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	Credit rating analysis 
	                 Lukovit Municipality


Rating
	
	Current rating 
	Previous rating 
	Rating action


Local currency
	Long-term 
	ВВВ-
	
	

	Short-term
	А-1
	
	


Foreign currency 
	Long-term
	ВВВ-
	
	

	Short-term
	А-1
	
	


POSITIVE Outlook
	Indicator
	2003
	2004
	2005
	2006

	 
	
	
	
	 

	Operating revenues
	4 517 138
	4 163 566
	4 632 994
	4 968 068

	Operating expenses
	(4496615)
	(4415883)
	(5098678)
	(5723580)

	Operating surplus (deficit) 
	20 523
	(252 317)
	(465 684)
	(755 512)

	Debt service (excl. principal) 
	-
	-
	(642)
	-

	Net operating balance 
	20 523
	(252 317)
	(466 326)
	(755 512)

	Capital revenues, incl: 
	613 168
	473 193
	698 716
	381 200

	- Own revenues (from sales of assets, etc.)
	225 168
	264 400
	350 116
	156 000

	- Target subsidies from CB
	388 000
	208 793
	348 600
	225 200

	Capital expenses
	(441533)
	(345 033)
	(729 733)
	(1225214)

	Investment balance
	171 635
	128 160
	(31 017)
	(844 014)

	Other revenues (expenses) net
	312 258
	488 988
	849 969
	377 653

	Surplus (deficit)
	504 416
	364 831
	352 626
	(1221873)

	Financing
	-
	-
	-
	-

	Balance from previous periods
	-
	504 416
	869 247
	1 221 873

	Ending balance
	504 416
	869 247
	1 221 873
	-

	
	
	
	
	

	25% of own revenues and general equilization subsidy
	247 832
	295 691
	436 174
	359 470

	60% of own revenues
	511 634
	546 151
	696 776
	475 249


Analysts
Sylvia Argirova
            Lidia Gimisheva
Chief Analyst
            Analyst
Tel: + 359 2 8100772     + 359 32 620586
Fax: + 359 2 8100774    + 359 32 620586

argirova@globalratings.bg      gimisheva@globalratings.bg
	Profile
Lukovit Municipality is located in the Lovech region. To the East the Municipality borders: Ugarchin Municipality, to the West – Cherven brjag and Roman Municipalities, to the South Jablanitsa Municipality and Teteven, to the north Cherven brjag Municipality and Dolni Dabnik Municipality.
The region is situated in the middle Sub - Balkan. The relief is very typical of the Danube hilly plain. The Municipality is located in the continental moderate climatic zone. The characteristics of the Sub-Balkan climatic region of Danube valley are very common in the Municipality. Winter is cold and summer is hot.

Lukovit is the administrative centre of the Municipality. The main roads Sofia – Rousse and Sofia – Pleven are running through the territory of Lukovit Municipality. The river Zlatna Panega, which rises in the karst spring Head Panega, is also crossing the territory of the Municipality.
Lukovit Municipality consists of twelve settlements, the territory of which amounts to 453.4 km2, comprising 10.983 % of the territory of the Lovech region. 
The settlements comprising the Municipality are as follows: the town of Lukovit, village Petrevene, village Rumjancevo, village Toros, village Dermanci, village Bejanovo, village Uglen, village Pesterna, village Daben, village Todorichine, village Karlukovo, and village Belenci.



· Resume
	GENERAL INDICATORS
	2003
	2004
	2005
	2006

	Relations with CB / Total budget
	0,866
	0,783
	0,715
	0,656

	Own revenues  / Total budget
	0,173
	0,191
	0,199
	0,114

	
	
	
	
	

	OPERATING INDICATORS
	
	
	
	

	Operating revenues / Total budget
	0,915
	0,875
	0,795
	0,715

	Operating expenses / Total budget
	0,911
	0,928
	0,875
	0,824

	Operating revenues / Operating expenses
	1,005
	0,943
	0,909
	0,868

	
	
	
	
	

	
	
	
	
	

	INVESTMENT INDICATORS
	
	
	
	

	Capital expenses / Total budget
	0,089
	0,072
	0,125
	0,176

	Capital revenues / Capital expenses
	1,389
	1,371
	0,957
	0,311

	Sales of assets / Total budget
	0,046
	0,056
	0,060
	0,022

	Target subsidy for capital expenses / Total budget
	0,079
	0,044
	0,060
	0,032

	
	
	
	
	

	POPULATION INDICATORS
	
	
	
	

	Total budget / Population
	                 215,86     
	                 208,11     
	                 254,80     
	              303,75     

	Own revenues / Population
	                   37,27     
	                   39,79     
	                   50,76     
	                34,62     

	Relation with CB / Population
	                 186,98     
	                 162,89     
	                 182,30     
	              199,20     

	Capital expenses / Population
	                   19,30     
	                   15,08     
	                   31,90     
	                53,56     

	Capital revenues / Population
	                   26,80     
	                   20,68     
	                   30,54     
	                16,66     

	Target subsidy for capital expenses / Population
	                   16,96     
	                     9,13     
	                   15,24     
	                  9,84     

	Operating expenses / Population
	                 196,56     
	                 193,03     
	                 222,87     
	              250,19     

	Operating revenues / Population
	                 197,45     
	                 182,00     
	                 202,52     
	              217,16     

	
	
	
	
	

	Population
	22877
	22 877
	22 877
	22 877


· Rating Action and Outlook

The current analysis concentrates on the financial performance and creditworthiness of Lukovit Municipality based on data provided for the period 2003-2006.
· Key Rating Factors and Performance

Key positive rating factors include:
· Debt free position towards financial institutions as of 30.09.2006 and no contingent liabilities.
· Ability of the management team to attract other financial resources in the municipal budget. It is aware of the limited financial resources of the Municipality and is aiming at funding the municipal projects through the Ministry of Regional Development and Public Works, the Ministry of Environment and Water, PHARE and SAPARD programs as well as through financing from private companies.
· A well-balanced budget consistent with the needs of the population. The expenses are well distributed between the different settlements in accord with the needs of the population.
· Well-organized budget execution. For the 2003-2006 period the average execution of the municipal budget has equaled to 98.59 %.

· Potential for generating significant supplementary own revenues. According to the budget execution plan for 2006 the amount of the Municipality’s own revenues is BGN 792 081, or 11.3% from the total amount of the revenues. Lukovit Municipality can generate supplementary revenues through the increased collection of the tourist fees, especially from the visitors of the Diplomat Plaza Hotel as well as through the rent of municipal property.

· A positive ending balance. The Municipality reported a positive final balance for the 2003-2005 period, due to the prudent cash management, though the Municipality is dependent on subsidies and transfers from the CB. For the defined period the average amount of the reported surplus is BGN 865 179. In 2006, it is expected that due to the increased capital expenses the Municipality will end the year with a zero ending balance.
Key negative rating factors include:
· Low economic activity on the territory of Lukovit Municipality.
· Limited financial resources. The share of the own revenues in total revenues is 16-20%.
· For the 2003-2006 period there is an increase in the operating deficit and in 2006 according to the budget plan the operating deficit will reach up to BGN 755 512.
· Insufficient flexibility concerning revenues. Lukovit Municipality revenues depend on Central Budget subsidies and the remised tax for funding state delegated responsibilities, which affects the possibility for decision making as well as forecasting. Additional expenses coverage depends on decisions taken on State level. It is expected that additional revenues from tourist fee and rent of municipal property will be gathered with the development of the local economy as well as with improvement of the living conditions in the Municipality. The management of the Municipality should take steps for increasing the collection of the tourist fee.
· High expenditure levels for infrastructural development. The Municipality has significant investment infrastructural demands. In 2005, the capital expenses amounted to BGN 729 733, in 2006, according to the budget plan it is expected that they will amount to BGN 1 225 214. Those expenses will be covered by the accumulated reserve for the 2003-2005 period.
· Problems related to human resources. Minority groups and the active unqualified population comprise increasing share of the population.

· Institutional framework
· Administration
Political program focuses on long-term development

Members of the Municipal Council and the Mayor are directly elected by the population. The current Municipal Council consists of 21 Councilors, elected for a 4-years-term.

Political priorities are set up in a long term development plan (2013). This plan focuses on the economic development, human resources progress, infrastructural improvements and environmental protection.

Despite the broad political composition of the municipal assembly, there are apparently no major political disputes and no major propositions from the Mayor have been rejected in the past. In particular, there is no difficulty to have budget voted in every year.
The political distribution of the Councilors in the Municipal Council looks as follows:
· BSP – 7 councilors
· SDS – 2 councilors
· Initiative committee – 1 councilor
· Initiative committee – 1 councilor
· DPS – 2 councilors
· NDSV – 1 councilor
· BSD – 5 councilors
· Social Democrats Political Movement – 2 councilors
Responsibilities
Responsibilities are divided between the proper municipal responsibilities and the State delegated responsibilities.

Lukovit has responsibilities in the following areas:

· Urban development (streets, parks, street lighting) and urban utilities (water, sewage, household waste treatment, electricity, heating and communication systems).

· Kindergartens and nurseries
· Education (delegated) - Primary and high-school education

· Healthcare (delegated): medical and social care, etc. The Municipality is legally bound to provide funding for equipment, furniture, maintenance and current expenses of the public medical establishments.

· Social welfare

· Environment protection, culture, monuments and sports facilities’ maintenance.

The healthcare system of the Municipality has a well-developed structure as well as necessary resources for the execution of these activities. On the territory of Lukovit Municipality functions a Multi-profile hospital for active healthcare – Lukovit, six healthcare consulting offices in Lukovit and eleven healthcare services in the adjacent villages.
In the Municipality there are 10 schools. The existing school network covers the Municipality needs.

In 2004/2005 school year the schools for general education are 25: 1 elementary schools, 1 high school, 1 professional high school and 7 primary schools. The schools in the different settlements are as follows: 6 in the villages – elementary schools, 4 in the town of Lukovit. There are seven daily kindergartens. 
In Lukovit Municipality there are 12 reading rooms and 11 libraries.

Cultural monuments
· There is a large Old Bulgarian necropolis at the country side “Mushat” (near the mill), which is not used.
· There is a large Old Bulgarian necropolis at the country side “Kotlen” – Lukovit, which is not used.
· Medieval village at the country side “Gradiste” – Lukovit, which is not used.

· Early Slavic village – Bejanovo, 7 km north of the village of Bejanovo, which is not used.

· Medieval fortress “Bikjarskoto kale” at the country side “Buya”, the village of Bejanovo, 1 km north of Bejanovo.

· Medieval fortress “Djada Nakovoto kale” in the village Bejanovo – 300 м east of the village Bejanovo, which is not used.
· Roman village in the country side “Kaleto” in the village Dermanci - 200 м. south of the village of Dermanci, which is not used.

· Cage church “St Marina” in the village Karlukovo.
· Medieval fortress in the country side “Kreposta” in the village Karlukovo – 2 км north-west from village Karlukovo
Art and architectural monuments
· “St George” Church Lukovit – not used.
· “Vaskresenie Hristovo” Church – Bejanovo village – not used.
· “St Paraskeva” Church –Dermanci village– not used.
· Medieval fortress “St. George” railway station Karlukovo.

· “Uspenie Bogorodichno” Church – Karlukovo.

· “St Troica” Church, Karlukovo village.
· “Uspenie Bogorodichno” Church, Petrevene village.

· “St Cyril and Methodius” Church, Toros village.
· “Archangel Michael” Church, Uglen village.
All cultural monuments are of great importance to the Municipality. They preserve its historical heritage and contribute to the development of the cultural tourism in the region.
Tourism
In Lukovit Municipality there are many natural and cultural sites, which have an impact not only on the successful, but also on the sustained development of the tourism. In the municipal development program for the 2000 – 2006 period, the main goals for the development of the Municipality have been set, including: the development of speleology, as well as the development of the Municipality as an attractive tourist destination. On the territory of the Municipality there are karsts formations – natural phenomena, beautiful landscapes, historical heritage, tourist infrastructure, which have an impact on the development of the tourism. Lukovit Municipality covers a vast karst region, important for the development of ecotourism. According to the project “Development of the Bulgarian ecotourism” financed under Phare program, in 2005 the first geopark was created as an area representing the main stages of the geological and geomorphological development of the karst territory in the region.

Karlukovo and the canyon of the Panega River

Karlukovo karst region is one of the most famous in the whole country, including caves, gulfs and canyons. More than 240 caves have been explored, such as –the phenomena “Prohodna”, “Bezimenna” 22 /Contrabass/”, “Zadanenka” etc., as well as the two rock phenomena – “Strupanec” and “Provartenika”, announced to be natural sites. There are unique caves. The National cave House has been constructed in the village of Karlukovo included in the 100 national tourist objects under No 30. The base is constructed under Iskar River. Two rocky churches have been preserved in front of Karlukovo Monastery. The wall-paintings on the “St Marina” Church have also been well-preserved. 5-6 km north-west from Karlukovo is located the cave church “St Grigorii”, where two layers of wall-paintings have been preserved, dating from ХІV and ХVІІ c.

There are possibilities for the development of the conference tourism in the Balkan Training Center Diplomat – Lukovit, offering to its guests hotel and spa centre (swimming pool, sauna, fitness, massage, beauty parlour). The guests of the hotel could relax in the grassed yard- barbeque garden near the bar and the open-air swimming pool. The business centre was founded in the second half of 2005.

Significant contributions to the tourism have the development of the pedestrian tourism, sport facilities equipment, accommodation places, fast food and restaurants.
The advertisement in the tourism sector needs to be developed and improved.
Transport and infrastructure
 

Part of the main road E 83 Sofia – Rousse runs through the territory of Lukovit Municipality. The automobile and the railway transports are also well-developed. It is expected that the economic potential of Lukovit Municipality will decrease due to the construction of Hemus Highway.
Lukovit Municipality has a well-developed road network, which is comparatively well – distributed through the municipal’s territory. The density of the road network is approximately 0, 2160 km 2 from the territory of the Municipality, which is considerably lower than the average of the country – (0, 333km2). The quality of the established road network is considerably high. The share of the ІІІ and ІV class roads is great. The elements of the road network – the overall dimensions, the road surfaces, the draining and the fortifications, the road markings and the wayside signaling are in bad conditions in comparison to larger municipalities, which are regional centers and do not cover European safety and comfort standards. The I class road E 83 (Rousse – Bjala – Pleven - Sofia) covers the greatest of all traffic needs. Municipal roads (the forth class road network) are managed by the Municipality. The greatest part of the roads is with permanent coverage, however it is damaged and the overall dimensions and the fortifications in most cases do not meet modern requirements. The bad condition of the road marking and the absence of signs makes the traffic and the orientation difficult. The bad road conditions between the villages have a negative impact on the Municipality’s socio-economic development as well as on the development of the tourism sector.

On the territory of Lukovit Municipality there is a railway line, which is of local as well as of international importance and the railway line is part of an international one. The length of the railway line is 146,100 km – 2. 25 % from the total length of all railway lines in the country.

The transport infrastructure is well-distributed, however, it is not in a good condition. The connections between the municipal centre, the adjacent settlements and the regional one are well-established.

Lukovit Municipality’s water supply system is of high quality. The water supply for the Municipality has been completely assured.
In 2004 started the construction of “The Gasification of Lukovit” site. Under an approved project branch I has been constructed supplying the central part of the town. Currently, there are several gasified objects, including: “Vitavel”-Plc and “Zvezda”-Plc /Floor A/, “TECCO” Plc, High school “Al. Konstantinov” Lukovit, the administrative building of Lukovit Municipality, Tax administration – administrative building, Home for people with physical impairments - Lukovit, Multifunctional hospital for active treatment, Nurseries “Happy childhood” – Lukovit, Regional Court, District Police Department, “Ablamilk” Ltd, Veterinary clinic, “Rikoshet” Ltd, Fire station Lukovit. Until the end of 2006 kindergarten “Zvanche”, kindergarten “Chervenata shapchica” and Library room “Saznanie” will be gasified.
In short-term, the management of the Municipality envisages to gasify schools, nurseries, hospitals, administrative buildings and industrial enterprises, which could accumulate resources through higher consumption.

The limited State and Municipal financial resources and the existence of many important, first – priority projects restrict the construction of better infrastructure. The opportunities for financial cooperation with the private sector for funding projects for the construction of the transport infrastructure are not used.
· Economy
The investments of the local entrepreneurs have a major positive impact on the investment activity in the region, however, the investments do not lead to a high increase in the GDP.
The economic structure of Lukovit Municipality looks as follows: a dominant share of the services (62.88 % of the revenues from sales in 2002) and industry (35.46 %). The share of the agriculture is only 1.65 % from the sales, however, the number of employed in it amounts to 2.67 %.
Companies on the territory of the Municipality:
“Vitavel“ Plc – production of corrugated cardboard, packaging and a newly - opened tailoring shop for men/women clothing; “Rikoshet” Ltd –wholesale and retail trade with household appliances; “Viko - 2002” Ltd – “Amigos”; “Capricorn chemical group” – production of ROSA detergents and washing detergents; “Balkancar – zvezda” Plc – production of components for electrocars and motocars – in privatisation; “Uspeh” Plc – production of bricks and ceramics; "Vanini elegans" Lukovit – tailoring shop; SP “Angelino – Angel Ninov" Lukovit – tailoring shop; Tailors’ shop - Lukovit; "Niki Kusteni" Ltd Dermanci – Tailor’s shop; "Irnik" Ltd - sausages; "KV-Konserv-Krasimira Ivanova" – production of tinned vegetable and meat products. The number of the registered companies according to the sector is as follows:
· Production – 17 companies
· Commerce – 58 companies
· Services – 7 companies
· Agriculture – 3 companies
The economy of the Municipality as a whole is not well-developed. The greatest development potential has the tourism sector and the sector of the services.

Significant investments by foreign investors
Vinerberger is an Austrian company founded in 1819 in Vienna. Since 1869 it has held stable positions on the Vienna Stock exchange. The expansion of the company’s activities outside Austria has started since 1985. From a local manufacturer of bricks the company has become a leading producer of ceramics known worldwide.

Vinerberger transforms the production of the traditional clay bricks into contemporary and highly technological construction material.

The company has opened 235 factories in 24 countries. The number of the employed amounts to over 12 000 people.
Major market positions:
· World No.1  in the production of ceramic blocks for basic masonry;

· Continental Europe No.1  in the production of facade bricks, ceramic floor and garden coverage;

· No.2  in USA in the production of facade bricks and  facing bricks;
· No.2  in Europe in the production of roof covering systems.
Vinerberger Ltd was registered as a subsidiary company to Vinerberger AG in the end of 2004. Its activity encompasses all production processes, market introduction and certification, commerce and technical consultations when planning and making ceramics of the brand names POROTHERM and TERCA. In 2006 Vinerberger became a major shareholder in the ceramics factory “Uspeh” Plc in Lukovit. The company intends to invest over EUR 20 mln in the reconstruction and modernization of the equipment in accord with the latest technical standards. The ecological aspects of the production should be improved through the construction of a new production system as well as improved transportation of raw materials, through the use of natural gas and the low energy loss due to the use of modern production technology. In accord with the exploitation contracts and the concession contract all measures for recultivation and protection of the environment have been taken. The implementation of the investment program will have a positive impact on the employment of the population. The regional infrastructure improvement will result from the construction and exploitation. At the same time it is expected that the working conditions and the working atmosphere will be improved in accord with the healthy and safety requirements as well as in accord with the healthy standards in the country. The factory will produce ceramics of the POROTHERM brand.
· Demographic structure
In 2003 the population of Lukovit Municipality amounted to 21446 (13.12 % of the population of Lovech region and 1.84 % of the population of the north – central region). 49.45 % of the population is concentrated in the administrative centre – Lukovit (10 606 people.), while the other lives in the eleven adjacent villages. The Municipality is not densely populated.
Though there are significant mechanical movements the Municipality does not report a high positive mechanical rate. In Lukovit Municipality the share of the urban population is lower than the average for Lovech region, the country and North – Central region (49.45% in comparison to 60.66 %, 69.75% and 67.81 %).

Growth rate for the 2000 - 2005 period
	Year 
	2000
	2001
	2002
	2003
	2004
	2005

	Born 
	259
	243
	225
	267
	264
	211

	Deceased  
	424
	432
	432
	420
	444
	369

	Growth rate 
	-165
	-189
	-207
	-153
	-180
	-158


In 2003, 19.11% of the population of the Municipality are below active age, 52.61 % are in active age and 28.27 % are retired.
In Lukovit Municipality the share of the minorities is 18.4 % of the whole population /according to data for 2001/ - Bulgarians /81,6 %/, Roma 11,39 %, Turks /4,88 %/, other /2,13 %/. The number of the Roma population is growing very fast, which as of 2001 was with 6.62% higher than that of the country and with 7.68 % higher than that of the region.
The educational structure of Lukovit Municipality is dominated by the groups with elementary education (31,35%) and those with secondary one (36.98%). The share of those with lower than elementary education is very high (14.66%). The share of the illiterate is also very high (13.42%). The share of the university graduates is 3.6 %, which is under 10 % from the population.
Activity rate and unemployment rate
In Lukovit Municipality the employed are mainly in the private sector, namely: state organisation, education, healthcare and social security

In 2003 the average number of the unemployed amounted to 2026 people. In comparison to the previous year there is a decrease in the number amounting to 18.54 % and in 2001 – a decrease amounting to 16.86 %, which is reported as a positive tendency.
The share of the unemployed per year/the active population is 20.02 %. Men dominate unemployment structure – 52.10 %. The unemployed under 55 years of age comprise the greatest part of all unemployed amounting to 16.09%. The unemployed between 30-34 years of age comprise the second largest group of the unemployed amounting to 13.40 %.

The registered unemployed under 50 years of age are 423 people (26.48 %). People to 29 years of age are 387 (24.23 %) from the total number of the registered. These are the groups which face difficulties on the labour market. 
The greatest share of the unemployed are those without proper specific profession, who amount to 1083 people (67.81 %); followed by the share of those with technical education, amounting to 332 people (20.79 %) and the group of the registered specialists who are 182 people (11.40 %).

The unemployment rate of the Municipality for the for the 2000-2003 period is 23.65 %. For the whole country the unemployment rate is 15.70 %, which means that the average unemployment rate of Lukovit Municipality is 150.64 % of the average for the country.
The demand/supply ratio of the working force is not maintained in a balance. The unemployment in the adjacent villages is constantly increasing. The only possibility for the unemployed who have only elementary education or no qualification at all (64.12 % from all registered ) is the realization through the Employment Programs.
The active measures taken to provide protection in case of unemployment and to enhance employment rate cannot compansate for the increasing tension on the labour market in Lukovit. 
Currently, the unemployment is so widely spread that it could not be lowered through an active municipal policy.
The ratio unemployment/active population is as follows:

· 1702/9242 = 18.42% - in 2005
· 1648/9242 = 17.83% - in 2004

· 2026/9242 = 21.92% - in 2003
· Financial performance
The Municipality is mainly financed through transfers from the State Budget

The Municipality as with its Bulgarian peers gets revenue from State grants, taxes as well as charges and fees.
Main funding source are the transfers from the State to cover the costs of the responsibilities it has delegated to municipalities. The main transfer consists of a share of the income tax paid locally. This share can vary very much from a Municipality to another one since it has an equalization purpose. This grant is based on the costs to be covered. If the latter are stable, any increase in the economic situation of the Municipality and therefore of the income tax proceeds paid locally would not be directly paid back to the city but equalized.

Another transfer from the State is the general equalizing subsidy which is based on the income level of the population and its GDP per capita. The amount of this grant also depends on the funding means available at the State level. The third main transfer is the general supplementary subsidy which is aimed at covering additional costs incurred by the Municipality for State delegated responsibilities.
In terms of taxes, the Municipality has no flexibility to amend their rate and base. Apart from the income tax, main taxes received are the tax on real estate and the tax on acquisition of property. Charges and fees are directly levied by the city for the public services it provides. Their level is directly decided by the municipal Council.

During the analyzed period the share of the subsidies from the Central budget in the total revenues in the municipal budget decreases from 86.6 % in 2003 to 71.5 % in 2005. In 2006, according to the budget plan it is expected that the amount of the subsidies from the CB will reach 65.6% from the total budget revenues.

[image: image1]
Budget is split between State delegated and municipal responsibilities
Budget expenditure and revenue items are strictly separated between those related to State delegated responsibilities and the proper municipal ones since 2003. There is a clear segregation between the two. A clear separation between operating and capital items is only made for the expenditure part of the budget. Global Ratings has therefore reclassified revenue as operating and capital.

The ratio between own revenues and subsidies from the Republican budget has changed in favor of revenues from own sources. In the period 2003-2006 this division has the following values:


[image: image2]
Own Revenues structure

The main revenue source comprising the municipal budget is the proceeds of taxes. For the period examined they are between 18.8 % and14.3 % from all own revenues and between 3.4 % and 2 % respectively from all budgetary revenues, though the State transferred remised taxes are not included.

	Indicator
	2003
	2004
	2005
	2006

	Tax revenues / Own revenues
	18,8%
	17,7%
	14,3%
	18,1%

	Tax revenues  / Total revenues
	3,2%
	3,4%
	2,8%
	2,0%


Tax revenue structure is changing significantly in time both concerning the amount and the execution of the budgetary plan.

It is expected that tax revenues will be relatively stable amounting to 15-18% from the own revenues of the Municipality.
The revenues from fees and charges are from 38.7 % to 54 % from the own revenues and between 6.1 % and 7.7 % from all budgetary revenues. The proceeds from fees are relatively stable in the defined period of time.

	Indicator
	2003
	2004
	2005
	2006

	Revenues from fees and charges/ Own revenues
	39,1%
	40,2%
	38,7%
	54,0%

	Revenues from fees and charges / Total revenues
	6,7%
	7,6%
	7,7%
	6,1%


The third group of all own revenues include the so called other revenues. They are gathered mainly by management of municipal property. The earnings from this revenue item are between 22.5 % and 33.3 % from own revenues.

	Indicator 
	2003
	2004
	2005
	2006

	Revenues from property/ Own revenues
	31,5%
	33,3%
	32,4%
	22,5%

	Revenues from property / Total revenues
	5,4%
	6,4%
	6,5 %
	2,6 %


According to the budgetary plan for 2006 it is expected that transfers from the State budget would amount to as follows:

· State delegated responsibilities: BGN 3.687 mln.

· Municipal responsibilities: BGN 870 000.
Revenue side of the budget is highly dependent on State transfers and remised taxes

The city’s revenues are heavily dependent on tax proceeds collected and redistributed by the State. Lukovit neither has the ability to modify the rate, nor benefits from the positive evolution of the tax base. Total transfers and remised tax amounts have fluctuated over the last years and make the municipal revenue highly dependent on the Central Budget and on the decisions made by the Parliament.
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The importance of own municipal revenues from taxes and fees  is growing

The city also receives the proceeds of a series of own taxes for which it has no base and rate setting autonomy. These tax proceeds are fully allocated to the financing of its own responsibilities. During the examined period the revenues coming from taxes are relatively stable. Local taxes are collected by the Municipality. According to the Municipality, the tax collection rate is satisfactory.

Possibilities for increase in other revenues

The city is responsible for determining the level of municipal fees and directly collects their proceeds. The main one is the fee for household waste collection. During the defined period the amount of revenues increases because of the fee for household waste collection. During the defined period of time the fees from waste collection marked a significant increase. In 2005 there is an increase amounting to 160 % in comparison to 2003, which is from BGN 125 326 in 2003 to BGN 199 819 in 2005. In 2006 it is expected that the proceeds from the collection of waste will amount to BGN 190 000. Possibilities for increase of the other municipal fees are low having in mind the average welfare level of the population. The Municipality gathers revenues from municipal property rents as well as through providing different social services. Additional income comes from fines and administrative penalties. 

Budget capital revenue is mainly made up of asset sale proceeds

Asset sale proceeds have been reclassified as capital revenue and as a result make the bulk of it. Another source of capital revenues is the State budget target subsidy. Its amount is very volatile and depends on the projects to be funded. The capital expenses are significantly increasing due to the investment policy of the Municipality in 2005 and 2006. At the end of 2005 the Municipality reports deficit on the capital expenditures amounting to BGN 31 017. According to the budget plan for 2006 the capital expenses would surpass the capital incomes and it is expected that the capital deficit amount to be BGN 844 014.
	Year
	2003
	2004
	2005
	2006

	Capital revenues, incl
	613168
	473193
	698716
	381200

	- Own revenues from asset sale, etc.)
	225168
	264400
	350116
	156000

	- Target subsidies from the CB 
	388000
	208793
	348600
	225200

	Capital expenses
	(441533)
	(345033)
	(729733)
	(1225214)

	Investment balance
	171635
	128160
	(31017)
	(844014)


Expenses are divided between state delegated and municipal responsibilities

Expenditure items are clearly divided in the budget between those incurred for the proper municipal responsibilities and the State delegated ones. The latter represent 61.85 % of the aggregated budget in 2006. They entailed the vast majority of staff costs (94.8 %) and of the subsidies (73 %) but only 34.4% of the maintenance expenses and 26.3 % of the capital expenses. The Municipality has no say over these expenditure items which are determined at the State level based on common standards defined nationally. The Municipality could decide to cover additional expenses through proceeds for state delegated responsibilities, but should respectively refund the amount used at the end of the year.

Staff costs are dominant

The expenses offer almost no flexibility as operating items account for 71.49 % of the total. Staff expenditure made the bulk of it with 60.3% in 2006. In the Municipal Administration and its units there are 75 people employed and the additional number of people employed is 21 people for state delegated activities “Municipal Administration” additionally financed by own sources.
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Expenses are mainly incurred for education

Expenses are mainly incurred in the fields of education. According to 2006 plan they represent 36% from total expenses by function. The other expenses are allocated as follows: general government offices 14 %, defense and security 5 %, healthcare 3 %, social security 17 % house construction, communal services and environmental protection (including cleaning) 13%, recreation and culture 4 %, economic activities 4 % and others non-classified expenditures – 4 %.
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The fluctuations in the expenditures’ amounts during the defined period are shown in the table:
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The data represented in the table show that the expenses for economic activities and for house construction, development, communal services and environmental protection are highly fluctuating during 2003 – 2006 period. The other expenses are relatively stable.

The data represented in the graphic show that in the 2003-2006 period that the expenses for healthcare are highly fluctuating. For the defined period their amount has diminished greatly from BGN 877 050 in 2003 to BGN 224 932 in 2006г. The other expenses are relatively stable.
	Expenses by functions
	2003
	2004
	2005
	2006

	State organizations
	588760
	784683
	977583
	1005602

	Defence and security
	38670
	45439
	55461
	349023

	Education 
	1804407
	2190804
	2375870
	2460555

	Healthcare
	877050
	146020
	239971
	224932

	Social security
	704136
	965025
	943830
	1154522

	Housing construction, communal services and environmental protection
	643161
	316167
	757764
	895475

	Recreation and culture activities
	117535
	140115
	230727
	266137

	Economic activities
	164429
	172663
	247205
	292548

	Other non-classified expenditures
	0
	0
	642
	300000

	TOTAL
	4938148
	4760916
	5829053
	6948794


Capital expenditure
In line with its responsibilities, the Municipality mainly incurs capital expenditure in the fields of municipal infrastructure, environmental protection, economic development and human resources, education and healthcare.

The capital expenditures have been marking high increase of 277 % for the 2003 – 2006 period - from BGN 441 533 in 2003 to BGN 1 225 214 according to the budget plan for 2006.
The funds, which are used for repayment of the capital expenses, comprise of target subsidy from the central budget, own revenues and of transfers being capital expenditures.

Aggregated Budgetary performances have been low but kept good levels

Bulgarian municipalities tend to report low operating margins on average by international standards. This is mainly related to their revenue structure which largely consists of transfers and tax remised from the State aimed at matching delegated responsibilities without creating surpluses. 
	Indicator
	2003
	2004
	2005
	2006

	Operating surplus(deficit)t
	20 523
	(252317)
	(465 684)
	(755512)

	Debt service (excl. principal
	-
	-
	(642)
	-

	Net operating balance
	20 523
	(252317)
	(466 326)
	(755512)

	Capital revenues
	613 168
	473 193
	698 716
	381 200

	- Own revenues(assets’ sales)
	225 168
	264 400
	350 116
	156 000

	- Targeted subsidy from the central budget
	388 000
	208 793
	348 600
	225 200

	Capital expenses
	(441533)
	(345033)
	(729 733)
	(1225214)

	Investment balance
	171 635
	128 160
	(31 017)
	(844 014)

	Other revenues (expenses) net
	312 258
	488 988
	849 969
	377 653

	Surplus (deficit)
	504 416
	364 831
	352 626
	(1221873)

	Financing
	-
	-
	-
	-

	Balance from previous periods
	-
	504 416
	869 247
	1 221 873

	Ending balance
	504 416
	869 247
	1 221 873
	-


As a negative factor the Agency reports the relatively high amount of the investment activities deficit, which is formed due to considerable growth in capital expenditures in 2005 and 2006 as well as to the insignificant amount of the target subsidy from the state budget. Therefore, the Municipality should cover its capital expenditures with own revenues or other sources of funding.
Lukovit’s budgetary execution has been more stable than that of its peers’ consolidated ones and has remained at a good level on average.
The Agency defines as a positive rating factor the positive end balance for 2003 – 2006 period, the highest end balance was reported in 2005, though the capital and operating expenses had increased.
The Agency defines the policy of the management team of the Municipality as being a good one due to its prudent management of the cash flows as well as to the funding of the projects with alternative sources.
The Municipality has one concession contract
Lukovit Municipality concluded a concession contract on 05.01.2004, giving the right to commercial activity on the “Municipal markets” – Lukovit.
Concession remuneration – amounted to BGN 82 000, distributed as follows: deposit – BGN 10 000; for every year from 2005 to 2008 – amounting to BGN 4000, for every year from 2009 to 2018 – amounting to BGN 5600. The concession term is 15 years. Compulsory investment program – amounting to BGN 145 000 – for the construction and exploitation of buildings, equipment and infrastructure.

The Municipality holds shares in several companies

The Bulgarian law authorizes municipalities to carry out commercial activities, establish commercial companies and participate in joint-venture companies with national or foreign investors. City’s liabilities must, however, be limited to its shareholding. In 2005 companies with the municipal 100 %-owned are 5. Those companies are:

· „Multifunctional Hospital for active treatment – Lukovit” Ltd– 100% municipal share.
· „Stroitel” Ltd– 20% municipal owned.
· „Company for employment and for structural reform Lukovit” Ltd – 20% municipal share.
· „Multifunctional Hospital for active treatment – Lovech” Plc– 6.16% municipal share.

· „Water Supply System” Plc – Lovech - 9% municipal share.

The amount of the long-term tangible assets in the Balance of Lukovit Municipality
As of 31.12.2005 the long-term tangible assets of Lukovit Municipality amounted to BGN 4 060 773.13, from which property assets amounting to BGN 3 543 876.31 and assets in the process of acquisition amounting to BGN 4 850.48. During the defined period there was a tendency of a steady growth of the long-term tangible assets.
A prudent management

The Municipality has a prudent management resulting in a low level of direct and contingent liabilities. The management is aware of its very limited financial resources and seems to be reluctant to increase pressure on the expenditure side of the budget. Predictability of revenue and expenditure is low and makes difficult the introduction of a long term financial planning.

· Debt and Liquidity
The Municipality is debt free
The Municipality has not granted any guarantees and has no contingent liabilities. It hasn’t got long and short-term liabilities under commercial loans and financial lease. There are no interest free liabilities towards the CB.
At present the Municipality has an insignificant debt rate. Bulgarian municipalities’ debt service costs cannot exceed by law 25 % of the aggregated amount of the municipal own revenues and the general equalization subsidy for the respective year.

In 2005 for Lukovit Municipality these 25 % from the total sum of the own revenues and the equalizing subsidy amounted to BGN 436 174 and in 2006 it is expected to amount to BGN 359 470.
Currently, the Municipality’s management team do not intend to take on a debt in the form of commercial loans and financial lease.
Liquidity is limited 

It is planned that in 2006 the city’s aggregated reserves would be BGN 300 000. The city has no policy aimed at maintaining a minimum level of cash available. The management seems to have a good knowledge of its daily cash inflows. In the case of insufficient funds available, expenses are postponed.
The city aims at paying its bills immediately in order not to accumulate payables, which is assessed positively by the Agency.

During the defined period the Municipality has no overdue payables and the amount of the overdue receivables keeps low levels during the years. For the 2003 – 2004 period the amount of the overdue receivables is insignificant amounting to BGN 36 595 and as of 30.09.2006 the overdue payables were BGN 12 290.

	REVENUES

	TOTAL
	
	
	
	BGN
	

	Revenues
	Paragraph
	2003
	2004
	2005
	2006

	
	
	
	
	
	

	І. Own Revenues
	 
	 
	 
	 
	 

	1. Property Taxes
	1300
	161 079
	161 953
	160 054
	139 000

	- Tax on real estate
	1301
	
	
	
	

	- Tax on heritage 
	1302
	
	
	
	

	- Tax on motor vehicles
	1303
	
	
	
	

	- Tax on acquisition of property through donation or other gratuitous way
	1304
	
	
	
	

	- Road tax
	1305
	
	
	
	

	Total property taxes
	 
	161 079
	161 953
	166 708
	144 000

	2. Non-tax revenues
	
	
	
	
	

	Revenues from properties
	2400
	43 077
	38 589
	26 616
	22 000

	- Installments from municipal companies
	2401
	
	
	
	

	- Net revenues from sale of services, goods and production
	2404
	
	
	
	

	- Revenues from rents on property
	2405
	
	
	
	

	- Revenues from rent on land
	2406
	
	
	
	

	- Revenues from dividends
	2407
	
	
	
	

	- Revenues from interest on current deposits
	2408
	
	
	
	

	- Revenues from interest on term deposits
	2409
	
	
	
	

	Municipal Fees
	2700
	333 897
	366 561
	450 244
	428 000

	- for kindergartens
	2701
	
	
	
	

	- for nurseries and other healthcare activities
	2702
	
	
	
	

	- for camps and other recreation activities
	2703
	
	
	
	

	- social patronage and other municipal services
	2704
	
	
	
	

	- for markets, fairs, sidewalks, etc.
	2705
	
	
	
	

	- for half-day kindergartens
	2706
	
	
	
	

	- for household waste
	2707
	125 326
	148 354
	199 819
	190 000

	- for boarding houses and others on education
	2708
	
	
	
	

	- for extraction of quarry materials
	2709
	
	
	
	

	- for technical services
	2710
	
	
	
	

	- for administrative services
	2711
	
	
	
	

	- for graveyard lots
	2715
	
	
	
	

	- tourist fees
	2716
	
	
	
	

	- other municipal fees 
	2729
	
	
	
	

	Fines, sanctions and penalty interest
	2800
	10 327
	14 353
	35 972
	24 550

	- fines, sanctions, interest penalties, indemnities, etc.
	2802
	
	
	
	

	Other non-tax revenues
	3600
	79 175
	27 534
	28 228
	7 000

	- other non-tax revenues
	3619
	
	
	
	

	Collected and paid-in VAT and other taxes on sales
	3700
	
	(1085)
	(4 314)
	-

	Revenues from sale of municipal and state properties
	4000
	225 168
	264 400
	350 116
	156 000

	- from sale of fixed assets
	4002
	
	
	
	

	- from sale of intangible assets
	4003
	
	
	
	

	- from sale of land
	4004
	
	
	
	

	Revenues from concessions
	4100
	
	
	10 000
	4 000

	Aids, donations and other gratuitous funds from the country
	4500
	
	37 947
	97 724
	-

	Total non-tax revenues
	 
	691 644
	748 299
	994 586
	648 081

	
	
	
	
	
	

	TOTAL REVENUES (1 + 2)
	 
	852 723
	910 252
	1 161 294
	792 081

	
	
	
	
	
	

	ІІ. Relations with the central budget (CB)
	 
	
	
	
	

	Transfers (subsidies) from CB /net/
	3100
	4 277 583
	3 726 507
	4 170 416
	4 192 488

	- general supplementary subsidy
	3111
	2 978 944
	2 217 078
	2 307 904
	2 641 188

	- general equalizing subsidy
	3112
	138 606
	272 513
	583 400
	645 800

	- target subsidy for capital expenses from CB /+/
	3113
	388 000
	208 793
	348 600
	225 200

	- state transfer for remised tax on income of individuals*
	3119
	772 033
	1 060 322
	930 512
	680 300

	- reimbursed transfers (subsidies)
	3120
	
	(32 199)
	-
	

	Total:
	 
	4 277 583
	3 726 507
	4 170 416
	4 557 187

	
	
	
	
	
	

	ІІІ. Transfers
	 
	
	
	
	

	Transfers (subsidies paid) between budget accounts (net)
	6100
	299 844
	488 988
	505 831
	377 653

	Transfers (subsidies paid) between budget and off-budget accounts 
	6200
	12 414
	-
	297 260
	-

	Total transfers:
	 
	312 258
	488 988
	849 969
	377 653

	
	
	
	
	
	

	ІV. TEMPORARY NON-INTEREST BORROWINGS
	-
	
	
	
	-

	
	
	
	
	
	

	TOTAL REVENUES (І+ІІ+ІІІ+ІV)
	5 442 564
	5 125 747
	6 181 679
	5 726 921
	5 442 564

	
	
	
	
	
	

	V. Deficit (surplus) financing
	 
	
	
	
	

	Acquisition of stakes, shares and other financial assets
	7000
	
	
	
	


	Temporary financial aid
	7200
	
	
	
	

	Loans from abroad net (+/-)
	8000
	
	
	
	

	State (municipal) securities issued on international capital markets
	8100
	
	
	
	

	Loans from banks in the country /net/
	8300
	
	
	
	

	Issues of state (municipal) securities /+/
	8500
	
	
	
	

	Repayment of state (municipal) securities /net/
	8600
	
	
	
	

	Repayment of debt in other bonds
	8700
	
	
	
	

	Privatization
	9000
	
	
	
	

	Other financing (+/-)
	9300
	
	
	
	

	Deposits and funds with deposit accounts (net)
	9500
	(504 416)
	(364 831)
	(352 626)
	1 221 873

	- residual funds in BGN from previous period (+)
	9501
	
	504 416
	869 247
	1 221 873

	- funds in BGN deposits at the end of period (-)
	9507
	(504 416)
	(869 247)
	(1221873)
	-

	- ongoing transfers (+/-)
	9513
	
	
	
	

	TOTAL DEFICIT (SURPLUS) FINANCING
	 
	(504 416)
	(364 831)
	(352 626)
	1 221 873

	
	
	
	
	
	

	TOTAL REVENUES (І+ІІ+ІІІ+ІV+V)
	 
	4 938 148
	4 760 916
	5 829 053
	6 948 794


	EXPENSES

	TOTAL
	
	
	
	BGN
	

	EXPENSES
	Paragraph
	2003
	2004
	2005
	2006

	І. Expenses
	 
	 
	 
	 
	 

	Salaries on personnel on labour and service contracts
	100
	1 458 744
	1 581 454
	1 661 178
	1 951 101

	Other remunerations and payments on personnel
	200
	196 737
	371 502
	383 299
	425 205

	Social security payments from employer
	300
	478 009
	569 302
	502 305
	-

	Security payments from employer for teacher’s pension fund
	400
	-
	-
	36 460
	-

	Healthcare payments from employer
	500
	74 604
	91 721
	89 728
	623 284

	Other  healthcare payments
	600
	12 991
	-
	-
	-

	Payments on supplementary social security
	700
	10 086
	20 264
	20 221
	-

	Maintenance
	1000
	1 391 745
	1 640 443
	2 177 909
	2 220 803

	Scholarships
	4000
	7 518
	9 744
	9 702
	8 517

	Indemnities and aids for households
	4200
	-
	1 100
	-
	46 393

	TOTAL EXPENSES :
	 
	3 630 434
	4 285 530
	4 880 802
	5 275 303

	
	
	
	
	
	

	ІІ. Subsidies
	 
	
	
	
	

	Subsidies for non-financial companies
	4300
	780 000
	-
	96 510
	32 000

	- for operating activities
	4301
	-
	-
	-
	-

	- for healthcare activities and medical aid
	4302
	780 000
	-
	80 000
	-

	- other payments and subsidies
	4309
	-
	-
	-
	-

	Subsidies for non-commercial organizations
	4500
	86 181
	98 842
	86 342
	100 216

	Membership fees for memberships in non-commercial organizations
	4600
	-
	2 687
	4 645
	5 000

	TOTAL SUBSIDIES:
	 
	866 181
	101 529
	187 497
	137 216

	
	
	
	
	
	

	ІІІ. Other expenses
	 
	
	
	
	

	Expenses on interest payments under state (municipal) securities issues
	2100
	-
	-
	-
	-

	Expenses for interest under bank loans in the country
	2200
	-
	-
	642
	-

	TOTAL OTHERS :
	 
	-
	-
	642
	-

	
	
	-
	-
	642
	-

	ІV. Capital expenses
	 
	
	
	
	

	Rebuild of fixed assets
	5100
	
	
	
	

	Acquisition of fixed assets
	5200
	-
	-
	-
	-

	Acquisition of intangible assets
	5300
	-
	-
	-
	-

	Capital transfers
	5500
	-
	-
	-
	-

	TOTAL CAPITAL EXPENSES:
	 
	441 533
	345 033
	729 733
	1 225 214

	Неразпределен резерв за разходи
	9700
	-
	
	-
	300 000

	Р-ди за ДД за сметка на ОП
	
	-
	28 824
	30 379
	11 061

	TOTAL EXPENSES:
	 
	4 938 148
	4 760 916
	5 829 053
	6 948 794

	
	
	
	
	
	


	Indicator
	Average absolute indicator value
	Average indicator value /2003-2006
	Risk evaluation

	Operating surplus (deficit
	(363 247,50)
	(0,065)
	low

	
	
	
	

	Debt service (less principal)
	(160,50)
	(0,000)
	low

	Net operating balance
	(363 408,00)
	(0,065)
	low

	
	
	
	

	Capital revenues
	541 569,25
	0,096
	average

	Capital expenses
	(685 378,25)
	(0,122)
	high

	Investment balance


	(143 809,00)
	(0,026)
	average

	
	
	
	

	Other revenues (expenses) net
	507 217,00
	0,090
	average

	Deficit (surplus
	-
	-
	low

	
	
	
	

	Financing
	-
	-
	low

	
	
	
	

	Balance from previous periods
	648 884,00
	0,115
	low

	Ending balance
	648 884,00
	0,115
	low

	
	
	
	

	Relations with CB / Total budget
	
	0,755
	high

	Own revenues  / Total budget
	
	0,169
	average

	Operating revenues / Total budget
	
	0,825
	average

	Operating expenses / Total budget
	
	0,884
	average

	Operating revenues / Operating expenses
	
	0,931
	average

	Capital expenses / Total budget
	
	0,116
	high

	Capital revenues / Capital expenses
	
	1,007
	average

	Sales of assets / Total budget
	
	0,046
	average

	Target subsidy for capital expenses / Total budget
	
	0,054
	average

	Total budget / Population
	
	245,628
	average

	Own revenues / Population
	
	40,612
	average

	Relation with CB / Population
	
	182,844
	average

	Capital expenses / Population
	
	29,959
	average

	Capital revenues / Population
	
	23,673
	average

	Target subsidy for capital expenses / Population
	
	12,792
	average

	Operating expenses / Population
	
	215,662
	average

	Operating revenues / Population
	
	199,783
	low


APPENDIX №1 
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