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I. INTRODUCTION

The Administrative-Territorial Reform was formally materialized with the adoption of Law
115/2014 “On Administrative-Territorial Division of Local Government Units in the Republic
of Albania”, according to which local government was reorganized in 61 municipalities and 12
counties. At the core of the first phase of the reform was the cartographic division of the local
self-government units. This was followed by the gradual process of legislation alignment
pertinent to finance and taxation at the local level, with a view to increasing decentralization and
efficiency in the use of resources.

Despite the progress of this reform, there are still unresolved challenges for local self-
government units. According to the 2019 EU Progress Report about Albania: Most of the
municipalities are not effective in collecting revenues. As a result, their ability to deliver quality public services, in
general, remains limited. Moreover, according to the evaluation of financial management systems at
the local level by PEFA (2017), “Main challenges for municipalities are related to the poor performance in
collecting local tax revenues and tariffs. The poor implementation of the plan canses the municipalities to reduce the
projected costs at the beginning of the year and as a result, bad debts are created. Meanwhile, effective systems for
monitoring the existence and performance of arrears are lacking, which are a risk to local fiscal discipline.” As a
result, the limited financial resources of municipalities, reduce the opportunities to support
mainly SMEs and the quality of services provided. This problem is identified at different levels,
depending on the financial means and resources available to different municipalities. 17 st/
remains necessary to see concretely the quality of services provided to the business in those municipalities that are
more financially sound, such as the Municipality of Tirana. But, is there a basic service standard to evaluate the
level of service quality?

Good fiscal management is an important precondition for local economic development and investment promotion.
Local economic development' is a strategic pattnership process that helps: a) increase
productivity (a key economic objective) by promoting investment in new or existing businesses
with high growth potential; and b) creating local conditions to ensure sustainable growth over
the local/national economy (e.g. infrastructure, water, energy, etc.) In this sense, economic
development at the local level helps to lay the foundations of local and national prosperity.

The importance of business interaction with municipalities has been brought up in several I1C
Meetings (since 2015), when discussing topics such as ‘Electronic Platforn on Construction Permits,
‘Informality in Tourisn?’, ‘Business Inspections’, ‘Reform on Property’. These topics cover some of the legal
and regulatory aspects of the processes and services provided by municipalities to the business.
We have taken note to some business expectations towards municipalities, which relate mainly to
the quality delivery of local services against the taxes and tariffs paid by the business,
transparency in the use of funds and concrete economic and infrastructure development plans.

In view of the above and following IC Members voting on IC Discussion Topic, the Secretariat
focused in two important components: local taxes and tariffs in the context of fiscal decentralization and
the role of municipalities in the local economic development.

This Technical Note does not undertake to analyze all the problems of municipalities in the
context of decentralization and business interaction, nor to provide exhaustive recommendations
for their solution. It aims to prioritize some concrete actions that improve municipality-business
relationships and increase the required transparency.

" Source: Ewen Peters
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II. METHODOLOGY

The steps taken by the Secretariat to assess fiscal good governance at the local government level
and the role of municipalities in economic development are as follows:

@ Exploration of strategies, documents, laws and bylaws adopted over the years;

(if) Exploration of international and national reports such as European Commission’s
Progress Report, Evaluation of Municipal Financial Management Systems, PEFA
Report®, Annual Report on Local Public Finance, Ministry of Finance, State Supreme
Audit’s Annual Report on Audit Performance etc.

(i11) Analysis of issues adressed to the Secretariat from companies and business associations
during 2015-2020.

@v) 2019 IC Survey was conducted in the form of a structured questionnaire prepared by the
Secretariat. This questionnaire was completed online by 300 companies, in a random
way. The survey was published in Albanian and English on IC website, afterwards shared
on social media (Facebook, Twitter) and sent by e-mail to around 8,000 companies, out
of which around 3,000 were also contacted by phone to further promote the survey
completion. The Secretariat collaborated with Epoka University for assistance in
statistical processing and validation of the survey’s results. The survey was completed by
businesses in all 12 counties of Albania. 64% of the respondents were businesses with a
turnover of ALL 8 million, 25% of businesses with a turnover of ALL 5-8 million and
the remaining were businesses with a turnover of up to ALL 5 million.

Fig. 1. Respondents by county and annnal turnover
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v) Direct consultations of the Secretariat in cooperation with the Association for Local
Autonomy with the Municipalities of Tirana, Korca and Elbasan;

(vi)  Direct consultations with businesses, Municipality of Shkodra and the Albanian
Association of Municipalities;

(vii) 2 Focus Group Meetings—first organized in collaboration with Municipality of Kor¢a
and local companies in Korga (16 December 2019), and second one organised with the

2 https://pefa.org/country/albania
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Tirana Chamber of Commerce and Industry and its members (26 December), with a total
of 27 participants.

(viii)  In addition, the Secretariat has received several written comments with concrete business
problems and issues, more specifically from AmCham, FIAA, Confindustria and DIHA.

III. CONTEXT

Local autonomy is the right and ability of local self-government units established by law to
regulate and administer an essential part of public affairs under their responsibility and in the
interest of the community.

The relations between the local self-government units and central government institutions are
based on the principles of subsidiarity’, consultation and co-operation to solve common issues.
Municipalities are guaranteed the right to generate income independently, the right to receive
unconditional transfers from the State Budget and the right to benefit from the sharing of
revenues derived from national taxes. Meanwhile, municipalities have full autonomy in using
their own revenues, unconditional transfers and incomes from shared taxes. The functions or
competencies transferred or delegated to the Municipalities, as well as the establishment of a new
national standard for the performance of functions or competencies, are always associated with
the necessary financial means and resources for their exercise.

In detail, municipalities are financed by revenues provided by (i) taxes, fees and other local
revenues, (i) funds transferred from the State Budget, and funds derived directly from the
division of taxes and national taxes, (iii) local borrowing, donations, and other sources provided
by the legislation in force.

Annexe 1 provides a complete overview of the functional, legal and institutional aspects of the
local self-government units after the reform. The purpose of this analysis is to identify the
following specific issues and findings in the context of business-municipality interactions.

IV. ISSUES IDENTIFIED

4.1 SURVEY MAIN FINDINGS

As mentioned above, the Secretariat conducted a survey on investment climate with special focus
on the interaction between the local government and the business. The survey contains data
reported during July - September 2019. The questions were designed to collect information on
transparency of municipalities toward the businesses, quality of services delivered by the municipalities compared to
the fees paid by businesses and provision of electronic services by mmunicipalities and respective usage by the
businesses.

> “Subsidiarity” is the principle of performing functions and exercising competencies at a level of government closer to the community, given
the importance and nature of the task, as well as the efficiency and economy requirements.
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Companies with turnover above ALL 8 million have
the highest percentage of unclarity about local tax
procedures, 37% of which state that the information
provided by local tax anthorities regarding tax

procedures is unclear. Whereas, companies operating in

the industry sector, state that they bave nnclarity about

local tax procedures (48% of the companies operating
in the industrv sector).

same across all sectors of the economy and business sizes.
Companies are informed on local tax administrative
procedures as well (77% of survey respondents are clear or very clear
about the administrative procedure). \ )

%

Figure 2. Transparency on Local Taxes | Fees and 1ocal Administrative Procedures
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Companies are not informed about DMCs (88% of the companies say that they have no information
regarding recent DMC). Regardless of the size of the company or the sector in which they operate,
they declare that they are not informed by municipalities on the adopted DMCs (#he agricultural
sector has the highest percentage of lack of information).

Figure 3. Transparency on DMCs and compliance with legislation in force

Does the municipality inform you on the recent decisions taken From your experience, how compliant are Municipal Council's
by the City Councils and their impact on your activity: Decisi with the licable legislati
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Companies lack confidence in the decision-making of local institutions compared to legislation in
torce (only 11% of the companies think that DMCs are in full compliance with legislation and 56% of
companies state that their daily operations are sufficiently influenced by DMCs). Mostly, companies
operating in the agricultural sector tend to have low confidence in the DMCs (77% of companies
operating in the agriculture sector think DMCs are not at all aligned with the legislation in force).
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Cost—Benefit of the local services provided:

Companies, in general, are not satisfied with the level of local services if compared to the fees
paid (78% of companies consider the cost/ benefit ratio as not reasonable). In terms of business size,
companies with a turnover of ALL 5-8 million have the lowest percentage of satisfaction
regarding the services delivered by the municipality (67% of them consider this balance to be unfair).
Agriculture and industry are the most dissatisfied sectors with regard to municipal services and
paid fees.

Figure 4. Business satisfaction on local services

Wouldyou consider fair the balance between thereceived sarvicesand the
local fees you payfor thesesarvices?
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Electronic Services delivered at the local level:

Local institutions do not provide e-services to companies (76% of the companies say that they do not
receive electronic services from their municipalities). Meanwhile, construction and services are the sectors
that benefit most from e-services delivered by municipalities (respectively 38% of construction
companies and 24% of service companies stated that they benefit from the electronic services).

Figure 5. E-services at the local level

Does your municipality provide any e-services?

I don't
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4.2 MAIN ISSUES FROM NATIONAL AND INTERNATIONAL REPORTS

The Secretariat has explored a number of national and international reports that have identified
different issues related to territorial reform, fiscal decentralization of local self-government units
and the role of municipalities in the service delivery.
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1. Specifically, the 2019 Progress Report for Albania states that: “In most municipalities, L. GUs
are not effective at collecting revenues. As a result, the overall ability of local institutions to deliver quality
public services remains limited.”

2. Evaluation of Public Financial Management systems, conducted according to PEFA
methodology on five municipalities®, highlighted the challenges of local government.
Citing, “In general, fiscal discipline in municipalities is not the main concern, but municipalities have
very little borrowing opportunity to fund their functions. The main challenge for municipalities is their
poor performance on local tax and tariffs collection. The poor implementation of the budget causes the
municipalities to reduce the projected expenditures at the beginning of the year, consequently increasing
bad debts. Effective monitoring systems for the creation of arrears that are a risk to local fiscal discipline
are lacking.”

3. State Supreme Audit Institution (SSA) in its 2018 Performance Audit Report “Functioning
of Municipalities in the Framework of Territorial Administrative Reforn?”, highlights problems in
the legal and regulatory framework of local self-government seen from the perspective of
territorial administrative reform and its progress’.

4. Problems regarding the real opportunities of the municipalities to generate income and
provide better services have also been identified by #he municipalities themselves or their
associations’.

4.3 MAIN ISSUES IDENTIFIED BY BUSINESSES

From the analyses carried out by the business associations themselves, and the concrete cases
brought by their members, we highlight:

> Generally, the tax burden at the local level is not perceived as high by the business although in some cases it is
considered penalized for formalizing specific sectors (such as for the tourism sector)’;

> lack of transparency in the setting, collection and destination of some taxes (such as temporary education
infrastructure tax (in Tirana) and infrastructure impact tax on new constructions);

> not returning paid fees and taxes in tangible services for the business® (e.g. althongh businesses are paying the
cleaning tariff; they still have to use their own cleaning tools, especially in the industrial areas);

> imposing disproportionate tariffs vis-a-vis service delivery by the municipalities (such as environmental
pollution and waste disposal tariffs);

> unsystematic publication of DMCs;

* butps:/ | pefa.org/ conntry/ albania

5 In the new legislation there are “grey areas”, gaps in defining the competences of municipalities and the transfer of new competences is not
complete and has not been accompanied by changes in the relevant laws, thus not clearly defining what tasks the central government has,
and what are the local government duties. The specific transfer volume for the exercise of new functions relies on historical state budget
data on expenditures incurred by the central government for these functions. As a result, no cost analysis has been carvied out, both for the
Sfunds needed to carry them out but also for the investments needed to provide the services fully and legally.

6 Association for Local Autonomy, bitps:/ [www.shav.al/ sq/, Albanian Association of Municipalities, https:/ [ aam.org.al,
"Consideration of formalized accommodation businesses in the Tirana municipality as related to the accommodation tax. It does not refer

necessarily to the level of the tax but because the tax is collected only in formalized accommodation units, while there are many other
entities that do not pay/ bide the number of beds.

8 Based on Secretariat’s database on business issues, 2015-2019.
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> complex procedures for payment and collection of tax lLiabilities, especially by legal entities (freezing and
unfreezing bank accounts);

> continnons amendments to all relevant laws that define quantitative indicators in calenlating the financial
liabilities of mining companies towards central and local anthorities;

> setting local taxes and fees without legal reference;
> issues related to the implementation of the agricultural land use tax;

> issues related to delays in obtaining permits for construction permits when permits are approved by the local
government (such as permits for the construction of high water channels);

> issues in the application of the tax on immovable property not for the owners but for the entities that operate
under a leasing contract (e.g. in the field of hydrocarbons);

> issues related to the imposition of fines and the frequent inspections made the by local inspectorates (such as in
the case of the Fire Protection Inspectorate.

V. MAIN FINDINGS

The following findings are the results of Secretariat’s research work in collaboration with key
stakeholders:

I. A Dynamic Legal Framework, but still perceived as not aligned

The legal framework governing the tax, tariff and financial aspects of local government units remains quite
dynamic. We emphasize that this process initiated by the initiation of the administrative-territorial reform bas
often associated with still pending ad-hoc unintegrated legal measures and interventions.

Law No.139 | 2015 “On Local Self-Government” and Law No.68 | 2017 “On Local Self-Government
Finances” have brought a new standard in the provision of concrete rules on decentralization in general and on the
fiscal framework in particular, as well as more local funding sources. However, some of these provisions have either
not been properly harmonized, implemented and/ or contradicted, or overlap with other laws referring to local taxes

and tariffs’.

? The lack of full harmonization of the new laws no. 139/2015 “On Local Selfsovernance” and 1n0.68/2017 “On Local
Selfgovernance Finances” with the existing framework is cansed for several reasons, where we mention the main ones:

(a) The time lines of the legislative process and the lack of full, adequate, and integrated integration of the entire legal and sub-legal
Sframework affecting local self-government and decentralization reform;

(b) The complex: architecture of the fiscal legal framework that references formal, material, and procedural elements of local taxes and
levies in several laws at once and in a broad body of bylaws. In most of the articles, there is an overlap between the provisions of Law
9632 dated 30.10.2006 “On the Local Tax System” (as amended) and Law 68/2017 “On Local Self-Government Finances”, based
also on the purpose and objectives of these laws themselves. This overlap of principles and rules for local taxes and tariffs in two different
laws is useless and makes it very difficult for businesses (especially small businesses) to understand and implement the legislation, but also
Sor municipalities. This is made even more difficult when human resources for the administration and most of the business are limited and
changes in legislation are very frequent. For example, law no. 9632 dated 30.10.2006 “On the Local Tax System” and Law no. 9975
dated 28.07.2008 “On National Taxes” have changed 17 times.

10
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1) The provision in Law 9632/2006 on the selection of a tax agent for the collection of Iocal taxes on
buildings — contradicts the principles of local autonomy.

Provision of Law 9632, dated 30.10.2006 “On the Local Tax System” (as amended), according to which the tax agents of the units
of local self-government for collecting the building tax should be anthorized by the Council of Ministers, which determines also the
amount of the benefit,'” is in contradiction to the provisions of the above laws.

This provision violates the principles of local autonomy sanctioned in Article 22/ 1 of Law 13/ 2015 according to which: “The units of
local self-government shall regulate and administer the exercise of their functions fully and independently” as well as Article 4
“Principles of fiscal antonomy” according to which: “The units of local self-government are gnaranteed the right to generate income
independently” and Article 12/ 3 of Law 68/2017 according to which: “Lhe units of local self-government may enter into agreements
with each other or with local tax collection agents by decision of the council of the local self-government unit, based on a transparent and
competitive procedure.”

Given the feedback of some municipalities, there seems to be a reflection not to infringe this competence of the local self-government units

Jor the selection of tax agents, without the approval of the respective DCMs. In general, from the meetings conducted by the Secretariat
with the municipalities, it turned out that the selected tax agent for collecting the building tax was the Water Supply and Sewerage
Company.

2) Dissimilar classification of tax for transfer of immovable property for individuals, natural and legal
persons.

According to Law 68/2017'1, this tax is considered as a national tax 97% of which is shared with local self-government units.
Meanwhile, the law 9632, dated 30.10.2006 “On the 1ocal Tax System” considers it as a local tax'?, what is collected by real estate
registration offices, which, in the role of tax agent, receive 3 per cent of the collected amonnt and the difference is paid on bebalf of the
respective budget of the municipality in which territory the property is located.

3) Discrepancies in the amount of annual tax for circulation of used funds shared with local self-
government units.

According to law 68/20177, this tax is considered as a national tax 25% of which is shared with the local self-government units,
while according to law 9975 dated 28.07.2008 “On National Taxes” (amended) provided that only 18% of this taxes exceed the
budget of the local self-government. Only after 3 years and specifically with law no. 86/ 2019, dated 18.12.2019' this ambiguity was
resolved between the two laws, eventually sanctioning the amount of 25%.

4) Failure to comply with the legal obligation to distribute 2% of personal income tax by local self-
government units.

Law 68/2017 in its Article 25 paragraph ¢)* provides that 2% of the proceeds from the collection of personal income tax shall be
allocated to the local self-government units. The revennes collected from the separated taxes are transferred to the local self-government
units by the end of the following month. Despite being the third year of implementation of Law 68/2017, during consultations with
the municipalities, the Secretariat observed that the distribution of these revenues has not yet begun and consequently also the fulfilment
of this legal obligation. Technical shortcomings in how taxes on personal incomes are allocated to
municipalities have affected the funds available to municipalities 1o perform their functions and responsibilities.

(c) A brief and not always comprebensive consultation process on changes affecting business/ municipalities. Some municipalities claimed
that Law 68/2017 “On Local Government Finance” passed quickly and the time to comment or suggest was insufficient.

" Article 22/ 5, paragraph 2 provides: “The tax on the building, according to the provisions of this law, may be collected throngh tax
agents, who exercise activity throughout the territory, bave electronic database system of generating liabilities and are anthoriged by DCM
in accordance with the legislation in force on tax procedures. The Council of Ministers shall also determine the extent of the benefit of the
anthoriged agent, on the income received from the building tax. This provision was laid down in the base law 9632 and law no.

106/2017.

" Article 25 “Dividend Tax Revenue” paragraph 2: “National taxes shared with local self-government units are a) 97 per cent of the
tax on the transfer of ownership of immovable property to individuals, natural and legal persons”

2 Types of Local Taxes” paragraph 5: Property Tax Transfer for Immovable Property

" Article 25 “Dividend Tax Revenue” paragraph 2: “National taxes shared with local self-government units shall be: b) 25 per cent of
the revenues from the annual tax for the circulation of used vebicles”

" Published in the Official Gazzette no.184, dated 31.12.2019

" National taxes shared with local government units are:

¢) 2 percent of personal income tax revenues.

11
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II. A challenging institutional framework to deliver in time and successfully the
reform

1. The transfer of new responsibilities/functions to municipalities has in some cases not
been supported by timely and appropriate changes in the sectoral legal framework, as
well as by a sufficient financial package. Significant examples are the new functions
related to public forest and pasture management, irrigation and drainage, etc. This was
confirmed during the Secretariat’s meetings with the Municipalities of Tirana, Korga,
Elbasan and Shkodra'.

2. The new legislation still carries uncertainty about the role of the district, which continues
to operate under the same pre-administrative-territorial reform powers set out in Law no.
8652, dated 31.7.2000 “On the organization and functioning of local government.” The
functions of the district are a) building and implementing regional policies, b) their
harmonization with state policies at the district level, as well as any other functions
provided by law. These competences are considered too general and have reduced the
role of the counties as confirmed by the consulted stakeholders.

3. The Consultative Council for the Support of Local Self-Government being a consultative
body is considered to have had no impact on effective decision-making in favour of
municipalities’ concerns. For example, in the case of discussions and consultations on the
building tax methodology, these consultations took place at a time when the relevant
draft law'” on changes to the building tax had previously been passed for approval by the
Parliament.

III. Transparency in municipalities’ decision-making

1. Non-consolidated and systemic publication of city council decisions affects the
level of access and limits transparency on the decision-making of these councils
and their recognition by businesses.

This was claimed by businesses in the 2019 IC Survey — when asked about the level of
information they have on decision-making and DMCs approved by city councils, where
around 88% of businesses stated that the municipality does not inform them about
approved DMCs.

1 1t is also analyzed in more detail in the SSA Performance Audit Report “The Functioning of Municipalities, in the frame of the
Administrative Territorial Reform.
"7 For some additions and changes to the Law No.9632 dated 30.10.2006

12
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o In the frame of the Territorial and Administrative Reform, it was approved the online platform vendime.al,
as the official sonrce for the publication of DMCs;

o It turns out that some of the MCs have published the decisions on their websites, while others give as reference
the online platform, vendime.al;

o [n practice, cases of partially published DNICs have been identified:
a)  Municipality of V'ora, Municipality of Elbasan - partial publication of DMCs without the relevant

annexes containing the real tax valnes and fees, neither on the official websites of these institutions nor
on the platform vendime.al. (Ref. DMC Vora no.75 dated 26.02.2017, DMC Vora n0.36 dated
23.04.2018 and DMC Elbasan no.129 dated 20.11.2017)

Source: AmCham

2. The approval procedure of DMCs’ annual amendments pertinent to local taxes
and tariffs in dispersed unintegrated documents makes it difficult for the
businesses to find accurate and updated information.

Specifically, in the case of the Municipality of Tirana, DMC no.59 dated 30.12.2015 “On
the System of Local Taxes and Tariffs” has been changed 10 times with different DMCs.
These decisions can only be found published separately and not integrated into the DCM
n0.59/2015 making it difficult for businesses to update with the latest local tax and tariff
obligations. This becomes even more difficult when the information is non-systematically
published on various websites such as Tirana Municipality, Tirana General Directorate of
Local Taxes and Tariffs'® and no consolidated and easily accessible version is available on
any platform.

The above is also highlighted by AmCham, as detailed below:

DMCs are constantly changed and some municipalities, even if they publish approved decisions, publish them in the
dispersion:

a)  DMC Tirana no.59 dated 30.12.2015, on local taxes, has been amended several times during 2015-2018
since its first approval;

b) DMC Vora no.36 dated 23.04.2018 which amends DMC no.75 dated 26.02.2017 on local tax and
tariffs system has been published partially, while DMC 75 is not published at all on the website of
Municipality of V'ora, but only on online platform vendime.al.

This partially and dispersed manner of publication of DMCs either on varions documents or websites, mafkes
information of local taxes and tariffs not easily accessible, bringing about shortcomings in efficiency and time delays
as several websites and documents need to be looked up to get updated information.

Source: AmCham

Meanwhile, there are other municipalities that follow simpler and more efficient
procedures in the case of annual approval of local taxes and fees, such as Korca
Municipality, Fier Municipality, which, by adopting annual fiscal packages, abolish
previous DMCs integrating all changes into a single DMC. We highlight that the practice
of amending basic DMCs with continuous changes, although legally may be fair, it is

18 https://www.tirana.al/, https://dpttv.gov.al/; http://www.vendime.al

13
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often not considered the best - in terms of the transparency that should be provided to
citizens and businesses pertinent to local taxes and fees.

3. Although there is an active role of municipalities (e.g.: Tirana, Shkodra) on the
adapting of administrative appeal procedures, businesses are still unclear.

During meetings conducted by the Secretariat, companies reported that they did not have complete
information about the procedures to be followed in relation to local tax and tariff complaints claiming that
information is missing, not accessible to them and unpublished, even if grievance exists as a procedure,
their confidence for impartial review by the municipality or for the decision to come in their favor was low.

By verification carried out by the Secretariat in relation to the above, it comes out that,
indeed, the access to information on administrative grievance procedures in the
structures of local self-government units is difficult””. It is also identified that the
possibility of appealing local acts of municipalities is not expressed in the specific DMC
related to local taxes and fees (e.g. DMC no. 15 dated 30.12.2015, MC Tirana).

Despite the above, it should be highlighted the active role that municipalities have had in
adapting legal changes regarding the adoption of procedures, criteria and the establishing
of internal collegial structures in relation to tax appeal. It is found that based on the legal
changes that the law no. 9632, dated 30.10.2006 “On the Local Tax System” (as
amended) at the end of 2017% in its article 7 provides that: The taxpayer’s appeal at the local
level against the decision or action of the tax office is made at the local tax appeal structures, as per
criteria and rules established by the municipal council, in accordance with Article 4 of this law. The
taxpayer has the right to appeal in court against the decision of the tax appeal structure of the
municipality.

Based on this provision, it is noted that at least in the case of the Municipality of
Tirana and the Municipality of Shkodra, verified by the Secretariat, measures have
been taken to adopt the relevant and dedicated DMCs that address the
establishment of tax appeal committees and the adoption of their operating
regulations. Specifically, in the case of Tirana Municipality, DMC no. 158 dated
21.12.2018 was adopted and in the case of Shkodra Municipality, DMC no. 56 dated
19.07.2018 was approved. Information on the right to appeal is generally provided at
the bottom of the Tax Liability Notice.

4. Lack of a complete address book affects the inadequate notification of companies
In regards to tax liability notices.

Mainly for the Municipality of Tirana, as in other municipalities this problem is on a
smaller scale, due to the smaller number of businesses and the limited territorial extent.
The Secretariat has identified that obligations assessment reports are generally in line with
local tax and tariff legislation. The entities suggested the use of new and alternative
means of interacting with businesses, mainly through electronic taxpayer services that
would enable timely notification of liabilities and reduce the mutual operating costs
associated with notification (paper, postal services, etc.). We would propose opening a

Y From Secretariat’s explorations, it has been identified that municipalities have been assisted in setting up these structures through a
Roadmap for the Drafting of the Regulation on the Organization and Functioning of the Local Structure of Tax Appeal by Local
Government Units prepared in May 2018 by USAID.

Regarding the decision-making, impartiality or efficiency of these structures, the Secretariat was unable to prepare an analysis, as
information on the decision-making of these structures was not public and accessible, in some cases not systematically made available by
municipalities (e.g. Municipality of Elbasan) or no information submitted (e.g. Municipality of Tirana)

20 Law No. 106/2017, dated 30.11.2017. Published in the Official Gazzette No.222, dated 19.12.2017
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debate about informing companies with alternative instruments such as emails, etc.,
without possibly requiring legal changes.

According to 2019 IC Survey, businesses perceive a low level of compliance of
DMC with the legal framework.

To the survey question “Do you consider DMC compatible with the applicable
legislation?”, 60% of the businesses surveyed nationally responded that DMCs
considered them partially or not at all compatible with the applicable legislation and
generally the perception is the same in all regions of the country, where more than half of
businesses consider them partially or not at all compatible with the legislation in force.

During the analysis on the compliance of DMCs with other laws and from meetings with
stakeholders, the Secretariat did not identify any cases of DMCs in open contradiction to
the law. According to the municipalities contacted, DMCs are subject to the controlling
filters of the MC and Prefectures. High perception as per IC Survey on the
incompatibility of DMCs may be related to the fact that businesses perceive as non-
transparent and unopened the decision-making of MCs.

Business perceives that there is a disproportionate differentiation in setting local
tariffs e.g. cleaning fee, etc.

During consultations with the businesses, it turned out that a different problem for them
is the differentiated way of charging tariffs to similar businesses for the same service.

In practice, there is a significant difference between the tariffs set in different municipalities. For
example, the cleaning fee set by DMC Shkodra no.63 dated 30.10.2017 is ALL 13,000 for the
small business and ALL 33,000 for the large business. While DMC Durrés no. 401, dated
23.01.2017 sets the cleaning fee at 10.000 ALL for small business and 20.000 ALL for big
business.

It is also noted that within the same municipality, the same fee varies for taxpayers of similar
categories and the reasoning for this differentiation is unclear (collecting most of the tax from a
single entity).

2018 Fiscal Package, Municipality of Kruja

Cleaning  and  waste | For  existing cement | For  other  factories, plants

disposal fee factories according to their location and
_ ALL 5 000 000 workload, etc. — ALL 3,000,000

Ecological taxation For other large taxpayers - | For cement production entities and
ALL 100,000 the like

- ALL 3,000,000

Source: Amcham

Apart from the above, it is found that the fee for applying for a building permit on the
electronic construction permits platform from different municipalities is different. Some
municipalities apply a standard fee (e.g.: ALL 2,500 Shkodra, in Korca by some categories
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but not more than ALL 2,000), while other municipalities have set a fee for reviewing the
application for a building permit on the e-Permits platform, based on the investment
value (e.g. the Municipality of Tirana applies a 1% fee on the investment value).
Although, municipalities have the autonomy to decide on local taxes and fees through
appropriate MC decision-making, in the case when the service provided through the
platform is essentially the same regardless of the investor’s location, imposing the
application fees as above detailed, is disproportionate in our view and subject to debate.

Registration papers at the Municipality of Tirana for the payment of local taxes is
often considered bureaucratic and inefficient.

Raised by AmCham in regards to the following:

The Taxpayers Assistance and Registration Section is required to submit a set of
documents before any request/complaint is made:

1. This procedure is contrary to the law “On Tax Procedures” and all the
principles sanctioned therein for the rights of taxpayers. In addition to the
taxpayer as a legal entity, the required information relates to the administrator as
an individual. To make these requests even more meaningless, most documents
are from or are issued by subordinate bodies. Why the administrator’s family
certificate is needed to register a business? We understand that this procedure is
intended to collect taxes for which individuals are responsible, but tax collection
measures are set out in the LLaw on Tax Procedures and none of them mention
waiving the right to appeal/ request in the municipal administration.

2. When a new business goes to pay its tax liabilities, General Directorate of Taxes
and Local Tariffs (DPTTV) requires documentation “For registration of new
business.” As in the above case, the required documents are in the one-stop
state registries like the NBC and the Municipality itself and apart from misusing
the document we do not think that it has any benefit for the municipality by
creating totally unnecessary procedures and in violation of the law.

Source: AmCham

The business contribution remains modest although the municipality’s
consultation procedure on decisions/budgeting (community budgeting) Iis
carried out, at least in the major municipalities

During consultations, it was noted that business participation in the consultation remains
limited with regard to a) temporary taxes and tariffs set by the MC, b) how these funds
were used at the time of drafting local budgets. Increased confidence in the process is
also conditioned by whether or not to consider or even argue for requirements such as
when drafting fiscal packages or allocating financial resources according to budget
programs.

We note that Law 68/2017, brought as a novelty the local government budgeting
also through consultation with stakeholders and provided the imposing of fines
for heads of municipalities if they did not carry out the foreseen consultations.
Perhaps this is the reason that the publication for the consultation has already
been integrated into the work of municipalities.
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Although temporary taxes and local fees are paid, the business is not fully convinced that these funds are
used for the stated destination.

a) During consultations with the business, the level of transparency of the municipalities
regarding the use of taxes and fees paid by the business was often brought into the
discussion. For example, entities in the county of Tirana demanded transparency over
the use (destination) of funds raised by the Municipality of Tirana with the temporary
tax on educational infrastructure or even the tax on infrastructure impact on new
construction.

b) The proportionality and legal duration of the tax on education infrastructure. It is
recorded that the tax on education infrastructure is the only temporary tax, which is
foreseen as such by the Municipality of Tirana for a period of 7 years. The annual fee
for education infrastructure tax is provided in DMC no. 59 dated 30.12.2015 “On the
System of Local Taxes and Tariffs in the City of Tirana”, in point Lf, based on the
legal provision of Article 9 of Law no. 9632 dated 30.10.2006 “On the Local Tax
System” (as amended). This article, apart from providing that the provisional tax is one of the

categories of local taxes, it does not impose any conditions or criteria on their proportionality and
duration”.

Despite this, law 66/2017 did not proportionally address the duration of the temporary
and concrete tax such as that imposed by the Municipality of Tirana, which, although
established in 2015, is still in force. This is because a transitional provision and
specifically Article 63 of Law No.66 / 2017 provides that the provisional taxes imposed before
the entry into force of this law shall apply in accordance with the legislation in force at the time of their
adoption.

Another concern about education infrastructure tax relates to its implementation not at
company/taxpayer level, but for any secondary taxpayetr’s identification number
(NUIS) or place of activity of the entity. From the Secretariat’s exploration on the
open.data.al portal, for the Municipality of Tirana * detailed information on the
provisional education tax can be found. Specifically, from 2016 to 2018, about ALL 1.9
billionwere collected, but the Secretariat did not find any detailed information regarding
the use of this fund by the Municipality of Tirana.

9. The business confirms that it is generally aware of the taxes and fees it pays but is
unclear about how they are calculated, which may be due to a lack of information
and fiscal education.

2 Given this legal gap bas left too much discretion to municipalities in imposing provisional taxes, their amount, number or duration,

with the latest law no. 66/2017 “On the Finances of Local Self-Government”, the appropriate adjustments were made. Specifically, the
law provided for a special legal provision, Article 13 “Rules for the imposition of temporary local taxes”. This Article states inter alia in

paragraph 2 that: “2. The introduction of a provisional tax is preceded by the development of a plan, which includes, at least: a) the
determination of the specific service or investment financed by the provisional tax; (b) the duration of the provisional tax, which may not
be applied for more than three years from the date of entry into force, and the total and annual amount of revenne expected to be collected;
(c) the cost and ferms of service and investment, including the part financed by the interim tax and other sources, including the part
financed by the municipal budget”, while in paragraph 9, it states that: “9. The local self-government units may not apply more than two

provisional taxes during a budget year.” These legal provisions above address to a satisfactory extent the aspects related to the purposes of
the provisional taxes and their duration.

* bttps:/ / opendata.tirana.al,

23 https:/ [ opendata.tirana.al/ 2q=dataset/ planifikimi-dhe-realizimi-i-t%C3%AB-ardhurave-t%C3%.AB-

bashkis%C3%AB/ resource/ dbfafa7 6-187f4064-9690
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This is also confirmed by 2019 IC Survey, where 48% of businesses at the nationwide
level claimed that they are uninformed about how to calculate local tax liabilities.

Consultations with the business, also revealed a lack of information on local fiscal
liabilities, with some businesses claiming that they were very unclear about what they
were paying. Although the share of local fiscal liabilities in their total fiscal liabilities was
small and not considered a significant problem, their calculation and especially the
procedural aspect of contesting/appealing local fiscal taxes or tariffs as well as local fines
were very unclear and to a large extent considered by businesses as a heavy burden.

Pursuant to Law 68/2017, local self-government units have the right to set local tariff for
a service provided by these units or for a right granted to individuals, natural persons
and/or legal entities. The level of the tariff is oriented towards covering the cost of the
public service provided by the local self-government unit. Business consultations show
that there are numerous disputes over the value of tariffs or even the distribution of the
fiscal burden between family consumers and businesses. The most contested tariff is the
cleaning tariff, which is claimed to be high against the quality of service provided
(Amcham, DIHA).

Published DMCs on fiscal packages, for none of the municipalities, have explained the
methodology of setting these tariffs, which is thought to be a deficiency that creates
misunderstandings between municipalities and taxpayers. For example, the MC has
adopted with DCM 319/2018, a Waste Management Cost Calculation Guide that will be
taken into account by LGUs when calculating the cleaning tariff. If, e.g. the municipality
of Tirana has taken into account this DCM or not, this is not disclosed (at least referring
to the DMC on the local fiscal package).

Therefore, increasing transparency, consultation and real cooperation in setting tariffs from the
municipalities with the businesses, but also with individuals wounld serve to a considerable extent in their
awareness of the value, but especially of the payment of local fiscal obligations.

Tariff of cleaning and removal of waste.

This fee has increased significantly and as such has become a significant cost to the business.
Given this and the fact that this fee is given in exchange for a service, it is important to have a
direct connection between them. Specifically, the indicative levels and the tariff table need to be
reconceptualized.

Methodology and transparency for imposing tariffs:

Does the municipality have a methodology for sharing the tax burden among businesses and
households in respect to the cleaning and waste removal tariff and the educational infrastructure
tax? If so, what percentage of income should theoretically be paid by businesses and how much
by individuals? But what happens in reality? What percentage of the amount to be
collected/cashed in by family members?

Source: AmCham

10. Implementation of unclear procedures by municipalities harm the business
climate and the cooperation between the municipality and the business

a) The procedures for freezing and unfreezing bank accounts from the Local Tax
Directorates are uncoordinated and create conflicts with clients/businesses which in
many cases are not notified in advance by the tax authorities for voluntary execution of
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tax liabilities. Reconciliation of accounts and payments as well as orders for unfreezing
are not sent to commercial banks in real-time.

A problematic situation regarding the procedures undertaken by the municipalities for
collecting tax liabilities is also identified by AmCham:

In practice, there are major problems with freezing orders sent by municipalities for the collection
of tax liabilities by taxpayers. This is primarily because the provisions of the relevant law and
instruction “On Tax Procedures” are unclear and with unclear deadlines. However, what is noted
in practice is the fact that municipalities issue freezing orders for the personal accounts of the
entity’s administrator at the same time with the order for freezing the company’s own bank
account.

The tax liability of the company passes to the sole administrator or shareholder under certain
conditions and never without a court decision recognizing the sole responsibility of the
administrator/partner. These actions lead to the illegality of the municipality’s acts and place banks
in a difficult position where they will have to choose between implementing an illegal act
(otherwise subject to sanctions by the municipality) and protecting the legitimate interest of their
clients).

Source: AmCham

b) Implementation of tax liabilities also for companies in liquidation phase

We have had many companies that have been in passive status for years (in these cases the
municipality does not impose tax obligations). At the moment of initiating the liquidation
proceedings, the company is switched to active status by the NBC and, in this case, for the
entire period in which lasts the liquidation procedure, the municipality calculates the local taxes
and fees.

In these cases, the activation of the status in “active” is intended only for the liquidation
purposes of the taxpayer and not necessarily that the company catries out economic activity.
Local taxes and fees should not be applied unless it is established that the company is
conducting economic activity.

Source: AmCham

11. Mineral Rent” - the beneficiary municipalities of the rent remain also the municipalities
with the lowest income and in the poorest areas of the country.

In 45 municipalities” in the country, natural resonrces are used and they are rent beneficiaries. From
consultations with municipalities, it turned out that in general, the central government transfers the
amount of rent to the municipal budgets, which is used for investment for local government units. But, the

24 Under Law 9975/2008 “On National Taxes”, any natural or legal person who is licensed and/ or aperates in the mining industry,
under a contractual relationship with the Minister responsible for the economy, must pay rent for natural resources derived
Jfrom/ above/ below land in the tervitory of the Republic of Albania. The royalty is calcnlated as a taxpayer’s monthly liability at the time
it sells mineral products. In the case of export of mineral products, the rent shall be paid at the time the export declaration is made. 5%
of the income from mining royalties belongs to the local government where the activity takes plac.

% Berat, Bulgizé, Cérrik, Devoll, Dibér, Dropull, Durrés, Elbasan, Fier, Fushé Arréz, Gjirokastér, Has, Himaré, Kavajé, Klos,
Kolonjé, Korcé, Krujé, Kugové, Kukés, Lezhé, Libraghd, Lushnjé, Malési e Madhe, Maliq, Mallakastér, Mat, Patos, Pegin, Pérmet,
Pogradec, Polican, Prrenjas, Roskovec, Selenicé, Shijak, Shkodér, Skrapar, Tepelené, Tirané, Tropojé, Ura Vajgurore, 1Vau i Dejés,
Viore, Vore.
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value of the rent transferred to municipalities remains a persisting problem, raising the issue of revising the
Mineral Rent distribution formula, simplifying the rental income distribution procedures at 1.GUs, as
well as the issue of reviewing the value of the rent with the Regional Tax Directorates. A data
exploration shows that the beneficiary municipalities are generally the lower-income municipalities and the
poorest areas of the country, such as Kukés, Skrapar, Bulgiza, Klos, Mat, Patos etc. Municipality
of Bulqiza is one of the municipalities where the largest number of mining
Iicenses is concentrated and as a result of resource utilization activity, it ranks at
the bottom of the list of municipalities for financial autonomy measured as a
percentage”of its revenues in the total revenue. Can we open a debate about the model of
how these areas of great natural resources are at the same time models of a balanced economic and social
development ecosystem?

12. Implementation of building tax according to value methodology - a challenge for
municipalities

The legal framework for the Fiscal Cadastre, as the central register of the immovable
property database that serves the purposes of administering the immovable property tax,
was adopted in 2017 as an expression of political will and a necessity to meet the
recommendations of the IMF.

Unable to have complete data from the real estate register, the current process requires
interaction from the local government units responsible for updating the Fiscal Cadastre
data and putting into practice some of the obligations that arise for these units.

Currently, the building tax is applied in accordance to specific provisions in DCM
No.132, dated 7.3.2018, which is based on the methodology for taxing buildings on a real
value basis rather than on a surface basis only. The adopted methodology aims to expand
the taxpayetr’s base to the household category for which the methodology and taxation
has a greater impact in relation to businesses for which the burden of this tax is often
lowered.

The income from the building tax constitutes the main item in the municipal income.
Specifically, this item accounts for 18% of its own local revenue for the 61 municipalities
in the country or 5% of the total revenue they have available.

During meetings with various municipalities, the Secretariat has received comments on
some criteria regarding the taxation of buildings which may be subject to review or
discussion. Specifically, in the Municipality of Shkodra, the claim was raised that
according to the methodology they are obliged to tax non-public higher education
institutions equally with the entities that conduct commercial activity, while in Elbasan
the claim was made that the entities “shops without activity” should be taxed the same as
others entities that conduct commercial activity.

Currently, it turns out that municipalities are applying the new building taxation
methodology according to their data and not according to the fiscal cadastre
system which is still in the process of being studied.

% 5% is the level of own income/ total local income
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IV. Business expectations versus the quality of provided services

Municipalities provide about 36 functional services in the field of infrastructure and
public services, in the area of social services, in the area of culture, sports and
entertainment services, in the area of environmental protection, in the area of agriculture,
rural development, forests and public pastures, nature and biodiversity, in the area of
local economic development, in the area of public safety, as well as delegated functions
and competencies. Law 139/2015 increased the number of services to LGUs, making the
separate services exclusively LGUs services, such as pre-school and pre-university
education, fire fighting services, environmental protection, etc.

a) There is a need to establish national minimum standards for service evaluation that are
applicable nationally and locally

To the survey question “Do you consider fair the balance between the service received and the local
fees you pay?’ 78% of the companies answered they consider this balance little or not at all
fair.

The consultations with municipalities and businesses showed that there are no
benchmarks for assessing service delivery at the local level. Meanwhile, exploration of the
published documents showed that there are standards of delivery in some local services
such as preschool education and fire protection, but there are no standards at the level of
evaluation of the services provided. In this context, it would be suggested that the
standard-setting process begins in those services where standards already exist.

We emphasize that Law 139/2015 requires LGUs to ensure the delivery of public
services by designing and deploying a service performance management system*'based on
local and/or national minimum standards, as well as designing and establishing a system
of indicators for performance measurement.

b) Electronic services — Perceptions from the survey and concrete cases.

At the national level, the provision of online services for the business and the
individual is one of the top priorities of the central government agenda. Even at
the local level, although uncoordinated®, efforts have been made by municipalities to
facilitate the provision of services, mainly fiscal ones focused on the online provision of
local taxes and fees.

Based on IC Survey and consultations with the business, it comes out that:

- business is interested in minimizing contacts with municipal employees and
accessing online services that save time and help reduce corruption.

- regarding the electronic services provided by the municipalities in the territory in
which they were operating, 64% of businesses at national level responded that

27 The PEFA evaluation conducted in some municipalities, highlighted the lack of objectives in local service delivery to assess the
effectiveness and efficiency of resource use. This is also reinforced by the performance audit performed by the SSA in relation to the quality
of some services provided by municipalities whose conclusion was that at the local level there is a lack of performance indicators for their
services and monitoring. Clear national standards (the case of classroom-teacher education) of local public services are missing, which
mafkes any system of monitoring and evalnation of local government activity meaningless in terms of service delivery meaningless. Even
when there are legal standards, such as number of firefighters per thousand, they are not being implemented.

28 Through donor funding, municipalities have created fiscal management software that are different among municipalities.
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the municipality does not provide electronic services while 12% responded: “I
don’t know”.

At the county level, Tirana has the most positive perception, with 34% of the businesses stating that
the municipality provides them with electronic services and they benefit from them, followed by Shkodra
with 15% of businesses reporting that the municipality provides electronic services that they use.
Meanwhile, in the county of Korga, only 8% of businesses responded positively to the
question of whether they benefited from the electronic services of their municipality.

During the meetings with the municipal administration and the business, three typologies
of electronic services were identified:

(1) Case of the Municipality of Tirana

The Municipality of Tirana offers a range of services to businesses and individuals, not
only through their website but also through e-albania portal. GDLTT also has its own
website, where each business through its account receives an official notification on the
due local tax liabilities, although its use by the business is not very friendly, such as the
case when the user requests to change the password is required to visit DPTTV office.

2) Case of the Municipality of Korca

In Kor¢a®, despite online service for receiving notifications on local tax liabilities,
businesses did not use it and stated that they were satisfied with sending the notification
by mail or even communicating directly with the municipality.

(3) Case of the Municipality of Shkodra

Municipality of Shkodra™, has built an integrated one-stop-shop system for registration
and service delivery for business and household taxpayers throughout the municipality,
which will become fully operational by 2020.

V. Role of Municipalities in Economic Development — Policymaker or only Executer

Consultations with companies show that the perception on the role of municipalities in the economic
development of the territory is modest. This may be mainly due to the fact that L.GUs have little income
at their sole discretion and most of the financial resources go to meet the operating costs of the municipality
without allocating much investment funds or concrete assistance to SMESs.

Law 139/2015 has embedded to municipalities also one of the fundamental functions of
economic development of the city, mainly in drafting strategic development plans and
programs for local economic development. In the meantime, consultations have shown
that businesses think in general that municipalities give more priority to tax and tariffs
collection rather than to business support and promotion.

Another significant source of revenues for municipalities in the last 2-3 years, also related
to the growth of the tourism sector, is the rental income received from contracts with
private entities for the use of beach stations and the setting of rules to discipline them.
During 2018, the Secretariat has identified some business problems in Velipoja beach
related to lack of transparency in leasing contracts, short notices for entering into a
contract or short time durations of only 1 year, which penalizes sustainable or long-term
investment or development. In the consultations in the Municipality of Shkodra, this
problem has been confirmed, but according to them, it is also related to the delayed

? www.bashkiakorce gov.al
" www.bashkiashkoder.gov.al 2020 Fiscal Package
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adoption of the relevant regulation™ on the conditions and criteria for beach use
and lack of institutional coordination, highlighting also issues related to informality in
beach areas.

By our verification, the relevant regulation® was adopted only at the end of March 2019
and meanwhile, contracts had to be concluded by 20 April.

However, it appears that the regulation has finally established a sound basis for the
conditions and criteria for beach development, enabling greater predictability for
businesses and municipalities for local development. The regulation stipulates that
contracts from municipalities may be concluded within a term of 1 to 5 years and in any
case, this process should be closed by 31 March of each yeat/season.

In addition, it is noted a lack of initiatives and projects at the county level for integrated
economic development. The feeble role of counties in the competencies and financial
support of municipalities has not yet enabled any regional development project. Efforts
made to foster regional economic development through the creation of the National
Agency for Regional Development, Regional Economic Development Agency and
Regional Development Agencies in 2015 did not prove effective. In 2018, these agencies
were merged and their functions were transferred to the Albanian Development Fund
(ADF). ADF is the main instrument for carrying out investments® but to benefit from
the grant, municipalities have to compete.

The Municipality of Korca uses as incentives for the business™, fiscal instruments such as
the application of lower tariff rates within the limits allowed by the applicable legislation.

However, municipalities do not have many instruments that they can use to serve as
incentives for the business. The law gives them the right to not impose taxes, but this
option has not been considered by any municipality, considering their low level of
income.

Increase of internal capacity of the municipality and creation of dedicated units to access
funds (development partners, financial and non-financial institutions, and donors) and
other resources would increase the effective role of municipalities as initiators, catalysts
and drivers of local economic development in their communities. Collaboration with
AIDA can be an important tool to maximize the potential for attracting investments.

Furthermore, another shortcoming relates to local assets which, although viewed as a
source of income, for the most part, cannot be used by municipalities as they either do
not own or own assets in their territory, but ownership of central institutions. Thus,
municipalities have limited access to operate on their territory. Thus, municipalities
have limited access to operate in their territory. This is a problem raised during
meetings in the Municipality of Shkodra and also in other previous IC analyses.

" DCM no. 171, Dated 27.3.2019 On the Approval of the Regulation “On the Conditions and Criteria of Activity Exercising of
Beach Station”

2 However, it appears that the regulation has finally established a sonnd basis for conditions and criteria for beach development, enabling
greater predictability for businesses and municipalities for local development. The regulation provides that contracts from municipalities
may be concluded for a term of 1 to 5 years and in any case this process should be closed by March 31 of each year | season.

P According to the SSA report, 40% of investments by municipalities in 2017 are from RDF funds and in 37/ 61 central government
investments  on  municipalities  go up to 17 times higher than  investments  from  municipal  funds  themselves.
bttp:/ [www. klsh.org.al/ web/ Raporte te Auditimeve te Performances 3218 1.php

H The Municipality of Korca imposes lower tariffs on businesses as a form of incentive for increasing employment as per the following
scheme: 20% reduction for businesses with more than 20 employees, 50% reduction for businesses with more than 50 employees, 100%
reduction for businesses with more than 100 employees. Excemption for new startups from local tariffs for 1-year period.
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From the point of view of consulted companies, municipalities need to be consistent in
their priorities and decision making, enabling them to solve 2-3 key problems by
allocating all sufficient funds at once, rather than making partial, regional and local
investments, which do not guarantee consistency. Main references in this regard were
made for investments in local infrastructure in industrial areas, e.g. from businesses in the
Municipality of Shkodra, or other municipalities.

Although municipalities have very little competence at their disposal to provide tangible incentives to
businesses in their territory, generally municipalities choose to impose the minimum taxes provided by the
[framework laws, for example, in many municipalities where the construction intensity is
low, it has been chosen to apply as infrastructure tax, the minimum required by Law
9632, dated 30.10.20006, at the rate of 4% of the investment value (Shkodra, Kor¢a etc.).

TEDA — Project of the Municipality of Tirana as a real opportunity for sustainable economic
development

The Municipality of Tirana intends to create a Technology and Economic Development
Area (TEDA) of western standards with priority in industries of technological character
such as the industry of automobile, ICT, and electronics™. The creation and operation of
this Area (TEDA Kashar), aims to create a special territory with a highly facilitated fiscal
and customs regime to promote economic activity and promote investment, job creation
and income growth, accelerating of regional development and expansion of economic
links between national and international markets, introduction of advanced technology
and acceleration of goods and capital flow™.

# Sustainable Development Strategy 2018-2022, Municipality of Tirana -

bttps:/ / tirana.al/ uploads/ 2019/ 3/ 20190304142936 _szhgbt-2018-2022-30-¢-miratuar-per-éeb-finale.pdf -
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(1) Greenfield — personalized at the core. Unlike other economic areas in the territory of Albania, TED.A Kashar is
Greenfield, thus creating an opportunity for personalised buildings depending on the specific capacity of the investor. The selected
area is about 50 hectares, while the whole field is 150 hectares.

(2) Infrastructure adapted to necessary capacity. A specific factor that determines the destination of investment is
infrastructure. The area developer, in this case Municipality of Tirana, is responsible for deploying the necessary infrastructure
within the boundaries of the designated area. Being also a project of public benefit, it is the duty of the central government to
provide the infrastructure ontside the boundaries of the area.

3) A strategic location. One of the key determinants of success for an economic area is location. Tirana is located at
the heart of the country, and it is strategically connected via good road networks with the country’s borders, regional markets
and beyond. There are about 3,719 km of roads, where national primary roads are paved as per international standards, and
logistically linked to key Eastern European corridors.

(4) Workforce with high potential. The metropolitan area between the two main cities of Albania, Tirana and Durrés,
where TEDA will be implemented, represents almost 40% of the total population, 63% of national production and 50% of
domestic enterprises, creating one of the most important economic clusters in Albania.
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VI. RECOMMENDATIONS

1. LEGAL

Recommendation 1 Harmonization of legislation in the area of local taxes and tariffs with the new
legislation on local self-government.

Specifically, Law No0.9632 dated 30.10.2006 “On the Local Tax System” (as amended) should be
harmonized with Law no. 139/2015 “On Local Self-Government” and Law no. 68/2017 “On
the Finances of Local Self-Government”. To this end, it is necessary:

a. Repeal of the Article 22/5 paragraph 2 in Law no. 9632 dated 30.10.2006 with content
“On Tax of the Building,” as per disposition of this law, can be collected through tax
agents, which have territorial spread, the electronic database for the generation of
liabilities and authorized by Decision of the Council of Ministers in accordance with the
legislation in force on tax procedures. The Council of Ministers also determines the
extent of the benefit of the authorized agent on the income received from the building
tax.

b. Specification of the category on the fee for the transfer of the right of ownership of real
estate for individuals, natural and legal persons, whether national tax or local tax.

In light of frequent changes introduced by Law No.9632 dated 30.10.2006 “On the System of Local Taxes and
Tariffs” being changed 17 times in total for only 39 articles, in the longterm it is recommended to draft a new and
comprehensive law to guarantee the unity of legal norms and their coberence in the longterm.

Recommendation 2 Inplementation of the legal obligation under Article 25 paragraph ¢) of Law 68/2017
to allocate 2% of personal income tax revenues to local self-government units. MEE to specifiy Tax breakdown
Sformula for each municipality.

2. TRANSPARENCY AND FISCAL EDUCATION
Recommendation 3 Publication and increase of transparency on local taxes and fees for businesses through:

1. Notification and dissemination of information on local taxes and fees and procedures for
their payment in easily accessible means of communication: e.g.: notifications to the
online local tax and tariff account, notices by e-mail, website.

2. Publication of annual DMCs on taxes and fees in an integrated and consolidated manner;

3. Municipalities to take measures for real-time publication of DMCs on the existing online
platform (vendime.al) and in pertinent sections on their own websites.

Recommendation 4 Prepare, make public and easily accessible a special section on administrative grievance
procedures in local government units.

1. Standard models of the Tax Notice of Valuation provide in particular: a) the taxpayer’s
right to appeal; b) modes of complaint; ¢) the time limit within which the complaint must
be made; (d) the structure responsible for examining the administrative complaint; and
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(e) a link to detailed information on the rights and obligations of the parties for an
effective administrative complaint procedure.

2. The review structure of administrative complaints, including competences, the legal basis
of its functioning and the final decisions on administrative complaints should be made
public (anonymizing personal data in these decisions), to enable the unification of
practices and transparency for all involved parties.

Recommendation 5 Preparation of a National mannal_for the tariff-setting process in cases where this is
missing. In designing the guideline/methodology as well as setting the tariffs, the relevant MC
shall take into account the provisions of the law that the tariff should be oriented to cover the
cost of the service provided. The methodology should not influence on the principles of local antonomy
provided by law but should set some standards on the reasoning for determining the level of tariffs
and on the reasoning for differentiating between taxpayers who are subject to different levels of
the same tariff.

Recommendation 6 Municipalities should enable real-time updating of liabilities paid and/or carvied
Jforward by businesses and the information on the business (administrator). This would enable better coordination:

1. In cases of freezing/unfreezing bank accounts of taxpayers in commercial banks.

2. In the case of valuation/calculation of local taxes and tariffs for taxpayers during the
liquidation period.

In view of the above, it is suggested to create an online communication interface among relevant
electronic systems for the exchange of information Very important is also the unification of the
electronic format for the blocking orders.

Recommendation 7 Municipalities should make transparency on the methodology of setting and calenlating
fees on services provided for example methodology on cleaning tariff.

3. SERVICES

Recommendation 8 Setting/ Increase of standards on local services. Central and Local government to
implement:

1. Minimum standards of service delivery at a national level;

2. A system for measuring performance at the municipal level in relation to the provision of
services to citizens/businesses based on concrete indicators.

Recommendation 9 Digitization of administrative services at the local level in the context of deregulation
reform.

1. Online submission of notification on Local Tax Payment through electronic systems that
should be made applicable in all municipalities in the country.
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2. Simplification of procedure and documentation required from businesses for registration
in local tax office e.g. ease the businesses burden in obtaining documents that can be
exchanged among state offices themselves.

4. ECONOMIC DEVELOPMENT

Recommendation 10 Creation of functional local and regional cooperation platforms for economic
development at the local and regional level, with the participation of 1.GUS, businesses, community, financial
institutions ete. Reference could be made on two platforms functioning in the Municipality of
Shkodra and Municipality of Vlora®".

Recommendation 11 Increase of transparency on the decision-making process of municipalities in relation to
local development projects and programmes, through their periodic and preliminary publication, so that
businesses can prepare in time their business plans. It is important to publish on the website of
municipalities a “passport of potential investments” with real data on labour force, its
qualification and all other factors that influence the attraction of investments.

Recommendation 12 Registration in the National Agency of Cadastre of immovable properties under the
administration of municipalities. Publication of municipal assets, transparency on the transferring and
registration of these assets, as well as making them available for use in support of economic
development and income generation.

Recommendation 13 The process of transferring functions already initiated to the municipalities, including a
clear definition of functions and competencies in the legislation, as well as respective association with the
appropriate financial package, should be completed. (the exercise of these functions by local governments has been
assoctated with problems related to the financial inadegnacy of the provision of these services to the standards set
out in the relevant legislation (e.g. Fire and Rescue Law sets some standards that are impossible for municipalities
to meet with the current funds transferred from the central budget).

Recommendation 14 Implementation of TEDA project in the Municipality of Tirana and replicating the
model in other regions/ municipalities with concrete economic development plans.

Recommendation 15. Implement and intensify Municipality-Business consultations to address
and analyze sustainable economic development.

Recommendation 16. Capacity building of Municipalities on the qualitative preparation of
periodic financial reporting and their publication. This is a must for attracting potential investors,
transparency towards the community, it would serve to examine the efficiency of each
municipality's work and would increase lending opportunities for municipalities to boost
investment and economic growth

37 https:/ [ tenleda.org.al/ 2page id=1152 / bitp:/ [ www.anleda.org.al/ anledaphp/ about board members.php
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ANNEX1
CONTEXT ON FUNCTIONAL, LEGAL AND INSTITUTIONAL DYNAMICS

1. FINANCIAL RESOURSES OF MUNICIPALITIES

1.1 Taxes, Fees and Other Local Income:
A. Local Taxes

Local Taxes are set by law, while the Municipal Council has the right to impose temporary tax on the provision
of specific public services and investments but for a specific period of time.

The types of local taxes are defined below:

v" Tax on Immovable Property, includes
O a tax on buildings
O a tax on agricultural land
o0 tax on urban land, as well transactions conducted on them

Infrastructure Tax on new buildings

Hotel Accommodation Tax;

Tax on Billboards;

Temporary Local Taxes, imposed as provisioned by the law;
Local taxes on the economic activity of small businesses;

AN N NN

Taxes on personal income, taxes on revenues derived from donations; inheritances,
testaments, and from local lotteries;
Other taxes defined in law.

<\

The Council of the local self-government unit has the right to impose temporary taxes for the
provision of specific services and public investments, for a limited period of time.

B. Local Fees

Local self-government units have the right to set fees for a service that these units provide or for
a right granted to individuals, natural and/or legal persons, and the level of the fee is oriented
towards covering the cost of public service provided by the LGUs.

The council of the local self-government unit sets the levels of local tariffs, the types of which
are listed below:

Fees for the occupation of public space

Fees for the waste collection and disposal

Fees for water supply and sewerage systems

Fees for irrigation and drainage;

AN YN

Fees for administrative services provided, including licenses, permissions, authorizations
etc.

Temporary fees, in accordance with circumstances set by law

Other fees for local services, as approved by the council of the local self-government
unit;

V" Other fees, as prescribed in law.

AN
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C. Other Revenues

Municipalities can generate income from assets and economic activities as well as from
donations.

In the following file are presented Taxes/Tariffs applied in the municipalities of Tirana, Shkodra,
Korca and Elbasan, in effect till end of 2019. Source of Information are municipal website.
Local Tax and
Fees.xls

D. Transfers from the state budget and other transfers

LGUs receive unconditional and conditional transfers from the central government and part of
national tax revenue. LGUs have full autonomy in the use of unconditional transfer and shared
taxes, while conditional transfer is used to the end and in the manner specified by the entity
providing the transfer.

V' Unconditional transfers from the State Budget are given to LGUs to finance the exercise of
their functions and competences as provided by law. The total amount of the
unconditional transfer may not be less than 1% of annual GDP and in no case less than
the amount of the previous year. Separation by municipalities is done according to the
formula approved by law, taking into account the resident population in the territory of
the municipality, the density of the population in the territory and the number of
students in pre-university education.

V' Shared Taxes - LGUs receive a percentage of the national taxes incurred in their
jurisdiction, according to the legal provisions. The national taxes shared with local
government units are:

e 97 percent of the income from the transfer of property tax on immovable
property to individuals, natural and legal persons;

e 5 per cent of the annual tax revenue for the used vehicle turnover;

e 5 percent of royalty income;

e 2 percent of personal income tax income

V' Conditional transfer is provided for:
e delegated functions of LGUs;
e special projects, considered of local, regional or national interest, which require
cooperation with the local self-government

V' Specific transfers are given for:
e financing new functions transferred to LGUs

e financing of services in case of emergencies or similar situations of national
interest, where cooperation with local self-government units is required

E. Local borrowing

Municipalities have the right to borrow short-term and long-term loans.
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1.2 Municipal financial resources are improved but still insufficient

The adoption of the new law on local government finances strengthened the rules of budgeting
and fiscal discipline at the local level. The increased predictability and transparency of funds
received from the state budget, as well as revenues from local taxes and tariffs created a
higher opportunity for municipalities to prepare more realistic and efficient budgets. The
link created between unconditional transfer received by municipalities and Gross Domestic
Product increased the funds available to municipalities. Unconditional transfer allocation in 2019
was 42% higher compared to 2015, before the approval of law, and about 38% higher than its
historical average level. Moreover, the transfer of new functions to municipalities was associated
with financial support, although these transfers have been associated with problems regarding
their sufficient level. As a result, financial resources available to municipalities to fulfil
their mission and functions increased.

Despite improved municipal financial resources, Albania is still below the average of South-East
European countries in terms of the ratio of total funds available to municipalities as a percentage
of GDP (5.9% SEE and 5% Albania) and the ratio of own source revenues to total sources
(34.4% SEE and 29.1% Albania). Figure 2 below compares the ratio of own revenues to total
local incomes for Albania’s 61 municipalities during 2018. Data show that: (i) only 23
municipalities are above the national average (15%) and (ii) prominence of Tirana Municipality.

Fig. 6 Fiscal Autonomy at local level, Ratio: Own revenues/total revenues (2018)
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Source: www.financatvendore.al

On average, the total amount of funds for which municipalities have full discretion in their use
accounts for about 55% of total financial resources. Revenue from its own local resources is
crucial for good and independent local government. In the local budget, this revenue category
accounted for about 29.1% of total financial resources in 2018, improved compared to previous
year, due to the increase in the level of local taxes and tariffs in some municipalities, but
also due to the potential improvement in the rate of revenue collection®.

Role of local tax, tariffs and other local resonrces in the total budget diverges considerably among the 61
municipalities in the country. In 28 municipalities out of 61, tax revenues represent over 50% of their

8 www. financatvendore.al
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own source revenues’ , meanwhile in 31 municipalities, tariffs represent over 50% of
municipality’s own local resources®. Meanwhile, the capacity of municipalities to generate local tax: revenues
and tariffs also represents significant differences among municipalities. 61.8% of total local tax revenue is
collected in the Municipality of Tirana, followed by Municipality of Durrés* with 5.2%, due to
the infrastructure tax on new buildings. A similar picture is present when comparing revenues
from local tariffs: the Municipality of Tirana collects about 43.0% of the total, followed by the
Municipalities of Kamza and Durrés with 5.8% and 4.7%, respectively.

To conclude, taxes and tariffs are an important source of revenues for municipalities but it is be
noted a prominent difference in the collection of fiscal revenue between the Municipality of
Tirana and other municipalities, where the major impact comes from the infrastructure tax on
for new buildings.

1.3 Local development plans - the role of the business

Local Development Plans are important tools on the territorial development of municipalities
and for enabling their economic growth. Based on Law 107/2014 “On Territory Planning and
Development”, the mayor is responsible for drafting the local plan for the development of the
territory, which is afterwards approved by the MC. According to official data®, currently 31
municipalities have approved their Local Development Plan (LDP), 12 municipalities are in the
process of drafting the LDP, whereas 18 municipalities do not have a LDP.

LDPs are implemented through sectoral plans, detailed local plans and construction permits.
Sectoral plans at the municipal level are drawn up in the implementation of the general local plan
and define the strategic development of various sectors in the administrative territory of the
municipality. The design of local plans in collaboration and with the participation of groups of
interest, in particular private sector, as well as increased transparency through publication, are
essential to spur economic development at the municipal level.

LDPs should be implemented in synergy with the Strategic Development Plan of LSGUs".

2. STRATEGIES AND LAWS

3 Municipalities of V'lora, Ura Vajgurore, Tirana, Shijak, Roskoves, Lezha, Kavaja and Durrés collect tax revenues above the
national average of circa 59.7%, www.financatvendore.al

40 In the Municipalities of Bulgiza, Kaméz, Kukés, Kugové, Patos, Puka and Skrapar local tariffs contribute to more than 70% of the
revenues from the municipality’s own local resources, www.financatvendore.al

4 Practically, the weight of municipalities to total revenues from local taxes and tariffs suggests a large gap in terms of fiscal capacity
between Municipality of Tirana and 60 other municipalities. The Municipality of Tirana collects revenues as much as the other 60
municipalities together, respectively. For 2018 the Municipality of Tirana has collected 13 billion ALL, while the other 60
municipalities have collected 11 billion ALL. Apart from the Municipality of Tirana, the differences between municipalities continue o
be prominent between county-centre municipalities (large municipalities) and 49 other municipalities

42 bttp:/ [ wwrw.azht.gov.al/ all instrumentet-e-planifikimit/ planet-e-pergjithshme-vendore-44-ppy

B Article 32 of law 10.68/2017 “On Local Self-Government Finances”
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2.1 National Cross-Cutting Strategy for Decentralization and Local Governance 2015-
2020

The strategy summarizes the vision on local self-government and the decentralization process™.
It was adopted shortly after the approval of Law 115/2014 “On the administrative-tetritorial
division of local government units in the Republic of Albania”.

The main pillars of objectives identified by the strategy were as follows:
1. Increasing the efficiency of local self-government structures:
(a) Territorial consolidation of the first and second-level of the local government units;

(b) Finalization of the decentralization process for shared and delegated competences. The
strategy also mentions the financial support that will be given to local government units
when the latter are unable to meet the required national standards;

(c) Review of competencies under shared functions will be harmonized and coordinated
with the reformation of the second tier of local governance and deconcentrated bodies at
regional level as well as with the regionalization process.

2. Strengthen Local Finances and Increase Fiscal Autonomy

(a) Fiscal decentralization reforms create opportunities for local governments to have more
financial resources. To reach this objective, important legal initiatives were designed,
including the elaboration of a new integral law on the local government funding,
development of a new fiscal decentralization package that will apply the concept of
national tax sharing and improve the criteria for the allocation of grant transfers to the
local government units.

(b)Foster sustainable local development aiming to establish a new harmonized model of
socio-economic and territorial to reduce disparities in the development of various areas
and territories of the country and to support the local government initiatives for local
development.

3. Strengthen Good Governance at the 1.ocal I evel

(a) Enhance transparency and increase participation of the community, business and civil
society in the public decision-making at the local level. The legal framework will be
revised and a special “performance monitoring system” will be developed as a
mechanism to guarantee the accountability of the public administration and ensure
efficient delivery of services at the local level.

(b) Empower the local administration. The main goal in advancing the public administration
reform at the local level will be the development of a non-bureaucratized, professional
and transparent public administration, which is politically unbiased, able to respond to
the expectation of the business and the community for public services and with the
ability to handle the challenges brought forth by the European integration of the country
and the absorption of EU funds, in full respect of the standards, which will also be the
priorities of the public administration reform at local level.

(c) Improve institutional relations between the local and central governance. Formal and
functional mechanisms of the inter-institutional dialogue between the local and central
government will be established. Decision-making of local impact will have a greater

# Decentralization reform has been lannched since 1999 based on the Eurgpean Charter of Local Self-Government (1999) and the
National Decentralization Strategy (1999)
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inclusiveness and will follow large consultation with its representatives of local-
government units.

In order to implement the strategy, over 150 measures were identified in the frame of the
detailed action plan for period 2015-2020, most of which relate to the review and adoption of
the full legal package related to local self-governments.

Summarized and for purposes of this analysis, here below are listed only the main laws*:

2.2 Law No. 139/2015 “On Local Self-Government”

This law established the new normative framework for the organization and functioning of local
governments with new functions and competencies . According to this law, local self-
government units are organized only at 2 levels, municipalities as the first and basic level of local
self-government and counties as second level units, thus eliminating communes as administrative
units at local level.

The law defined a broader area of new competencies and functions for municipalities, avoiding
common functions and sanctioning for the first time the concept of taxes and tariffs separated as
categories from national sources of revenue. The new functions allocated to the municipalities
are:

(a) Management of forests and pastures

(b) Maintenance of rural roads

(c) Irrigation and drainage infrastructure

(d) Fire and rescue protection

(e) Management of social centers

(f) Support staff for the pre-university education system

(g) Teachers and support staff in preschool education system

One of the novelties of the law are the provisions of Chapter VI which set out some very
important principles in relation to transparency and public participation in the decision-making
process of the municipality’’ by making prior consultation with the public mandatory.

On the other hand, the consultation between central government and local self-government
units was envisaged as an obligation for the policies, legislation and norms that regulate and have
a direct impact on the exercise of the rights and functions of these units*.

2.3 Law no. 68/2017 “On Local Selt-Government Finances”

Law No.68/2017 was adopted with the aim of achieving the following objectives:

% The scape of laws and bylaws related to local self-government are also found in other laws such as: Law No.9936, dated 26.6.2008,
on the Management of the Budgetary System in the Republic of Albania (as amended) or Law no. 9975, dated 28.7.2008 On
National Taxes as amended.

% This law replaced and abrogated Law No.8542 date 31.07.2000 “On the organization and functioning of the local government”

¥ These provisions are also in line with the principles and provisions of the Code of Administrative Procedures adopted by Law No.
44/2015.

% Article 12/ 1 of the law.
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1. Strengthening financial autonomy, by establishing the principles of local fiscal autonomy,
increasing unconditional transfers and linking its annual size to a macroeconomic
variable such as 1% of GDP, which is expected to increase significantly income, stability
and predictability of funds available for local government; and sharing, for the first time,
2% of Personal Income Tax (TAP) revenue with local government.

2. Strengthening fiscal discipline by establishing principles, rules, processes and procedures
for drafting, consulting, approving, publishing, implementing, reviewing the annual and
mid-term budgets of the local self-government unit (e.g. Articles 33 et seq.); by
establishing rules and procedures for managing situations of financial hardship and
insolvency (e.g. Articles 55 et seq.).

3. Increase transparency, by incorporating legal requirements for transparency and the need
to engage citizens in decision-making during the process of drafting, implementing and
monitoring strategic planning documents, budgeting and management of local public
funds in general.

4, Unification through harmonization of processes and procedures for the local budget
with the central budget” and drafting the definitions of this law with other laws, such as
the law on managing the budget system in the Republic of Albania, the law on financial
management and control, etc.

5. Strengthen intergovernmental dialogue, by defining processes and instruments for
consultation and dialogue between central and local government, on the transfer of
powers and functions, sources of funding and intergovernmental fiscal relations in
general (e.g. Article 9 which confirms Local Government Consultative Council with
Local Government as the official forum for prior consultation of measures affecting
local self-government units).

Legal novelties:

1. Law No.68 / 2017 is acknowledged to provide a detailed legal framework for finance

at the local level™. This law lists in detail and nominally local taxes and fees, as well as
taxes that are split between central and local government’".

2. Whereas in paragraph 4 of Article 25 it also embodies the principle of fiscal
decentralization according to which: “In cases of changes in fiscal policies affecting the actual
shares and the type of shared taxes, local selfgovernment units shall be financially compensated in
accordance with their loss in revenue.” Law No.68 | 2017 for the first time also establishes specific
rules regarding the imposition of temporary taxes by local government units (e.g. Article 13)> by

9 For the first time all municipalities will budget under a Unified Mid-Term Budgeting System
0 “Local Government in Albania - Report on the Current Situation” - Tirana 2019
>1'2. The following national taxes are shared with local self-government units
a) 97% of revenues from the property transfer tax imposed on individuals and physical and juridical persons.
b) 25% of revenues from the used vebicle circulation tax
¢) 5 % of revenues from the mineral rent as sanctioned in the law “On National Taxes”;
d) 2% of the yield of the Personal Income Tax
3. Revenues generated from shared taxes are transferred to the municipal budget within the last day of the subsequent month.
2.2, The establishment of a temporary tax shall be proceeded by the develgpment of a plan that, as a minimum, clearly indicates the
Jfollowing:
a) the specific service or public investment that shall be financed from the temporary tax;
b) the duration of the temporary tax, which however, cannot exceed a period of three years from the
entry into force, and the amount of revenue they expected to be collected;
¢) the cost and timing for delivering the service or finalizing the investment, including the part that shall
be financed from the temporary tax and the municipal budget;
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clarifying the elements of the provisional tax and expanding its concept provided in
Law No. 9632 dated 30.10.2016 "On the Local Tax System" (as amended).

For the implementation of the law were prepared the respective by-laws (CoN Decisions and Instructions and only
two others which relate to the external andit of the local self-government units and the preparation of the register of
natural and legal persons obliged to pay local taxes and fees, are still pending.

2.4 Law No.9632, Date 30.10.2006 “On the Local Taxes System” (as amended)

Although the strategy provided for an integrated legal framework in the field of local taxation, it
results that law no. 9632 remained in force even after the adoption of the new law no. 68/2017
“On Finances of Local Self-Government”. Both laws have almost identical purpose, laying of
rules how local government bodies exercise their rights and duties, levy local taxes, collect and
administer them.

Law no. 9632, similar to law n0.68/2017, provides for local taxes and tariffs—creating some
overlappings with the latter, while in addition it provides for some specific tax procedures related
to the payment of local taxes and tariffs.

3. INSTITUTIONAL DYNAMICS

On the institutional level, the reform related to the system of local self-governments was
supported by the creation of a dedicated agency and the establishment of the Local Government
Consultative Council with the Central Government. Given that the objective of the Secretariat's
analysis is not to directly focus on the role of these institutions or the proper fulfillment of their
functions™, the following is only a synthetic information concerning these institutions:

3.1 Agency for the Support of Local Self-Government (AMVYV)

The Agency is a successor institution of the Agency for the Implementation of the Territorial
Reform (AZRT)>. Some of the functions and competences of the Agency are:

(a) Support the Minister responsible for local affairs in co-ordinating the work on the
implementation of general state policy in the field of decentralization and local
government;

(b) Monitor the implementation of the Cross-cutting Strategy for Decentralization and Local
Government, 2015-2020, and the relevant action plan;

() Regularly inform public institutions, stakeholders and citizens on issues related to local
government;

(d) Collaborate with the relevant structure of the ministry responsible for local affairs for the
proposal and improvement of laws and by-laws in the implementation of the Cross-
cutting Strategy for Decentralization and Local Government, 2015-2020;

5 Specific findings and recommendations have been made on the role of these institutions in the context of the post-territorial
administrative reform, in the Performance Andit Report “Functioning of Municipalities in the Framework of Administrative-Tervitorial
Reform”, SAL 2018, some of which are included in the section Findings of this analysis.

" Created with DCM no. 83, drt. 28.01.2015 “On the Establishment and Functioning of the Agency for the Implementation of the
Territorial Reform” whereas in DCM no. 11, dated 12.01.2018, some changes were made by changing the name to the Agency for
Support of Local Self-Government. It is an institution subordinate to the Minister of Interior who is also the Minister responsible for
Local Affairs
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(e) Support the Minister responsible for local affairs for the creation and administration of a
unique national system, with the aim of implementing delegated functions of local self-
government;

(f) Provide information on issues of local self-government for the purpose of coordinating
central and local public institutions and compile reports, periodic analyzes on these
issues;

(g) Provide legal and technical advice to local self-government units in the process of
exercising their functions;

(h) Setve as a center for identifying and promoting best practices and/or recommendation
models for local government issues.

2. Local Government Consultative Council with the Central Government®

It is the main forum of consultative nature rather than decision-making body, in which central
government consults with local self-government units on draft laws, draft decisions of the
Council of Ministers, draft policies and draft strategies that regulate or have a direct impact on
the exercise of the rights and obligations of the local self-government unit.

The subject of consultation between central government and local self-government are also
functions and/or powers delegated to local government, the transfer of new functions or
competencies, and policy proposals on issues affecting local government interests, in accordance
with relevant legislation.

55 Established on the basis on and Inmplementing Article 12 of Law 139/ 2015 with DCM no. 910, dated 21.12.2016 "On Issues,
Object of Consultation, and Structure, Procedure, Form, Manner of Organizing and Functioning the Central Government Consultative
Council with Local Self-Government”
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