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   REPUBLIC OF MACEDONIA

MINISTRY OF FINANCE

LAW ON FINANCING OF THE UNITS OF LOCAL SELF-GOVERNMENT 

Skopje, July  2004
I. GENERAL PROVISIONS

Article 1

Subject of the law
(1) 
This law shall regulate the financing of the local self-government units (hereinafter: Municipality).
(2) 
The financing of the City of Skopje as a separate unit of local self-government shall be regulated by this law and the Law on the City of Skopje.

Article 2

Terminology
Certain terms used in this law shall have the following meaning:

(1) The term municipality shall include the City of Skopje unless it is otherwise determined by this Law. 
(2) Own sources of revenues are: local taxes, local fees and local charges,  the revenues from municipal assets, self-contribution, fines, donations and other revenues determined by law.
(3) Budget is an annual plan for financing the competencies of the Municipality, and it consists of an annual assessment of revenues by sources and expenditures by purposes.
(4) Municipal budget users are the municipal bodies and public services established by the Municipality. 
(5) Local tax is a tax, the rate of which is determined by the Municipality within the framework established by law.
(6) Local fee is a pecuniary charge for the services and rights rendered or granted by the municipal bodies to legal and physical persons, the level of which is determined by the Municipality within the framework established by law.
(7) Local charge is a pecuniary charge for covering the costs directly connected with the services the municipal bodies render to legal and physical persons, the level of which is determined by the municipality in accordance with law.
(8) Grant is a transfer from the Budget of the Republic of Macedonia and the budgets of the Funds to the municipal budget.
(9) Revenues from value added tax are part of the revenues from the value added tax which are allocated to the Municipalities. 
(10) Earmarked grant is a grant intended for financing a concrete activity.
(11) Capital grant is a grant intended for financing municipal capital investment projects.
(12) Block Grant is a grant intended for financing the competencies in certain area determined by law.

(13) Grant for delegated competencies is a transfer from the budget of the state administration body to the municipal budget used for financing of a delegated competence.
(14) Revenues from municipal assets are the revenues realized from right to ownership of property, financial assets and rights.
(15) Borrowing by Municipalities is obtaining financing from the domestic and foreign capital sources, within the limits and conditions set by law. 

II. FINANCING OF THE MUNICIPALITY
Article 3

Sources of revenues 

Sources of financing of the Municipality are: own sources of revenue, grants from the Budget of the Republic of Macedonia, from the budgets of the Funds, and borrowing.

Article 4

Own sources of revenues

Own sources of revenues are:

(1)
Local taxes determined by law: 

· The property tax;

· The tax on inheritances and gifts determined by law;

· The tax on the transfer of real estate;

· Other local taxes established by law

(2)
Local fees determined by law:

· Utilities fees;
· Administrative fees and

· Other local fees determined by law.
(3)
Local charges determined by law are:

· Charges for urbanization of construction land;

· Charges for communal activities  

-
Charges for spatial and urban plans and
· Other local charges established by law.
(4)
Revenues from ownership are:

· Revenues from leasing;

· Revenues from interests;

-
Revenues from property sale which does not disturb the public functions and competencies of the municipalities.
(5)
Revenues from donations;

(6)
Revenues from fines established by law; established by law. 
(7)
Revenues from self-contribution;

 (8)
Other revenues established in accordance with law.
Article 5

Revenues from personal income tax

(1) The municipalities realize revenues from the personal income tax which is collected in the current year.

(2) Revenues from personal income tax collected in the current year shall be distributed to the municipalities as follows:

- 
3.0% from the personal income tax from salaries of physical persons collected in the municipality where they are registered with a permanent domicile and residence.

-
100% from the personal income tax from physical persons who are performing craft activity, registered in the territory of the municipality in accordance with the Law on Craft Activity. 

Article 6

Revenues from donations
(1) Donations in financial means shall be revenue to the municipal budget.

(2) Donations in assets shall be registered as property of the Municipality.


(3) The purpose and the manner of usage of donation shall be regulated by an agreement between the donor and the Mayor, for which a Municipal Council shall give a prior consent.


Article 7

Revenues from self-contribution
(1) In order to meet certain needs of the citizens the municipality may introduce self- contribution through a referendum;

(2) The decision of the Council of the Municipality shall regulate the purpose, sector, duration for which the self- contribution shall be introduced, total amount of revenues that will be collected, payers of self- contribution, exempted persons, amount of the self- contribution (base and rate), manner of calculation, supervision by the citizens over the intended purpose of the funds, as well as other issues. 
Article 8
Grants from the Budget of the Republic of Macedonia and budgets of the Funds 
(1) 
Grants from the Budget of the Republic of Macedonia and budgets of the Funds, shall provide additional revenues for the Municipality for financing their competencies as determined by law. 
(2) 
From the budget of Republic of Macedonia and the budgets of the funds the following types of grants shall be allocated:
· Revenues from value added tax; 

· Earmarked grant; 

· Capital grant;

· Block grant and
-    Grant for delegated competency
(3) Type, amount and allocation of the grants for each municipality shall be an integral part of the budget of the Republic of Macedonia and budgets of the Funds.
(4)  The line Ministries and the Funds by 30 March of the current year the latest, shall announce the set criteria, procedures and terms for distribution of earmarked and capital grants.
Article 9
Revenues from value added tax (VAT)
(1)
Revenues from VAT are a grant for financing the competencies of municipality set by law.
(2)       Revenues from VAT shall be provided by:

- 
3.0% from the total amount of collected VAT from the previous fiscal year. 
(3)   Distribution of the revenues from taxes shall be executed at least 50% according to the criteria per capita and other criteria established by the Ordinance for Methodology of distribution of revenues from VAT enacted by the Government of the Republic of Macedonia. The Government of Macedonia passes the Ordinance upon proposal by the Minister of Finance previously agreed with the Committee for Monitoring the Development of System for Financing the Municipalities not later than June 30 of the current year for the next year. 
(4)  
The Methodology of paragraph 3 of this article shall determine special criteria for the City of Skopje to correct the significant differences between the City of Skopje and the other municipalities in the Republic of Macedonia. 
(5)      The municipality is autonomous in bringing the decision about the usage of the revenues from VAT.    
Article 10

Earmarked grant
(1) The earmarked grant shall be used for financing a special activity. 
(2) The line Ministries and the Funds shall propose to the Ministry of Finance distribution of the earmarked grants per Municipality, project, institution and/or program with a budget calculation for the following budget year. 

(3) The line Ministries and the Funds shall monitor the execution of the earmarked grant.
(4) In case of certain irregularities in the usage of the grant, the line Ministries and the Funds shall stop the payment of funds and shall inform the Ministry of Finance.
Article 11
Capital grant

(1) The capital grant on the bases of the program determined by the Government of the Republic of Macedonia shall be used for financing investment projects. 
(2) The line Ministries and the Funds in distribution of the capital grants shall give priority to projects that have previously secured the total of the necessary funds. 
(3) The line Ministries and the Funds shall control the execution of the capital grant.
(4) In case of certain irregularities the line Ministries and Funds shall cease the payment of finances and shall inform the Ministry of Finance.  
(5)
 The financing of capital investment shall be ceased in the municipalities which have failed to use the grants for the intended purpose.  
Article 12

Block grants
(1)
Block grants shall be used for financing the competencies prescribed in Article 22, items 5, 7, 8 and 9 of the Law on Local Self-Government through concrete programs. 
(2)
The line Ministries and the Funds shall develop a methodology for determining the criteria for distribution of block grants which is formula-based using appropriate need indicators for each program. The Government of the Republic of Macedonia shall pass an Ordinance for Methodology for Determining the criteria for Distribution of Block Grants upon a previous approval by the Ministry of Finance with a prior consent from the Committee for Monitoring the development of the system of financing of the Municipalities.  
(3)
The total amount of block grants shall not be lower than the amount of the funds from the Budget of the Republic of Macedonia used for the same purpose in that area in the previous year from the year when a certain competence is transferred.  
(4) 
Block grants shall be expressed at certain positions for the budget users in the Budget of the Republic of Macedonia and budgets of the Funds.
Article 13
Grants for delegated competency
(1) The grant for delegated competency shall be used for financing a delegated competency from a body of Mayor’s state management. 
(2) The funds for the delegated competency shall be provided from the amount for the line state management body set in the budget of the Republic of Macedonia.          
(3) The grant for delegated competencies shall be transferred in a manner which provides timely execution of the delegated activities. 
(4) The Minister who manages the state administration body and the Mayor of the municipality shall conclude an agreement for regulation of mutual relations regarding the grant for delegated competency.
(5)
Should the Mayor fail to execute the delegated competence, he/she shall be obliged to return the funds received for financing such delegated competences to the Budget of the Republic of Macedonia within 30 days of the day when the execution of the delegated competency referred to in paragraph 1 of this Article was to commence in line with the agreement referred to in paragraph 4 of this Article, except in cases when there were objective obstacles.
(6)
The body of state administration informs the Ministry of Finance for the contracted agreements for delegated competency.
Article 14
Deadlines for informing the Municipalities

 The Minister of Finance,  by September 30 of the current year , with a budget circular informs each municipality separately of the type and amount of grants for the following budget year.

Article 15

Committee for Monitoring the Development of System for Financing the Municipalities

(1)   The Government of the Republic of Macedonia shall establish a Committee to monitor the development of the system for financing the Municipalities.
(2)    The Committee for Monitoring the Development of the System for Financing of the Municipalities shall have the following competencies:

          - To monitor the implementation of the criteria for distribution of grants;


- 
To propose measures for the improvement of the grants system;


- 
To provide recommendations for overcoming the failures in the distribution of grants;

          - To monitor the transparency of the procedures and their consistent realization when distributing the funds from the grants;

          - To prepare semi-annual and annual reports for the development of the system for financing the municipalities in which it determines proposals for improvement of the system;

         - To monitor the earmarked use of grants

- To provide prior consent for the Methodology for the allocation of the revenues from the Value Added Tax and the Methodology for the determining of the criteria for distribution of block grants . 
(3)     The Committee for Monitoring the Development of the System for Financing of the Municipalities shall consist of representatives from the:

            - Ministry of Local Self-Government, one member;

             - Ministry of Finance, one member 


-  Ministry of Education and Science, one member;


   -  Ministry of Labor and Social Policy, one member; and 


             - the Association of the Units of Local Governments , five members.
(4)
 The Committee for Monitoring the Development of the System for Financing of the Municipalities shall elect a President from its own membership at the first constituting session
(5)   The Committee for Monitoring the Development of the System for Financing of the Municipalities shall have access to the necessary data according to law. 
(6)   The reports prepared by the Committee for Monitoring the Development of the System for Financing of the Municipalities referred to in paragraph 2 of this article, shall be submitted to the Government of the Republic of Macedonia. The Government of the Republic of Macedonia shall inform the public about contents of the reports. 
III. CALCULATION AND COLLECTION OF THE REVENUES OF THE MUNICIPALITIES

Article 16
Calculating and collecting own revenues

(1)      The activities for calculating and collecting of own revenues of the municipalities as prescribed by law, shall be performed by the municipal administration;
(2)      For the performance of the activities referred to in paragraph 1 of this Article, the municipalities may enter into agreement with another municipality or with the Public Revenue Office.
Article 17
Transfer of grants from the Budget of the Republic of Macedonia and the budgets of the Funds 
1. The transfer of grants from the Budget of the Republic of Macedonia and budgets of the Funds shall be in accordance with the regulations for treasury activities. 
2. The transfer of the revenues from VAT and block grants from the Budget of the Republic of Macedonia to the budget of the Municipality shall be performed in minimum 12 installments.
3. The grants referred to in paragraph 1 of this Article shall be transferred by the last working day in the month for the preceding month at the latest, except for the final installment, which shall be transferred by December 15 of the current budget year. 
IV. BORROWING

Article 18
Borrowing

(1) Municipalities may borrow by taking domestic and foreign loans, in accordance with law. 

(2) The Municipality may borrow from foreign entities only with a prior consent from the Government of the Republic of Macedonia determined on the bases of the opinion issued by the Ministry of Finance.

(3)  The borrowing shall be in domestic currency, except for the loans from foreign entities.

(4) All due obligation to the suppliers which shall exceed 90 calendar days shall be considered as borrowings. 
(5) The Municipality may not use as collateral a property of the Municipality which serves for public interest activities established by law. 
Article 19
Short-Term Borrowing

(1) The municipality can take short-term borrowing in the country by taking a credit which shall be repaid by the end of the current fiscal year;

(2) Short-term borrowing shall be used for covering temporary cash deficits of the municipalities, and not  for payment of fines and penalty interest;

(3) The total amount of short-term borrowing in the course of the fiscal year must not exceed 20% of the overall revenues from the current-operational budget of the municipality in the preceding fiscal year.

Article 20
Long-Term Borrowing 

(1)
The municipality may borrow on a long-term basis to finance capital assets or investment projects only if the payment of the debt is done in equal or decreasing annuities.
(2)
 The Municipal Council approves the proposed long-term borrowing only after a public hearing has taken place at which the main features of the project and its terms of financing are explained. 
(3)   The decision for a long-term borrowing reached by the Municipal Council shall be valid only if the agreement for borrowing is concluded in the same fiscal year of reaching the decision. 
(4)     The total amount of the annual debt-service from the long-term borrowing in one fiscal year can amount up to 15% of the overall revenues in the current operational budget of the municipality in the preceding fiscal year.
(5)    The total outstanding long-term borrowing of the municipality including all guarantees shall not exceed the total amount of revenues in the current operational budget of the municipality in the preceding year.
(6)   The municipality is obliged, within 10 business days from the signing of the credit agreement, to submit the credit agreement and the amortization schedule to the Ministry of Finance.

(8)    The municipality shall notify the Ministry of Finance for each paid installment related to the debt, within 10 business days.  
Article 21

Issuing Guarantees
(1) The Government of the Republic of Macedonia may guarantee and take liabilities which may derive from the long-term debts of the Municipality, including also the municipal public services founded by the municipality, only in cases when liabilities are undertaken according to law. 

(2) With decision from the council the municipality may guarantee and undertake obligations which arise out of long-termed loans of the public enterprises founded by the municipality. 

V. BUDGET OF THE MUNICIPALITY

Article 22
Budget of the Municipality
(1) The Budget of the Municipality shall be prepared, adopted and executed in accordance with the Law on Budgets, unless otherwise regulated by this law.  
(2) The expenditures are executed in accordance with the regulations for their execution within the framework and purposes determined in the Budget.  

Article 23
Contents of the budget 

(1) The budget of the municipality shall consist of general and special part.

(2) The general part shall include:
      - Consolidated balance of revenues and expenditures;

      - Functional classification of the expenditures;

      - Balance of current and operating revenues and expenditures;

      - Balance of capital revenues and expenditures.
(3) The special part of the budget shall include the expenditures presented according to the Classification of Expenditures established by the Minister of Finance, grouped according to the users and programs. 
(4) The special part of the budget shall also include annexes which refer to:

       - Financial plans (balance of revenues and expenditures) of the public services established by the municipality which are totally or partially financed from the budget of the municipality;

       - Budget explanation.
(5) The Municipal Council shall reach a decision for budget execution by passing the budget.

Article 24
Balance of current and operating revenues and expenditures
(1) 
Current and operating revenues shall be all revenues except for grants from the Budget of the Republic of Macedonia and budgets of the Funds intended for financing capital investments, funds from self-contribution, and funds provided through loans.
(2)
Current and operating expenditures shall be all expenditures and long-term borrowing interest payment except for the expenditures for capital investments. 

Article 25
Balance of capital revenues and expenditures
(1) 
Capital revenues shall be the grants from the Budget of the Republic of Macedonia and budgets of the Funds intended for the financing of capital investments, funds from self-contribution,  funds from donations and other sources of revenues. 
(2) Capital expenditures shall be expenditures for capital investments and capital transfers.

Article 26
Earmarked usage
The funds from the Budget can be used only for the purposes and in the amounts approved for in the Budget.

Article 27
Budget process
(1)
The Minister of Finance shall, by September 30 in the current year at the latest, prepare a budget circular for the following year. 
(2) The budget circular shall also inform the Municipalities of all basic macroeconomic indicators, main directions for preparation of the municipal budget, grants which shall be transferred from the Budget of the Republic of Macedonia, from the budgets of the Funds as well as other sources of revenues.    
(3) The budget circular shall determine the form and the content of the budget of the municipality. 

(4)
The time-frames for planning the Municipal Budget shall be regulated with the Budget Calendar adopted by the Municipal Council. 
(5)
The Budget Calendar shall determine the time-frames within which: 

-
the Mayor shall submit the main directions for preparation of financial plans to the municipal budget users

-
the municipal budget users shall submit their financial plans to the Mayor

-
the Mayor shall submit the Proposed-Budget to the Municipal Council, and

Article 28
Adoption of the budget
(1) The Budget for the following year shall be adopted by the Council of the Municipality by December 31 of the current year at the latest.
(2)
Should the Budget of the Municipality is not adopted by December 31 of the current year, the Municipal Council is obliged to reach a decision for a temporary financing and a financial plan for its execution for the period between January 1 to March 31 of the current year. 

(3)      The Mayor shall approve payment of the funds from the Budget according the expenditures in the previous fiscal year, for each month, per items, during the temporary financing period, but up to one twelfth of the performed expenditures in the preceding year. 

(4)
The Financial plan for implementing temporary financing of the Municipality is a constituent part of the Budget for the current year.

Article 29
Rebalance of Budget
(1)
If in the course of the fiscal year the revenues and expenditures are not realized as planned by the Budget of the Municipality, the Mayor shall propose to the Council changes and amendments to the Budget (rebalance) at least twice a year, in accordance with the law. . 
(2)
Rebalance of the budget shall be enacted according to the procedure for enactment of the Budget of the Municipality.
Article 30
Execution of the budget
(1) The Mayor of the Municipality shall be responsible for execution of the Budget. 
(2) The signatory of the single account of the Budget of the Municipality shall be the Mayor of the Municipality or, in his absence, two persons employed in the municipal administration authorized by the Mayor. 
(3) The Municipality cannot effect a payment unless the accountant in charge provides in writing a prior consent that the expenditure has been approved in the budget and a confirmation that the necessary funds have been provided.  
Article 31
Budgetary reserves
(1)
The municipal budget may include a Budgetary Reserve for financing of unplanned and insufficiently planned expenditures in an amount up to 3% of the budget .
(2)
The Mayor of the Municipality shall approve the usage of resources in the Budgetary Reserve.

Article 32
Periodical financial reports
(1) The municipal budget users within 15 days after the last day of the month to which it refers shall submit to the Mayor monthly reports with an explanation for performance of their financial plans. 
(2) The Mayor shall submit to the Ministry of Finance and the Municipal Council quarterly reports with an explanation for the budget performance within one month after the end of the quarter. 
(3)
The Minister of Finance shall establish the form and contents of the reports.
(4) After the reports from Paragraph 2 of this article are adopted, the Mayor shall notify the public about their contents. Should the reports are not adopted the President of the Council shall publicly announce the reasons.

VI. ANNUAL ACCOUNT OF THE BUDGET OF THE MUNICIPALITY 

Article 33
Adoption of the Annual Account
(1)  After the end of the fiscal year, the Council of the Municipality shall adopt the Annual Account for the budget of the Municipality. 

(2) The Annual Account of the Municipality shall contain all elements of the municipal budget, expressed as planned and realized revenues and expenditures for all municipal budget users.
(3) The Mayor shall submit the Annual Account to the Council of the Municipality for adoption by February 28 in the following year, at the latest. 
(4) The Council shall adopt the Annual Account of the Municipality for the previous year by March 15 of the current year at the latest, and shall submit it to the Ministry of Finance by March 31 of that year, at the latest. 
(5) Upon the adoption of the annual account, the Mayor shall inform the public about its content. 

Article 34
Annual Report
           (1)     The Municipal Council shall adopt an Annual Report.    
(2)     The following shall be an integral part of the Annual Report:
           -an annual balance sheet; 

- report on the Municipality’s assets, receivables, liabilities and sources of funds, and their amounts;

-  report on the realization of investment programs, earmarked, capital and bock grants and grants for delegated competencies;

- a report by the Responsible Accountant certifying the accuracy and authenticity of the annual balance sheet.

VII. ACCOUNTING RECORDS, 
CONTROL AND AUDIT

Article 35
Accounting
(1)
The Municipality and the public institutions founded by the Municipality shall keep the accounting records in accordance with the Law on Accounting for the Budgets and Budget Users, unless otherwise stipulated in this law.
(2) The Mayor and the responsible Accountant shall be responsible for the implementation of the provisions of the Law on Accounting for the Budgets and Budget Users. 

Article 36
Responsible Accountant 
(1) The Mayor of the Municipality shall appoint one responsible accountant who has graduated from a Faculty of Economics and has at least five years working experience in the area of accounting and finance.

Article 37
Internal Auditing
(1) The Municipality shall establish internal auditing policies and procedures in accordance with the international standards for professional performance of internal auditing accepted by the Ministry of Finance. 
(2) Internal auditors shall be appointed by the Municipal Council upon a proposal by the Mayor.
(3) The Internal Auditor shall have graduated from a Faculty of Economics or Law and has at least five years working experience in the area of finance.
(4) Internal auditors shall be independent and shall report directly to the Mayor and the Council.
(5) Reports on internal audits shall be submitted to the Mayor and the Municipal Council.
(6) Municipalities may conclude an agreement with other municipalities for performance of the matters related to the internal auditing. 

 Article 38
External audit
The State Audit Office shall perform regular annual audits of all municipal financial statements, in accordance with the Law on State Audit.

VIII. MUNICIPAL FINANCIAL DISTRESS  
Article 39
Financial distress  

(1) A Municipality shall be found in a situation of financial distress in any of the following cases:
- The Chief State Auditor finds considerable irregularities in the financial operations of the Municipality; 
- The Municipality has not paid a recognized debt within 90 days of the due date;
- The account of the Municipality has been continuously blocked within a period of 30 calendar days or 45 days non-continuously within a period of 60 calendar days and  
- The municipality exceeds the maximum limits for borrowing in accordance with this law.

(2)
The Mayor or Chairman of the Council of the Municipality shall notify the Minister of Finance about the occurred financial distress from paragraph 1 of this article within 5 working days from its occurrence. 
Article 40
Committee for overcoming the financial distress of the Municipality
(1)
The Minister of Finance within 15 business days from the receipt of the information referred to in paragraph 2 of Article 39 or from the date the he/she acknowledges by any other means of the existence of any of the conditions set forth in paragraph 1 of Article 39 exist, shall  reach decision for the initiation of the special procedure to overcome the financial distress of the Municipality (hereinafter “the special procedure”) and with resolution shall establish a Committee for overcoming the financial distress of the Municipality. 
(2)
If the Minister of Finance does not find grounds to initiate such a special procedure according to paragraph 1 of Article 39, he/she shall notify the Mayor and the Council. 
(3) 
The Committee for overcoming the financial distress of the Municipality shall be comprised of representatives from: 

- Ministry of Finance, one member;

- Ministry of Local Self-government, one member;

- State Audit Office, one member;

- Council of the Municipality, one member and

- the Mayor of the Municipality.
(4) 
The representatives from the Ministry of Finance, the Ministry of Local Self-Government and the State Audit Service have the right to vote. Decisions shall be reached by majority votes.  

(5)
The representative from the Ministry of Finance shall chair the Committee for 
overcoming the financial distress of the Municipality. 
(6) 
The Committee for overcoming the financial distress of the Municipality is charged with the responsibility of preparing draft-measures for its resolution and to oversee their implementation. 
(7) 
The Committee for overcoming the financial distress of the Municipality shall have access to all the necessary information, documentation and reports necessary for the performance of its duties. 

Article 41
Measures and activities for overcoming the financial distress of the Municipality
(1)
From the date the procedure to overcome the financial distress of the Municipality is initiated, the Municipality may not:

- take any decision that may give rise to an increase of its financial obligations;

- establish new public services ( public enterprises or any other institutions);

- meet any payments obligations incurred prior to the initiation of the special procedure, except for the obligations expressly approved in the plan for resolving the financial distress of the Municipality.
 (2)
From the date the Committee for overcoming the financial distress of the Municipality is established, it shall monitor the financial operations of the Municipality and its compliance with the obligations and responsibilities mandated by law. 

(3)
Within 15 business days from establishment of the Committee for overcoming the financial distress of the Municipality, the Mayor shall prepare changes and amendments to the budget (hereinafter “rebalance”) for overcoming the financial distress of the Municipality which if approved by the Committee for overcoming the financial distress of the Municipality, shall be submitted to the Municipal Council for adoption. 
(4) 
If the rebalance as set forth in the paragraph 3 of this article, is not adopted by the Municipal Council, the Mayor shall submit it to the Ministry of Finance for their opinion. 
(5)       Ministry of Finance shall present its opinion regarding the rebalance and if there are any remarks the Mayor is obliged to incorporate them in the rebalance and to submit it to the Council for a second review and adoption. 
(6) 
If the financial distress is not overcome during the current fiscal year, for the following fiscal year the Mayor is obliged to propose a budget which comprises the basic elements for overcoming the financial distress set forth with the rebalance from paragraphs 3, 4 and 5 of this Article. 

Article 42
Plan for implementation of the measures and activities for resolution of the financial distress of the Municipality

(1)
Within 15 business days of coming into force of the rebalance, the Committee for overcoming the financial distress of the Municipality shall prepare a plan of measures and activities for overcoming the financial distress of the Municipality which shall submit it to the Mayor (hereinafter “plan”).
(2)
The Mayor of the Municipality shall submit it within 7 business days from the receipt of the plan, to the Council for adoption, and the Council is obliged to adopt it within 7 working days. 
(3)
Implementation of the plan referred to in paragraph 1 of this Article shall be mandatory for the Municipality.

Article 43
Notification on the execution of the plan
(1)
The Mayor of the Municipality shall, at least once a month, or upon request by the Committee for overcoming the financial distress of the Municipality, submits a detailed report on realization of the measures and activities included in the plan.
(2)
The Committee for overcoming the financial distress of the Municipality shall prepare monthly reports of its operations and shall submit them to the Minister of Finance.
(3) 
When the Committee for overcoming the financial distress of the Municipality determines that the reasons leading to financial distress of the Municipality are overcome, it shall immediately inform the Minister of Finance in writing and shall propose to the Minister the passage of a Decision declaring the termination of the work of the Committee for overcoming the financial distress of the Municipality.

IX.
IMPLEMENTATION OF THE FISCAL DECENTRALIZATION
Article 44
General Principles
(1)
The fiscal decentralization as set forth in this law shall be implemented in phases and implies introduction of a mechanism for financing the municipalities, which is transparent and based on objective criteria and measures.
(2)
The transfers from the Budget of the Republic of Macedonia and budgets of the Funds shall be realized simultaneously with the phased transfer of the competencies to the Municipalities as set forth in the LLSG and as further regulated and specified in the corresponding laws. 

(3)
The phased approach to the fiscal decentralization according to this law shall be  based on the following principles: 
-
 gradual devolution of responsibilities in line with the capacity of the Municipalities to undertake those responsibilities;
-
an equitable and adequate providing of the funds for an efficient and incessant execution of the transferred competencies and 

- 
reduction of the funds in the Budget of the Republic of Macedonia and the Funds for the competencies which will be transferred to the Municipalities. 

Article 45
Transfer of financial resources during 
the First Phase of Decentralization

(1)
The first phase for transferring the financial resources to the Municipalities shall begin from January 1, 2005

(2) 
Transfer of revenues from taxes from the Budget of the Republic of Macedonia shall be performed in a following manner:
- 
the Government of the Republic of Macedonia upon a proposal by the Ministry of Finance until September 15, 2004 shall pass a Ordinance on methodology for distribution of the revenues from VAT for every municipality for 2005 and the Ministry of Finance with a budget circular shall notify the municipalities on the amounts of the revenues from taxes planned in the budget of the Republic of Macedonia.

- 
the Government of the Republic of Macedonia upon a proposal from the line Ministries until September 15, 2004 shall pass an Ordinance on methodology for distribution of the capital, earmarked and block grants without the funds planned for wages and the Ministry of Finance with a budget circular shall notify the municipalities for the planned amounts for these grants. 
-  the municipalities until December 31, 2004 shall begin with implementation of a plan for resolving the arrears which arise from debts towards contracting partners and other creditors for the liabilities that occurred until December 31, 2001. The activities related to the resolution of the arrears shall be coordinated by the Ministry of Finance. 

    -  at least 90% of the total number of the municipalities which covers at least 90% of the population in the Republic of Macedonia:

                 a) within the municipal administration there are at least 2 employees who are qualified in the financial management area, budget preparation, its performance, accounting and financial reports.

                  b) within the municipal administration there are at least 3 employees who are qualified in tax identification and collection.
(3)  the Government of the Republic of Macedonia shall establish a Committee for evaluation of compliance with all conditions from paragraph 2 of this Article.

Article 46
Transfer of Financial Resources 
in the Second Phase of Decentralization
(1)
Block grants in the public institutions that perform activities according to the competencies from Article 22, paragraph 1, items 5, 7, 8 and 9 of the Law on Local Self-Government, shall be transferred from the Budget of the Republic of Macedonia to a given Municipality when::


- 
It has met the conditions from the first phase;

-
It possesses an adequate staff capacity for financial management;
-
It shows good financial results in the work for at least 24 months 
-
Timely informs the Ministry of Finance for the good results and it is confirmed by the Ministry of Finance

-
It has no arrears to suppliers or any other creditors exceeding those ordinary terms of payments .
(2)
The Government of the Republic of Macedonia establishes a Committee to evaluate whether all conditions set in paragraph 1 of this article are met.
(3)
Block grants set forth in paragraph 1 of this Article shall be awarded to Municipalities which met the conditions upon a prior written request submitted to the line Ministry and the Ministry of Finance. 

X. PENALTY PROVISIONS

Article 47
Misdemeanor  

The person in charge, or other authorized persons in the Municipality shall be fined from 30.000 – 50.000 MKD for misdemeanor if he/she: 

1. The municipality borrows abroad without previous approval by the Government of the Republic of Macedonia, (Article 18, paragraph 2);
2. the municipality gives as a collateral property of the municipality which serves for the performance of the activities of public interest determined by law;

3. the municipality uses the funds from the short-term loans to pay penalties and interests on penalties (article 19, paragraph 2);
4. the municipality surpasses the limit of 20% from the total realized revenues of the current operational budget of the municipality in the  previous fiscal year on the bases of total short-term borrowing in the course of the fiscal year.
5. if the payment of the long-term loan is not done in equal or decreasing annuities;

6. the municipality surpasses the limit of 15% from the total revenues of the current operational budget of the municipality  in the previous fiscal year for the total annual payment of the long-term loan.

7. the municipality does not comply with the conditions for the amount of the total outstanding long-term loan (article 20, paragraph 5)
8. does not submit the contract for loan and amortization schedule within 10 working days to the Ministry of Finance.
9. does not inform the Ministry of Finance for each paid installment within 10 working days.
10. gives a false presentation of the total expenditures and does not use the funds for the purpose determined by the budget (article 22, paragraph 2)

11.  does not use the funds for the determined purposes and takes over obligations over the amount of the expenditures determined by the annual budget document (Article 26);
12. does not comply with the time frame for preparation, proposing and submission of adoption of the budget (Article 27);
13. does not comply with the time-frame for adoption of the budget (article 28)

14. the harmonization of the revenues and expenditures with a decision for amendments and changes of the budget is not proposed before the Council (Article 29);

15.  the usage of the budget reserve is not approved (Article 31, paragraph 2);
16. does not comply with the time frame for preparation and submission of  periodical financial reports (Article 32);

17. does not comply with the time frame for preparation and submission of  annual account (paragraph 33, paragraphs 3 and 4);
18. appoints responsible accountant who does not fulfill the determined conditions (paragraph 36)

19. internal auditors are appointed from another body and not the one determined by law and/or who does not fulfill the determined conditions (Article 37, paragraph 2 and 3);
20. the mayor, or the president of the Council does not inform the Minister of Finance for the determined time frame (Article 39, paragraph 2);

21.  the municipality dos not prepare and adopt the acts in line with the determined procedures and dead-lines (Article 41, paragraphs 3, 4, 5 and 6);
22. the municipality does not comply with the determined procedures and dead-lines (Article 42, paragraph 2)

23. the municipality does not comply with the dead-lines for development of a plan of measures and activities for surpassing the financial distress (Article 43, paragraph 1).

XI. TRANSITIONAL PROVISIONS

Article 47
Taking over the employees and the property of the regional units of the 

Ministry of Finance

(1) 
The municipality as of January 1, 2005 shall take over part of the employees from the Ministry of Finance- Department for Financial and Common Activities who perform the accounting and financial management activities. 
(2) 
The premises, equipment and means for work of the Department for Financial and Common Activities shall be undertaken according to the number of undertaken employees.
(3)
The records and documentation related to the devolved competencies which are transferred from the Department for Financial and Common Activities at the Ministry of Finance shall be undertaken according to the law and other regulations. 
Article 49
Taking over the operations of the Ministry of 

Finance- Public Revenue Office
(1) 
The municipality as of January 1, 2005 shall take over the employees from the Ministry of Finance- Public Revenue Office from the regional branches and tax departments who perform these activities. 
(2) 
The premises, equipment and means for work of the regional branches and tax departments of the Ministry of Finance- Public Revenue Office shall be undertaken according to the number of undertaken employees.
(3)
The records and documentation of the regional branches and tax departments of the Ministry of Finance- Public Revenue Office shall be undertaken according to the law and other regulation. 
Article 50
Indebting of the Municipality
(1)
The Municipality may take long-term loans in the country according to the provisions from this law and to give guarantees for the public enterprises founded by the municipality  after the Ministry of Finance confirms that:

- it has regularly submitted positively assessed financial reports for the period  of at least 24 months from the day this law enters into force; and 

- it does not have any arrears towards the creditors in the last 2 years from 
the day this law enters into force.  
(2) 
The Ministry of Finance by way of exception can give approval for the 
financing of capital investments prior to the deadlines stated in paragraph 1 of 
his article, if the funds are provided from an international financial institution, 
and the Government of the Republic of Macedonia gives its consent.
Article 51
Municipal Funds

(1) 
With the day of implementation of this Law, the Municipal Funds with status of legal entities shall be terminated.

(2) By the day of implementation of this Law, the Municipal Funds of paragraph 1 of this article, are obliged to close the accounts opened in the commercial banks.
(3) The employees, the property, the equipment, the assets, the records and documentation are taken over by the newly formed municipality.

(4) The unsettled claims and unsettled obligations of the municipal funds are taken over in the budget of the municipality.
XII. FINAL PROVISIONS

Article 52

Provisions from Articles 22, 27, 28, 44, 45 and 46 from this Law shall be applied as of the day of entering into force of this Law.

Article 53

Provisions from Article 37 shall begin to be applied one year after entering into force of the Law on Internal Audit in the public sector.
Article 54
.
 
Upon entering into force of this Law the following articles shall be annulled:  4-f, 4-g, 4-h, 4-i, 5, 6, 6-a, 8, 19 and 46-a from the Law on Budgets (“Official Gazette of RM no. 79/93, 3/94, 71/96, 46/00, 11/01, 93/01, 46/02 and 24/03).

Article 55

This Law comes into effect on the eighth day from the publishing in the Official Gazette of the Republic of Macedonia, and shall be implemented as of January 1, 2005.

RATIONALE
I. ASSESSMENT OF THE CONDITION IN THE AREA AND THE GOAL THAT IS TO BE ACHIEVED WITH THIS LAW
1. Assessment of the condition


With the adoption of the Constitution of the Republic of Macedonia in 1991 and the Law on Local Self-Government in 1995, the Republic of Macedonia abandoned the old communal system and installed and initiated the creation of the local self-government system. The expectations from the new system of local self-government, as one of the principle values of the constitutional order of the state, were that an organizational form has been identified through which the citizens will fulfill their necessary needs and interests, with fewer organs and bodies, and with more concrete programs with economic, social, cultural, ecological but before all communal contents. Furthermore, it was expected that the municipality as a unit of local self-government would become spatial and urban community and political and economic entity, in which the conditions would be created for a wider and more profound synchronization and expression of the mutual needs and interests of the citizens in such a community, that is a community in which the citizens would be able to realize their constitutional right of local self-government.


The Law on Local Self-Government adopted on January 29, 2002 a new bases was established to overcome some of the unfavorable conditions which resulted from the lack of legal solutions in the outlining of the concept of local self-government and the realization of the system of local self-government, in practice located mainly in the sphere of competencies, urban planning and development, financing and the relations in the local self-government.

The application of the new Law on Local Self-Government should surpass the identified conditions such as:

· unsatisfactory elaboration of Article 115 from the Constitution of the Republic of Macedonia;

· limited competencies of the units of local self-government especially in the sphere of local economic development and urban planning;
· scarce use of the possibilities of the units of local self-government for mutual cooperation in order to realize the mutual interests and perform the common activities from the sphere of their competency.
· Lack of use of the possibility for direct participation of the citizens in solving the local issues.

· Unclearly defined competencies of the Council of the units of local self-government and the mayor which results with conflicts and obstacles in the work;

· Inappropriately organized municipal administration with lack of space, staff , materials, technical equipment and financial means;

· Inappropriate organization of the neighborhood units in light of its new position and role in accordance with the Constitution of the Republic of Macedonia;
· Violation of the provisions to employ highly professional staff on the bases of the criteria for competency and professionalism.

· Lack of conditions and possibilities to train the employees, their appropriate rewarding, as well as the possibility to advance in the service;

The identified conditions in the sphere of financing of the units of local self-government point out to the following:
· inexistence of conditions for part of the funds for the units of local self-government to originate from local taxes and fees and compensations the rates of which would be determined by the units of local self-government, within the limits prescribed by law and by the Constitution;
· existence of the Law on Caps of the Own Revenues of the units of local self-government, which limits the already scarce  revenues of the municipality;

Thus, the drafting and adoption of a separate law that would regulate this sphere was indispensable.
Due to the above stated reasons, and taking into consideration the provisions contained in Article 114 from the Constitution of the Republic of Macedonia and the provisions from Article 9, paragraph 1 of the Charter for performance of competencies from Article 22 from the Law on Local Self-Government, the adoption of the Law on Local Government Finance is proposed. 

2. Goals of the law
The proposal Law on Local Government Finance should create the legal frame and real conditions for creation of a consistent system in the sphere of financing of the units of local self-government. The goal of this law is to operationalize completely the constitutional provisions with regard to the independence of the units of local self-government, thus making it a true principle value of the constitutional order of the Republic of Macedonia.
The realization of the most essential goals of reform is directed towards enhancement of the system of local self-government on the principles of democracy and decentralization, with competencies, responsibly and in the best interest of the citizens from the sphere of the municipalities to perform the local public works and enable fats and high-quality resolution of the everyday problems that the citizens are faced with in their working and living environment. By accepting the proposal law on Local Government Finance it would be enabled to realize the general goals in a more complete manner and thus enable their easier application in the realization of the system of local self-government. The new place and role of the local governments in the general system of management of the state can be provided through legal protection, despite their political, administrative and financial independence.
The determining and development of democratic procedures and mechanisms in the organization and functioning of the local self-government need to guarantee the right of the citizens to influence the management from one side and to have access to information and solution of the local government, on the other side. The basic goals of the Law should provide the local governments with the following:

· own sphere of competencies, separated from the ones of the state;

· legal guarantee that other governments would not interfere when realizing those competencies;

· delegated sphere of competencies;

· participation of the citizens in the local self-government;

· new type of relation between the local and state organs;

· Clear determination of the status, the property and the relation of the unit of local self-government and the public institutions.

· Free association of the local governments; and

· Construction of mechanisms to undertake surveillance and control over the work of the organs of the units of local self-government.

The ultimate goal is to create a municipality according the European model, adjusted to our specific needs, conditions, tradition and mentality. The realization of the mentioned goals is a good enough reason because of which the proposed law should be adopted.
II. CONTENT OF THE LAW

The proposed text of the Law on Local Government Finance would create conditions to create new system of financing that would guarantee financial independence and quality performance of the competencies of the units of local self-government; it would provide construction of a new system of local public ownership, in line with the new competencies and responsibilities of the units of local self-government; it will create the basis for a high-quality and cost-effective performance of the public services, through competition and appropriate control; it would create small, professional and efficient local administration and new type of mutual relations between the local authorities and the state organs.
1) The General Provisions of the Law on Local Governments Finance, in chapter I show the local self-government and the financing of the functions as a connected whole and eliminate the conflicts with the provisions from this chapter with the provisions from the other chapters of this law. Article 1 determines the subject of the law which derives from the content of the separate chapters. Article 2 defines the meaning of certain expressions used in this law.
2)  Chapter II, Financing of the Municipality defines and individually elaborates the types of revenues of the municipalities, in line with their own budgets. Article 4, own Sources of Revenues defines the types of revenues that the municipality shall independently determine and collect. The independence of deciding of the municipalities is also defined through the possibility for them to determine the rate, i.e. the amounts for the separate revenues, within framework defined by law.

Article 8 elaborates on the types of grants from the budget of the Republic of Macedonia and the budgets of the funds, through which the central government provides additional revenues for smooth performance of the competencies determined by law. Especially important in this part of the law are the provisions regarding the use of the revenues from taxes for which the municipalities have a complete independence to decide on their use and purposes. The use of the block grant contained in Article 12 from this chapter is also not subject to limits.
The municipalities are free to independently determine the priorities within the framework of competencies determined in Article 22, items 5, 7, 8 and 9 from the Law on Local Self-Government. The activities from the sphere of culture, social welfare and child protection, elementary and secondary education and fire fighting are spheres for which the central government shall provide additional funding through block grants.
Article 10 defines the manner of using the earmarked grants. The municipalities are obliged to use the financial means from this grant for a strictly defined purpose, i.e. for financing of a concrete activities synchronized with the line ministry or fund.
Article 11 defines the manner of use of the capital grant. This grant is used as part of the financing of the investment projects for which financial funds are provided.
Article 23 from the law on Local Self-Government gives the opportunity for the organs of state administration o perform certain activities from their competency by delegating the same to the mayor. Having in mind the determinations contained in Article 4 and 5 from the European Charter of Local Self-Government, the manner of execution of the delegated competencies can be adjusted to the local conditions, respecting the standards determined by law. Thus the local governments are given the possibility to adapt the execution of the delegated competencies according their specific needs and goals and thus provide effective coordination. Paragraph 4 from Article 23 from the Law on Local Self-Government stipulates that the organ of state administration that has delegated the competency is responsible for the execution of these works. If we have in mind the principle that when somebody else is engaged for the execution of a certain activity the authority that delegates the competency should maintain its political and legal responsibility, then it is clear that an efficient mechanism is to be put in place that would measure, monitor and assess the results from the separate activities of the organ (the Mayor) responsible for the performance of the activity which is under the competency of a specific state organ. In such cases the financing is done in line with Article 13 of this law.
The Government of the republic of Macedonia determines the amount of the grants for the next budget year with the Budget of the Republic of Macedonia at proposal of the Ministry of Finance and informs the municipality of that. Article 14 determines the dead-lines to inform the municipalities on the type and amount of the grants.
The procedure for allocation of the grants and the transparency of the procedure of their allocation and realization is followed by a Commission for monitoring  of the development of the System for Financing of the Municipalities, described in Article 15 of this law.
3) Chapter III Determination and collection of the revenues of the municipalities regulates the manner of determining and collection of the own revenues and transfer of grants from the budget of the Republic and the budget of the funds to the budgets of the municipalities,. In line with Article 16 of this chapter the work related to the collection of own revenues of the municipalities as prescribed by law is performed by the municipal administration or in agreement with another municipality or with the Public Revenue office.
4) Article 17 determines the dead lines for transfer of grants from the budget of the Republic and the budgets of the funds
5) Chapter IV, Borrowing, regulates the conditions under which the municipalities can take additional funds by borrowing in the country and abroad. Article 18 defines the procedures in line with which the municipality can borrow, and in Article 19 and 20 the long-term and short-term borrowing are defined.
6) Chapter V, Budget of the Municipality includes Articles 22 thru 31. this chapter elaborates on the content of the budget with separately  defined balances of the current operational revenues and expenditures  and balance of the capital revenues and expenditures, the principle of balanced budget , earmarked use of the funds and the budget process with determined dead-lines for its preparation and adoption. Article 29 clearly defines the responsibility of the mayor with regard to performance of the budget. Article 30 regulates the possibility to plan the funds from the budget reserve because of financing of separate activities which have not been planned in the budget of the municipality, or were planned but with less money. This article regulates the amount of these funds, and their use is approved by the mayor of the municipality. Article 31 contains the obligation to prepare financial reports for execution of the budget and the already mentioned transparency of the use of the funds from the budget through the procedure for submission of these report s to the media and the citizens.
7) Chapter VI, Annual Account of the Budget of the Municipality. The council of the municipality adopts the annual account of the municipality at the latest by March 15 of the current year. The basic financial reports and the written explanation represent the annual account.
8) Chapter VII Accounting Records, Control and Audit.  In the countries with developed system of local self-government, the law regulates the procedure for administrative and financial surveillance over the performance of the organs of the units of local self-government. Starting from the fact that when determining the model of local self-government, the Republic of Macedonia opted for the model of different authority, which in principle distinguishes between the political (state) and self-governing (local) authority, where one of these does not result from the other nor is hierarchal under the other, it is clear that the local self government should enjoy large degree of independence with regard to the realization of its competencies. In that sense, the Constitution of the Republic of Macedonia in Article 115 paragraph 2 regulates that the municipality is independent in the performance of the competencies determined in the Constitution and regulated by law, and the Republic undertakes the surveillance over the legality of its work. Having in mind these constitutional provisions, with the surveillance over the regulations of the municipality adopted within the framework of its inherent competency, in fact, the European model of local self-government has been respected which provides the largest degree of its independence and according to which the organs can be controlled only with respect to the legitimacy of their work and the compliance with the Constitution. The local self-governments shall be directly accountable before the citizens for the own (inherent) competencies. By putting in place internal mechanism of control: good management and effective internal surveillance, the need for central government control is decreased. The effective budget management, financial surveillance and audit need to be created as a way of improving the efficiency of the local government, the transparency of their work and political responsibility, and not as a mean for placing obstacles before the local government.
9) Chapter VIII State of Financial Distress of the Municipality, defines the reasons that might lead to financial instability of the municipality, as well as the way and procedure for overcoming the problems that might occur in the working. A special Commission established by the Ministry of Finance proposes measures for resolving the reasons that have caused this condition and follows the implementation of the measures until the situation is resolved.
10) Chapter IX Implementation of Fiscal Decentralization defines the basic principles for the phased approach and the conditions that need to be fulfilled in order to initiate the application of the fiscal decentralization in the first and second phase.

III. FINANCIAL FUNDS FOR IMPLEMENTATION OF THE LAW
The implementation of the proposed law is related to establishing of completely new fiscal relations between the central government and the local self-government i.e. realization of fiscal decentralization and establishing balance between the local competencies and the financial sources.
The proposed Law on Local Governments Finance conceptually does not plan additional financial means for its implementation. In the initial phase of implementation of the law redistribution of fund shall be done from the Budget of the Republic of Macedonia and the budgets of the funds which are used for financing of the same competencies under the present system.

