHOBHUTE (PYHKLUN Ha OBLUMHUTE, eaHa OT KOUTO € U3MbJ1-
HEHMETO Ha AbpXKaBHaTa MonMTMKa 3a MKOHOMUYECKO pasBUTME Ha MECTHO paBHULLE. B Tasn Bpb3ka Cb3-
AaBaHeTo U NoaApbXKaTa Ha TeXxHuYeckaTa MHpacTpyKTypa U ApYrn CbOTBETHU aHTraXXMMeHTU Ha o6LLK-
HUTe TpsAGBa ga 6bAaT BKOYEHN B MHBECTULMOHHATa UM AelHocT. OnpeaensHeTo 1 BKIYBAHETO Ha UH-
BECTULIMOHHUTE HAaMepPEeHWs B KIHOYOBY NIaHOBU 1 onepaTUBHN OOKYMEHTU obade TpsabBa Aa cboTBETCTBA
Ha (PMHaHCOBUTE Bb3MOXXHOCTU Ha Bcsika obwnHa. OrpaHnyeHnTe rMHaAHCOBY PECYPCU Ha CTPYKTYPHUTE 1
WHBECTULNOHHUN hOHA0BE NOCTaBAT OGLLMHUTE B CENCKUTE palioHM B CIOXKHATa CUTyaLus aa npmucnocobsT
MHBECTULMOHHATA CU AeMHOCT KbM OrpaHM4eHnsTa Ha oBLMHCKMUTE cu BoaxeTn. CbleBpeMEHHO UHaH-
COBOTO CbCTOSIHME Ha OGLLMHUTE B CENCKUTE palioHU ce XapakTepuanpa CbC 3HaYMTenHa 3aaTbXHSAMNOCT,
Jekanutanuaauus, oL nokasaTtenu 3a uHaHCoBUTe peaynTaTi U cnaba juHaHcoBa AUCUMNINHA.

OcHoBHaTa Lien Ha npoy4saHeTo e Aa ce MAeHTUMMUMPAT OCHOBHUTE XapakTePUCTUKM Ha OBLLMHCKM-
Te (DMHaHCK B CENCKUTE paiioHK, KOUTO ca OT KIOYOBO 3HaYeHue 3a pa3BUTMETO Ha cernckuTe paioHu. 3a
Tasu Len u34ncreHnTe nokasarteny 3a ouHaHcoBa U dmckarnHa YCTOMYMBOCT Ce CpaBHSIBAT CbC CpeaHaTa
CTOWMHOCT 3a cTpaHaTa 1 3a ypbaHunsupaHuTe obLmMHK. B cpaBHeHWeTo ce uanonasa 6eHYMapk 1 CTaTUCTu-
YECKN UHCTPYMEHTM.

OcHoBHUTE pe3ynTaTyi nokasBaT ceprosHa nunca Ha puHaHcoBa 1 duckanHa AUCUUnnHa, KOeTo 4o-
Ka3Ba, Ye orHaHcoBMTe NpobremMu Ha OBLLMHMTE B CENICKMTE paioHu ca pe3ynTarT oT obLliaTta MKOHOMUYe-
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cka 1 bMHaHCOBa KOHIOHKTYpa B CTpaHaTta W OT nurcaTta Ha kanauuTeT B ynpaBlieHMeTo Ha OBLUHCKNUTE

OroaxeTw.

Knroyoeu dymu: gpviHaHCOBa CTabUMHOCT, hncKanHa yCToMYMBOCT, OGLLMHCKN (OMHAHCK, CENCKM

panoHn

Introduction

Bulgarian national legislation assigns basic
economy development functions to local author-
ities i.e. municipalities. Individual municipalities
implement the common policy on one hand ac-
cording to the specific characteristics of the re-
gion in which they are located, the capacity and
needs of local population and on the other — ac-
cording to financial capabilities and resources
available. This means that if financial resources
are available, municipalities should provide the
necessary technical infrastructure for the devel-
opment of normal business relations. Such infra-
structure encompasses roads, streets, water sup-
ply and sewerage, means for communication, ad-
ministrative services with particular character-
istics, etc. At the same time, the existing infra-
structure should be maintained. This is a min-
imum requirement for the facilitation of local
economy and for attracting investors.

Alongside their commitment to developing
local economies, municipalities perform oth-
er functions related to social services, educa-
tion, provisioning of administrative services, etc.
Since funding is organized on budgetary prin-
ciple, projected revenues are spent anteriorly to
cover expenses related to matters of higher so-
cial significance, or such directly entrusted by the
state (related to education, for example). Only af-
ter these are attended to, municipalities consider
the existing viable options to invest in technical
and business infrastructure.

Financial capacities of municipalities located
in rural areas are limited. This is a result of the
significantly lower level of urbanization and in-
dustrial development, and reduces their ability to
generate revenues (from local taxes). Hence, the
logical question is whether and to what extent the
available municipal finances are sufficient for the
rural municipalities to effectively perform their
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functions in regard to the implementation of lo-
cal economy development policies.

The aim of this study is to assess the cur-
rent financial status of municipalities in rural ar-
eas, from the viewpoint of their capacity for ad-
equate and full implementation of policies for lo-
cal economy development through municipal in-
vestment activity.

1. Assessment of the financial capability
of the rural municipalities

1.1 Methods for assessment the financial

status

The method used is statistical processing of fi-
nancial data and physical indicators of rural mu-
nicipalities in Bulgaria, according to Ministry of
Finance official data.

The indicators used for methodical purposes
in the study are the ones used for assessing the fi-
nancial status and fiscal discipline of municipali-
ties under the Law on public finances. These in-
dicators are selected and used in accordance with
the relevant requirements under Article 130a,
paragraph 1 of the Law on public finances (crite-
ria for financial sustainability) and Art. 32, para-
graphs 1 and 2 of the Law on public finances (fis-
cal rules'). This set of indicators includes:

' Art. 32. (1) The annual amount of payments on munici-
pal debt for each municipality in each year may not exceed
15 percent of the average amount of own revenues and
the general equalization subsidy for the last three years,
calculated based on data from the annual reports for the
implementation of the municipality budget. (2) The nomi-
nal value of the municipal guarantees issued during the
current budget year may not exceed 5 percent of total rev-
enue and equalization subsidy considering the last annual
report on the implementation of the municipal budget.

2 For analysis purposes “Municipal revenues” are in accor-
dance with Art. 45, para. 1 pt. 1 of the Public Finance Law
(excluding §46, §47 and §48), and “Municipal expenses”
pursuant to Art. 45, para. 1, p. 2 of the Public Finance Law
(excluding §19).
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» Share of the income from general revenue;

* Costs of local activities covered by revenue;

* Debt as a percentage of projected revenues
and equalization subsidy;

* Arrears as a percentage of projected reve-
nues and equalization subsidy;

* Number of people (local population) per mu-
nicipal officer;

* Share of the cost for salaries and benefits
from the total cost;

» Share of capital expenditure from the total
expenditure (investment activity);

* Budget balance;

* Property tax collectability (%);

* Vehicle tax collectability (%);

* Average collectability of both tax (%).

The study uses public available data for the
period 2012-2016°.

The study is focus on the rural municipalities
according to national definition for rural areas in
Bulgaria.

1.2. Financial and fiscal indicators

A key indicator of the financial stability of
each municipality is its ability to generate own
income and use it to cover relevant costs. This
ability is highly determined by the characteris-

3 The information sources used represent databases with
values for the revenue, expenses and indicators of Munici-
palities in Bulgaria: “Financial data for municipalities Art.
130 g para. 2 Law on Public Finances Q2 20167, Financial
data for municipalities Art. 130 g para. 2 Law on Pub-
lic Finances - 2015-Q1 2016”,”Criteria underArt. 130a,
paragraph 17, “Methodical instructions on the application
of Art. 130a, paragraph 1 of the Law on Public Finances
“published on the website of the Ministry of Finance at
http://www.minfin.bg/bg/page/810

tics of local economic development, business ac-
tivity and the level of income per capita. Since a
substantial part of the costs is associated with the
implementation of devoluted activities, these are
financially covered by the state budget.

The share of own revenue from the general
revenue in the rural municipality budget in 2015
is on average 28.61%. This value indicates that
the municipality not only is unable to provide
own revenue needed to finance devoluted activi-
ties, but is also unable to cover the direct costs as-
sociated with the municipal administration sus-
tentation. The success rate in covering the costs
of local activities with own revenue is estimated
at 62.84%, while in municipalities outside the ru-
ral areas this rate is around 85%.

The spending of municipalities are covered by
the subsidies from the central budget which en-
sure the implementation of their policies and ac-

62,84%

Fig. 1. Covering the costs of local activities with
revenue

Source: The calculations made by the author are based
on data from the Ministry of Finance.

Collectability of
property tax (%)

8%'

Collectability of
vehicle tax (%)

3%’

Average collectability for
the two taxes

66% ’

Fig. 2.

Source: The calculations made by the author are based on data from the Ministry of Finance.
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tivities. The ability of rural municipalities to gen-
erate their own income significantly lags behind
that of other municipalities.

The main source of revenue for municipalities
in rural areas is revenue from local taxes. Unfor-
tunately, statistics and financial data indicate that
such municipalities cannot reach the limit of 2/3
tax collectability considering the above values of
covering costs with own revenues.

Statistics outlines that other sources of own
revenues of municipalities in rural areas, such as
rental income, asset sales, municipal enterprises,
concessions, etc. are practically episodic in na-
ture and have negligible contribution to the rev-
enue side of the budget. In this sense, the collect-
ability of the tax is low, it is an evidence for poor
willingness to make efforts to enforce fiscal dis-
cipline at the local level.

It should be noted that in case of permanent
arrear at levels of about 50-60% of planned tax
revenues, the application of restrictive measures
for tax collection requires particularly political
and management decisions. The administrative
disinterest and lack of fiscal discipline addition-
ally deepens the municipal debt.

A key indicator for financial sustainability of
the municipalities in rural areas is a negative bud-
get balance at the end of the financial year. The
logic of budgetary financing is the negative bud-
get balance should be an exception rather than a
usual practice. In Bulgaria nearly 58% of rural
municipalities reported a fiscal deficit in 2015.

The indicator for the share debt of as a per-
centage of revenue and public subsidies is 11.54%
for the rural municipalities. The debt to a certain
extent can be seen as a consequence of the bud-
get deficits, the local authorities usually cover the
deficits by the state subsidy. The value of the in-
dicator could be reach 5% according to the Law
on public finances*. In rural areas the value of the

* Art. 130a, Paragraph 2. Existing due payments related
to municipal budget costs at the end of the year exceeded
15 percent of the average annual amount of expenses re-
ported for the last four years.

Art. 130a, par. 3. Costs at the end of the year exceeded 50
percent of the average amount of expenses as reported for
the last four years.

Art. 130a. par 4. The existing overdue payments related to
municipal budget exceed 5 percent of the reported munici-
pal expenses for the last year.
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Fig. 3. Debt as a percentage of projected revenue
and equalization subsidy

Source: The calculations made by the author are based
on data from the Ministry of Finance.

indicator is more than two times higher than ac-
ceptable level.

The average amount of debt as a percentage
of projected revenue and equalization subsidy for
municipalities in rural areas is 27.59%. Since the
indicator takes into account only principal pay-
ments during the financial year, the real debt ex-
posure is not so great. On the other hand, some
rural municipalities are unable to make debt pay-
ments for the year using own revenue. The severe
budget constraints and accumulated debt limit
the capability of the municipalities to use invest-
ment loans.

Municipal debt is generated mainly as a con-
sequence of bridge financing of projects, which is
opportunity to execute the project funded by the
EU funds. The financial situation is worsen after
the financial corrections for the projects imposed
by the Management authorities, respectively the
bridge loans was transformed into long-term debt
exposure.

The main performance indicators are aimed to
express the quality of the administrative servic-
es and labour force value. The productivity of the
local administration show the capability to fulfill
the obligations and decentralized activities.

The value of the indicator is on average 172
residents per municipal officer. This valued de-
clined for the period 2011-2015, which can be ex-
plained with the negative demographic tendency
in rural areas, than the administration efficiency.
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Fig. 4. Number of residents per one municipal
official

Source: The calculations made by the author are based
on data from the Ministry of Finance.

The effectiveness of officials in rural areas is
much lower than of officials in the urban areas.
The difference is almost 3 times.

The efficiency indicator with greater financial
significance is related to the share of expenditure
on salaries and benefits from the total amount of
expenses of the municipality (for local activities).
This indicator in rural areas is 49.38%.

The value of the indicator shows that nearly
half of the municipal budget is spent on employ-
ees’ salaries.

Fig. 5. Share of the cost of salaries and benefits
from the total cost

Source: The calculations made by the author are based
on data from the Ministry of Finance.

Nearly half of the budget of the rural munici-
palities is spent on salaries and benefits of the ad-
ministrative staff. The investment activities are

substantially limited and the need of capital ex-
penditures is significant.

2. Investment activity of the
municipalities in rural areas

The investment activity of municipalities is
measured by the share of capital expenditure as
percentage of the total expenses. When calculat-
ing this indicator the expenditures co-financed
with EU grants is not included. This explains to
some extent the relatively low investment activ-
ity of 16.54%.

The investment activity within the annual bud-
get of the rural municipalities is represented main-
ly by the maintenance of already constructed and
operating assets. At the same time, municipali-
ties often need to perform maintenance of unused
infrastructure facilities since the municipality is
committed to stewardship of these facilities.

Fig. 6. Share of capital expenditure from total
expenditure

Source: The calculations made by the author are based
on data from the Ministry of Finance.

This index is considered essential in assess-
ing the investment activity of municipalities, as
it does not include grants for capital expenditure
outside the target subsidy budget. The expense
accounts for planned and current repairs of exist-
ing infrastructure. Within that percentage, in ru-
ral areas the practice is to carry out primarily ur-
gent and emergency repairs of municipal build-
ings, roads and streets.

The investments of the rural municipalities
are scarce and most of them rely on EU funds
and grants from the state budget.
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Findings and Conclusions

The results from the assessment of the finan-
cial capability of the municipalities in rural areas
could be summarized as follows:

* The financial sustainability is instable and
investment activity is poor;

* The capability of rural municipalities of car-
rying out investment activities for improvement
of the technical infrastructure, which is a prereq-
uisite for the further investments, is very limited.
Practically, the EU Structural Funds funding is
main source for infrastructure project;

* Municipalities in rural areas have low cred-
it ratings or have none at all, which is a logical
consequence of deteriorating financial and fiscal
indicators. This leads to the inability to attract
bond or other forms of loans for investment pur-
poses, except for bridge financing of EU funded
projects, where the guarantee represents a regis-
tered pledge of future receivables of the invest-
ment projects;

* Financial performance of rural municipal-
ities is a problem of the ability of the adminis-
tration to adequately fulfill their commitments to
conduct policies for local economy development.

The main conclusion of the analysis is the in-
ability of municipalities in rural areas to carry
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out efficiently the delegated statutory functions
to develop local economies. Practices for contin-
uous additional targeted funding and covering
municipal budgets by the state budget raise the
questions the effectiveness of the local adminis-
tration to encourage the economic and social de-
velopment. However there is a need to review and
to update the documents refer to financial decen-
tralization.
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