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LOCAL FINANCIAL INVESTMENT POLICY

Abstract: For decades, while reforming their administrative system, EU
countries have put their emphasis on the development and strengthening
of local self-government. In the framework of the large-scale decentraliza-
tion policy, physical and institutional boundaries of local development are
established and the local self-government units are vested with full statutory
powers and responsibilities deemed specifically theirs. The constitutions
of the countries in Europe are the main source of law regulating the local
self-government and governance.
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1. Introduction

Municipal investment policy is defined as a system of elements (funds) and
mechanisms for their implementation that ensure the achievement of certain
investment objectives and tasks in the development of the municipality. It is
related to an efficient investment expenditure in order to increase the technical,
technological and organizational level of the municipal economy, ensuring high
quality production at low cost, optimal assortment and strong market positions.
It is built on the basis of objective analysis and assessment of the municipal
economy as a whole, the state of the social and technical infrastructure, as well
as the ecological status of the municipality. It is aimed at creating conditions for
placement of national and international investments.

2. Financing of local public investment projects:
Sources and institutionalization

The financing of investment programs and projects in Bulgaria is done in two
ways: decentralized and centralized.
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At this stage, the subject of decentralized financing are currently the municipa-
lities. District administrations have very limited financial powers, restricted
only to the management of the financial resources needed for their own building
and operation. Municipalities have better-developed administrative structures
with more experience in managing and implementing investment programs
and projects.

The collective management scheme implemented through the will and decisions
of the municipal councils sometimes hinders the purposeful implementation of
the complex and wide-ranging programs for development of the municipalities
as well as for the realization of projects of inter-municipal and regional interest.

Centralized financing of investment programs and projects is carried out thro-
ugh the central executive authorities: ministries, agencies and other structures
with national competences. Primarily, projects of socio-economic importance
exceeding the local interests, such as projects whose beneficiaries are several
municipalities or districts, are financed. A significant part of the regional pro-
jects are financed by:

e Ministry of Regional Development and Public Works (in the field of road
infrastructure, drinking water supply, cross-border cooperation, etc.);

e Ministry of Agriculture (in the field of irrigation and water engineering);

¢ Ministry of Environment and Water (in the field of wastewater treatment
and waste management);

e Ministry of Labour and Social Policy (in the field of social welfare).

In most cases, investment programs and projects are financed on a mixed basis,
from various internal or external sources.

In compliance with the provisions of the Municipal Debt Act, the Ministry of
Finance maintains a Central Register of Municipal Debt. The register is a gua-
rantee of publicity of information, and it is in compliance with the transparency
requirements for the disposal of public funds.

2.1. Internal sources and forms of their provision

2.1.1. State budget

The state budget funds are channeled for the implementation of programs and
projects through central executive authorities and through municipalities. The
state budget finances municipal projects and programs through targeted subsi-
dies for capital expenditure, determined annually in the State Budget Act. Target
subsidies are provided under certain conditions prescribed in the State Budget
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Act. These are first and foremost the requirements for preferential provision of
sites in certain sectors (e.g. drinking water supply, health and welfare, education
and environmental protection) as well as sites with the highest degree of con-
struction completion (with the closest term of commissioning). In addition to
targeted subsidies, the Bulgarian financial legislation regulates the possibility
of granting budget subsidies, which represent a certain variety of subsidies and
are granted under certain conditions. For the time being, this form of budget
supportis not applied in practice, although it is particularly suited to a targeted
government impact on the implementation of certain programs. A specific way
of program financing from the budget is the allocation of funds for the construc-
tion, reconstruction and overhaul of sites from the fourth-class road network.

2.1.2. Own funds of the municipalities

According to their origin, these funds are of two types: the municipality’s own
budget and own extra-budgetary funds. They are allocated and directed for
the implementation of programs and projects by decision of the local self-go-
vernment bodies - the municipal councils.

The main extra-budgetary source are the proceeds from the privatization of
municipal sites. Obviously, over time, this source will lose its significance as the
base of this revenue will increasingly narrow. In this situation, the importance
of own budget resources for the realization of the municipal investment policy
will increase.

The possibilities for financing investment projects with own funds from the
municipal budgets do not depend only on the efforts of the local authorities. They
are a function of the state’s policy on strengthening the economic foundations
of local self-government by providing more and more stable own revenues in
municipal budgets, providing significant amounts of regular revenue.

2.1.3. Centralized public extra-budgetary funds

Funding from these sources is usually done on an individual basis, on a compe-
titive basis, in compliance with a set of requirements, criteria and indicators.

2.1.4. Private financial resources

Private capital participation should be sought in areas with economic returns
(e.g.in the development of: tourism, commercial activities, entertainment, leisure
and sports activities, and expanding health and education services against pay,
etc.). In many countries, reliance is being placed on mixed funding, including both
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private and public funds, for the effective implementation of certain development
projects. Appropriate instruments in this regard are public-private partnerships.

2.1.5 External sources and forms of their provision

Bulgaria’s accession to United Europe marks the start of a new stage in the
implementation of local investment policy and in the financing of municipal
programs and projects. As a member of the European Union, Bulgaria has the
opportunity to make use of the Structural Funds and the other financial instru-
ments of the Union.

The municipalities are the main beneficiaries in the absorption of the Euro-
funds under two operational programs (OPs): OP “Regional Development” and
OP “Environment”. Projects are financed that relate to:

e investments in road infrastructure;
e investments in water supply and sewerage systems;

¢ investments in environmental infrastructure, including waste treatment
infrastructure;

e investmentin tourism infrastructure.

The municipalities have the opportunity to participate in a limited number of
operations under OP “Human Resources Management” (mainly with social pro-
jects targeting vulnerable groups) and OP “Administrative Capacity” (mainly as
target groups for capacity building rather than direct beneficiaries).

How far these opportunities will be used as a positive development impetus
depends to alarge extent on the initiative and adaptability of the municipalities
to the new conditions.

2.2. Quantitative measures and comparability
with other EU Member States

Share of local investment in total public investment (as of May 2015, Eurostat)

The indicator gives an idea of the distribution of investment between levels of
government in the public sphere. The share of the capital expenditure of the
municipalities in Bulgaria compared to the total amount of the public invest-
ments increased sharply during the period under review, reaching 64% in 2014.
This puts it in the first place, ahead of all the unitary states in the EU, including
those with long-standing traditions such as France, Italy, the Netherlands. All
of this is happening against the backdrop of the overall decline in this indicator
in other European countries. Countries above the EU-28 average are the Czech
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Republic, Poland, Romania and Slovenia, and in the last places are the usual
countries without Portugal, which (with a 45% share) is immediately above the
EU average of nearly 45%.

2.3. Institutional organization

The successful formation and implementation of the municipal investment policy
depends on:

the availability of administrative and managerial personnel to plan, organize,
account and control the implementation of municipal investment programs;

the availability of organizational and technical conditions for the development
and evaluation of effective projects;

the existence of organizational and management experience of administrative
staff to prepare the overall investment-related procedure;

the availability of practical knowledge in the implementation of the existing
legislation, which can lead the investment initiative to a concrete realization.

In this regard, it is necessary to know the different stages of the investment
policy related to the established procedures for:

exploration and design under the Spatial Planning Act;

environmental impact assessment according to the Environmental Protec-
tion Act;

the cost-benefit assessment requiring specialized knowledge of the profita-
bility assessment methodologies;

the rate of return of the investment; annual operating costs; social cost of
the investment, etc.;

programming and planning of investment expenditures from state and mu-
nicipal budgets and extrabudgetary funds according to the Law for the
Structure of the State Budget and the Municipal Budgets Act;

subsidizing programs and projects from: the European Union Structural
Funds (via the National Operational Programs); national plans and programs
in the fields of economic development, social and regional policy, agriculture
and rural regions, etc.

preparation of tender procedures (knowledge of international practice and
rules);

award of public procurement under the Public Procurement Act;
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e individualization and disposition of immovable property in accordance with
the State Ownership Act, the Municipal Property Act, the Concessions Act,
the Specialized Laws on Roads, Waters, Energy and Energy Resources, Te-
lecommunications, Civil Aviation, etc .;

e change of destination of agricultural land and land from the forest fund;

e observance of the rules on building supervision and state acceptance of bu-
ildings and facilities, as well as requirements for the delivery of machinery,
equipment, etc.

Municipalities should institutionalize their investment policy in order to create
aworking model for identifying investment needs at municipal and urban level,
for planning capital expenditure in the long-term perspective and for assessment
of the available local and potential external financial resources.

The municipal investment policy can be organized and coordinated by a branch
deputy mayor or the municipality’s chief financial officer responsible for:

e conducting the entire investment process and coordinating the participants
in it;

e coordinating the budget and investment programs of municipal companies
(projects partly or wholly financed by the municipal budget);

e exercising control over the work of the municipal investment service;

e submitting a preliminary draft (project) of the capital investment program
and the capital budget for the budget year concerned;

e cooperation with civil society structures;
e monitoring the policy and drafting recommendations for its improvement.

Animportant moment in the implementation of the municipal investment policy
is the administration of the capital budgeting process. It may be carried out by a
steering group established by a decision of the municipal council. It is recommen-
ded that the group includes the mayor of the municipality and the chairman
of the municipal council, representatives of the municipal administration, the
municipal council, representatives of the civil society, and business structures.

The main functions of the steering group are related to:
e consideration of the submitted proposals for investment projects;

e analysing the organizational, technical and financial capabilities for the
implementation of a project;

e setting the priorities for evaluating the investment projects;
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e assessment of municipal investment projects in accordance with accepted
methodology;

e approving projects for preparatory stage and proposing projects for inclusion
in the investment plan;

e drafting a proposal for the one-year capital budget (the investment program
for the forthcoming year) and its presentation to the municipal council;

e coordination of possible sizes and sources of financing with the financial
unit that prepares the financial forecast;

e annually updating the CIP (Competitiveness and Innovation Programs).

An important task of the steering group is to organize and control the prepara-
tion of a complete inventory of all sites - public and private municipal property.
The document should cover public buildings and facilities, including roads and
infrastructure to provide utilities (e.g. plumbing and sewerage systems, tre-
atment plants, landfills).

The inventory identifies the needs for overhaul, reconstruction or replacement
of individual infrastructure sites and facilities, as well as the need to build new
ones. The document should contain information about:

e the life cycle of the existing sites and facilities, including the year of their
construction, acquisition and entry into service;

e the cost of acquisition;

e thedegree of coverage on the territory of the municipality with the relevant
service (e.g. the water supply level with drinking water) or the degree of
satisfaction with a particular public service as a percentage of the need;

e the capacity of the site (the facility) in the relevant unit of measurement;

e the physical state of the existing sites and facilities (good, medium, poor)
and the date of the last improvement;

e the rate of use (low, medium, high) and the planned year/date for new in-
vestment expenditure;

e theindicative value of a possible new investment expenditure.

Another task of the steering group is to identify and analyse: the progress made
on capital projects undergoing technical implementation; the amount of funds
that will be needed for absorption in the coming years; the state of unfinished
projects. The results of this analysis should be presented in areport to the draft
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of the capital budget and the capital investment program submitted to the mu-
nicipal council for consideration and approval.

Each municipality has a structural unit that administers the investment pro-
cess. Typically, this is a capital investment department that has the following
functions:

e collection and verification of application forms (project proposals);

e establishing the compliance of the investment strategy projects and the
long-term development plan of the municipality;

e identifying the links and relationships between new projects and those
under implementation; the capital investment program and the investment
projects of the municipal enterprises;

e cooperating with: the relevant departments or units (internal or external
to the municipality) involved in the implementation of projects and the mo-
nitoring of the investment activity; external investors, in connection with
some necessary adjustments and agreements;

e assisting the Steering Group to provide the necessary data and material.
Municipal investment projects may be initiated and submitted by:
¢ the mayor or his deputies;

¢ the municipal council (chairman, deputy chairpersons, municipal coun-
cillors, permanent or temporary committees);

e representatives of schools, sports units, contractors of municipal services;

¢ municipal companies that have investment intentions and which are finan-
ced or co-financed by the municipal budget;

¢ inhabitants of the municipality (usually represented by civilian groups);

¢ local non-governmental organizations, public institutions and other local
community representatives;

e representatives of the local business.

The institutional organization of each particular investment project is based on
the document “Strategy for the management of human resources in the project”.

It is obligatory for each investment project to draw up a list of the participants
in the project, the possible participants being the following:

o firstlevel spending unit (FLSU);
¢ second level spending unit (SLSU);
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municipal council, mayor of the municipality;
e investor;
e project manager (obligatory for projects worth more than BGN 1 000 000);

¢ management team (obligatory for projects worth more than BGN 10 000
000);

e main contractor and subcontractors;

e suppliers;

e designers;

e representatives of state institutions - ministries, agencies etc.

¢ owners of the immovable property on which the site will be built;

e initiators;

e users of the project product;

e public groups of the population;

e competitors;

¢ other interested persons (related to the direct benefits of the project).

The functions of the individual participants may overlap. In such a case, they
must be described in an explanatory note to the document.

The organizational structure represents the organizational relationship between
the different project participants. The main factors to be taken into account
when developing the organizational structure are the specialized division of
labour and the volume of work performed.

The job description is developed only for projects worth over BGN 10 000 000.
The purpose of the job description is to clearly distinguish the positions, respon-
sibilities, obligations and competencies of the individual project participants.
The content of the job description is standard.

For projects worth over BGN 1 000 000, itis obligatory to determine the working
hours of the individual project participants. This is necessary in order to achieve
a coordinated implementation of the activities over time as well as to calculate
the duration of the work.

The matrix of distribution of responsibilities between project participants is
presented in the following table.
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Table 1. Matrix of distribution of responsibilities between participants in an

investment project

Participants in the project

Participant 1
Participant 2
Participant 3

Participant N

Works in the project

Work 1 Work 2

X
X
X
X X
X

>

Work N

The participants in the project are shown in the vertical direction. The horizontal
direction indicates the main works to be performed. Against each participantit
is noted which of the main activities he/she is responsible for.

3. Selection, evaluation and impact of investment
projects financed by public funds

Exemplary criteria for the evaluation of strategic investment projects are pre-
sented in the following table

Table 2. Exemplary criteria for the evaluation of strategic investment projects

environment or directly or indirectly
contributing to the tax base

- N L . Maximum | Percentage of
Evaluation criteria | Definition / explanation points weight (%)
1 2 3 4
Bty i e Ra.nk¥n.g O.f the prolec.t among the
s o o priorities in the municipal strategy

documents: from 10 for the highest 0-10 up to 100%
development of the . .
o othoee rated project to O for a project ranked
municipality L
at a lower priority level
The extent to which the project
Safety eliminates, prevents or reduces 0-10 up to 100%
immediate security dangers
The extent to which the project has
Delegated obligations |been delegated by an institution such | 0-10 up to 100%
as MoF or MoEW, etc.
The extent to which the project
Economic impact strengthens economic development
P in the municipality by protecting the | 0-10 up to 100%
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The extent of capital expenditure

Efficiency efficiency 0-10 up to 100%

Degree of readiness of | Existence of a preliminary study and

the project technical and economic justification of |0-10 up to 100%
the project

Maintaining the The extent to which the project is

curr.ent level of needed. to enable tbe municipality 0-10 up to 100%

services to continue to provide one or more

services at the current level

Improving the service | The extent to which the project
contributes to improving the quality of | 0-10 up to 100%
existing services

The extent to which the project
increases the quantity of existing 0-10 up to 100%
services

Adding services

Projects that reduce future operating
expenditure receive a positive score
Impact on the from 0 to 10. Projects that have no
operating budget impact on operating expenditure 0-10 up to 100%
are rated 0. Projects that increase
operating income receive a rating
between 0 and 10.

The extent to which the project has
Public support broad and / or strong support from
the public and is consistent with the 0-10 up to 100%
strategic or other long-term plans of
the municipality

The extent to which project financing
sources are involved (including co- 0-10 up to 100%
financing, public-private partnership)

Reliability of financing

Maximum percentage up to 100%

Each member of the Steering Group gives a quantitative assessment of the pro-
jects for each criterion on a scale adopted according to a specific methodology.
The resulting individual assessment is final and not subject to change until the
next evaluation procedure. Once they have been prepared, the individual asse-
ssments of all project criteria are provided to the Chairman of the Steering Group.

For each evaluation criterion a scale of 0-5-10 points (0 - minimum score, 10 -
maximum) is used. The rating scale for each criterion is divided at the following
intervals:

e rating 0: no impact or negative impact on the relevant criterion;

e rating to 2: low impact on the relevant criterion;
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e ratingto 5: good impact;
e rating to 7: strong impact;
e rating 10: clearly expressed high impact.

After the evaluations have been received on all criteria and on all projects, the
projects should be ranked in descending order.

The Chairman of the Steering Group informs the mayor in writing of the results
of the project evaluation. Upon completion of the evaluation process, each project
receives a final digital evaluation. This evaluation is a criterion for the decision
to include the projects in the annual investment program of the municipality.

For smaller municipal software projects, it is advisable to select no more than
4-7 criteria. It is also appropriate to adopt a simpler evaluation scale (rating
from 0 to 6).

4. Conclusion

Although in 2007 the municipalities in the country were given the power to
determine local taxes within specific limits, according to the Local Taxes and
Fees Act, and subsequently these limits were extended, local finance problems
were not solved. The revenues of the municipalities did not increase substantially
and their structure was not changed.

Deficits increased significantly over a period of time, reaching more than 15% of
municipal own revenues - totaling over BGN 500 million in 2010. The increased
deficits and the decreased revenues led to an increase in the municipal debt. At
the end of 2011, this debt amounted to BGN 950 million, with the foreign debt,
albeit slightly exceeding the domestic debt. The subsequent reduction of the
deficit was due to its funding, mostly domestic.

At the beginning of 2016 the total arrears of the municipalities were about BGN
160 million.

The financial local independence is not available due to the fact that only about
10% of the budget revenues are from local taxes. Rare are the cases of higher
own revenues, mainly due to fees.

Local budgets are being fed mainly by transfers from the central budget, from
non-tax revenues/ municipal property and local taxes/ and tax revenues.

A system where the direct and indirect taxes enter in the State budget as the
main source of revenue for the central budget, followed by the drawing up of
other budgets and the distribution of funds, is not a basis for financial local
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independence. In the case of a major failure in the revenues of municipalities or
insurance institutions, the central budget provides insufficient funds, and the
deprivation of such funds implies even less maneuverability. This suggests that
the timing of remise of taxes to the municipalities is postponed.

There have been no significant changes in local taxes and fees in recent years.
The most frequent are the changes to the patent tax for retail trade, and the
most common is the fee for municipal waste for non-residential property of legal
entities. For example, garbage fee has been reduced more times (58) than it has
been increased (48) for the entire period 2013-2015 (IME). These changes did
not lead to an increase in revenue.

Relying mostly on subsidies and transfers, many municipalities are in financial
difficulties, leading to the attachment of their accounts and lack of the ability
to make payments. According to the data of the National Association of the
Municipalities of the Republic of Bulgaria, about 60-70 municipalities are fa-
cing serious financial difficulties as of January 2016. In practice, every fourth
municipality is threatened.

With regard to investments in municipalities, the following conclusions ensue:

e First, thelevel of local taxes and fees is largely a consequence of the availabi-
lity or lack of investment and working business, and in the largest economic
centres the levels of local taxes and fees remain relatively high, while they
are relatively low in the less developed areas.

e Second, neither high local taxes and fees repulse investors to start a business
and the population to settle in areas with a relatively high tax burden, nor
low local taxes and fees manage to attract entrepreneurs and migrants to
less developed areas.

The real problems of local finances will not be resolved by changing one law, but
the bill on amending the Public Finance Act is a step forward in this direction.
The main changes are as follows:

¢ municipalities will be able to open financial recovery procedures and take
measures to achieve financial sustainability and stability of local finances.

¢ municipalities will be able to raise taxes and local fees.

e temporary interest-free loans will be granted for the purpose of imple-
menting the municipal financial recovery plan with a fixed reimbursement
period.

The development of the Ministry of Finance’s IT infrastructure and the signi-
ficant results of its implementation at local level is also a step forward. More
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than 200 municipalities use the software of the Ministry of Finance for proce-
ssing local taxes and fees. This infrastructure also allows full exchange of data
between municipalities and MoF.

With a free personal identification code (PIC), which anyone can obtain from
the tax administration at their place of residence, citizens will be able to check
their tax account with the National Revenue Agency (NRA) and their local tax
and duty obligations without needing digital signature. The service started
as pilot in Sofia Municipality and Veliko Tarnovo municipality and gradually
covered other municipalities using the MoF system.

Expectations for local finance stability are related to the implementation of
tighter financial policies by municipalities, reduction of transfers from the cen-
tral budget, local authority powers in terms of tax and fee increases, opening
of financial recovery procedures by the the municipalities themselves, and
granting interest-free loans from the state budget with strict regulations for
repaying them.
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/JIp HeaH Coko08,
BawnpedHu npogpecop,
Bucoka esponcka wkoaa 3a ekoHomujy u meHaymenm, Cogpuja

PHUHAHCHJCKA H HHBECTHIJHOHA I10JIHTHKA
JIOKA/IHUX CAMOYIIPABA

Pe3ume

Pazeoj s10kaaHux noaumuka modxce ce deduHucamu KAo KOMNJAEKCHU NJaH
Koju o6yxeama 3ajedHUYKe Yu/bege U nNpuxeamsvbuge Nocmynke 3a HUX080
cnposoherse 00 cmpaHe Had1excHo2 op2aHa J0Ka/AHUX eaacmu. Peaausayuja
08UX NOJUMUKA Ce He CMe pazmampamu 0080jeHo 00 puHaHcujckux cpedcmasa
Kojuma pacnoJaice 10Ka/AHa camoynpasa. AKo jauarse deMokpamuje 3Havu ja4arse
J1I0Ka/He camoynpase, y GUHAHCUJCKOM CMUCAY MO 03HAYABA NOCMOjdrbe cucmemMa
¢uHaHcuparba MecHUX op2aHa eaacmu koju he bumu u eoUKacaH u NPagu4aH.

Y o8om ucmpadicusarsy nocmassbamo npobaeme u 3adamke memamckoz domema,
Koju ce ghokycupa Ha dea 21a8Ha cMepa y NoAUMUKAMa JI0KA/JAHUX CAMOYnpasa,
a mo cy: 10KaHa UHAHCUJCKA NOAUMUKA U A0KA/AHA UHEECMUYUOHA NOAUMUKA.
IlpukasaHe cy ocHogsHe meopujcke u mMemodoJ/owKe KoHYyenyuje y obaacmu
duHaHcujcke deyenmpaausayuje, guaoszoduje u s02uke HoBUX memoda U
MeXHUKa ynpas/barbd, Kao Wmo U MHO20/UKOCM hped/adz2aHuX NpakmuyHUx
pewerba y ckaady ca cneyu@uvHUM COYUjaHUM, EKOHOMCKUM, PA38OjHUM U
PYKOBOOHUM NOAUMUKAMA, 0OHOCUMA U3Mehy pasAuyumux éAacmu u ocCma/aum
Kapakmepucmu4HUuM napamempuma y paseojy nojeduHux onwmuHda.

beylme pevu: /s10KaJ/IHa camoynpaed, OnWMUHCKA UHeeCmMuyuoHa no/sumuka,
jaSHCI u npusamHya UMoB8UHd, UHBECMUYUOHU PU3UK.
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