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Abstract

This article talks about local finances in the Republic of Albania. Fiscal decentralization is
one of the main aspects of showing the independence of the local government from the central
government. The focus of the work has been the analysis of the three main laws that include
local finances, such as Law no. 139/2015 &quot; On Local Self-Government&quot;, Law no.
68/2017 &quot; On Local Finances&quot; and Law no. 9632/2006 &quot; On Local Taxes &
quot;, amended. In the rest of the paper, are discussed the principles on the basis of which op-
erate local finances and the relationship between the central and local governments regarding
local finances. The main part of the work is focused on the analysis of local taxes as one of the
sources of income of local finances and the categories of these taxes. Based on the reports pro-
vided by the website financatvendore. al have been drawn the relevant conclusions regarding
each of the local taxes and the impact they have on the local budget.
Keywords: local government, central government, local finance, decentralization, local
taxes.

In the Constitution of the Republic of Al-
bania in its article 13 it is provided that: “Lo-
cal government is established based on the
principle of decentralization of power and is
exercised according to the principle of local
autonomy”.

Decentralization is a process where au-
thority and responsibility for certain functions
is transferred from the central government to
local government units. At the foundation of
decentralization is the principle of subsidiar-

ity, according to which “the exercise of pub-
lic responsibilities should, in general, belong
more to the authorities closest to the citizens.”
Decentralization has its own dimensions, po-
litical, administrative and financial, which in-
teract with each other and essentially repre-
sent the three components of power. Financial
decentralization refers to the transfer of finan-
cial power to the local level, in order to equip
it with greater authority in the administration
of revenues and expenditures.
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Legal Basis

Law no. 68/2017 on Local Finances
approved in 2017 was one of the greatest
achievements of the Albanian government
in relation to fiscal decentralization. The
above-mentioned law defines the principles,
rules and procedures of financing local gov-
ernment units, including own revenues from
local taxes and fees, shared taxes, transfers
from the state budget, and other revenues
provided for by law. The purpose of this law
was to guarantee the transparency and pre-
dictability of transfers from the central gov-
ernment to the local self-government units,
to ensure the sufficiency of the financial re-
sources available to the local self-govern-
ment units, as well as to guarantee the fiscal
autonomy of the local self-government units,
through the right to collect taxes and local
fees. In accordance with fiscal decentraliza-
tion and fiscal autonomy, local self-govern-
ment units are guaranteed the right to gen-
erate their own income independently, in
accordance with the laws and legal acts in
force. Also, each unit has the right to receive
unconditional transfers from the State Bud-
get, which is allocated according to the crite-
ria defined in the law. The dominant principle
of the reform of decentralization and fiscal
autonomy is the right of units to benefit from
the distribution of income from national tax-
es, which are divided according to the criteria
defined in the law and have full autonomy in
their use. The central bodies, in delegating
the functions or powers of the local govern-
ment unit, should always make available to
the local units the necessary tools and finan-
cial resources for their exercise. In this way,
the right to delegate the function will be con-
sidered complete and in accordance with the
law and by-laws.

Also in Law 139/2015 on Local Self-Gov-
ernment are defined the principles of the op-
eration of local finances, the types of sources
of income that local units have, expenses,
the local budget and its characteristics, as
well as internal and external audit as control
mechanisms on local self-government units.
Other laws that reflect the principle of finan-
cial decentralization are: Laws on the “State
Budget”, which are approved every year and
part of which is the local budget for each
year, Law no. 9632/2006 on “Local Taxes”,
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amended, Law no. 9896/2008 on “Domestic
Borrowing”.

Basic principles of local
government finance

Local self-government in the Republic
of Albania ensures effective, efficient gover-
nance at a level as close as possible to citizens
through legal financial resources. The legal
framework, starting with the Law on Local
Self-Government, sanctions the main princi-
ples regarding the financing of local govern-
ment. The main focus is on the relationship
between central and local government. In
this relationship, is provided for the obliga-
tion of the former to guarantee the financial
sufficiency of the local units. In the creation of
national policies, this power must guarantee
that the revenues that will be transferred to
the local government are in accordance with
the fulfillment of their interests. The criteri-
on of sufficiency or necessity is also defined
in the case of delegation of functions or pow-
ers to local units. According to this principle,
every delegation of functions must be accom-
panied by the necessary financial means for
their realization.

Furthermore, the other principles reflect
the separation of powers, between central
and local, where is provided for the right of
local units to generate income independent-
ly, the right to secure income from taxes, fees,
and other local income and the right to dratft,
approve, implement and administer its own
budget every year in accordance with the
legislation in force. Another principle that
is mentioned in the law is the obligation of
the central government to take measures if
the changes it implements in the fiscal policy
bring negative consequences for local financ-
es. According to this principle, it is provided
that: “In the event that the changes in the
fiscal policy are accompanied by a decrease
in the levels, rates and base of local taxes
or the share of the income of the local gov-
ernment units from the allocated taxes, the
Ministry of Finance is obliged to take mea-
sures to compensate for the decrease local
units, through increased financial transfers
and opportunities for local borrowing and/
or other forms”. According to this principle,
not only the obligation to take measures is
provided for, but also are specifically defined
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the types of measures to compensate the
reduction, such as the increase in financial
transfers, the possibility of local borrowing
or other forms. The goal of the legislator was
the real guarantee, predicting that in order
to compensate the loss, are necessary only
those measures that are really effective and
that fully compensate the negative conse-
quences created.

Almost the same principles are provided
for in the special law on Local Finances, with
the only change being the addition of some
additional guarantees for local finances. Ac-
cording to article 4, point 5, the obligation
for consultation with local units is foreseen
in the case of proposals of the central gov-
ernment for changes in the legislation, which
may lead to the reduction of local income or
the transfer of powers or functions to the lo-
cal level.

Also, point 6 of this law, which is similar
to point 5 of the law on local self-government,
provides for the measures that must be taken
in case local taxes are reduced by the actions
of the central government. At this point, the
measures that are determined are: the in-
crease of the unconditional transfer, separate
taxes, the transfer to the local level of another
tax or their combination.

Sources of local government’s
own income

In the law on local self-government as
well as the specific law on local finances, are
provided for sources of income of local units.
According to these laws, local units have their
own sources of income, as well as other in-
come derived from national sources. By own
sources of income we will understand the in-
come derived from local taxes and local fees,
separate taxes and income from other activ-
ities of the municipalities. The focus of this
work will be on local taxes and their types.

“Tax” is a mandatory and non-refundable
payment to the State Budget or in the bud-
get of local government bodies, established
by law and paid from any person who ben-
efits from a public service_in the territory of
the Republic of Albania (Law no. 68/2017 on
Local Finances) while “Fee” is the payment
made for receiving a specific service such as
fees for obtaining a driver’s license, for ob-
taining a passport, etc. As we noticed from

Section 2. Legal studies

the definition, the “fee” differs from the tax
because it is made for receiving a certain ser-
vice, not a service anyway, that is, a service
that the individual requires.

The revenues derived from local taxes are:

a) tax on real estate, which includes tax-
es on buildings, taxes on agricultural
land and taxes on land, as well as on
transactions carried out with them;

b) infrastructure impact tax from new
constructions;

c¢) local tax on hotel service activity;

d) table tax;

e) temporary local taxes, which are im-
posed in accordance with the law;

f) local tax on the economic activity of
small business;

g) local tax on personal income, tax on
income generated by gifts, inheritanc-
es, wills or local lotteries;

h) other taxes, defined by law (Law
139/2015).

When the municipal council deems it nec-
essary, it imposes taxes of a temporary nature,
in the general interest of the community, in
the territory within its jurisdiction. The ba-
sis for calculating the provisional tax for each
taxpayer is the tax value of the taxpayer’s real
estate in the territory of the local self-govern-
ment unit. The level of the provisional tax can-
not be higher than 35 percent of the taxpayer’s
real estate tax base. The temporary tax cannot
be applied for more than three years from the
entry into force. Municipalities can collect fees
for public services. Local fee is a payment that
an individual, natural or legal person makes
in exchange for a specific service received,
specific public good used or right granted by
the local self-government unit. Fees should
be oriented towards covering the cost of ser-
vices provided, the consumption of which is
measurable. The main fees are related to the
occupation of public space, garbage collection
and disposal, water supply and sewerage, irri-
gation and drainage, licenses and permits and
authorizations.

Other sources of income in the munici-
pality are:

« income from leasing assets owned by

the municipality;

« income from capital investments;

+ income from titles and other rights
purchased by the municipality;
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« income from the profit of publicly

owned enterprises;

« revenues from private-public part-

nerships (Law 139/2015).

In the law on local self-government,
article 35, points 2, 3 and 4 give us a clear
overview of the autonomy of local bodies re-
garding local taxes. However, we cannot talk
about a full autonomy according to this law,
because this space of autonomy is limited by
the specific law for local finances. More spe-
cifically, point two of Article 35 states: “Mu-
nicipalities exercise the right to set the tax
level, the method of its calculation, as well as
their collection and administration within
the limits and according to the crite-
ria defined in the relevant law”. The
same restriction is provided in point three
where it is defined: “Municipalities have the
right to exclude certain categories or groups
in need from paying the tax, in accordance
with the relevant law”. Point 4 of Article
35 contains the same provision as the above
points. It defines a harmonization of the law
on local self-government with the specific
law on local taxes. At this point it is defined:

“4. The basis of local taxes, as well as
their maximum and/or minimum limits
are established by a separate law. Local
self-government units have the right to ap-
ply or not a local tax. When these units ap-
ply the local tax, they exercise the right to
set their level, the manner of their collection
and administration, according to the cri-
teria and limits defined in the relevant
legislation”.

From the second sentence of the point 4,
the legislator using the phrase “they have the
right”, let us understand that even though
there is a legal provision for local taxes, lo-
cal units do not have the obligation to imple-
ment it. At this moment, their autonomy to
decide is complete, since their choice is not
conditioned by any other factor except the
evaluation they make of the local tax. Then, if
the local units decide to implement the local
tax, at this moment we cannot talk about full
autonomy since the third sentence of point
4 expressly determines that the municipali-
ties can set a level of taxes according to their
assessment, but the latter must be in accor-
dance with the criteria and limits defined in
the relevant legislation.
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The Law on Local Self-Government, as
well as the Law on Local Finances regarding
local taxes, refer to the specific law, which
is Law No. 9632 dated 30.10.2006 “On the
Local Tax System” as amended. This law de-
fines the rules for the exercise of rights and
duties by local government bodies, for the
establishment of local taxes, their collection
and administration. Regarding the types
of local taxes, the categories are the same
as those provided for in the law on local fi-
nances. The first tax that is foreseen is the
simplified tax on small business. The appli-
cable tax rate on taxable profit for taxpayers
subject to simplified tax on small business
profit, with annual turnover from 0 (zero) to
8 (eight) million ALL, is O (zero). Regarding
the administration of this tax, the law on lo-
cal taxes provides that the Central Tax Ad-
ministration transfers the income from the
simplified tax on small business to the ac-
counts of the municipalities, where the tax-
able business is located, within the 10th of
the following month, when they are collect-
ed. The Central Tax Administration receives
a commission for the service it performs.
This commission is calculated as a percent-
age of the amount of tax collected and trans-
ferred to the budget of the local government
units, which is 1 percent and is paid to the
account of the Central Tax Administration.
The commission goes to the account of the
State Budget, based on the legislation in
force on the use of secondary income, cre-
ated in budgetary institutions and for cover-
ing the costs of “Tax Stamps”.

Among the most important taxes is the
real estate tax and the infrastructure impact
tax. All natural or legal persons, local or for-
eign, owners or users of the above assets, in
the territory of the Republic of Albania, re-
gardless of the level of use of these assets, are
subject to the real estate tax. Exceptions are
made in cases where the law provides other-
wise. The liability for the real estate tax is, as
the case may be, the owner or co-owner, ac-
cording to the part he owns, or the user of the
real estate, for assets that are not equipped
with ownership documents.

Real estate taxes include:

a) taxes on buildings;

b) tax on agricultural land;

¢) land tax.
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The basis of the tax on the building is the
value of the building, which is calculated in
accordance with the methodology and pro-
cedures determined by the decision of the
Council of Ministers. According to the law on
local taxes, the tax rate, which is applied as
a percentage of the tax base, is 0.05% for a
building that is used for residential purposes,
0.2% for a building that is used for econom-
ic activity, 30% of the corresponding tax rate
for the entire construction area, for which the
developer has been provided with a construc-
tion permit and has not managed to complete
it according to the deadline defined in the act
of approving the request for a construction
permit. In contrast to the simplified income
tax administered by the central tax adminis-
tration, the real estate tax is administered by
the local self-government unit for buildings
under its jurisdiction. Also regarding the in-
come obtained from this tax, we emphasize
that all income is paid to the account of the
relevant budget of the local self-government
unit, in whose territory the property is locat-
ed, and is used in accordance with the law
“On the finances of local self-government in
Republic of Albania”.

Even in relation to the agricultural tax,
the earned income is paid to the budget of the
municipality where the real estate is located.
The tax base is the area of agricultural land,
in hectares, owned and used by the taxpayer.
The surface of the owned land is determined
according to the documents certifying it. Re-
garding the relationship between the central
and local governments regarding this tax, the
law determines that the minimum categories
of agricultural land are given in Annex 1 that
is connected to this law. The space allowed to
the municipal council is the possibility to ap-
prove sub-categorizations for each minimum
category of agricultural land. The same pro-
visions as the agricultural tax are also deter-
mined for the tax on the land, where the basis
of this tax is the area of the land in square
meters owned or used by the taxpayer.

Regarding the infrastructure impact tax,
the law defines different tax levels depend-
ing on the investment that will be made and
the purpose for which this investment will be
used. In the case of constructions intended
for residential purposes or for trading and
service units, which are carried out by a con-
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struction company, the rate of the infrastruc-
ture impact tax is in the amount of 4 (four)
percent to 8 (eight) percent of the sales price
per square meter. This category of invest-
ments also includes replacement construc-
tions for residential purposes, conditioned to
be built as a result of the implementation of a
concessionary contract, which affects existing
buildings. Also, this category also includes
constructions intended for commercial or
business centers. The tax base is the value in
Lek (Albanian Curreny) per square meter of
the sale price of buildings for residential pur-
poses or of trading and service units. Regard-
ing the sale prices, the law determines that it
is based on the reference value of the market
value, according to the definitions issued by
the act of the council of ministers.

Paying attention to the new construction
and the fact that it can be used in the public
sector, such as tourism, industry or agricul-
ture or for public purposes, the law has de-
fined a lower rate of this tax, at the rate of one
to three percent of the investment value.

For larger projects in the public sphere,
with a much greater impact than the above
projects, the law has provided for an even
lower value of the infrastructure impact tax.
Normally, this is an incentive to encourage
such projects which will serve public purpos-
es, facilitating them on the other hand with
tax relief. Specifically, this tax is determined
at the rate of 0.1 percent of the investment
value, but not less than the cost of rehabil-
itation of the damaged infrastructure, when
this cost is not included in the investment es-
timate. The most important projects will be
those for the construction of national roads,
ports, airports, tunnels, dams, energy infra-
structure construction, including machin-
ery and equipment for these projects. The
other two categories defined by the law are
not only related to the purpose for which the
investment will be used, but also related to
other criteria. In point c of article 27 of the
law on local taxes, the law has determined
that for buildings that are in the legalization
process, the tax rate will be 0.5 percent of
the investment value. So the current status
of the building on which it will be invested
is used as a criterion. Meanwhile, point d of
the law determines as a criterion the location
of the building and the purpose for which it
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is being built. This point determines that for
buildings intended for residential purposes
in mountainous areas, the infrastructure im-
pact tax is O to 3 percent of the investment
value. The Municipal Council determines by
decision the mountainous areas for the effect
of the implementation of this paragraph.

Regardless of the different levels of the

tax, the law has also provided for exemptions
from the payment of this tax. The following
which benefit from these exceptions are:

« investments made for the construc-
tion of accommodation structures
“Hotel/Resort with five stars, special
status”, according to the definition in
the legislation in the field of tourism
and which are holders of a registered
and internationally recognized trade-
mark “brand name”;

« investments of subjects, which devel-
op hosting activities certified as “agri-
tourism”, according to the legislation
in force in the field of tourism;

« investments for the reconstruc-
tion, repair or restoration of build-
ings-damaged as a result of natural
disasters, according to the definition
given in the legislation in force for
civil protection;

« investments within the reconstruc-
tion programs, according to the pro-
visions of the law, for coping with the
consequences of the natural disaster.

According to the report carried out in

2023, published by the website financatven-
dore.al, it results that the income from local
sources (about 7.2 billion ALL) decreased
during 2023T1 by about 16% compared to
the same period a year ago. The negative
performance in revenues from local sourc-
es was largely determined by the decrease
of local tax revenues. Revenues from local
taxes reached a level of about 3 billion ALL,
decreasing by about 49% in annual terms. If
we exclude from the total income from local
taxes those collected by the municipality of
Tirana, the income from this category (for
the other 60 municipalities) turns out to have
decreased by about 22% in annual terms. The
negative performance in local tax revenue is
led by the decline in infrastructure impact
tax revenue from new construction, followed
by real estate tax. Together, these two tax-
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es represent about 88% of the total revenue
from local taxes in the period under analysis.
Revenues from the infrastructure impact tax
from new constructions (TNI) reached a level
of about 1.6 billion ALL, decreasing by about
63% in annual terms. Income from taxes on
real estate recorded a value of about 996 mil-
lion ALL, decreasing by about 4% in annual
terms. The main weight and contribution to
the income from the tax on real estate is giv-
en by the income from the tax on the build-
ing (72%), which recorded a slight annual
increase in the period under analysis.

Based on this website, was made the
study of the income generated according to
the funding sources for 2023. If we take as
a source of funding the municipalities’ own
local resources, we will notice that most of
the income is obtained from uncondition-
al transfers of which are sent by the central
government with 54.15%. Next comes the in-
come from local taxes with 17.26% and the
income from local fees with 16.33%, passing
after other local incomes which are divided
between them, occupying a small percentage.
If we take the income from taxes and local
fees as a source of financing, we will notice
that the largest part of the income from taxes
consists of the infrastructure impact tax with
28.10% and the building tax with 12.43%.
Other taxes, such as the hotel tax, property
transfer tax on real estate, land tax, agricul-
tural land tax, signboard and advertising tax,
occupy a very small percentage compared to
the above two taxes. What is worth empha-
sizing is the large space occupied by local fees
as a very important source for generating in-
come. Specifically, fees for administrative
services make up 23.26% of local revenues,
fees for local public services (waste, greening,
etc.) make up 17.87% of revenues.

Guarantees given to the local
government regarding local finances

In terms of decentralization, the relation-
ship between central and local government is
also reflected in other articles of the law, es-
pecially with regard to local finances, where
in article 34 point 5 is provided for: “In case
changes in the fiscal policy are accompanied
by a decrease in the levels, rates and base
of local taxes or the share of the income of
local government units from separate tax-
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es, the Ministry of Finance is obliged to take
measures to compensate for the decrease,
through increased financial transfers and
the possibility of local borrowing and/or
other forms”. In addition, in the Law “On
the Finances of Local Self-Government”, is
made a detailed prediction by providing in
Article 4/6: “In case local taxes or fees are
reduced or removed from the central gov-
ernment, self-government units local are
fully compensated, through the increase of
the unconditional transfer, separate taxes,
the transfer to the local level of another na-
tional tax or their combination”. This article
clearly reflects the line of decentralization in
its two forms, jurisdictional and financial.
What this means is, first, a guarantee for the
local government that interventions by the
central government in fiscal and budget pol-
icies must be accompanied, in advance, by
a consultation and compensatory measures
for the local government, in case they have
a negative impact on local finances and the
legal guarantee that the establishment and
change of local taxes and fees belongs to local
decision-making, i.e. the Municipal Council.
The Law “On Local Self-Government” also
gives a preliminary guarantee to the local
government, obliging the central govern-
ment to consult with the local self-govern-
ment units during the drafting of the state
budget, through the defined consultation
instruments, analyzing the sufficiency and
stability of the financial resources of the lo-
cal self-government unit to achieve the goals
defined in this law. But this consultation, in
the case of changes in the building tax, turns
out to be not real and not in accordance with
the spirit of the law and its purpose. The con-
sultation of the central government with the
local government is an expression of local au-
tonomy and if we see this article also related
to other provisions, we conclude that the law
in this aspect is not being applied.

Another financial guarantee for munici-
palities consists in the fact that uncondition-
all transfer cannot be smaller than that of the
previous year. But the fact that the budget of
the local units in total does not show a sig-
nificant increase, it is a clear indicator that
the autonomy is not complete and that the
new legislation has not brought an increase
in the budget of the municipalities, i.e. the
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essence of decentralization. The level is more
or less the same, i.e. no less than 1% of GDP
is allocated from the central budget, which
is the lowest regional level, thus preventing
municipalities from increasing the quality
of services and exercising new powers in full
discretion, as provided for in the Europe-
an Charter of Local Autonomy. Apparently,
there is an incosistency between objectives of
the territorial reform and fiscal and budget-
ary policies of the government, thus under-
mining the strengthening of decentralization
and fiscal autonomy of municipalities.

Conclusions

Local taxes are a very important source
of income for local units. In order for the
revenues to be realized completely and real-
istically in the local budget, a great effort on
the part of the local actors is needed to make
this possible. First, efforts should be made to
inform citizens about local taxes, their types
and their obligation to pay local taxes. Citi-
zens should be informed and be aware that
this payment is translated into better service
for them in the future. On the other hand,
the employees of the respective municipali-
ties must correctly fulfill their duties for the
collection of local taxes as are defined in rel-
evant laws. Thirdly, we must have a real con-
tribution from both central and local actors
to respect the constitutional principle of de-
centralization and local autonomy. The Law
“On Local Self-Government” and the Law
“On Finances of Local Self-Government” do
not reflect one of the important principles
of the European Charter of Local Autonomy
that the central government should support
local decision-making and not simply finance
through a specific fund a task, for which the
local government does not exercise deci-
sion-making. If the transfer of a social func-
tion or another to the local level means more
income, but reduces the decision-making of
the local government on expenses, then the
local government will become an subordi-
nate of central government so we will have a
centralization of local income in function of
central decision-making.

In this perspective, with a correct treat-
ment of local government bodies as inde-
pendent bodies and governing partners,
funding from the state budget would not
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only be an attribute of the executive at the  bodies which, with the necessary financial
central level, but a fundamental right of resources, can exercise the functions de-
local government bodies, as constitutional fined by law.
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