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Dear Mayors,

Please find attached to this letter the Budget Circular 2016/02 for Municipalities. Through this
circular we inform you of the stucture of expenditure as per economic categories for the year
2016 and the following projections for the years 2017-2018, based on the ceilings of municipal
financing provided with the Budget Circular 2016/01, dated May 14, 2015.

This circular is issued in accordance with the legal competences of the Ministry of Finance as per
Article 20 of the LPFMA. The instructions given in this circular are in accordance with the terms
of the agreement reached between the Government of Kosovo and the International Monetary
Fund (Letter of Intent), where the level and structure of revenues and expenditures within the
overall budget of the Republic of Kosovo is determined. These conditions are reflected in budget

review process 2015, budget planning for 2016, and medium-term projections 2017 - 2018.



In addition to the expenditure structure, the circular also provides additional clarification on the
criteria and parameters applied in basic formulas for allocation of government grants according
to municipalities - for the next fiscal year, and midterm period. Further on, instructions are
provided to improve budget coding classification as a prerequisite for a more advanced strategic

planning.

We kindly ask you to comply with the instructions provided with this circular during the

preparation of your municipality’s budget proposal.

For further information or assistance in relation to any element of this Budget Circular, please

contact the budget analysts of the Municipal Budget Department at the Ministry of Finance.

Sincerely,
.11 }

Avdullah Hoti
Minister of Finance
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Budget Circular 2016/02 for Municipalities

1. The structure of expenditures by economic categories for 2016

The Government of the Republic of Kosovo is committed to maintain macro-fiscal stability and
achieve Strategic Priorities through sectoral mid-term term objectives.

According to the Grants Commission decision, based on the Law on Local Government
Finances, municipalities are obliged to assist financing of expenditures on education and health
sector from overall municipal grant.

Until the adoption of the new Law on salaries (currently being drafted), Budget Organisations
are not allowed in any way to: increase salary coefficients; increase fixed salary levels; increase
the number of employees beyond the constraints provided with the Budget Law;or create new
entities without prior disposal (commitment) of necessary resources from the approved budget.

Any violation of this paragraph by Budget Organizations represents enternce into uncovered
obligations, henceforth it is a violation of the LPFMA and the annual Budget Law. For such
violations, that cause lack of funding and inablitity to pay regular wage expenses throughout the
fiscal year, the responsibility falls with the officials who undertake these steps. The Government
will not allocate additional funds to cover obligations Budget Organizations enter without prior
due funding coverage.

All legal provisions in force have to be respected when adrressing requests for the compenstation
of over-time work. In many cases, these requests over-burden the wages and salaries category.
We reccomend that, throughout the fiscal year 2016, you refer to the provisions of the Law on
Civil Servants, according to which over-time work is compensated with days off.

Regarding the expenditure structure, monetary amount for wages and salaries will include costs
working experience, for every year of service by 0.5% of the basic salary. Planning for
employment of civil servants should be carried out in accordance with the monetary amount
available for the economic category of “Wages and Salaries” for the year 2016.



Based on the priorities of the Government, the ratio between current expenditure and capital
investment is maintained in the structure of expenditures. However, allocation for the category of
subsidies and transfers is slightly reduced within current expenditures in order to increase
appropriations for goods and services, to meet the increasing need - according to requests
submitted - to cover contractual obligations.

In the medium term 2016-2018, the Government will maintain the 2015 level of allocations for
capital investments. In addition, any savings in operatianl expenses, or any additional revenue
resulting from a better revenue collection performance, shall be orietned towards the increase of
capital investment of a developmental character.

During the planning stage of capital investments, each Budget Organization must first prioritise
the ongoing projects in terms of financing, and then new projects according to municipality’s
priorities, including co-financing projects with line ministries or potential donors (always in
accordance with requirements for complying with the financing structure of the budget tables).

Relevant analysis in budget drafting are very important for designing a performance-based
budget. Performance measurement indicators help the process of budget execution reporting and
monitoring during throughout the fiscal year.

In order to implement the applicable legislation, with the budget planning for the year 2016, the
Municipality of Prizren should continue financing the respective expenses for Cultural and
Historical Centre of the Zym village, and the Municipality of Rahovec should finance respective
expenses for the Hoca e Madhe, as an ongoing budget allocation secured with the 2015 budget
approved in July 2015 by the Kosovo Assembly.

2. Projections of municipality’s own source revenues (OSR) for 2016

Through the Budget Circular 2016/02 for Municipalities, projections of own source revenues —
as compared to Budget Circular 2016/01 for Municipalities - are changed as follows:

- The Lipjan Municipality own source revenue projection is decreased by 200,000 Euros
- The Prizren Muncipality own source revenue projection is increased by 200,000 Euros

The projection of own source revenues and their distribution among other municipalities shall
remain the same as in the Budget Circular 2016/01 for Municipalities.

Also, municipalities are informed that, starting from the next year, the Ministry of Finance will
compare the Muncipal authorities projections with its own projections of Muncipal OSR, based
on estimates of the economic potential of each municipality. Thus, municipalities are advised to
enhance their capacties for forecasting revenues and for improving their collection/mobilization
performance.

Table 1 attached below, reflects the structure of expenditures by economic categories for 2016:
the number of staff for each municipality, the monetary amount for wages and salaries, goods
and services, utilities, subsidies and transfers, and capital expenditures.
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3. Functional Budget Classification

According to the instructions given in the Budget Circular 2015/01, municipal authorities are
notified that the for the 2016 budget, functional classification will be fully implemented in
budget planning stage. For operating expenditure, this classification will be automatically
programmed in the BDMS software, which means that officials will not need to select functional
classification codes. The system will determine the code in accordance with budget sub-
programmes.

For capital projects, municipal officials will have to select the option of the functional code that
corresponds to the type of the project, for each project they propose. Officials within the
Municipal Budget Department will provide assistance through a guideline for classification
(functional code selection) of Capital Projects, which will be attached to PIP (a link at the bottom
of the screen), as well as through direct assistance in determining the codes for projects.

The implementation of this type of budget classification, applied thus far only in financial
reporting, enables budget disclosure by public function (e.g. education, social protection,
economic issues, administration, etc.) and create the infrastructure that enables the development
of a budget process based on municipal strategic priorities.

4. Gender Responsive Budgeting (GRB)

Pursuant to the Law no.05 / L-020 (2015) on Gender Equality, all Kosovo institutions are
responsible for “involving gender budgeting in all areas, as a necessary tool securing that the
principle of gender equality is followed in collection, distribution and allocation of resources”
(Article 5.1.5.). For this reason, budget organizations must make the effects of public spending
visible in terms of the equality of women and men, boys and girls in the annual budget for 2016.
It will contribute to enhance the effectiveness and transparency of public financial management.

Each Budget Organization is recommended to use the tables in Annex II and integrate them as an
annex to the annual budget 2016, using previous trends to inform the planned expenditures.

Tables in Annex II can be used to inform about specific objectives, activities and indicators for
enhancing gender equality in various sectors, in accordance with the Law on Gender Equality.
This does not necessarily mean an increase in expenditures, but more efficient use of existing
resources and/or equal distribution of existing resources.

Should questions arise regarding the instructions in this circular, Budget Organizations should
feel free to consult with their analysts within the Department of Municipal Budget at the
Ministry of Finance (MoF).



S. Forums with municipal authorities regarding the development of the budget process

Municipal Budget Department in MoF will organize forums with municipal authorities regarding
the development of the municipal budget for 2016-2018. Whilst, specific instructions and
modules for municipal budget officials when it comes to drafting the budget for each of the key
stages will be provided through additional training, including the application of electronic
systems BDMS and PIP. Therefore, I encourage you to continue the process of strengthening the
relevant planning capacity of public money in order to maximise economic benefits from
projects with public interest.

6. Submission of draft municipal budget for 2016-2018 in MF
Following the approval of the budget for 2016-2018 by the Municipal Assemblies, the
Municipalities must submit the following documents to the Municipal Budget Department in the

Ministry of Finance by 30 September 2015:

- The cover letter based on the proposed budget approved by the Municipal Assembly (signed by
the mayor).

- Decision by the Municipal Assembly on the approval of the proposed municipal budget for
2016-2018, including multi-year capital projects.

- Municipal budget tables (BDMS and PIP):

e Table 4.1 - Plan of appropriations for total expenditures of the municipality for 2016 (hard
copy generated from BDMS, stamped and signed by the Mayor and CFQ).

e Table 4.2 - financing of capital projects for 2016 and multi-year capital projects for 2017 to
2018 (printed by PIP system, stamped and signed by the Mayor and CFO).

e Table 4.3 - med-term plan of total budget revenues of the municipality from government
grants and own source revenues (printed by BDMS, stamped and signed by the Mayor and
CFO).

. Ay



Annex L
The criteria applied in the formulas for the allocation of government grants

a. The General Grant

According to the Law on Local Government Finance no. 03 / L-049, base for calculation of the
general grant is number of population (Article 24).

Following the census in 2011 and the official data publication by KSA in December 2012
(including estimates of the Statistical Agency of Kosovo for four minority inhabited
municipalities which did not participate in the census process, as Leposavic, Zubin Potok,
Zvecan and northern Mitrovica), the Government of the Republic of Kosovo has taken the
Decision n0.09 / 121 dated 27.03.2013 for amending Annex 1 under Article 35 of LLGF for
applying new census numbers.

The number of new population is applied according to this official decision to the formula for
calculation of the total grant, and health grant for 2016.

b. The Specific Grant for Education

The education grant is calculated by taking into account the number of pupils enrolled, criteria
and formulas defined Administrative Instruction no.18 / 2009.

The number of pupils reported by MEST and approved by the Grants Commission for 2016 is a
total of 411,746, with 321,586 being pre-primary and primary pupils, pupils from the majority
are 311,533 , while 10,053 are minority pupils, 90,160 are high school pupils , with 89,615
majority pupils and 2,545 minority pupils.

The number of schools is 900 (there are 1,325 schools with a total separate classes) where
preschool and primary school are 740 and 160 secondary schools.

By the criteria approved by Grants Commission and based on the number of pupils according to
formula for 2016, teaching staff resulted in a total of 23,182 full norms (17,971 teachers for pre-
primary and primary education, 4,830 teachers for secondary school, 76 teachers for special
education and 305 teachers for English language), and staff in sick leave and maternity leave
resulted in a total of 695 full norms.

Professional Administrative and support staff results in total of 5,438 (out of which: 1,250
administrative staff for elementary schools, 361 administrative staff for schools, 3747 support
staff and 80 professional service staff)

Please find attached parameters/ criteria approved by GC (MEST Administrative Instruction
no.18 / 2009) criteria applied when calculating specific grant for education for 2016 as follows:

A



i)
k)

D

Number of pupils enrolled and reported by MEST on 25.02.2015 (total 411,746 pupils);
Pupil-teacher Ratio for primary and secondary education for pupils of majority side
1:21.3;

pupil-teacher ratio for primary and secondary education for pupils of minority side
1:14.2;

pupil-teacher ratio for pre-school education 1:12;

; pupil-teacher ratio for mid professional education for pupils of majority side 1:17.2, and
for pupils of minorities 1:11.5;

Raporti nxénés-mésimdhénés pér zonat malore 1:14.2; pupil-teacher ratio for mountain
zones 1:14.2;

Calculation for teaching staff for English language for I and II class

Calculation for technical administrative staff for 630 pupils, 1 staff for preprimary and
primary education (based on the administrative instruction no.18/2009 of MEST) ;
Calculation for technical administrative staff for 470 pupils, 1 staff for secondary
education (based on the administrative instruction no.18/2009 of MEST);

Calculation for supporting staff for 170 pupils 1 staff (cleaning staff) as well as 1 staff for
one school (security) based on the administrative instruction no.18/2009 of MEST;
Professional services (pedagogue) from 4 for 7 major municipalities and 2 for all other
municipalities (based on the previous decisions of the Grant Commission).

The calculation of salaries for teaching staff is made based on average wages by pre-
primary, primary and secondary level;

m) The calculation of salaries for professional administrative and support staff is made based

n)

on the average salaries for the administrative, technical and support staff;
Calculation of cost for work experience (8 years).
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Annex I1

Gender Responsive Budgeting (OGB)

Table 1 Numbers of employees in the corresponding Budget Organization

ame of institution]

Year Total number of Number of Number of men Wages and salaries Wages and
staff women staff staff /amount for Salaries /amount
women for men
2014
2015
2016

Table 2. Planning for 2016 levels of salaries in Budget Organisation

[Name of institution]

Level of salaries

Total number

Number of men

Amount spent on

Number of women

Amount spent on

of staff as per men women
level of
salaries
201-400
401-600
600+

Table 3. Numbers of beneficiaries of subsidies or services provided by budget organizations of relevant

departments (where applicable)

Name of Institution: Name Service / subsidy]

Total budget

total number

total number of

total number of

Budget for women

of service / of womenbeneficiari men beneficiaries
fixed subsidy | beneficiaries es
Year
2014
2015
2016

o A

Budget for men




